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Intr-0duction
'

Section 163(b) of the Trade Act of 1974. (Public Law 93-618, 88 Stat~
1978) directs that, at lea.st once a year, the United States International
Trade Commission submit to the Congress a. factual report on the operathm of
the trade agreements program. This report is the 32nd report to be submitted
under section 163(b) and.its predecessor legislation.
Executive Orde! 11846 of March 27, 1975, defines the
program as including:

tr~de

agreements

all activities consisting of, or related to, the negotiation or
· administratio~ of iq.ternational agreements which primarily
concern trade and which are concluded pursuant to the. authority
vested in the President by the Constitution, .Section 350 of the
Tariff.Act of 1930, as amended, the Trade Expansion Act of 1962,
as amended, or the Trade Act of 1974.
The period covered in this report is calendar year 1980, although
occasionally, to enable the reader to understand developments more fully,
events in early 1981 are also reported. The report consists of a preface and
five chapters. The preface sets the stage for the discussion of trade
agreements activities in 1980 by describing the economic and trade performance
of the United States during the year. Chapter I highlights two topics of
special importance in the trade agreements sphere: the administr~tive
implementation of the Tokyo Round agreements in the United States in 1981--the
year during which most of the codes became operational; and the problem of
economic adjustment in the automobile and steel industries. Chapter II
discusses international trade agreements activities that took place within the
GATT during 1980, while Chapter III focuses on trade agreements developments
in other international fora (like the OECD), or bilaterally between the United
States and other countries. Trade relations between the United States and its
major trading partners are treated in Chapter IV, which also describes major
economic and trade policy developments in those countries that have or could
have an effect on the United States. The final chapter covers the
administration of U.S. trade laws and regulations during 1980.
This report was prepared principally in the Commission's Office of
Economics with assistance from the Office of Executive Liaison.

PREFACE
The U.S. Economy and

u.s.

Trade in 1980

Like other oil-importing industrial countries, the United States in 1980
was greatly affected by the "second oil shock" that started with the Iranian
revolution in early 1979. Partly as a result of this shock, the United States
experienced a sharp but brief recessi~n that was concentrated in the second
quarter of 1980. The economy recovered rapidly during the second half of the
year.
Although real gross national product (GNP) declined at a record
9.9-percent annual rate between January-March and April-June 1980, by
October-December the real GNP was only 0.3 percent below that of
October-December 1979. Within this overall performance,
interest-rate-sensitive sectors fared much worse than others: personal
consumption expenditure (PCE) on durable goods fell at a 43-percent annual
rate from the first to the second quarter and by 4.7 percent on a
fourth-quarter-to-fourth-quarter basis. The corresponding figures for
investment in nonfarm residential structures were a 51-percent annual rate of
decline from the first to the second quarter of 1980 and a 13.5-percent fall
from the fourth quarter of 1979 to the fourth quarter of 1980. Within these
two sectors, PCE for new domestic autos and investment in single family houses
were particularly weak.
By contrast, PCE for. services rose 3.0 percent during the year, and net
exports of goods and services rose 14.9 percent. Both increased merchandise
exports and reduced imports contributed to the strong trade performance. The
export rise _was broad based, suggesting that the decline of the dollar during
1977 and 1978 had increased U.S. competitiveness. Exports of goods and
services as a share of total U.S. economic output (GNP) were up sharply in
1980, to 9.9 percent from 8.9 percent in 1979 (see fig. 1).
The volume of oil imports declined about 27 percent from what it was in
1979, reflecting both the economic slowdown and the effects of conservation.
The ratio of U.S. oil conswnption to real GNP has been falling at an
increasing rate since 1978.
Despite the lack of large oil price increases, inflation levels were very
high in 1980. The Consumer Price Index (CPI) rose 12.25 percent in 1980,
nearly matching its 1979 rise. The CPI, excluding food and energy, rose 1.5
percentage points faster than it did in 1979.
Interest rates were extremely volatile during the year and reached record
highs in March and again in December. In 1980, the Federal Reserve placed
less emphasis than before on interest-rate movements and more emphasis on the
direct control of the monetary aggregates. 1/ The ability of the economy to·
tolerate record high rates surprised many experts.
'1/ The Federal Reserve Board had introduced a new procedure for controlling
the money supply in October 1979. This new procedure was based on direct
control of nonborrowed reserves; the old procedure relied on indirect control
of nonborrowed reserves by controlling the Federal funds rate. This change
may have resulted in an interest-rate rise in early 1980 that occurred fast~,r
and went higher than would have otherwise been the case.
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Primarily because the high U.S. interest rates caused large net capital
inflows, the dollar followed the pattern of U.S. interest rates--first rising
sharply, then falling during April-June, then rising again through the last
half of the year. The dollar closed the year up 5.5 percent on a
trade-weighted basis from its foreign-currency value at the end of 1979.
The unemployment rate, which began the year at 6.2 percent, hit a low of
6.0 percent in February, but then climbed to a 7.8-percent high in May. The
rate edged downward in the ensuing months and ended the year at 7.4 percent.
Evolution of the economy in 1980
By the end of 1979, a 1980 recession was being widely forecast. The
Economic Report of the President said: "The expected recession is likely to
be mild and brief. Decline in real gross national product (GNP) should not
extend much past midyear • • • GNP is forecast to decline by
1 percent •
." 1/
The reason for this gloomy outlook for the first half of 1980 was the
surprising strength of the economy in 1979. Real per capita disposable income
grew very slowly during 1979--in part because of the income transfer to
oil-exporting countries that resulted from huge price increases in imported
oil: the unit value of U.S. oil imports grew from $13.40 in December 1978 to
$26.28 in January 1980. Consumers, however, maintained their living
standards, despite the real-income squeeze, by reducing their personal savings
rate to 4.7 percent in the 1979 fourth quarter--the lowest rate since 1949.
At the same time consumers and businesses were taking on additional debt,
despite interest rates that had begun to rise sharply in July-December 1979.
Some slowdown in consumer spending in early 1980 seemed inevitable. ~
The beginning of 1980, however, saw consumer spending remain strong:
there was an unusual amount of speculation in the precious-metals markets;
savings rates stayed low as consumers appeared to be adopting a
buy-before-the-next-price-increase attitude; business credit demands were very
strong, possibly in anticipation of credit restraints. All this was ha~pening
despite interest rates that were soaring above previous highs. By early
March, with the bank prime rate at 17.75 percent and still moving up, the
Administration felt that "without some additional action these (inflationary
expectations) would validate and further accelerate wage demands and
ultimately lead to an explosion of prices." l_/
In this environment of huge credit demands, the President announced an
anti-inflation plan in a television address on March 14, and urged consumers
to restrict their use of credit. The plan included invoking the Credit
Control Act of 1969, which allows the Federal Reserve to employ a number of
credit restraint measures. The response to the voluntary and mandatory parts
of the program from both consumers and providers of credit was sharper than
1/ Economic Report of the President, transmitted to the Congress,
January 1980, P• 133.
2/ Ibid, p. 132.
J/ Ibid., P• 136.
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anticipated. Outstanding consumer installment credit fell in April for the
first time in 5 years. The use of credit slowed even in areas, such as auto
and mortgage loaus, that were not covered by the President's program. It is
not clear, however, whether the President's program or the high level of
interest rates was the more important cause of the decline.
Several midyear forecasts predicted that the economic slowdown would
continue until the first quarter of 1981. l/ Industrial production, however,
increased in August and continued to increase for the rest of the year. Real
GNP grew at a 3.1-percent annual rate during July-December 1980. Although the
auto and housing sectors led the rebound, neither housing starts nor new
passenger auto sales reached their pre-recession levels.
The brevity of the 1980 recession was due in part to businesses
maintaining tight control over inventories in late 1979 anci early 1980. Even
when the sharp fall-off in final sales occurred, the involuntary accumulation
of inventories was minimal because output slowed almost immediately. Because
inventory levels were kept low, output recovered quickly once sales
increased. The following tabulation shows a comparison of inventory levels
during the 1974-75 recession with the 1980 recession:
Table !.--Inventory accumulation, nonfarm businesses, 1974-75 and 1980

Item

III

Billions of 1972
dollars
(seasonally
adjusted annual
rates).
Source:

7.8

1974
IV
13.3

1980
II

1975
I

-15.6

II

-12.2

I

0.6

-1.4

III

-3.1

IV
-5.6

...

Bureau of Economic Analysis, U.S. Department of Commerce.

Several factors may have contributed to the smoother inventory cycle in
1980. First, the 1980 recession was widely expected_. Second, no fear of a
general raw-materials shortage existed, and thus little precautionary
overstocking occurred. 2/ Third, high interest rates made inventory carrying
costs high. Finally, improved management information systems helped
businesses respond more rapidly to changing economic conditions. 3/

1/ For example, see th~ Federal Reserve's staff projections and the
Organization for Economic Cooperation and Development's forecast for the
United States.
2/ Economic Report of the President, transmitted to the Congress,
January 1980, p. 144.
3/ OECD Economic Surveys: United States, 1980, August 1980, p. 36.
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The second half of the year also saw the resurgence of money-supply
growth. After falling below the lower limits of their target ranges in March
and April, the monetary aggregates began increasing rapidly in May. By
September all measures of the money supply were at or above the upper limits
of their target growth ranges.
Although the money stock was growing faster than planned, it was not
growing fast enough to prevent interest rates from rising once the recession
ended. Thus, interest rates, which had hit their recession lows in June
(T-bills) and July (Federal Funds), began climbing sharply in late July.
The normal lag in obtaining acc~rate data on current economic conditions
was the primary r:ason the Federal Reserve misjudged the strength of the
recovery and allowed the money stock to grow so rapidly: "In retrospect, the
persistent high rate of monetary growth since July appears excessive; nowever,
as events unfolded the picture was one of considerable ambiguity. • • • The
extent of that rebound in economic activity was not clearly apparent until
data were received in late September and October." };./
By the November 18 meeting of the Federal Reserve's Open Market Committee
(FOMC), it was clear that: (1) the strength of the economy had been severely
underestimated; (2) in order to meet the money growth targets established in
February and reaffirmed in July, it would be necessary to risk allowing
interest rates to rise to their pre-recession levels.
In addition to expressing concern about the "possibility that the
greater-than-anticipated strength of the recovery in recent months would be
followed in early 1981 by a decline in real GNP," 2/ the FOMC member.s
"expressed concern about inadvertently contributing to the volatility of
interest rates, because of the implications of such volatility for economic
activity, for inflationary psychology, and for the· functioning of financial
markets." 3/ Although not specifically cited by the FOMC, the interna.tional
impact of interest-rate volatility via the exchange markets has, in the
current year (1981), become a significant issue both for the United ~ftates and
for its major trading partners.
The decision reached at the November 1980 meeting, and reaffirmed in
telephone conferences on November 26, December 5, and December 12, was to
stick to the money-supply goals established for 1980, "without (open market)
operations being precisely constrained" by the Federal funds ceiling rate of
18 percent.

1/ Statement to Congress by Paul A. Volker (Chairman, Board of Governors of
to-Federal Reserve System), "Recent Developments in Monetary Policy," Federal
Reserve Bulletin, vol. 66, No. 12, December 1980, p. 952.
2/ "Record of Policy Actions of the Federal Open Market Cammi ttee," Federal
Re-;erve Bulletin, January 1981, p. 29.
]_I Ibid., P• 30.
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As a result of this decision, the narrow money supply aggregates grew
little in November and December, and by yearend were well within their target
ra.nges. The growth of M2 and M3 also slowed; these monetary aggregates ended
1980 just above their established upper limits. Although interest rates did
reach their spring highs in mid-December, they soon retreated. Despite this
monetary turmoil, economic growth remained strong in October-December 1980 and
was very rapid in the January-March 1981.
U.S. international transactions in 1980
Balance of payments.--The U.S. current account was in rough balance in
1980 for the second straight year, moving to a $3.7-billion surplus, after a
$0.7 billion deficit in 1979. The most notable aspect of the U.~. trade
picture in 1980 was an improvement in the merchandise trade balance--from a
deficit of $29. 4 billion to a deficit of $25. 3 billion. 1/ This was achieved
despite a 63-percent increase in the average unit value of petroleum imports
that resulted in the oil import bill increasing by nearly $19 billion from
what it was in 1979.
The services balance--of which the largest component is earnings from
direct investments abroad--was almost unchanged at a surplus of $36.1
billion. This followed several years 9f improvement and a particularly sharp
gain in 1979, which was largely attributable to a rise in U.S. petroleum
company earnings. The rema'ining component of the current account--unilateral
transfers--moved from a deficit of $5. 7 bill i.on to a deficit of $7. 0 billion.
Main features of the capital account in 1980 in.eluded an $8. 2 bi.Ilion
increase in U.S. official reserve assets, as the U.S. Government took
advantage of periods of dollar strength to buy foreign currencies, mainly
German marks. Foreign official reserve assets in the United States were up
$15.5 billion, due principally to increased Organization of Petroleum
Exporting Countries (OPEC) investment in U.S. Treasury and corporate
securities. Net foreign direct investment in the United States was
$10.8 billion, whereas net U.S. direct investment abroad was $18.5 billion.
Both of these flows declined slightly from what they were in 1979. The large
net private capital outflows in 1980 were almost offset by a posi.tive
statistical discrepancy of $35.6 billion. This discrepancy item, which has
grown very rapidly in the past 3 years, is believed to consist of private
capital inflows through unrecorded channels (i.e., not through banks), and to
arise (as a counterpart to the recorded outflows through banks) ~rom a close
integration of U.S. and offshore financial markets via Caribbean branches of
U.S. banks. 2/

1/ Trade figures cited are on an international accounts (IA) basis.

Z/ Federal Reserve Bulletin, April 1981, "U.S. International Transactions in
1980," vol. 67, No. 4, p. 273.
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Merchandise trade.--Year-to-year growth in U.S. export volume slowed to
8 percent in 1980 from 11 percent in 1979 (see table 2). The value of goods
exported was up 22 percent, rising to $223.9 billion. U.S. exports grew
strongly from 1978 through January-March 1980, probably as a result of the
continuing favorable effect on U.S. competitiveness of the depreciation of the
dollar during 1977 and 1978. The flattening of the U.S. export trend line
during April-December 1980 coincided with a sharp dropoff in GNP growth in
major developed country markets. The value of agricultural exports during
1980 grew at the same rate as it did during 1979 (18 percent) despite the
limited embargo imposed by the United States on grains sales to the u.s.s.R.
Lower sales to the Soviet Union were offset by higher sales to nontraditional
markets in Eastern Europe, China, and Latin America.
Table 2.--Percentage change, 1980 from 1979 in value and volume of

Item

Total

Exports
Nonagricultural

Agricultural

Total

Imports
Nonpetroleum

Value-----:

22

23

18

18

13

Volume----:

8

6

10

-3

-

Source:

u.s.

trade

Petroleum
32
:

-20

Bureau of Economic Analysis, U.S. Department of Commerce.

Import,volume decreased 3 percent from 1979 to 1980. Import value was
up 18 percent to $249. 3 billion. There was a sharp decrease in the volume of
oil imports--to 7.1 million barrels per day from the 8.81 million barrels per
day in 1979--due to a combination of factors: a lower level of U.S. economic
activity, conservation, substitution of alternative fuels for petroleum, and
slower stock building. 1/ Imports as a percent of petroleum consumption fell
to 42 percent in 1980 from 48 percent in 1979. Sharply higher prices, though,
led to an increase in the oil import bill of $19 billion from what it was in
1979. This represented fully one-half of the total increase in the value of
U.S. imports over 1979 and brought the share of petroleum in total imports to
32 percent.
Nonpetroleum imports, like U.S. exports, had been following an improved
trend since 1978, probably owing to better U.S. price competitiveness. There
was a sharp drop in these imports in April-June 1980, as the United States
went into recession. .The declin.e was concentrated in industrial supplies,
imports of capital goods were only slightly affected.
There were several notable shifts in bilateral merchandise trade
balances in 1980. The U.S. trade surplus with the nine countries of the EC
grew from $9.2 billion to $17.6 billion, as the value of U.S. exports jumped
26 percent. The deficit with OPEC countries rose from $30.5 billion to $38.2
billion. The negative balance with Japan rose moderately--from $8.6 billion
to $10.4 billion, because of rapid growth of imports of automobile products
and industrial machinery.
·
·
1/ Ibid., p. 271.

CHAPTER I
HIGHLIGHTS AND SELECTED ISSUES IN TRADE AGREEMENTS ACTIVITIES IN 1980
In 1980, the United States and its trading partners in the General
Agreement on Tariffs and Trade (GATT) began the process of implementing the
various tariff and nontarif f agreements negotiated during the Tokyo Round of
Multilateral Trade Negotiations (MTN). On January 1, 1980, most of the
industrial-country participants in the Tokyo Round made the first of a series
of generally annual tariff cuts agreed upon in the negotiations. Japan began
its staging on April 1, 1980. When completed, these tariff cuts will have
reduced the average duties on imports of manufactured goods by about
one-third, a cut comparable to that achieved in the Kennedy round of 1964-67.
On January 3, 1980, the United States basic tariff-cutting authority provided
by Section 101 of the Trade Act of 1974 for use in the Tokyo Round
negotiations expired. 1/
Seven of the nine multilateral Tokyo Round agreements on nontariff
barriers to trade also came into effect on January 1, 1980~ These included
agreements covering subsidies and countervailing duties, technical barriers to
trade, import licensing procedures, aircraft, a revised antidumping code, and
the two agricultural arrangements covering bovine meat and dairy products.
The agreements covering Government procurement and customs valuation 2/
entered into effect on January 1, 1981.
To most of the countries of the world 1980 brought growing inflation and
unemployment, rising interest rates and exchange rate instability, and large
trade and payments imbalances. Many countries experienced difficulties in
adjusting to such economic dislocations. Governments were consequently under
pressure to restrict competition from imports and to assist exports by
subsidies or other means. As a symptom of this pressure, a number of trade
disputes arose concerning, among other products, steel, automobiles, textiles,
sugar, tuna, and apples. The interaction of economic adjustment with trade
actions in two key basic industries-automobiles and steel--is discus.sed more
fully below.
The economic difficulties of 1980 were also reflected in the low grow~h
of both world production and world trade--both recording their third lowest
gains since the Second World War. Growth in the volume of world production
1/ Very limited tariff-cutting authority was still available after Jan. 3,
1980, in the form of the so-called "residual negotiating authority" of Section
124 of the Trade Act. The Sec. 124 authority continued for an add.itional two
years, and provided a means by which the United States could make final
adjustments in the Tokyo Round package of tariff concessions. ·This au~hority
was not used during 1980, but some of the procedural prerequisites for using
it were initiated.
2/ The United States and the European Community (EC) implemented the
agreement on customs valuation on July 1, 1980.
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slowed for the fourth consecutive year, to 1 percent in 1980, and year-to-year
growth in the volume of world trade was 1.5 percent, down from 6 percent in
1979. The value of world trade reached nearly $2 trillion in 1980, or
approximately 20 percent more than the value in the previous year. Most of
this increase is attributable to the strong rise in dollar unit values. On an
f.a.s. basis, the u;s. trade deficit decreased compared with that.recorded in
1979. U.S. exports increased by about 21 percent, to $220.5 billion, and
imports increased by 17 percent, to $240.8 billion. U.S. trade surpluses with
the European Community and. Mexico increased i.n 1980, compared with that in
1979, but U.S. deficits with Canada and Japan also increased.
MTN Implementation in the United States
Implementation of the vast majority of the tariff concessions negotiated
by the United States in the Tokyo round began on January 1, 1980, when the
first stage of tariff reductions for a few thousand TSUS items were put .into
effect by Presidential Proclamation 4707 of December 11, 1979. The first
stage of tariff reduction for several hundred TSUS items, mainly benzenoid
chemicals subject to the American Selling Price system, and benzenoid related
chemicals, began on July 1, 1980, when the United States, along with the.
European Communities, implemented the Customs Valuation Code, (Presidential
Proclamation 4768 of June 28, 1980).
Most tariff reductions will be made in eight equal stages, with the final
stage becoming effective on January 1, 1987. There are numerous exceptions to
this general rule, however. The United States imple~ented the full concession
on January 1, or July 1, 1980, for a few hundred TSUS items, delayed the first
stage of i'mplementation until January 1, 1982, for textiles, apparel and steel
products, and varied the staging of concessions for several hundred more TSUS
items to accelerate or slow down the implementation .of the tariff
concessio.ris. Other countries have made similar exceptions, notably our
principal trading partners, Canada, Japan, and the European Community. The
implementation of some U.S. tariff concessions is delayed until certain
conditions upon which they are contingent are fulfilled.
The Agreements on And.dumping, Subsidies and Countervailing Duties,
Technical Barriers to Trade (Standards), Licensing, Trade in Civil Aircraft,
and the Arr8:ngements Regarding Bovine Meat and Dairy Products also entered
into force· for the United States on January 1, 1980, and the United States,
together with the European Community, implemented the Agreement on Customs
Valuation on J'uly 1, 1980, 6 months. before the agreement itself was to become
effective. The United States also began preparations for implementing the
Agreement.on Government Procurement, scheduled to become effective
January 1, 1981..
The first step toward implementation of these agreements was taken in
1979 with passage of the Trade Agreements Act of 1979 which approved the
agreements, authorized their acceptance by the President (which would glve
them the force of U.S. law as executive agreements) and authorized the
President to take such actions necessary to implement them under U.S. law.
The Trade Agreements Act also made extensive revisions in U.S. statutes on
antidumping, countervailing duties, and customs valuation to bring them into
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conformance with the agreements on those subjects. These revisions in turn
necessitated extensive revisions in the rules of procedure of the U.S.
International Trade Commission and the Commerce Department's International
Trade Administration, which would be administering functions under the revised
statutes on antidumping and countervailing duties, and in the Treasury
Department's customs regulations d~aling with valuation. In preparation for
the change in valuation practices, the Customs Service held training courses
for its agents throughout the country.
In late 1980, the Secretaries of Commerce and Agriculture established
technical offices in their departments to carry out functions assigned to
those departments by the President under the Agreement on Technical Barriers
to Trade. The Bureau of Standards in the Department of Commerce assumed the
functions of the standards information center called for in that agreement.
Aside from the proclamation of duty-free treatment for the civil aircraft
products covered by the Aircraft Agreement and the waiving of provisions of
the Buy America Act, no other special administrative actions were necessary to
implement that agreement. No special administrative actions by the United
States were required to implement the Licensing Procedures Agreement or the
Arrangements Regarding Dairy Products and Bovine Meat.
In preparation for the entry into force of the Agreement on Government
Procurement and in order to ensure that all Federal agencies meet their full
obligations under the agreement, and to delineate responsibilities regarding
the implementation of the agreement, the President issued Executive Order
12260 on December 31, 1980. The executive order mandated that all covered
Federal procurement be conducted in full compliance with the agreement. The
order also delegated authority to the USTR to waive in the case of any covered
purchase the application of any law, regulation, procedure, or practice which
would discriminate against or among the products of parties to the agreement.
On January 1, 1981, the U.S. Trade Representative issued a determination
exercising this authority, thereby waiving, inter alia, the Buy America Act,
and special preferences afforded by the Department of Defense, for all covered
purchases from parties to the agreement. Subsequently, all relevant
regulations were revised to take code obligations into account.
In the MTN the United States had agreed to abolish the so-called
"wine-gallon" method of taxing and levying duties on imported distilled
spirits, which constituted a significant discrimination against imported
products. To implement this concession, the Trade Agreements Act
substantially r~vised the provisions of the Internal Revenue Code of 1954 on
the taxation of distilled spir.its. Corresponding revisions were then made
late in 1979 in the regulations of the Internal Revenue Service implementing
these provisions.
At the same time that the United States was implementing the MTN
agreements domestically, a program was also launched to monitor and enforce
U.S. rights under the agreements in other countries.
Section 901 of the Trade Agreements Act of 1979 amended section 301 of
the Trade Act of 1974 to provide a more effective procedure for insuring
enforcement of U.S. rights under trade agreements and for relief from certain
unfair and burdensome Foreign trade practices. An industry, experiencing a
problem with its export trade, may bring its particular problem. whether or·
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Government for resolution under section 301, which, inter alia, authorizes the
President to take action to enforce U.S. rights under any trade agreement and
to respond to a foreign policy or practice that is inconsistent with or denies
U.S. benefits under a trade agreement. The President may take all appropriate
and feasible action within his inherent and statutory authority to enforce
U.S. rights or obtain elimination of the acts, policies, or practices referred
to in section 301. In addition, he may suspend or withdraw benefits of trade
agreements granted by the United States or impose retaliatory import
restrictions. In May of 1980 the U.S. Trade Representative, which administers
section 301, issued revised regulations for proceedings under that section (19
CFR Part 20006).
The International Trade Administration of the U.S. Department of Commerce
in 1980 devised an elaborate monitoring and reporting procedure for its
commercial attaches abroad to report on developments in their host countries
which may affect U.S. rights under the various non-tariff measures
agreements. The requirements for monitoring activities relevant to operation
of the Customs Valuation Agreement are an example. Commercial attaches are to
report from their posts the following types of information on a continuous
basis: (1) texts of legislation, regulations, judicial decisions,
administrative rulings and procedures relevant to implementing the agreement;
(2) any significant changes in the implementing procedures that come under
consideration following entry into force of the agreement; (3) any complaints
regarding the valuation of goods entering any of the signatory countries from
the United States, together with a full explanation of the facts and details
of the complaints, and an evaluation of the basis for the complaints and
recommendations for action when appropriate. In addition, posts were
instructed to keep abreast of and report important developments in the
agreement that would be helpful to U.S. traders. Similar reporting
requirements were established for each agreement on a continuing basis. The
establishment of these monitoring and reporting requirements indicates the
strong U.S. intent to see that its rights under the various agreements are not
impaired.
Problems of Economic Adjustment in Basic Industries
During 1980, large-scale adjustment of the economic structures of the
United States and other countries continued to cause problems and conflicts in
trade relations. 1/ Dramatic increases in the relative price of oil versus

1/ One of the basic functions of any economic system is to provide for the
efficient-allocation of productive resources--labor, capital, and so forth.
As economic conditions change, the allocation of resources in an economy must
also change if its output is to increase, or even to be maintained. The term
"structural adjustment" refers to this reallocation process, either at the
level of the individual firm or at the level of industries and regions. Many
kinds of changes could require (or at least indicate the need for) structural
adjustment of an economy: technological change, changes in resource
availability, changes in consumer preferences, and so forth. Adjustments to
these changes are being made continuously in market economies. Though there
are sometimes large costs involved in this process--capital losses or
bankruptcies, "frictional" unemployment as workers move from one line of work
to another--adjustment is essential to the future ability of the economy to
DrOVide ~t~hlP OT rf~fn~ inrnmoa
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other goods have caused massive payment imbalances in many countries.
Countries have attempted to adjust to the increased price of oil by
introducing policies to reduce their dependence on imported oil and by
increasing investment in energy-efficient equipment. Partly because of the
increasing importance of oil-exporting developing countries, and partly
because many newly industrializing countries with relatively low wage scales
are beginning to export the full range of manufactured goods, traditional
trading relationships are shifting. In the past two decades, the industrial
~ountries' share of world trade has declined, whereas the developing
countries' share has increased, particularly in the case of the traditional
oil-exporting developing countries. As the relative importance of heavy
industries to the gross national product of developed countries has declined,
the share of employment, investment, and value added in the services sector
has increased at an accelerating rate.
Compounding these adjustment problems in recent years has been the
slowdown in the rate of economic growth and concomitant increase in the rate
of inflation, particularly among developed market economies. As a result, the
costs associated with adjustment are more difficult to absorb. For example,
with high unemployment, workers displaced by plant closings are less likely
to find new work. At the same time, lower profit reduces the ability of firms
to invest in new manufacturing processes or to convert to energy-efficient
equipment.
In the United States, the flexibility of the economy is declining even as
the need to change is increasing. For example, inflation is making it
increasingly less attractive for workers to relocate. This is particularly
true for an older worker whose entire equity may be tied up in his house.
Also, because some industries are characterized by large plant size, are
geographically concentrated, and often dominate their local labor markets,
workers and capital are not reallocated smoothly when structural change occurs.
Problems associated with structural adjustment in basic industries often
become international trade problems. Faced with high inflation, high
unemployment, and stagnant growth, governments have looked for ways to control
the adjustment process and to minimize its impact. 1/ Unfortunately, no
international concensus exists on the appropriate role of governments in
structural adjustment, or on the distribution of adjustment costs among
economies. 2/ In this situation, some governments have assumed greater direct
1/ In the United States, there was during 1980 great interest in the
concept of "reindustrialization," and an examination took place within the
Federal Government of the possibility of formulating some sort of "industrial
policy" that would have the government play a major role in facilitating and
coordinating the reallocation of resources in the economy. Though the debate
is not over, the current view is that direct Federal involvement in allocating
capital or in supporting older industries that face major adjustments is
inappropriate. See the Economic Report of the President, Transmitted to the
Congress January 1981, p. 128.
J:_/ In recerit years various committees of the OECD have studied these
adjustment issues. An important result of this work was the adoption, at the
meeting of the OECD Council at Ministerial Level in June 1978, of a document
called Policies for Adjustment: Some General Orientations. These Orientations
recognize the need for adjustment, and call for "a fair sharing of the costs
of adjustment."
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responsibility for the social consequences of the adjustment process by
nationalizing industries, or by giving subsidies designed to ease--or even to
resist--structural changes. To limit the international pressures on domestic
industries, governments have erected various nontariff barriers such as
quantitative restrictions, voluntary restraint agreements, or reference or
trigger-price mechanisms (TPM), and they have increased the application of
countervailing and antidumping duties. The sections that follow describe
trade actions during 1980 in two industries--autos and steel--that are
undergoing rapid structural change worldwide.
Automobiles
Beginning in mid-1979 and throughout 1980, increased automobile imports
from Japan caused tension among the United States, Japan, and the European
Community. Some U.S. and European auto producers claimed that increased
imports of Japanese cars hurt their industries. Japan contended that high
gasoline prices, economic recession, consumer preferences--rather than
increased imports--were responsible for the problems of the United States and
EC auto industries.
U.S. actions.--On June 12, 1980, the United Auto Workers (UAW) union
petitioned the U.S. International Trade Commission, under section 201 of the
Trade Act of 1974, to recommend imposition of quotas and higher tariffs on car
and light-truck imports for a period of 5 years. The UAW petition stated that
the U.S. auto industry needed temporary relief from import competition to help
it complete retooling to build more fuel-efficient cars. On August 4, the
Ford Motor Co. also filed a petition, asking the Commission to recommend
quotas on car imports and a 25-percent duty on imported lightweight trucks.
In July, President Carter unveiled a $!-billion package of emergency
measures designed to assist auto manufacturers, workers, dealers, and
auto-producing communities. In addition, he requested that the Commission
expedite its investigation. The Commission refused the request.
The Commission held hearings on October 8-11 on the question of whether
imported vehicles had substantially injured, or were likely to injure, the
U.S. automobile industry. On November 10, by a 3 to 2 vote, the Commission
determined that automobiles, trucks, and truck bodies and chassis are not
being imported into the United States in such increased quantities as to be a
substantial cause of serious injury, or threat thereof, to the domestic
industries producing like or directly competitive a·rticles. Some
Commissioners cited, as causes of problems faced by the U.S. auto industry, a
decline in demand for automobiles resulting from overall economic
conditions 1/ and a shift in demand away from large cars to small cars, rather
than a shift away from domestic cars to imports.
Congressional action on autos.--Committees of both houses of Congress met
throughout 1980 and into 1981 to discuss the health of the u.s. automobile
industry, the increased volume of automobile imports from Japan, and possible

1/ Economic recession, credit difficulties, rising costs of car ownership.
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methods of resolving the U.S. industry's problems. Witnesses at the hearings
included officials from the Off ice of the United States Trade Representative,
Department of State, the Congressional Budget Office, Department of Commerce,
United Auto Workers, AFL-CIO, Ford Motor Co., General Motors Corp., Chrysler,
American Motors Corp., Checker Motors Corp., Volkswagen, Automobile Importers
Association of ·America and the American Imported Automobile Dealers
Association. At the spring 1980 hearings, representatives from the UAW and
Ford Motor Company pushed for import restrictions on automobile imports from
Japan. They also wanted Japan's automakers to build a~sembly plants in the
United States and suggested passage of local content-requirement legislation
to require a high proportion of u.s.-made parts in u.s.-assembled vehicles.
Other witnesses claimed that import restrictions would not alleviate
unemployment in the U.S. auto industry. Similar opinions were expressed at
hearings held later in the year. Spokesmen for the Carter administration
opposed both import-quota and local content-requirement legislation.
No legislation restricting imports of Japanese automobiles was passed
during 1980. However, following the U.S. International Trade Commission
determination in November of 1980 that automobile imports were not a
substantial cause of serious injury to the U.S. auto industry, hearings were
begun in the Congress to study the possibility of passing legislation
authorizing the President to negotiate auto import restraints with Japan.
President Carter had stated that without a Commission finding of injury due to
imports he lacked the statutory authority to negotiate and implement an
orderly marketing agreement (OMA) on autos with Japan. A resolution was
subsequently passed in the House of Representatives authorizing the President
to negotiate import restrictions on cars, light trucks, and auto parts, but
the Senate did not pass the measure before it adjourned in December.
Bilateral consultations.--Bilateral U.S.-Japanese consultations on the
automobile issue continued throughout 1980. In May 1980, following spring
negotiations, the Japanese Government announced a package of measures designed
to help resolve the automobile issue in a way that did not adversely affect
the general economic relationship between the United States and Japan. The
Japanese statement described "steps the Japanese industry concerned has
·decided to take thus far, and the steps the Japanese Government has already
taken or will take, for facilitating entry into the Japanese market of autos
and auto parts." In conjunction with these measures, Japan expressed hope
that the United States would make efforts to improve the export
competitiveness of U.S. automobiles.
The package of measures, unveiled on May 15, consisted of promises to
eliminate Japanese tariffs on most automotive parts, simplification of
standards and inspection procedures, steps to promote Japan's imports of
U.S.-made auto parts, and a pledge by the Japanese Government to "continue its
policy of encouraging 'economically viable' investment by Japanese motor
vehicle manufacturers in car, truck, and parts facilities in the
United States." 1/ To promote Japan's imports of U.S. auto parts, the
statement promised that tariffs on almost all auto parts would be reduced to

1/ Japan Insight; United States-Japan Trade Council; No. 20; May 23, 1980;
p.-3.
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zero. };,./ The action replaced an earlier Japanese decision to accelerate duty
reductions on automotive parts agreed to during the Tokyo round of
multilateral trade negotiations. In addition, a Japanese Government-auto
industry mission was scheduled to travel to the United States to promote
Japanese purchases of U.S. auto parts.
In response to requests by the United States, the statement indicated
that Japan agreed to seven specific changes in Japanese standards and
inspection procedures for imported cars. These were (1) agreeing to supply
quickly information on changes in safety and environmental standards and
inspection procedures, (2) simplifying the documentation that must be
submitted for inspection, (3) approving installation of digital speedometers,
(4) after testing, allowing the use of a new type of emissions-analysis
equipment, (5) extending of the current 4 year time limit for the replacement
of catalytic converters, (6) using a car's date of manufacture
for determining the applicable safety standards instead of the date of
application for inspection (as long as a notarized certificate showing the
manufacture date accompanies the car), and (7) allowing the use of the same
type-approval'!:_/ system for imported cars that is used for Japanese-made autos.
The statement said that the Japanese Government had and would continue to
encourage investment by Japanese auto manufacturers in the United States but
said that "under the free enterprise system, the final decision on such
entrepreneurial matters as investment is the prerogative of the private
sector." To encourage investment in the United States by Japanese motor
vehicle manufacturers, a team of Japanese public sector and auto parts
industry officials was scheduled to visit the United States in conjunction
with the auto parts buying mission.
The Japanese Auto Components Buying Mission, composed of Japanese auto
manufacturers, auto parts wholesalers, and government officials, visited the
United States during September 1980. The mission was organized jointly by the
U.S. Department of Commerce, the United States Trade Representative, and the
Japanese Ministry of International Trade and Industry (MIT!). At bilateral
discussions held before the trip, representatives of the United States and
Japan agreed on some objectives and ground rules. The main purpose of the
parts buying mission was to accelerate the expansion of exports of U.S. auto
parts to Japan. However, it was agreed that Japanese auto manufacturers would
increase their volume of new purchases of U.S.-made components at a pace
consistent with sound business practice; that is, more complex components
would require longer lead times and relatively simple components could be
adopted quickly for original-equipment and replacement markets. Japanese auto
manufacturers also participated in a companion Automobile Components
Investment Mission sent to discuss licensing and joint venture arrangements
for some auto components. Both the Commerce Department and MIT! agreed to
monitor results for a 2-year period following the mission.

1/ On Mar. 31, 1981, the Japanese Diet passed a bill to eliminate duties on
many auto parts imported into Japan, effective Apr. 1, 1981.
2/ Approval of a group of similar products based on a sample.
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In early 1981, the Commerce Department issued a First Report on Follow-Up
Activities to the Automobile Components Mission. While stating that it was
then too early to attempt to assess the mission's full achievement, the report
said some increase in Japan's purchases of U.S. auto parts--from earlier
projected 1980 sales of $120 million to actual sales of $139 million--was
already apparent. Some increase was also shown in u.s.-Japanese joint
ventures and licensing agreements in auto parts manufacture. However, certain
U.S. auto parts manufacturers felt the mission was a failure, and some
complained that Japanese participants were not sincerely interested in
purchasing u.s.-made auto parts.
During the latter part of 1980, Japan remained opposed to a formal
agreement or voluntary restraints limiting U.S. automobile imports from
Japan. However, Japanese officials made a number of public statements urging
Japanese car manufacturers to moderate their car shipments to the
United States. 1/
The European Community also experienced a sharp increase in the level of
Japanese automobile imports into the EC market in 1980 (fig. 2). The greatest
increase occurred in those countries without large domestic automobile
industries--Ireland, Denmark, Belgium, Luxembourg, and the
Netherlands--displacing autos produced in other EC countries. Even in
Germany, with a large domestic auto manufacturing industry, Japan's share of
the auto market rose from 5.6 percent in 1979 to 10. 3 percent in 1980. ··
Because of the displacement of European-manufactured automobiles by imports
from Japan, the Europeans sought limits on imports of Japanese cars into the
EC.
On November 18-19, shortly after the conclusion of the U.S. International
Trade Commission auto investigation, European automobile industry leaders
traveled to Tokyo to discuss auto trade problems with Japanese automobile
manufacturers. The Europeans were pushing for limits on imports of Japanese
cars into the European Community. The talks were held at a private,
nongovernmental level. Participants had set up the discussions before the
Commission case was concluded, and some sources suggested that the
Commission's negative determination on the automobile investigation weakened
the European officials' bargaining position and prevented their achievement of
limits on car imports.
Before the meeting, several U.S. Congressmen voiced protest that limits
on EC auto imports would violate international trade laws "in complete
disregard to the letter and the spirit of the GATT." They pointed out that

1/ On May 1, 1981, the Japanese Minister of International Trade and Industry
announced that his country would limit passenger car exports· to the United
States to a total of 1.68 million units from April 1981 to March
1982--representing a cutback of 7.7 percent. In addition, exports for the
following year (April 1982 through March 1983) will be limited to the sum of
the export ceiling for the first year plus 16.5 percent of the estimated
increase in sales of passenger cars in the U.S. market for that year.
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most EC countries already have limits on car imports from Japan, l/ stating
that "we have severely restrained ourselves in the name of open trade, while
other nations of the world openly cavort in dividing up markets and setting
cartels."
Steel
Depressed conditions in the steel industry worldwide stalied recovery in
the EC and the United States in 1980. Against this background, three major
policy developments in steel trade took place: (1) the filing of an
antidumping suit by U.S. Steel Corp. against seven EC steel producers,
prompting suspension, on March 21, 1980, of the Trigger-Price Mechanism in the
United States; J:../ (2) the withdrawal of the antidumping suit and simultaneous
reinstatement by the U.S. Government of a modified TPM; and (3) the
introduction in the EC of a system of production quotas.
The implementation of the TPM in 1978 coincided with a change in the
composition of U.S. imports of steel. The previously high Japanese import
market share had been declining since mid-1977, and the EC' s market share had
increased. The downturn in market conditions in 1980, coupled with continued
import penetration, led to the U.S. Steel antidumping action against steel
producers in the EC, which had become the source of recent gains in import
markets in the United States.
The antidumping action caused EC concern over the state of U.S./EC trade
relations, it was felt that any increased restrictions on EC steel deliveries
would jeopardize the EC's steel recovery plan. The EC repeatedly expressed
concern to the United States, because they believed that the U.S. antidumping
action and TPM suspension went against the 1977 OECD consensus on steel, which
states that action by producing countries to deal with problems facing their
industry and to facilitate restructuring should not damage traditional trade
flows. 3/ The EC was in a position to potentially retaliate against U.S.
exports-of other goods, a situation which could have escalated into a trade
war.
The withdrawal of the U.S. Steel antidumping complaints against the
European producers and the U.S. Commerce Department's acceptance of this
withdrawal created the conditions necessary for reinstatement of the TPM, in
modified form, after an interruption of 7 months. The TPM was reinstated on

1/ For instance, Italy limits imports of Japanese cars to about: 2,000 per
year, France holds Japanese imports to about 3 percent of their auto market,
and the United Kingdom and Japan have a "gentleman's agreement" limiting Japan
to about 10 percent of the United Kingdom auto market. See ch. IV of this
report, European Community section, for further description of limits.
2/ The TPM is a reference price; sales below the TPM "trigger" an inquiry
into possible dumping. For more information on the U.S. antidumping action
and the TPM, see ch. V of this report.
l,/ Commission of the European Communities, Fourteenth General Report on the
Activities of the European Communities in 1980, p. 268.
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October 8, 1980, for a period of 5 years. 1.J In announcing its intention to
reinstate the TPM, the Department of Commerce stated that it had based its
decision on, among other things, recognition by the U.S. industry of its
critical need to accelerate the modernization of its facilities, and
recognition by the Commission of the European Communities (CEC) of the need
for adjustment by the European steel industry. As such, it represented a
compromise which accommodated the ~nterests of steel producers in both the
United States and the EC. Producers in the EC retained access to the U.S.
market unhampered by immediate prospects for continued dumping complaints by
U.S. steel firms. In addition, under the new preclearance procedures, 2/
foreign steel suppliers were given the chance to gain exemptions from the
trigger prices. 3/ U.S. steel producers were accommodated by the promised
upgrading of TPM-enforcement and the introduction of an "import surge"
provision.
In the EC's internal steel market, demand dropped sharply in 1980, and
the capacity utilization rate fell to 58 percent by September, !!_/ the lowest
rate ever recorded in the EC. In October, the CEC declared that the EC steel
industry was confronted with a "manifest crisis" and invoked article 58 of the
Treaty of Paris, S/ which allowed the CEC to establish binding production
quotas for all producers of crude steel and most rolled products. ~/ This
measure represented the most severe instance of market intervention in the
steel industry yet taken by the CEC. It supplemented the steps that had
already been taken to insulate EC producers from external market disruption.
Since 1978, steel imports into the EC have been subject to antidumping
monitoring by the basic price system (BPS), a device similar to the TPM.
Import-supplying countries are exempted from the BPS if they conclude
bilateral voluntary export restraint (VER) agreements with the EC on yearly
steel shipments. 7/
1/ As a result of further antidumping and countervailing duty complaints
filed by various domestic steel companies at the end of 1981, the TPM was
again suspended by the U.S. Department of Commerce on Jan. 11, 1982.
2/ Under the preclearance procedures, a foreign producer or exporter can
ship steel mill products to the United States at prices below the applicable
trigger prices without "triggering" an antidumping investigation, if he can
prove that his prices are not at less than fair value. If Commerce finds that
a fair value is below the trigger price, it may establish, for the quarter
under consideration, a preclearance price based on the fair value adjusted
where appropriate.
3/ After the reinstatement of the TPM in October 1980, only 1 EC firm, a
Belgian stainless steel wire producer, applied for preclearance.
4/ See Commission Decision No. 2794/80/ECSC of 31 Oct. 1980, Official
Jo;rnal of the European Communities No. L291, p. 1.
]./ Treaty establishing the European Coal and Steel Community, 140.
6/ OJEC L291, art. 2, P• 4 (1980).
ii The first VER's were concluded in 1978 and encompassed nearly all steel
imports to the EC. They have been renewed yearly since then with most
supplying countries.
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Under the production quota system instituted by the EC, the Commission
set quotas on maximum production levels and limits on steel deliveries to EC
customers for each EC steel firm. Limits on steel deliveries to EC customers
were based on a ratio determined by the pattern of a firm's steel deliveries
to its customers in the Community and in third (non-EC) countries during
1977-80. No firm may make steel deliveries to EC customers in excess of the
amount set by its assigned ratio of EC deliveries to total deliveries. 1/
Thus, if a firm's exports to third countries are particularly low in the
current period, it will be constrained in the amount of deliveries it can make
to EC customers. In principle at least, this puts added pressure on the firm
to increase exports up to the point where its ratio of Community to total
shipments falls to the base-period ratio. This behavior will allow it make
full use of its quotas for Community deliveries and thus maximize production
under the quota system. 3J
In summary, policy developments in the EC and the United States in 1980
contained two related trends in steel trade. First, producers in the EC
apparently continued to use exports as a means of maintaining capacity
utilization rates, thus creating downward pressure on steel export prices. As
a result, the United States and other major importing countries have
instituted mechanisms to monitor prices of imported steel in order to better
gauge market conditions.

1/ Specifically, the ratio is based on the pattern of deliveries in those
"12months of the period from July 1977 to June 1980 in which the total
production of the four groups of rolled products was highest."
2/ Assume, for example, a production quota of 100 units, a delivery ratio
of-0.9 and foreign exports of 5 units. The maximum allowable amount of EC
x
internal deliveries, !. units, will be determined by .9 = x + 5 • The
solution x = 45 shows that, even though the production quota is set at 100
units, the firm may not deliver more than 50 units in all. By increasing its
exports to 10 units, however, the new solution for allowable EC deliveries is
x = 90, permitting the firm to fill its entire production quota.

CHAPTER II
GATT ACTIVITIES DURING 1980
Introduction
The year 1980 marked the beginning of the post-Tokyo Round period of the
operation of the General Agreement on Tariffs and Trade (GATT). It was the
year in which the member countries of the GATT moved out of the period of
lengthy multilateral trade negotiations (MTN) on revised and improved rules
for international trade and into a period of implementation of those rules and
of establishing new GATT bodies to administer those rules. The activities of
GATT in 1980, however, extended well beyond MTN-related matters. The program
for future GATT work, which had been drawn up in 1979 after substantial
completion of the Tokyo Round, was carried forward with particular attention
to issues affecting trade with developing countries. In the area of dispute
settlement, a record 13 trade conflicts were submitted to the GATT in 1980 for
conciliation and arbitration. This reflected the difficulties faced by many
countries in adjusting to rapid economic change and the resulting pressures on
governments either to restrict competition from imports or to assist exports
through the use of subsidies or other means. But as a GATT report points out,
although these disputes are evidence that the international trading system is
under stress, they also show that governments are continuing to put their
faith in GATT rules as a basis for overcoming trade problems and as a way of
preventing growing protectionism. ~
As of yearend 1980, 85 countries were full members of the GATT, two were
provisional members, and 30 former territories of contracting parties were
applying the GATT de facto, pending final decisions on their future commercial
policy. A list of these countries appears on the following page.
The GATT Council of Representatives is the central organ of the GATT and
oversees the operation of the General Agreement between sessions of the
Contracting Parties. 2/ It supervises the agendas of the sessions and the
work of working parties and other bodies established by the Contracting
Parties, handles most technical matters, and reviews the reports of working
parties and other subsidiary bodies. It then makes recommendations to the
Contracting Parties on the adoption of these reports. Established in 1960,
the Council is composed of representatives of all contracting parties willing
to accept the responsibility of memebership therein.
The Council met seven
times in 1980. In November 1980, the Council reported on its work since the
35th session of the Contracting Parties in November 1979.
1/ GATT Activities in 1980, General Agreement on Tariffs and Trade, Geneva,
1981, P• 6.
2/ Contracting Parties (capitalized) refers to the GATT members acting
jointly as a body.
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GATT Membership at Yearend 1980
Contracting Parties to the GATT (85)
Argentina
AustraHa
Austria
Bangladesh
Barbados
Belgium
Benin
Brazil
Burma
Burundi
Cameroon
Canada
Central African Republic
Chad
Ch He
Congo
Cuba
.Cyprus
r.zechoslovakia
Denmark
Dominican Republic
Egypt
Finland
France
Gabon
Gambi.a
Germany, Fed. Rep. of
Ghana

Greece
Guyana
Haiti
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Ivory Coast
Jamaica
Japan
Kenya
Korea, Republic of
Kuwait
Luxembourg
Madagascar
Malawi
Malaysia
Mauritania
Mauritius
Netherlands
New Zealand
Nj_caragua
Niger
Nigeria
Norway

Pakistan
Peru
Phflippines
Poland
Portugal
Romania
Rwanda
Senegal
Sierra Leone
Singapore
South Africa
Spain
Sri Lanka
Suri.name
Sweden
Switzerland
Tanzania
Togo
Trinidad and Tobago
Turkey
Uganda
United Ki.ngdom
United States of America
Upper Volta
Uruguay
Yugoslavia
Zaire
Zimbabwe

Acceded Provisionally (2)
Colcmbia

Tunisf.a

Countries to whose territories the GATT has been applied and which now, as
independent States, maintain a de facto application of the GATT pending final
decisions as to their future commercial policy (30)
St. Vi.ncent
Algeri.a
Guf.nea-Bissau
Angola
Kampuchea
Sao Tome and Principe
Bahamas
Kirbiati
Seychelles
Bahrain
Lesotho
Solomon Islands
Botswana
Maldives
Swaziland
Cape Verde
Mali
Tonga
Tuvalu
Dominica
Mozambique
United Arab Emirates
Equatorial Guinea
Papua New Guinea
Yemen, Democratic
Fiji
Qatar
Grenada
St. Lucia
Zambi.a

2.5

A discussion follows of some of the key issues before the GATT Council in
1980.
The GATT Secretariat
On October 1, 1980, Arthur Dunkel of Switzerland assumed the position of
Director-General of GATT, succeeding Olivier Long of Switzerland who had
served in that position since May 1968.
In June 1980, Mr. William B. Kelly, Jr. of the United States, a former
assocjate U.S. Trade Representative, became one of GATT's two Deputy
Directors-General. Mr. Kelly succeeded Mr. Gardner Patterson, also of the
United States. The other GATT Deputy Director-General post continued to be
held by Mr. Madan G. Mathur of India. Mr. Mathur has held the post since 1973.
GATT work program
In 1979, the Consultative Group of Eighteen (CG-18) proposed a post-MTN
work program for the GATT. The work program was adopted by the Contracting
Parties at the annual session in November 1979. It i.ncluded the following
elements: implementation of MTN results, regular and systematic review of
developments in the trading system, cooperation and consultation in
agriculture through the multilateral agricultural framework, action on export
restrictions and charges, continuation of the process of trade liberalization,
attention to structural adjustment and trade policy, promotion of trade policy
measures by both developed countries and LDC's with a view to assisting LDC's
in their development efforts, acknowledgement of the importance of a new round
of trade negotiations among LDC's, continuation of the technical assistance
activities of the GATT initiated at the outset of the Tokyo round, and
readaptation of these activities to meet the requirements of the LDC's. The
work program did not specifically i.nclude minimum import labor standards or
rules of origin, although these items remained on the CG-18 agenda.
At the annual session of the Contracting Parties in November 1980, the
Contracting Parties reaffinned thelr intention to pursue the agreed Work
Program in orde.r to consolidate and complete the trading system. The
delegations cited the following elements of the work program as most
important: imp lement:i.ng the MTN results; obtaini.ng the widest possible
participation by Contracting Parties i.n the MTN agreements; improving the
multilateral safeguard system; determini.ng GATT's role in the relationshf.p
between structural adjustment and trade policy (with emphasis on containing
protectionist pressures and facil itati.ng trade liberalization)· increasf ng
attention to trade in agricultural products; increaslng trade liberalization
and improving access to markets; negotiating on the future of the Multi.fiber
Arrangement; a.nd strengthening GATT' s role and its mechani. sms, to ma:i ntain the
integrity of the GA'IT' system.
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Accessions to the GATT
Colombia.--On November 28, 1979, the Contracting Parties adopted a
decision permitting Colombia to accede to the General Agreement on the terms
set out in the Protocol for the Accession of Colombia. Annexed to the
Protocol was a schedule containing 36 items on which Colom.bi.a had bound its
most-favored-nation tariff rate. The schedule reflects the results of tariff
negotiations between Co lorn.bi a anci contracting pa rt ies u~dertaken in connection
with Colombia's accession to the GATT. The text of the protocol was approved
by the Contracting Parties at the meeting of the GATT Council on
November 16, _197 9. The Colombian delegation signed the accessj_on protocol on
April 17, 1Q80, subject to ratification in conformity with the constitution of
Colombia. On December 7, 1980, the Colombian Senate unani.mously approved
Colombia's accession to the GATT. Colombian actions for accession were
expected to be completed in 1981.
Mexico.--Following Mexico's application to accede to the General
Agreement, an examination by a GATT working party of Mexi.co's foreign trade
regime, and Council approval of the text of a draft protocol for Mexico's
accession to the GATT, Mexican President Lopez Portillo announced on
March 18, 1980, that Mexico was postponing GATT membership i_ndefinitely. The
Mexican president said that GATT membership at that time would not give Mexico
the flexibility it needed for its economic development. However, Mexico
continued to attend various counc-U and commi.ttee meetings of the GATT with
observer status.
China.--Tentative inqu1r1es were made in 1980 by the Peoples Repuhlic of
China concerning possible GATT membership. This raised a quest ton as to how
and whether the GATT structure could deal with a developing nonmarket economy
country with a trade potential the size of China's. In addition, some
procedural questions arose concerning the status of GATT membershi.p held by
China when the GATT was negotiated in lq47. In 1080, the United States held
preliminary informal discussion with its major developed trading partners on
how to deal with these :! ssues when, and if, the Peoples Republ tc of China
formally requests membership in the GATT. During these discussions, the U.S.
posit ton was that it would accept Chinese members hip in the GATT. However,
the United States had not formulated a definHive position on the specific
terms of accession that would be acceptable.

Consultative Group of Eighteen
The Consultative Group of Eighteen (CG-18) was established by the GATT
Council in July 1975 on a provisional basis. Its mandate was renewed several
times, and at the GATT Council meeting in November 1979, the CG-18 presented a
report recommending that it he establ ~_shed as a ·permanent GATT body. The
Council agreed to the establi.shment of the CG-18 as a permanent body, with a
mandate identical to the original mandate except for the elimination of
various references to the provisional character of the CG-18 and a reference
to the Trade Negotiations Center..
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The CG-18 consists of high-level representatives, nominated by
governments, with trade policy responsibilities in their countries. 1ts
purpose is to provide GATT, on a continuing basis, with a small but
representative group in which existing and emerging trade policy issues can be
discussed.
The group's membership includes 18 countries representing both developed
and developing countries. The membership rotates as appropriate. In 1Q80,
member countries included Argentina, Australia, Brazil, Canada, Egypt, the
European Communities and their member states, Hungary, Indja, Japan, Malaysia
for ASEAN (Association of Southeast Asian Nations), Nigeria, Norway for the
Nordic countries, Pakistan, Peru, Spain, Switzerland, the United States, and
Zaire.
In 1980, the CG-18 met two times--in July and in October. In addition,
an informal meeting was held in September to discuss the issue of structural
adjustment of national economies in response to changes :l.n competitive
conditions. Topics discussed at the meetings included the current economic
situation and its implications for trade policies, structural adjustment and
trade policy, the trade policy aspects of the North-South dialogue, and future
work of the group.
In its discussion of the current economic situation and implications for
trade policy, the CG-18 exchanged views on current trends and prospects in the
international economy. Members agreed that it was essential, in the present
persisting economic difficulties, to continue to resist protectionist
pressures, and to make the fullest use of the opportunities and procedures
which GATT offers for resolving trade problems. In this context, the CG-18
drew attention to the special diff i.culties of developing countdes,
particularly those problems arising from their heavy debt hurden. The
payments position of such countries can be restored only through the expansion
of their export earnings, and any increase in protectionism can make thi.s
process very difficult. Consequently, i.t was .i.ndicated that new coherent
proposals for the improvement of market access and the increase of trade flows
are urgently needed.
On the subject of structural adjustment, the CG-18 recommended to the
GATT Council that it establish a Working Party to develop specific proposals
for the future work of GATT relating to structural adjustment and trade
policy. The Council agreed to establi.sh such a Working Party and invited i t
to report back to the Council by March 1981.
The CG-18 also discussed the trade policy aspects of the North-South
dialogue at its July meeting, but was unable to agree on what the role of the
GATT should be in these global negotiations. Since the nature of the
contribution GATT could make would be easler to determine after the Special
Session of the United Nations General Assembly began work on the global
North-South negotiations, the CG-18 decided to return to this suhject at a
later meeting.
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On its future work program, the CG-18 agreed that the problems of trade
in services, export restrictions and charges, restrictive business practices,
rules of origin, and dispute settlement would be taken up at later meetings.
The CG-18 agreed that the secretariat should continue its study of trade in
services, focusing on the links between trade in goods and trade in servic~s
and on the relevance of the existing connnitments under the General Agreement
and the MTN codes for trade in services. In addition, the CG-18 decided that
the secretariat should prepare a factual note on the different rules of origin
currently applied by GATT Contracting Parties in international trade.
Committee on Trade and Development
The Committee on Trade and Development, a standing body of GATT, each
year reviews :f.ssues of trade_ interest to developing countries, including an
examination of how member countries are putting into practice the provisions
of Part IV of the General Agreement. Among the provisions of Part IV is an
undertaking by developed member countries, to the fullest extent possible, to
reduce and eventually to el:fmi.nate trade barri.ers on products currently or
potentially of particular export interest to developing countries, and to
refrain from setting up new barriers.
The Committee's role has been strengthened in the post-MTN period. At
the annual session of the Contracting Parties in November 1979, a work program
containing five main elements was drawn up for the Committee. The work
program included:
(1)
(2)
(3)
(4)
(.5)

work on trade and development poltd.es including trade
liberalization in areas of special interest to developing countries;
supervision of the implementation of the "enabling clause" 1/
negotiated in the MTN;
examination of protective action by developed countries against
imports from the developing countries;
work on structural adjustment and trade of developing countries;
special attention to the problems of least-developed countries.

As part of the implementation of the work program, two subcommittees were
established in 1980. The Subcommittee on Protective Measures is to examine
any new protective measures taken by developed countries against imports from

1/ The so-called "enabling clause" allows GATT contracting parties to
provide differenttal treatment in favor of developing countries in respect of
(1) tariff preferences accorded under the Generalized System of Preferences;
(2) nontari.ff measures governed by codes negotiated under GATT auspices;
(3) tariff and, under certain conditions, nontariff preferences granted to one
another by developing countries i.n the framework of regional or global trade
arrangements; and (4) special treatment of least-developed countries. For
further explanation, see the 31st OTAP report, p. 51.
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developing countries in the light of the relevant provisions of the General
Agreement, particularly Part IV. The subconnnittee met two times during 1980.
It agreed on procedures for its work and examined a number of protective trade
measures brought to its attention. The Subconnnittee on Trade of
Least-Developed Countries is concerned with the trade problems of
least-developed countries, especially with regard to commercial policy and
technical assistance. The Subcommittee met once in 1980 and discussed its
future work plan.
The Committee held three meetings in 1980 and considered the following
matters: (1) annual revtew of GATT member countries' implementation of
Part IV and operation of the so-called enabling clause; (2) review of
developments in international trade that have a bearing on the trarle and
payments position of developing countries; (3) work on trade liberalization;
(4) structural adjustment and the trade of developing countries; (5) technical
assistance to developing countries; and ( 6) expansion of trade among
developing countries.
The Committee laid the groundwork for its future activities on trade
liberalization in areas of special interest to developing countries. These
areas were identified as tropical products, advance implementation of tariff
concessions, tariff escalation for developing countries in developed country
markets, and quantitative restrictions and other nontariff measures.
Textiles Connnittee
The Textiles Committee held its third meeting under the extended
Arrangement Regardi.ng International Trade in Textiles (also known as the
Multifiber Arrangement, or simply MFA) on July 8-9, 1980. At the time of the
meeting, 42 parties tn the MFA had accepted the Protocol of Extension:
Argentina, 1/ Austria, Bangladesh, Bolivia, 1/ Brazil, Canada, Colombia,
Czechoslovakla, Dominican Republic, the European Economi.c Community, Egypt, 1/
El Salvador, Finland, Ghana, Guatemala, Haiti, Hungary, India, Indonesi.a,
Israel, Janiaica, Japan, Korea, Malaysia, Mexico, Paktstan, Peru, the
Philippines, Poland, Portugal on behalf of Macao, Romania, Singapore,
SriLanka, Sweden, Switzerland, Thai.land, Trinidad and Tobago, Turkey, United
Kingdom on behalf of Hong Kong, United States, Uruguay, and Yugoslavia. Four
former participants in the MFA (Australia, Nicaragua, Norway, and Spain) had
not accepted the extended protocol by the date of the meeting. Furthermore,
Paraguay had neither confirmed its original acceptance of the MFA, nor
accepted the Protocol of Extension. The 42 countries accepting the Protocol
of Extension accounted for four-fifths of the $84 billion worth of world trade
in textiles and clothing in 1.979.
At the meeting, the Textiles Committee considered a report by the
Texti.les Surveillance Body (TSB). The TSB superv:f.ses the implementation of the
MFA on all cases where bilateral agreements concluded under the MFA have
varied from the provisions of the MFA's Annex B (which sets out, for bilateral
arrangements involving restrictions on textile imports, the base levels and

1/ Accepted subect to completion of internal procedures. Egypt subsequently
c;mpleted the ratifi.cation procedure and notified the GATT secretariat of its
ratification with effect from Sept. 1, 1980.
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percentages to be applied in specifying growth rates, and provisions for
flexibility). In the discussion following presentation of the report, the
developing countries, in a joint statement, noted that the large mnnber of
variations from the framework of the MFA showed the great extent to which
importing countries were using the so-called "reasonable departures" clause,
which allows them to place temporary restrictions on textile imports in
particular cases. In practice, the developing countries said, some importing
countries had departed from the norms and disciplines of the MFA in all of the
agreements concluded by them, and not only in particular cases. Moreover,
although importing countries are urged to return to the framework of the MFA
in the shortest possible time, there is no mechant sm for reviewing the
situation or for setting a time-frame for the elimination or phasing-out of
restraints.
Developing countries complained also that the MFA worked in such a way
that textile imports from developed countries or from developing countries not
members of the MFA were favored at the expense of textile imports from
developing countries that were MFA partkipants. In addition, developing
countries said, the MFA was tailored to the interests of developed countries
and the operation of the MFA had failed to provide adequate protection against
restrict ions imposed on developing country exports. Bilateral negotiations
had been conducted under the threat of unilateral action by the importing
countries and efforts were made to maintain restrictions already in force.
Developing countries had agreed to the "reasonable departures" clause with the
expectation that the developed importing countries would adapt to the changes
in world market conditions through necessary structural adjustment measures.
However, the economic viability of the textile sector in most developed
countries had not improved, and they therefore had resorted to departures from
the framewor1< of the MFA.
Representatives from developed countries expressed the belief that the
MFA had contri huted to the stable development of world textile trade by
helping to adjust the interests of exporting countries with those of importing
countries. They noted that a large part of the variations catalogued in the
TSB report were permitted when reviewed in the context of the MFA as a whole.
For the most part, the variations, which had resulted from changing economi_c
conditions, had provided the flexibility necessary for the orderly expansf.on
of trade. Thus, the catalogue of variations should not be regarded as
constituting a catalogue of departures.
In December 1Q80, the TextUes Committee met, as required under
Article 10: 5 of the MFA, to consider whether the Arrangement should be
extended, modified, or disconti.nued. 1/ Discussions were low-key with general
agreement that continuation of the ar;angement in some form would be
desirable. No signatories had detailed positions on the form the new
arrangement should take. The parties agreed that further discussions would he
held in the spring of 1981.

y

Article 10: 5 requires the Textiles Committee to meet not later than one
year before the expiration of the MFA to determine the future of the
Arrangement. The extended MFA expires at the end of lq81.

:n
Tariff Affairs
Extension of time-limit for acceptance of the Geneva (1979) Protocol and
the Supplementary Protocol.--On November 24, 1980, the Contracting Parttes
extended until June 30, 1981 the time-limit for acceptance of the
Geneva (1979) Protocol and the Supplementary Protocol which were the pro<lucts
the Tokyo Round negotiations. The time-limit for acceptance of the Protocols
had been extended once before. 1/ In making its decision, the Contracting
Parties urged individual contra'Cting parties that had schedules annexed to the
Protocols but that had not yet accepted the Protocols to make every effort to
do so in the near future.
Committee on Tariff Concessions.--The GATT Work Program provided for the
establishment of a Committee on Tariff Concessions. In January 1Q80, the
Council agreed to establish this Committee with a mandate to supervise the
task of keeping the GATT schedules up to date, to monitor the staged
implementation of the Tokyo round tariff reductions, and to provide a forum
for discussion of questions relating to tariffs. At the GATT Councn meeting
in November 1980, the Committee presented a summary of its activities. These
included the estabUshment of a "loose-leaf" system for maintaining schedules
of tariff concessions (see below), supervising the first stage of tariff
reductions granted in the Tokyo Round, development of a proposal for
procedural guidelines for negotiations under Article XXVIII (see below), and
development of a proposal that the Committee should serve as the forum for
examination of adjustments of specific duties under Article II:6(a) of the
General Agreement.
Introduction of a loose-leaf system for the schedules of tariff
concessions.--At its meeting in January 1980, the GATT Council considered a
formal proposal by the Director-General for the estahlishment of a loose-leaf
system for the schedules of tariff concessi.ons which are annexed to the GATT
and form a part of that agreement. The proposed loose-leaf system would
modify the Decision of November 1908 on the ce rtH i.cation of changes to
schedules. Although a number of delegatlons welcomed the proposal in
principle, other delegations wanted time to consider how such a system would
affect their national customs tariff, initial negotiating rights, and so
forth. Hence, it was decided to postpone consideration of the loose-leaf
system until the GATT Council meeting in March 1980.
At that time, the Director-General submitted a revi.sed proposal on the
introduction of a loose-leaf system for the schedule of tariff concessions.
The proposal noted that the existing system for the publicat.lon of tariff
concessions had become outdated. With more than forty legal instruments
(Protocols and Certifications) containing tariff concessions, lt had become an
extensive and time-consuming process to determine the status of a particular
concession. Therefore, the Director-General proposed that the schedules of
tariff concessions be published i.n the form of a loose-leaf document that
could be continuously updated to reflect r~ctifkations, modifjcations,
withdrawals, and new concessions resulting from action under Articles II,
XVIII, XXIV, XXVH, or XXVHI. The basis of the Joose-leaf system would be a
general consolidation of schedules. These consolidated schedules were to be
submitted by September 30, 1980.
1/ It ls the established GATT practice for the Contracting Parties or the
Council to decide on an extension of the time-limlt for the acceptance of such
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The Director-General also proposed that initial negotiating rights
(INR's) be indicated in the loose-leaf schedules. 1/ This would mak~ the
loose-leaf system as easy to use as possible and w0uld remove the need for
contracting parties to consult underlying documents. Furthermore, he
proposed a rule that previous INR's would not be valid unless they were
indicated in the loose-leaf schedules. Since the incorporation of previous
INR's into the schedules would require time-consuming research into old
negotiating records, the Director-General proposed that INR's be indicated in
the loose-leaf schedules beginning on September 30, lq81, but that earlier
schedules and negotiating records remain the official sources for interpreting
concessions until January 1, 1987.
The Council adopted the Director-General's proposal on the loose-leaf
system and also adopted a decision on the Procedures for Modification and
Rectification of Schedules of Tariff Concessions. At the GATT Council meeting
in November 1980, the Vice-Chairman of the Committee on Tariff Concessions
noted that no contracting parties had been able to observe the
September 30, 1980, deadline for the submission of draft consolidated
schedules. At a December 1980 meeting of the Committee on Tariff Concessions,
a nunber of countries, including the United States, indicated that they hoped
to submit their schedules in 1981; however, other countries were unable to
indicate a specific time-frame. The Chairman of the Committee d1d not set a
new deadline, but urged countries to submit schedules as soon as possible.
Procedures for negotiations under Artie le XXVIII .--At meetings in July
and October 1978, the GATT Council had initiated conslderation of procedural
guidelines for renegotiations under Article XXVIII, on the basis of a proposal
made by the Director-General. These guideli.nes would supersede the gu:fdelines
that have been in effect since 1957. The matter was further discussed by the
Committee on Tariff Concession in July and October 1980. In November 1980,
the Committee presented to the Counci.l a proposal for revised guidelines. The
gu:f.delines would not substantially change Article XXVIII procedures, but would
spell out more preci.sely the procedures for conducting negotiations. The
r.ouncil adopted the gui.deli ne s.
Update of nontariff measures inventories
As part of the continuing process of trade liberalization, the GATT
Contracting Parties, in November 1979, agreed that the Secretariat should
update the inventories of nontariff measures (NTM' s). These inventories,
which cover trade in both agricultural and industrial goods, were prepared as
an information base for the Tokyo Round of multilateral trade negotiations.
The inventories are unpublished and list hundreds of NTM's notified by
governments as obstacles to their exports or as unfair advantages to their
competitors. Although the inventories had served a very useful purpose during
the MTN, both in the search for multilateral solutions and in bilateral and

1/ Formerly, INR 1s were indicated only in the working documents of schedules

in -connection with negotiations or with consolidation of s~hedules.
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plurilateral negotiations on individual harriers, they had both, as the result
of the negotiations and because of the passage of time, become obsolete. Many
notifications had become outdated either through the·lapse of time since the1r
insertion :f.nto the Inventories some 10-12 years earlier or through the
elimination of the underlying measures resulting from bilateral or
plurilateral negotiations. An even greater number of measures representing,
in some cases, entire sections of the Inventories are now covered by the
various NTM codes negotiated in the Tokyo Round; these measures have been or
will be brought i.nto line with the respective code provisfons by the
signatories.
In order to obtain a clear picture of the situation on NTM's in the
post-Tokyo Round era, the Di rector-General proposed that the Inventories be
fully updated, but maintain thei.r basic structure. Contracting parties would
be invited to confirm which of the notifications they had made earlier they
wished to maintain. At the same time, they coulrl amend existing notifications
or submit new notifications for inclusion in the Inventories. Before a
notification would be included in the Inventories, the contracting party
maintaining the underlying measure would be asked for comments, and these
would be included in the Inventories together with the notification.
Notifications against nonmembers of the GATT that nonetheless participated in
the MTN would be deleted from the Inventories. As in the past, the
Inventories would be open-ended, that is, contracting part-!.es would be free in
the future to request the inclusion of new notificati.ons or the amendment or
deletion of existing notifications.
At the GATT Council meeting in March 1980, the Council agreed on the
updati.ng of the Inventories of Non-Tariff Measures, according to the
procedures outlined by the Director-General, and requested the secretariat to
begin the updating process.
Multilateral Agricultural Framework
In April 1979, the Trade Negotiations Committee, which was guiding the
Tokyo round negotiations, recommended that the Contracting Parties increase
active cooperation in the agricultural sector within an appropriate
consultative framework. In November 1979, the Contracting Parties requested
the Director-Genera 1 to consult with interested delegations on this matter and
to report to the next regular sessfon of the r.ontracting Parties.
In November 1980, the Director-General reported that, after consultations
wi.th a large number of delegations, there appeared to be complete agreement on
two points: first, that the GATT must respond constructively and adequately
to the recommendation of the Trade Negotiations Committee, and second, that it
must deal effectively with the substance of agricultural trade problems. The
Di rector-General reported that the GATT is al ready heavily :.fnvol ved ln matters
of agricultural trade through several of the NTM agreements negotiated during
the Tokyo Round, through the meat and dairy arrangements, and in some of its
panel work. However, there is no general forum i_n the GATT for the di.scussion
of agricultural trade. In such a forum, contracting parties could pursue and
maintain agricultural trade policies consistent with the objectives and
principles of the GATT, with a view toward preventing t:Jifficulties from
turning into disputes. On the basis of his consultations, the
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Di rector-General concluded that the CG-18 could provide a forum of this kfnd.
He therefore proposed that the Contracting Parties request the CG-18 to
provide adequate additional time in its future meetings to review matters
affecting agricultural trade and to receive i_nformation on activities in the
agricultural sector. The r~ntracting Parties approved the proposal.

Import restrictions for balance of payments reasons
GATT article XII permits a contracting party to restrict the quantity or
value of imports in order to safeguard its external financial position and its
balance of payments. These restrictions are to be relaxed as conditions
improve and are to be eliminated when conditions no longer justify their
institution or maintenance. Article XVIII, section B permits a developing
country to control the general level of lts imports by restricting the
quantity or value of merchandise to be tmported for the purpose of
safeguarding its external financial position and insuring a level of reserves
adequate for the implementation of its program of economic development. A
contracting party applying new re stri cti_ons or raising the genera 1 level of
its existing restrictions by a substantial intensification of the measures
applied under article XII or article XVIII, sectfon B is required to enter
i_nto consultatfons with the Contracting Parties.
To implement these provisions, the Contracting Parties in November 1960
established procedures under which the contracting party concerned i_s required
to furnish detailed information promptly for circulation to other members.
The Committee on Balance of Payments Restrictions then conducts the
consultations with all contracting parties whose trade is l tkely to be
affected by the restrictions. Procedures for the consultations were approved
in April 1970, and in December 1972 simplifted procedures were approved for
regular consultations with developing countries. In November 1979, the
Contracting Parties adopted a Declaration on Trade Measures Taken for Balance
of Payments Purposes.
In 1980, the Committee on Balance of Payments Restrictions carried out
full consultations with Greece, Israel, South Korea, the Philippines,
Portugal, and Tunisia.
For each consultation, a basic assessment of the financial situation of
the country concerned is first provided by the Internattonal Monetary
Fund (IMF). The Committee's report then includes assessments of the balance
of payments situation and financfal <lifficulties of the country concerned,
trade policy and changes in restrictive measures, the balance of payments
outlook and prospects for liberal i zatj_on (taking lnto account such factors as
official foreign reserves, total external debt, and exchange rate pol icy), the
system and method of restriction (such as licensing, quotas, surcharge, or the
conversion from specific duties to ad valorem equivalents), alternative
measures to restore equilibrium, and the effects of the restrictions.
For cases concerning developing countries where full consultat:ions are
judged to be unnecessary, there a re simplified procedures permitting the
consul tat.ions to be completed on the basis of a written statement by the
consulting country, unless the Committee consjders it desirable to have a
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further examination on the basis of the IMF report or other discussion.
In 1980, Bangladesh, Egypt, Ghana, India, Indonesia, Pakistan, Peru, ;;i.nd Sri
Lanka consulted under the simplified procedures scheme.

Article XIX--Emergency action on imports of particular products
Article XIX (the "escape clause") permits the suspension of tarHf
concessions or other obligations with respect to imports that, as a t"esult of
unforeseen circumstances and of obligations incurred under the GATT, are bejng
imported in such increased quantiti.es as to cause or threaten "serious i.njury
to domestic producers • • • of like or competitive products." Since
article XIX provides that a concession may he suspended, withdrawn, or
mod if led only "to the extent and for such time as may be necessary to prevent
or remedy" the injury resulting from the concessi.on, the suspensions are
legally of a temporary nature. Although many of the emergency actions taken
under article XIX have never been resci.nded, contracting parties, which
believe that the emergency has passed, may demand that the concession be
reinstated and may invoke the dispute-settlement procedures of the GATT if no
action is taken.
During 1980, the United States notified the GATT that i.t was rescinding
or had rescinded article XIX actions on the following products:
ball bearings
(terminated April 30, 1978); and specialty steel (terminated
February 13, 1980).
In March 1980, the United States informed the GATT Council that on
March 24, 1980 the President of the United States had decided to deny import
rellef to producers of leather wearing apparel and therefore would not take
action under article XIX. This followed a notification by the United States
dated February 12, 1980 reportf.ng a proposed article XIX action on this
item. !/
During 1980, six emergency actf.ons were notified under article XIX, as shown
in the followi.ng tabulation:

1/ On January 24, 1980 the President had •eceived a determination from the
U.S. International Trade Commission that coats and jackets of leather were
bei.ng imported into the United States in such increased quantities as to be a
substantial cause of serious injury or threat thereof to the domesti.c industry
producing articles like or directly competjtive with the imported articles.
Under Section 202 of the Trade Act of 1974, the President has 60 days
following the receipt of a recommendation from the Commission for the
provision of import relief to determine the method and amount of import relief
he will provide or determine that the provi.sion of such relief is not in the
nat tonal economic interest of the United States.

Date

Notifying country

Jan. 1, 1980----TJnited States

Feb. 19, 1980---EEC

May 7, 1980-----Spain

June 11, 1980---EEC

Sept. 15, 1980--Australi.a

Dec. 2, 1980----United States

Product

Type of measure

Porcelain-onsteel cooking
ware----------------Tariff increase
Yarn of synthetic
fibers--------------Quantitative
restrictions
Cheeses---------------Partial
suspens:ton of
imports
Mushrooms:
cultivated
mushrooms in bdne--Subject to import
document
Preserved
mushrooms---------Suspension of
import licenses
Certain works trucks
and stackers--------Quantitative
restrictions
Preserved mushrooms---Tariff increase

Cone H lat ion and dispute settlement
The General Agreement is organized as a system of reciprocal rights and
obligations to be maintained in balance. When a country fails to respect a
tariff concessi.on or other obligation, the General Agreement provides a means
to achieve a "satisfactory adjustment of the matter" through the dispute
settlement articles XXII and XXIII. These articles allow the affected parties
to suspend reciprocal "concessions or other obligations • • • as they
determine to be appropriate in the circumstances."
Article XXII provides that contracting parties shall afford adequate
opportunity for other contracting parties to consult on any matter affecting
the operatfon of the General Agreement. If this does not lead to a resolution
of a dispute, the affected party may proceed under artlcle XXIII:l to "make
written representations or proposals to the other contracting party or parties
which it considers to be concerned." Thereupon, "any contracting party thus
approached shall give sympathetic consideration to the representations or
proposals made to it." If the bj_lateral discussions fail to produce a
settlement wi.thin a "reasonable" time, the matter is referred to the
Contracting Parties under article XXIII:2. At this point, the procedure
increasingly used is to refer the dispute to a panel on complaints, usually
composed of three (sometimes five) indlviduals selected from contracting
parties not involved in the dispute. The panel members are expected to act as
disinterested mediators and not as representatives of their governments. The
panels usually meet several times and issue a report containing draft
reconnnendations to be formally issued under the aegls of the Contractf_ng
Parties. Normally, these recommendations call for disputing parties to settle
their differences by some means short of withdrawal of concessi.ons, the GATT' s
ultimate sanction.
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In 1980, a record 13 jnternational trade disputes (of which 10 involved
agrlcultural products) were brought before the GATT Counc i.l under the
article XXII and XXIII procedures. This number of trade disputes reflected
not only the sever~ economic difficulties faced by many countries during 1980,
but also the increased willingness of countries to make use of GATT procedures
in settling their trade disputes.
EEC restrictions on im orts of a les from Chile.--At the beginni.ng
of 19 9, the EC Commission undertook consultations with southern hemisphere
supplying countries (Argentina, Australia, Chile, New Zealand, and South
Africa) in order to achieve voluntary restrictions of their apple sh1pments to
the Community. Negotiations for similar arrangements had been carried out
with these countries in 1976. Agreements were reached between the EEC and
Argentina, Australia, New Zealand, and South Africa, but negotiations broke
down in March 1979 between the EEC and Chile. The EEC had asked Chile to
limit its apple exports to the EEC to 42,000 tons during the market year then
in progress. Since Chile had already contracted for the sale of 60,500 tons
of apples to the EEC, one-third of which had already been shipped, the
Government of Chile proposed that the EEC restrictions be applied only to
later shipments. The EEC rejected this proposal and, on May 5, 1979,
suspended its imports of apples from Chile. 1/ The prohibition was lifted on
August 15, 1979.
The Government of Chile contended that this safeguard measure by the EEC
contravened the provisions of the General Agreement because (a) it was appUed
retroactively; (b) it was discriminatory, applying only to apples of Chilean
origin; (c) the EEC had bound its customs tariff within GATT on the apples
concerned; and (d) it was contrary to commitments contained in Part IV of the
General Agreement relating to the speci.al trade needs of developing
countries. After intensive bilateral consultations did not lead to a
solution, Chile requested that the GATT Council, at its meeting of
July 25, 197 9, establish a panel under art lcle XXIII: 2 to exami.ne the
compatibility of the EEC measure with GATT provisions. The Council agreed to
establish the panel. The Council considered the report of the panel at its
meeting of November 10, 1980. The report of the panel found that the EEC's
suspension of apple imports from Chile was not a restriction similar to the
voluntary restraint agreements negotiated with the other southern hemisphere
suppliers because (a) there was a difference in transparency between the two
types of action; (b) there was a difference in the administration of the
restrictlons--in the Chi lean case it was an import re strict ion, while in the
case of other southern hemisphere suppliers, it was an export restraint;
and ( c) import suspension was uni lateral and mandatory while the export
restraint was voluntary and negotiated. The panel also determined that there
had been no public notice given of the quantity or value of permitted imports
under the voluntary restraint agreements; and that Chile should have received
1/ Although Chile considered that the EEC had taken a safeguard action that
should have been notified under art i.cle XIX, the EEC said that the import
restraints were not a "hidden article XIX safeguard action." The EEC said the
wording of the notification borrowed from the language in article XI, which
permits restraints on agricultural imports necessary to the enforcement of
governmental measures that operate (1) to restrict the quanti.ti.es of the like
domestic product to be marketed or (2) to remove a temporary surplus of the
like domestic product.
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a greater quota share than 42, 000 tons, because of its greater export capacity
and its signed commercial contracts with EEC importers. Consequently, the
panel found that the EEC measure was not j_n conformity with provisions of
article XII I of the General Agreement concerning nond i.scrimj natory
administration of quantitative restrictions. Because the EEC action was riot
in accordance with the provisi.ons of article XIII, the panel concluded that
there was a prima facie case of nullificatfon or impairment of benefits
accruing to Chile within the meaning of article XXIII. The panel considered
that Chile's economic interests had been adversely affeeted and recommended
that the two parties should consult hilaterally wlth a view to arriving at a
mutually satisfactory solution. The EEC agreed to enter into bilateral
consultations with Chile. The Council adopted the panel's report.
EEC restrictions on imports of poultry from the United States.--On
May 1, 1980, the United Kingdom implemented legi. slati.on pro hi bi ting imports of
U.S. poultry not chilled by air or by immersion in a counter-flow of water.
This process was specified in a British regulation implementing corresponding
EEC directives. However, poultry produced in the United Kingdom would not
have to comply with the new regulation, because processing plants in the
United Kingdom received a derogation from the regulation until
August 15, 1982. As a result of the United Kingdom action, U.S. poultry
exports to the United Kingdom decreased sharply after May 1, lQ80.
The United States held article XXIII:l consultations wtth the United
Kingdom and the EEC. The United States contended that its GATT henefi.ts we re
being nullified and impajred as a result of the discri.mi.natory action by the
United Kingdom. In particular, the United States considered the U.K. action
to be a violation of GATT art i.cle III which pro hi b! ts internal taxes and
regulations that discriminate against imports. 1/ The EEC said (1) that the
U.K. plants in question had only been granted t~mporary derogations in order
to allow. them to adjust to the processes required by the Community
regulati.ons;(2) that there was no significant impediment to the volume of U.S.
exports, since the exporting firms were sufficiently dynamic to be able to
adjust rapidly to the requirements of the EEC directives, as indeed almost all
EEC poultry-producing plants had already done; (3) that the authorities of
export lng third countries had long ago been advised of the need to comply with
the EEC directive; (4) that certain U.S. exporting firms had converted their
chilling processes without any delay or difficulty while other were still
making the necessary adjustments; and (5) that the number of U.K. pJ.ants
benefiting from the derogation was declining steadily. The EEC also pointed
out that other provisions in the General Agreement besides article III were
also relevant to the case, in particular article XX which provides for
measures to protect the 1 Ue or health of humans, animals, and plants.
At its meeting in October 1980, the GATT Council agreed to establish a
panel, pursuant to article XXII1:2, to examine the U.S. complaint.
1/ The United States first raised this issue in the Connnittee on Technical
Barriers to Trade (the Standards Committee) hut decided not to pursue the
matter under the Standards Agreement when it appeared that expeditious relief
in that forum would be unlikely. For further·details see the section on
activities under the Agreement on Technical Barriers to Trade.

Australian complaint on EEC sugar export subsidies.--In 1978, Australia
complained to the GATT Council that the EEC, by subsidizing its sugar exports
through a system of refunds, had gained more than a fair share of the world
sugar market, and had thereby contravened its obli.gations under GATT
article XVI covering the use of export subsidies. A panel on the matter was
established; it ·presented its report in November 1979. The report concluded
(a) that the export refunds of the EEC were a subsfdy; (b) that the EEC had
significantly increased its exports of heavily subsidized sugar; (c) that the
EEC system of sugar exports had depressed prices, had a destabilizing
influence on world markets, and thereby had caused serious prejudice to all
sugar exporters, including Australia; and (d) that the EEC sugar export system
contained no element to prevent it from obtaining more than an equitable share
of world export trade in sugar. However, the panel was unable to reach a
conclusion on the question of whether the subsidies had resulted in the EEC
"having more than an equitable share of world export trade" in sugar.
The issue was examined at seve ra 1 GATT Counc U meetings in 1980.
Australia pointed out that, si nee the pane 1 had found the EEC to he in 'breach
of article XVI:l, the Contracting Parties were entitled to ask the EEC what
action it intended to take and in what time frame i.t would remove the
prejudice and threat of prejudice to AustraHa and other sugar exporti.ng
countries. The representative of the EEC stated that there was no evidence to
show that the EEC sugar policy had caused harm to the world sugar market, and
that the panel had been unable to quantify the damage to Australia caused by
the EEC sugar policy. The EEC was willing to engage i.n discussions and
consultations, but only on the basis of precise, quantifiable data. Moreover,
the EEC wondered whether it was appropriate to question the EEC policy at a
time when world sugar prices were increaslng. The representative of Australia
rejected the argument that the EEC sugar policy could not be called into
question when sugar prices were rising, and noted his Government's concern
that when the price of sugar fell, the EEC system would still be in operatton.
In November 1980, the Contracting Parties requested the EEC to discuss
with them the possibility of limiting the subsidization. The Director-General
of GATT was invited to organize the discussions in a working party and to
submit a report to the Council within 3 months. The EEC agreed to this
request and the discussions began in December 1980 in a working party which is
also di.scussing Brazil's complaint on EEC sugar export subsidies ( descri. bed
below).
Brazilian complaint on EEC sugar export subsi.dies.--In November 1978, the
GATT Council set up a panel to examine a complaint by Brazil that the sharp
increase in EEC sugar exports had been made possi.ble through the use of
substantial subsj_dies which, in recent years, consistently exceeded the
international price of sugar. The subsidies thus granted had allowed the EEC
to obtain a more-than-equitable share of the world sugar trade, and, through
market displacement, had reduced sales opportuni.ties and diminished expart
earnings for Brazil and a:l other contracting parties that exported sugar.
The EEC had thereby caused serious prejudlce to the interests of such
contracting parties and hampered efforts bei.ng made to stabilize the world
market by means of the International Sugar Agreement, 1977 (ISA).
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The panel presented its report at the GATT Council meeting in
November 1Q80. The panel concluded that the EEC system for granting refunds
on sugar exports must be considered to be a form of subsidy and thus subject
to the provisions of article XVI. The panel noted that Brazil and the EEC
agreed with this interpretation. The panel stated that Brazilian sugar
exports had been extremely low in 1976, but attributed this to factors other
than competition from EEC sugar. Furthermore, the panel noted, Brazilian
exports in 1977 had approximately corresponded to the quantities available for
export. Therefore, the panel concluded, although the EEC share of world
export trade in sugar had increased somewhat in 1976 and 1977, this increase
was not considered to be unusual and did not explain the reduced market share
of Brazil in these years. For the years 1978 and 1979, the panel found that
the EEC share of world export trade in sugar was significantly higher than in
previous representative periods. In contrast, Brazil's mark.et share was
smaller than the averages for previous representative periods, and comparahle
to i.ts share in 1977. Further expansion of Brazilian exports in 1978 and 1979
was lim1ted by Brazil's commitments under the ISA, but Brazil had filled and
even exceed slightly its reduced ISA export quotas :in both years. The panel
found that there was no clear and general evidence that EEC exports had
directly displaced Brazilian exports. In only a few markets of minor
importance was there simultaneously a decline in Brazilian sales and an
increase in imports from the EEC.
The panel found, in light of all the circumstances related to the
complaint, and especially taking into account the difficulties in establishing
clearly the causal relationships between the increase in EEC exports, the
developments of Brazilian sugar exports, and other developments :tn the world
sugar market, that it was unable to conclude that the increased share had
resulted in the EEC "having more than an equitable share of world export trade
in the product," in terms of article XVI. However, in view of the quantity of
EEC sugar made available for export with maximum refunds and the unlimited
funds available to finance export refunds, the panel concluded that the EEC
system of granting export refunds on sugar had been applied in a manner which,
in the particular market situation prevailing in 1978 and 1979, contributed to
depressed sugar prices in the world market. It also found that this
canst ltuted a serious prejudice to Brazilian interests, in terms of
article XVI.
The panel found that the EEC system of export refunds for sugar did not
include any pre-established effective limitations on either production, price,
or the amounts of export refunds. Moreover, the EEC system had not been
appli.ed in a manner that would effectively limit either exportable surpluses
or the amount of refunds granted. Neither the system nor its application
would prevent the EEC from having more than an equitable share of world export
trade in sugar. The panel concluded that the EEC system and its application
constituted a permanent source of uncertainty in world sugar markets and
therefore constituted a threat of serious prejudice in terms of article XVI.
The Council adopted the report and invited the EEC to discuss the
possibility of limiting its subsldf.es on sugar exports. The EEC agreed to the
request. In December 1980, the working group (described above in the
EEC/Australia case) began discussions on both the EEC/Brazil case and the
EEC/Australia case.
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EEC tariff quota on imports of beef from Canada.--At the GATT Council
meeting in March 1980, Canada referred to the EEC's tariff quota on high
quality grain-fed beef, which had been established as part of the Tok.yo Round
agreements. The relevant paragraph of the EEC Regulation establishing the
quota provided for the import of 10,000 tons of grain-fed beef and outlined
product specifications with the notation "beef graded USDA choice or prime
automatically meets the definition above." An annex to the Regulation
indicated that the U.S. Department of Agriculture (USDA) was the only
authority empowered to issue the required cel'."tificates of authenticity.
Canada said it had shown that it could certify that lts beef exports met
the exact specifications required for access to the EEC, but the EEC had not
amended its regulations to allow for the entry of beef from Canada. Canada,
therefore, had been excluded from the quota concession. Canada considered
that the EEC's levy-free tariff rate quota for high quality grain-fed beef
discriminated against Canada and, therefore, was not consistent with
articles I and II of the General Agreement. Canada further claimed that this
constituted a prima f acie nullification of the benefits that should have
accrued to Canada from the EEC concession.
The representative from the EEC explalned that the negotiations on the
matter had not been completed and that the EEC lntended to cont:f.nue them.
In June 1980, Canada told the GATT Council that the <li.spute had not yet
been settled and requested that the Council estahlish a panel to examine the
matter. The Council agreed to establish a panel.
Spanish tariff treatment of unroasted coffee.--At the GATT Council
meeting in January 1980, Spain informed the Counci.l that in July 1979 it had
introduced certain modifications in the tariff treatment applied to imports of
unroasted coffee. Under Spanish law, imports of unroasted, nondecaffeinated,
unwashed arabica and robusta coffees are subject to a tariff treatment less
favorable that that accorded to other coffees. Pd.or to the enactment of this
law, there had been no di.fferentiatlon in Spain's tariff treatment of
unroasted coffee imports. As the principal supplier of coffee to Spain,
Brazil was concerned about the discriminatory character of the new tariff
rates and requested consultations with Spain under article XXII:l.
At the GATT Council meeting in March lq80, the representative of Brazil
informed the Council of Brazil's request to hold article XXIII:l consultations
on this matter. In June 1Q80, the Council was i.nformed that, since a
satisfactory agreement had not been reached, Brazil was invoking the
procedures of article XXIII:2 for examination of the dispute by a panel. The
Council agreed to establish a panel to investigate the matter.
Spanish measures concerning domestic sale of soybean oll.--Following
unsuccessful bilateral consultations under article XXIII:l during
October 1979, the United States presented a complaint against Spaf.n' s domestlc
consumption quota on soybean oil at the GATT Council meeting of
November 16, 1q79. The Spanish Government maf.ntains internal quantitative
l'."estrictions and price controls on the sale of soybean oil processed from
imported soybeans. The United States has charged that these restrictions act
as nontariff barriers to the importation of soybeans, are inconsistent with
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Spain's obligations under the GATT, and have denied to the United States
certain benefits that should accrue fram the Spanish tariff concession on
soybeans. The United States requested the complete elimination of the Spanish
domestic marketing restrictions on soybean oil by January 1, 1983, or on the
entry into force of Spain's accession agreement to the European
Communities (EC), whichever occurs first. !f
The United States asked for the establishment of a panel under
article XXIII:2. At its meeting of January 29, 1980, the GATT Council agreed
to establish a panel. The panel's report was completed and presented to the
two parties, but it was not published during 1980.
Norwegian restrictions on imports of certain textile products from Hong
Kong.--In June 1980, the GATT Council considered a report from a panel set up
the previous year to examine a complaint by the United Kingdom, on behalf of
Hong Kong, concerning Norwegian restrictions on imports of certain textile
products. The dispute concerned Norway's invocation in 1978 of GATT
article XIX to set global import quotas for various textile products •. Hong
Kong argued that the unilateral and discriminatory quantitative restrictions
which Norway had imposed on Hong Kong in 1978 had resulted in cor.siderable
economic damage to Hong Kong. Hong Kong believed it was entitled to
compensation for the damage caused to its export trade by the Norwegian
restrictions. Norway rejected this request. Hong Kong also requested that
Norway should either immediately terminate its action under article XIX, or
make it consistent with the provisions of article XIII (concerning
nondiscriminatory use of quotas). In July 1979, when consultations between
the two countries had not achieved a solution, the United Kingdom on behalf of
Hong Kong, requested the Contracting Parties to investigate (under
article XXIII:2) whether Hong Kong's rights under the GATT had been nullified
or impaired. The Council .agreed to establish a panel. '!:._/
The panel's report concluded that Norway, according to the provisions of
article XIII, should have allocated Hong Kong, as a substantial supplier, a
specific share of Norwegian textile imports. Since Norway had failed to
allocate such a share to Hong Kong, its article XIX action was not consistent
with article XIII. The panel had therefore found that Norway should either
terminate the article XIX action in its present form, or should make its
action consistent with the provisions of article XIII.
Norway said that no country had questioned its right to take article XIX
action in this case, and that it was entitled to maintain its action as long
as the underlying causes for doing so continued to exist. The Norwegian
representative further stated that the global quota system would be terminated
as soon as an acceptable bilateral agreement, based on the provisions of the
Multifiber Arrangement (MFA), had been concluded with Hong Kong. He pointed
out that article XIII sets out two alternative ways of allocating quotas among
supplying countries. The first alternative, which required agrec~ent with all
supplying countries, was excluded since Hong Kong insisted on the same export
opportunities as under an agreement based on the MFA. The second alternative,
which allotted a share based on imports during a previous representative
period, would have meant that Hong Kong should probably be allotted a share
1/ For more information on the background of this dispute, see the 31st
report on the Operation of the Trade Agreements Program, p. 73.
2/ For more information on the background of this dispute, see the 31st
reoort OTI ~h~ nn~r~~inn nF ~h- T~"~~
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calculated on a base period when imports from Hong Kong had reached their
peak. Since the point of the article XIX action was to keep imports from
Hong Kong below their peak level, Norway said the country-share solution was
not practical.
After much.discussion, the Council adopted the panel's report in
principle. The Council made a strong appeal to the two parties to jncrease
their efforts to reach a mutually acceptable agreement, and recommended to the
Norwegian Government that it make its article XIX action consistent with
article XIII as soon as possible.
In November 1980, Norway told the annual sess:f.on of GATT' s member states
that it had decided to extend its article XIX restrictions on textile imports
for one year, until the end of 1Q81. On behalf of Hong Kong, the
United Kingdom reserved its rights under article XIX 1/ concerning the effects
of the Norwegian action during 1981 on Hong Kong's tei'tile exports.
U.S. prohibition of imports of tuna and tuna products from Canada.--On
August 31, 1979, the U.S. Government imposed an embargo on i.mports of tuna and
tuna products from Canada. This action was taken pursuant to section 205 of
the Fishery Conservation and Management Act. Under the law, imposi.tion of an
import prohibition is mandated if the Secretary of State determ:f.nes that a
U.S. fishing vessel has been seized in a jurisdiction claimed by another
country, but which claim the United States does not recogn:f ze. This
particular U.S. prohibition was taken in response to Canada's seizure in
August and September 197 9 of 19 U.s. flag vessels which were fishing for
albacore tuna, a highly mi.gratory species of tuna, off the coast of British
Columbia. It is the position of the United States that fishing rights for
highly migratory species of tuna should be under international management.
In January 1Q80, Canada told the GATT Council that bilateral
consultations on this matter had fa i.led to produce a sat i.sf ac tory solution.
Since Canada considered the U.s. action against Canada to he contrary to the
obligations of the United States under the GATT and to have impaired its GATT
benefits, it requested the establishment of a panel under article XXIII:2 to
examine the compatibili.ty of the U.S. restriction with the General Agreement.
The Council agreed to set up the panel.
Canada was particularly concerned that the United States had imposed the
embargo for reasons that had nothing to do with trade. However, Canada
rejected both the U.S. position that the issue should be resolved in the
context of the fisheries agreement and the U.S. offer of compensation. The
only appropriate solution to the problem, Canada argued, would be removal of
the measure.
In August 1980, following an interim agreement on fisheries with Canada,
the United States informed GATT that it was lifting the prohibition on imports
of tuna products from Canada. Nevertheless, Canada consldered that the risk
remained that the prohibition could be reimposed, and therefore requested that
1/ Under article XIX, the United Kingdom, on behalf of Hong Kong, could
reestablish the balance of concessions either by demanding compensation from
Norway in the form of other concessions or by suspendlng substantially
equivalent concessions on imports from Norway.
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the panel should reach a substantive conclusion of the case. The United
States informed GATT that it would continue to cooperate with the panel, which
continued its work.
Indian complaint about U.S. imposition of countervajling duty on
industrtal fasteners from India.--In September 1980, India requested
consultations with the United States under article XXIII:l of the General
Agreement concerning U.S. imposition of a countervailing duty, without
applying an injury test, on imports of industrial fasterners from India.
Indja complained that on July 21, 1980, the U.S. Department of Commerce
imposed a countervailing duty of 18 percent on certain industrial fasteners
imported from India without referring the matter to the U.S. International
Trade Commission for a finding on the question of material injury to the
domestic industry. The Government of India considered that the denial to
India of the injury criterion in respect of dutiable products, while this
benefit was extended to other contracting parties of the GATT, had contravened
the most-favored-nation obligation of the United States toward India under
article I of the General Agreement.
Consultations between the United States and India took place on
October 21 but did not result in agreement. Consequently, at the GATT Council
meeting of November 10, India requested that a panel be set up under
article XXIII: 2. The United States agreed to setting up a pane 1, but only to
deal with problems related to the General Agreement, since the United States
had already agreed to a special meeting in December 1980 of the Committee on
Subsidies and Countervailing Measures to discuss issues raised by India in the
context of the Agreement on Interpretation and Application of article VI, XVI,
and XXIII of the General Agreement (the Subsi.dies Code). 1/ The Council
agreed to set up a panel and authorized the Council Chairman to decide on its
composition and appropriate terms of reference in consultations with the
parties concerned.
Japanese restraints on leather imports.--On September 20, 1979, Canada
began consultations with Japan, under article XXIII:l, regarding Japanese
restrictions on imports of leather. When these consultations failed to reach
a solution by November 1979, Canada asked the GATT Council to establish a
panel to exami.ne whether the restrictions were compatible with Japan's
obligatfons under the General Agreement. The panel met six times. On
June 30, 1980, the panel was informed that Canada and Japan had reached an
agreement in principle. In a joint communication dated October 6, 1980, the
parties advised that they had successfully concluded thelr bilateral
consultations and had signed a Record of Discussions on September 22, 1980
containing a solution to the dispute and a statement that Canada would be
withdrawing the complaint filed under article XXIII:2.
Japanese restraints on imports of manufactured tobacco.--At the GATT
Council meeting of November 16, 1979, the United States presented a complaint
against Japanese import restrictions on manufactured tobacco products,

17 India acceded to the Subsidies Agreement in July 1980, but the United
States invoked the nonapplication provision of the agreement to Indi.a. For
further details see the section on activities under the Agreement on Subsidies
and Countervailing Duties.
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specifically cigars and pipe tobacco. 1/ The Council requested the two
countries to pursue bilateral consultations under article XXIII:l. When the
consultations did not lead to a mutually satisfactory solution, the Council
set up a panel in February 1980 to examine the matter. However, on
November 21, 1980, the United States and Japan successfully reached a
resolution to the problem. Y
Japanese measures on edible milk fats from New Zealand.--At the GATT
Council meeting in October 1986, the representative from New Zealand referred
to a reported proposal by the Government of .Japan to impose quotas on prepared
edible fats containing milk fats, by reclassifying th:f.s product under a
different tariff headf.ng than it had been under previously. Noting that the
unilateral reclassification in the customs tariff by any contracting party was
an :f.mportant issue, the New Zealand representative sa5.d that the proposed
action would be inconsistent with Japan's GATT obligations and that New
Zealand would seek consultations under the appropriate article of the General
Agreement.
The representative from Japan said that he had been informed of New
Zealand's intention to intervene in the matter only the day before the Council
meeting, and that his delegation would respond in an appropriate manner at a
later date.
Customs unions, free trade areas, and regional agreements
Article XXIV of the GATT recognizes the desirability of increasing
freedom of trade by the development, through voluntary agreements, of closer
integration between the economies of the countries that are parties to such
agreements. However, the article warns that the purpose of a customs union or
free trade area should be to facilitate trade between the constituent
territories and not to raise barriers to the trade of other contracting
parties with such territories. Consequently, any contracting party deciding
to enter into a customs union or a free trade area must notify the Contracting
Parties, which can make such reports and recommendations to contracting
parties as they may deem appropriate.
Latin American Integration Association.--On August 12, 1980,
representatives of 11 Lat in American nations--Argent f.na, Bolivia, Brazil,
Colombia, Chile, Ecuador, Mexico, Paraguay, Peru, Uruguay, and
Venezuela--signed an economic pact aimed at creating a regional,
European-style common market. The Latin American Integration Association,
know by its Spanish acronym ALADI, replaces the Latin American Free Trade
Association (LAFTA) which was signed into being in Fe~ruary 1960. ALADI is
designed to be a flexible economic pact that will take into account the
different levels of economic development and natural trading zones among the
11 countries. It recognizes a three-tier classification of countries :Jn the
region. One bloc comprises the most highly industrialized countries in the
region, including Argentina, Brazil, and Mexico. A second group cons:f.sts of
1/ For more information on the background of this dispute, see the 31st
report on the Operat:fon of the Trade Agreements Program, P• 74.
2/ For further information on this issue, see the Japan section in
Ch;pter IV of this report.
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fairly developed countri.e s, including Venezuela, Colom bi a, and Chile, while a
third bloc includes lesser developed countries such as Uruguay, Bolovia, and
Paraguay.
Agreement between the EFTA countries and Spain.--On June 26, 1979, the
countries of the European Free Trade Association fEFTA) (Austria, Finland,
Iceland, Norway, Portugal, Sweden, and Switzerland) and Spaln concluded a
multilateral free trade agreement which entered into force on May l, 1980. 11
The agreement, which does not make Spain a member of EFTA, affirms the desire
of EFTA countries for Spai.n "to partici_pate progressively in European free
trade, thereby strengthening .economic relations between European
countries." 2/ Under the agreement, the EFTA countries and Spain will
progressively reduce and ulti_mately eliminate the obstacles to substantially
all trade between them in products originating in EFTA countries or in Spain.
The effect of the agreement is to achieve the same level of trade
liberalization between EFTA countries and Spain as applies between Spain and
the EEC by virtue of the preferential trade agreement concluded in 1970. The
Spain/EFTA agreement covers trade in industrial products, certain fish and
fishery products, and a number of processed agricultura 1 goods. 3/
Agricultural products, which form a very small part of the trade-of the EFTA
countries and are not covered by their free trade agreements with the EEC, are
subject to special provisions and the tra~e in them is to some extent
liberalized under separate bilateral agreements between Austria, Finland,
Norway, Portugal, Sweden, and Switzerland on the one side and Spain on the
other.
Under the main agreement, EFTA countries, except for Portugal, reduced
their import duties in one step on almost all industrial products by
60 percent, and on a few sensitive products hy either 30 or 40 percent. These
tariff reductions were to be applied from July 1, 1980. At the same time,
Spai.n reduced its dutf.es on some industrial products imported from EFTA
countries .by 60 percent and on 100st industrial products by 25 percent.
Although the agreement contains a general prohibition against quantitative
import restrictions, a few will be allowed for each side.
The special provisions governing trade between Portugal and Spain take
account of the fact that Spain's industry i_s larger and more varled than
Portugal's. During a first phase, lasting 4 years, Portugal wi 11 therefore in
most cases reduce its tariffs less sharply than the reductions granted to
Spain by other EFTA countries. Also, Spain will give Portugal greater tariff

1/ The agreement wi 11 apply also to L:f.echtenste:f.n as long as the pre sent
cu;'toms union between Liechtenstein and Switzerland remains in force·
2/ The reference here is to the free trade system for industrial goods which
at -present, through bi lateral free trade agreements, links the seven EFTA
countries (themselves forming a single free trade area) with the EEC (where
tariffs have been removed within a customs union).
3/ Among others, items not covered by the agreement include coal and steel
pr;'ducts since Spain has no agreement with the European Coal and Steel
Community.
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reductions than those granted to other EFTA countries. A second phase is
intended to lead to the elimination of all obstacles to trade and to end
discrimination in trade between Portugal and Spain.
In January 1980, the GATT Council establishe<l a working party to examine
the Spain/EFTA agreement. The working party presented its report to the GATT
Council in November 1980. The report covered such matters as trade coverage,
bilateral agreements on agriculture, quantitative restrictions, licensing,
rules of origin, and questions related to safeguards. However, the working
party was unable to reach unanimous conclusions whether the agreement was in
conformity with the relevant provisi.ons of the General Agreement. The working
party noted that the parties to the agreement will submit biennial reports in
accordance with normal GATT practice.
EEC agreement with Yugoslavia.--On May 6, 1980, the EEC and Yugoslavia
signed an interim agreement on trade and cooperation. The purpose of the
agreement is to increase cooperation between the two parties i.n order to
contribute to economic and social development and to reinforce the mutual
links between them. The GATT Council must consider the matter, but did not do
so during 1980.

Article XXVIII--Modification of Schedules
Article XXVIII sets out the procedures under which a country may modify
or withdraw concessions included in its GATT schedule. In such negotfatf.ons,
the contracti.ng party modifying or withdrawing the concession may offer
compensatory adjustment on other products to maintain a general level of
reciprocal and mutually advantageous concessions not less favorable to trade
than that provided prior to the negotiations. If compensatory adjustments are
not made, a contracting party considered to have a pri.ncipal supplying
int ere st ls free to w; thdraw substantially equivalent concessi.ons already
negotiated with the contracting party making the article XXVIII modi.fications.
In 1980, the United States conducted negotiatlons under article XXVIII
with Indonesia, Switzerland, Sweden, India, and South Africa on modHi.cations
of the schedules of those countries and concluoed an agreement with the
European Community on the moclHication of provisions for wool-blend fabrics i.n
the U.S. schedule.

Activities Under the GATT Agreements on Nontariff Measures and the
Agreement on Trade in Civil Aircraft
January 1, 1980, witnessed the entry into force of 7 of the 9
multilateral agreements on nontariff measures negotiated in the MTN. These
were the Agreements on Ant idumpj_ng, Subsidies and Countervailing Duties,
Technical Barriers to Trade (Standards), Import Licensing Procedures, Trade in
Civil Aircraft, and the Arrangements Regarding Dairy Products and Bovlne
Meat. In additlon, on July 1, 1980, the United States and the European
Conununi ty carried out their commitment to implement the Customs Va l.uat ion
Agreement six months in advance of the January 1, 1 Q81, date stipulated in
that Agreement for entry into force.
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All of the multilateral nontariff measure agreements e stablish a
conunittee or council composed of representatives of each signatory to
administer the agreements. The committees and councils of the seven
agreements that entered into force internationally on January 1, 1980, were
convened for organizational meetings in January or February and to begin the
activities which would be necessary for successful implementation and
operation of the agreements. Many of the issues dealt with in the first half
of the year were common to all of the agreements and largely procedural.
These included the selection of a chairman and vice-chairman, establishing a
procedure for the distribution and handling of documents, agreeing upon a
procedure for conducting the business of the agreements, establishing a
program under which national legislation and regulations relevant to operation
of the agreements would be submitted to the committees or councils and
systematically examined by them, establishing a program for reporting to the
committees or councils statistics or other information on national activities
relevant to the agreements, and agreeing upon dispute settlement procedures,
accession procedures for new signatories, and the participation of observers.
Perhaps the most difficult and problematical of these turned out to be
the decision on participation of observers in meetings of the committees and
councils and the procedures for accession of new signatories. Before the very
first formal meetings of the committees and councils a contentious and
potentially explosive situation developed over the extent to which
nonsignatories to the agreements should be allowed to participate in the
activities and decisions of the code groups. It was the view of some
countries, generally nonsignatories to the MTN agreements, that the GATT
Contracting Parties, not the signatory committees or councils, should have
ultimate control over the activities under the agreements. This delicate
matter was ultimately settled by the signatories asserting firm control in a
decision which would permit nonsignatory observers to participate i.n
discussions of the groups and to receive documents, but not to vote in the
making of deci.sions. The signatories decided that requests by international
organizations for observer status would be handled on a case-by-case,
meeting-by-meeting basis. Special attention was given to requests for
observer status from countries which were not contracting parties to the
GATT. The general sentiment was that observer status should be granted if an
interest in possible accession to the agreement had been expressed. The
granting of observer status to Mexico was delayed for several weeks while
signatories sought clarification of Mexico's interest in having observer
status, in the light of Mexico's rejection in March of 1980 of GATT membership
and the announcement that for the forseeable future Mexico could perceive no
benefit to Mexico in accession to the GATT or adherence to any of the MTN
nontariff measure agreements. After the observer status i.ssue was eventually
settled, there were more countries holding observer status for the meetings of
all the committees and councils than there were signatories to the
agreements. In addition, the International Monetary Fund and the UNCTAD
attended meetings of all groups as observers, and other international
organizations were granted observer status for some of the connnittees, but
especially the Committee on Technical Barriers to Trade.
All of the agreements specify that after they enter into force, they
shall be open for acceptance by new si.gnatorles, but they different late in the
conditions for acceptance by countries which are contracting parties to the
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GATT, countries which have provisionally acceded to the GATT, and countries
which are not GATT contracting parties. This is because GATT contracting
parties have already undertaken obligations which are complementary to those
of the codes, and countries which have provisionally acceded to the GATT have
undertaken certain ob~igations set out in their protocols of provisional
accession, whereas countries not GATT contracting parties have undertaken none
of these obligations. Consequently, all of the committees and councils had to
consider the terms or conditions under which noncontracting parties to the
GATT would be accepted as signatories to the agreements. Most of the groups
accepted procedures proposed by the GATT Secretariat under which the substance
of the tenns of accession would actually be determined on a case-by-case
basis. At least one of the grdups ended the year, however, without an
agreement on this issue.
A general development common to most of the committees and councils was
the practice of holding informal meetings of signatories in preparation for
the formal meetings. This was found to greatly facili.tate the conduct of
business in the formal meetings.
A second activity worthy of mention was the continuing campaign
throughout the year, but particularly on the part of the United States, for
new signatories to the agreements.
Signatories to the nine agreements at the end of the year are shown in
table 3. It should be noted that under terms of several bilateral agreements
the United States applies the conditi.ons of the agreements to certain
nonsignatories, 1/ and in the case of the Subsidies Agreement, the
United States has invoked the nonappl!cation clause with respect to India.
The other activities particular to each of the agreements are discussed
in the following pages.
Agreement on Ant idumping .--The new revised Ant idumping Agreement,
formally titled the Agreement on Implementation of Article VI of the General
Agreement on Tariffs and Trade, entered into force on January 1, .1980~ wi.th 11
signatories, including the European Community. Six additional countries
(Czechoslovakia, Hungary, India, Romania, and Spain) signed the Agreement
during 1980.Some of the signatories were still in the process of ra~ifyi.ng the
agreement when the year ended. Five signatories of the original Anti.dumping
Agreement--Australia, Greece, Malta, Poland, and Portugal--had not yet signed
the new agreement when the year closed, although Greece would come under the
new agreement with that country's accession to the European Community on
January 1, 1981.
·
The original Antidumping Agreement, which was negotiated at the Kennedy
Round and entered i.nto force on July 1, 1968, was an effort to interpret the
GATT Article VI provisions on antidumpi.ng duties and to achieve uniformity in
the practice of si.gnatory governments :f.n applying antidumping procedures. The
agreement was renegotiated duri.ng the Tokyo Round principally to bring certain
provisions, especially those concerning determination of injury, price
1/ El Salvador, Honduras, Liberia, Nepal, North Yemen, Paraguay, Taiwan, and
Venezuela.
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Table 3.--Signatories to the GATT Agreements on Nontariff Measures and the Agreement
on Trade in Civil Aircraft, as of December 31, 1980
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ll The European Economic Community is a signatory to all of the agreements. Inasmuch as the Agreements on
Technical Barriers to Trade and on Trade in Civil Aircraft cover matters outside the purview of the Community,
each of the EC member states are also signatories to these Agreements.
2/ The United Kingdom signed the agreement for certain of the territories for which it has international
responsibility, particularly Hong Kong.
3/ The United Kingdom signed the Standards Agreement in respect of its metropolitan territory and also for
;ertain of the territories for which it has international responsibility, particularly Hong Kong.
!!_/ The United Kingdom signed the Meat Agreement for Belize.
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undertakings between exporters and the :i.mporting country, and the imposition
and collection of antidumpi.ng duties, .into line with s:fm:f.lar provisions in the
newly negotiated MTN Agreement on Subsidies and Countervailing Duties.
The Committee on Antidumpi.ng Practices, composed of representat1ves from
each of the Parties, administers the agreement. Chaired by a Swedish
Government official during its first year, the Commi.ttee held three formal
meetings.
Article 13 of the agreement recognizes that special regard must be gi.ven
by developed countries when considering the application of antidumping
measures under the agreement. Brazil had accepted the agreement in December
197 9 on the condition that there be some recognition of Brazil's need for
special consideration in implementing the agreement. In order to facilitate
generally the participation of developing countries, the Committee, at its May
1980 meeting, adopted decisions concerning the application and interpretation
of the agreement in relatfon to developing countries.
The decis.ions recognize that the agreement is not intended to prevent
developing countries from adopting measures to promote their economic growth
and development, which may result in different cost and price structure for
domestic and export sales, and that this should be taken into account in
determining the normal value. They also recognize that developing countries
may face special problems in adapting their legislation to the requirements of
the agreement and therefore t fme-limited exceptions may be granted, where
appropriate, by the Connnittee. Pursuant to these decisions, the Committee
subsequently approved a Brazilian request to allow Brazil 3 years to set up
its domestic antidumping procedures so long as Brazil does not in the meantime
impose ant idumping duties. When India signed the agreement i.n July 1 qso, that
country also referred to the need for special considerati.on to he given to
developing countries, and subsequently, in view of the May Decision, fully
accepted the agreement.
In the agreement, the provisions on determining injury and the definition
of the domestic industry states that when producers are related to the
exporters or importers or are themselves importers of the allegedly dumped
product, the domestic industry may be interpreted as referring to the rest of
the producers, and the agreement calls for the development of an understanding
among Parties defining the word "re}ated." A similar provision is found in
the Subsidies and Countervailing Duties Agreement. ~he Connnittees of the two
agreements established a joing group of experts to identify and examine, at a
technical level, problems involved in the defin:ftfon of the word "related" for
purposes of the two agreements. The experts group met ln October to organize
its work and wou1 d report l ts results to the Committee in 1981.
The Commf.ttee agreed that signatories should report semiannually
antidumping actions taken duri.ng the preceding 6 months, and that there would
be at least an annual review of these actions.
The final meeting of the year in October was devoted principally to an
examination and djscussion of signatories' implementing legislation during
which proposed Canadian legislation received particular attent i.on. The
proposed Canadi.an legislation would provide broad admintstrative dtscretion to
impose antidumping duties without an investlgatfon through use of a hasic
price system. Largely as a result of examinatton of Canada's proposed
nrn·uic.innc
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The Antidumping actions in 1980 reported to the Committee are listed in
table 4. 1/ Eight signatories, Czechoslovakia, Finland, Hungary, Japan,
Norway, Spain, Sweden, and Switzerland, reported that no antidumping cases
were pending or initiated in 1980.
The dispute settlement procedures of the agreement were not invoked in
1980.
Agreement on Subsidies and Countervailing Duties.--The Subsidies and
Countervailing Duties Agreement, formally titled the Agreement on
Interpretation and Application of Articles VI, XVI and XXIII of the General
Agreement on Tariffs and Trade, entered into force on January 1, 1980, with 13
signatories, including the European Community. Four additional countries
(India, Korea, Pakistan, and Yugoslavia) signed the Agreement in 1980. Some
signatories were st ill ln the process of ratifying the Agreement at the end of
the year.
The Subsidies Agreement clarifies existing GATT provisions dealing with
subsidies, countervailing duties and procedures within the GATT for dealing
with trade distortions or other problems which may occur in this area.
Through the establishment of agreed rights and obligations covering subsidies
and countervailing duties and an international surveillance and dispute
settlement mechanism, the Agreement seeks to ensure that a signatory's
subsidies do not harm the trading interest of another, and that countervailing
measures to not unjustifiably impede trade.
The Committee on Subsidies and Countervailing Duties, established by the
Agreement and comprised of representatives from each signatory, held 5 formal
and several informal meetings in 1980. The Committee was chaired by a
Brazilian government offidal during this first year of its operation.
An important early item of business for the Committee was the procedure
for handling commitments by developing countries under Article 14:5 of the
Agreement. Article 9 of the Agreement sped.fies that signatories shall not
grant export subsidies on products other than certain primary products. In
Article 14, however, signatories recognize that subsidies are an integral part
of economic development programs of developing countries and that the
Article 9 commitment does not apply to developing countries, subject to
certain provisions, one of which, stated i.n Article 14: 5, is that a developing
country signatory should endeavor to enter into a commitment to reduce or
eliminate export subsidies when they are inconsistent with its competitive and
d eve lopme nt needs.
During the MTN negotiation of the Subsidies Code and continu~ng through
1980 the United States diligently pursued the negotiation of such commitments
with developing countries interested in becoming signatories to the
Agreement. It was the U.s. position throughout the negotiations that the
United States would not apply the Agreement to developing country signatories
which did not make such a commitment, and this position was strongly and
formally reiterated to the Committee early in the year.
1/ The table does not detail reported U.S. actions on import relief. A full
tr;atment of u.s. actlons on i.mport relief, unfair trade practices, and
related matters will be found in Chapter v.
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Table 4.--Antldumplng action• reported by algnatorlea to the GATT antldumplng code, 1980--continued
Be porting

country
Unf.ted
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United
United

States--:
Statea--:
States--:
Statea--:
Statea--:
States--:
Statea--:
States--:
States--:
States--:
States--:
Statea--:
States--:
States--:
States--:

Action taken
against
EC
Prance
Prance
Prance
India
Italy
Italy
Italy
Italy
Italy
Italy
Japan
Japan
Japan
Japan

States--:
States--:
States--:
States--:

Japan
Japan
Japan
South ICorea
States~: Luxembourg
States--: Mexico

United States--: Mexico
United States--: Netherlands
United Statea--1 Netherlands
United States--: Peoples Republic
of China
United Statea--1 Sweden
United States--: Switzerland

Product
Carbon Steel
Sodium Hydroxide
Certain Steel Products
Anhydrous Sodium Metasilicate
: Certain Iron Metal Castings
Sodium Hydroxide
Melamine
Spun Acrylic Yarn
Bail Paaaenger Cara
Certain Steel Products
Strontium Nitrate
Spun Acrylic Yarn
Portable Electric Typewriters
Countertop Microwave Ovens
Electric Motors
Under 150 Horsepower
Over 150 Horsepower
Bail Paaaenger Cara
Steel Pipes and Tubing
: Menthol
: Certain Steel Wire Halla
Certain Steel Products
Picker Sticks
Squash, Peppers, Eggplant, and
Cucumber a
Certain Steel Products
Melamine
: Menthol
c-ent
Portable Electric Nibblers

I•

: Initia lion
date

Provisional
measures

3/17/80
4/20/79
4/11/80
I 6/9/80
12/10/80
4/20/79
5/1/79
7/2/79
: 11/27/79
4/11/80
I 9/30/80
1/4/79
I 5/18/79
8/29/79
I
I
I
I

10/3/79
10/3/79
11/27/79
3/25/80
6/17/80
4/20/79
4/11/80
5/2/73

10/1/80 - Caae withdrawn
2/15/80 - No injury
10/2/80 - Case withdrawn
9/5/80
2/15/80 - No injury
4/29/80 - No injury
4/8/80 - Definitive duty
2/11/80 - No injury
10/2/80 - Case withdrawn

11/13/7.9
12/20/79

7/13/79
1/4/80
7/15/80
6/20/80
6/20/80

I

4/11/80
5/1/79
: 7/2/80
.:

I

4/8/80 - Definitive duty
3/21/80 - Definitive duty
12/8/80 - Case withdrawn

11/5/79

11/6/80 - Price undertaking
: 12/12/80 - Definitive duty
: 2/11/80 - No injury
6/24/80 - No injury
7/22/80 - No injury
8/lJ/80 - No injury
10/2/80 - Case withdrawn
7/16/80 - Order revoked
(Definitive duty issued
5/6/74)
3/28/80 - No dumping

2/26/80

: 10/2/80 - Case withdrawn
4/·28/80 - No dumping

10/26/79

10/19/79

1955
10/3/80

Final outcome

11/7/73

7/3/80 - Order revoked
11/19/80 - No injury
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In the Committee's early meetings there was much discussion of the legal
status of such commitments and whether they should be formally examined and
approved by the signatories. These discussions led to the Committee's
adoption of an agreed procedure for handling such commitments under which they
would be noted by the Committee, without being formally approved or accepted,
after a period of informal examination of the commitment and consultation
among signatories. The commitments were generally regarded as unilateral and
voluntary. Brazil, Korea, Pakistan, and Urugray notified commitments under
Article 14:5 in 1980.
India signed the Agreement on July 11, 1980, and indicated that it did
not intend to enter into a commitment under Article 14:5. Subsequently the
United States notified the GATT Secretariat that it would invoke Article 19:9
of the Agreement with respect to India and therefore would not apply the
Agreement to India. A short time later the United States imposed a
countervailing duty on industrial fasteners from India without a determination
as to whether the imports of such fasteners were causing or threatening
material injury to a U.S. industry.
At the Committee's first formal meeting subsequent to India's accession
to the Agreement, held in October, the Committee was requested by India to
examine U.S. invocation of Article 19:9 against India. A meeting was convened
in December for this purpose. India contended (1) that the U.S. invocation of
Article 19:9 was inappropriate and incorrect because the United States was in
effect using Article 19.9 as a lever to extract Article 14:5 commitments from
developing countries; (2) that such U.S. action contravenes the Agreement
since Article 14:5 commitments are not obligatory, and consequently the U.S.
action could be considered as constituting a conditional acceptance of the
Agreement by the United States which the United States unilaterally made after
the Agreement had entered into force; and (3) the procedures followed by the
United States in involing Article 19:9 were erroneous, and therefore the U.S.
invocation shold be deemed to be not effective. The December discussion of
the matter was inconclusive. The Committee agreed to take the matter up again
at its next session, and authorized the chairman in the meantime to consult
informally with signatories on how the Committee might proceed in its future
examination. 1/
The Committee established two groups of technical experts to pursue two
technical issues not settled during the MTN. One of the groups was
established jointly with the Antidumping Committee to develop a definition of
the word "related" for purposes of defining a domestic industry where
producers are related to the exporters or importers or are themselves
importers. The second group was to develop criteria for the calcalation of
the amount of a subsidy. Organizational meetings of the expert groups were
held in 1980. It was expected that they would submit reports to the Committee
in 1981.
Notifications of national legislation and implmenting regulations
submitted by 8 of the signatories were examined in detail by the Committee,
during which attention was drawn to provisions which certain signatories
believed should be modified to conform better to the Agreement. The Committee
also examined Canada's draft legislation and proposed modifications where it
felt there Mas a discrepancy between the proposed legislation and the
Agreement.
1/ In addition to seeking discussion of the Subsidies Code issues in the
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The Agreement requires signatories to report semi-annually to the
Committee any countervailing duty actions taken during the preceding
6 months. Austria, Finland, Norway, Sweden, Switzerland, Japan, Hong Kong,
and Brazil reported to the secretariat that they had not taken any
countervailing duty action during 1980. Yugoslavia, Korea, Uruguay, and Chile
did not submit reports for the first 6 months of 1980; for the second 6
months, all four reported that no countervailing duty actions were taken.
The EEC reported only one countervailing duty action in 1980. On
December 18, 1979, the EEC initiated a countervailing duty action against
stainless steel bars from Brazil. No provisional measures were taken, and on
June 5, 1980, a decision of no subsidy was rendered.
Canada reported several countervailing duty actions in 1980. On
October 31, 1978, Canada initiated three countervailing duty actions on baler
twine from Brazil, Mexico, and Tanzania. On January 1, 1980, Canada decided
not to apply provisional duties, or to refer the cases to the Anti-dumping
Tribunal, but to terminate the cases. Three countervailing duty actions were
initiated on July 4, 1980, on emmenthal cheese from Austria, Finland, and
Switzerland. Provisional duties were applied against all three on December
12, 1980. On April 2, 1981, Canada decided not to apply provisional duties,
and not to refer the cases to the Anti-dumping Tribunal.
The United States reported to the GATT that in 1980 it had initiated 10
countervailing duty actions, made 15 determinations, and imposed
countervailing duties in 5 cases. Countervailing duties were imposed on pig
iron from Brazil, industrial fasteners from India, ferroalloys from Spain,
grey metal iron casting from India, and roses from Israel.
Agreement on Technical Barriers to Trade.--The Standards Code, form.ally
known as the Agreement on Technical Barriers to Trade, which entered into
force on January 1, 1980, aims to ensure that technical regulations and
product standards established for reasons of safety, health, consumer or
environmental protection, or other purposes by governments or other bodies do
not create unnecessary obstacles to trade. A key provision of the agreement
requires that parties ensure that technical regulations and standards are not
prepared, adopted or applied with a view to creating obstacles to
international trade, and that, in relation to such regulations and standards,
products imported from any party shall be accorded treatment no less favorable
than that accorded to like products of national origin and to like products
originating in any other country.
The agreement is administered by the Committee on Technical Barriers to
Trade, composed of representatives from each of the parties. The Committee,
chaired by a U.S. Government official during the first year of operation, held
five meetings in 1980 to examine progress of signatories in implementing and
administering the agreement and to establish procedures necessary for its
operation. All signatories reported to the Committee on the measures in
existence or taken by them to implement and administer the agreement,
including the establishment of a central inquiry point, the publication of
notices, and notification of the GATT secretariat of proposed regulations or
standards that may have a significant effect on trade. The secretariat
received approximately 100 such notifications in 1980. The first annual
review of the operation of the agreement was begun in the November meeting
the Committee.
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The first invocation of dispute settlement procedures under any of the
MTN codes occurred when the United States requested the Committee, under
article 14.4 of the agreement, to consider a U.S. complaint that the United
Kingdom was requiring U.S. poultry producers to comply with European Community
processing directives but would not require United Kingdom producers to comply
until August 1982. The United States held this to be in violation of United
Kingdom obligations under article 2.1 of the agreement to extend national
treatment to other signatories, and that the agreement was applicable by
virtue of article 14.25 which states that the agreement's dispute settlement
procedures can be invoked where a Party considers that obligations under the
agreement are being circumvented by the drafting of requirements in terms of
processes and production methods (PPM's) rather than in terms of
characteristics of products. There appeared to be implicit agreement among
Committee members that the United Kingdom was violating the principal of
national treatment, but there was no consensus as to whether there was a
violation of the agreement. Several countries were of the view that processes
and production methods were covered by the agreement only in cases where
standards are drafted in such terms to circumvent code obligations, and that
this did not appear to be the case in the U.S. complaint. Since the United
States would not be able to get relief expeditiously in the Committee, it
decided to pursue the matter under the regular GATT dispute settlement
procedures rather than under the Standards Agreement. However, given the
significance of the issue of the applicability of the agreement to PPM's, the
Committee agreed to keep the general issue on its work agenda and asked the
GATT secretariat to prepare a factual background paper on the question.
At yearend, 27 countries and the European Economic Community were
signatories to the agreement. Six of these countries (Hungary, Republic of
Korea, Romania, Singapore, Spain, and Yugoslavia) were new signatories in
1980. Some of the signatories were still in the process of ratification of
the agreement. Tunisia, which has provisionally acceded to the GATT, was
discussing accession under article 15.2 with the Committee; and a working
party was established to draw up proposals for mutually satisfactory terms for
the accession of Bulgaria, a noncontracting party to the GATT, under article
15.3. On several occasions during the year signatories discussed terms for
Indian accession to the agreement in which India would be granted certain
exceptions pursuant to article 12.8 which provides that the Committee can
grant developing countries specified, time-limited exceptions from obligations
under the agreement. At yearend, however, India had not acceded to the
agreement.
Agreement on Import Licensing Procedures.--The Agreement on Import
Licensing Procedures, the purpose of which is to ensure that such procedures
do not in themselves act as restrictions on imports, entered into force on
January 1, 1980, with 14 signatories. Six additional countries (Australia,
Czechoslovakia, Hungary, India, Romania, and Yugoslavia) signed the agreement
during 1980. Some of the signatories were still in the process of ratifying
the agreement when the year ended.
The agreement established a Committee on Import Licensing, composed of
representatives of each of the signatories, to administer the agreement. The
Committee, chaired during 1980 by a Japanese Government official, held three
meetings. An important step for the effective implementation of the agreement
was achieved when the Committee, in its second meeting, agreed upon
information to be supplied and notification procedures with respect to
qian~~nr4oal
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suggested by the GATT secretariat, obligate signatories to inform the
Committee of all aspects of their licensing systems, a fundamental step if the
Committee is to perform meaningful surveillance of licensing practices. The
procedures add an additional dimension to the transparency envisaged by the
agreement.
Article S.S of the agreement requires the Committee to review. at least
once every 2 years the implementation and operation of the agreement and to
inform the GATT Contracting Parties of developments during the period covered
by the review. In December the Committee adopted procedures for the first
review to be held in the fall of 1981 and agreed that preparatory to the
review signatories in the spring of 1981 would conduct a country-by-country
examination of the information which had been supplied on signatories'
licensing systems.
The year ended without a decision as to the nature of the dispute
settlement mechanism for the agreement, or agreement on procedures for the
accession of countries not contracting parties to the GATT.
In 1979, Brazil had indicated willingness to adhere to the agreement, but
with certain reservations. These were unacceptable to most signatories. The
United States, desirous of bringing Brazilian licensing practices under the
discipline of the agreement, sought in discussions with Brazil and signatories
to the agreement a formulation which would permit Brazil to adhere to the
agreement, but was not suc~essful in this endeavor in 1980.
Agreement on Trade in Civil Aircraft.--The Agreement on Trade in Civil
Aircraft seeks to achieve maximum freedom of world trade in civil aircraft by
providing duty-free treatment for civil aircraft and specified parts and
components and also by seeking to reduce or eliminate the trade restricting or
distorting effects of governmental nontariff measures on this trade. The
agreement entered into force on January 1, 1980, with 17 signatories. Romania
became the 18th signatory on June 25, 1980.
The Committee on Trade in Civil Aircraft, establish by article 8 of the
agreement and composed of representatives of all signatories, held three
meetings in 1980 under the chairmanship of a United Kingdom Government
official. At the first meeting it established the Technical Subcommittee on
Trade in Civil Aircraft mandated by article 8.4 of the agreement. The
Technical Subcommittee was charged with assisting the Committee with purely
technical aspects of the implementation and operation of the agreement, most
of which would fall in two areas: (1) achieving the agreement's objectives of
broadening in due course the product coverage to include more parts,
subassemblies, and components; and (2) specific problems in product coverage,
end-use systems necessary for implementation of the agreement, customs duties
and other charges, and matters relating to aircraft nomenclature. A Canadian
Government official chaired the Subcommittee during the first year of its
operation. The Subcommittee held four meetings in 1980 to consider technical
aspects of most of the matters which came before the Committee and to
formulate recommendations to the Committee.
Product coverage.--Article 8.3 of the agreement states that not
later than the end of the third year from the entry into force of the
agreement and periodically thereafter, signatories shall undertake further
negotiations, with a view to broadening and improving the agreement on the
h~ie:.i-=:.
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the product coverage to include parts, subassemblies, and components which
were not initially included, generally because of tariff nomenclature or
administrative problems. Early in 1980 the European Community, Canada, and
Sweden began to press for such negotiations and submitted lists of products
for consideration at the first meeting of the Technical Subcommittee in
April. A major·part of the Subconunittee's time was spent on this issue for
the rest of the year. The United States position generally was that work on
expansion of product coverage in the first year of the agreement was
premature, but by the end of the year, the Subcommittee's work had developed
to the point that it decided to submit a list of selected products to the
Committee for consideration and guidance.
Also in the area of product coverage, it was discovered that, through an
oversight, component units for data processing machines had been omitted from
the list of products covered by the agreement, based on Customs Cooperation
Council Nomenclature (CCCN) Headings, and consequently such products were not
covered for those countries using the CCCN as the basis for their tariff
nomenclature. It was agreed that this was an inadvertent omission and that
coverage of such products was intended, but because of procedural difficulties
associated with formal amendment of the product coverage, the issue was not
resolved by the end of the year.
Definition of civil aircraft.--Article 1 of the agreement defines
"civil aircraft" as all aircraft other than military aircraft. This lack of
specificity, and the fact that certain functions performed by organizations
associated with the armed forces in one country and carried out in other
countries by purely civil agencies of the government, naturally gave rise
early on to questions of when and if aircraft purchased by certain government
entities in signatory countries are covered by the agreement. This issue was
near resolution when the year ended.
End-use systems.--Many products covered by the agreement actually
have multiple uses other than in aircraft. Therefore, in order to qualify for
duty-free treatment under the agreement importers must certify that the
imported product is for use in civil aircraft. The administration of
so-called "end-use" provisions by customs services tends to be cumbersome and
may actually operate as a hinderance to trade. For this reason the Committee
surveyed the end-use systems used by each country in implementing the
agreement.
Statistical reporting.--The United States proposed in the Technical
Subcommittee that in order to monitor operation of the agreement signatories
should have a program of regular statistical reporting for trade in products
covered by the agreement. The Committee adopted a recommendation aimed a~ the
development of such a program, but little progress was made in this area
because of serious technical administrative difficulties encountered by some
signatories.
Relationship to the Agreements on Subsidies and Standards.--In the
Aircraft Agreement, signatories note that the Agreement on Technical Barriers
to Trade and the Agreement on Subsidies and Countervailing Measures apply to
trade in civil aircraft. All original signatories were also signatories to
these two agreements. The accession of Romania, which was not a signatory to
the agreements, raised a questiori as to the extent of Romania's obligations in
these two areas under the Aircraft Agreement. The Committee agreed that by
virtue of acceptance of the Agreement on Trade in Civil Aircraft. sie:natories
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would apply to their trade in Civil Aircraft the provisions of the Agreement
on Technical Barriers to Trade and of the Agreement on Subsidies and
Countervailing Measures.
Other topics.--The agreement requires signatories to incorporate in
their GATT schedules the duty-free binding of products covered by the
agreement. In spite of constant urging by the United States, this had not
been done by all signatories at the close of 1980.
The Committee decided that GATT procedures would be used in the
modification and rectification of schedules annexed to the agreement.
In response to a U.S. proposal, the Technical Subcommittee examined the
chapter on aircraft in the proposed Harmonized System for nomenclature being
developed by the Harmonized System Committee under the aegis of the Customs
Cooperation Co~ncil, with a view to having the provisions of this chapter
facilitate operation of the Aircraft Agreement. The examination faltered over
the problem of defining civil aircraft for purposes of the Harmonized System.
The United States, having a general concern that the important nontariff
provisions of the agreement were receiving inadequate attention and that there
was a tendency to concentrate on the operation of the tariff provisions,
proposed in the December meeting that signatories establish a requirement that
significant governmental supports of civil aircraft programs, including
programs involving engines, components, equipment and parts, be regularly and
promptly notified to the Committee i.n order to enhance operation of the
agreement and to provide a procedure for monitoring the application of article
6, which deals with government support, export credits, and aircraft marketing.
In order to conform with the provisions of title IV of the Trade Act of
1974, which sets the conditions under which u.s. imports from Communist
countries may receive nondiscriminatory (i.e., MFN) tariff treatment, the
United States, pursuant to article 9 of the agreement, notified the
signatories that the United States will apply article 2 of the agreement
(duty-free treatment) with respect to Romania for such time as the United
States accords nondiscriminatory treatment to products of Romania.
Arrangement Regarding Bovine Meat.--The Arrangement Regarding Bovine Meat
entered into force on January 1, 1980, with 16 signatories. Five additional
countries, Australia, Romania, Tunisia, Uruguay, and Yugoslavia, signed the
arrangement in 1980. The arrangement, which covers beef, veal, and live
cattle, seeks to promote expansion, liberalization, and stablization of trade
in meat and livestock and to improve international cooperation in the sector,
principally through the establishment of a central pool of data on production,
trade, and prices and through reviews and consultations on market conditions
and problems in the sector.
The International Meat Council, established by the arrangement for its
administration, is comprised of representatives of each of the parties to the
arrangement. During its first year of operation, the Council was chaired by a
Canadian Government official. It met on three occasions in 1980, in the
course of which, as required by the arrangement, it reviewed the operation of
the arrangement and made an evaluation of the world supply and demand
situation and outlook for bovlne meat. In the context of this evaluation,
there was a discussion of the complaint by Argentina that exports increased
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The Council also discussed proposals by Australia to establish a meat
trade analysis group and a trade expansion and liberalization group. The GATT
secretariat was instr~cted to develop additional information on these
proposals for consideration by the Council in 1981.
International Dairy Arrangement.--The International Dairy Arrangement
entered into force on January 1, 1980, with 15 signatories. Three additional
countries, Australia, Romania, and Uruguay, signed the arrangement in 1980.
The purpose of the arrangement is to improve cooperation in the dairy products
sector with the objective of expanding and liberalizing world trade. This is
to be accomplished through the establishment of a central pool of data on
world production, trade, stocks, and prices of dairy products and through
reviews and consultations on market conditions and problems in the sector.
The arrangement is administered by the International Dairy Products
Council, which is established by the arrangement and is comprised of
representatives of each of the parties to the arrangement. During its first
year of operation, the Council was chaired by New Zealand Government
officials. The Council established three Committees to implement the
protocols regarding milk powders, milk fat, and cheeses. The Committees are
chaired by a GATT secretariat official. The Council held three meetings in
1980.
In 1980, as required by the arrangement, the Council reviewed the
functioning of the arrangement and evaluated the situation in and outlook for
the world market in dairy products. The general consensus was that the market
was satisfactory.
Each of the three protocol Committees (milk powders, milk fat, and
certain cheeses) met four times in 1980. In accordance with their terms of
reference, the Committees examined the level of minimum prices of the products
covered by the protocols. At their September session, it was decided to make
a slight increase in the minimum prices, effective October 1, 1980, to the
following level per metric ton: skimmed milk powder, U.S. $500; whole milk
powder, U.S. $800; butter, U.S. $1,000; anhydrous milk fat, u.s. $1,200;
certain cheeses, U.S. $900.
Agreement on Customs Valuation.--The customs Valuation Agreement,
formally titled the Agreement on Implementation of Article VII of the General
Agreement on Tariffs and Trade, was not to come into effect internationally
until January 1, 1981, but the United States and the European Community agreed
to implement the agreement on July 1, 1980, reflecting the EC's strong
interest in abolition of the "American Selling Price" system of customs
valuation used by the United States for some products, notably benzenoid
chemicals and rubber-soled footwear with fabric uppers. The purpose of the
agreement is to provide detailed rules for the determination of value of
imported goods for the assessment of ad valorem customs duties. The rules are
designed to provide a fair, uniform, and neutral system of valuation, and
preclude the use of arbitrary or fictitious values.
The agreement provides for a primary method of valuation and a series of
alternative methods that must be applied in a prescribed sequence. The
primary method of valuation is the transaction value under which the dutiable
value is based on the price actually paid or payable for the goods, with a
limited number of adjustments for items such as selling commissions, packing
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goods that were borne by the buyer but not reflected in the price paid or
payable for the goods. It is anticipated that the transaction ~alue will be
used in all but ~ limited number of cases. A party to the agreement is
permitted to determine customs values on either an f .o.b. (free on board) or
c.i.f. (cost, insurance, and freight) basis. The United States is continuing
to use f.o.b., and other countries intend to continue their existing
practices, mainly c.i.f.
The agreement provides for the establishment of a Committee on Customs
Valuation in the GATT to supervise the implementation of the agreement and to
allow signatories to consult on matters concerning the management of the
agreement. A Technical Committee under the direction of the Customs
Cooperation Council (CCC) is also provided for in the agreement to provide
technical expertise to handle the technical aspects of the agreement. These
Committees were not formally constituted, however, until the agreement entered
into force among the participating countries on January 1, 1981.
Informal stock-taking sessions were held periodically by signatories and
potential signatories to the agreement during the second half of 1980. The
purpose of these meetings was to review the status of acceptances of the
agreement and the progress of implementing legislation in the signatory
countries. Also, views were exchanged on the questions expected to be
addressed at the first formal meeting of the Committee in 1981, such as
procedures for handling reservations under the agreement, technical assistance
for developing countries, and a proposed work program for the CCC Technical
Committee.
At yearend there were 17 signatories to the agreement, including the
European Community. Seven countries (Argentina, Hungary, India,·Korea,
Romania, Spain, and Yugoslavia) had signed in 1980.
Agreement on Government Procurement.--The Agreement on Government
Procurement was the second of the MTN nontariff measures codes that was not
scheduled to enter into force until January 1, 1981, in recognition of the
long lead time that would be necessary for signatories to make the changes
necessary in domestic legislation and regulations in order to apply the
agreement. The agreement is designed to make laws, regulations, procedures
and practices regarding government procurement more transparent, and to ensure
that they do not protect domestic products or suppliers, or discriminate among
foreign products or suppliers.
Annexes to the agreement list the government entities (ministries,
departments, agencies, etc.) whose procurement practices will be governed by
the procedures specified in the agreement. Reciprocity in market
opportunities under the agreement is achieved by the balance among countries
of the volume of procurement of the entities listed by a country which will
come under the rules of the agreement. The entities listed by a signatory
therefore become perhaps the most critical element of the agreement. Both the
United States and the European Community signed the agreement iri December 1979
subject to satisfactory completion of negotiations on enti~y coverage. Such
negotiations continued through 1980 among the December 1979 signatories, as
well as with potential signatories.
The single most significant development concerning the agreement in 1980
was the successful conclusion of negotiations hPt"t.ri:>i:>n t-ho TTn.ft-a..1 c ... ~ ... ~~ ~-..:i
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Nippon Telephone and Telegraph (NTT). The United States had indicated
dissatisfaction with Japan's entity coverage under the agreement, as had also
the European Community. Without adequate improvement, there was some question
as to whether the agreement would enter into force as scheduled; the United
States had indicated that at a minimum it would not apply the agreement to
Japan.
In the 1979 entity negotiations, Japan offered its central government
ministries for agreement coverage. Procurement within these ministries,
however, is widely dispersed among a number of units, rather than handled by a
central purchasing unit. This meant that a large part of tenders would fall
below the threshold (150,000 Special Drawing Rights, or about $198,000) for
coverage under the agreement. This situation contributed largely to the
inadequacy of Japan's entity coverage.
The Unite4 States from the beginning had sought to have procurement by
NTT included under the agreement, but Japan had resisted, partly on the basis
that NTT was a-semipublic enterprise, and partly because similar procurement
by the private telecommunication companies of the United States could never be
included under the agreement. A full year of intensive negotiations between
the United States and Japan resulted in the bilateral agreement of
December 16, 1980, in which Japan agreed to place certain NTT procurement
under the Government Procurement Code and to conduct other NTT procurement
practices in a manner that would conform with code requirements.
The NTT Agreement contains three major elements. First, Japan agreed to
increase its formal code offer to almost half of NTT's purchases through a
broad interpretation of the term nonpublic telecommunications equipment. This
increased the NTT offer to $1.5 billion by including off-line
telecommunications equipment such as data terminal equipment, off-line
computers, and PBX's and facsimiles under code coverage. Secondly, for the
remainder of NTT's purchases, Japan agreed to provide full access through a
bilateral agreement committing NTT to conduct all of its purchases in
conformance with code obligations. Included as part of the bilateral
agreement was a document entitled "NTT Procurement Procedures" which
identified and detailed the particular procedures which NTT will follow. The
NTT Agreement also contains a dispute settlement mechanism which provides for
nonbinding arbitration where problems cannot be resolved by consultations.
The final element of the NTT agreement concerns Japan's interconnect
market (customer provided equipment) which is regulated by NTT. A joint
statement on the interconnect market was agreed to whereby NTT will undertake
a series of measures which will facilitate access to Japan's interconnect
market. Specifically, NTT agreed to publish all documents and information
necessary for firms to learn how to successfully apply for product approval,
to act on applications expeditiously, to accept foreign test data, and to
draft technical requirements in terms of performance criteria rather than
design criteria.
The bilateral NTT agreement has a 3-year lifespan. During this period,
the performance of the agreement will be closely monitored. At the end of 3
years, the situation is to be re-examined and the agreement may be extended.
Entity negotiations with Austria and Singapore were also successfully
completed in 1980.
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Signatories and potential signatories met informally several times during
the year to take stock on the domestic preparations by each country to
implement the code on January 1981, to discuss numerous questions which had
arisen concerning provisions of the agreement as countries prepared for
implementation, and to develop an agreed program for statistical reporting of
procurement activities of signatories.
At yearend the agreement had 11 signatories, including the European
Community. Canada and Singapore became signatories in 1980.

CHAPTER III
TRADE AGREEMENT ACTIVITIES OUTSIDE OF THE GATT
United States Participation in the OECD
The Organization for Economic Co-operation and Development (OECD) was
begun in 1961, as a successor to the Organization for European Economic
Co-operation (OEEC). The change was made to accommodate the accession of
non-European members--the United States and Canada--and to add development aid
and relations with less developed countries to the scope of issues, dealt with
in the organization. The objectives of the OECD are to promote economic and
social welfare throughout the OECD area by assisting its member governments in
the formulation and coordination of appropriate policies, and to promote and
coordinate its members' efforts on behalf of developing countries.
The Council of the OECD meets at Ministerial level, usually once a year,
and more frequently at the Permanent Representatives level under the
chairmanship of the Secretary-General--currently Emile van Lennep. The major
work of the organization is carried out within a large number of committees,
subcommittees, working parties, and so forth, composed of representatives of
the member countries and assisted by the Paris-based Secretariat. The scope
of the OECD's activities is very wide, encompassing work in the fields of
economic and trade policy, energy, financial and fiscal affairs, agriculture,
manpower and education, environment, science and technology, and development
cooperation. The Organization serves its members in several ways: (1) by
serving as a forum for policy coordination among developed countries; (2) by
carrying out technical and policy studies; and (3) in some cases by providing
a framework for joint action.
Perhaps the best known role of the Organization is that of coordination
of economic policy among the industrialized countries. 1/ The communique of
the meeting of the OECD Council at Ministerial level during June 3-4, 1980,
emphasized the need for supply-side economic policies during the current
period of recovery from the second "oil shock." The strategy that emerged,
with broader acceptance among OECD countries than during the 1974 crisis,
called for two phases of action. The fight against inflation was agreed to be
of paramount importance in the first phase. The plan was to use relatively
tight monetary and fiscal policies to "prevent higher oil prices from pushing
up the underlying rate of inflation." 2/ The major benefit of this effort
will be to protect the profitability of productive investments to make

1/ Members of the OECD are Australia, Austria, Belgium, Canada, Denmark,
Finland, France, West Germany, Greece, Iceland, Ireland, Italy, Japan,
Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, Sweden,
Switzerland, Turkey, the United Kingdom, and the United States. The
Commission of the European Communities and Yugoslavia also take part in the
work of the Organization.
2/ Communique of the OECD Council at Ministerial Level, June 4, 1980.

69

70
possible the second phase of investment-led, supply-oriented growth in output
and employment. Ministers agreed that during the expansion phase, priority in
fiscal policies should be given to measures that lower costs and promote
investment. They called for "measures to encourage investment and improve the
operation of the market mechanism through the removal of distortions and
rigidities, vigorous action against restrictive business practices and
maintaining an open system for international trade and investment." 1/
The OECD also plays a major part in formulating and implementing
international trade policies of the industrial countries. In recent years,
the definition of the U.S. trade agreements program has expanded. 2/ Under
the Trade Act of 1974 and the Trade Agreements Act of 1979 there is strong
emphasis on negotiations to eliminate nontariff measures that hinder trade,
and the definition of trade was extended to explicitly include trade in
services. There is also a very broad mandate (in sec. 301 of the Trade Act of
1974) for the President to take action against "acts or policies which are
unjustifiable or unreasonable and which burden or restrict United States
commerce.
In these circumstances, the OECD has played an increasingly useful
role as a forum to discuss trade and trade-related issues, and where
international consensus on the nature of problems facing the industrial
countries and on appropriate solutions to them can be developed.
Trade-related issues of particular interest to the United States that were
dealt with·in the Organization during 1980 are discussed briefly in the
sections that follow.
Negotiations on export credit guidelines
For the past 3 years the United States has been pushing its OECD partners
to adjust the Arrangement on Guidelines for Officially Supported Export
Credits (the Arrangement) to bring under control the recent rapid growth of
export credit subsidies and to avoid distortions of the conditions of
international competition. During 1980 participants in the OECD Arrangement
agreed in principle that some changes in the export credit guidelines were
necessary, but were unable to reach a consensus on a specific solution.
The original arrangement.--The Arrangement was adopted in April 1978 by
the 22 memb_ers of the OECD's Group on Export Credits and Credit Guarantees.
The minimum interest rates to be charged by participants in the Arrangement
were set from 7.25 percent to 8 percent, depending on the length of the loan

1/ Ibid.

2/ One definition of the trade agreements program is those activities that
are the policy responsibility of the United States Trade Representative (USTR)
and the interagency Trade Policy Committee. Under Reorganization Plan No. 3,
effective on Jan. 1, 1980, the policy responsibility of USTR was broadened and
now covers trade-related investment issues, trade in services, and
international commmodity negotiations. The USTR also shares with the State
Department the leadership of the U.S. delegation to the OECD Trade Committee.
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and the development status of the borrowing country. 1/ The guidelines also
established minimum cash payments of 15 percent of export value. Maximum
repayment periods were set at 8 years for loans to relatively rich and
intermediate countries and at 10 years for loans to poorer countries. The
guidelines do not apply-to exports of military products, aircraft,
agricultural goods, or nuclear energy products.
Problems with the Arrangement.--The current guidelines were set before
market interest rates soared in late 1978 and 1979 and provided no automatic
mechanism for adjusting export credit interest rates to changing world
financial market conditions. Also, the minimum interest rates apply uniformly
to lending in all currencies and ignore differing inflation rates and
exchange-rate prospects. The major U.S. complaint against the present
Arrangement is that--at current market interest rates--it results in
significant export credit subsidies. Total subsidies by exporting countries
were estimated at $5.S billion in 1980 and there is no sign of forthcoming
decreases. 2/ For the official export credit agency of the United States--the
Eximbank--the increasing cost of funds made it even more difficult and
expensive for the Bank to meet foreign credit financing competition. '}_/
Eximbank's average lending rates are higher than many foreign counterpart
institutions that are not required to show a profit.
Developments and delays in 1980.--In early 1980, the OECD's export credit
group released the Wallen Report. The report directly addressed the problems
of the original Arrangement, and offered two alternate methods of setting
interest rates that would better reflect the market cost of providing export
financing.
The first method, called the Uniform Moving Matrix, would w~ight the
yields of Government bonds in the five major trading currencies by their
weights in the International Monetary Fund's (IMF) special drawing right
(SDR). !!_/ The basket interest rate that emerged--as the weighted average of
the five interest rates--would be the new minimum export credit rate
applicable to lending by any Arrangement participant in any currency.

1/ This system of rates is called the "static matrix" since it lacks
provisions for changing the matrix of minimum rates over time to take account
of free-market interest rates or the cost of funds to the lending agencies.
2/ $5.5 billion estimate by the OECD.
3/ Lending rates are roughly 9 percent, while the Eximbank's average cost of
money is roughly 10.5 percent and its marginal cost is about 14 percent.
(Statement of Robert A. Cornell, Deputy Assistant Secretary of the Treasury
for Trade and Investment Policy, in hearings before the Subcommittee on
International Finance and Monetary Policy, Committee on Banking, Housing and
Urban Affairs, United States Senate, July 20, 1981).
4/ SDR's are a form of international liquid reserves used in the settlement
of-international payments among member governments of the IMF. For more
information on SDR's, see the IMF Annual Report.
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The second alternative, the differentiated rate system (DRS), would use
the secondary (resale) market yields on the long-term Government bonds of each
lending country to determine directly the minimum export credit rate allowed
for that country. Under either alternative, the minimum export credit rate
would be adjusted periodically to take account of financial market movements,
but only under the DRS would there be differences between countries in the
minimum lending rates allowed.
At the May 1980 meeting in Paris of the Export Credit Group, the United
States supported the DRS, and most other countries supported the less
innovative Uniform Moving Matrix plan. The only thing all countries could
agree on was a small increase in the minimum interest rates of the
Arrangement. An increase of 0 .75 percent for lending to wealthier nations
and 0.25 percent for poorer nations took effect July 1, 1980. Participants in
the May meeting stressed that this was an interim measure and expressed hope
that a more permanent solution could be discussed in June at the OECD
Ministerial and at the Venice heads-of-state summit meeting. Meanwhile, the
EC, which was not ready to accept the DRS, agreed to reconsider the Wallen
Report during internal meetings over the summer.
At the Venice Economic Summit the situation appeared promising when
participants released a statement agreeing "to strengthen the international
arrangement on export credits (and work to reach) a mutually acceptable
solution covering all aspects of the Arrangement by 1 December 1980."
Unfortunately, fall negotiations between EC finance ministers failed to result
in a common EC stance. Thus, the December meeting of the Export Credits Group
met with little success. The EC offered to go along with only minimal
interest-rate increases: 0.8 percent for poor country borrowers and 1 percent
for rich country borrowers. Japan refused these small but undifferentiated
increases unless allowances could be made for countries (like Japan) with
market interest rates below the new Arrangement rates. The EC was unable to
take a united stand on this point and so the whole issue of modifying the
Arrangement was put off until the next meeting of the Group in 1981.
Outlook for 1981.--The United States called the 1980 changes in the
Arrangement "grossly inadequate" and announced its determination to take
measures to insure substantial adjustments. Robert Cornell, Deputy Assistant
Secretary of the Treasury for Trade and Investment Policy, warned that
"Eximbank (would be needed) to support U.S. exporters against the predatory
financing practices of other governments." Robert McNamar, Deputy Secretary
of the Treasury, also stated that unless the problem was resolved soon an
export cred.it war was imminent.
Making the "Trade Pledge" permanent
At the time of the first oil crisis in 1974, the OECD Council of
Ministers adopted the so-called Trade Pledge, committing members of the
Organization, for a period of one year, to avoid taking unilateral measures to
restri.ct trade. With minor variations, the Pledge was renewed annually until
1979. In 1980, the OECD Council adopted a new Declaration on Trade Policy
that represents an open-ended commitment, one that is positive rather than
defensive in tone. In it, OECD memhers·agreed "to implement fully

73

and effectively the commitments made in the Multilateral Trade Negotiations,
both in their letter and spirit; to avoid measures which might erode the
achievement of these negotiations; and to continue their efforts toward
further improvements in such areas which were not covered by the negotiations
or where adequate results have not been achieved."
The new Declaration also provides for periodic reviews within the Trade
Committee of progress toward the goals set out. These reviews are in addition
to existing Trade Committee procedures for review of specific trade-limiting
actions that are taken by individual members. The first such review was
conducted during January-June 1981, and assessed developments in trade policy
since the beginning of 1980. The Trade Committee's report concluded that
during this period "liberalization of trade suffered no fundamental
interruption" 1/ despite a worsening economic environment. Few new
protectionist measures of the conventional type were introduced, although, the
Committee noted that "there was a greater tendency to use other measures--to
seek ad hoc and often bilateral solutions" to trade problems.
Toward negotiations on international trade in services
The exchange of services has become a vital element in international
trade particularly in the OECD area. Often referred to as "invisibles,"
services are intangible economic output sold by establishments. Among the
industries in the service sector are telecommunications, banking, insurance,
transportation, health care, and construction/engineering. Some service
industries, such as telecommunications, are among the fastest growing, most
dynamic economic sectors in the world. !:J They are also among the most
stringently regulated for economic, consumer-protection, and national security
reasons. However, no international framework currently exists that
specifically addresses the problems and obstacles confronted by service firms
in conducting their international business. Since there is no established
body of international agreements concerning fair trade in services, service
trade problems are worked out on a case-by-case basis through bilateral
channels.
Barriers to services trade.--Breaking down barriers to services trade is
difficult because the obstacles rarely take the familiar forms of tariffs or
quotas. Often services confront "nontariff barriers" to trade-obstructive
regulations, technical standards, special tax provisions, licensing
requirements, and investment commitments. Other obstacles include foreign
exchange regulations, national security and privacy laws (which particularly
affect international data-processing services) and Government monopolies (e.g.
in aviation and radio). The General Agreement on Tariffs and Trade (GATT) has

1/ "Recent Changes in Trade Policy," OECD Observer, July 1981.
Services trade "increased by_
24-percent in value in 1979 • • • almost double the previous year's growth,
and much faster than the increase in trade in goods. Investment income was
still the largest single category of invisible earnings." The Economist
estimates that the value of world services trade was $448 billion in 1979.

2/ According to The Economist (July 11, 1981):
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aimed at liberalizing international trade in goods, but as yet, few of the
problems relevant to trade in services are subject to GATT discipline. 1/
Setting the stage for multilateral negotiations.--In recognition of the
importance of services trade, the United States and its OECD partners
continued during 1980 to lay the foundation for multilateral discussions in
the GATT on services trade issues. Though the OECD is not a negotiating body,
agreement on principles for services trade in the OECD could serve as the
basis for broader negotiations in the GATT or some other suitable forum. The
object of such talks, from the U.S. point of view, would be to establish a set
of rules of conduct for services trade similar to those applicable to trade in
goods. Furthermore, a framework to enforce the "ground rules" would be
created. Procedures for regular multilateral consultations, dispute
settlement, and enforcement of agreements are also being considered.
OECn activity.--Since the Tokyo round, work on issues relating to trade
in services has continued in the OECD. So far, these activities have been
largely limit.ed- to the collection of information on obstacles and other
problems _encountered in international services trade.
Certain aspects of services trade are already dealt with in three OECD
codes. The significance of these codes is substantially lessened, however, by
the absence of enforcement procedures. The OECD "Code of Liberalization of
Current Invisible Operations" places some limits on national restrictions on
services. However, the many reservations and exceptions to the code limit its
effectiveness. In addition, some service industry trade comes within the
purview of the OECD "Declaration on International Investment and Multinational
Enterprises" and the "Code of Liberalization of Capital Movements."
OECD action in 1980.--The 1980 OECD Trade Declaration gave new impetus to
the efforts of the Organization to reduce obstacles to services trade. The
OECD has several projects under way that are designed to pinpoint key issues
in services trade and to start discussion on general goals for services
negotiations. A comprehensive examination of barriers to trade in services is
being conducted by the Trade Committee. The Committee is focusing on four
sectors important in international trade: insurance, banking, maritime
transport, and construction/engineering. A study of the construction and
engineering sector was made during 1980. 2/ The United States submitted its
answers to a survey on construction trade-in May of 1980. The other three
sectors (insurance, banking, and maritime transport) are also being surveyed.
In the fall, the United States submitted a long list of obstacles in a number
of service industries.
The Committee on Capital Movements and Invisible Transactions (CMIT) will
also review the "Code of Liberalization of Current Invisible Transations" to
suggest possible revisions in order to make it more effective. The Working
Party on Information, Computer and Communications Policy of the Committee on
1/ Services that are incidental to trade in goods are dealt with in some of
the codes of conduct negotiated during the Tokyo round.
2/ The studies are being undertaken with the help of the OECD Maritime
Transport Committee, the Insurance Committee, and the Committee on Capital
Movements and Invisible Transactions.
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Science and Technology Policy (CSTP) is studying the implications of data
flows. (The United States had discussions with Canada, Mexico, and Japan on
telecommunications issues during 1980. For further information, see ch. I of
this report.)
U.S. policy.--The United States is the leading services consumer and
provider in the world (Japan is the second largest). Services have become an
important component of U.S. exports: they accounted for about a third of all
U.S. exports in 1980. 1/ The service sector employed 70 percent of the U.S.
work force in 1980, (see fig. 3) and accounted for about two-thirds of GNP in
1979. As figure 3 shows, U.S. service employment has continued to grow and
agricultural employment has been steadily dropping during the past 50 years,
and manufacturing jobs have leveled off.
The United States is taking the lead in giving services trade issues high
visibility in the OECD and the GATT. The United States has used the same sort
of private-sector advisory committee structure that it used during the Tokyo
round to provide advice on services trade and to develop a centralized
commercial policy focus. 2/ An Industry Sector Advisory Committee (ISAC) on
Services has been created-:- as well as a high-level Services Policy Advisory
Committee (SPAC), composed of representatives from the private sector and
organized labor. The Government's interagency Trade Policy Staff Committee
(TPSC) has formed a Subcommittee on Services. Through these channels, the
United States brings together business, consumer, government, and labor
interests. During 1980, the TPSC worked to formulate a list of u.s.
negotiating goals for multilateral discussions on trade in services.
One difficulty in negotiating the liberalization of services trade is
that some of these industries are among the most heavily regulated in many
countries. For example, insurance companies wishing to offer policies in a
country are often required to establish themselves permanently there and to
retain a specified percent of their assets in the country to ensure that
consumers will be able to collect on claims. Regulations like this tighten
the control by the host government on the kinds of services and conditions of
sale that may be offered by foreign service firms. Legislation was introduced
in the U.S. Senate during the latter half of 1980 that would provide the basis
for a U.S. Government study and action on problems faced by the service
industry in their foreign operations. Hearings on this bill (S. 3003) were
held on September 24 and 25, 1980.
GATT action in 1980.--At the close of the Tokyo round, the Contracting
Parties agreed to look at services trade issues in the future, and made a
general commitment to begin activity in the OECD. Already, some aspects of
trade in services connected with the sale of goods are covered by some of the
Tokyo round codes of conduct. The Consultative Group of 18 in the GATT began
a preliminary discussion of service trade problems in 1980.
1/ The largest component of U.S. service receipts in the balance of payments
is-repatriation of profit on U.S. investment abroad.
2/ The Advisory Committee for Trade Negotiations (ACTN) is a Presidentially
appointed committee composed of 45 representatives from a variety of U.S.
interests--labor, industry, consumers, and the general public. Each sector of
the economy is represented by its own committee (e.g. the Industry Sector
Advisory Committee on services).

Figure 3.--Percentage distribution of U.S. employment, by sectors, specified years, 1930 to 1980
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Future outlook.--The United States is determined to continue efforts to
bring international Services trade under a set of rules that can be enforced
through a multilateral body such as the GATT. U.S. efforts are now
concentrated on identifying services issues and on starting discussion on ways
to handle problems. Developing some international consensus in the OECD on
the need for discipline is also an important part of the U.S. strategy on
Services trade.
Trade-related investment issues
Relevance of investment policy to the trade agreements program.--Along
with restrictions on trade in Services, the trade-distorting effects of
governmental restrictions on international direct investment have been placed
high on the U.S. trade policy agenda for the 1980's. 1/ As the world's
leading international investor, the United States is iaturally concerned with
the treatment of U.S. assets and enterprises abroad, either by individual
foreign governments or in the development of multilateral frameworks of rules
for international investors. Beyond this, however, is a growing appreciation
that present investment decisions--which may be influenced by governmental
actions--may create future trade problems. 2/ The relevance of international
direct investment policy to the U.S. trade agreements program was recognized
in 1980 when the Office of the United States Trade Representative was assigned
major responsibility for international negotiations in this area. 3/ During
the year, the USTR initiated an interagency review of U.S. policy on
international investment incentives and so-called "performance rE::quirements,"
4/ with a view toward developing a strategy for bilateral and multilateral
trade agreements action on these issues in the near future. 5/
The ultimate goals of U.S. policy in the investment area may require
multilateral negotiation of a contractual international arrangement--perhaps
like the GATT. In 1980, though, the preconditions for initiating such
1/ United States Trade Representative Askew's testimony on U.S. trade policy
before the House Ways and Means Committee, Trade Subcommittee, June 26, 1980.
2/ The impact of investment issues on trade policy was forcefully
illustrated by an announcement by Canada in October 1980 of a proposed
National Energy Program (NEP). See ch. IV of this report for a discussion of
U.S. concerns with the NEP.
3/ The President's Reorganization Plan No. 3, effective Jan. 1, 1980,
assigned to USTR lead or coordination responsibilities in certain areas of
international investment policy.
4/ A performance requirement is a condition--e.g., that a specified percent
of-the output of a plant be exported--attached by a host country to the
granting of permission to a firm to invest or operate in that country.
5/ Ambassador Askew, op. cit., p. 17.
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negotiations--an international consensus on the nature of the problem and on
need for new rules--did not yet exist. Because the OECD providec an
unrestricted forum for study and discussion of issues between countries in
similar economic circumstances, it is well suited to serve as the focus of
U.S. efforts to develop the preconditions for future international investment
negotiations. 'J:.!
OECD work on international direct investment.--In June 1976, after
18 months of negotiation, the Council of the OECD adopted a Declaration and 3
accompanying Decisions on international investment and multinational firms.
The Declaration and Decisions: (1) recommended guidelines of business practice
for multinational enterprises; (2) established procedures for consultations on
the guidelines; (3) recommended that Organization members apply "national
treatment" 2/ to foreign-controlled enterprises operating in their
territories; and (4) provided for consultations within the CIME on measures
(incentives or disincentives) that affect the flow of international direct
investment. A formal review of the Declaration and the Decisions was
scheduled for 1979.
The review took place at the June 1979 Council meeting and confirmed that
the investment Declaration and Decisions had proved their usefulness.
Following this, the CIME initiated follow up work in several areas covered by
these instruments. Of particular interest to the United States was a
medium-term work program, carried out within the CIME Working Group on
International Investment Policies, on international investment incentives and
disincentives (including performance requirements). 3/ During 1980, the
Working Group focused on cataloging and describing investment incentive
practices, based on a survey of member countries. This work was scheduled to
be completed in early 1981, at which time it was expected that the Group would
turn its attention to evaluating the economic implications of investment
incentives. The United States has taken a leading role in the development of
this work.

1/ Efforts in the investment area are not confined to the OECD, though: the
United States has proposed that the GATT Consultative Group of 18 make a
survey of investment incentives modeled on the nontariff measure inventory
undertaken before the Tokyo round MTN.
2/ National treatment was defined in the Declaration as "treatment under
their (member states') laws, regulations, and administrative practices,
consistent with international law and no less favorable than that accorded in
like situations to domestic enterprises."
3/ The scope of this work was limited to practices of OECD members, although
it-was recognized that gathering information on nonmembers' policies towards
investments might be very productive.
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Other work on international direct investment issues undertaken by CIME
during 1980 included a joint special session with the OECD Committee on the
CMIT. 1/ The special theme for discussion at this session was the use of
performance requirements and screening conditions applied by host countries to
the authorization of inward direct investment or to the granting of investment
incentives.
The Steel Committee
The OECD Steel Committee was established in 1978 to deal with the
problems of world overcapacity in steel, unemployment and idling of productive
facilities, and the consequent introduction of restrictive measures on steel
imports by several countries. About the same time that the U.S. triggerprice mechanism (TPM) was established, the EC and Canada introduced similar
base price systems for steel products. In light of these action$, the United
States sought to create a multilateral forum to discuss the problems of the
steel industry worldwide. Subsequently, the OECD Steel Committee was formed
with the aim of keeping international steel trade as unrestricted and free of
distortion as possible. Primarily a consultative body, the Steel Committee
provides a forum where participants can exchange data on steel trade, market
conditions, and government actions. The Committee facilitates international
cooperation in seeking solutions to cyclical and structural problems of steel
industries. Among the initial commitments of Committee participants were two
that dealt with price guidelines, such as are embodied in the TPM and in the
EC's "Davignon Plan." Members of the Committee agreed that price guidelines
should be in harmony with the GATT antidumping code, and these guidelines
should "neither exceed the lowest normal prices in the supplying
country, • • • nor exceed the full cost of production (including overhead
costs plus profit) in supplying countries." Such guidelines may includ~
delivery costs and import duties if the importing country establishes
guidelines on a delivered basis.
For the OECD countries in particular, 1980 underscored the persistent
nature of the problems besetting their steel industries. Consumption fell by
7 percent and production by 8 percent, effectively wiping out the gains
registered in 1978 and 1979. The outlook for 1981 i~ for a further
deterioration in steel consumption and production, most acutely in the EC.
In its review of the 1980 steel market situation, the Steel Committee
stated, "The decline in steel production has mainly reflected reduced demand
in the major OECD countries and only to a li.mited extent has been due to
reduced export demand from outside the area. The fall in the ma~ket first
occurred in the United States in the second quarter, when within a few months,
steel consumption fell by 20 percent. By July the operating rate was only 50
percent of capacity. The lower demand has been attributed to reduced steel
usage in the economic recession and to the running down of stocks. Apart from

1/ The CMIT is particularly responsible for questions relating to the
authorization of new direct investment, since that Committee has a mandate to
implement the OECD's Code of Liberalization of Capital Movements.
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1975 when there was an exceptional collapse of the market, the downturn
already experienced in 1980 has been the sharpest since the Second World War
for the OECD area as a whole. There has been a fall in steel demand from
outside the OECD area, notably from China and the Middle East. In these
circumstances, the United States believes that the OECD Steel Committee is
proving its value as a crisis management tool. Since its establishment in
1978, the Committee's 21 participating countries have met four or five times a
year in Paris to discuss a broad range of steel industry problems. These
consultations have served to establish the principles that crisis trade
measures should be limited and temporary, quantitative restrictions cannot
remedy the fundamental problems of the industry, and the burden of adjustment
should not be shifted onto other producing nations. The Committee has used
its regular discussions to def use tensions and to moderate policy responses to
them.
Under the Chairmanship of then Deputy U.S. Trade Representative
Robert Hormats, the Commm.ittee contributed to managing the tensions arising
from the filing of antidumping cases in the United States, suspension and
modification of the trigger-price mechanism, and the introduction of new
crisis measures in the EC. The Committee's Working Party instituted a program
in 1980 to report on the process of structural change in the steel industry.
In 1981, the Committee is expected to focus its attention on European
subsidization and restructuring efforts.
United States Participation in the United Nations Conference
on Trade and Development
Introduction
The United Nations Conference on Trade and Development (UNC~AD) was
established in 1964, in response to a U.N. General Assembly resolution
entitled "International Trade as a Primary Instrument for Economic
Development." The substance of the resolution was that growth in exports and
earnings of foreign exchange were essential for more rapid economic
development of developing countries. The preamble to UNCTAD's charter (the
Final Act) 1/ indicates that UNCTAD seeks an improved system of international
economic cooperation, to eliminate the division of the world into areas of
poverty and plenty. The preamble urges the international community to ".
combine its efforts to ensure that all countries •
enjoy the benefits of
international trade for their economic development and social progress."
UNCTAD's headquarters are in Geneva, and its governing body is the Trade
and Development Board (TDB). Although the TDB makes policies, those having a
longer term thrust are made at UNCTAD's conferences (held every 3 or
1/ The United States was a member of the Drafting Committee for the
Final Act.
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4 years). !/ Among other things, the conferences establish direction for the
Secretariat. The TDB holds two or more regular sessions per year and an
occasional special session. The Board's various committees meet every 2 years.
UNCTAD's membership is divided into several groups of countriesi Group B
consists of developed countries that have market economies; Group D consists
of developed countries that have nonmarket economies; and the Group of 77 !:_/
consists of developing countries, irrespective of type of economy. China and
some other countries are not members of any group. The United States, a
member of Group B, participates in plenary meetings, as well as in
multilateral and bilateral consultations.
UNCTAD's areas of concern
UNCTAD's programs, discussions, and negotiations cover a wide range of
complex issues of interest to developing countries. The following is an
illustrative list of trade-related subjects that have been on the agenda of
UNCTAD and TDB sessions:
1. Measures to increase trade between developed and developing countries:
a. The Generalized System of Preferenc'es (GSP).
b. The reduction of trade barriers.
2. Structural adjustment of national economies.
3. The negotiation and implementation of international commodity
agreements.
4. Increased processing of raw materials in developing countries.
5. Restrictive business practices.
6. Economic cooperation among developing countries.
7. Trade between countries having different economic and social systems.
8. The need for developed countries to take into account the development
needs of developing countries in connection with the formers'
administration of their countervailing duty and antidumping measures.
9. Improvement in the terms of trade of developing countries.
10. Adjustment of financial obligations of developing countries in
connection with official development assistance.
11. Expansion of credit facilities for developing countries.
12. Technology transfer.

1/ UNCTAD held its fifth conference (UNCTAD V) in 1979. It will hold
UNCTAD VI in 1983.
2/ Annex B of the Final Act includes the Joint Declaration of the
Seventy-Seven Developing Countries. Since that declaration, the group has
been known as the Group of 77 or G-77, even though it has grown to include
about 100 members.
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The issues of particular relevance to this report are (1) measures to
increase trade between developed and developing countries (particularly the
GSP), (2) UNCTAD's work on protectionism and structural adjustment, and
(3) the negotiation and implementation of international commodity agreements.
A brief consideration of these issues follow.
GSP and other preferences vs. liberalization on an MFN basi~.--Under
their Generalized System of Preferences (GSP), virtually all of the members of
Groups B and D give some form of preferential tariff treatment to imports from
developing countries. 1/ In order to further the implementation, maintenance,
improvement, and utilization of GSP, the TDB has established a Specialized
Committee on Preferences. At sessions of the TDB and of this committee, the
developing countries have expressed their concern that the MFN tariff-rate
reductions that were agreed to in the recently completed Tokyo round
negotiations are eroding the margins of preference enjoyed by developing
countries under the various GSP systems, thus reducing the effectiveness of
GSP as an instrument for promoting the economic development of those countries.
At the TDB's twentieth and twenty-first sessions, held in 1980, the
United States reiterated its position that the developing countries have much
to gain from the reductions of MFN rates of duty. Whereas GSP treatment is
temporary and conditional (based on competitive-need criteria), MFN-rate
reductions bound in the GATT are permanent and contractual. At the twentieth
session, the United States indicated that: (1) the main purpose of the Tokyo
round had been to liberalize trade on a worldwide basis; (2) developed
countries had reduced their tariffs by an average of more than 30 percent
despite unfavorable conditions in the world economy; (3) developing countries'
benefits from the Tokyo round far outweighed any potential loss attributable
to the narrowing of margins of preference; (4) the United States had made duty
reductions on tropical products as part of its package of tariff concessions;
(5) the United States had advanced the effective date of duty reductions on
various products of special interest to developing countries, and had made
immediate tariff reductions for the least developed countries; and (6) the
Tokyo round's agreements on nontariff measures (NTM) recognized, among other
things, that subsidies and the protection of infant industries of developing
countries were valid implements for their development programs. The United
States further stated that the nontariff measures codes negotiated in the
Tokyo round will benefit both developed and developing countries by furthering
a reasonably open international trading system.
The spokesman for Group B expressed satisfaction that several developing
countries were participants in the GATT NTM codes and agreements, and he
advocated the widest possible participation. He indicated that the countries
of Group B continued to support priority treatment in areas of particular
1/ For a discussion of the background of GSP and of the operation of the
U.S. GSP system in 1980, see ch. V of this report.
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concern to developing countries in the GATT work program. Also at the TDB's
twentieth session, the representative of UNCTAD's Secretary-General recalled
that UNCTAD's Committee on Manufactures had urged tha~ maximum possible
participation in the MTN codes and agreements should be pursued by
facilitating accession by developing countries.
Protectionism and structural adjustment.--Through resolution 96(IV),
adopted at UNCTAD's fourth session, and resolution 13l(V), adopted at its
fifth session, UNCTAD called upon the developed countries to transfer those
industries that were less competitive internationally to developing
countries. This industrial redeployment would lead " • • • to structural
adjustments in the former countries and a higher degree of utilization of
natural and human resources in the latter. Such policies may take into
account the economic structure and the economic, social and security
objectives of the developed countries and the need for such industries to move
into more viable lines of production or into other sectors of the economy.
At the TDB's twenty-first session, the spokesman for Group B noted that
in 1960-77, " • • • real growth in manufacturing • • • had been 1.4 times
higher in the developing countries than in the developed market-economy
countries . . . . . . During this period, developing countries' exports of
manufactured goods had grown by 11 percent annually, in real ter~a, compared
with a world average of 8.8 percent.
The spokesman further noted that the industrial exports of developing
countries to the Socialist countries of Eastern Europe (members of Group D)
remained at an extremely low level, and that the latter countries had not done
enough to stimulate the growth of developing countries' exports. He also
noted that, in recent years, trade in manufactures among developing countries
had stagnated. The spokesman for Group B claimed that the developed
countries~ rather than following a pervasive trend toward protectionism, had
concluded " • • • the most comprehensive round of trade negotiations ever
undertaken in GATT" at a time of economic difficulties and widespread
unemployment.
The related issues of protectionism and structural adjustment continue to
be of concern to UNCTAD. It is the position of the United States that
developed countries should not be expected to shed industries in order for
developing countries to move up the scale of economic development. The United
States also emphasizes that developing countries, too, need to make structural
adjustments in their economies if they are to maximize the speed of their
development processes.
The Integrated Program for Commodities and the Common Fund.--For many
years, developing countries have complained that their terms of trade are
deteriorating. They have felt that, while there has been a long-run upward
trend in the prices of manufactured goods 2xported by the industrialized
countries, the prices of the developing countries' leading exports--raw
materials and other primary commodities--have not kept pace with those of
manufactures, or have even declined.
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At UNCTAD's first conference, its Secretary-General recommended the
creation of an integrated program using international commodity agreements to
bolster the prices of primary commodities, and to transfer to the developing
countries the "extra income" that the developed countries had been receiving
because of the deterioration of the developing countries' terms of trade.
At the Seventh Special Session of the United Nations General Assembly in
September 1975, the United States proposed establishing separate forums for
individual commodities, where exporting and importing countries could discuss
issues of mutual concern. The United States supported the use of buff er
stocks to moderate commodity price fluctuations and expanded IMF financing for
such stocks. The United States also proposed schemes for financing the
exploitation and extraction of raw materials and for helping developing
countries gain access to developed countries' markets. Througho~t the
proceedings, the United States reiterated its belief in free markets.
One of the main results of the General Assembly's Seventh Special Session
was an agreement to conduct negotiations on an Integrated Program for
Commodities (IPC) at UNCTAD IV and in other intergovernmental forums. At
UNCTAD IV in 1976, the Conference unanimously adopted Resolution 93(IV), that
called for an Integrated Program for Commodities to improve "the terms of
trade of developing countries and in order to eliminate the economic imbalance
between developed and developing countries." The commodity coverage of the
!PC "should take into account the interests of developing countries in
bananas, bauxite, cocoa, coffee, copper, cotton and cotton yarns, hard fibers
and products, iron ore, jute and products, manganese, meat, phosphates,
rubber, sugar, tea, tropical timber, tin, vegetable oil, including olive oil,
and oilseeds, among others, it being understood that other products could be
included • • • "
Of the 18 commodities enumerated in the IPC, four commodities--coffee,
cocoa, sugar, and tin--are the subjects of international agreements not
related to the IPC. The International Tin Council, however, plans to become
associated with that program. As of yearend of 1980, the International
Natural Rubber Agreement was the only international commodity agreement to
have been concluded under the IPC. Although UNCTAD has sponsored separate
meetings or negotiations on cotton, copper, tea, jute, tropical hardwoods, and
vegetable oils, it seems unlikely that formal international agreements will be
concluded for all of those commodities.
The centerpiece of UNCTAD's Integrated Program for Commodit!es is the
Common Fund, which was conceived as a device to support the financial
operations of international commodity organizations. The members of UNCTAD
reached a consensus on the establishment of the Common Fund on June 27, 1980.
The United States signed the Common Fund Agreement on November 5, 1980. 1/
The framework resolution for the Fund calls for two accounts or
"windows." The first account would pool the resources of international
commodity organizations to finance the acquisition and storage of buffer
1/ The United States has not made a contribution to the Common Fund.
Moreover, the Reagan Administration will not initiate the ratification process
before the United States has made a contribution.
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stocks. Government contributions totaling $400 million would constitute the
first account. If the budget requests are approved by Congress, the
United States will contribute a total of $73.85 million during fiscal years
1983-85 to the first account only. The second account, to be funded by
voluntary contributions for which a goal of $350 million has been set, would
finance research and development activities. As of yearend 1980, the Carter
Administration was opposed to making a contribution to the second account. 1/
Voting shares among members of the Common Fund will be distributed with
the Group of 77 allocated 47 percent; Group B, 42 percent; Group D, 8 percent;
and China, 3 percent. Major decisions will require a three-quarters majority
vote and other decisions will require a two-thirds or simple majority vote,
depending on the importance of the issue.
The Common Fund's Preparatory Committee held its first meeting in
October 20-24, 1980, and agreed to reconvene during February 9-13, 1981.

u. s.

Participation in International Commodity Agreements

Agreements governing international trade in specific commodities have
been used for many years in a wide variety of situations. In general,
agreements with "economic" provisions--those that attempt to control commodity
prices directly--have used either buffer stocks or production or export quotas
to limit the am.mount of a commodity available on the world market. Also,
consumer countries that are members of such agreements may agree not to import
from nonmembers. The goals of commodity agreements may be price and supply
stabilization, or may include actual improvement in the producers' terms of
trade by maintaining in the medium or long-term prices that are above those
set by the market alone. Improving the terms of trade of developing countries
is an explicit goal of the UNCTAD's Integrated Program for Commodities. The
United States has been skeptical of both the desirability and the feasibilityof maintaining an above-market price in the long term for most commodities.
U.S. participation in several commodity agreements and negotiations has been
motivated primarily by foreign-policy considerations. Jj
During 1980, the United States was a signatory to five commodity
agreements: coffee, natural rubber, sugar, tin, and wheat. The United States
also participated in discussions to examine the possibility of commodity
agreements covering cocoa, copper, cotton, jute, manganese, and tea. The main
provisions of agreemen'ts in six key commodities--coffee, cocoa, natural
rubber, sugar, tin, and wheat--and market developments during 1980 are
discussed in the sections that follow.

1/ The Reagan Administration shares this view.
2/ U.S. Department of State, Bureau of Public Affairs, Washington, D.C.,
International Commodity Agreements: New Wave or Ebb Tide?, Special Report No.
83, May 1981.
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Coffee
The International Coffee Agreement of 1976 (ICA) entered into force for
the United States on August 1, 1977. It is scheduled to expire in 1982. At
yearend 1980, there were 68 member countries, of which 44 were producer
members (net exporters) and 24 were consumer members (net importers). The
Agreement is administered by the International Coffee Organization (ICO),
under rules established by the International Coffee Council. The ICO has an
executive board consisting of eight exporting members and eight importing
members that works under the direction of the Council, and may have certain
powers delegated to it by a two-thirds majority vote of the Council.
Among the stated objectives of the Agreement are: (1) the achievement of
long-term equilibrium between production and consumption at prices
remunerative to producers and fair to consumers; (2) the stabilization of
supplies and prices; (3) economic growth and development of member countries;
(4) increased purchasing power of coffee-exporting countries; (5) the
promotion of coffee consumption; and (6) the facilitation of international
cooperation in connection with world coffee problems.
Although the !CA has no provision for a buffer stock as a tool to
stabilize prices, it does contain an incentive for the holding of stocks by
exporting members. It also provides for export quotas, whose activation is
based on a system of formulas under article 33 of the Agreement. The
imposition of export quotas is not required unless the 20-day moving average
of the composite indicator price reaches the trigger price of $1.35 per
pound. (On Oct. 1, 1980, the trigger price was increased from 77.5 cents per
pound.) During 1980 and the preceding years of the 1976 !CA, the composite
indicator price was based on the ex-dock New York prices of "Other Mild
Arabica" and Robusta-type green coffee. Y
If the 20-day moving average of the composite indicator price goes below
$1.35 pound, export quotas must be reduced. There can be three reductions in
a 12-month period. If the moving average goes above $1.35 per pound, export
quotas may be increased in stages. When export quotas are in effect, the
20-day moving average of the composite indicator price must be above $1.55
before the quotas can be lifted.

1/ Owing to reduced consumption of coffee in the United States (caused by
increased substitution of beer and soft drinks) and increased consumption of
coffee in the European Community, the !CO has decided to change the
composition of the composite indicator price. The new indicator is based on a
composite of the ex-dock New York and Hamburg-Bremen prices of "Other Mild
Arabica" and the ex-dock New York and Marseilles-LeHavre prices of
Robusta-type green coffee. The ex-dock price of a commodity includes all
costs of making the goods available at dockside of the port(s) named in the
price quotation.
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The monthly average composite indicator prices during October 1976 (when
the present International Coffee Agreement went into effect) through December
1980, are shown in the following table.
Table 5.--Green coffee: ICO monthly average composite indicator prices,
on the basis of the 1976 agreement, by months,1976-80
(In U.S. dollars per pound)
Month

1976

January-----:
February----:
March-------:
April-------:

May---------:
June--------:
July--------:
August------:
September---:
October-----:
November----:
December----:
Aver age - - :

1.6262
1.7963
2.0554
1.8260

1977
2.1761
2.5493
3.0485
3.1496
2. 7741
2.4305
2.0900
2. 0136
1. 9578
1. 7248
1. 8213
1.8570
2.2994

1978
1. 9165
1. 8608
1. 6637

1.6168
1.5286
1.5982
1. 3017
1. 3334
1.5112
1. 5189
1.4521
1. 3158
1.5515

1979
1. 3093
1. 2776
1. 3276
'1. 4022
1.4874
1.9099
1.9978
1. 8970
1.9836
1. 9297
1. 9219
1. 8563
1. 6950

1980
'•

1.6562
1.6342
1. 7714
1. 7186
1.8230
1. 7522
1.5181
1.3402
1.2542
1. 2579
1.1561
1.1987
1. 5067

~~~--~~~~~~~~~~~~~~~~~~~~~~~~~~~~---

Source: Compiled from ICO data reported by the U.S. Department of
Agriculture, Foreign Agricultural Service.
Export quotas for the coffee year October 1980-September 1981 entered
into force at the beginning of that 12-month period, and they were allocated
by calendar quarter, by exporting member, and by type of coffee. The initial
global annual quota was 58.2 million bags. 1/ As a result of subsequent
adjustments, the revised annual quota was 5S.l million bags as of
January 1, 1981.
When the ICO's rules for managing its system of export controls went
into effect on November 1, 1980, the United States lacked statutory authority
to impose (1) limits on imports of coffee and (2) the documentary r~quirements
of the ICO's system of controls. Members of the ICO feared that the absence
of U.S. regulations concerning the entry of coffee for consumption would
impair the effectiveness of the ICO's system of export quotas. Enabling
legislation had been delayed because the u.s. Congress had objected to the
activities of Pancafe, the trading arm of the Bogota Group (certain Latin
American coffee-exporting countries). After the Group agreed to phase out
these activities, the Congress enacted and President Carter signed the
International Coffee Agreement Act of 1980 (P.L. 96-599) on
December 24, 1980. P.L. 96-599 authorizes the President to carry out and
enforce the provisions of the ICA, and to take such other action as he may
deem necessary to implement the obligations of the United States. In
1/ Each bag weighs 60 kilos.
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addition, the statute has a consumer-protection provision, and it requires the
President to submit to the Congress an annual report on the International
Coffee Agreement, 1976.
On March 12, 1981, the President issued Executive Order 12297, in which
he delegated to the United States Trade Representative (USTR) the functions
that had been delegated to the President by P.L. 96-599. In carrying out
these functions, the USTK is to consult with the Secretaries of Agriculture
and State. Executive Order 12297 also authorizes the USTR to "redelegate some
or all of those functions to the head of another Executive Agency with the
consent of the head of such agency."
Cocoa
Early in 1979, the United Nations Cocoa Conference, 1979, was convened to
renegotiate the International Cocoa Agreement (ICCA), 1975, !/ which was
scheduled to expire on September 30, 1979. However, since the 1979
negotiations did not reach agreement, the ICCA, 1975, was extended to March
31, 1980. Discussions and negotiations were held at various times in 1980,
and they were successfully concluded on November 14, 1980. The Third ICCA was
scheduled to enter into force on April 1, 1981, but the slow pace of
acceptances, approvals, and ratifications delayed the effective date to
August 1, 1981.
The United States has never been a member of the International Cocoa
Organization (ICCO), but it participated actively in the negotiating
sessions that produced the new agreement. As the new agreement relies on
buffer stock operations to influence the market prices of cocoa beans, the
buffer stock manager must be able to finance acquisitions during periods of
persistently depressed prices. lJ
During the negotiations, the United States was concerned that the
conferees failed to give adequate consideration to the question of funding
buffer stock operations. The United States sought support for full financing,
and stressed eventual linkage with UNCTAD's Common Fund. Besides stressing a
linkage among market prices, the price adjustment mechanism, and means for
financing the buffer stock, the United States also considered supply
assurances and terms and conditions for liquidation of the buffer stock to be
key issues.
For purposes of the agreement, the price of cocoa beans is determined by
reference to a daily price and an indicator price. The daily price is the
daily average "of the quotations for cocoa beans of the nearest three active

1/ The two C's in the initials for the International Cocoa Agreement (ICCA)
and the International Cocoa Organization (ICCO) are used to distinguish them
from the International Coffee Agreement (ICA) and the International Coffee
Organization (ICO), respectively.
2/ In the previous ICCA, there was an additional means for influencing
prices, the use of export quotas. Such controls were dropped in ICCA, 1980.
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future trading months on the New York Cocoa Exchange at noon and on the London
Cocoa Terminal Market at closing time." The indicator price is "the average
of the daily prices over a period of 10 consecutive market days."
One of the objectives of the ICCA, 1980 is to stabilize the indicator
price between $1.10 and $1.50 per pound. As in the 1972 and 1975 agreements,
the 1980 agreement sets a maximum limit on the buffer stock of 250,000 metric
tons, but if the 1980 agreement is extended from a 3-year to a 5-year period,
the limit can be raised to 350,000 metric tons.
If the indicator price is $1.10 per pound (lower intervention price), the
buffer stock manager is to start buying cocoa beans. If the indicator price
is $1.50 per pound (upper intervention price), he is to start selling cocoa
beans, but stop selling when the indicator price falls within the buffer stock
price range. The lower intervention price is reduced to $1.06 per pound when
100,000 metric tons of cocoa beans are in the buffer stock, and to $1.02 per
pound when 175,000 metric tons have been accumulated. The width of the buffer
stock price range is maintained at 40 cents per pound. For example, if the
lower intervention price is reduced from $1.10 per pound to $1.06 per pound,
the upper intervention price must be reduced from $1.50 per pound to $1.46 per
pound.
At yearend of 1980, there was no buffer stock, but the ICCO, with a new
agreement, would inherit a fund of about $230 million from its predecessor,
the 1975 agreement. The U.S. negotiators agree with the following analysis of
the Financial Times World Commodity Review, which indicates that if, through
borrowing, the ICCO's financial assets were increased to $330 million, and if
the ICCO could buy cocoa beans at an average of $1.00 per pound, the buffer
stock manager could buy only 150,000 metric tons of cocoa. This amount was
smaller than the global surplus of 158,000 metric tons of cocoa beans produced
in the 1979/80 cocoa year. At the end of that year, the cumulative surplus
was 650,000 metric tons of beans. As the buffer stock acquisitions are to be
financed principally by a levy of 1 cent per pound on exports, the levy could
be expected to produce about $22 million per year, based on annual world
exports of 1 million metric tons (approximately the annual average for 5
recent years). Even if annual world trade were to treble, the present export
levy alone would fall far short of building adequate financial resources for
the ICCO, taking administrative and storage costs into account.
Natural rubber
Synthetic rubber, made from costly petroleum, cannot be substituted for
natural rubber in certain uses, notably in heavy-duty, aircraft and radial
tires. Consequently, natural rubber is among the strategic and critical
materials in the National Defense Stockpile. As of early 1981, the stockpile
contained only 119,000 long tons of natural rubber compared with the Federal
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Emergency Management Agency's goal of 850,000 long tons. 1/ Since the
domestic production and use of guayule rubber 2/ are still in the pilot stage,
the United States is .almost entirely dependent-on imports for natural rubber.
Like many .other raw materials, natural rubber is a product of developing
countries, and in this case, developing countries account for virtually all of
the world's production and net exports. The developed countries (those with
market economies plus those with nonmarket economies) account for about
80 percent of the net imports of natural rubber. Because of the importance of
natural rubber in international trade between developing and developed
countries, UNCTAD convened a negotiating conference on natural rubber, which
held sessions in 1978 and 1979. At its 10th plenary meeting, the Conference
established the text of the International Natural Rubber Agreement, 1979, on
October 6, 1979.
The International Natural Rubber Agreement (INRA) is the first new
commodity agreement to have been concluded under UNCTAD's Integrated Program
for Commodities. INRA's term is 5 years, and it can be extended for 2 years.
It entered i~to force provisionally for the United States on October 23,
1980. The United States signed it on January 8, 1980, and deposited
ratification at the United Nations on May 28, 1981.
The INRA provides for the International Natural Rubber Organization
(INRO), which includes the International Natural Rubber Council (INRC), an
executive director, a buffer stock manager, and other staff. The maximum
permissible size of the buffer stock is 550,000 metric tons, divided between a
"normal stock" of 400,000 metric tons and a "contingency stock" of
150,000 metric tons.
The operation of the buffer stock is governed by a daily indicator price,
which is a composite weighted average of daily official current-month prices
on the Kuala Lumpur, Singapore, London, and New York Markets. 1/ The INRA
also specifies the types or grades of natural rubber whose prices go into the
composite price, with equal weighting for the prices of the types or grades
included.
1/ At the end of October 1980, U.S. commercial stocks of natural rubber were
about 127,000 long tons. During 12 months ending October 1980, U.S.
consumption of natural rubber was about 575,000 long tons out of a world total
of 3,774,000 long tons.
!:_/ The guayule plant is native to the southwestern United States and
northern Mexico. Guayule rubber production has been one of the subjects of
discussion in bilateral meetings on arid zones.
3/ All price quotations are converted into f.o.b. Malaysian/Singapore port
prices in "Malaysian/Singapore cents."
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The two extremes of the buffer stock price range are 150 and 270
Malaysian/Singapore cents per kilo. 1/ If the composite indicator price is
less than 150 Malaysian/Singapore cents per kilo, the Buffer Stock Manager
must buy natural rubber until the buffer stock reaches its maximum level of
550,000 metric tons, if necessary, to (try to) prevent the indicator price
from remaining ·below the minimum of the buffer stock.price range. If the
indicator price is more than 270 Malaysian/Singapore cents per kilo, the
Buffer Stock Manager must sell natural rubber until the buffer stock becomes
exhausted, if necessary, to (try to) prevent the indicator price from
remaining above the maximum of the buffer stock price range.
This table (table 6) also shows the price range of
178.5-241.S Malaysian/Singapore cents per kilo, which calls for no
price-support operations. Price ranges below 178.5 cents trigger optional or
mandatory action to counter falling prices. Price ranges above 241.5 cents
trigger optional or mandatory action to counter rising prices •

.

The Council is empowered to revise the lower and upper indicative prices
(the two extremes of the buffer-stock price range) at reviews provided for
under conditions specified in article 32 of the agreement. At its first
meeting, held during November 17-21, 1980, the Council did not change any of
the buffer-stock price indicators.
The Council tentatively approved a $1 million administrative budget for
the November 1980-December 1981 period. The U.S. share of funding
administrative expenses was set at $151,000. The Council approved a
statistical table of members' net exports and net imports of natural rubber,
to determine members' shares of votes in the INRC. The United States share is
30.2 percent.
Also in November 1980, INRO's Committee on Buffer Stock Operations
reviewed proposed rules and procedures, sources of quotations of exchange
rates, time of day to be used in determining exchange rates, and the method of
calculating averages.
The manager of the buffer stock is presently a U.S. citizen, and he comes
from the private sector.
1/ "Malaysian/Singapore cent" means the simple average of the Malaysian sen
and the Singapore cent at prevailing rates of exchange. For purposes of the
!NRA, 210 Malaysian/Singapore cents equal $1.00 u.s., an estimate of the
average exchange rate (as projected by the U.S. Department of State) over the
course of the agreement.
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Table 6.--0peration of the buffer stock under
the International Natural Rubber Agreement
Price support action 1/

Malaysian/Singapore
cents per kilo

Must sell all of the buffer
stock to keep the indicator
price below the upper
indicative price.
Must sell a portion of
the buffer stock to bring
the indicator price back
down to the upper trigger
action price. 2/

Above 270.0

Option to sell a portion of
the buffer stock to keep the
indicator price from rising
to the upper trigger price.

270.0
261.0
252.0

210.0
178.5

Option to buy additional
stocks to keep the indicator
price from falling to the
lower trigger price.
Must buy additional stocks
to keep the indicator
price from falling below
the lower trigger price.
Must buy the maximum amount
as provided for in the
agreement (550,000 metric tons)

Upper indicative
price.
Upper midway
price.
Upper trigger
action price.

241.6-251.9
241.5

No action

Agreement's term
for each price

Upper intervention
price.
Reference price
Lower intervention
price.

168.1-178.4
168.0
159.0
150.0

Lower trigger
action price.
Lower midway price.
Lower indicative
price.

Below 150.0

1/ An average, over 5 consecutive market days, of the daily indicator price
is-the price used to activate price support measures.
2 In addition to sales of the normal stock, portions of the contingency
stock may be sold (in the upper range) or bought (in the lower range) by
special vote of the Council. If the Council does not decide on action,
portions of the contingency stock may be sold by the buffer stock manager when
the indicator price reaches the upper midway price; or bought when the
indicator price falls to the lower midway price.
Source:

Compiled from the International Natural Rubber Agreement, 1979.
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Sugar
The International Sugar Agreement (ISA), 1977, became provisionally
effective for the United States on January 1, 1978. The Senate gave its
advice and consent to the President for ratification on November 30, 1979, and
on April 22, 1980, implementing legislation was enacted to allow full U.S.
participation in the agreement. The current agreement is the fifth in a
series of international sugar agreements; it runs for 5 years (unless
terminated sooner) and can be extended for 2 years.
The ISA has several objectives, including: (1) increased international
trade in sugar to enhance the export income of developing sugar-producing
countries; (2) the avoidance of excessive price fluctuations, with prices at
levels deemed fair to producers and consumers, taking into account world
economic conditions and fluctuations in exchange rates; (3) adequate supplies
of sugar; (4) growing market acceptance in the developed countries of sugar
from the developing countries; and (5) clos~ scrutiny of developments in the
use of sugar substitutes, including artificial sweeteners.
The International Sugar Organization (ISO) is the administering body for
the ISA. Under the ISO, overall responsibility for carrying out the
provisions of the agreement is delegated to the International Sugar
Council (ISC) (composed of all members of the ISO). Votes on the Counci·l are
divided equally between net exporting and net importing members and, within
each group, distributed according to a country's share of total net exports or
imports (the exporting group also considers assigned basic export tonnages and
total production). Votes are redistributed at the beginning of each calendar
year. An executive committee, as well as other bodies such as the Stock
Financing Fund, are responsible for day-to-day implementation of the agreement.
The ISA initially provided for buffer stock and export quota adjustments
to maintain the free-market 1/ price 2/ of sugar within a range of 11 to
21 cents per pound. The Council is authorized· to adjust the minimum and
maximum prices provided that the difference between them remains at 10 cents
per pound. In 1980, the Council increased the buffer-stock price range twice,
making it 12 to 22 cents per pound in May and 13 to 23 cents per pound in
November. The May increase remained in effect until November 1980. The
November 1980 increase is scheduled for review in November 1981.

1/ The agreement defines the free market as the total of net imports of the
world market except those covered by exports to the EC under the Lome
Convention, those relating to Cuba's exports to Communist countries, and
provisions made for certain exports by the Soviet Union and East Germany.
Insulating such special arrangements, wholly or partly, from the ISA's export
quotas limits the effectiveness of the agreement in influencing supplies and
prices.
2/ Art. 61 of the agreement provides a method for calculating the
free-market price of sugar.
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The export quotas of major exporting countries are percentages of basic
export tonnages (BET's), which were calculated for the 1977 agreement
according to the export history of each country and estimated world net import
requirements. Exporters shipping less than 70,000 metric tons of sugar per
year are assigned export entitlements rather than BET's. On the basis of the
November 1980 revision of the buffer-stock price range, export quotas can be
used to support a minimum free-market price of 13 cents per pound. In a range
of 13 to 17 cents per pound, export quotas are gradually reduced when prices
are falling and gradually enlarged when prices are rising. When the
prevailing price '!/ reaches 17 cents per pound, export quotas are to be
removed. Because of rising prices, export quotas were suspended early in
January 1980. As of the close of 1980, this suspension was still in effect.
The agreement provides that members assigned BET's are required to
acquire buffer stocks up to a total of 2.5 million metric tons, with buffer
stock holdings proportional to the BET's. At the beginning of 1980, buffer
stock obligations totaled 2.0 million metric tons. An additional 0.5 million
metric tons had been scheduled for accumulation by the end of 1981. The
agreement contains sanctions for nonfulfillment of stocking obligations.
Before the 1980 revisions to the buffer-stock price range, members
holding buffer stocks were obliged to release a portion of their stocks if the
prevailing price reached 19 cents per pound. In the event of continued price
increases, additional stocks were to be released in two installments. Despite
the upward revisions in the buffer stock intervention levels (in which the
19-cent level was replaced by 20 cents and then 21 cents per pound), upward
movements in the prevailing price obliged countries holding buffer stocks to
release them gradually to the market, to the point that the buffer stock was
exhausted by the end of 1980. 2/ Also before the 1980 revisions, when the
prevailing price of sugar was below 14 cents per pound, exporting members were
to replenish their stocks with the excess of their production over their
export quotas. In coordination with the revisions to the buffer-stock price
range, the 14-cent figure was revised to 15 cents and then 16 cents per
pound.
The previously mentioned Stock Financing Fund was established to provide
financial assistance to help exporting countries maintain their buffer
stocks. The fund is financed by levies imposed on free-market sugar being
imported into or exported from member countries. The Stock Financing Fund
came into effect when the United States deposited instruments of ratification
of the ISA, July 1, 1980.
1/ The prevailing price is the average of the ISA's world market price for
15-consecutive market days.
2/ This was the first time that the buffer stock became exhausted under the
1977 ISA. Buffer stock management of a commodity with a volatile price
history is a difficult undertaking.
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Members' concern for effective buffer stock operation is quite
understandable when the volatile price history of sugar is considered. During
1960-80, for example, the monthly average price of raw sugar, f.o.b. Caribbean
ports, bulk basis, ranged from 1.35 cents per pound in December 1966 to
56.14 cents per pound in November 1974. Table 7 indicates that during 1976-80
the monthly average price ranged from 7.07 cents per pound in
November 1977 to 40.55 cents per pound in October 1980. Prices are greatly
influenced by changes in supply since the demand for sugar is highly inelastic
with respect to price.
Table 7.--Raw sugar: World market prices, as per 1977
agreement by months, 1/ 1976-80
(In U.S. cents per pound)
Month
January---------:
February--------:
March-----------:
April-----------:
May-------------:
June------------:
July------------:
August----------:
September-------:
October---------:
November--------:
December--------:
Annual average--:

1976

1977

14.02
13.50
14.79
14.05
14.54
12.99
13.21
10.02
8.13
8.03
7.88
7.55
11.56

8.34
8.59
8.98
10.04
8.95
7.87
7.39
7.61
7.31
7.09
7.07
8.09
8.11

1978

8. 77
8.48
7.74
7.59
7.33
7.23
6.43
7.08
8.17
8.96
8.01
8.00
7.82

1979
7.57
8.23
8.46
7.82
7.85
8.14
8.52
8.85
9.90
11.94
13.68
14.93
9.66

1980
17.16
22.75
19.64
21.25
30.94
30.80
27.70
31.77
34.74
40.55
37.81
28.79
28.66

1/ International Sugar Agreement, monthly average prices (f.o.b., Caribbean
ports, bulk basis) calculated in accordance with art. 61 of the 1977 agreement.
Source: Compiled from data reported in United Nations Conference on Trade
and Development, Monthly Commodity Price Bulletin, 1960-80 Supplement,
April 1981.
A consumer protection provision in the U.S. legislation 1/ implementing
participation in the ISA directs the President to report to the Congress and
to ask the ISO to take corrective action "if the President determines that
there has been an unwarranted increase in the price of sugar due in whole or
in part to the Agreement, or to market manipulation by two or more members of
the International Sugar Organization." If the ISO does not act, the President
must recommend to the Congress the appropriate action to be taken. U.S.
participation in the agreement shall be suspended if ISO members "involved in
market manipulation • • • have failed to remedy the situation within a
1/ P.L. 96-236, International Sugar Agreement, 1977, Implementation.
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reasonable time after a request for remedy." During U.S. membership in the
ISO, "unwarranted" price increases and market manipulation have not occurred.
If they did occur, these activities would become known quickly by the trade
and by the U.S. Government.
U.S. participation in the agreement requires restricting imports from
nonmember countries and requires that imports from members be accompanied by a
certificate of contribution to the buffer-stock-financing fund. For 1980, the
United States had a global import quota of 6.9 million short tons (almost
6.3 million metric tons), out of which a small share had been allocated for
nonmembers of the ISA. Because of the high prices, however, quotas for
nonmembers of the ISA were not imposed.
Tin
The Fifth International Tin Agreement (ITA) remained in effect in 1980,
having entered into force provisionally in July 1976 for a term of five
years. It entered into force definitively in 1977 and is the first !TA to
which the United States is a member. All participating countries are
represented on the International Tin Council 1f, which is the decisionmaking
body for the !TA.
The major objectives of the Fifth !TA are to maintain stable world market
prices and to strike a balance between world production and consumption of tin
to avoid world surpluses or shortages. A price range, buffer stock, and
export controls are specified in the !TA to achieve these goals.
A price range can be set by a simple distributed majority vote of the
Council. It includes a floor and a ceiling price 2/ with upper, middle, and
lower sectors between these prices. The floor price can be protected through
purchases of tin for the buffer stock and the use of export controls. Under
the Fifth !TA, export controls are not to be applied until at least 5,000
metric tons have been accumulated in the buffer stock, 3/ and with approval by
a simple majority vote of the Council. When the market-price is in the lower
sector, action to support the floor price is discretionary; when below the
floor price, action is mandatory.
1/ The producing and consuming country groups are each allocated 1,000
votes, with each country receiving an initial allocation of 5 votes. The
remaining votes within each group are distributed according to each country's
share of total member country import or export volume.
2/ On Mar. 13, 1980, the floor price was raised from an equivalent 525.4 to
577.9 U.S. cents per pound, and the ceiling price from 683.0 to 751.3 u.s.
cents per pound. In the agreement, price ranges are given in terms of the
Malaysian currency.
3/ Under the Fifth !TA, the buffer stock size was to equal 20,000 metric
tons contributed by producing countries (as tin or cash equivalent of tin)
with additional voluntary contributions of up to 20,000 tons provided by
consuming countries.
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The ceiling price can be protected by sales from the buffer stock. Price
support action when the market price is within the upper sector is
discretionary, but mandatory when above the ceiling price. The fifth ITA has
not been successful in defending the ceiling price. Because it was
established in a period of generally rising tin prices, buffer stock reserves
were exhausted in January 1977, and no tin has been accumulated in the buffer
stock since then. Therefore, this tool has not been available to the ITA. In
1980, the market price was at or above the ceiling price for the first 9
months of the year, and was below the ceiling for the rest of the year.
Because the Fifth ITA is scheduled to expire on June 30, 1981,
negotiations were convened for the Sixth ITA in 1980. There were two
negotiating sessions, the first taking place April 14 through May 14, and a
second occurring for three weeks in December. Since a consensus had not been
reached at the December session, a third negotiating session was scheduled for
March 1981. Three of the major issues during the 1980 negotiations are
summarized as follows.
(1) Buffer stock size and financing.--A major problem of the Fifth ITA
was its inability to protect the ceiling price, since the buffer stock for tin
had been exhausted since 1977. The United States therefore proposed that the
buffer stock be larger than it was under the Fifth ITA, and that governments
must commit themselves to financing the full costs of buying and storing these
stocks. Financial obligations would be shared equally between producing and
consuming countries. The United States proposed a buffer stock of 55,000
metric tons of tin metal at the close of the December negotiations. A
compromise proposal by the director of the International Tin Council included
a buffer stock of 50,000 metric tons, consisting of a normal stock of 30,000
tons financed from direct government contributions, and additional stock of
20,000 tons financed through borrowing. Besides disagreeing with the size of
the buffer stock, the United States argued that this proposal did not
providef or financing of all costs associated with the holding of a buffer
stock, and therefore, the real size of the stock would be somewhat less than
50,000 metric tons.
(2) Export controls.--The United States has traditionally opposed the use
of export controls to protect the floor price, instead favoring purchases of
tin for the buffer stock. Under the Fifth ITA, it was necessary to accumulate
5,000 metric tons in the buffer stock before there could be a vote to impose
export controls (a simple majority vote required). The position of the United
States for the Sixth ITA was that it was necessary to accumulate 45,000 metric
tons of tin in the buffer stock before a majority vote to impose export
controls could be taken. In addition, the United States argued against the
imposition of export controls unless the market price was below the floor
price, and unless there was a provision for automatic rescinding of export
controls at the end of the quarter or when market prices improved. The
compromise proposal was for export controls to be imposed at lower buff er
stock accumulations. 1/
1/ Under this proposal, export controls could be imposed when (1) 35,000
metric tons were held in the buffer stock, and with approval by a two-thirds
majority vote of the Council, or (2) 40,000 metric tons were held in the
buffer stock, and with approval by a simple majority vote of the Council.
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(3) Bandwidth.--The bandwidth determines the range of prices above the
floor price or below the ceiling price where discretionary action may be taken
in support of the floor or ceiling price. The United States has favored price
bands fixed at a certain percent above or below the floor and ceiling prices,
respectively. In addition, the United States has favored a narrow band, which
would limit when discretionary market intervention could be taken. Under the
Fifth ITA, the Council could change the bandwidth by a simple majority vote,
and this arrangement is supported by some countries in negotiations for the
Sixth ITA.

At the close of the negotiating conference in December it was believed
that in 1981 the Fifth ITA would be extended by one year from July 1, 1981, to
allow for further negotiations and ratification of a Sixth ITA.
Sales from the U.S. National Defense Stockpile of Grade A tin were
resumed on July 1, 1980. 1/ Two bills 2/ which were passed in 1979 gave the
President authority to sell 35,000 metric tons of tin from the stockpile. Of
this amount, 5,000 metric tons may be contributed to the ITA's buffer stocks.
Sales are administered by the General Services Administration on a competitive
bid basis. Although a target sales rate was set at 10,000 metric tons per
year, only 25 tons were sold in the last 6 months of 1980. This low volume of
sales was primarily due to the fact that the price at which the GSA would take
bids was generally above the market price, which had been low in the last half
of the year owing to a depressed market.
Wheat
In 1980, the International Wheat Agreement of 1971 (IWA) remained in
effect, having been extended for 2 years on July 1, 1979. This is the only
commodity agreement in which the United States has membership as an exporting
or producing nation. Unlike most other commodity agreements, the IWA, which
consists of a Wheat Trade Convention and a Food Aid Convention, contains no
provisions for target prices, reserve stocks, or export quotas. 3/ Without
such economic provisions, the IWA has served principally for collecting and
exchanging trade data, as a form for consultations among members, and in
providing food aid to member-developing countries (under the Food Aid
Convention). The 1971 IWA originally expired in 1974; the Wheat Trade

lf Sales by the Government Services Administration (GSA) were suspended In
June 1978.
2/ The Strategic and Critical Materials Stock-Piling Revision Act of 1979
(Public Law 96-14) authorized sales or purchases of National Defense Stockpile
commodities, if so ordered by Congress. The Strategic and Critical Materials
Transaction Authorizations Act of 1979 (Public Law 96-175) gave specific
authorization for the .sale of tin and industrial diamonds.
3/ The IWA is administered by the International Wheat Council, on which each
exporting and importing member country is represented. In 1980, 48 countries
and the EC were members of the IWA.
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Convention has been extended five times since there has been no agreement on a
revision of this portion of the !WA. The major development in 1980 was the
negotiation of a new Food Aid Convention, which increased donation obligations
of certain member countries (see the following explanation).
The 1980 Food Convention became effective for one year on July 1, 1980.
Under this agreement, 11 member countries and the European Community have
agreed to donate a total of 7.6 million tons of food aid annually (wheat or
other grains, or a cash equivalent) to member developing countries. This
compares with an annual obligation of 4.2 million tons under the 1971 Food Aid
Convention. The U.S. share under the new convention is 4.5 million tons
annually.
Negotiations relating to a revised Wheat Trade Convention have generally
focused on including in the agreement economic provisions to stabilize world
market prices of wheat and to ensure adequate supplies of wheat to importing
member countries. The most recent formal negotiations took place in February
1979, when discussions centered on the setting of floor and ceiling price
limits, and accumulations of nationally held reserve wheat stocks. Buying or
selling of the reserve stocks was intended to keep the world market price of
wheat within these price limits. However, consensus could not be reached on
the specific size of the reserve stocks or on the price levels where
obligations to buy or sell from the wheat stocks would be triggered.
In 1980, a special committee was organized to study and report on an
"alternative approach" to a new Wheat Trade Convention. An outline of the
alternative approach was presented at the 9lst session of the International
Wheat Council, held November 24-27. The basic characteristics of this
proposal included: (1) obligations by member countries to accumulate reserve
stocks of wheat; and (2) consultation among member countries would be
triggered when an indicator price 1/ reached specific upper or lower band
prices. Based on these consultations, recommendations could be made to buy or
sell reserve stocks in order to stabilize the market price. At the close of
1980, agreement had not been reached to initiate formal negotiations for a new
Wheat Trade Convention. The position of the United States was that thP. new
administration would have to review the proposed alternative approach before
negotitations could begin.
The Organization of American States
The Organization of American States (OAS) 2/ deals with trade matters
through its General Assembly, the Inter-American Economic and Social Council,
and especially through a subsidiary body of the council, the Special Committee
1/ This price would be based on a basket of wheat prices.

2/ The members of the OAS are Argentina, Barbados, Bolivia, Brazil, Chile,
Colombia, Costa Rica, Cuba, Dominica, Dominican Republic, Ecuador,
El Salvador, Grenada, Guatemala, Haiti, Honduras, Jamaica, Mexico, Nicaragua,
Panama, Paraguay, Peru, Saint Lucia, Suriname, Trinidad and Tobago, the United
States, Uruguay, and Venezuela. Permanent observers to the OAS include:
Austria, Belgium, Canada, Egypt, West Germany, France, Guyaria, Israel, Italy,
Japan, the Republic of Korea, the Netherlands, Portugal, Spain, and
Vatican City.
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for Consultation and Negotiation (CECON). The Special Committee, created in
Caracas, Venezuela in 1970, is composed of representatives at the ministerial
level of all OAS member nations. The Committee acts as an instrument of
consultation between the Latin American nations and the United States within
the framework of a policy of hemispheric cooperation for development. Meeting
regularly twice a year, 1/ the Committee serves as a forum for continuing
consultation for the purposes of arriving at effective solutions to the
economic problems hindering Latin America's development, setting necessary
priorities, instituting action programs, and handling emergency situations in
these areas as they arise. The primary area of attention has been
Latin American-u.s. trade.
Its first session was held in Washington, D.C., in 1970. The first area
of focus was the expansion of Latin American trade with the United States,
towards which end a special ad hoc group on trade was established to identify
obstacles to trade, to study tariff and nontariff barriers, and to prepare
specific recommendations for the gradual elimination of those barriers. The
efforts of the CECON during the last decade have been concentrated on the
establishment and operation of the U.S. Generalized System of Preferences, 2/
consultations on problems related to trade of basic commodities, and following
closely the development and results of the Tokyo round negotiations. The
connnittee is currently evaluating the activities of CECON for the purpose of
setting new priorities.
·
The Organization of American States, through CECON, also provides a
consultative forum for the purpose of arriving at effective solutions prior to
the adoption of measures that might adversely affect trade between the United
States and Latin America. Consultations are also held to increase access to
the U.S. market for primary manufactured, and semimanufactured products that
originate in the developing member countries. CECON also seeks to identify
the tariff and nontariff restrictions that limit or prevent the access of
these products to the U.S. market so as to consider recommendation for their
possible elimination. It also examines the products not included within the
u.s. Generalized System of Preferences for the purpose of identifying the
products of special interest to Latin America for the possible inclusion of
these products within the system.
Bilateral Trade Agreement Activities
In general, since 1946 the focus of U.S. trade agreement activity has
been on multilateral agreements negotiated within the GATT framework. At
times, however, the United States has continued to use bilateral agreements to
resolve trade issues, especially when the issue has only a bilateral
significance or the country involved is not a member of GATT. Also under
Title IV of the Trade Act of 1974, the extension of MFN tariff treatment to
Communist countries receiving discriminatory tariff treatment is possible only
in the context of bilateral commercial agreements.
1/ The regularly scheduled meetings may be supplemented by specially called
sessions, as the need arises.
2/ For more information on the Generalized System of Preferences, see ch. V.
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Clarification and adjustment of MTN bilateral agreements
During the first half of 1980 the United States exchanged memoranda of
understanding with numerous countries with which bilateral agreements had been
negotiated in the MTN in order to clarify the scope or status of those
agreements or to carry out procedures required under the Trade Agreements Act
of 1979. While most of these exchanges may technically qualify as bilateral
agreements, they generally did not modify the basic agreements made in 1979.
Dominican Republic.--An exception is the agreement with the Dominican
Republic signed on January 2, 1980. In the 1979 agreement with the Dominican
Republic, the United States delayed making concessions on certain tariff
items, principally vegetable products, of interest to the Dominican Republic,
pending completion of negotiations with Mexico. However, in the
January 2, 1980 exchange, the Dominican Republic agreed not to press for
concessions on these products in return for a duty reduction by the United
States of 40 percent on certain cigars.
Canada.--In the MTN, a U.S. concession on live cattle weighing 200 pounds
or more but under 700 pounds (TSUS item 100.45) was negotiated with both
Mexico and Canada. When Mexico announced in March of 1980 that it would not
join the GATT, with the consequence that concessions negotiated with Mexico
would not be implemented, a dispute arose between the United States and Canada
over the conditions under which the U.S. concession negotiated with Canada was
to have been implemented, as well as a Canadian concession on live cattle. An
agreement was reached in November 1980 which implemented the previously agreed
tariff concessions retroactive to January 1, 1980, but on an unbound basis,
and on the understanding that, should the United States increase the rate of
duty above the agreed level: (a) Canada would be free to increase its tariff
on live cattle, 200 pounds or more but less than 700 pounds classified under
Canadian tariff item 501.1 to the level of the U.S. rate, up to a maximum of
2.5 cents per pound; (b) the United States may terminate or suspend the
implementation of any stage of the tariff reductions or the entire reduction
for TSUS item 100.45, and that any such action by the United States would
automatically result in an increase in the duty applied of up to the then
current unbound rate of 2.5 cents per pound; (c) in the event of any such rate
increase by the United States and any corresponding increase by Canada to the
same level, the United States and Canada would not seek compensation; and (d)
the United States and Canada would consult prior to making any changes in the
tariff levels.
Mexico.--As part of the MTN, in a special bilateral agreement signed in
October 1979 the United States agreed to reduce its tariffs on four lead
products in expectation of concessions to be made by Mexico in its accession
to the GATT. However, in March 1980, Mexico decided against acceding to the
GATT, and as a consequence of this action, it became necessary for the United
States to restore its balance of concessions vis-a-vis Mexico in this
agreement. In this connection, an agreement was reached in August of 1980,
whereby Mexico agreed to provide a tariff binding for aluminum strips at the
current rate and to remove import licensing requirements for this item
effective August 1980. The United States, in turn, agreed that it would only
suspend its concession on litharge and red lead.
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Textile Agreements
There is a continuing cycle of negotiations on bilateral agreements to
regulate u.s. imports of textiles and apparel. Most of these agreements are
with signatories to the Multifiber Arrangement and are under the umbrella of
that arrangement. Agreements were signed in 1980 with the seven countries
listed below. Prior agreements had existed with all of these countries except
China, Costa Rica, and Sri Lanka.
Country
China
Costa Rica
Malaysia
Poland
Romania
Sri Lanka
Yugoslavia

Period of
1/1/80
1/1/80
1/1/81
1/1/81
4/1/81
5/1/80
1/1/80

the Agreement
- 12/31/82
- 12/31/83
- 12/31/84
- 12/31/84
- 3/31/85
- 4/31/83
- 12/31/83

Supply/Purchase Agreements for grains and other agricultural products
China.--A 4-year United States-China grain agreement was signed on
October 22, 1980. Under the agreement, the Chinese are committed to purchase
a minimwn of 6 million metric tons of U.S. grain annually, and they may
purchase up to 9 million metric tons without prior notice. If purchases under
the agreement are expected to exceed 9 million metric tons, the U.S.
Department of Agriculture must be consulted first; whether China is then
permitted to buy more will depend on the status of the U.S. market. All
transactions under the agreement will be between private U.S. firms and the
Chinese Government, without U.S. Government participation. 1/
Mexico.--The United States, on January 17, 1980, concluded a
supply/purchase arrangement covering several basic agricultural products
totaling at least 4.8 million short tons for calendar year 1980. A similar
agreement covering calendar year 1981 for the supply of at least 6.15 to 8.18
million short tons was signed on December 3, 1980. Among the products
included in the agreements were corn, sorghum, wheat, rice, soybeans,
sunflower seed, cottonseed, soybean meal, soybean and sunflower oil, tallow,
and nonfat dry milk.
Soviet Union.--The supply/purchase agreement on grains signed with the
Soviet Union in 1975 was scheduled to expire in December 1980. In August of
that year, the United States and the Soviet Union agreed to a 1-year extension
of the agreement.
1/ For a detailed analysis of the United States-China grain agreement and
its history, consult "United States-China Grain Agreement," in 26th Quarterly
Report to the Congress and the Trade Policy Committee on Trade Between the
United States and the Nonmarket Economy Countries, USITC 1161, June 1981,
P· 31.
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Agreements with China
Following approval by the Congress, the United States-China trade
agreement signed on July 7, 1979, entered into force on February 1, 1980. The
most significant provision of the accord is for the mutual extension of MFN
tariff treatment. The agreement also includes provisions for the facilitation
of banking and other business transactions and for the reciprocal protection
of patents, copyrights, and trademarks. 1/ In addition, the United States and
China negotiated a bilateral agreement covering commercial transport and a
consular convention. These agreements, together with the textiles and grains
agreements mentioned above, were signed by President Carter and China's Vice
Premier Bo Yibo on September 17, 1980.
Compensation Agreement with the European Community
Legislation enacted in 1968 modified the U.S. tariff schedules so that
wool-blend fabrics imports would be reclassified into tariff categories with
significantly higher rates of duty than had been previously applied to such
fabrics. Italy was the principal supplier of the reclassified fabrics. In
consultations· under GATT Article XXIII the European Community pressed for
compensation on the grounds that the higher duties violated U.S. GATT
concessions on the fabrics. The United States contended that the u.s.
legislation had only corrected a tariff loophole. The issue was finally
settled on January 2, 1980, when the United States and the European Community
signed an agreement under GATT Article XXVII! in which the United States
acknowledged violation of the concessions and as compensation agreed to reduce
its tariff on two silk items (TSUS items 377.20 and 337.40) from the MTN
concession rate of 6 percent ad valorem to a final rate of 5 percent, with the
final rate becoming effective January 1, 1983.
Agreement with Japan on procurement of telecommunications equipment
After the MTN ended, the United States continued intense negotiations
with Japan to bring the purchase of telecommunication equipment by Nippon
Telephone and Telegraph (NTT) under the MTN Government Procurement Agreement.
In December of 1980 in a bilateral agreement with the United States, Japan
agreed to place NTT's purchases of certain equipment under the Government
Procurement Agreement and to conduct the procurement of other types of
equipment in conformance with the provisions of that Agreement for a 3-year
period, at the end of which the arrangement will be reexamined and may be
extended for another 3-year period.
1/ For a detailed discussion of the history of the United States-China trade
agreement and its impact on trade between the two nations, consult
"Developments affecting U.S. commercial relations with China," in the 25th
Quarterly Report • • • , USITC 1136, March 1981, p. 35.
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Residual authority to negotiate duties
During the 2-year period following expiration of the basic tariff
reduction authority delegated to the President in section 101 of the Trade Act
of 1974 (i.e., January 3, 1980, through January 2, 1982), the President may,
under provisions of section 124 of the 1974 act, enter into trade agreements
for further duty reductions of up to 20 percent, so long as such reductions
(1) do not result in rates lower than those that would have resulted if the
full basic authority under section 101 had been used, and (2) the value of
imports covered by new concessions in any 1-year period does not exceed
2 percent of the value of U.S. imports for the most recent 12-month period for
which statistics are available. ·
Early in 1980, work began on identifying the items which would be subject
to possible further duty reductions under the residual authority selecting
from the list of such items those which would be subsequently issued in a
public notice, in conformity with section 13l(b) of the Trade Act of 1974, as
articles being considered for possible duty modification in trade agreement
negotiations. The notice, listing 1,562 items, was published in the Federal
Register on August 8, 1980, and submitted to the Commission with a request for
advice on the probable economic effects of the tariff reductions authorized by
section 124 on the domestic industries producing like or directly competitive
articles and on consumers. A supplemental notice, requesting the Commission's
advice on the probable economic effects for additional items, appeared in the
Federal Register on October 15, 1980. The Commission's advice would be
submitted early in 1981. In the meantime the u.s. Trade Representative
notified other countries of U.S. interest in bilaterally negotiating
additional reciprocal concessions under this authority.

CHAPTER IV
DEVELOPMENTS IN MAJOR TRADING PARTNERS
Introduction
The operation of the U.S. trade agreements program is affected by
developments in the world economy, especially those concerning our major
trading partners. Differing rates of economic growth or of inflation, the
expansion or contraction of trade, the movements of exchange rates, or actions
taken by partners or groups of partners under their trade agreement programs
have definite implications for the trade of the United States. This chapter
on major trading areas discusses these developments so that actions taken
under the U.S. trade agreements program can be considered in the context of
world trade.
The European Community
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The economic situation in 1980
The second round of oil price rises hurt EC economic performance in 1980,
leading to slower growth, higher inflation rates, large current account
deficits, and rising unemployment. Overall, real GDP growth slowed to 1.3
percent in 1980, down from 3.4 percent in 1Q79. Real 1980 GDP actually
declined in the United Kingdom and Denmark; Italy showed the highest growth
rate, followed by West Germany and France.
Pushed by higher oil prices, inflation worsened in 1980. The annual
increase in consumer prices 2/ averaged 12.1 percent for EC members in 1980,
compared wi.th 8.9 percent in-1979. Inflation rates of EC members diverged
during 1980, reaching twice the average divergence among EC members in the
1970' s. 21 Some slowing of inflation rates occurred toward yearend 1980,
particularly in the United Kingdom.
Exchange rate relationshi.ps among part i..cipants in the EC exchange rate
stabilization mechanism, the European Monetary System (EMS), were maintained
throughout 1980. The United Kingdom has not joined the EMS, and the British
pound appreciated during the year relative to other EC currencies. The U.S.
dollar fluctuated widely against most European currencies until mid-year, then
recovered substantially.
Unemployment in the EC averaged 6 percent in 1980, passing 7 percent by
early 1981. The greatest increases in unemployment rates were seen in
Denmark, the Netherlands, and the United Kingdom. High unemployment among
young people caused grave concern.
1/ In 1980, Belgium, Denmark, France, Ireland, Italy, Luxembourg, the
Netherlands, the United Kingdom, and West Germany were members of the European
Commun:i.ty.
1f Percentage change in the private consumption deflator.
21 The standard deviation rose to 5.6 percent in 1980.
105

106

Economic policy in EC countries during 1980 centered on avoiding errors
similar to those that followed the first oil price shock in 1973-74. At that
time, high liquidity levels combined with substantial wage increases led to
rampant inflation. To limit the inflationary impact of oil price increases,
most member countries adopted more restrictive monetary policies in 1980. The
Commission of the European Community recommended policies of low-wage
increases, reduced government spending, and channeling investment to expand
industries with future growth potential. Stronger cooperation b~tween the
European Community and the United States in monetary and exchange rate
policies was also recommended.
International performance
Balance of payments.--The European Community's aggregate current
account 1/ deficit increased during 1980. Expressed as a share of GDP, the
deficit increased from 0.5 percent in 1979 to 1.5 percent in 1980, the largest
proportion ever recorded. EC sources attribute the increase to the combined
impact of higher oil prices and a slowdown of the growth of world trade (in
real terms, from 6.5 percent in 1979 to 2.5 percent in 1980). The following
tabulation shows EC members' current account balances, as a share of GDP for
each country in 1980.

Country

Belgium----------Denmark----------France-----------Ireland 1/-------Italy---=--------Luxembourg 1/----Netherlands=-----United Kingdom---West Germany-----Total 1/-----1/ Estimate.

Current account balance

Current account balance
of payments as a
share of GDP

Billion dollars

Percent

-6.7
-2.7
-8.5
-1.5
-10.2
.9
-2.4
5.2
-14.0
-39.0

-5.6
-4.1
-1.3
-8.3

-2.G
20.8
-1.5
1.0
-1.7
-1.5

Official estimates predicted little improvement in the EC current
account, forecasting a 1981 deficit of 1.6 percent, another record. Export
volume relative to import volume improved during 1980 2/ but was offset by
deteriorating terms of trade caused by import price increases, especially
increases in the price of oil. A continued decrease in the volume of imports
relative to exports has been forecast for 1981, but worsening terms of trade
are expected to prevent improvement in the current account balance.

1/ Combined total of trade in goods and services and transfers.
2/ The volume of net oil imports fell almost 11 percent in 1980 and has been
predicted to fall 5 percent or more in 1981.
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Merchandise trade with ma ·or traM
artners.--European Community
imports grew 27 percent to 375 billion in 1980. Imports from OPEC countries
rose 40 percent, due almost entirely to oil price rises. In 197q, imports
from the United States increased 30 percent, whereas imports from Japan grew
only 21 percent; 1980 EC imports from the United States and Japan each grew
about 30 percent.
In 1980, EC exports :f.ncreased 19 percent to $316 bi.Ilion, faH i.ng short
of import increases. Exports to OPEC countries grew 30 percent, partly
countering ri.slng oil import costs. During the year, EC exports to the United
States grew 7 percent, and EC exports to Japan stayed nearly flat (i.ncreasing
less than 1 percent).
With export growth lagging behind import lncreases, the European
Community's trade deficit doubled during 1980, growing from $29 billion in
1979 to almost $59 billion in 1980. The large 1980 EC-Japan trade deficit,
$11 billion, caused serious bilateral tension. The 1980 EC defkit in trade
with the United States reached $23 billion, more than twice the size of the
trade deficit with Japan. The EC's 1980 trade deficit with OPEC countries was
$41 billion, re pre senti.ng a 54-percent increase. EC sources predicted 1 i_ ttle
improvement in the trade deficit for 1981.
Major U.S. exports to the EC in 1 Q80 were soybeans, aircraft, gold and
silver bullion/ore, automatic data-processing equipment, coal, parts of
office machinery and data-processing equipment, seed for planti.ng purposes,
metal coins, and engine parts. Top U.S. imports from the EC were motor
vehicles; crude petroleum; chassis, bodies, and other parts of automotive
vehicles; aircraft; tractors; pneumatic tires; gold and silver bullion/ore;
and internal combustion engines.
Trade issues and policy developments during 1980
EC enlargement.--During 1980, the European Community completed
ratification procedures for the Greek Treaty of Accession to the EC and
continued accession negotiations with Portugal and Spain. The addj_tion of
three relatively less developed Mediterranean countries poses adjustment
problems for many EC programs. Agri.cultural spendj_ng (which already strains
the EC budget) is expected to increase: expensive surpluses jn olive oil and
wine are predicted when new members' farmers receive benefits under EC CAP
(Common Agricultural Policy) programs. 11 High inflation rates in the
applicant countries may hinder their participation in the EMS. Relations with
the developing world, whose trade might be displaced by imports from the new
members, could deteriorate. Difficulties in certain industrial sectors
(textjles, shoes, steel, and so forth) may he intensified when trade barriers
to imports from the new members are eliminated. Poor Mediterranean regions in
France and Italy will have to compete with the new members for EC agricultural
markets. Also, the new members' industries may find it hard to survive
without protective trade barriers against EC products, and Community financial
assi. stance will probably be requ i.red to deal wj_ th bal:1nce-of-payments pro bl ems.

17

Italy, Spain, and Greece are the top olive oi.l producers in the world •.
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Table 8.--Imports, exports, and trade balances, of the European Community
for selected countries and country groups, 1978-80
(In millions of U.S. dollars)
Country/region

1978

1980 1/

1979
Imports

Developed countries:
Canada------------------------:
Japan-------------------------:
United States-----------------:
Other-------------------------:
Subtotal------------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
Other-------------------------:
Subtotal------------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

Other-------------------------:
Subtotal------------------------:
Total------------------------:

5,084
11,072
35 '370
54,833
106,359

6,847
13,407
46,094
70' 776
137,125

48,346
498
49,632
98,476

66,070
622
64,351
131,043

1,213
7,923
10,389
19,525
224, 3fio

1,835
11,281
13,601
26,717
294,885

8,689
17,447
60,298
84,302
170,736
2/

47

92,439
1,443
73,005
166,887
2,588
15,347
15,112
33,047
375,020

Exports
Developed countries:
Canada------------------------:
Japan-------------------------:
United States-----------------:
Other-------------------------:
Subtotal------------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
Other-------------------------:
Subtotal------------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

Other-------------------------:
Subtotal------------------------:
Total------------------------:

4,092
4,731
29' 573
62,098
100,494

4,640
6,338
34,354
81,169
126,500

39,608
1,634
55,672
96,914

39,097
2,116
68,510
109,724

1,901
7,174
15,054
24,128
221,537

2,879
8,649
17,907
29,435
265,659

4,712
6,349
36,821
98,833
146,715
2/

47

50,995
3,037
73,931
127,963
2,350
10,415
18,474
31,239
316,462
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Table

8.--Imports, exports, and trade balances, of the European Community
for selected countries and country groups, 1978-80 (Continued)
(In millions of
Country/region

u.s.

dollars)

1978

1979

1980 1/

Trade balance
Developed countries:
Canada------------------------:
Japan-------------------------:
United States-----------------:
Other-------------------------:
Subtotal------------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
Other-------------------------:
Subtotal------------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

Other-------------------------:
Subtotal------------------------:
Total-------------------------:

-992
-6, 341
-5,797
-7,265

-2,207
-7,069
-11,740
10,392

-8,738
1,135
6,041
-1,562

-26,973
1,494
4,159
-21,320

688
-750
4,665
4,603

1,044
-2,632
4,306
2,718

-2,823

-29,226

-5,864

-3, 977
-11,098
-23,477
14,531

-10,624

-24,021

2/

-41,444
1,594
926
-38,924
-238
-4,932
3,362
-1,808

47

-58,558

1/ For Belgium and Italy, estimated using available data.

2/ OPEC plus Oman.

3! Not available.

4/ Total imports and exports are International Monetary Fund estimates;
subtotals do not add up to listed totals, because totals include special
categories.
Source.--Compiled from United Nations Series D trade data and Direction of
Trade Statistics, International Monetary Fund.
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However, new entrants may derive benefits from EC membership. EC
agricultural programs and improved access to Community markets may help
farmers in Greece, Spain, and Portugal. Low-labor costs combined with
intensified economic links and lowered trade barriers may lead to increased
capital investment in new members by other EC countries. Also, some of the
new entrants' i·ndustries may benefit from reduced trade barriers, and
development aid grants to new members may help with creation of more
competitive industries.
Greek accession.--Following ratification of the Greek accession
treaty by Greece and EC members, Greece became a full EC member on
January 1, 1981. Most trade barriers between Greece and the rest of the
Community will be phased out by January 1, 1986 (extended to Jan. 1, 1988 for
certain agricultural products). 1/ During 1980, intensive preparations were
made for accession. Regular consultations were held to obtain Greek views on
proposed EC legislation, and beginning in September Greek officials attended
EC Council meetings as observers. Frequent contacts occurred to ensure
satisfactory application of Community legislation in Greece. The Commission
of the EC drafted regulations to adapt EC customs practices to the
transitional phase of Greek membership. Negotiations were held to adapt EC
preferential agreements and textile accords to conditions after Greek
accession. In addition, the Community provided financial aid for several
projects intended to help Greece a.djust to EC membership.
Greece is troubled by serious balance-of-payments problems and a high
inflation rate (26 percent in 1980). Many sources questioned whether EC
membership is likely to be beneficial, doubting that certain heavily protected
Greek industries will be able to adapt when trade barriers are eliminated.
Agricultural benefits may also be more limited than Greece hoped for, owing to
constraints on the EC budget.
Some U.S. agricultural interests have expressed fears that bringing
Greek, Spanish, and Portugese agriculture under Common Agricultural Policy
programs may lead to reduced EC demand for U.S. products. 2/ Views were mixed
on what effect Greek accession will have on U.S. trade with Greece, some
arguing that certain U.S. exports, particularly capital goods, might benefit
from enlargement. 3/ For 18 years Greece and the EC have been gradually
reducing import tariffs on each other's commodities under an associat.ion
agreement signed in 1962. Assuming that negative effects on U.S. trade have
been "worked through" by now, it has been suggested that trade liberalization
"forced on Greece by EC membership" might improve U.S. access to Greek
markets. u.s.-EC negotiations, under GATT auspices, on compensation for U.S.
trade benefits lost due to Greek accession to the Community are scheduled to
be held in 1981.
1/ For a description of the accession agreement, see Operation of the Trade
Agreements Programs, 31st report, USITC Pu~lication 1121, p. 119.
2/ Operation of the Trade Agreements Program, 31st report, P• 120.
3/ Journal of Commerce, November 16, 1980.
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Other enlargement negotiations.--In 1980, substantive accession
negotiations with Portugal began, and the EC agreed to a Portuguese request
for preaccession aid. At meetings throughout the year, the following areas
were examined: customs union and free movement of industrial goods,
Portugal's participation in the European Coal and Steel Community (ECSC),
capital movements, economic and financial matters, taxation, social affairs,
regional policy, and transport. Portugal also submitted a preliminary
statement on agriculture outlining problems that must be dealt with in
applying EC agricultural programs to Portugal. The Commi.ssion of the EC drew
up three proposals having to do with transitional provisions for trade in
i.ndustrj_al goods in the enlarged Community, capital movements, and Portugal's
accession to the ECSC. Portugal is expected to joi.n the Connnunity in the
mid-1980's.
Preliminary negotiations with Spain continued throughout 1980. The EC
and Spain exchanged statements on capital movements, right of estahlishment
and freedom to provide services, social issues, taxation, transport, regional
policy, own resources, 1 I customs uni.on in the industrial sector, Spain's
participation in the EC~C, external relations, and economj_c and financial
affairs. In December, the Commission of the EC submitted preliminary
proposals on Spanish agriculture, the major stumbing block in negotiations.
The plan proposed that Spain agree to constraints on commercial expansion :i. n
EC markets "to preserve the traditional outlets of associate Mediterranean
countries," and that Spain accept any CAP refonns that may occur before Spain
J01ns. Protracted negotiations on agriculture are expected in 1981. Spain,
like Portugal, is expected to become an EC member in the mid-1980's.
In February, Turkey announced that it expected to apply for EC membership
before the end of 1980. However, Turkey did not submit an application by
yea rend. 2/ The EC and Turkey currently participate in an association
agreement7" and measures to expand the agreement were approved by the EC
Counc i1 of the European Community in September.
MTN implementation.--The European Community took the following actions to
implement agreements reached during the Tokyo round of multUateral trade
negotiations: 1,/
(i)

The first-stage tariff cuts were incorporated in the EC
tariff in 1980, along with the duty-free treatment agreed
for a range of products in the civil aircraft sector;

1/ Each EC member is required to contribute certain of its "own resources"
(revenue from customs duties, levies on agricultural imports, and 1 percent of
a value-added tax on consumer goods) to finance the Community budget.
Negotiations to determine new members' contribution levels are complicated by
gradual adoption of EC customs practices, agricultural polici.es, and taxation
systems.
2/ A mil i.tary takeover of the Turkish Government occurred in September.
Commission of the European Communities, Fourteenth General Report on the
Activities of the European Communities, p. 238.
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(ii)

In line with the new antidumping and subsidies agreements,
the Council of the EC adapted Comm.unity regulations to
comply with agreed procedures on protection against dumping
or the granting of bounties or subsidies by countries that
are not EC members;

(iii)

Detailed regulations were adopted to give effect to specific
concessions granted by the Comm.unity in the agricultural
sector;

(iv)

(v)
(vi)

The Council of the EC adopted a decision laying down
provisions on the introduction and implementation of
technical regulations and standards, in compliance with the
Agreement on Technical Barriers to Trade;
A new regulation on the valuation of goods for customs
purposes was adopted in May;
The first tariff cuts on chemicals were put into effect on
July 1, 1980, the date on which the United States abolished
the American selling price system of customs valuation;

(vii) In July 1980, the Council of the EC adopted a directive
amending the rules on the award of public supply contracts
in accordance with the new Agreement on Government
Procurement.
No specific implementing measures were thought necessary for agreements
on licensing procedures, civil aircraft, dairy products, and bovine meat
because EC officials considered that legislation already in force in the
Community and member States was consistent with the new MTN agreements.
European Monetary System.--The EMS entered force on March 13, 1979. All
EC countries except the United Kingdom joined. Designed to improve monetary
stability in Europe, the EMS replaced the failed European currency
"snake." 1/ Exchange rate stability among members improved during 1980, but
plans for-expanding EMS functions were delayed.
The basis of EMS operations is the European currency unit (ECU), a
weighted average of EC currencies (including the British pound). 2/ Central
rates denominated in ECU's are assigned each participant. Participants are
required to intervene in the exchange market when their currency's exchange
rate diverges from its ECU-denominated central rate by more than 2.25
percent. 3/
At its meeting in December, the Council of the EC agreed that the EMS
exchange rate control mechanism operated successfully, overall, during 1980.
Progress in other areas was more limited. The United Kingdom failed to join
1/ An earlier, largely unsuccessful EC currency stabilization plan.

2! For further description of EMS mechanisms, see Operation of the Trade
Agreements Program, 31st report, p. 116.
3/ 6 percent for Italy.
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but indicated interest
diverged. Development
European Monetary Fund
currencies outside the

in future membership. Inflation rates of members still
of the ECU into a reserve currency and creation of a
were delayed. Also, no joint poli.cy for deali.ng wl th
system was formed.

All participating currencies remai.ned within allowed margins of
fluctuation, and no changes in central rates were required. !/ However, much
central bank interventi.on was needed to keep some currencies within bounds.
Most interventions were made in dollars, and greater use of EC currencies in
interventions is an EMS goal. In 1980, interventions in EC currencies
increased somewhat but remained much smaller than dollar interventions. In
addition, some dollar interventions under EMS mechanisms were poorly
coordinated, actually increasing strains between currencies in the system. ~/
Appreciation of the German mark relative to currencies of other
participants threatened EMS operations during 1979. At that time, doubts were
ai.red about whether the EMS could survive further strengthening of the mark.
German economic problems during 1980 removed the strain of an appreciating
mark from EMS operations, for the time being.
Industrial policies.--Steel and textile industries in the EC have faced
problems for several years. Economic recession, rising energy costs, world
overcapacity, outmoded manufacturing plants, and competition from recently
industrialized low-wage countries have contributed to the industries'
difficulties. The EC has taken steps to support its declining industri.es.
Steel.--In 1977, the Commission of the EC adopted a package of
"anticrisi s" measures--including mandatory minimum prices and bilateral
arrangements to limit imports--to help the flagging EC steel industry. The
package was neveloped by the EC Comm.i.ssioner in charge of i.ndustrial affairs,
Etienne Davignon, and is sometimes referred to as the "Davignon Plan." The
measures were extended or renewed successively in December 197 8 and December
1979. A necline in orders for steel within the Community, falling exports, 3/
and other factors deepened the EC steel crisis during 1980. In July, EC
officials began discussing drastic act fon to "re store order to the market" by
undertaking a balanced reduction in output. For the third quarter of 1980,
total orders for EC steel were 20 percent below corresponding orders in 1979.
Capacity utilization for EC steelmakers fell to 58 percent in September, the
lowest rate ever recorded in the Community. EC steel prices fell 13 percent
during January-September 1980, while production costs increased by 5 percent.
In October, the Commission stated that a "manifest crisis," as desct'ibed in
article 58 of the European Coal and Steel Treaty, 4/ existed and established a
system of mandatory steel production quotas under provisions of the article.
The manifest crisis provisions of article 58 had never before been invoked.
1/ On Mar. 22, 1981, the Italian lira was devalued by ~ percent against
other EMS currencies.
The Commission of the European Communities, Fourteenth General Report on
the Activities of the European Communities in 1980, P• 76.
3/ A U.S. action against European steel producers contributed to the decline
(s;e ch. I of this report).
';} Foundf.ng treaty of the European Coal and Steel Counnuni ty.
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Quarterly production quotas, calculated using reference production
figures for each firm, were set for most steel products; reduction of overall
steel production to about 16 percent below 1979 levels was planned. 1/ At
German insistence, certain specialty steels were exempted from the c~mpulsory
quotas. Small firms whose output does not significantly affect the state of
the market were also exempted. Firms were required to notify the Commission
of the EC daily, weekly, and monthly of thei.r production, deliveries within
the Community, and exports. The quotas were scheduled to remain in force
until June 30, 1981. Y
In 1977, the EC began negotiating bilateral arrangements with major steel
suppliers setting quantity limits and minimum pri.ces for steel imports into
the EC. During 1980, the Community extended arrangements setting quantity
limits with 13 steel suppliers; quantity limits with 4 suppliers were not
extended in 1980 because "there was no real commercial or economic
justification for their further conclusion," but "basic prices applying to the
others" will continue to apply to lmports from those countries. 3/ Base
prices for 1981 were raised by 5 to 9 percent, dependj ng on categories of
produc·ts. Owing to weak EC demand, most quantity 1 tmits were not reached in
1980 as steel imports from countries party to the arrangements fell by some 10
percent.
Textlles.--To help the declining EC textile industry, bilateral
agreements have been negotiated with textile-exporting countries to regulate
textile shipments to the EC. During 1980, the EC applied 27 sue~ agreements,
most of which were negotiated within the context of the GATT Multifiber
Arrangement (MFA). 4/ The Community also has informal voluntary restraint
agreements with countries that are granted preferential trade treatment.
Follow! ng bi lateral consul tat ions wi. th various textile-export i_ng countries,
the EC and countries concerned agreed to 57 new quantitative limits on textile
products during 1980.
The Commission of the EC reported to the Council of the EC in July 1980
on trends in the Community's textile trade and textile industry during the
2 years following renewal of the MFA. The report concluded that return to
free trade for textiles after the MFA expires at the end of 1981 "would not be
possible" and advocated negoti.ation of a further extension of the MFA.

!/

The following categories of steel products were subject to production
quotas: coil and strip rolled on special mills; heavy plate and universal
plate; heavy sections (railway equipment, sheet piling, broad-flanged beams,
other beams, and other sections); light sections (coiled wire rod, concrete
reinforcjng bars, and other merchant bars). The rate of reduction in steel
produced for fourth-quarter 1980 varied between 12 and 22 percent depending on
the product category. All companies with a gross steel production of over
2,000 tons per month were required to abide by the production restrictions.
2/ On July 3, 1981, the EC Council agreed formally on a plan to continue
article 58 measures for 70 percent of the Community steel industry, extendi.ng
quotas until mid-1982.
2/ The United States is not a major steel exporter to the EC and did not
join in these negotiations.
!:} For a description of the Arrangement Regarding International Trade in
Textiles (also known as the Multifiber Arrangement), see The Multifiber
Arrangement, 1973to1980 • • • , USITC Publication 1131, March 1981.
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Fraud concerning the or1g1n of textile products has been a problem in
administering bi lateral textile agreements. During the year, the Community
took measures to ensure that textile products originating i_n Hong Kong and the
Republic of Korea would be counted against those countries' quotas and
negotiated an ag.reement with ASEAN 1/ countries on administrative surveillance
of certain specific products.
So that all Greek textile imports would be covered by EC textile policy
as of that country's accession to the Community on January l, 1981, the
Community negotiated additional protocols with textile suppliers, or adopted
temporary measures pending completion of negotiations, for each bi.lateral
textile agreement.
Common agricultural policy (CAP).--The EC's CAP, which absorhs almost
three-quarters of the EC budget, uses price supports, variable levies on
imports, and export subsidies to protect Communi.ty agricultural mar1<.ets from
world competition. Supporting farm incomes (with emphasj_s on :improving
incomes in poorer areas) and creating a unified market for EC agricultural
products (with uniform prices communitywide) are major aims of CAP programs.
CAP performance has f al le n short of intended goals: price supports (the
practice of unlim lted purchase of products at guaranteed prices) have led to
huge structural surpluses of many agricultural commodities (particularly
mHk); programs have benefited richer Northern European regions much more than
poorer Mediterranean areas; 2/ and the fiction of "uni.fied prices" has had to
be sustained by a system of ~monetary compensatory amounts" (discussed in
following section) that offset the effect of exchange rate changes.
The rapid rise i.n the cost of CAP programs has caused growing controversy
in recent years, triggering budget disputes 3/ among EC members and public
debate about CAP reform. During 1980, many sources predicted that continued
acceleration of' farm spending would bankrupt the EC budget within 2 years.
Increased agricultural spending following enlargement of the Community to
include Greece, Portugal, and Spain was also feared. Consequently, reforms
aimed at reducing expenditure on CAP programs were discussed throughout 1980.
Proposals by the Commission of the EC for CAP reform are qescribed in the
section following discussion of CAP activities during 1980.
The EC's surplus milk production has been a major issue for several
years. Finartci.ng 1980 prke supports for mHk accounted for 42 percent of EC
agricultural spending and over 30 percent of the entire EC budget. Hi.gh pdce
support levels have encouraged production and discouraged consumption, leading
to accumulation of surplus stocks of powdered milk and butter. Comm.unity ml lk
production grew 3 percent in 1980 after increasi.ng 2 percent in 1979; hut
progress occurred during the year in dealing wfth surplus stock levels due to
stabilization of the market for milk and other fresh dairy products, increased
consumption of cheese, greater use of skimmed mi.lk in animal feed, and
increased exports of milk products.

1/

Association of Southeast As'an Nations.
Price supports apply mai_ nly to Northern European products--milk, beet
sugar, cereals, beef; staple crops around the Mediterranean--fruft,
vegetables, and wi ne--have had more li.mi ted guarantees and lower prf.ces.
Disputes delayed adoptfon of an EC budget for 1 Cl80 untU July Cl, 1980.

Y
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The EC's sugar surplus remained a problem in 1980, as production of sugar
exceeded consumption by about 30 percent. Record EC sugar crop yields during
the past 3 years, stagnating consumption, and sugar imports required under
preferential agreements 1/ contributed to the imbalance. High 1980 world
sugar prices, however, aided EC sugar exports. The Council of the EC was
unable to reach agreement on new production quotas for sugar by yearend; the
Commission of the EC proposed a reduced overall quota for the Community, with
Italy, the United Kingdom, and Ireland subject to the heaviest reductions.
CAP prices are fixed in a single currency unit (composed of a weighted
average combination of EC currencies). As a result, devaluation of a member
country's currency means a price rise for farmers in the devaluing country;
similarly, revaluation causes a price fall. In addition, price differences
can cause disruptive trade flows between countries as market forces attempt to
find a unified price. To neutralize the effect of exchange-rate changes on
trade, farmers' income, and consumer prices for certain commodities, 2/ in
1969 the EC instituted special exchange rates (green rates) that were-used for
setting price-support levels and computing a system of border taxes and
rebates known as monetary compensatory amounts (MCA). "The intention of the
MCA system is to maintain a trading equilibrium among the various EC countries
despite the existence of different price levels." 3/ Thus, when a country's
currency is revalued, compensatory amounts are levied on imports and granted
on exports; a country with a depreciated currency grants compensatory amounts
on imports and charges them on exports. MCA's are termed "positive" when
green rates are below real exchange rates and "negative" when green rates are
above real exchange rates.
At the outset, MCA were intended as a temporary measure, but continued
currency instability during most of the 1970's prevented their removal.
Improved stability among most European currencies during 1980 (attributed by
EC sources to successful functioning of the EMS) allowed the Council of the EC
to revise green rates so that negative French and Italian 4/ MCA's were
discontinued, and positive German, Belgian, and Luxembourg-MCA were reduced.
Appreciation of the British pound caused positive MCA for the United Kingdom
to be introduced for the first time at the end of March and to rise above
German levels by yearend. The United Kingdom resisted pressure from other EC
members and British consumer groups to permit revaluation of the green pound
exchange rate, which would reduce the MCA levels.
On April 9, 1979, the Council agreed to provisional use of the ECU, the
new EMS currency unit, in CAP operations. In February 1980, the Commission of
the proposed permanent adoption of the ECU as the CAP currency unit. The
Council did not adopt the proposal, but later in the year made arrangements to
continue provisional CAP use of the ECU.
1/ A sugar protocol is contained in the Lome Convention (discussed in the
following section).
Jj Prices of the following commodities are adjusted through application of
MCA's: beef and veal, milk and dairy products, certain processed foods,
pigmeat, sugar and isoglucose, grains, eggs, poultry meat, and albumins.
3/ Attache report, Foreign Agricultural Service, U.S. Department of
Agriculture, Report No. UK-1009, Jan. 30, 1981.
4/ Owing to further movements in the exchange rate of the lira, Italian
MCA's were reintroduced on June 23, 1980.
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Every year the Council of the EC revises intervention prkes for
agricultural products and makes other decisions on agricultural policy after
reviewing proposals submitted by the Commisslon of the EC. Hoping t.o
discourage excess production and limit the 1ncrease in CAP expenditures, the
Commission's 1980 and 1981 agricultural price proposals advocated modest price
increases of 2 to 3.5 percent for most products and 1.5 percent or less for
surplus products. 1/ The Commission also proposed anti.surplus measures for
milk, advocating: -(1) an increase in the coresponsibility levy 2/ on milk
production in excess of specified levels from .5 to 1.5 percent,-and (2) a
supplementary 84-percent levy to be applied to addit tonal milk collected by
dairies that purchased more than 99 percent of the preceding year's quantity.
In addition, the Commission recommended reduction of monetary compensatory
amounts for Germany, the Benelux countrles (Belgium, the Netherlands and
Luxembourg), and Italy. In May, after "long and difficult discussi.ons" that
began in early March, the Council of the EC reached agreement on agricultural
pri.ces for fiscal year 1980-81. 2f
Low-price increases were opposed by EC farm interests (particularly
French), and the Council chose not to limit price increases to the recommended
levels. Agricultural prices were increased an average of 4.8 percent; prices
for most products increased between 5. 5 and 7. 5 percent, and those for m:Uk,
beef and veal, and sugar were raised 4 percent. The milk coresponsibility
levy was i.ncreased to 2 percent, but proposed measures against excessive dairy
purchases, opposed by powerful dairy interests, were not taken. In addit ton,
German and Benelux monetary compensatory amounts were reduced.
In December, the Commissi.on submitted a plan outlining general gui.delines
for overhaul of the CAP. The proposals, compiled by the late Commissioner in
charge of agriculture, Finn Gundelach, called for producers of surpluses to
bear more of the costs of their disposal, possibly in the form of reduced
direct aids and limits on intervention prices. A new approach to the
Commun i.ty' s external agricultural trade policy for both imports and exports
and intensification of "socio-structural measures" in less favored regions
were also recommended.
Common fisheries tolicy.--In 1980, after 4 years of negotiations, EC
members were stlil una le to agree on a common policy for allocating Community
fishery resources. At yearend, the EC Fisheries Council remained divided on
conditions of access to fishing zones (particularly French demands for access
to British and Irish fishing grounds) and allocation among the Member States
of the Community's catch quotas. However, during the year, the EC Fisheries
Council did issue decisions on conservation measures having to do with the
total allowable catches and the mesh size of nets.
International adoption of 200-mile fishing zones made it necessary for
the Community to negotiate bilateral fishing agreements to define mutual
fishing rights. Pushing demands for EC recognition of sped.al fishing rights

17

Primarily milk, beef and veal, and sugar.
A tax on milk producers applied to production over specif led levels.
3! The 1980-81 agricultural package was contained in a general compromise
agreement that inclurled decisions on agricultural structures, the common
organization of the market in sheepmeat, fisheries policy, and the Unf ted
Kingdom's contribution to the Community budget.
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for the United Kingdom in British coastal waters, the United Kingdom blocked
ratification of several bilateral fishing agreements. In Januar1· 1980, the
United Kingdom lifted reservations on these agreements, enabling the Council
to authorize their signature. In December, after talks again stalled, the
United Kingdom blocked signature of a new long-term bilateral agreement with
Canada that would have reduced the EC tariff on imports of 20,000 tons of
Canadian fish per year and permitted EC fleets to fish in Canadian waters.
The agreement was very important to the German deep-sea fishing fleet, which
depends heavily on Canadian fishing zones.
Preferential trading arrangements.--The European Comm.unity conducts most
of its preferential trade and development aid within the context of the Lome
Convention, a blanket agreement with 60 1/ African, Caribbean, and Pacific
(ACP) countries; the EC also has bilateral agreements with Mediterranean
countries and gives preferential trade treatment to less developed countries
under a generalized preference scheme.
The first Lome Convention expired on March 1, 1980. Following a year of
difficult negotiations, a new Lome Convention (Lome II) was signed in the fall
of 1979 but was not ratified in time to enter into force when the old pact
expired. 2/ The amount of aid provided under the new convention, changes in
rules of origin, and escape-clause provisions, allowing EC participants to
withdraw concessions if home markets were disrupted, or displeased ACP
signatories. Community members and the required two-thirds of ACP
participants ratified Lome II by November 1980, and the agreement entered into
force on January 1, 1981, the first day of the second month following
completion of ratification procedures.
Transitional measures were adopted pending entry into force of the second
convention. Some measures extended provisions of the first agreement, and
others dealt with advance implementation of certain provisions of the second.
Among measures from Lome II implemented in advance were: (1) safeguard and
consultation measures, (2) treatment accorded agricultural products, (3)
changes in rules of origin, (4) protocols on rum and bananas, (5) a joint
declaration on the origin of fishery products, (6) complementary financing of
industrial cooperation, and (7) a Community declaration on the supply of
available agricultural products.
During the year, negotiations were held with the countries linked to the
Community by preferential agreements to adapt them to the new situation
created by Greece's accession. Protocols amending agreements were concluded
with Cyprus, Egypt, Israel, Lebanon, Jordan, and Spain. Arrangements were
made to govern trade between Greece and other countries 3/ pending
negotiations of protocols.
The Community's GSP (Generalized System of Preferences) program allows
beneficiary countries limited exemption from customs duties for most
industrial goods and certain agricultural products, subject to quotas or

I/ Two countries, Zimbabwe and St. Vincent and the Grenadines, joined the
Convention during 1980. The Republic of Vanuatu applied for accession in
September, but procedures were not completed by yearend.
2/ For a description of Lome II, see Operation of the Trade Agreements
Program, 31st report, USITC Publication 1121, p. 123.
3/ Algeria, Morocco, Tunisia, Malta, Portugal, Syria, Turkey, and ACP
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ceilings. The first 10-year term of the EC's GSP expired at the end of 1980.
A new 10-year scheme 1/ adopted in December contains significant changes. To
llmit benefits for highly competitive countries, global quotas and ceilings
for more developed beneficiary countries were replaced by individual country
limits on the volume of preferential imports. To expand benefHs for "least
developed" countries, the Community placed imports from those countries under
Community ceilings instead of country quotas. The number of industrial
products subject to quotas or ceilings was raised from 93 to 128 under the new
system.
Relations wi.th Japan.--Trade imbalances continued to cause tensions
between the EC and Japan during 1980. According to official EC statist:f.cs,
the EC-Japan bilateral trade deficit increased from $7 .1 billion i.n 1979 to
over $10 billion in 1980, as Japan's exports to the Community increased 30
percent and EC exports to Japan stagnated. European sources claimed Japan has
launched an export drive directed at EC markets to help the Japanese finance
increased oil import costs. Fears were expressed about possible trade
deflection effects of any future U.S.-Japan agreements limiting U.S. :f.mports
of Japanese products, particularly of autos. Industries in the EC
particularly hard hit by competitton from Japanese imports included
automobiles, electronic products, color television receivers, machine tools,
and precision instruments. The worsening trade deficit and difficult economic
situation led to intensified EC consultations with Japan on trade issues and
to efforts toward developing a coordinated EC poHcy for dealing with .Japan.
In addition to official bilateral consultations, private sector EC-Japan
consultations on automobiles were held in November.
The major block to a joi.nt EC-Japan trade strategy ts the existence of a
complex network of restrictlons on Japanese imports maintained by EC Member
States as individuals. To adopt a joint policy, these restrictions would need
to be eliminated. The "patchwork of separate nattonal trade restrictions,"
and, in particular, certain residual quantitative restrictions on Japanese
goods, were said to annoy the Japanese and prevent progress
trade
discussions. '!:./ On July 22, the Commission proposed that Member States agree
to lift all residual discriminatory import restrictions on Japanese
commodities if in response Japan would agree to expand its imports of
processed agricultural products and other goods, and to exercise export
controls, for 2 to 4 years, on certain sensitive commodities. The Council of
the rejected the proposal but called for further study to formulate a joint EC
strategy for dealing with Japan.

in

EC and Japanese officials met often during 1980. In October, the EC
submitted a list of proposals to Japan to improve EC-Japan trade relations.
The EC requested that Japan curb its exports to the Community, particularly in
sectors where sharp increases have recently occurred. Japan was also
requested not to seek to reduce its trade defi.cit by excesslvely boosting
exports, to open its markets further without delay to imports of manufactured
goods, and to refrain from adopting measures that would give other major
trading partners more favorable treatment than that enjoyed by the EC. If
those measures were taken, the EC suggested, further EC-Japan trade
liberalization might be explored. The EC requested that Japan respond to
these suggestions by November 25.
1/ Sub_iect to an annual reviPW'
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Japan's response, on November 17, denied Japanese culpability on all
counts. Japan stated that "greater efforts" by EC entrepreneurs were needed
to increase exports to Japan, maintaining that Japanese markets are open to EC
exports. The .Japanese statement recognized that "concern presently exists" .in
the EC due to "a rapid increase of imports from Japan in some sectors" during
1980, but stated that Japan "will continue to advise private enterprises not
to export specific goods to the market of any region in a torrent:i.al manner."
This, of course, implies that past policies would continue as before. Japan
stated it has not and will not "take policies specifically aimed at reducing
rapidly its current account deficits. • • in view of the current situation of
the world economy." 1/ Japan also advocated improved economic relations and
cooperation with the-EC, including industrial cooperation and a comm.on
approach to the North-South dialogue as well as trade, and offered to study
any EC proposals in that regard.
The Council of the EC, ~ispleased with the Japanese response, issued a
strong statement on November 25 "expressing serious concern at the present
state of trade between Japan and the Comm.unity." The Council agreed on the
need for an EC-Japan dialogue based on a common Community strategy. The
statement reiterated many of the October proposals. To prepare for an
EC-Japan dialogue on trade matters, the Commission of the EC called for a
study to analyze Japan's exports to the Community and Japanese industrial and
commerci_al strategy; future studies in conjunction with a con ti nui ng EC-Japan
dialogue we re planned. As a first step toward a joint EC-Japan poUcy, the
Council adopted the principle that any moderation of Japanese exports should
apply to the entire EC and not only to certain markets. Further discussions
on trade issues between the European Community and Japan were planned for
early 1981.
Coo eration a reement with the Association of Southeast Asian Nations
(ASEAN .--A nonpreferential cooperation agreement negotiated in 1 7 between
the EC and ASEAN was signed in March 1980 and entered into force on October 1,
1980. The agreement was designed to promote cooperation in trade, economic,
and development matters with provisions for joint activity in a wide range of
sectors including energy, transport, science, and technology. The pact
encouraged conclusion of future agreements on protection of investments, and
the Comm.unity agreed to coordinate its activities on projects in South-East
Asia with ASEAN members.
Agreement with Yugoslavia.--The EC and Yugoslavia signed a new
cooperation agreement in April 1980, the third such agreement concluded since
1970. As in previous agreements, the EC and Yugoslavia granted each other
most-favored-nation (MFN) treatment. A major goal of the new agreement was to
reduce Yugoslavia's large trade deficit wi.th the Comm.untty. Besides financial
and economic cooperation provisions, the agreement provides for substantial
trade liberalization measures. Of primary importance to Yugoslav negotiators
were EC agricultural concessions, which included a larger EC quota for beef
imports from Yugoslavia. Except for certain metal products and sensitive
manufactured items, the new agreement allows duty-free entry of Yugoslav
·industrial goods. Financial and economic cooperation provisions included EC
loans to Yugoslavia and increased mobility into the Community for Yugoslavian
workers. Ratification of the cooperation agreement by Yugoslavia and the
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member states of the EC is necessary before the agreement enters i.nto force.
In the meantime, trade and financial provisions of the agreement were
implemented in advance under an interim trade agreement and an interim
financial protocol. The new cooperation agreement was concluded for an
unlimited period, but the trade segment of the new agreement will be reviewed
in the fifth year of its operation. Eventual free trade between the EC and
Yugoslavia is anticipated, depending on the pace of Yugoslavia's economic
developm:?nt.
Agreements with Romanj a .--The EC concluded two bi.lateral trade agreements
with Romani.a during 1980. An agreement setting up a joint committee to
discuss trade issues and economic relations was initialed in February. A
reciprocal agreement on trade in industrial products (other than textile and
steel products) was initialed in June. The agreement on industrial products
trade, which is automatically renewable every year, provided for trade
liberalization for certain products, opening of import quotas for other
products, safeguard clause procedures, certain Romanlan undertakings to expand
and diversify purchases from the Community, and trade liberalization by the
EC. Both agreements were signed in Bucharest, Romania on July 18. The EC has
in effect other agreements with Romania lim:f.ting Romanian exports of steel and
textiles to the Community.
U.S.-EC Bilateral issues
Most 1980 bilateral trade issues centered on industries in which the
European Communlty has serious structural problems--steel, synthetic fibers,
petrochemicals, and automobiles. In spite of major problems and a large U.S.
surplus in bilateral trade, continuous U.S.-EC government contact throughout
the year helped ward off protectionist pressures.
Steel.--As in 1979, the major U.S.-EC trade conflict in 1980 had to do
with steel. On March 21, the U.S. Steel Corp. filed antidumping complaints
against steel producers from seven Community countries, covering nearly
all U.S. steel imports from the EC. The U.S. Department of Commerce then
suspended the "trigger-price" mechanism 1/ for steel products, an action
promised if U.S. Steel filed the complaints. On March 28, the ECSC
Consultative Committee passed a resolution "calling on the Commission to do
all it could to see that a solution was found to this problem before a trade
war broke out between the Comm.unity and the U.S.A." U.S.-EC consultations on
steel were held during the year. On September 30, the United States announced
the withdrawal of U.S. Steel's complaints and the reintroduction of trigger
prices. For a more detailed discussion of steel issues, see chapter I of this
report.
Synthetic fibers and petrochemicals.--The EC has maintained that price
controls on oil and natural gas give U .s. industry an "artificial advantage"
in production of synthetic fibers and petrochemicals. Consultations on these
and several other matters, held during 1980 under GATT mechanisms, are
described in chapter II of th:f.s report.
1/ Steel products impot"ted into the United States at prices below "trigger"
levels are subject to antidumpi_ng i.nvestigations.
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Duri.ng 1980, the European Community had in effect or instituted
anti.dumping or "anti-subsidy" procedures on the following products lmported
from the United States: lithium hydroxide, certain acrylic fibers, certain
chemical fertilizers, pressure-sensi.tive paper, certain polyester yarn, vinyl
acetate monomer, styrene monomer, orthoxylene and paraxylene, and certain
texturized polyester fabrics. As is apparent, most actions were against
petrochemical or synthetic fiber products.
The EC also objected to U.S. controls on exports of naphtha, a feedstock
for both the European petrochemical and syntheti.c fiber industries. U .s.
export controls on naphtha have been a persistent irritant in EC-U.S.
relations since they were imposed during the 1973 oil crisis. Most European
synthetic fiber producers use technology based on naphtha. In early 1981,
President Reagan acted to decontrol oil prices and began the process required
to end export quotas on naphtha. He also began to consider accelerating the
timetable for deregulating natural gas prices. The actions were major steps
toward eliminating the EC claims of the alleged energy cost advantages enjoyed
by U.S. synthetic fiber and petrochemicals producers.
Automobiles.--Throughout the year, various European spokesmen repeatedly
expressed concern at the adverse effects that U.S. restrictions on automobile
imports "could have both on Community exports to the United States and in
terms of a potential influx of Japanese cars into European markets." Specific
concerns centered on U.S. safeguard actions during the year l/ and on the
possib:l.lity of a bilateral United States-Japan agreement restricting U.S.
imports of Japanese autos. At U .s .-EC high-level discusslons on trade issues
in November, the EC advocated vi.ewing the auto issue as a "trilateral
U.S.-Japan-EC" problem, emphasizing that measures including all parties would
be needed.
In fact, by early 1981 many individual EC countries had put f.nto effect
bilateral or unilateral measures limiting imports of Japanese cars. For
several years, the United Kingdom has had an "understanding" limiting Japan to
about 10 percent of the United Kingdom auto market. France employs nontariff
barriers to limit Japanese imports to an "unofficial guideline" of about 3
percent of the auto market in France. Italy limits the Japanese to about
2,000 cars per year. Also, in early 1981 Belgium and the Netherlands took
steps to limit imports of Japanese cars.
Tax on vegetable fats and oils and im ort limltati.ons on non r.ain
feeds.--During 1 7 , the EC again began to consider in orrnal y taxing imported
and domestic vegetable fats and oils, thi. s time to cope with the olive oil
surplus expected when Spain joins the Community. 2/ Taxes on vegetable fats
and oils have been proposed in the past to deal with the EC dairy surplus by
encouraging butter consumption. Discussion of the measure within the EC
continued throughout 1980. Limits on imports of nongrain feeds--primarily
soybeans, soybean meal, and corn gluten f eed--were also suggested to cope with
EC grain su rp luse s.
1/ See chs. I and V of this report for more information on the U .s.
automobile case under sec. 201 of the Trade Act of 1974.
Y Other sources c 1 aim that an oH ve oil surplus will not occur when Spai.n
joins, stating that supply and demand will remai.n "essent.ially in balance" in
the enlarged Community.
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The United States strongly opposes EC adoption of such measures,
maintaining that any tax on vegetable fats and oils would be considered a
nullification and impairment of the GATT bindings on soybean products and
would lead to a major U.S.-EC confrontation. The United States also objects
strongly to measures against nongraln feed products, which would also impai.r
GATT bindings ori soybeans and other products. U .s. soybean exports to the EC
are valued at nearly $3 billion annually.

Canada
The economic situation in 1980
Following 3 years of restrained economic growth, Canada entered a period
of recession in the first quarter of 1Q80 from which it did not begin to
recover until late in the third quarter. The recession was precipitated by
weak export demand, significant inventory adjustment, and sharp decHnes in
residential construction. The second quarter of 1980 was marked by continued
deterioration ln the Canadian export performance due in large pa rt to the U .s.
economic recession, negative private investment, and weak private
consumption. Growth, which resumed in the third quarter, accelerated in the
fourth quarter to make the strongest quarterly gain in output since early
1976. Despi_te the fourth quarter recovery, Canada's real GNP grew by only
0.1 percent during 1980.
The impact of the economic downturn was most evident among the
goods-producing industries where output decUned by 1.0 percent i_n 1980. The
largest contributors to the decline were motor-vehicle manufacturing,
residential construction, and related industries. Dec 1i. nes of a significant,
but less severe, nature were recorded among manufacturers of rubber anrl
plastics, textiles, clothing, and machinery and equipment. A decline in the
production and distribution of most energy products more than offset a
substantial increase in electric power generation. In contrast, output
increased in agriculture, food and beverage manuf ac turi ng, metal and nonmetal
mining, and primary metal production.
The 1.0 percent increase in the service-producing industries was the
lowest annual growth rate recorded during the J_ast 10 years. Financial
institutions, services to business management, telephone systems, and
accommodation servkes were among the major contributors to the growth.
Inflation was the dominant problem in the Canadian economy in 1 Q80 and,
most likely, will continue to be in 1981. The Consumer Prke Index (CPI)
advanced 10.1 percent from 191.2 in 1979 (1971 = 100) to 210.6 in 1Q80,
whereas the core rate of inflation (CPI less food and energy) rose 9.4
percent. These rates are about 2 points below the OECD average rates. This
does not necessarily imply a better economic performance: because of Canada's
high degree of self-sufficiency in energy and its Government controls on
energy prices, this component of the CPI rose only 15. 7 percent between
mid-1979 and mid-1980, compared with 38.6 percent in the United States and
27.8 percent in OECD-Europe. Excluding food and energy, however, the Canadian
Consumer Price Index has been subject to the same inflationary pressures as i.n
other countries, and, in fact, much of Canada's inflation 1-s imported from
other countries, especlally the United States. 1/ This fs because, in Canada,
1

I
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the ratio of total imports (goods and services) to GNP is higher than in many
other countries--32 percent in 1980--and some 68 percent of these goods and
services were imported from the United States. Thus, it is evident that the
higher underlying inflation rate present in the U.S. economy is driving the
underlying inflation rate in Canada and, in effect, setting a minimum level
for Canada's price inflation.
Internal price pressures have also affected Canada's inflation rate. The
most significant factor contributing to upward price pressure on Canadian
prices in 1980 was the increase in uni.t labor costs. The unit labor cost in
manufacturing (wages paid per unit of output) increased 11.3 percent in 1980.
This was the result of a 9. 9 percent increase in average weekly wages combined
with lowered productivity. Industrial production actually decreased
1.6 percent in 1980, and the labor force grew by 0.3 million or 2.8 percent.
Unemployment remained at 7.5 percent, the same as the average rate in 1979.
In monetary policy, the Bank of Canada followed a policy of gradually
reducing the growth of the money supply in order to moderate inflation and to
maintain interest-rate differentials with the United States, as necessary, to
avoid extreme exchange rate movements. When Canadian interest rates,
particularly short term, fall below comparable U.S. rates, large short-term
capital outflows exert prompt downward pressure on the Canadian dollar.
The general weakness of the Canadian dollar in 1980 and the need for
capital inf lows to finance the current account deficit led the Bank of Canada
to adjust Canadian interest rates to movements in U.S. rates. Although
Canadian long-term corporate bond yields usually exceeded yields in the United
States, Canadian short-term yields generally lagged U.S. yields, rising less
sharply in the first and fourth quarters, but falling less quickly when the
U.S. rate plunged to nearly 10 percent in the second quarter.
Overall, the Canadian dollar firmed slightly against the U.S. dollar in
1980, averaging 85.5 cents compared with 85.4 cents in 1979. By quarters, the
exchange rate averaged 85.9 cents in January-March 1980, 85.4 cents in
April-June, 86.3 cents in July-September, and 84.5 cents in October-December.
The exchange rate deteriorated throughout the fourth quarter, averaging
83.6 cents in December. Thi.s weakness reflected not only the widening
interest-rate differential in favor of the United States, but also the adverse
effects of the Canadian Federal Government's newly announced National Energy
Program on the investment climate and energy prospects in Canada. There was
also an erosion of confidence engendered by the escalating confrontation
between the Federal and provincial governments over energy policy and
constitutional reform (see section on energy later in this chapter).
International performance
Canada posted a record $6.8 billion surplus in merchandise trade in 1980,
virtually double the surplus for 1979. Recession in Canada, which caused a
decline in domestic demand for imports, was the principal reason for the
improved trade surplus. In volume terms, merchandise exports grew by less
than 1 percent, and merchandise imports decreased 4.1 percent. The increase
in the value of exports was attributable mainly to higher prices, particularly
for raw materials.
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In contrast to the overall Canadian export performance, exports of motor
vehicles and motor-vehicle parts decreased 10.~ percent in nominGl terms and
18.5 percent in real terms. This decrease reflected the declining demand in
the United States, Canada's principal export market, for the large
energy-inefficient automobiles that Canada produces. It is interesting to
note that the share of motor vehicles and parts in total Canadian exports
decreased steadily from 23.6 percent in 1978 to 14.0 percent in 1980, and the
share of agricultural products and crude materials in total Canadian exports
increased steadily from 26.2 percent to 30.0 percent over the same period.
The healthy merchandise trade surplus cut the current account deficit
from $4.4 billion in 1979 to $1.3 billion in 1980, despite a growing deficit
in the services account. The poor performance of the services sector was due,
in large part, to ever-increasing interest and dividend payments abroad. In
1981, the deficit on the services account is expected to deteriorate further,
primarily owing to pressure from a mounting debt service burden caused by
additional borrowing, higher interest rates, and renewed depreciation of the
Canadian dollar.
While all forecasts anticipate an increase in the services account
deficit in 1981, predictions differ on the size of the overall current account
deficit. The u.s. Embassy in Ottawa forecasts a marked increase in the size
of the current account deficit reflecting deterioration in both the trade and
the services accounts. The Embassy projects that in 1981, with a resumption
of modest growth both in the United States and Canada, Canadian merchandise
imports and exports will both grow in real terms, with import growth outpacing
export growth. During the course of the year, the terms of trade, which were
constant in 1980, are predicted to turn against Canada, causing some erosion
in the merchandise trade surplus.
The OECD projects the Canadian current account to strengthen during
1981. This projection sees the possibility that Canada's terms of trade could
develop favorably during 1981. Export price movements, which are likely to be
more subdued in 1981 as world raw material prices respond to the weakness in
industrial demand, would be balanced by continued weak import demand.
The Conference Board of Canada projects a 1981 trade surplus of about
$5 billion despite a 1.4 percent decrease in the volume of exports. This will
be caused by a drop in raw material prices, but will be offset by a decrease
in imports since import demand will be even weaker than in 1980.
United States/Canada merchandise trade
The United States and Canada are each other's largest single trading
partners, although the relevant shares decreased in 1980 compared with shares
in 1979 (table 9). Canadian merchandise exports to the United States
accounted for 61 percent of total Canadian exports in 1980, whereas Canada
accounted for 16 percent of total U.S. exports. On the import side,
68 percent of Canadian imports in 1980 came from the United States, and
17 percent of U.S. imports came from Canada. Canada's trade with the United
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Table 9.--Canadian imports, exports, and trade balances for
selected countries and country groups, 1978-80
(In millions of U.S. dollars)
Country/region

1978

1979

1980

Imports
Developed countries:
EC---------------------:
Japan------------------:
United States----------:
Other------------------:

3,898
1,910
29,385
1,171

4,764
1,842
37,945
1,484

LDC' s:
OPEC-------------------:
Mexico-----------------:
Other------------------:

2,544
155
2,297

2,949
178
2,951

NME's:
China------------------:

80

143
49
316
508

132
51
372
555

8,028
3,751
41,065
2,002

4,715
2,384
41,201
1,749
50,050

Subtotal-----------------:~~~~--,3~6~,~3~6~4~~~~~~4~6~,~o=3=5~~-

1/

4,457
295
2,828

Subtotal-----------------:~~~~~-4~,-9-9-6~~~~~~6~,-o=78~~~~~~~=7~,-58-0~

u.s.s.R----------------:
Other-------~----------:

Subtotal-----------------:

26

231
337

~~~~~~-.,,...,,-=-~~~~~~~=-~~~~~~~-=-=-~

Total-----------------:==========;4~1=,~6~9~7==========~5~2~,~6~2~2======~2~7;:::==~6~0=,~7~4~3=

Exports
Developed countries:
EC---------------------:
Japan------------------:
United States----------:
Other------------------:

4,061
2,570
31,006
920

5,992
3,455
37,493
1,456

LDC' s:
OPEC-------------------:
Mexico-----------------:
Other------------------:
Subtotal-----------------:

1,283
182
2,668
4,133

1,351
201
3,405
4,957

Subtotal-----------------:~~~~--,3~8-,~5~5~7~~~~~~4~8~,-3-9~6~~~~~~~5~4~,~8~4~4-

~~~~~---~~

1/

1,817
419
4,254
6,490

NME's:
China------------------:

425
506
742
u.s.s.R----------------:
478
654
1,303
Other------------------:
487
604
852
Subtotal - - - - - - - - - - - - - - - - - :
1,390
1,764
2,897
Total-----------------===========:;4~4~,~0~8~o==========~s~s~,~1~1~1=======2~7:;:===~6~7~,~5~2~7;::

~~~~~--:---,,-,,~~~~~~-::--:::-:,...,.....~~~~~~-=--===--
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Table 9.--Canadian imports, exports, and trade balances for
selected countries, 1978-80--Continued
(In million of U.S. dollars)
Country/region

1979

1978

1980

Trade balance
Developed countries:
EC----------------------:
Japan-------------------:
United States-----------:
Other-------------------:
Subtotal - - - - - - - - - - - - - - - - - - :
LDC's:
OPEC--------------------:
Mexico------------------:
Other-------------------:
Subtotal - - - - - - - - - - - - - - - - - - :

164
660
1,621
-252
2,193

1,227
1,613
-451
-29
2,360

-1,262
27
372
-863

-1,598
23
454
-1,121

345
452
256
1,053

363
604
288
1,255

3,313
1,367
-136
253
4,794

~~~~~-::--:-=:--~~~~~~~~~~~~~~-,--::-.::-:--

1/

-2,640
124
1,426
-1,090

~~~~~~~~~~~~~~~~~~~~~~--.:~---

NME's:

China-------------------:
u.s.s.R---------------~---:

Other-------------------:
Subtotal - - - - - - - - - - - - - - - - - - :

610
1,252
480
2,342

~~-,-~--,:--::-=:--~~~~~-=---=-=-=-~~~~~~-,,,-~.-::.--

Total------------------:=========:;;2~,~3~3~3==========:::;;;2=,~4~9~5============:=;::::;:;::;:=
6,784

1/ Includes Oman.
2/ Figures do ·not add to total shown because the total includeR special
categories.
Source: Compiled from United Nations Series D trade data.
Direction of Trade Statistics
Note:

1980 data from

Because of rounding figures may not add to the total shown.
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States was nearly balanced in 1980, showing a slight surplus i_n favor of the
United States. lf This was the second straight year that Canada sustained a
deficit in its trade with the United States after several years of surpluses.
The following tabulation shows the five leading U.S. imports from Canada
by TSUS item numbers (in millions of U.S. dollars):
TSUS
item
No.
475.15
692.11
252.65
605.20
250.02

1979

Description

Natural gas, methane, ethane,
propane, butane----------------------3,020
Passenger automobiles------------------4,025
Standard newsprint paper---------------2,249
Gold or silver bullion/ore------------- 805
Wood pulp, rag pulp, and other pulps---1,404

1980

4,131
3 ,815
2,579
1,832
1,610

These five items accounted for 34 percent of total U.S. imports from Canada of
$41 billion. Other important Canadian exports to the United States in 1980
included crude petroleum, parts of automobiles, trucks valued over $1,000
each, and spruce lumber.
The following tabulation shows the five leading items exported to Canada
by the United States, by 5-digit Schedule B numbers (in million of U.S.
dollars):
Schedule B
No.
696.69
692.10
605.20
521.31
475.07

Desert pt ion

1979

Parts of motor vehicles----------------3,573
Passenger cars~-----------------------3,345
Gold bullion--------------------------- 827
Coal----------------------------------- 980
Crude petroleum------------------------ 429

1980
3,180
3,066
1,016
905
779

These five items accounted for 22 percent of total U.S. exports to Canada of
$41 billion. Other principal U.S. export items to Canada in 1980 included
mechanical shovels; piston-type engines; machines for soi.l preparation; gold
sweepings, waste, and scrap; and aircraft.
1/ The Canadian-u.s. trade figures cited in the table--Canadian imports of
$41.2 billion and Canadian exports of $41.1 billion--are Canadian trade
figures and differ significantly from corresponding U.s. figures on Canada,
which show U.S. exports of $35.4 billion and U.S. imports of $42 .O billion.
Differences in the published figures of the two countries arise for a number
of reasons. These include nonreceipt of export documents, differences in the
deHnition and valuation of trade, inclusion of transportat-ton charges in the
valuation of imports, the timelag between the recording of exports in the
exporting country and the recording of the same flow as an import in the
importing country, and the possibility that the country of destination shown
by the expo-rting country may in fact differ from the actual importfng country
(as in transshipments).
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National Energy Program
The most important 1980 policy development in Canada was the introduction
of the National Energy Program. This program is expected to have widespread
implications for United States/Canada bilateral relations, most particularly
for U.S. companies that have invested in Canada.
Basic provisions.--Canada's National Energy Program (NEP), announced on
October 28, 1980, comprises a complex series of taxes and incentives aimed at
promoting conversion from oil use to natural gas, boosting exploration
activity in frontier areas, encouraging development of nontraditional oil
sources, and increasing Canadian ownership of energy resources with a view
toward establishing energy self-sufficiency by 1990. New tax and pricing
policies will be used to accomplish many of these goals. Under the plan, oil
and gas consumption will be taxed to pay for Government purchases of foreign
holdings in the industry and to provide investment incentives to Canadian
energy companies. These taxes wi.11 vary depending upon what share of the
company is Canadian owned. The overall effect of the new taxes wi.11 be to
reduce the producers' share of oil and gas revenues from 45 percent to
33 percent. The Federal Government's share will increase from 10 percent to
24 percent and the producing province's share will decline slightly from 45 to
43 percent. The long-term energy pricing policy of the NEP established a
"made in Canada" oil price--a blended pri.ce to the refiner of jmported and
domestic oil--that will be gradually raised during the 1980's to a level not
exceeding 85 percent of the price of crude oil in the United States or
internationally, whichever is lower. In addition, the regulated price of
natural gas wt 11 i.ncrease less quickly than the price of oil to encourage the
substitution of natural gas for oil. On an energy-equivalent basis, the price
of natural gas is currently about 80 percent of the price of crude oil, and
its relative cost is expected to decline.
Canadi.anizat1on of industry.--One of the main goals of the NEP is to
increase Canadian ownership and control of oil and gas production from less
than 30 percent to at least 50 percent by 1990. Foreign multi.nati.onals
(mainly U.S.), which hold 70 percent of Canada's energy assets, own 17 of the
country's 25 top oil producers. The market value of these companies, which
include Imperial Oil (70 percent-owned by Exxon), Gulf Canada (65-percent
owned by Gulf Oil), and Amoco and Mobil (100-percent owned by their U.S.
parents), is approximately $25 billion. To encourage Canadian ownership, the
NEP will phase out the depletion allowance for domestic explorat.lon
expenditures outside the Canada Lands. 1/ In addition, the depletion
allowance for expenditures on conventioii°al oil and gas development will be
eliminated. These will be replaced by a complex schedule of direct incentive
payments that will be available only to firms with at least 50 percent
Canadian ownership. Firms wi.th at least 75 percent Canadian ownership will
qualify for additional incentives.
In addition, although provinces will retain sole rights to the energy
resources w:f.thi.n their bounds, the Federal Government will automatically be
given a 25-percent carried interest, without compensation, in every lease or

!/

The areas under direct Federal Government control in the Yukon, Northwest
Territories, and off Canada's coasts.
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right on Federal lands (i.e., the Canada Lands). l/ This will enable the
Government "to direct development on these lands ;'ore effectively, to share
more equitably in profits from future production, and to increase Canadian
ownership." LI
The Government of Canada also intends to acquire several of the large oil
and gas firms that a re currently foreign owned and foreign control led. The
Canadian Government has announced its intention to pay "fair and reasonable
prices" for these acquisitions.
Finally, the NEP states that there will be strict requirements of the use
of Canadian goods and servlces in exploration, development, and production
programs on the Canada Lands, and in major nonconventional oil projects. The
NEP further adds that "the Government will use its regulatory powers, too, in
support of an expanded Canadian presence across the spectrum of industrial
activities related to the petroletun boom."
Financing the NEP.--Before the new energy program was announced, the
Royal Bank of Canada re leased a study projecting that $1. 4 tri. I lion would be
needed over the next 20 years to finance all energy programs, including
utilities, pipelines, petroleum, and coal mining. Of this amount,
$350 billion would need to be raised in foreign markets. However, the NEP has
created at least two problems for companies needing capital. First, the
significant increase in taxes, which will cut industry's share of production
income, will cut corporate cash flow and thus increase the need for external
financing. Also, if companies reduce production, as there has been some
indication that they will, their internal cash generat ton wi. ll be further
reduced. Secondly, the Canadian capital market is about one-third the size of
the U.S. capital market. In 1979, only $3.9 billion was raised in Canada's
equity markets by all industries, with about 45 percent going to the o:!.l
industry. It may be difficult for the Canadian market to absorb the
additional equity offered by firms that are trying to sell 50 percent of their
shares to Canadians in order to qualify for Government incentives. Unless
some of the capital is raised by external borrowing, lt may crowd out other
domestic investments. Moreover, with more firms searching for capital,
Canadian firms coming to the debt market may face higher interest rates and
stiffer credit terms.
Federal/Provincial dispute.--Federal and western Provincial governments
have disagreed on energy policy for years, but the dispute escalated when the
Federal Government announced the new tax poli.cies of the NEP. Led by Alberta,
which has 81 percent of Canada's natural gas, 87 percent of its conventional
crude oil, and 71 percent of the country's coal reserves, the western
provinces have contested the Federal Government's right to i.ncrease lts share

If Although the Government of Canada does not compensate directly for its
25=percent share, it does effectively contribute 25 percent of the exploration
costs through its petro letun incentives program. The interest is "carried"
only during the exploration phase. It may be converted to a "working"
interest (i.e., the Government pays for its share) at any ti.me up to a point
30 days after the Government authorizes a system for productng oil or gas from
the relevant Canada Lands.
1f The National Energy Program (Highlights), Department of Energy, Mines and
Resources Canada (1981: Ottawa), P• 11.
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of tax revenue at the expense of the industry and the provinces. Because the
NEP represents a reduction in the control the provinces have over thei.r
resources, the NEP is seen as a direct challenge to provincial authority. Two
days after the NEP was revealed, Alberta's provincial Premier announced that,
on March 1, 1981, Alberta would begin phasing in oil productfon cutbacks,
reducing output ·15 percent by the end of 9 months. When fully implemented,
this would reduce shipments to eastern Canada by a total of 180,000 barrels a
day, requiring the country to double its current imports of high-priced crude
oil. In addition, Alberta announced that i.t would withhold construction
perm.its for some $20 billion in oil sands plants. The Province i.s also
challenging in the courts the Federal Government's 35-cents per 1,000 cubic
feet production excise tax on natural gas. On December 20, 1980, the Provi nee
of British Columbia announced that its provincially operated gas companies
would not remit to the Federal Government the new Federal excise tax on
natural gas and gas liquids. The Provincial energy ministry estimates that
the escalating tax on domestic sales to be withheld will amount to some
$175 million during 1981-83. However, the Province has not instituted a
form.al legal challenge to the excise tax.
Effects of NEP on Canadian firms.--The NEP tax policy is designed to
increase Federal control, while reducing the industry's share of tax revenue.
A number of Canadian oil companies, facing reduced cash flows, less attractive
investment returns, and increased uncertainty, have al ready announced sizable
cutbacks in planned exploration and development expenditures. For example,
Amoco Canada Petroleum Co., Ltd., projected, in March lq81, that the
government's NEP combined with the Alberta government's oil production
cutbacks would result in a 56-percent decrease f n the company's exploration
and production spending in 1981. The company further stated that "the impact
of the federal budget and national energy program ••• ls expected to reduce
our projected 1981 cash flow by one-quarter and projected earnings by
one-half."
As a result of production cutbacks, a number of drillf.ng rigs have been
idled, and some firms are moving money and equipment to the United States.
The Canadian Association of Oilwell DrilH ng Contractors reported, on April l,
1981, that 102 rigs had left Canada for the United States since October 15,
1980, with another 53 rigs committed to move out by April 30. The association
estimated that the number of Canadian rigs operati.ng in the United States
could reach as high as 266 by the end of 1981. As a consequence of the
movement to the United States, the association further estimated that up to
40,000 jobs could be affected.
Canadian firms are attracted to the United States despite poorer
geological prospects because prices and prof its in the United States are
higher, the royalty structure is more attractive, and marketing i..s easier.
One estimate, released in January 1981, showed that the net back, or after-tax
profit, per barrel of oil produced was $12.94 i.n the United States compared
with $2.25 in Canada. Several other stud-Les have generally corroborated tbi.s
estimate, showing returns in the United States from 3 to 5 times higher than
in Canada. This higher profit results partly from higher U.S. prices--the
U.S. spot price for a barrel of oil is at least two times the Canadian prf.ce.
Also, firms operating in the United States pay only about 15 percent in
royalties, compared with 40 percent in Canada. Furthermore, land-lease prices
in Alberta are reportedly four times higher than in the United States. Firms

132

are also attracted to the United States because they find it eas:f.er to market
thel r product. Canada had a surplus of natural gas throughout 1980, and
various restrictions, both in Canada and in the United States, softened the
Canadian gas export market.
There are lndications that some firms would have relocated their rigs in
the Unlted States even in the absence of the NEP. Officials in eastern Canada
have blamed most of the exodus on the natural gas surplus, but western
Canadlan oil industry officials contend that it is the Government's energy
program which is at fault.
Concerns of the United States and other foreign countries.--The United
States, the Un lted Kingdom, and the NetherJ_ands have expressed concern with:f.n
the OECD Committee on International Investment and Multinational Enterprises
that the Canadlan energy program will undermine efforts in the OECD to affirm
the importance of national treatment. These countries argue that the Canadian
incentive program, which discriminates against investors solely on the basls
of nationality, will encourage the spread of economic nationalism to the
detriment of efficient flows of international investment capital.
Furthennore, these countries believe that when Canada, in 1976, subscribed to
the OECD Declaration on International Investment and Multinational
Enterprises, it made a fundamental commitment to national treatment and to its
extension over time. Canada's NEP, it is argued, works against rather than
for the extension of national treatment and will worsen the country's
i.nvestment cl:f.mate.
With respect to these points, Canada points out that in both 1976 and
1979, i.t made statements in the OECD Council interpreting the concept of
national treatment in relation to foreign ownership and forelgn investment in
Canada. The interpretation stated that because of i.ts "unique" situation,
Canada on occasion might not be able to meet the standard of national
treatment set forth in the Declaration on International Investment and
Multinatlonal Enterprises.
The United States is also concerned that NEP requirements for "use of
Canadian goods and services in exploration, development, and production
programs on the Canada Lands, and in major nonconventional oil projects" are
inconsistent with the Canadian Government's obligations under article III of
the GATT. In addition, i.f the "Buy Canadian" policy is implemented as stated
in the NEP, it would have the effect of impairing the value of many
significant tariff concessions negotiated by the United States during the
Tokyo round. Affected by the NEP would be concessions made in the context of
the so-called Machinery Program as well as tariff and nomenclature concessions
made on 10 tariff items within the "Made in Canada" class of tariff items in
the Canadian schedule. The value of U.S. exports potentially affected by the
NEP is not insignificant: in 1979 U .s. exports to Canada of "oil country
goods" were valued at $542 million.
High-level bilateral consultations concerning the NEP were held in Ottawa
on November 7, 1980, and in Washington on December 17, 19~0. In the period
between the first and second consul tat ions, the U.s. Government presented a
diplomatic note to the Government of Canada detailing key U.S. concerns in
trade, investment, and energy policy. Although the Canadian Government has
responded to U.s. concerns by stating that Canada i.ntends fully to honor i.ts
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obligations under the GATT, the U.S. Government informed the Government of
Canada in March 1981 that it intends to request formal consultations with the
Canadian Government under the provisions of GATT Article XXII:l.
Foreign Investment Review Agency (FIRA)
With the enactment of the Foreign Investment Review Act in 1973, Canada
modif i.ed i.ts traditi.onal open policy toward foreign investment by establisht ng
a comprehensive screening procedure intended to insure that acquisitions and
new investments by foreigners be of "significant benefit to Canada."
Significant benefit is assessed in terms of five factors: (1) the level and
nature of economic activity, including the amount of new investment, the
additional process! ng of Canadian products, and export potential; (2) the
degree of participation by Canadians; (3) productivity, industrial efficiency,
technological development, and product innovation; (4) the effect on
competition; and (5) compatibility with other national and provincial economic
policy objectives.
The act requires the screening of takeovers of Canadian firms by
"noneligible persons" (a foreign indivi.dual, a Canadian citizen who has
settled in a foreign country, a foreign government, or a foreign-controlled
corporatfon whether or not incorporated in Canada). The act also requires
screening of new direct investments and expanslons by existing
foreign-controlled firms into new activities, but at the present time exempts
from screening expansions by existing foreign-controlled firms into activities
related to their current business. Noneligi ble persons wishing to invest in
Canada must apply to FIRA, which evaluates investment proposals. Since its
inception in 1974, FIRA has approved more than 80 percent of applications;
however, in some cases it was necessary for a firm to improve (according to
FIRA criteria) its original proposal before submi.ssion of its final
application. l/
During 1980, legislation was proposed which would expand FIRA' s mandate.
As set out in the Governor General's April 14 Speech from the Throne, this
legislation would include amendments to the Foreign Investment Review Act to
provide for performance reviews of how large foreign firms are meeting the
test of bringing substantial benefits to Canada. Particular attention is to
be paid to Canad~_an participation in management and equity, exports generated,
research and development, technology transfer, autonomy of the Canadian
subsidiary, and policies followed by companies in sourci.ng their supplies.
The Speech from the Throne did not define how large f lrms would have to be in
order to be subject to review, whether all existing large firms would be
reviewed or only firms approved since FIRA's establishment, the frequency of
the reviews, or the nature of the reviews. Next, under the legislation, large
takeover bids by foreigners would be published before FIRA makes a decision to
allow or di sallow them. Finally, the leglslation proposes to make financial
assistance, probably through loan guarantees, available to Canadian-controlled
fi nns that want to repatriate the assets of foreign-control led firms in Canada
or that want to compete with foreign firms for the takeover of Canadian
busl ne ss enterprises.
1/ Notes for a speech by the Honorable Herb Gray at a panel discussion on
foreign investment in Cailf1da at the Canadian Bar Association .::inn11.::il m<:>ot-ino

134

In view of this proposed broadening of FIRA's mandate, some concern has
been raised in the United States over what appears to be FIRA's i.ncreasing
tendency to negotiate commitments requiring a foreign firm to source in Cana<ia
a minimum share of total specified materials, components, merchandise, and
services whenever the Canadian goods are competitive or reasonably competitive
in terms of prite, quality, assurance of supply, and so forth. If FIRA is
indeed requiring private companies to give preference in purchases to Canadian
goods, then Canada could arguably be violati.ng its GATT obligations under
article III. l/
Banking in Canada
Institution of floating central bank rate.--On March 13, 1980, the Bank
of Canada put into effect a floating bank rate system pegged to yields on
91-day Treasury bills issued by the Federal Government. The central bank will
set its rate at one-quarter of a percentage point above the weekly average
yield on the Treasury bills. Cana<ia has not had a floating bank rate since
1962.
The floating bank rate is expected to accomplish several things,
according to the governor of the Bank of Canada. For one thing, it will
provide additional flexibility for avoiding any greater increase in short-term
interest rates in Canada than ls necessary to keep Canada's inflation rate j n
check. Secondly, the floating bank rate is expected to attract back to Canada
some of the foreign capital that flowed out of the country when U.S. interest
rates surged above Canadian interest rates. Third, the floating bank rate
will reUeve some of the public relations problems associated with frequent
announcements of bank rate changes.
New Bank Act •. --Follow! ng 3 years of delay and 6 years of review, a new
bank act was passed in Canada at the end of 1980. The new act, which became
effective on December 1, 1980, is the first revision since 1967. Under
Canadi.an law, the bank act is to be revised every 10 years, but the
196 7 act was extended several tlme s when lawmakers were unable to reach
agreement on a new act. In 1967, the key changes were the removal of the
banks' interest rate ceiling, new freedom to make housing loans, and
modification of the banks' reserve requirements.
The 1980 bank act contains four new basic poUcy changes, all of which
were contemplated in the CanacHan Government's 1976 White Paper on banking.
First, the act is desi.gned to increase competition in banking by providing
easier entry of new entities into the banking system. Second, the act
spec if i.cally provides for the entry of foreign hank suhsfdiaries tnto the
Federal banking system, and at the same time Hmiting the role of foreign bank
subsidiaries to insure that the Canadian banking system remains predominantly
in Canadian hands. Third, the act establishes a Canadian payments association
to insure a responsive universal payment system. Fourth, the act is des:f.gned
to strengthen competition in financial markets by extending the powers of
banks to financial leasing, factoring, and venture capital activity. However,
banks are sti 11 limi.ted in the amount of conventional mortgage lending they
can do ln their own name, and they have been kept out of automobile leasing,
computer services, and certain other areas.
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The new legislation will greatly affect the role of foreign banks in
Canada. In the first place, foreign bankers, whi.ch had been operating as
leasing and financing companies, will be permitted to apply for charters and
to establish branches. However, the new legislation will make it virtually
impossible for foreign bank affiliates to operate in Canada except as
chartered banks since a nonbank affiliate of a foreign bank will be prohibited
from engaging in a business of both lending and accepting deposit liabilities
transferable by check or other instrument. Also, the law forbids the
establishment of two separate entities by a single foreign bank i f one of the
entities is engaged in taking deposits and the other entity is engaged in
lending money. The bank act further prohibits a nonbank affiliate of a
foreign bank that engages in the business of banking from borrowing money or
issuing market securities on the guarantee of its parent.
The entry of foreign banks into Canada will generally be determi.ned on a
case-by-case basis according to the following criteria: (1) the potential
contri button the bank can make to comp et i.ti ve banking in Canada, and (2) the
degree of reciprocity afforded Canadian hanks operating in the applicant's
home juri.sdiction. Foreign bank subsidiaries, which are granted authority to
commence and carry on the business of banking in Canada, are subject to
periodic licensing requirements. These licenses are subject to renewal at
least annually for the first 5 years after which time they are subject to
review at least every 3 years.
The new law limits all foreign hanks to an 8-percent share of total
domestic banking assets. The 8-percent ceiling equates to an asset oase of
about $12 billion in 1981, with annual growth of about $1. 5 bi Ilion. In
December 1980 foreign hank affiliates operating in Cana<la had approximately
$9.2 billion in Canadian currency assets. U.S. bank affiliates accounted for
approxi.mately two-thirds of this amount.
Some U .s. bankers have expressed concern that the 8-percent cei li.ng will
not perm.it enough room to grow, especially since banks from ,Japan and other
areas not currently represented will take up a large portion of the
potentjal. One reason for concern is that reciprocity is customarily the
basis for admitting foreign banks !n all countries of the world. With no
legal lending limit for foreign banks, the United States ~as had a more open
market for foreign banks than many other countries, and Canadian and other
foreign bankers have already captured 11 percent of the U.S. market. Indeed,
two of Canada's largest banks--the Royal Bank of Canada and the Bank of
Montreal--are rapidly expanding in the United States and have plans for adding
more than $1 billion each to their U .s. portfolios in 1981. Consequently, the
scope for providing reciprocity through further expansion of Canadian banks
into the United States is somewhat more limited than in other countries where
Canadlan banks have not yet penetrated • .!/
The Foreign Investment Review Act, which requires governmental review and
approval prfor to establishing or substanti_ally changing operations in Canada,
will have no application with respect to foreign bank affi Hates :f.ncorporat ing
as chartered banks under the bank act.

1/ In January 1981, Canadian and Japanese officials signed an agreement in
Tokyo under which 5 of the largest Canadian hanks will be permitted to open
branches in Japan, and Canada will allow an equal mnnber of Japanese banks to
t... .....
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Canad:tan proposals on import policy
In July 1980, the Canadian Government circulated a discusslon paper
proposing changes to Canadian import legislation. The proposals deal with
three broad issues: (1) antidumping and countervailing duties,
(2) safeguards, and (3) responses to actions, policies, or practices of other
governments which adversely affect Canadian trade in goods and services. The
Canadian import legislatlon to which the proposals relate includes the
Ant id umping Act of 1968, the Customs Tarlff, and the Export and Import Permits
Act. If the legislation is enacted, a new act, entitled the Special Import
Measures Act, would replace the present Anti-dumping Act and Section 7 of the
Customs Tariff which deals with countervailing duties. The proposed
legislation makes the following changes in Canadian import policy and
procedures:
(1)

expedites antidumping and countervailing duty investigations;

(2)

terminates antidumping and countervailing duty investigatio~s
if exporters voluntarily increase prices to eliminate the
margi.n of dumping or the effect of the subsidy;

(3)

provides for the establishment of a "basic price" which would
be determined by the "lowest normal price" i.n any supplying
country where normal conditions of competition appear. If
imports are priced below the basic price, an antldumping duty
equal to the difference between the basic price and the export
price would be levied;

(4)

facilitates adding products to the existing import control list
for monitoring purposes, f ollowi.ng a report by the Textiles and
Clothing Board (TCB) or the Anti-dumping Tribunal that imports
of the product are causing or threatening to cause serious
injury to Canadian producers;

(5)

permits extension of the present 180-day time limtt that
surtaxes may stay in effect in cases where the Anti-dumping
Tribunal or the TCB finds sertous injury or threat of serious
injury to Canadian producers;

(6)

permits
product
imports
serious
certain

(7)

provides specific authority for Canada to take safeguard
measures for balance-of-payments purposes; and,

(8)

gives the Government the power to suspend or withdraw rights or
privileges granted by Canada to other countries and to impose
surtaxes, quotas (or a combination thereof), or to impose
countervailing dutles, in cases where i.t is deemed to be
appropriate to respond to actions by foreign governments which
either aff~ct Canad-1.an trade in goods and services or imoair

surtaxes to be imposed after certain quantities of a
have been imported in cases where it is evident that
of a particular product would not cause or threaten
injury unless and until import volumes reached a
level;
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U .s. and Canadian Government officials discussed these proposals on
import policy in Ottawa on September 5, 1980, and subsequently in Geneva on
October 22, 1980. In these di.scussions, the U.s. Government expressed concern
about a number of the proposals. It was the position of the United States
that certain of the provisions proposed for use i.n Canadian antidumping ar..d
countervailing duty proceedings would be inconsistent with Canada's
international obligations under the Agreement on Interpretatlon and
Application of articles VI, XVI, and XXIII of the GATT (the subsidies code)
and the Agreement on Implementation of article VI of the GATT (the antidumping
code). Specific aspects of the Canadian proposals about whi.ch the United
States is most concerned include the proposal for a basic price system, the
shortened time frame for preliminary determinations in dumping investigations
(which can lead to high preliminary margins), the Hmited procedures for
~Jspending antidumping investlgations, and the lack of transparency in the
procedures. No resolution of these issues was reached in 1980, and
discusslons have continued into 1981.
Meat Import Act introduced in Parl.iament
On November 24, 1980, Agriculture Minister Eugene Whelan introduced in
the Canadian Parliament a Meat Import Act (Bill C-46). The act, subject to
parliamentary approval, proposes to regulate imports of fresh, frozen, and
chilled beef and veal. However, it i.s unlikely to receive Royal assent before
the middle of 1981.
The proposed legislation would provide authority to set import quotas on
beef based on the average level of imports in the 1971-75 period. Annual
import quotas have been set administratively during the past 4 years (lq77-80).
Under the Meat Import Act, quotas would be adjusted to reflect c~anges in
beef consumption in Canada and in the level of cows and heifers slaughtered.
The legislation is broadly based on the U.s. Meat Import Act of 1979 i.n that
H is designed to limit imports when domestic beef production is high and to
increase imports when domestic production is low.
Mr. Whelan claimed that the new import control system would serve the
interests of both producers and consumers by helping to stabilize supplies and
prices and· by avoiding the past ad hoc policies of restricting beef imports
that led to uncertainti.es for the Canadlan meat i.ndustry and to Canada's
trading partners.
The draft legislation provides that the import level determined by the
countercyclical formula may be adjusted or suspended depending on any of the
following considerations:
(a) the supply and price of beef and other meats in Canada;
(b) any significant changes in the conditions affecting Canada's trade in·
cattle or beef; and
(c) Canada's minimum access commltment under the GAT'i'. (Under this
international commitment, Canada agreed that beef import quotas
would not drop below 139.2'milli.on pounds in 1980, this level to be
adjusted :f.n subsequent years for changes in populatfon.)
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Canada is the only major beef-importing country without a permanent
import policy with respect to volume and/or price levels of beef imports.
Without an import control policy, Canada feels it is vulnerable to market
distortions caused by beef import control programs in the United States, the
European Counnunity, and Japan. This is of particular concern because of the
development of an international cattle cycle. Production in most
beef-exporting countries has been synchronized, and this has tended to amplify
world beef price and supply fluctuations.
Beef and veal imports into the United States are regulated under the Meat
Import Law. Under & 1979 revision to this U.S. law, the meat import quota
increases in proportion to the decline in domestic production. Conversely,
during the years of herd liquidation, when U.S. domestic supplies increase,
the formula automatically decreases the quota for imports. 1/ The Canadian
Government fears that the effect of the change in the law on Canada may be to
increase imports into the unregulated Canadian market when quotas are filled
in the United States. Since U.S. and Canadian beef production c;·c.les move in
same directions, Canadian beef exports to the United States may then be
reduced at the same time that Canadian production and imports are increasing.
If off shore imports of beef into Canada are not reduced when Canadian
production is high, Canada might shift from exporting beef to the United
States to exporting live cattle, since live cattle are not covered in the U.S.
law. This type of situation has already created difficulties for Canada in
its trade with the United States, and has prompted some U.S. producer groups
to call for import controls on live cattle in addition to the controls on beef.
United States/Canadian bilateral relations
Takeover of Asbestos Corp.--In an effort to create more jobs in Quebec,
the Quebec government decided in 1978 to take over Quebec's second largest
asbestos-mining company, Asbestos Corp. This company, which is 54.6 percent
owned by General Dynamics Corp. of the United States, was selected for
government acquisition because it is the only company engaged solely in
asbestos mining and the only one that is not tied to processing operations
outside Quebec.
Quebec, which has 40 percent of the world's asbestos reserves, has five
foreign-controlled companies operating in the asbestos field. The Provincial
government is concerned that these companies have done little except to mine
the asbestos and to send i t elsewhere for processing. By assuming a direct
role in the industry, the government seeks to encourage greater processing in
Quebec, with a target of 20 percent of asbestos mined in Quebec to be
processed there by 1985, compared with 3 percent in 1978. The P~ovince
estimates that attainment of the goal would create 3,000 jobs.
Originally, the Quebec government planned to buy out the U.S. share of
the company. General Dynamics was not interested in selling and argued that
the sale would not create any jobs. This prompted the Quebec government to
introduce a bill on December 15, 1978, empowering it to expropriate most of
1/ For more information see Operation of the Trade Agreements Program, 31st
report, USITC Publication 1121, pp. 22-23.
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the assets of the Asbestos Corp. The bill, passed in June 1979, left General
Dynamics with the option to sell, and the U.S. company conceded that it would
rather sell at a negotlated fair price than one set unilaterally by the
Province of Quebec.
For a time, the two sides negotiated on a fair price, but the talks broke
down in late 1979 with the two parties far apart on terms. The Quebec
government offered $42 (Canadian) per share on the basis of a formula
incorporating a basic price and the expected increase i. n prof its by Asbestos
Corp. during the next 20 years. General Dynamics rejected this offer,
demanding $99.75 (Canadian) per share.
While the two sides negotiated on price, General Dynamics brought suit in
a Quebec court challenging the constitutionality of Quebec's expropriation
law. In late July 1979, the court ruled that the Quebec government could not
expropriate the firm until the consitutionality of the expropriation law had
been tested by the courts. Hearings on the constitutionality of the
expropriation law began in the spring of 1980.
In early May 1980, after secret negotiations, the Quehec government
reached agreement in principle with a substantially smaller firm,
British-based Turner and Newall Ltd., to purchase an asbestos mine and an
asbestos cement plant in Quebec as well as a building products subsidlary in
British Columbia. The firms being sold by Turner and Newall are Bell Asbestos
Mines Ltd. of Thetford Mines, Atlas Turner Inc. of Montreal, and Turner
Building Products Ltd. of Mission, Bri.tish Columbia. Bell Asbestos accounts
for roughly 5 percent of asbestos product ion in Quebec, compared with more
than 20 percent for Asbestos Corp. The company produces about 70,000 tons of
asbestos a year, of which 37 percent is sold to rlevelopi ng countries and
21 percent to the United States. The agreed price was reportedly
$35.5 milHon (Canadlan).
Quebec ministers hi'nted that the purchase of Bell Asbestos (with mines
contiguous to Asbestos Corp.) removed much of the urgency for acquiring all of
Asbestos Corp.' s operations. However, the ministers said that the Quebec
government still remained determined to acquire some of the assets of Asbestos
Corp.
Meanwhile, a General Dynamics official revealed that the Quebec
government had recently turned down a compromi. se proposal wh i.ch would have
enabled the government to obtain a majority interest in Asbestos Corp. within
5 years. The offer was allegedly rejected "for political motives."
On May 26, 1980, the Quebec Superior. Court announced that it upheld the
const ltutionality of Quebec's laws giving the Province the power to
expropriate the assets of Asbestos Corp. The company appealed the ruling, but
no action was taken during 1980. l/
!/On Mar. 5, 1981, the Quebec Court of Appeal rejected Asbestos Corp.'s
appeal of the lower court judgment upholding the Quebec government's right to
expropdate the U.s .-controlled company's assets in the Pro vi nee. The court
also canceled an injunction that prevented any provincial takeover until a
final court ruling. The company then asked the Supreme Court of Canada for
permission to appeal the judgment, but was denied. On Mar. 31, 1981, the
General Dynamics Corp. indicated that it was preparerl to negotiate the sale of
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The proposed takeover has had a negative effect on Asbestos Corp.'s sales
and prof its. Sales of asbestos fibers, used mainly in the production of
cement, decreased 33 percent to $144.4 million in 1980, compared with sales in
1979. Profits decreased from $17.7 mi.lllon in 1979 to $2.S million in 1980.
U.S./Canadian border broadcasting dispute.--The U.S./Canadian border
broadcasting dispute arose as a result of a 1976 Canadian law (Bill C-58)
which denies an income tax deduct ion to Canadian advertisers who contract with
U.S. television and radio broadcasting stations located near the U.S.-Canadian
border (border broadcasters) for advertising aimed primarily at the Canadian
market. The Office of the United States Trade Representative initi.ated an
investigation under section 301 of the Trade Act of 1974 on September 6, 1978
on the basis of a pet i.tion filed on behalf of 14 te levi. sion licensees. Public
hearings were conducted on November 29, 1978, and July 9, 1980, and
consult at ions with the Government of Canada took place on August 15, 1q79, in
Ottawa.
The goal of the legislation, according to the Canadian Government, was to
keep television advertising revenues within Canada in order to build up the
domestic film and broadcast industries. According to one Canadian witness at
the July 1980 hearings, the U.S. complainants' annual loss attributable to the
tax law represents less than l/200th of 1 percent of annual U.S. television
revenue. Another Canad.fan witness stated that the U.s. complainants were
making much ado about very little, since Canada, besides being America's
largest television programing customer (worth about $60 million to $75 million
annually), provides a massive balance in cultural trade in favor of the United
States. In royalties, copyrights, trademarks, and film rental, he said, the
United States paid Canada $24 million :f.n 1977 and received $409 million.
The U.S. petitioners argued that, although some Canadian broadcasters
have benefited from the law, i.t denies the U.S. border broadcasters access to
a substantial portion of the advertising market in Canada, amounting to
approximately $20 to $25 million annually, to which they previously had
access. l/
Two U.S. senators, Patrick Moynihan and John Heinz, filed statements in
support of the broadcasters' position, and specifically endorsed one of the
broadcasters' proposals--that the United States continue to deny Canada the
relief it is requesting from a U.s. tax law that limits expense deductions for
U.S. delegates attending conventions abroad.
On August 1, 1980, the Presi.dent made the determination re qui red by
section 301 of the Trade Act of 1974 with respect to the case involving border
broadcasting. The President's determination found the Canadian practice to be
unreasonable. He sald "the law, in effect, places the cost of attaining its
objectives on U.$. companles and thus unreasonably and unnecessarily burdens
and restricts U.S. commerce." He, therefore, proposed tax legislation to the
Congress which would mirror the Canadian law (H. Doc. No. Q6-369, September 9,
1980). This legislation would amend the Internal Revenue Code to deny a
1/ According to a study done for the Canadian Government, Canadian
ad;erttsi ng revenues earned by U.s. telev"' sion stations decreased from
$18.9 million in 1975, the last full year before the tax bill went into
effect, ·to $6.S million in 1978. The study estimated that, by 1978, tM.s
revenue was $23 mi.Ilion lo.wer than it would have been jn ::ih!=:i:>nC'P nf thi:> r- .. v
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deduction, otherwise allowable under the Code, for expenses of an
advertisement placed with a foreign broadcast company and directed primarily
to a market in the United States. This restriction would apply only if a
similar deduction is denied to advertisers in the foreign country for the cost
of advertising placed with a U.S. broadcast cqmpany and directed primarily to
a market in the original country. It would, therefore, be applicable to
Canada. The President did not support the proposal to limit tax deductions
for business convention expenses incurred in Canada. The 96th Congress
adjourned without acting on the President's proposal. It was resubmitted to
the 97th Congress in the fall of 1981.
Buy America.--The 1965 Agreement Concerning Automotive Products between
the Government of the United States of America and the Government of Canada
states as part of its objectives that the governments of the United States and
Canada will seek the " • • • creation of a broader market for automotive
products . . . . . and will seek " • • • liberalization of • • • automotive trade
in respect of tariff barriers, and other factors tending to impede it with a
view to enabling the industries of both countries to participate on a fair and
equitable basis in the expanding total market of the two countries." The
Canadian Government maintains that the automobile agreement covers government
procurement of automobiles. In keeping with the interpretation, they have
since 1965 accorded national treatment to u.s.-produced vehicles to be
procured for the Government of Canada. The United States, on the other hand,
has never given national treatment to Canadian-produced vehicles in government
procurement contracts; "Buy America" rules are applied.
In 1978, the U.S. Congress enacted the Surface Transportation Assistance
Act of 1978 (STAA). 1/ The law contained "Buy America" provisions which
required the Urban Mass Transportation Administration (UMTA) to grant money
for urban transit vehicles (railcars and buses) only to States and transit
authorities that accepted bids for equipment that was "substantially" U.S.
made. UMTA interpreted that to mean 51 percent. In addition to its
51- percent component rule, the law requires final assembly of the product in
the United States. 2/
The Buy America provisions have had little impact on Canadian exports of
certain vehicles. For example, Canada has regularly received exemptions, on a
case-by-case basis, from the STAA's Buy America provisions for its exports of
"current look" buses; these buses are no longer produced in the United
States. In addition, Canadian railcars regularly meet or exceed the
SO-percent U.S. content requirement of the STAA. Nonetheless, from the
inception of the STAA, Canada has complained that the "Buy America" provisions
are injurious to its export interests.
1/ Public Law 95-559, Nov. 6, 1978.

2/ As a signatory to the MTN Government Procurement Code, the United States
eliminated the "Buy America" provisions on direct purchases by certain covered
Federal agencies. The Buy America preference is still in effect in the
Surface Transportation Assistance Act of 1978 because (1) the Department of
Transportation is not a covered agency, and (2) the type of assistance given
through the act is Federal grant-in-aid to State Governments, and this type of
aid is not covered by the code. For more background information, see
Operation of Trade Agreements-Program, 31st report, USITC Publication 1121,
PP• 132-33.
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In early 1980, the Canadian Government intensified its efforts to gain a
permanent waiver for Canada from the preferences of the STAA. The U.S.
Government responded that it was willing to consider the possibility of
dealing with Canada's problems with the STAA in the context of an agreement
which would provide reciprocal benefits to the United States. The u.s.
Government suggested that a protocol to the MTN Government Procurement
Agreement might be an appropriate vehicle. In February 1980, Canada proposed
that the two countries remove, on a bilateral basis, any buy-national
preferences on federally-funded programs affecting transportation equipment
including buses and subway cars. The United States did not accept this
proposal on the grounds that it would provide more commercial opportunities
for Canada in the United States, than for the United States in Canada.
Negotiations on the issue continued throughout 1980, but no agreement was
reached.
In spite of Canada's charges that Buy America provisions limit Canadian
opportunities to sell in the United States, a Canadian firm was awarded one of
the largest U.S. contracts given during 1980 for rail transit vehicles. In
July 1980, Bombardier Inc., a Quebec manufacturer of snowmobiles, subway cars,
and diesel locomotives, won a SO-million-dollar contract to buil~ 57 passenger
railway cars for New Jersey's mass transit authority. The contract includes
an option for an additional 58 cars, which, i f exercised, would raise the
total value of the contract to over $100 million. This contract gives
Bombardier a new opening in the U.S. mass transit market.
According to the company president, Bombardier's advanced technology in
the mass transit field was a determining factor. In compliance with Buy
America provisions, Bombardier will establish an assembly plant in the United
States (at Barre 1 Vt.). About 100 U.S. jobs will be created. Also, by
assembling in the United States, Bombardier will reduce customs duties, as
duties on assembled cars are slightly more than two times the duty on
partially assembled railcars. However, the high-technology engineering
portion of the work will be exclusively Canadian, as will be the manufacture
of car bodies. About 400 jobs are expected to be created in Quebec.
Bombardier competed for the contract with Vickers Canada Inc. and the
Budd Co., the only remaining U.S. producer of subway cars. According to press
reports, Bombardier's bid was 6 million dollars higher than Budd's, but the
Budd Co. 'lost the contract when it balked at warranty specifications and the
schedule of progress payments under the contract. The Budd Co. took the case
to court, arid obtained a temporary restraining order preventing the contract
from being awarded _to Bombardier. However, the Budd Co. lost its court case.
U.S./Canadian agreements to lower duties on live cattle.--During the
course of the Tokyo Round of multilateral trade negotiations, the U.S. and
Canadian Governments sought to harmonize import duties on a number of items
with significant two-way trade. One of these items was live cattle between
200 and 700 pounds. However, the U.S. offer of concessions was contingent
upon the completion of successful negotiations with Mexico on the same item,
as Mexico has historically been the principal supplier in this category. When
Mexico decided not to join the GATT, the United States became unwilling to
bind in the GATT the duty on live cattle, though the possibility of an unbound
reduction remained.
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Because the United States had not implemented the duty reduction, Cana~a
implemented its concession on live cattle in June 1980 on a temporary ~asis
(to expire Dec. 31, 1980), and the United States took appropriate steps to
implement its staging of tariff concessi.ons on live cattle in the 200- to
700-pound range. On November 18, 1980, the U.S. Government sent a letter to
the Canadian Embassy acknowledging the U.S. intent to implement a duty
reduction on imports of live cattle retroactive to January 1, 1980, on an
unbound basis. Should the United States increase the r&te of duty above the
agreed level, it was suggested that certain measures would be available to
Canada. Canadian Government officials indicated that the U.S. decision not to
bind the duty was acceptable and, on December 18, 1980, implemented the
Canadian tariff concession on live cattle.
Canada extends coverage on chicken import quota.--On August 22, 1980,
Canadian Government officials announced that, effective October 1, 1980, the
coverage of the Canadian chicken import quota would be extended to include
breaded and/or battered chicken. These quotas, which Canada had establlshed
in negotations with the United States in 1979, were set at 48. S mlllion pounds
for 1980 and 52 million pounds for 1981. Processed chicken was previously not
included in the annual quota and the amount of processed chicken entering
Canada from the United States had risen from 2Q5,000 pounds in 1977 to
2.2 million pounds in 1979. Products scheduled to be included under the quota
are fully cooked chicken parts, breaded chicken, breaded precooked portion
chicken, chicken patties, and fried chicken parts. The Uni_ted States is the
sole supplier of such breaded and battered chicken. The Cana·Han Government
explained that the extended quota coverage was necessary to ensure orderly
marketing and price stability in line with the framework of national supply
management.

Japan
The economic situatlon in 1080
Real growth of the Japanese economy slowed from 6 percent in 1979 to
about 4 percent in 1Q80 as Japan took measures to deal with inflationary
pressures caused by the second oil crisis. Even so, .Japan's growth was the
highest of any of the major industrial countries. Despite flaggl ng personal
consumption resulting from anti-inflation measures, 1980 GNP reached almost
$1,040 bi.llion, reflecting a strong export performance and 1ncreased pri,1ate
capital investment.
The Japanese yen fell steeply relative to the dollar in early 1980,
reaching a low of 264 yen per dollar in Apri_l. During the rest of the year
the yen gained strength, reaching 203 yen p~r dollar by yearend. Appreciation
of the yen reflected steady improvement in Japan's current account deficit
progress at lowering inflation rates, and increased investment in Japanese
financial markets by oil-producing states.
When the year began, .Japanese wholesale prices were increasing at an
annual rate of over 20 percent, consumer prices were ri.sing at an 8 percent
annual rate, and the yen was depreciating rapidly. The Japanese Government
began a program of fisc.31 and monetary restraint that included reduced
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government spending on public works projects and limits on private credit
expansion. The official discount rate was raised to a record high of 9
percent to control inflation and support the yen.
To avoid repetition of the period of double-digit inflation and severe
recession that followed the 1973-74 oil crisis, spring wage :f.ncreases for
Japanese workers were held to about 7 percent, resulting in a decline in real
income and weakening consumer demand. Japanese private industry made
strenuous efforts to improve productivity and conserve energy. Appreciation
of the yen helped to lower import prices. The above factors helped to bring
Japanese inflation under control as wholesale prices stopped rising during the
sunmer and began to decline in the fall. Consumer prices stabilized by
midyear, rising 4.7 percent during January-June but only 1.3 percent during
June-December.
Actions that brought inflation under control contributed to an economic
slowdown during July-December 1980. Private consumption and housing
investment were depressed, and business inventories were rising, although
productfon and employment levels had not yet felt signif:i.cant ill effects.
The Japanese Government shifted policy to counter the trend before the decline
worsened, adopting a more flexible monetary policy, increasing public works
spending, and lowering the official discount rate (in August and again in
November), but the slowdown continued into 1981.
International performance
Balance of payments.--After going into the red in the July-September
1979, Japan's 1980 current account deficit 1/ reached $10.8 billion in 1980,
its highest level in history. Increased oil prices were a major cause of the
deficit; Japan's imports of crude oil rose from $33 bi.Ilion :in 1979 to nearly
$53 billion in 1980, even though the volume of oil imports actually decreased
owing to weak economic expansion and rigorous conservation efforts by private
industry. However, aided by strong export growth and the declining volume of
oil imports, Japan's current account deficit improved throughout the year,
registering a $1.2 billion surplus for the month of December.
Inflows of long-tenn capital, largely resulting from investment of OPEC
surpluses in Japan, helped to moderate the effect of the current account
deficit on Japan's overall ba~.ance of payments. The net flow of long-term
capital into Japan rose from -$12.6 billion in 1979 to $1.8 billion in 1980.
Future oil price behavior wi.11 continue to affect the current account,
but Japan has adapted well to past oil price increases, reducing oil imports
by 10 percent during ftscal 1980. 2/ Japan's Minlstry of Finance forecasts
slightly slower growth for exports-in fiscal 1981 3/ due to slumping world
economies, trade frictions, and appreciation of t~ yen. However, the
Long-Term Credit Bank of Japan predicts that during the second half of fiscal
1981 "Japan's exports are expected to begin recovery on thP. strength of
international competitiveness as Western economies continue to sli.de." 4/
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Merchandise trade with major tradlng partners.--Ja·pan's imports grew
28 percent to $141 billion in 1980, largely due to rising oil prices; imports
from OPEC countries accounted for over 70 percent of the increase (table 10).
Imports from the United States grew 20 percent in 1980, after growing
38 percent the previous year; Japanese imports from other developed countries
increased only 11 percent.
Japanese exports increased 27 percent in 1980, exceeding Sl30 billion by
yearend. Exports to the European Communi.ty showed a large increase
(32 percent), contributing to growing EC-Japanese tension. Japanese exports
to the United States increased 20 percent, or about the same rate as Japanese
imports from the United States.
Japan's merchandise trade balance swung from a surplus of almost
$19 billion i.n 1°78 to a $7 billion deficit in 1979; in 1980, the trade
deficit grew 51 percent to nearly $11 billion. Strong growth in export volume
helped to some extent to compensate for increases in import prices. However,
large oi 1 price increases in the past 2 years pushed growth in the value of
imports well above growth in the value of exports. Japan's OPEC trade deficit
grew 72 percent in 1980, reaching almost $40 billion. Surpluses with EC
countries, the United States, and nonoil-producing developing countries helped
counterbalance Japan's OPEC deficit • .Japan's trade surplus with the United
States grew 20 percent in 1980 after declining 41 percent in 1979. Japan's
1980 trade surplus with EC countries grew 66 percent over what it was in 1979,
surpassing that with the United States by 21 percent.
Most sources indicate that Japan's future trade balance situation wlll be
closely linked to oil price increases. Japanese sources 1/ have predicted
some moderation in Japan's exports, particularly during the first half of
fi seal 1981. 2/ Import growth in value terms will mainly depend on future oi 1
and r.~w materials prices; but Japan made progress during 1980 in energy
conservation, reducing the quantity of oil imports by 10 percent.
Major U.S. exports to Japan in 1980 were seed for planting purposes,
coal, logs, soybeans, aircraft, wheat, cotton, grain sorghum, and aluminum.
Top 1980 U.S. imports from Japan we re motor vehicles, tape recorders,
glass-working machines, and electronic tubes (see appendix tables).
Major policy developments affecting trade
New Foreign Exchange and Foreign Trade Control Law.--Over the last few
years, Japanese authorities have gradually liberalized Japan's exchange
control structure. Recent passage by the Japanese Diet of a New Foreign
Exchange and Foreign Trade Control Law, which became effecti.ve December 1,
1980, continued this trend. Under former laws, all foreign exchange
transact Lons and foreign direct investments in Japan were prohibited except
when specifically authorized by individual cabinet orders or mini steri.al
ordinances.
The new law has made foreign exchange transactions and foreign direct
investment virtually free, at least in principie. The law gives Japanese
residents unlimited freedom to exchange yen for foreign currencies for deposit
1/ Japan's Mini strv of Finance.
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Table 10.--Japanese imports, exports, and trade balances ror selected
countries and country groups, 1978-80
(In millions of U.S. dollars)
Country/region

1978

1980

1979
Imports

5,876
3,182
14,805
7,473
31,336

7,342
4,084
20,465
9,232
41,123

24,534
356
18,597
43,487

36,325
483
26,723
63,532

2,030
1,409
469
3,908
78,731

2,955
1,869
630
5,454
110,108
Exports

Developed countries:
EC----------------------------:
Canada------------------------:
United States-----------------:
Other-------------------------:
Subtotal------------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
Other-------------------------:
Subtotal------------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

Other-------------------------:
Subtotal------------------------:
Total------------------------:

11,097
1,871
25, 112
6,572
44,652

12,685
1,738
26,598
6, 715
47,736

14, 113
639
31,343
46,095

13' 363
841
33,503
47,707

3,049
2,502
1,203
6,754
97,501

3,699
2,461
1,361
7,521

102,964

16,738
2,449
31,905
8,577
59,669
1/

18,903
1,228
34,676
54' 807
5,109
2,795
1,556
9,460

27

130,489
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Table 10.--Japanese imports, exports, and trade balances for selected
countries and country groups, 1978-80 (Continued)
(In millions of U.S. dollars)
Country/region

1978

1979

1980

Trade balance
Developed countries:
EC----------------------------:
Canada------------------------:
United States-----------------:
Other-------------------------:
Subtotal------------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
Other-------------------------:
Subtotal------------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

Other-------------------------:
Subtotal------------------------:
Total------------------------:

5,221
-1,311
10,307
-901
13,316

5,343
-2,346
6,132
-2,517
6,613

-10,421
283
12,746
2,608

-22,962
358
6,780
-15,824

1,018
1,093
734
2,846
18,770

744
592
731
2,067
-7,144

8,862
-2,302
7,338
-1,732
12,166

.

1/

-39,586
289
9,556
-29,741
763
924
886
2,573

27

-10,768

1/ OPEC plus Oman.
2/ Total imports and exports are IMF estimates; subtotals do not add up to
listed totals, because totals include special categories.
Source: Compiled from United Nations Series D trade <lata and Direction of
Trade Statistics, International Monetary Fund.
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(a 3 million yen limit had been in effect previously), allows Japanese banks
to borrow and lend foreign currencies at home and abroad without restrictions,
gives Japanese companies greater freedom to borrow abroad, and eases limits on
foreign ownership of Japanese securities. However, the new law contains a
safeguard clause that provides for limits on capital transactions if Japan's
balance of payments is deteriorating, if there are large fluctuations in the
value of the yen or other currencies, or if large transfers of funds between
Japan and foreign countries adversely affect domestic money or capital markets.
Liberalization of Japanese exchange controls could have important
long-run implications for yen exchange-rate volatility, exchange-rate
management, domestic monetary policy, and the "internationalizati.on" of the
yen. Capital movements, mainly in response to exchange rate differentials,
have amplified the large swings in the value of the yen that have occurred in
recent years. For instance, large movements in interest rate differentials
between Japan and the United States and increased demand for yen-denominated
assets (especially on the part of OPEC investors) have contributed to
fluctuations in Japanese capital flows. Inability to routinely control
capital flows may also make control of the domestic money supply difficult,
especially if extensive exchange market intervention is used to moderate
fluctuations in the yen. However, the liberalization process may enhance the
use of the yen as an international currency, particularly its use as a reserve
currency.
In addition to effects on foreign exchange controls, the new law may have
substantial impact on foreign investment and trade practices in Japan.
Requirements for cert Hying exports and declaring :f.mports through a Japanese
foreign exchange bank were eliminated. But "exceptions" and provisions
allowing government withdrawal under a great variety of circumstances of the
"freedoms" provided by the law have caused uncertainty about whether, in fact,
the measures will produce significant liberalizatlon.
For many years Japan has faced criticism over restrictions on foreign
investment in Japanese firms. Foreign equity participation under the old
guideljnes was generally limited to 25 percent of a Japanese company. In
theory, the new law allows unlimited forei.gn equity partic:f.pation in all
Japanese firms except those on an "exceptions list" of vital :f_ndustrie s.
Japanese authorities have stated that "the current legal system of pro hi bi tion
in principle shall be altered to one of freedom in pdnciple," but a Japanese
Finance Ministry official has said that "rwle should not expect any dramatic
or sudden changes. It wi 11 take time for the principle of freedom to
gradually expand." 11
Policy developments re lated to MTN :l.mplementation.--By January 1, 1981,
Japan had begun implementing the tariff concessions and the six agreements on
nontari ff measures negotiated during the Tokyo round of Multllateral Trade
Negotiations. Japanese tariff concessions reduced duties by an average of
46 percent on 2,600 industrial goods categories imported from the United
States. Japan also made important agricultural concessions, expanding the
quota on high quality beef by 6,800 metric tons to 16,800 metric tons and the
quota on oranges by 30,000 metric tons to 45,000 metric tons. By 1983 the
quotas are scheduled to expand further to 30,800 metric tons on beef and
82,000 metric tons on oranges.

149

On June 2, 1979, the United States and Japan issued a joint statement on
the MTN Government Procurement Agreement and other MTN-related matters. 1/
Subsequently, during 1979 and 1980, the two countries held consultations-that
led to negotiated settlements of the issues left ·pending in the June 2
agreement.
Consultations on the MTN Government Procurement Agreement and on access
for U.S. producers to Japanese tobacco markets, pursuant to the joint
statement, were favorably concluded in 1980. The June 2 joint statement also
specified that, as part of implementation of the MTN Agreement on Technical
Barriers to Trade (Standards), Japan and the United States would negotiate an
accord on Japan's testing and certification procedures prior to January 1,
1980. A U.S.-Japanese joint statement on standards was issued on December 7,
1979, 2/ and consultations under that accord were held during 1980.
Government procurement.--A dispute over whether and to what degree
the Japanese company Nippon Telegraph and Telephone Public Corp. (NTT) would
be subject to the Government Procurement agreement was a major trade issue in
1980. NTT, which has absolute authority over procurement for the domestic
Japanese telephone and telecommunications network, maintained that foreign
equipment was inferior in performance to Japanese-made equipment and that
opening the bidding process to foreign suppliers would allow proprietary
information to become public. The United States insisted that NTT procurement
of telecommunications equipment should be brought under the terms of the
Government Procurement agreement, and that the United States be allowed to
have access to the entire Japanese telecommunications market. A compromise
solution was reached in December 1980. The agreement is discussed in more
detail in chapter II of this report.
Tobacco.--The Japanese tobacco industry is controlled by the
Japanese Tobacco and Salt Public Corp. (JTS), which administers pricing,
distribution, marketing, and advertising of domestic and imported tobacco in
Japan. U.S. objections to Japanese restrictions on imported tobacco have been
the subject of two investigations under section 301 of the Trade Act
of 1974, 3/ a complaint under provisions of the GATT, 4/ and a "&tatement of
principles" in the December 1979 joint statement on standards.
1/ See Operation of the Trade Agreements Program, 31st report, USITC
Publication 1121, P• 143, for a description of the joint statement of June 2,
1979.
!:} For a description of the Dec. 7, 1979 joint statement on standards
see Operation of the Trade Agreements Program, 31st report, ibid., p. 144.
3/ Ibid., p. 19.
4/ Ibid., p. 74 and chapter II of this report.
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On November 21, 1980, after nearly 2 years of difficult negoti.ations,
Japan announced a series of steps designed to allow greater market access to
U.S. producers of manufactured tobacco products. Japan agreed to reduce the
tariff on cigarettes, cigars, and pipe tobacco; allow an increase in
retailers' profit margins on imported tobacco products (designed to equalize
retailers' profit margins on imported and domestic tobacco products); take
measures to reduce the pri.ce differential between imported and domestic
cigarettes; increase the number of retailers which may handle imported tobacco
products; improve test-marketing procedures for tobacco imports; and permit
U.S. companies to advertise in Japanese language media for the first time.
Japan and the United States agreed to establish a study group to assess
the market situation of manufactured tobacco products in spring of 1983. U.S.
tobacco producers estimated that the measures would likely j_ncrease the U .S •
share of the Japanese market for manufactured tobacco from 1 percent to about
5 percent.
Standards.--On January 1, lq80, the MTN Standards agreement entered
into force. In March, thP .Japanese Diet revised the Japanese Inciustrial
Standards Act to bring it into comformity with the agreement, and on April 23,
1980, the Diet ratified the Standards agreement, maklng its provisions part of
Japanese law.
The purpose of the Standards agreement is to eliminate the use of
standards and certification systems as an impediment to trade. To bring
.Japanese legislation into conformity wi.th the agreement, in March 1980 the
Diet approved legislation to open the Japanese Industrial Standards Mar 1dng
System (the J1S Marking System) 1/ to foreign manufacturers. "Although J1S
marks are entirely voluntary and-not required by law, in practice many
(Japanese) government agencies regard them as mandatory for procurement and
regulatory compliance." 2 I To receive permission to use the JIS stamp,
foreign or domestic fact~ries must be inspected by the Minister in charge of
the appropriate product area or his designated representative. The interval
for periodic review of Japanese Industrial Standards was increased from 3 to
5 years to bring Japanese practice into conformity with international
standards.
In May 1980, after Aprl l consul tat ions with the United States on auto
issues, Japan presented a package of measures designed to facilitate entry of
U.S. automobiles and auto parts into the Japanese market. Included in the
package were measures for liberalized standards and inspection procedures.
The measures included more liberal requirements for test equipment and
procedures, certification of date of manufacture, catalytic converter
replacement, heat shielding, digital speedometers, documentation, and use of
representative vehicles in automobile inspections.
1/ The JIS Marking System was estabHshed hy the .Japanese Industrial
St;ndards Act to authorize manufacturers that are specifically approved by the
relevant Minister to stamp the JIS mark on commoditi.es that meet Japanese
Industrial Standards.
~ Report of the Japan-United States Economi.c Relations Group, The JapanUnited States Economic Relations Group, January 1980, p. 59.
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Japan and the United States held bilateral discussions during 1980 on
measures taken by Japan to fulfill cotmnitments made in May concerning
automobile standards-related issues; implementation of the Standards
agreement; the December 7, 1979, joint statement on standards; and
product-specific areas of agricultural chemkals, !/ processed foods, and
cosmetics.
On December 19, 1980, as part of the agreement on placement of Nippon
Telegraph and Telephone Public Corp. (Japan's Government-owned
telecommunications company) under coverage of the MTN Government Procurement
Agreement, Japan and the United States initialed an "interconnect" agreement
designed to reduce technical barriers to trade in the telecommunications
industry. Such an effort was called for in the June 2, 1979, joint statement
made by Japan and the United States. The agreement, which is designed to
improve mutual understanding of technical standards in telecommunications
industries in Japan and the United States and access to one another's markets
for telecommunications products, is described in chapter II of this report.
In bilateral discussions on standards held in early 1981, a U.S.
representative summarized in general terms the major remaining standardsrelated issues that affected U.S. manufacturers. These were access to
information, acceptance of test data generated in the United States,
consideration of the equivalency of U.S. standards to Japanese standards,
procedures for obtaining official approval, and the a bi 1 ity to appeal
decisions. Negotiations on these matters were scheduled to continue during
1981. More specific standards-related topics that required continuing
consultations were technical discussions on processed foods, cosmetics, and
standards of the American Society of Mechanical Engineers (requested by
Japan). Consul tat tons wi.11 also continue on automobile standards and the
interconnect agreement on telecommunications equipment standards. U.S.
negotiators noted that the interconnect agreement was a very important area in
current standards negotiations and asked to be provided with a H st of NTT' s
implementation measures. They also asked for information on Japanese progress
in establishing type-approval 2/ procedures for U.S. products. Japanese
representatives said that NTT was working with the U.S. embassy on plans for a
seminar to be held in the spring of lq8l to make U.S. firms familiar with
Japanese technical requirements.
Bilateral issues and policy developments
The Joint U.S .-Japan Trade Fac.ili tat ion Committee .--The Joint U.s .-Japan
Trade Facilitation Committee (TFC) was estabHshed in September 1977 by the
U.S. Department of Commerce and Japan's Ministry of International Trade and
Industry (MITI). The TFC provides a forum for resolving U.S. exporters'
complaints about Japanese trade practices or procedures that impede market

lf The talks led to an agreement by Japan to accept U.S. test data for
agricultural chemicals on a case-by-case basis until Japan is able to
implement its Good Laboratories Practice (GLP) System.
~ Approval of a group of similar products based on a sample.
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access for U.S. products 1/ and participates in other trade promotion
activities. Many major bilateral issues were first highlighted in market
access procedures under TFC auspices. Among these were procurement policies
of Nippon Telegraph and Telephone Public Corporation; restrictions on tobacco
imports of Japan Tobacco and Salt Public Corp. (JTS); Japanese requirements
for testing and approving U.S. electrical appliances and pleasure boats;
inspection and registration procedures for imported passenger cars and trucks;
and standards-related problems in the areas of agricultural chemicals,
processed foods, and cosmetics.
As of December 1980, a total of 93 market access complaints by u.s. firms
had been brought to the Commerce TFC staff for investigation. By early 1981,
22 cases had been formally presented to the Japanese side of the TFC for
relief; of these, 18 were favorably resolved, 1 was denied, and 3 remained
under consideration. A number of other cases were resolved informally without
the need to raise them to the level of formal TFC cases.
In the past year,
the TFC has emphasized large-scale generic cases covering the problems of
entire industries. Because these generic cases often subsume a number of
individual cases, there has been a dropoff in individual case activity.
Generic cases sometimes involve bilateral consultations on various trade
policy issues, and are pursued "in conjunction with officials from USTR 2/ and
those involved with MTN followup." ~
In 1980, the TFC provided staff support for generic market access cases
involving issues related to the December 7, 1979, joint statement on
standards. Standards-related bilateral consultations on agricultural
chemicals, processed foods, and cosmetics were initiated with Japan as a
result of TFC work in developing generic cases in these areas, and the TFC
contributed further work in support of the consultations.
In another generic case, after two years of TFC efforts, on December 26,
1980, Japan's Minister of Posts and Telecommunications announced eased
restrictions on access for U.S. companies to Japanese computer timesharing
markets. The new rules allow U.S. companies to offer Japanese customers
access to their full range of U.S.-based computer centers. Under the previous
rules, each u.s. firm could offer services from a single center only, which
severely restricted operations in Japan; one u.s. company estimated that
restriction to one data-processing center had limited its business volume to
10 percent of potential service. 4/
As part of an effort to significantly increase purchases of u.s.-made
automobile parts by Japanese companies, the Japanese Government sent an
automobile parts buying mission to the United States in September 1980. 5/
The TFC has set up a 2-year mechanism to monitor the results of the mission
and to provide a forum for considering problems.
1/ For a description of the types of trade impediments brought to the
attention of the TFC see Operation of the Trade Agreements Program, 31st
report, USITC Publication 1121, p. 147.
2/ Office of the United States Trade Representative.
3/ United States-Japan Trade Report, Subcommittee on Trade of the Committee
on-Ways and Means, Sept. 5, 1980, p. 19.
4/ Ibid., p. 18.
S/ See ch. I of this report.
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U.S.~Japan

Trade Study Group.--The United States-Japan Trade Study Group
(TSG), organized in fall 1977, is a bilateral group of volunteers from the
U.S. and Japanese Governments and business communities in Tokyo. From its
location in Japan, the TSG works in conjunction with the Trade Facilitation
Committee, pursuing broader trade issues connected with specific problems
before the TFC. The mission of the TSG is to identify and analyze barriers to
trade with Japan, to recommend methods to remove trade barriers, and to
encourage efforts by U.S. companies to gain a position in the Japanese market
through trade promotion programs. The TSG is composed of four committees: a
Generic Program Commi.ttee (GPC), a Products Program Committee (PPC), and two
committees which deal with TSG communications with business communi. ties and
trade promotion activities.
In April 1980 the TSG released a report on its activities. The report
concurred with the "Wisemen' s Group" report (see next section) about basic
structural problems that inhibit U.S. exports to Japan, stating that "total
eliminati.on of nontariff barriers would not have a dramatic effect on
U.S .-Japan trade" and that "there are more fundamental and difficult steps to
be taken to reduce the trade imbalance, particularly on the side of the United
States." The report also asserted that "any long-term improvement in the
bilateral trade imbalance will depend more on improved performance by both
U.S. business and government in promoting exports than on the removal of
remaining Japanese nontariff barriers."
The Group's Generic Program Committee was directed to concentrate on
nontariff barriers which are not specific to any one product category. The
GPC has centered attention on technical barriers to trade and customs related
problems, with particular emphasis on Japanese compliance with MTN agreements
on Technical Barriers to Trade and Customs Valuation. 11
The GPC section of the TSG report suggested that U.S. businessmen should
make an effort to join the Japanese industrial associations that Japanese
standards-setting ministries rely on for recommendations. 2/ The report
mentioned that .. the Japanese government bas recently made several changes in
standards-writing procedures to make it easier for foreign companies to
participate in or comment on the (standards-writing) process."
The TSG Products Program Committee (PPC) concentrates on market access
issues dealing with specific product areas. Task forces have been established
for agricultural chemicals, electrical appliances, processed foods,
automobiles, health care products, and forest products. The TSG report
outlined past MIT! changes on standards-related requirements for electrical
appliances. 'J}

1/ Japanese implementation of the MTN agreements is d:J.scussed in ch. II of
this report.
2/ For example: The Japan Society of MechanJcal Englneers ( JSME), the Japan
So~iety of Automobile Engineers (JSAE).
'J} See Operation of the Trade Agreements Program, 31st report 197 9
• ,
USITC Publication 1121, p. 148.
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~---Japan's subsidhed rice exports became an important bilateral
trade issue during 1980. A huge rice stockpile in Japan has resulted from
domestic price supports, which are set at four to five times the world price
for rice. In 1979, Japan began a rice <lisposal program using export subsidies
to dispose of large quantities of stockpiled rice. In the past, Japan has
sold li.ttle or no rice on world markets, but in 1979, Japanese rice sales rose
to 575,000 metric tons, 5 percent of world trade in rice.

The United States i.s the world's largest rice exporter, and during 1979
U.S. rice producers began complaining vigorously that subsidized Japanese
sales were cutt:f.ng into their traditional markets, displacing U.S. rice export
sales, and depressing world prlces. In Apri 1 1980, one week before scheduled
bilateral discussions on rice, the U.S. Rice Millers' Association filed a
complaint under secti.on 301 of the Trade Act of 1974 asking that the President
seek elimination of Japanese export subsidies for. rice.

~

After holding bi.lateral consul tat i.ons in Apri 1 1980, .Japan and the United
States reached an understanding concerning Japan's rice export levels for
fiscal years 1980-83. 1/ Japan agreed to limit its exports of surplus rice to
:~r,
a total of 1.6 million-metric tons during the 4-year perjod. Rice exports in
l the current fiscal year (April 1980-March 1981) were to be held to 420,000
metric tons, the following year to 400,000 metric tons, and the subsequent two
years to 390,000 metric tons each. Stricter limits were placed on countries
which the United States traditionally supplies with rice, such as South Korea
and Indonesia. Provision was made for expanded grant aid shipments when
necessary, and Japan agreed to hold technical consultations with the United
·1 States on the basis for pricing Japanese rice for export. The Rice Millers'
J Association withdrew its complal nt soon after this understanding was reached.
·~
1i~
In 1980 (calendar year) Japan exported 640, 000 metric tons of rice
Jj (624,000 metric tons during AprU 1980-March 1981), exceeding agreed
limitati.ons. After bilateral consultations, the United States agreed to allow
i;J sale of 88,000 metric tons of rice to South Korea to be exempted from the
';~ FY 1980 ceiling because of exceptional circumstances. U.S. rice growers
'1 complained about the expanded shipments and requested stricter adherence to
.] limits specified in the understanding.

;
'IJ

Ij"'~

"Annual talks wi 11 be held to determlne the export volume for every year
after 1980 and to estimate the world's supply-demand situation. tf the United
States-Japan 'understandj_ng' is followed, the United States agreed not to
:~ enforce 'reprisals' against Japan as demanded by U .s. rice millers." 2 I

-

'

Agricultural consultations.--"Consultation and exchanges of information
on the supply and demand situation for agricultural prooucts that figure in
bilateral trade" were called for by the Carter-Ohira May 2, 1979, communi.que
mentioned earlier. Thus, in December 1980, the United States and Japan held
thei.r second annual round of bilateral consultatlons on agricultural issues.
The supply-demand situation and trade outlook for the coming year for feeo
grains, soybeans, and wheat (the major conunodities in bilateral agricultural
trade) were discussed. The tightening world grain supply-demand situation has
1/ Apr. 1-Mar. 31 ts the .Japanese fiscal year.
United States-Japan Trade Report, Suhcommittee on Trade of the Committee
on Ways and Means, U.S. House of Representatives, Sept. 5, 1980, p. 60.

IJ
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led Japanese Government officials to express interest in replacing the 3-year
bilateral understanding on feed grains, wheat, and soybeans that expired in
1978. However, no substantive discussions on a new understanding were held
during the consultations due to the pending change of administration in the
United States. After discussing Japanese requirements, the u.s. delegation
assured Japan that its needs for feed grains, wheat, and soybeans in the
current marketing year would be met.
Leather.--In February 1979, Japan and the United States reached an
understanding on easing Japanese restrictions on imports of u.s. leather for
the 3-year period beginning April 1, 1979. Japan agreed to enlaLge its quota
of dollar-denominated import licenses to permit entry of 22.5 million square
feet of leather from the United States during the year ending March 1980, with
a 10 percent increase in each of the next 2 years.
Following the understanding, USTR 1/ suspended review of a petition filed
in August 1977 by the Tanner's Council of America under section 301 of the
Trade Act of 1974, and the United States withdrew a GATT complaint about
Japan's quantitative import restrictions on leather. !:J
During the first year of the agreement, U.S. exports of leather to Japan
fell to 3.9 million square feet from 5.4 million square feet the previous
year. In July 1980, President Carter r~quested that USTR seek measures from
the Japanese Government to ensure full implementation of the 1979 bilateral
understanding. 1J
During April-December 1980, the United States exported only 24.6 percent
of the Japanese FY 1980 4/ quota for U.S. leather specified in the agreement.
USTR sources reported that the high price of u.s. leather relative to Japanese
leather, caused by high Japanese import duties on leather 5/ and
transportation costs, raise the price of u.s. leather above comparable
Japanese leather. Japanese wholesalers stated that Japanese tanners put a
finer finish on leather than American tanners. They claimed that with
transportation costs and the duty, U.S. tanners are not competitive in many
lower grades of leather and that they are incapable of producing the high
quality, fine grades of more expensive leathers. Slow growth in Japanese
demand for leather footwear in recent years has also depressed u.s. leather
exports to Japan. Contact with Japan on implementation of the l~ather
understanding was scheduled to continue during 1981.
1/ Office of the United States Trade Representative.

21 See Operation of the Trade Agreements Program, 31st report, USITC
Publication 1121, p. 72.
'}_/ For more information on the Strauss-Ushiba Agreement signed in
January 1978, see Operation of the Trade Agreements Program, 30th report,
USITC Publication 1021, 1979, P• 83.
4/ April 1, 1980-March 31, 1981.
~/ The effective rate of duty on 1980 imports from the United States of
bovine dyed, colored, stamped, or embossed leather was 21 percent, on bovine
leather n.e.s. 164 percent, and on semi-tanned leather 232 percent.

. 157

Forest products.--The 1978 Strauss-Ushiba Agreement 1/ directed that
action be taken to expand and upgrade U.S. forest products exports to Japan.
A United States-Japan Forest Products Committee was formed to resolve
trade-inhibiting standards problems that have limited U.S. lumber exports. A
central issue has been the large quantity of logs exported to Japan in
contrast to the small amount of finished lumber.
The Forest Products Committee met in December 1980. Progress toward
improving the product mix of forest products trade to include more lumber was
discussed. After the meeting, the U.S. delegation stated that although a
"modest shift in product mix" toward increased finished lumber exports
relative to log exports had occurred during 1980, most of the change could be
explained by a sharp decline in Japanese housing construction that lowered
demand for U.S. logs. Referring to Japanese efforts to promote Gomestic use
of the platform frame construction method to facilitate exports of U.S.
lumber, U.S. representatives said that although Japanese efforts were
praiseworthy, the measures had little, if any, impact on trade flows during
1980. U.S. representatives further stated that "U.S. companies now believe
that the major possibility for growth in U.S. lumber exports lies in producing
to Japanese standards." Japanese representatives were concerned about
proposed U.S. measures to limit log exports; the U.S. lumber industry,
particularly in northwestern States, has advocated limiting log exports to
Japan to promote increased lumber exports.
In early 1981, Japan called for a SO-percent cutback in log and lumber
imports during 1981. As a reason for the action, Japanese authorities cited a
sharp decline in Japanese housing construction.
Mexico
In March 1980, the administration of President Lopez Portillo released
its Global Development Plan (PGD), which establishes goals and policies for
the Mexican economy in 13 sectoral areas. The PGD embodies the economic
objectives that Mexico's planners believe can be attained during the remainder
of President Lopez Portillo's term, which will expire on December 1, 1982.
Mexico's development policy provides for using the country's oil output
to (1) meet domestic requirements, (2) provide revenues for investment in
various industries and in infrastructure development, and (3) generate export
earnings to improve Mexico's balance-of-payments position. The rGD envisages
that oil revenues available for investment and development will be equivalent
to 40.4 billion U.S. dollars during 1980-82.
The following table compares the average rates of real growth experienced
by major economic sectors in 1977-79 with the PGD's initially proposed
averages for 1980-82.
1/ For more information on the Strauss-Ushiba Agreement signed in
January 1978, see Operation of the Trade Agreements Program, 30th report,
USITC Publication 1021, p. 83.
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Table 11.--Mexico' s average rates of real growth of gross domestic products
by economic sectors in 1977-79, and projected rates for 1980-82
Average rate of real growth
Item
1980-82
(projected)

1977-79
(actual)
Total Gross Domestic Product-------------:
Agriculture------------------------------:
Forestry---------------------------------:
Fishery--------------------------------·--:
Mining-----------------------------------:
Petroleum and petrochemicals-------------:
Manufactures-----------------------------:
Construction-----------------------------:

6.1
2.6
5.9
6.1
2.1

8.0

4.0
5.6
q.4
6.8

4.9

4.0

Electricity--~---------------------------:

7.0
7.5
8.8

10.0
11.1
10.7

Commerce---------------------------------:
Communications and transportation--------:
Tourism and recreational services--------:
Other services---------------------------:

4.7

6.7

8.1
5.5
5.5

9.5
7.8
6.0

Source:

U.S. Embassy in Mexico, Oct. 20, 1980.

Virtually all of the targeted rates of growth are relatively high.
Moreover, there are only two sectors--forestry and petroleum/petrochemicals-where the average growth rates projected for 1980-82 are lower than those
experienced in 1977-7 9.
The economic situation in 1980
Major domestic economic developments .--In 1980, the annual real rate of
growth of gross domestic product was 7 .4 percent; on a per capita basis, i.t
was 4.5 percent. The general index of industrial productlon was 8.0 percent
higher than in 1979. The 1980 lndex of petroleum production was 17. 8 percent
higher than in 1979; that for the production of petrochemicals, 12.0 percent
higher.
In recent years, the expansion of petroleum output has been accompanied
by a boom in Mexico's exports and imports. In U.S. currency, the value of oil
exports rose from less than one-half billion dollars in 1975 to more than $9
billion in 1980. In spite of this export growth, Mexico's deficit on trade in
goods and services has been growing, and part of the deficit has been financed
by foreign borrowing.
As a result of rapid expansion of the national economy, bottlenecks--most
acute in transportation--have occurred or have become aggravated, and they are
stimulating the rate of inflation. Another factor that is contributi.ng to
inflation is the high growth rate of the money supply.
The vigorous growth
t~at occurred during the 1970's continued in 1980.
In the latter year, the
money supply grew at a rate of 38 percent compared with 35 percent in 1979.
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The monetary authorities attribute the high growth rates of the money
supply to the boom in the economy. In the preamble to the Federal Revenue
Bill for 1980, the Minister of Finance and PubHc Credit stated that Mexico
tries to prevent the creation of excess liquidity i.n order to restrain
inflation, but that credit is needed to sustain economic growth. Through its
selective credit policy, the Bank of Mexico (the central bank) channels funds
to sectors that enjoy higher levels of priority for development, and/or which
are the greatest contributors in combating inflation. Among the economic
sectors that have high priority are agriculture and agri-industry, capital
goods, small- and medium-scale industry, tourism, exports, and "social
int ere st housing·" 11
For about 22 years, the Government of Mexico ma:tntained a rate of
exchange of about 12.5 pesos per U.S. dollar. In 1976, the flight of capital
from Mexico became so severe that, by August, the Government no longer was
able to support the peso-dollar exchange rate. 2/ With suspens:f.on of the
Government's intervention in foreign exchange m;rkets, the value of the peso
declined precipitously, from $0.0800 (12.5 pesos per dollar) to $0.0501 (19.95
pesos per dollar) by the end of 1976. The decline continued in 1977 to a
value of $0.0443 (22.736 pesos per dollar) by the end of the year. Since
then, the peso has experienced frequent mini devaluations. At the end of
1980, the peso was worth $0.0430, about 2 percent less than at the end of 1979.
Following the large devaluation of 1976, the Government of Mexko was
able to dampen the decline in the dollar value of the peso by securfng loans
from the International Monetary Fund, the U.S. Government, and other sources;
by restoring the confidence of domestic and foreign commercial and financi.al
interests; and by the discovery of large deposits of oil. In 1980 and the
immediately preceding years, Mexico was able to avoid floating the peso, and
its central bank (Banco de Mexico) apparently wlll continue to defend the peso
as long as its foreign exchange reserves and access to credit pennit. The
following tabulation shows the number of pesos per dollar and the dollar value
of the peso, at yearend as, indicated:
Year

Pesos per
dollar

1974----------------------------12.500
1975----------------------------12.500
1976----------------------------19.950
1977----------------------------22.736
1978----------------------------22.724
1979----------------------------22.803
1980----------------------------23.256

Per peso
$0.0800
.0800
.05013
.04398
.04401
.04385
.04300

lf "Economic Polley for 1980/Ministry of Finance and Public Credit, Ministry
of Programming and Budget," Comercio Exterior de Mexico (Engl:f.sh ed.), March
1980, p. 73.
2/ The flight of capital was induced by anticipation of devaluation of the
pe';°o. When devaluation occurred, the outflow of capital was stimulated again.
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Downward pressure on the U.S. dollar value of the peso is attributable in
part to Mexico's having rates of inflation that have been and still are higher
than those in the United States, which dominates Mexico's foreign trade. In
1980, for example, Mexico's consumer price index was 26 percent higher than it
was in 1979. In the Uni.ted States, durlng the same period, the Consumer Price
Index increased by 14 percent. Mexico's wholesale price index advanced by 24
percent compared with an increase of 14 percent in the equivalent U.S. price
index of the United States.
Preliminary results of Mexico's 1980 National Census indtcate that, as of
June 1Q80, the population was almost 68 million persons and that it was
growing at the rate of 2.9 percent per year. In his State of the Nation
Report to the Mexican Congress, September 1, 1980, the President of Mexico
indicated that " • • • the equivalent of the entire population of Mexico of
just 10 years ago is being supported by 19 million persons." 1/ Estimates of
the percentage of Mexico's labor force that is unemployed or ;;nderemployed 2/
range from 40 percent to 50 percent. A Mexican Government official has stated
that 800, 000 new jobs were generated in 1980, and that the number of persons
unemployed or underemployed was reduced by 250,000.
At the same time that Mexico is experiencing high unemployment, it is
also experiencing shortages of management personnel, electronics engi.neers,
computer programers, bilingual secretaries, machine tool mechanics, draftsmen,
agronomists, and skilled personnel in other occupations. 1J
Mexico's value-added tax (VAT).- The VAT went into effect on January 1,
1980. It replaced a large number of taxes, most notably the mercantile tax,
which had been levied (generally at a rate of 4 percent) at successive levels
of distribution. Thus, by the time goods were sold to consumers, the
mercantile tax had had a cumulative effect. Although certain goods were
exempt from the mercantile tax, the Federal authorities felt that the
mercantile tax bore too heavily on low-income individuals and households and
that it was too easy to evade. In its last year, although the mercantile tax
had a 4-percent general rate, certain goods and transactions were subject to
rates ranging from 5 to 35 percent.

lf "Fourth State of the Nation Report", Comercio Exterior de Mexico
(ETiglish ed.), September 1980, p. 321. This statement indicates that in
mid-year 1980, the number of persons unemployed, underemployed, or not in the
labor force, amounted to 49 million, a number equivalent to Mexico's total
population in mid-year 1970.
2/ In the Mexican economic setting, "underemployment" applies to seasonal
workers; part-time workers; workers employed in organizations that are
overstaffed, with an adverse effect on productivity; and workers earning a
precarious living in scavaging operations. For a longer description, see
Weil, Thomas E., et al, Area Handbook for Mexico, American University, l<J7S,
PP• 46-47.
3/ Quintanilla, Cecily, "In the Labyrinthine Byways of Service and
co;"pensatfon, it's Tough to Find the Man You Want--and be Sure he Wants You,"
Mexican-American Review, October 1980, p. 9.
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The value added-tax rate is 6 percent in border areas and 10 percent
elswhere. As the name of the tax indicates, the VAT, in effect, is based on
the value added to the product by the supplier. In contrast to the practice
under the former mercantile tax, when a firm pays a VAT to a supplier, it
receives a credit of equal amount to be deducted from the VAT chargeable ac
the next higher level of sale.
VAT is applicable to a wide range of goods and services. However, in
order to reduce the impact of VAT on lower income groups, many items were
exempt at the very outset, including some food products, residential rents,
reading materials, and school tuitions. As the year progressed, additional
items were exempted from the tax. Effective when the VAT was 1 year old, all
food products were made exempt from the VAT.
VAT is applied to certain services not previously taxed. For example, it
is levied on 80 percent of the rental on commercial property, and on interest
received by nonbanking mortgage institutions. VAT is producing substantially
more revenue than had been anticipated. Whereas the former mercantile tax
generated 73 billi.on pesos during 1979, it is estimated that VAT produced 115
billion pesos in 1980, and is predicted to yield 157 billion pesos in 1981.
Some analysts contend that VAT is responsible for between one-fifth and
one-third of Mexico's inflation. Officials of the Mexican Government counter
that many factors are causing inflation, and that price increases for exempt
products have been as large as for those subject to VAT. An American business
periodical has reported, however, " • • • most of the prices that should have
come down with the removal of VAT have stayed exactly as they were, unless
they have gone up•" 11
International economic performance
Mexico's current acount deficit.--Mexico has experlenced a current
account deficit for many years. The deficit was equivalent to -S2.9 billion
in 1974, -$4.l billion in 1975, -$3.4 billion in 1976, -$1.8 billion in 1977,
-$2.7 billion in 1978, -$4.9 billion in 1979, and -$6.6 billion in 1980. In
1974-79 (and probably, 1980) Mexico experienced a deficit in both its balance
of merchandise trade and its services balance.
Merchandise trade with major trading partners.--In 1980 both imports and
exports were almost 2.6 times as large as they were in 1978. Data published
by the International Monetary Fund show that the value of Mexico's imports
increased from $7.6 bi.Ilion in 1978 to $12 billion in 1979, and to
$19.S billion in 1980 (see table 12). Exports increased from $6.0 billion in
1978 to $9.0 billion in 1979, and to $15.3 billion ln 1980. Mexico's balance
of trade was negative in each year, and worsened from $-1.6 billlon in 1978 to
$-3.1 billion in 1979, and to $-4.2 billion in 1980.
1/ "Inflation Could Dash Mexican Oil Hopes," Journal of Commerce, Jan.
16';° 1981.
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Table 12.--Mexican imports, exports, and trade balances, w1th major trading
partners and with the world, 1978-80
(In millions of U.S. dollars)
Country/region

1978

1979

1980

Imports
Developed countries:
EC----------------------------:
Canada------------------------:
Japan-------------------------:
United States-----------------:
Al.l developed countries-------:
LDC's:
OPEC--------------------------:
All LDC's--~------------------:
NME's
China-------------------------:

u.s.s.R-----------------------:

All NME's---------------------:
Total for identified
countries/regions-------------:
Total---------------------------:

1,399
126
609
'~' 564
7,038

1,951
198
790
7,559
11,112

1,039
12 ,814
17,8t;4

43
457

74
826

58
1,027

30

43

4

1

62

97

69
13
275

7,557
7,561

12,035
12,087

19,166
19,529

..
Developed countries:
EC----------------------------:
Canada-------·- ------ ----------:
Japan-------------------------:
United States-----------------:
All developed countries-------:
LDC's:--------------------------:
OPEC--------------------------:
All LDC's---------------------:
NME's---------------------------:
China-------------------------:

u.s.s.R-----------------------:

All NME's---------------------:
Total for identified
countries/regions-------------:
Total---------------------------:

2,680
371

Exports

--------------------------------------------342
62
200
4,057
4,867

512
75
248
6,252
7,608

1,003
163
563
9,688
12,547

179
753

157
994

122
1, 973

124

114

93

5

5

4

179

194

201

5, 799
5, 953

8, 796

14,722
15,340

8,983
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Table 12.--Mexican imports, exports, and trade balances, with major trading
partners and with the world, 1978-80--Continued
(In millions of U.S. dollars)
Country /region

1978

1980

1979
Trade halance

Developed countries:
EC----------------------------:
Canada------------------------:
Japan-------------------------:
United States-----------------:
All developed countries-------:
LDC's:
OPEC--------------------------:
All LDC's---------------------:
NME's:
China-------------------------:

u.s.s.R-----------------------:

All NME's---------------------:
Total for identified
countries/regions-------------:
Total---------------------------:

-1,057
-64
-409
-507
-2'171

-1,439
-123
-542
-1,307
-3,504

136
296

83
168

64
946

94
1
117

71
97

24
-9
-74

-1,758
-1,608

-3,239
-3,104

-4,444
-4,189

.

'

4

-1,677
-208
-476
-3,126
-s, 317

Source.--Compiled from data reported by the International Monetary Fund in
Direction of Trade Statistics Yearbook (1981 ed.).
Note.--A small part of Mexico's international trade was not reported by
country or region. Such imports amounted to $4 million in 1978, $52 million
in 1979, and $363 million in 1980. Such exports had a value of $154 million
in 1978, $187 million in 1979, and $618 million in 1980.
In recent years, the rapid growth of Mexico's exports has been accounted
for by the spectacular rise in its exports of crude petroleum. In 1974-80,
the share of petroleum in total exports was as follows:
Percent of total
1974---------------------- 1.3
1975---------------------- 6.0
1976--------------------- 15.7
1977--------------------- 21.8
1978--------------------- 30.0
1979--------------------- 42.2
1980--------------------- 60.Q
The Government of Mexico has a policy of diversifying the product-mi.x of
its exports, and of increasing the shares of its imports and exports accounted
for by trade with countries other than the United States. ll However, growing
1/ The trade policy section of Mexico's Global Development Plan calls for
pr;motion of increased exports of manufacture8. Mexico's desire to reduce its
relative trade dependence on the United States is exemplified by the
Mi:>xiC".<1n-r!;in::uH.<1n Tr;:iitp AgrPPmi:>nt_

~ionor'I
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internal demand for foodstuffs and manufactured products, coupled with high
levels of inflation that weaken Mexico's international competitiveness in
nonpetroleum products, make it difficult for Mexico to diversify further the
mix of goods in its exports.
Moreover, recent experience suggests that, in the short run, Mexico will
be unable to reduce greatly the share of its international trade accounted for
by trade with the United States. Historically, roughly two-thirds of Mexico's
total trade has been with the United States, and this relationship has changed
little in recent years. 1/ The United States supplied 60.4 percent of
Mexico's imports (report;'d by source) 2/ in 1978, 62.8 percent in 1979, and
66.9 percent in 1980. ~he United States received 70.0 percent of Mexico's
exports in 197 8, 71.1 percent in 197 9, and 65. 8 percent in 1980.
On the basis of U.S. tariff classifications, the five leading items that
the United States imported from Mexico in 1 <J80 were as follows (in millions of
dollars):
TSUS No.

Descriptton 1/

1980

1979

475.10

1

Crude petroleum testing
4,572.0
under 25 degrees A.P.I.------------ 3,010.~
475.05
Crude petroleum testing
1,422.6
25 degrees A.P.I. or more------------ 28.1
475.15
Natural gas---------------------------- 551.6
114.45
Shellfish other than clams, crabs,
338.4
or oysters--------------------------- 317.0
302.4
160.10
Coffee crude roasted or round---------410.S
For complete descriptions and applicable headnotes, see the TSUSA.

In 1980, crude petroleum and. natural gas, considered as a group,
constituted 52.8 percent of total U.S. imports from Mexico. Other important
U.S. imports were gold and silver in the form of bullion, dore, or
precipitate; printed circuit boards with certain assembled components; metal
coins; cabinets, antennas, deflection yokes, and certain other electronic
components; certain parts of motor vehicles; electrical switches and relays;
electronic tubes (except cathode ray tubes), transistors, and related
electronic crystal components; and certain apparatus and parts designed for
cable television applications.
Imports from Mexico under special provisions for duty-free treatment have
accounted for an important share of total U.S. imports from Mexico in recent
years. In 1980, U.S. imports from Mexico under the tariff items 806.30 and
807.00---which provide for duty-free entry of previously exported U.S. articles
and components under certain conditions lf--had a combined value of $2.34
1/ The importance to the United States of trade with Mexico has grown
relatively as well as absolutely: Mexico has become the United States'
third-leading trading partner, following Canada and Japan.
2/ Small shares of Mexico's trade statistics a·re not reported by origin or
destination.
3/ For an in-depth statistical treatment of imports under these items, and
fo°'; information on the related history, customs decisions, and problems of
customs administration, see the U.S. International Trade Commission's special
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billion. Of this amount, the dutiable value (value added in Mexico) was $1.16
billion and the nondutiable value (U.S. content) was $1.19 billion. Mexico
was the second largest beneficiary of these provisions in 1980.
The existence of these provisions has stimulated the establishment, in
Mexico, of in-bond plants ("maquiladoras"), chiefly by companies headquartered
in the United States. These plants are not considered to be within Mexico's
customs territory, and all of their output enters consumption outside of
Mexico. 1/ Inbound and outbound shipments, therefore, are not reported as
Mexican imports and exports. 'Lf
Also in 1980, U.S. imports from Mexico entering duty-free under the
Generalized System of Preferences (GSP) had a value of $509 million.
Additional imports of Mexican origin, valued at $1,570 million, would have
received duty-free treatment except for the "competitive need" rules of the
GSP system, or because required documentation was not filed. 3/ Mexico was
the fourth largest beneficiary of the GSP system in 1980.

-

In the same year, U.S. exports to Mexico had a value of $14.9 billion, a
new record that was 54 percent higher than the comparable value of
$9.7 billion in 1979. Ranked on a five-digit Schedule B 4/ basis, the five
leading items that the United States exported to Mexico ii 1980 were as
follows (in millions of dollars):
TSUS No.
692.29
130.34
664.05
694.40
130.40

Y

Description

y

1979

Certain subassemblies and parts
of motor vehicles--------------------671.8
Corn or maize--------------------------116.1
Mini.ng and construction mach:f.nery
and equipment------------------------350.1
Aircraft-------------------------------198.3
Grain sorghum--------------------------159.8

1980
962.9
680.4
418. 5
364.5
331.2

1/ For complete description, see Schedule B.
For continuity, data are included for exports under classificat ton
Vo. 66402, which became effective in 1980.

y

Other important U.S. exports to Mexico included parts of certain internal
combustion engines; soybeans; electrical switches; gold and silver in the form
of bullion, dore, or precipitate; electronic tubes, except cathode ray tubes,
and certain semi-conductors; television apparatus and specified parts; pinto
beans; agricultural machinery and equipment; certain iron or steel materials
and structures; certain sugars, sirups, and molasses; (non-truck) tractor
parts; and wheat.
1/ Deliveries and shipments are not subject to Mexican import or export
duties.
2/ The value added in Mexico.is reported as a service item in Mexico's
balance of payments.
3/ For more details a bout the GSP, see ch. V of thi. s report.
4/ U.S. Department of Commerce, Bureau of Census, "Schedule B: Stat:f. st ical
Classification of Domestic and Foreign Commodities Exported from the United
States.
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Of particular interest in the composition and trend of U.S. exports to
Mexico is the considerable increase in importance of agricultural products.
For many years, Mexico was a net exporter of foodstuffs, but this is no longer
so. A combination of unfavorable weather conditions, a rapidly growing
population, and growing urbanization has increased the Mexican demand for
agricultural imports. U.S. exports of corn to Mexico increased from
$160 million in 1979, to $680 milllon in 1980; grain sorghum (Mexico's
principal feed-grain), from $160 million to $331 million; soybeans, from $118
million to $259 million; pinto beans from $8 million to $175 million; certain
sugars and sirups, from $0.1 million to $137 million. 1/ Although U.S.
exports of wheat to Mexico declined from $197 million in 1979 to $123 million
in 1980, the data for the first quarter of 1981 indicate that exports for all
of 1981 may equal or surpass those for 1979. The U.S. Department of
Agriculture reports that in fiscal year 1980, U.S. exports of agricultural
products to Mexico had a value of $2.0 billion, more than double the value in
fi seal year 197 9.
'l'he members of the European Community, as a group, constitute Mexico's
second largest source of i.mports. The EC supplf.ed 18. 5 percent of Mexico's
imports in 1978, 16.2 percent in 1979, and 14.0 percent in 1980. The EC
received somewhat less than 6 percent of Mexico's exports in each of the years
1978 and 1979, and 6.8 percent in 1980.
In 1978-80, Mexico's trade with Canada, the OPEC countries, and with
countries having nonmarket economies (NME's) was very small. Mexico's trade
with Japan grew in value, hut the growth did not keep pace with the growth of
Mexico's total trade. Mexico's imports from Japan accounted for 8.1 percent
of total imports in 1Q78, 6.6 percent in 1979, and 7.J. percent in 1980 • •Japan
received 3.4 percent of Mexico's total exports in 1978, 2.8 percent in 1979,
and 3. 8 percent in 1980.
Major issues and policy developments affecting Mexico's trade with the world.
Mexican decision on GATT.--Mexico was an active participant in the Tokyo
round of the MTN, and it negotiated a protocol of accession to the GATT. The
Mexican negotiators agreed to the following commitments for Mexico: (1) to
phase out its quantitative restrictions and import licensing measures; (2) to
replace them with higher rates of duty; (3) to phase out the use of official
prices as a basi.s for levying Import duti.es; and (4) to apply trade
restrictions on a non discriminatory l:>asis. These commitments were qualified
by references to Mexico's development plans and the need to protect Mexico's
agricultural sector. By the end of 1979 Mexico had completed negotiations
with the Contracting Parties. Tariff concessions, negotiated by the United
States and Mexico in a bilateral trade agreement, were annexed to the protocol
of accessi.on.

If

The upsurge in U.S. exports of pi.nto beans is attributable to a crop
failure in Mexico; the upsurge in sweeteners to Mexico is attributable to poor
growing conditions in Mexico and the deteriorating physical condition of
Mexico's sugar mills. Htgher world pr.ices also affected the increased value
of exports from the United States (and other countries). A considerable part
of the U.s. exports consisted of sweeteners processed from i.mported raw sugars
and exported with the benefit of the drawback nrnvi ~inna nF TLC: - +- ..... ..:i~ 1 ~··
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In February 1980, President Lopez Portillo formed a foreign trade cabinet
to make and to coordinate policy on international trade matters, and to give
him a recounnendation on the issue of GATT membership. From November 1979 to
March 1980, various organizations held meetings and seminars to express their
views, in response to a request by the Government seeking their opinions.
Among the opponents to GATT membership were the National Chamber of
Transformation Industry (CANACINTRA) and the National College of Economists
(CNE). They felt that membership would impede Mexico's efforts for economic
independence and damage the competitive position of small- and medium-sized
businesses.
The Confederation of Industrial Chambers (CONCAMIN) was spltt on the
issue. The National Council of Foreign Trade (CONACEX), the Employers'
Confederation (COPARMEX), and the Bank of Mexico were among the advocates of
GATT membership. Their arguments in favor of membership were that it would
lead to an expansion of Mexico's international trade, an enhanced standard of
living for the Mexican nation, and greater consumer options i.n the face of
high domestic rates of inflation.
After having considered the arguments of proponents and opponents of GATT
membership, President Lopez Portillo announced on March 18, 1980, the
Government's decision at a ceremony commemorating the 42nd anniversary of the
Government's expropriation of properties of certain U.S.- and British-owned
oil companies. Because of the importance of three pollcy pronouncements that
the President made, the date is an important one.
'l'he decision on GATT membership was negative. The President stated that
"After receiving a whole range of contradictory opinions, I have determined
that this is not the appropriate moment for Mexico to join this trade
group." If The President decided that a number of issues related to GATT
membership had not been resolved. Among other things, membership would not
protect Mexico's need for flexibility in the implementation of its economic
development plans. He was particularly concerned with what he regarded as the
incompatibility of accession to GATT (in the light of unresolved issues) with
Mexico's control of access to its natural resources. Nevertheless, the
President did not close the door on future membership. After giving his
reasons, he said, "Our decision is to postpone our entry into GATT." y
The decision on GATT was the third of the three decisions that President
Lopez Portillo announced at the ceremony. The first concerned the level of
oil production; the second, a program for national self-sufficiency in food.
Mexican energy policy.--At the start of his speech, the President urged
PEMEX's management and workers to increase oil production by 10 percent (from
a range of 2. 25-2. 5 million barrels per day, the previous 1 i.mi tat ion under the
National Industrial Development Plan, to a range of 2.5-2.7 million barrels),
to enable Mexico to increase its exports to 1 million barrels per day.
Increased exports, he observed, would bring " • • • sufficient foreign
currency earnings to undertake those other prlority goals which • • • we have
• • • not achieved."
1/ "Economic and Social Conditions in Mexico:
Exterior de Mexico (English ed.), March 1980.
'ij Ibid.

General Matters," Comercio
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Mexican program for national self-sufficiency on food.--In connection with
food, President Lopez Portillo announced a national nutrition program, the
Mexican Alimentary System (SAM). To implement the program, he said that the
Government would open up new lands to cultivation, share risks of producers,
increase productivity, encourage technological gains, establish systems for
food conservation, and "set up a distribution network from harvesting • • • to
the consumer." 1/ In order to improve levels of nutri ti.on, the Mexican
Government would promote a campaign to educate the general public about better
dietary practices.
SAM embodies 12 program areas, including credit, crop insurance,
marketing, processing, land tenancy, and colonization. The Secretariat of
Agriculture guarantees a minimum income to farmers in rainfed areas producing
basic foodstuffs. Increased and diversified production is encouraged through
the Government's price-support policy. In implementing SAM, it probably will
be necessary for Mexico to make tradeoff s. Expanding areas for crops impinges
on pasture for livestock. Increasing the number of livestock per acre would
require more imported animal feed. Expanding the area devoted to basic
foodstuffs, such as corn, wheat, and beans, could displace Mexico's production
of fruits and vegetables other than beans, with an adverse effect on Mexico's
ability to export these foodstuffs.
Policy decisi.ons regarding oil.-~In mid year, the Japanese Government
announced that it had agreed with Mexico on an exchange of crude oil for
financial and technical cooperation. Japan will extend a 30 billion-yen loan
for the expansion of Mexico's Las Truchas steel works, and will provide
another 30 billion yen for a Japanese/Mexican joint venture in a casting and
forging plant and in a large-diameter steel pipe mill. Mexico agreed to
increase its exports of crude oil to Japan to 300,000 barrels a day, beginning
in 1982. In August 1980, however, Pemex announced that Mexican exports of
crude oil to Japan probably would not reach 100,000 barrels per day until 1981
or 1982, and that they would not reach 300,000 barrels a day until at least
1985.
In August 1980, Mexico and Venezuela signed an agreement to supply oil to
Central American and Caribbean countries at preferent:f.al prices. (Venezuela
has been doing so since 1975.)
Bilateral issues and policy developments af feet ing trade with the Un:f. ted States
Meeti~s and consultations.--In 1980, the United States and Mexico had a
busy schetl.le of meetings and consultations on matters of mutual interest. A
series of meetings was held by the Trade Working Group (TWG), one of several
working groups within the framework of the Consultative Mechanism established
by Presidents Carter and Lopez Portillo in February 1977. Following the
election of President Reagan, the work of the TWG was suspended to await a
Reagan-Lopez Portillo meeting on trade and other issues.

At meetings held in 1980, the U.S. members of the TWG were concerned about
(1) development incentives (including tax rebates or credits) that have a
direct or i.ndirect impact on Mexican exports, (2) Mexico's prohibition of
1

Ibid.
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imports of pork and pork products, (3) its suspension of issuing licenses for
the importation of hides and skins, (4) Mexico's domestic-content requirements
for motor vehicles assembled in Mexico, and (.5) the inability of the United
States to deal with U.s .-Mexican trade relations within a multilateral
framework, because Mexico had not become a member of GATT. 1/

-

Consideration of Mexico's export incentives led to discussion of U.S.
countervailing duty (CVD) legislation and its implementation. Mexico would
like to have an injury test incorporated in any CVD investigatf_on involvi.ng
Mexlco. The GATT antidumping-countervailing duty code provides for such a
test, but Mexico has not signed the code. Consequently, Mexico is not a
"country under the Agreement" within the meaning of section 70l(b) of the
Tariff Act of 1930, as amended by the Trade Agreements Act of 1979. CVD
investi.gations of articles from non-signatory countries are covered by the
provisions of section 303, Tariff Act of 1930, as amended by section 331 of
the Trade Act of 1974. Among other things, section 331 provides for an
investigation of injury, by the U.S. International Trade Commission, if the
subject article whose production or export has been encouraged by a bounty or
grant is free of duty. This section does not provide for an injury
determination on a dutiable article.
The Mexican members were concerned about the U.S. tariff status of Mexican
items in the schedule of concessions of the U.S.-Mexican Trade Agreement that
had lapsed because Mexico had not joined GATT. They were also concerned about
prospective losses of GSP treatment for certain commodities, about pending
U.S. legislation to impose an import duty on shrimp, and about present and
prospective policies of the U.S. Export-Import Bank toward Mexico.
In January 1980, the United States and Mexico reached a supply/purchase
agreement under which the United States would export 4.76 tons of basic
agricultural products to Mexico. The U.S. Government does not make direct
sales, but it facilitates them by helping to make U.S. suppliers aware of
opportunities to obtain orders. The successful results of the lnital pact led
to an extension of the agreement in September 1980 to provide for an
additional 2.44 million tons of U.S. agricultural exports.
Because of the need to expedite the movement of U.S.-produced foodstuffs
into Mexico, the Mexican Government requested the formation of a binational
group to solve or alleviate problems at border gateways. Since mid-year 1980,
there has been a series of meetings known as the U.S.-Mexico Government and
Industry Agricultural Transportation Meetings. Progress toward goals
discussed at these meetings has expedited the movement of not only
agricultural, but also industrial products. In 1980, all major meetings were
co-chaired by the U.S. Assistant Secretary of Agriculture for Marketing and
Transportation, and by Mexico's Subsecretary of Commerce for Regulation and
Supply. Other persons, attending large and/or small meetings, represented the
Mexican Government's food importing agency, Compania Nacional de Subsistencias
Populares (CONASUPO), which purchases on its own and also authorizes :f.mporting
by private concerns; the customs services of the United States and Mexico;
custom house hrokerage-freight forwarding companies; U.S. and Mexican
1/ Two issues have been disposed of. In the latter part of 1980, Mexico
lifted its ban on pork imports, and it resumed the issuance of licenses for
the importation of hides and skins (but not as freely as before suspension).
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railways; U.S. companies engaged in grain trade; the u.s.-Mexico Chamber of
Commerce, the Association of American Railroads, and other trade associations;
the u.s. and Mexican Embassies; the Office of Transportation, U.S. Department
of Agriculture; and other departments and agencies of both Governments.
The efforts of the parties involved have resulted in improvements in
documentation, inspection, and fumigation procedures, and in communications.
They also have established the basis for further bilateral efforts to deal
with the logistics of trade between the two countries, and have strengthened
cooperation in this area.
Trade agreement concessions negotiated with Mexico.--During the Tokyo
round, the United States and Mexico entered into a trade agreement on two
occasions. A 1977 agreement, in which the United States had granted
concessions on tropical products, never became effective because the Mexican
Senate did not consent to ratification. On October 31, 1979, the two
Governments entered into another trade agreement. Concessions by the United
States were to include a wide range of fruits and vegetables; certain textiles
and wearing apparel; unwrought lead, lead powder, and flakes; and other
products. Concessions by Mexico were to consist of agricultural products and
various manufactured industrial and consumer goods. 1/ The agreement provided
that the United States could suspend or withdraw its tariff concessions in
whole or in part if Mexico did not join the GATT.
On December 11, 1979, President Carter issued Proclamation 4707 to carry
out the Geneva (1979) Protocol to the GATT and for other purposes. The
October 31, 1979, trade agreement with Mexico was annexed to this proclamation
as part 3 of Annex I. On January 1, 1980, the United States implemented the
concessions on certain lead items as follows:
TSUS
item

Articles

Base rate

Concession rate

No.
473.52
473.56
624.02
624.03

Pigments containing lead:
Litharge--------------------6.0%
Red lead--------------------8.6%
Unwrought lead:
Bullion---------------------5.2%
Other-----------------------5.1%

ad val.
ad val.

2.4% ad val.
3.4% ad val.

ad val.
ad val.

3.5% ad val.
3.5% ad val.

When President Lopez Portillo, on March 18, 1980, announced that he had
decided to postpone Mexico's joining the GATT, the aforementioned trade
agreement was no longer valid. Consequently, the United States and Mexico
reopened negotiations. On September 15, 1980, before the conclusion of the
negotiations, President Carter issued Proclamation 4792, which among other
things, immediately increased the rate of duty on litharge from 2.4 percent to
3.5 percent ad valorem. He did so because at that time, Mexico had not
provided adequate substitute compensatory concessions.
1/ For a more detailed enumeration of each country's concessions see U.S.
International Trade Commission, Operation of the Trade·Agreements Program,
31st report, USITC Publication 1121, p. 152.
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In order to grant a concession in exchange for the United States
concessions on lead, Mexico agreed to bind its duty-rate of 10 percent ad
valorem on certain aluminum strips (Mexican tariff Ltem No. 76.03.A.002), and
to exempt them from import licensing requirements.
On January 16, 1981, by Proclamation No. 4817, President Carter announced
that, in view of the temporary modification of the rate of duty on unwrought
lead, by section 114 of Public Law 96-609 of December 28, 1980, 1/ and in view
of the extent of concesslons received from Mexico, he was modifytng the
suspension of the concessions on litharge and red lead pigments and
proclaiming temporary column 1 rates of duty (on and after Jan. 19, 1981), as
follows:
TSUS
item
No.

Articles

Rates of duty

948.10

Litharge (provided for in item 473.52)

948.12

Red lead (provided for in item 473.56)

3.0% ad val. or
such other rate as
may be proclaimed
by the Presi.dent
3 • 4% ad va 1. or
such other rate as
may be proclaimed
by the President

Mexican embargo on railway shipments.--Shortages of railway
freight-carrying capacity and congestion at border gateway points and freight
terminals have become a serious problem in Mexico. They have created
bottlenecks in trade and adversely affected production i.n Mexico. From ti.me
to time, because of delays i.n the return of rolling stock from Mexico and
because of railway congestion, U.S. railroad companies have used a so-called
embargo-permit system on shipments to Mexico to control train movements and
reduce
the duration of tieups. The most recent implementation of the
>
embargo-permit system went into effect on May 6, 1980, and was still in effect
at the end of the year.
In December 1980, a particularly serious tieup of railway equipment
caused National Railways of Mexico (NdeM) to place an embargo at border
gateway points on railroad shipments originating 1.n the United States or
Canada, unless the shipments were documented before December 23, 1980.
The tieup occurred because imports from the United States and Canada had
surged beyond expectations, and because northbound trains were unable to pass
southbound trains on predominantly single-track routes. About 36,000 freight
cars were idle f.n Mexico at the time the embargo was imposed. At Laredo,
Texas-Nuevo Laredo, Tamaulipas (the busiest gateway), largely because of
Mexico's imports of grain, railway traffic was running 42 percent higher than
in late 1978, when a previous crisis had occurred. Compared with late 1Q78,
1/ Among other things, P.L. 96-609 inserted item 911.50 into the TSUS, and
teiporari ly modified the col. 1 rate on unwrought lead other than lead bullion
(provided for :in item 624.03) with this language: "3% ad val. on the value of
the lead content, but not less than 1.0625~ per pound on the lead content."
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railway traffic was up 81 percent at Brownsville, Texas-Matamoros, Tamaulipas,
and 500 percent at El Paso-Ciudad Juarez and Eagle Pass, Texas-Piedras Negras,
Coahuila. 11
Among other things, the embargo caused a backup of millions of bushels of
U.S. grain destined for Mexico. Railway freight shipped in trailers on flat
cars, or in containers on flat cars, were permitted to enter Mexico if the
containers were reloaded onto trucks or the trailers were attached to truck
tractors. However, sufficient numbers of trucks, tractors, and drivers to
relieve the backup were not available at or near the points where U.S.
railroads connect with the NdeM. 2/

-

Contributing to the railway problem was the use of southern U.S. maritime
ports for ship-to-train transfers of some of the Mexican imports from third
countries. 3/ The U.S. ports have deeper channels and more space for docking
than do the-Mexican ports. Consequently, the former can accommodate more and
larger ships. Mexico, however, is making multi-billion dollar expenditures
for port development, to accommodate large oil tankers and other ships. The
Government also is developing a "landbridge" across the Isthmus of
Tehauntepec. (By using the landbridge instead of the Panama Canal, it will be
possible to save as much as 5 days on maritime shipments between the Texas
Gulf Coast and Los Angeles, and 3 1/2 days between New York and Tokyo. Tens
of thousands of containers per year will move by a parallel railway and
highway between Salina Cruz on the Pacific Ocean and Coatzacoalcos on the Gulf
of Mexico.)';./
Until Mexico completes its program to upgrade railway facilities,
embargoes imposed by NdeM and/or U.S. railways can be expected from time to
time. 5/ Mexi.co' s railway upgrading program includes some double tracking,
some electrification, acquisition of more rolling stock, the expansion of
existing freight terminals, and the constructlon of new freight terminals.
More than 90 percent of Mexico's railway mileage is of single track
construction. However, NdeM intends to double track the railway between
Mexico City and Guadalajara, and to electrify it. Later, NdeM plans to double
track the line between Monterrey and Mexico City. To increase carrying
capacity, centralized traffic control already is being installed.
Winter vegetables: antidumpi.ng determination.--Effective on March 28,
1980, the U.S. Department of Commerce made a final determination that certain
fresh winter vegetables from Mexico were not being sold at less than fair
value within the meaning of section 735 of the Tariff Act of 1930, as
amended. This determination was the result of an antidumping :f.nvestigation

11

"Rail Renaissance in Mexico," Railway Age, Apr. 13, 1981.
Mexican truckers by the hundreds have been entering border gateways, and
have become selective as to types of cargo and destinations of shipments
will accept. (Journal of Commerce, Mar. 10, 1981).
Journal of Commerce, Jan. 12, 1981.
''Mexican Ports Expanding," Engineering News Record, Apr. 9, 1981.
~I After imposing the late-1980 embargo, NdeM began to phase it out by
exempting high-priority products. Early in 1981, NdeM notified U.S. and
Canadian railways that it would lift the embargo on Mar. 1, 1981.
2/
they
they
3/

£'
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based on a petition received by the u.s. Treasury Department on October 19,
1979. 1/ The petitioners were the Southwest Florida Winter Vegetable Growers
Association, the Palm Beach-Broward Farmers Committee for Legislative Action,
Inc., and the South Florida Tomato and Vegetable Growers, Inc.
For the purposes of the investigation, "certain fresh winter vegetables"
meant fresh cucumbers, eggplant, peppers, squash, and tomatoes (except cherry
tomatoes), provided for in items 135.90 through 135.92, 136.20 through 136.22,
137.10, 137.SO, and 137.60 through 137.63, of the Tariff Schedules of the
United States, and meeting certain minimum standards of the u.s. Department of
Agriculture.
The investigation covered the enumerated vegetables imported
into the United States between November 1, 1977, and April 30, 1978.
Early in the initial investigation, a question was raised whether
perishable agricultural commodities were within the scope of the Antidumping
Act. Treasury (and later Commerce) cited three precedents: Concord Grapes
from Canada (34 FR 7460 (1969)), Chicken Eggs in the Shell from liexico
(36FR5387 (1971)), and Chicken Eggs in the Shell From Canada (40 F.R. 16687
(1975)), and also relied on the legislative history of the Antidumping Act of
1921.

Treasury (and later Commerce) noted that all export sales to the United
States were to unrelated U.S. customers by consignees of the Mexican growers.
Located in Nogales, Ariz., the consignees sold the goods on commission.
Because there were virtually no home-market sales of these vegetables in the
grades and qualities exported to the United States, Treasury (and later
Commerce) compared the adjusted purchase prices to customers in the United
States with those to customers in Canada.
After finding no price discrimination between u.s. and Canadian markets,
Treasury, on November 5, 1979, published a tentative determination of sales at
not less than fair value. On January 1, 1980, the antidumping provisions of
the Trade Agreements Act of 1979 replaced the Antidumping Act of 1921.
Effective on the same date, under the President's Reorganization Plan No. 3 of
1979, responsibility for administering antidumping and countervailing duty
matters was transferred from Treasury to Commerce. 2/ Using the same
methodology and reasoning as Treasury, Commerce's final determination was the
same as Treasury's tentative one.
Textile agreement.--On February 26, 1979, the Governments of the United
States and Mexico exchanged notes to effect a new bilateral textile agreement
for the term May 1, 1978- to December 31, 1981. The term is divided into four
periods, of which the first is for 8 months and the other periods are for a
calendar year each. The agreement covers yarn; fabric; apparel; and household
and other textile products of cotton, wool, and/or man made fiber. Under the
provisions of the agreement, Mexico agrees to restrict its exports, in certain
categories, to specific limits. For other categories, the agreement provides
for consultations to avoid market disruption.
1/ Until 1980, under the Antidumping Act of 1921, Treasury had the authority
and responsibility to investigate allegations that specified U.S. imports were
being sold at less than fair value.
2/ For a description of the reorganization of the Trade Policy
Establishment, see Operation of the Trade Agreements Program, 31st report,
USITC Publication 1121. oo: 113-115.
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Like the bilateral agreements negotiated by the United States with other
countries, the agreement with Mexico is in accord with the provisions of the
Arrangement Regarding International Trade in Textiles, known as the Multifiber
Arrangement (MFA). 1/ Among other things, article 4 of the MFA indicates that
bilateral agreements should provi.de for areas of growth ln trade, transfers
from one time period to another (carry forward and carryover), and transfers
from one product grouping to another.

-

The U.s .-Mexican textile agreement provides for a 7-percent annual growth
rate for those categories that are subject to specific quantitative limits.
In 1980, in categories subject to consultation levels, the two Governments
agreed to increase the levels of imports needed to trigger consultations for
the following categories or subcategories: "other" cotton appare 1, cotton
underwear, man made fiber dressing gowns, spun acrylic yarn, wool dresses,
cotton blouses (not knit), and cotton sweaters.
Gas agreement.--On September 21, 1979, the Governments of the
United States and Mexico jointly announced their agreement on a framework for
the aggregate daily sale of 300 million cubic feet of natural gas by Pemex to
U.S. purchasers. Among other things, the framework provided a base price of
$3.625 (U.S.) per million Btu, subject to quarterly escalation according to a
formula to be contained in purchase contracts. 2/ The framework further
provided that, prior to January 1, 1980, if the-price for natural gas from
comparable sources were to exceed $3.~25, the price to Peme~ could be
reconsidered prior to that date.
Pursuant to the agreement, Pemex and Border Gas, Inc., a consortium of six
U.s. pipeline companies, signed a contract on October 19, 197 9, to implement
the terms of the framework agreement. On December 29, 1979, in Opinion and
Order No. 12, the Economic Regulatory Admlnistration (ERA), U.s. Department of
Energy, following an application from Border Gas, authorlzed Border to import
up to 300 million cubic feet per day of natural gas from Mexico under the
terms of the Pemex-Border contract. The ERA order was preceded by an order by
the Federal Energy Regulatory Commission (FERC), authorizing Border's
owner-utilities to deliver the Pemex-supplied gas l n the United States at
prices reflecting costs and expenses.
In a letter dated February 27, 1980, Pemex notified Border Gas that it
wanted to adjust the price formula, to make the price equal to the higher of
the contract price or the U.$.-Canadian border prlce for natural gas
(established by the Canadian National Energy Board and authorized by the U.s.

1/

The U.s. International Trade Commission has republished the MFA in
App. A, Vol. 2, The Multifiber Arrangement, 1973 to 1980, Report on
Investigation No. 332-108 Under Section 332 of the Tariff Act of 1930 (USITC
Publication 1131, March 1981).
2/ The contracts' escalation formula is based on increases in the prices of
a ':;"basket" of crude oils. When the U.S. Government, in 1977, had withheld
permission for Border Gas to sign a contract with Pemex, Pemex had proposed
that the price of Mexican natural gas, delivered to the U.S.-Mexican border,
be t led to the price of No. 2 heating oi. l. If thl s formula had been approved,
the price of the gas would have risen to more than $7.50 per million British
thermal unj_ts early in 1981.
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Government). Pemex :i.ndicated that negotiations preceding th~ September 21,
1979, joint announcement of the U.S. and Mexican Governments envisaged that
Pemex consj_stently would receive a price at least equal to the price of
Canadian natural gas at the U.S.-Canadian border.
In response to the amendment of the Pemex-Border Gas contract (or its
imminence), Border Gas petitioned ERA for approval of a price increase, lest
future deliveries of gas by Pemex be jeopardized. It also peti.t.ioned FERC for
action within its jurisdiction.
ERA was not satisfied with the submission in support of Border's petition,
but took note of ongoing discussions between the United States and Mexico, and
between the United States and Canada. The ERA also took note of significant
recent changes in the prices of crude oil and competlng fuels in the United
States, of our energy re lat ions with Canada and Mexico, and the need "to
establish a stable and equitable relationship between Canadian and Mexican
import prices." 1/ Accordingly, ERA issued Opinion and Order No. 16,
approving a pric; increase of Mexican gas, to $4.47 per MMBtu, for the peri.od
March 27-May 15, 1980.
On May 15, 1980, ERA issued Opinion and Order No. 16A, continuing
authorization of the $4.47 price. On June 9, 1980, ERA amended this order "to
authorize Border to pay the higher of U.s. $4 .lJ7 per MMBtu or the price
determined pursuant to the escalation clause • • • • " 2 / The ERA found that
the $4.47 price was competitive with the prices of substitutable fuels and
with the border price of Canadian natural gas. This price remained in effect
throughout 1980. 'lJ
One of the members of the Border Gas consortium, El Paso Natural Gas Co.,
exports small quantities of natural gas to Compania Minera of Cananea, Sonora,
Mexico, and has been doing so since 1940. In response to El Paso's petition
for renewed authority to export gas to Minera, ERA issued its Opinion and
Order No. 18 on August 21, 1980. In so doing, ERA found that El Paso was
exporting natural gas at $2.35 per mil lion cubic feet. while importing gas at
$4 .47 per mi lli.on Br:i t ish thermal unit. Assuming that one thousand cuM c feet
yields one million British thermal unit, ERA indicated that El Paso's U.S.
customers could be subsidizing exports in amounts up to $30,316 per day, to
off set the revenue loss to El Paso. To prevent continuance of such
subsldization, ERA ordered El Paso to equal lze its import and export prices at
the border, and instructed the company to file the necessary tariff papers
with the FERC.
U. S .-Mexico fishing di.spute.--In 1980, a so-called tuna war between the
two countries began when Mexico confiscated tuna catches and nets, and levied
fines on American skippers, on the grounds that thei.r crews harl caught tuna
within Mexico's 200-mile limit. Under terms of the U.S. Fishery Conservation
and Management Act of 1976, the United States retaliated by placing an embargo
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$4.826 per MMBtu, the price derived from the escalation
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on Mexican tuna. The American Tunaboat Association advocated that the ban on
Mexican tuna be broadened to include Mexican shrimp, but by year end, this
recommendation had not been implemented.
Like Mexico, the United States has a 200-mile limit of jurisdictlon over
fishing rights by foreign vessels, but unlike Mexico, the United States makes
an exception for fishing for migratory fish, such as tuna, where a 12-mile
limit is in effect.
On December 29, 1980, the Government of Mexico notified the Government of
the United States of its intention to terminate the two fishing agreements
between them. 1/ In making this information public on January 2, 1981, the
U.S. Government noted the willingness of the Mexican Government to continue
consultations on fisheries matters of concern to both Governments.
Nonmarket Economy Countries
Section 410 of the Trade Act of 1974 requires the U.S. International Trade
Commission to monitor U.S. trade with the Communist countries (referred to as
nonmarket economy countries (NME's)) 2/ and to publish a detailed summary of
the data on this trade not less frequ;'rttly than once each calendar quarter.
During 1980 the Commissi.on submitted quarterly reports numbered 21 through 23
to the Congress and to the Trade Policy Committee. 3/ These reports, besides
detailing leading imports and exports between the u;'ited States and the
Communist countries, analyze the importation of products of Communist
countries that have a growing significance in U.S. markets.
Developments affecting U.S.-NME trade relations
The NME's are a small but politically significant bloc of U.S. trade
partners. Political events led to noteworthy changes in trade relations
betwee-n the United States and NME's in 1980. On one hand, following the
establishment of U.S.-Chinese diplomatic ties in 1979, the United States took
a number of steps to strengthen its economic relations with China during
1980. On the other hand, a series of actions taken by the United States in
response to the Soviet invasion of Afghanistan seriously affected U.S.
commercial relations wtth the u.s.s.R.
1/ One agreement, entitled "Maritime Boundaries," was signed on November
247 1976, and entered into force on the same date. The other agreement,
entitled "Fisheries Agreement Between the United States of America and the
Government of Mexico Concerning Fisheries off the Coasts of the United
States," was signed on August 26, 1977, and entered into force December 29,
1977.
2/ In 1980 the nonmarket economy countries included under the Commission's
monitoring system were: China, U.S.S.R., Yugoslavia, Poland, Romania, East
Germany, Czechoslovakia, Bulgaria, Hungary, Albania, Mongolia, Vietnam, Cuba,
and North Korea.
3/ The Comm:f.ssion submitted the 24th report covert ng trade in the third
qu;"rter of 1980 on Jan. 15, 1981.
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A comprehensive trade agreement between the United States and Ch:l.na,
signed in 1979, was approved by the Congress and became effective on
Febniary 1, 1980. The agreement extended most-favored-nation (MFN) tariff
treatment to i.mports from China, and provided the foundation for the further
normalization of U.S.-Chinese economic relations.
After more than 2 years of negot:f.ations, a bilateral textile agreement
was concluded in July 1980 and signed on September 17. Under this accord,
certain apparel manufactures from China became subject to agreed levels of
trade, which replaced unilateral quantitative re strict Lons that the United
States had imposed on these items in 1979. The accord includes procedures for
placing controls on the importation of other textile items that threaten to
disrupt the U.S. market.
Three additional bilateral agreements were also signed on September 17,
1980: (1) an air-transport accord that authorized a direct air route between
the United States and China for the first time since 1949; (2) a maritime
agreement that designated the access of each country's ships to the other
country's ports; and (3) a consular convention that substantially expanded the
protections and services to be provided by the U.S. consular offices located
in China and by the Chinese consulates in this country. Finally, a bilateral
agreement committing the Chinese to buy a minimum annual quantity of U.S.
grain over the next 4 years was signed on October 22, 1980.
In addition to concluding this series of agreements with China in 1980,
the United States initiated a new policy on the export to China of dual-use
goods and technology that are controlled for reasons of national security. In
April 1980, China was removed from the export control classification that
includes the u.s.s.R. and most of the Warsaw Pact countries and placed in a
category by itself. The new export guidelines that were subsequently issued
(in September 1980) pennitted the sale to China of more technologically
advanced equipment than would be approved for export to the Soviet Union and
other controlled countries. The United States also announced that the export
to China of certain types of military support equipment would be considered on
a case-by-case basis.
The easing of controls on exports to China followed the imposition of
more restrictive controls on exports to the u.s.s.R., beginning in January
1980. These controls included an embargo on the shipment of U.S. agricultural
commoditfes related to the Soviet feed-livestock complex, with the exception
of that quantity of wheat and corn exports that were permitted under the
u.s.-u.s.s.R. grain supply agreement (8 million metric tons). An embargo was
also placed on the shipment of phosphates that support the agricultural
complex and on the export of oil and gas equipment. In addition, more
restrlctive criteria were applied in grantj_ng U.S. licenses to export
high-technology equipment and materials that could be critical to the Soviet
defense industry.
Despite the deterioration of political relations between the Unlted
States· and the Soviet Union and the U.S. restrictions placed on exports to
that country early in 1980, this situat ton had no notable effect on U.s.
relations with the East European NME' s. In May 1980 the President recommended
that Congress extend for 1 year his authorlty to waive the freedom of
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emigration requirements of the Trade Act of 1974 and requested a continuation
of the waivers extending MFN tariff treatment to Romania and Hungary.
Hearings were held before committees of both houses of the Congress, and no
disapproval of the waivers having been made, MFN was automatlcal ly extended to
these two countries through July 2, 1981. 1/ Poland and Yugoslavia also have
MFN status, which was granted prior to the-passage of the Trade Act of 1974
and is therefore not subject to annual congressional review. Bulgaria,
Czechoslovakia, and East Germany remai.n subject to the generally higher
column 2 tariff rates.
The United States also maintains the column 2 rates of duty on imports
from the u.s.s.R., Albania, and Mongolia. In addition, trade embargoes remain
in force against the Communist countries of Cuba, North Korea, Vietnam, and
Democratic Kampuchea.
U.S.-NME trade in 1980
The level of trade between the United States and the NME's rose only
3 percent in 1980, reaching $11.3 bHlton. This was a marked departure from
earlier steep increases: 53 percent in 1979 and 52 percent in 1978. Imports
and exports each increased less than 3 percent in 1980; when adjusted for
inflation, the level of trade with the NME's declined. The share of total
U.S. trade accounted for by trade with NME's actually fell in 1980: these
countries accounted for 4.5 percent of overall U.S. exports in 1979 and only
3.8 percent of such exports in 1980. The comparable figures for U.S. imports
were 1.4 percent in 1979 and 1.2 percent in 1980. The United States has
consistently maintained a positive trade balance with the Communist
countries: in 1980, the value of exports to the NME's was more than three
times greater than the value of imports from the.se countries. The U.s.
surplus amounted to $5.4 billion. The value of U.S. trade with the major NME
countries in recent years is shown in table 13.
China.--Am.ong developed countries, the United States !s the second
largest trading partner of the Chinese, Japan being the first. The
significance of the U.S.-China trading relationship has increased over the
recent past (table 14), with the U.S. share in Chinese imports increasing from
9 percent in 1978 to 21 percent in 1980. The United States remains a major
market for Chinese goods, exports having more than tripled between 1978 and
1980. In 1980, China replaced the U.S.S.R. both as the pri.ncipal NME source
of U.S. imports and as the most important NME purchaser of U.S. exports. More
than half the favorable balance of trade between the Unj ted States and the
NME's is accounted for by China (table 13).
The recent very rapid rates of growth in U.s .-China trade are, however,
unlikely to be sustained. In 1980 China was forced to reassess its economic
development plans. In addition to the pressures that a shortage of foreign
exchange had placed upon China's modernization program, a number of domestic
economic problems emerged: an inflationary trend, cont-f.nuing deficits in the
national budget, energy shortages, unemployment, and inefficiencies associated
I/ The extension of MFN treatment to products from China was also reviewed
during the 1980 congressional hearings ~nd was contlnued for another year.
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Table 13.--u.s. exports, imports and trade balance with selected NME
trading partners, 1978-80
(in millions of United States dollars)
Country/region

1978

1979

1980

Imports
China-------------------------:
u.s.s.R-----------------------:
Eastern Europe----------------:
Poland------------------------:
Hungary-----------------------:
East Germany------------------:
Czechoslovakia----------------:
Romania-----------------------:
Bulgaria----------------------:
Total-----------------------:

317
530
970
436
69
35
57
345
28
1,817

549
873
983
426
112
36
50
329
30
2,405

1,039
430
957
415
104
43
61
311
23
2,426

Exports
China-------------------------:

u.s.s.R-----------------------:

Eastern Europe----------------:
Poland------------------------:
Hungary-----------------------:
East Germany------------------:
Czechoslovakia----------------:.
Romania-----------------------:
Bulgaria----------------------:
Total-----------------------:

818
2,249
1,415
677

98
170
105
317
48
4,482

1,717
3,604
2,056
786
78
355
281
500
56
7 ,377

3,749
1,510
2,332
710
79
477

185
720
161
7,591

Trade Balance
China---------------------------:

u.s.s.R-------------------------:

Eastern Europe------------------:
Poland--------------------------:
Hungary-------------------------:
East Germany--------------------:
Czechoslovakia------------------:
Romania-------------------------:
Bulgaria------------------------:
Total-------------------------:
Source:
Commerce.

501
1,719
445

241
29
135
48
-28
20
2,665

1,168
2,731
1,073
360

-34
319
231
171

26
4,972

Complied from official statistics of the U.S. Department of

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

2, 710

1,080
1,375
295
-25
434

124
409
138
5,165
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Table 14.--Chinese imports and exports with major trading
partners and with the world, 1978-80
(in millions of U.S.dollars)
Country/region

1978

1979

1980

Imports
Developed countries:
EC----------------------------:
Canada------------------------:
Japan-------------------------:
United States-----------------:
All DC's-----~----------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
All LDC's---------------------:
Total---------------------------:

2,101
486
3,381
906
7,923

558
4,041
1,896
11,180

2,642
816
5,620
4,131
14,843

60
137
1,943
9,865

80
126
2 '946
14,126

108
103
4,650
19,493

3, 171

Exports
Developed countries:
EC----------------------------:
Canada------------------------:
Japan-------------------------:
United States-----------------:
All DC's----------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
All LDC's---------------------:
Total---------------------------:
Source:

1,105
83
1,859
324
3, 736

1,679
143

893
27
5,067
8,803

1, 110

2,6~7

594
5,586
40
6,674
12 '260

2,386
132
3, 951
1,056
8,143
1,385
63
9,166
17,309

IMF Direction of Trade Yearbook 1981, pp. 121-23.

with the lack of an adequate economic infrastructure. The resultant cutback
in :f_nvestment projects, particularly those involving heavy capital investment,
is likely to slow the growth of U.S. exports to China for several years.

u.s.s.R.--u.s.

trade with the Sovi.et Union in 1980 was greatly influenced
by the application of the trade sanctions against the u.s.s.R. early in the
year, following the Soviet invasion of Afghanistan. U.S.-Soviet bilateral
trade plunged to less than one-half the 1979 level. U.S. exports declined
58 percent, principally because of the partial gra:f.n embargo, and U.s. imports
dropped 50 percent, ma:f.nly because of decreased shipments of Soviet gold.
Declining trade with the United States in 1980 was in contrast to
continued growth in Soviet trade with other Western countries (table IV-8).
The rise in energy prices in 1979 contributed to a sharp :f.mprovement :f.n Soviet
terms of trade with developing countries and enabled the Soviets to bring 1980
.a..---.1-

.!-&...-

,__,

___ _
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Table 15.--u.s.S.R. j_mports and exports with major trading
partners and with the world, 1978-80
(1n millions of U.S. dollars)
Country /region

.

..

1978

1979

1980

Imports
·~------------------------._

Developed countries:
EC----------------------------:
Canada--------------------------:
Japan-------------------------:
United States-----------------:
All DC's----------------------:
LDC's:
OPEC--------------------------:
Mexico----------------~-------:

All LDC's---------------------:
Total---------------------------:

__________________

7,286
494
2,529
2,252
15,472

8, 711
646
2,443
3,607
19,156

10,494
1,303
2, 796
1, 513
21,500

135

171

231

5
5, 977

5
6,562

21,449

2.5, 717

4

9,622
31, 121

Exports
Developed countries:

EC----------------------------:

Canada------------------------:
Japan-------------------------:
United States-----------------:
All DC's----------------------:
LDC's:
OPEC--------------------------:
Mexico------------------------:
All LDC's---------------------:
Total---------------------------:
Source:

33
1, 321
510
12,565

t0,785
54
1, 723
822
1.8,089

1_4' 090
51

310

371

4

1

4, 950
17,515

2 3, 824

447
12
7,241
29,498

7 ,831

5,735

1,703
457
22,257

IMF Direction of Trade Yearbook 1981, pp. 387-88.

In 1978 the Uni. ted States was the third largest Western supplier to the
Soviet Union, after West Germany and Japan. The trade sanctions assured that
such a position could not be maintained, and in 1980 the United States ranked
eighth behind West Germany, France, Japan, Finland, Australi.a, Italy, and the
United Kingdom. As a Western market for Soviet goods the United States is not
significant, accounting for almost 3 percent of Soviet exports in 1978 and
only 1. 5 percent in 1980. Since trade in agt"i.cultural goods accounts for over
50 percent of bilateral trade, developments in this area will greatly
influence the future course of the u.s.-Soviet trading relationship. l/

1/ The 5-year u.s.-u.s.S.R. grain supply agreement was scheduled to expi·re
in-September 1981, but on Aug. 5, 1981, the agreement w~s extended for 1 year
under the .same terms. Talks began l n Moscow on Sept. 30, l 981, to renegotiate
the agreement, and an announcement was made on 0l't-nN>r l t-h .... ~---~--L.,_ _ _ _. __ d
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Eastern Europe.--u.s. trade with Eastern Europe increased 8 percent in
1980, following a 28-percent increase in 1979. No major changes occurred 'ln
U.S. commercial relations with these countries (listed in table IV-6);
however, a shortage of hard currency placed severe restrictions upon their
imports from the United States, as well as from other Western countries. U.S.
exports to the region, almost double the level of U.S. imports from there,
grew by only 10.6 percent in 1980, compared with 47.8 percent in 1979. East
European imports from the United States were limited largely to food,
feedgrains, fuels (primarily coal), and raw materials for high-priority
industries. In 1980, Government planners in these countries increased
investment in import-substltut ing manufactures, ~-· e., domestic manufactures to
replace hard-currency imports. At the same time, production for export was
also promoted. However, U.S. imports from the region increased by only
2.3 percent over those in 1979.
Some notable changes occurred in U.S. bilateral trade with some of the
East European countries in 1980. Both U.S. exports to Poland and imports from
that country d.ecli ned as the strikes i.n Poland, which began in July, became
widespread and led to a substantial decline in domesti_c output. Poland was
forced to restrict imports to only the most essential items as its trade
deficit with the West increased and its hard-currency debt, already the
largest among the East European countries, approached $25 billion. As a
result, in 1980 Yugoslavia replaced Poland as the leading East European
trading partner of the United States. On the other hand, primarily because of
larger grain sales, the United States registered a 188-percent increase in
exports to Bulgaria. Grain shipments were also the major factor contributing
to an increase in U.S. trade with Romania and East Germany.
West Germany cont lnued to be the largest Western trading partner of the
East European countries. In 1980, the value of its exports to the region
reached $10.8 billion, and its imports from these countries w.ere
$8.8 billion. Among the industrial countries of the West, the United States
ranked second as a supplier to this market. However, imports from Eastern
Europe by both Italy and France exceeded those by the United States in 1980.
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CHAPTER V
ADMINISTRATION OF UNITED STATES TRADE LAWS AND REGULATIONS
U.S. Acts Under Provisions for Import Relief
Sectfons 201 and 203 of the Trade Act of 1974, the "escape clause"
provisions, specify the procedures and conditions for providing import relief
to industries seriously injured or threatened with serious injury by import
competition. !./ Under these provisions, the President may grant an industry a
temporary period of relief in the form of tariff increases, quotas, or orderly
marketing agreements. A similar provision to remedy "market disruption" by
imports from nonmarket economy countries is contained in section 406 of the
law. y
Article XIX of the General Agreement on Tariffs and Trade (GA~T) is the
"escape clause," whkh allows contracting parties to temporarily suspend trade
concessions by raising tariffs or imposing quotas. 3/ Under the GATT escape
clause, countries may withdraw tariff concessions if unanticipated rising
imports threaten to injure domestic producers. A concession may be withdrawn
or modified only for as long as and to the extent necessary to prevent or
remedy harmful import competition. Unless critical circumstances call for
immed:f.ate action, f.nvocation of the clause i.s subject to prior consultation
with :f.nterested trading partners.
Import relief often temporarily suspends trade concessi_ons to which the
invoking country is committed. "!"he ref ore, a country granting escape-clause
relief to its producers may be required to make compensatory trade concessions
on other products to its GATT partners or to other countries with which the
concessions were negotiated. For these reasons, escape-clause cases are
judged by the most stri.ngent criteria of import-related injury in U .s. trade
law.

1/ The U.S. escape cl_ause has a long htstory. The practice of including a
"standard escape clause" in U.s. trade agreements began i.n the early 1940' s
and was later mandated by Executive Order 0812 (Feb. 25, lq47). The first
escape clause law was sec. 7 of the Trade Agreements Extenslon Act of 1951.
2/ Nonmarket economy countri.es (NME's) i.nclude all non-MFN countries, Hsted
in-headnote 3(f) of the Tariff Schedules of the United States, plus Hungary,
the People's RepubHc of China, Po1-and, Romani.a, and Yugoslavi.a, whtch have
heen accorded MFN tariff treatment but are considered to be NME's.
3/ During the multilateral tariff conference wh tch gave rise to the GATT j_ n
th; late 1940's, the United States stipulated that inclusion of an escape
clause in the agreement was necessary before it could parti.clpate. '!.'he
1.anguage of GATT Article XIX, "Emergency Action on Imports of Partkular
Products" r..ras patterned after the standard U.S. escape clause.
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Safeguard actions
In the United States, escape-clause cases i.nvolve investigations of
injury, or threat thereof, to a domestic industry. 1/ Unlike most other
import injury procedures, escape-clause cases do not involve charges of unfair
acts by foreign countr1es or firms. Rather, they are based solely on the
effect of all imports of the product on the domestic industry. These cases
may be instituted by the Commission: (a) upon receipt of a pet i.tion from an
entity (trade association, firm, lahor union, or group of workers) which is
representative to a domestic industry; (b) upon its own motion; or (c) at the
request of the President or the Committee on Finance of the Senate or the
Committee on Ways and Means of the House.
Following receipt of a petition, the Commission initiates an
investigation to determine whether: (1) imports are increasing either
actually or relative to domestic production, (2) a domestic industry producing
an article like or directly competitive with the item is heing seriously
injured, or threatened with serious :f.njury, and (3) if the rising volume of
imports is a substantial cause of such serious injury or threat thereof. All
three criteria must be met in order for the Commission to decide affirmatively
on the petition.
In determining whether an i.ndustry is seriously injured or threatened
with serious injury, the Commission must take into account "all economic
factors which i t considers relevant," including certain statutorily mandated
factors. 2/ Furthermore, imports must be a "substantial cause" of the serious
l nJurf.
Substantial cause is def lned as "a cause which i.s important and not
less than any other cause." With respect to causation, the Commission is
directed to take into account all economic factors it considers relevant,
including whether "an increase in imports (either actual or relative to
domestic production) and a decli.ne in the proportfon of the domestic market
supplied by domestic producers" is occurring.

1/ Industry was defined in sectfon 20l(a)(3) of the Trade Act of 1974 so
th;'t "[The Commissionl (A) may, in the case of a domestic producer whi.ch also
imports, treat as part of such domestic industry only its domestic production,
(B) may, in the case of a doDEstic producer whlch produces more than one
article, treat as part of such domestic industry only that portion or
subdivision of the producer which produces the like or directly competitive
article, and (C) may, in the case of one or more domestic producers, who
produce a like or directly competitive article in a major geographic area of
the United States and whose production faci.Hties in such area for such
~rticle constitute a substantial portion of the domestic industry in the
United States and primarily serve the market in such area, and where the
imports are concentrated in such area, treat as such domestic industry only
that segment of the production located in such area."
2/ For example, Sec. 20l(b)(2) provides that the Commission consj_tfer, with
re;'pect to serfous i.njury, "the significant idling of product! ve fac llities in
the industry, the inability of a significant number of firms to operate at a
reasonable level of profit, and significant unemployment in the industry."
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If the Commissjon makes an affirmative determination or ts equally
divided it must recommend import relief in the form of new or increased
duties, quotas, or adjustment assistance. If the Commission makes a negative
injury determination, it would not recommend relief and none could be provided
under the anthority of section 201.
The Commissjon would recommend only such relief as the President is
authorized to proclaim, as set forth in sections 202 and 203 of the Trade Act
of 1974. Thus, the Commissi.on could recommend that the President increase or
impose tariffs, a tariff-rate quota (a form of tariff), or a quantitative
restriction (quota). No tariff could be increased to a level more than 50
percent above the existing level (e.g., from 10 to no more than 60 percent)
and no quota could prohibit the entry of less than that quantity of imports of
the subject product entered during the most recent representative period. The
President could also negotiate orderly marketing agreements (OMA's) with
foreign supplying countries, but the Commission would not recommend the
negotiation of such agreements. 1/ Relief may be provided for an initial
period of up to 5 years and relief may be extended for an additional period of
3 yea rs.
If the Commission finds that adjustment assistance can remedy the injury,
it can recommend the provision of such assistance instead of import relief
(tariffs, etc.). If the Commission recommends such assistance or i.f the
President determines that such assistance would be more appropriate than
import relief, the President is to direct the Secretaries of Labor and
Commerce to give "expeditious consideration" to petitions from workers, firms,
and communities for such assistance. (It should be noted that firms, workers,
and communities would stUl be required to file petitions wi.th the appropriate
Secretary, something they could have done without the Presidential directive.)
Under the statute, the Comm.isston, at the request of the President,
reports on industry conditions, market trends, and adjustment efforts for any
i.ndustry which has been granted import relief as a result of a section 201
proceeding. Prior to the termination of the initial period of import relief,
section 203(i)(3) of the act directs the Commission, at the request of the
protected industry, to analyze and advise the Presldent on the tmpact of
terminating import relief.
After considering advice received from the Commission, the Secretary of
Labor, and the Secretary of Commerce, the President may extend i.mport relief
for a period not to exceed 3 years, if he determines that such extension is i.n
the national i.nterest. The President may also deny an extension or narrow

If While the statute does not expressly prohibit the Commission from
recommending negotiation of OMA' s, the Commissfon generally would not do so
because such a recommendation could frustrate Congress' "override" authority
in section 203(c) of the Trade Act (discussed below). It would be difficult
for Congress to force the President to negotiate a gtven result with foreign
governments.
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the scope and lower the level of protection. Congress does not have authority
to override a Presidential decision on extending, modifying, or terminating
measures under section 203.
The Commission conducted five investigations under section 201 in 1980 on
the following commonities: certain ftsh, fresh cut roses, leather wearing
apparel, mushrooms, and certain motor vehicles and certain chassis and bodies
therefor.
Certain fi_sh.--On January 29, J.080, the Commission reported to the
President its determinatfon, by a 3-to-0 vote, that imports of ground fish
were not being imported into the Unite<l States in such j_ncreased quantities as
to be a substantial cause of serj_ous injury to the domestj_c industry
harvesting and processing like or directly competitive products.
Investi_gation '!'A-201-41 had been undertaken on September 5, 1079, upon receipt
of a petition from the Fishermen's Marketing Assoclation of Washington, Inc.,
and the Coast Draggers Association of Westport, Wash.
Fresh cut roses.--On March 28, 1980, the Commission made a negative
determination by a 5-to-0 vote in investigation No. TA-201-42, Fresh Cut
Roses. A petition charging injury was filed by Roses, Inc., a trade
associ_ation representing U .s. rose growers, on September 5, 1979. The
Commi sslon found that neither the "serious injury" nor the "substantial cause
requirements of the statute were met in this case.
Leather wearing appar<;,!_.--On January 24, 1980, the Commission unanlmously
recommended that increased tariffs be imposed for a period of 3 years, as a
result of a finding of injury in its investigation No. 201-40 on leather
wearing apparel. The investigation was lnitiated on August 3, 1979, by
petition from a trade association and several unions. l/ The President
rejected the Commission's recommendation in favor of eipedited adjustment
assistance.
Mushrooms.--On August 14, 1980, the Commission determined, hy a
4-to-0 vote, that 1-mports of prepared or preserved mushrooms were a
substantial cause of serious tnjury or threat thereof and recommended that
quantitative restrictfons be imposed on mLisl-irooms, provided for in item 144. 20
of the TSUS, for the 3-year period commencing July 1, 1980. The recommended
Hmits were 86 mi_l.lfon pounds (dratned weight) for the first year, to be
increased hy 9. 7 percent in each subsequent year. The Commissi.on further
recommended that the President allocate the quantitatlve restri.ctions on a per
country basls as he deemed appropriate. The investigation, TA-201-43, found
that the ratio of imports of domestic production of canned mushrooms increased

1/ The unions were The National Outerwear Sportswear, Associ_ation,
Amalgamated Clothing Textile Workers Union, Tanners Council of America, and
the United Food Commercial Workers Unfon.
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from 68 percent in 1Q74/75 to 96 percent in 1978/79. Furthermore, the
industry's aggregate net operating profit dropped 58 percent from 1977 to
1979, and aggregate net sales decreased by 4 percent between 1977/78
andlQ78/79. Of the 17 producers able to provide the Commission with usahle
prof it-and-loss data on their mushroom canning operations, over half operated
at a loss in 1979. On November 1, 1980, the Prest.dent increased tariffs for a
3-year period as follows: first year, 20 percent ad valorem; second year, 15
percent ad valorem; and, thi.rd year, 10 percent ad valorem.
Automobiles.--By far the most publicized case considered by the
Commission in 1980 was the automobile industry investigation, No. TA-201-44,
Certain Motor Vehicles and Certain Chassis and Bodies Therefor. 1/ The case
was initiated by a petition filed by the United Auto Workers of America on
June 12, 1980. The Ford Motor Company later jolned as a copetitioner. The
Commission launched its investigation on June 30 and held public hearings in
Washington from October 8 to October 11. On November 10, the Commission
determined, by a 3-to-2 vote, that automobile trucks, on-the-hi.ghway passenger
automobiles, and bodies (including cabs) and chassis for automobjle trucks
were not being imported into the United States jn such increased quantities as
to be a substantial caus~ of serious injury, or threat thereof, to the
domestic industry producing like or directly competitive articles. Although
the Commissi.oners all determined that the domestic industry was sufferlng from
serious injury, a majority did not find that increased imports were the
substantial cause of such injury.
Other actions under sections 201 and 203.--Effective January 17, 1980,
the President decided that tariffs would be j ncreased on U .s. imports of
porcelain-on-steel cookware valued at or below $2.25 per pound (except
teakettles) fol lowing a 1979 affirmative Commission determi natfon in :fts
investigation No. TA-201-39.
Quotas on specialty steels were terminated effective February 13, 1980.
The quotas had been in effect since May 24, 1977, and were imposed as a result
of the Commission's investigation No. TA-201-05. They were extended on
January 18, 1978, until February 13, 1980. The United States had negoti.ated
an OMA with Japan on the subject products, which also terminated on
February 13, 1980. 2/
Import relief under sect ion 201 in effect for all or part of 1980 is
Hsted in table 16. In May of 1980, the Commission completed investigation
TA-203-6, color television receivers and subassemblies thereof. Import relief
for this industry had been granted in March 1Q77 in the form of an orderly
marketing agreement with Japan which was extended to cover Taiwan and Korea in
1979. This relief was scheduled to be termi.nated on June 30, 1980. However,

y For a more in-depth discussion of the automobile case, see ch. I of this
report.
y For more information on OMA' s, consult the OMA section in this chapter of
the report.
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Table 16.--Escape-clause (sec. 201 of the Trade Act of 1974) relief in effect during 1980
Investigation
Ho.

Product,
TSUS Ho.

Major
suppliers

.Relief/effective date

TA-201-39---: Nonelectric cookware
(TSUS 654.02).

Japan
Taiwan
Spain
Italy

Increased tariffs for 4 years on
U.S. imports of porcelain-on-steel
cookware valued at or below $2.25 per
pound, except teakettles. Tariffs
will be increased by 20, 20, 15, and
10 cents per pound, respectively, in
the 1st, 2nd, 3rd, and 4thyears.
(1/17/80).

TA-201-36---: Clothespins
(TSUS 790.05).

Taiwan
China
Poland
West Germany
Romania

3-year global quota established in
amounts of 2 million gross pins.
(2/18/79).

TA-201-37--: Bolts, nuts, and
large screws of
iron or steel
(TSUS 646.49,
646. 54, 646. 56,
646.63, 646.79).

Japan
Canada

Increased tariff for 3 years to 15% ad
valorem for TSUS 646.49 and"l5% ad
valorem plus previous specific rate
of duty for bolts and nuts (TSUS Hos.
646.56, 646.63, 646.79) (12/26/78).

TA-201-35-----: High-carbon
ferrochromium
(TSUS 607.31).

South Africa
Brazil
Rhodesia
Japan
Yugoslavia

Increased tariff by $0.04625 for
first 3 years. For high-carbon
ferrechromium with a custams value of
over $0.38/lb. chromium content, no
additional duty will be applied.
(11/3/78).

TA-201-29---: Citizens band
transceivers
(TSUS 685.25).

Taiwan
Korea
Japan

Increased tariffs for 3 years to
21% ad valorem in 1978, 18% ad
valorem in 1979 and 15% ad valorem
in 1980. Rate will return to 6% on
Apr. 11, 1981. Removed from GSP
eligibility.
(3/27i78).

TA-201-19---: Color television
receivers and
: subass-blies,
thereof,
(TSUS 685.20,
687.35 to 687.40).

Taiwan
Korea
Japan

Orderly marketing agreements
with Japan, Korea, and Taiwan were
due to expire June 30, 1980;
Commission advised that termination
of OMA's with Taiwan and Korea would
adversely affect domestic industry.
President extended OMA's with
Taiwan and Korea for two additional
years, until June 30, 1982.
(5/20/77).

lf

TA-201-18
and
TA-201-7.

Certain footwear
(all footwear
provided for in
schedule 7 of the
TSUS, pt. lA,
except 700.51 thru
700.54, 700.60,
700.75, 700.90).

TA-201-05--: Specialty Steels
(stainless and tool)
(TSUS 607.26,
607.43, 606.95,
607.28, 607.34,
607.46, 607.54,
607.72, 607.88,
608.34, 608.49 and
608.64).

y

Italy
Spain
Taiwan
Korea

Orderly marketing ag.re-ents .
with Taiwan and Korea terminate
on June 30, 1981. 1/
(4/1/77).
-

Japan
Sweden
EC

Orderly marketing agreement with
Japan. Quotas on imports from
other suppliers. Quotas extended
on 1/18/78 until 2/13/80. !/
(5/24/77).

For restraint levels, see "Orderly Marketing Agre-en ts" section of this report.
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the Commission unanimously found that tennination of the import relief, with
the exception of quantitative restrictions on complete and incomplete
receivers from Japan, would have an adverse economic effect on the domestic
industry. The Commission found that imports of Japanese TV sets no longer
posed a serious threat to domestic producers. Higher levels of Japanese
investment in facilities in the United States, the Commission felt, had
changed the effect of Japanese exports on the U.S. industry. The President
accepted the Commission's recommendation that the OMA with Japan be terminated
and that the OMA's with Taiwan and Korea be extended for two additional years,
until June 30, 1982.
Adjustment Assistance
Title II of the Trade Act of 1974 provides that adjustment asslstance may
be used as a form of escape-clause relief. The adjustment assistance may take
the form of trade readjustment trai ni.ng and relocation allowances for workers;
technical and capital support for firms; and loan guarantees and other
assistance to communities adversely affected by increased imports. Programs
for d:l.splaced workers are administered by the U.s. Department of Labor, and
programs for communities and firms, by the Economic Development Administration
(EDA) of the U.S. Department of Commerce.
During 1980, the Department of Labor investigated 5,348 petitions for
adjustment assistance. It completed 3,214 cases and made 866 complete
certifications and 34 partial certifications. 1/ Approximately
651,390 workers received their first payments of trade adjustment allowances
in 1980, and total trade adjustment allowance payments amounted to
$2.2 bi.llion at year-end. In addition, workers receive<! benefits in the form
of testing, job training, job-search allowances, referrals, and expense
allowances for moving to new job locations.
Commerce's EDA certjfied 446 firms as eligible to apply for adjustment
assistance during 1980, including 134 wearing apparel firms, 35 wood and panel
product firms, 25 communication and sound equipment firms, lQ textile firms,
and 17 finns each in the footwear and machinery and equipment industries. The
balance of the 446 firms came from 40 industries or product groups.
Under the Trade Act of 1974, adjustment assistance for firms is
authorized in the form of direct loans and loan guarantees for financing plant
acquisition, construction, or modernization, expansion or conversion of
productive facilities, and the purchase of machinery and equipment. During
fiscal year 1980, EDA approved the adjustment proposals of 71 firms and
authorized $73 million in financial assistance, including $43 million in
di. re ct loans and $30 mi. 11.ion in loan guarantees. Di re ct technical assistance
from EDA was provided to 15 firms during fiscal 1980.

!I Partial indicates that not all of the workers covered by the petition
we re certified.
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The operations of EDA's ffeld offices are supplemented by 10 trade
adjustment assistance centers (TAACs), all operated by nonprofit organizations
which receive EDA grants. Each TAAC offers a variety of services to trade
injured firms including guidance in preparing petitions for certification, and
comprehensive assistance to EDA-certified firms in developing and carrying out
their recovery plans. Technical assistance to trade-impacted firms and
industries through the TAACs amounted to $17.6 million in fiscal 1980.
Communities adversely affected by import competition are also eligible
for adjustment assistance under the act. Petitions may be filed by a single
commun:i.ty, a group of communities, or on their behalf by the Governor of the
State. Because the communities often have additional economlc problems not
directly linked to rising imports and often are unable to gather the necessary
data to qualify under the Trade Act, EDA advises them to petition for
assistance under programs covered by the Public Works and Economic Development
Act of 1965, as amended, rather than under the more limited provisions of the
197 4 Trade Act.
The Department of Commerce uses the legal authority granted to i. t in the
Public Works and Economic Development Act of 1965, as amended, to assist
injured industries and to help communities adversely affected by imports. ln
1980, EDA awarded $19.S million in grants to such communities. Among other
things, the grants aided the development of new industrial sites, renovation
of deteriorating inrlustr:i al buildings, and the operation of husi.ness retention
and expansion programs.
Assistance to industries on which imports have an adverse impact is
delivered by three organizations within the Department of Commerce: the EDA,
the International Trade Administration, and the Off ice of Productivity,
Technology and Innovatfon. They work toward enhancing i nrlustry
competitiveness both in home markets and abroad, and toward stimulating
exports of the affected industries. Programs focus on improving technology,
productivity, product lines, marketing, and management techniques. Generally,
programs of industry wide assistance stem from Commerce initiatives, although
many of the industries listed in the following paragraph have participated in
escape-clause cases.
During 1980, the Department of Commerce continued to give technical
assistance to the footwear, apparel, and textile inrlust ries. In addition, i t
made technlcal assi.stance gr.3.nts to eight industry associations whose members
produce work gloves, jewelry,· handmade glass, ceramfc tile, paper machinery,
textile machinery, handbags, and shakes and shingles. Efforts initially
funded in 1978 and 1979 were also continued in 1980 for industries producing
stainless steel flatware, industrial fasteners, consumer electronics, steel,
cutlery, mushrooms, vitreous chi naware, ea rt hen tableware, and fisheries.

Market Disruption
Under provisions of section 406 of the Trade Act of 1974, imports from
Communist countries a re determj ned to cause market ·.iisrupti_on ln a domestic
industry, "whenever imports of an article • • • like or directly competitive
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with an article produced by such domestic industry are Increasing rapidly,
either absolutely or relatively, so as to be a signjficant cause of material
injury or threat thereof, to such domestic industry." The U .s. International
Trade Commission conducts investigations to ascertain whether market
disruption exists. If the Commission determines that market disruption does
exist, it must "find the amount of increase in, or imposition of, any duty or
other import restriction on such article which is necessary to prevent or
remedy such market disruption." The President has essentially the same
options for import relief as those provided in sections 201 and 203 of the
Trade Act.
Market disruption cases differ from escape-clause cases in two ways.
First, the President's action may be directed only at the Communist country or
countries from which the imports come; and, second, the "substantial cause of
serious injury" test is replaced by the milder "significant cause of material
injury" requirement, thereby weakening the causal link to the imports and
requiring a lesser degree of injury before taking action. In emergency
situations, the President may provide immediate relief pending a finding by
the Commission.
The Commission decided on one such case durlng 1980, lnvolving imports of
anhydrous ammonia from the U.S.S.R. The Commission made a negative
determination regarding its investigation No. TA-406-6, deciding that imports
of anhydrous ammonia from the u.s.s.R. were not causing or threatening to
cause material injury to the domestic industry.
Prompted by the Soviet invasion of Afghanistan earlier. that month, the
President requested, on January 18, 1980, that the Commission 1nitlate an
investigation of Soviet shipments of anhydrous ammonia to the United States.
With Proclamation No. 4714 of January 18, 1Q80, he imposed an emergency quota
of 1 mlllion short tons on U .s. imports of anhydrous ammoni.a from the U .s.s.R.
for the year beginning January 24, !Cl80; clalming that "there are reasonable
grounds to believe • • • that market disruption exl.sts • • • and that
emergency action is necessary."
Several months earlier, the Commission had determined that imports of
anhydrous ammonia from the Soviet Union were causing market disruption
(investigation No.TA-406-5) and ·recommended appropriate remedial action. ll
However, the President rejected the Commiss5.on' s recommended remedies in

l/ In July 1979, 12 U.S. producers and 1 U.S. distributor of anhydrous
ammonia petitioned the Commissfon to conduct an :investigation to determine
whether imports of anhydrous ammonia from the Soviet Union were causing market
disruption with respect to an article produced by a domestic industry. The
Commission ordered investigation No. TA-406-5, and, by a 3-to-2 vote, it made
an affirmative determination in October of that year. In order to remedy the
market disruptfon, the Commission recommended that the President provide
relief in the form of quotas on imports of anhydrous ammonia from the Sovlet
Union for 3 years, as folJows: 1980, 1 mi.Ilion short tons; 1981, 1.1 million
short tons; and 1982, 1.3 million short tons.
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December 1979, finding that import relief was not in the national economic
interest. He requested the Commission at that time to issue a series of
annual reports on overall market conditions for the ammonia industry.
The Commission made its 1980 negative injury determination on the grounds
that changed circumstances, including the January 4 grain embargo and the
February 21 embargo on U.S. phosphate exports to the u.s.s.R., had
significantly altered U.S. market conditions. As a consequence of the
Commission's 3-to-2 negative determination, the .January 24 emergency import
quota was removed.
Orderly Marketing Agreements; Negotiated Export Restraints
An orderly marketing agreement (OMA) generally lnvol ves a bilateral
agreement between the United States and an exporting country which embodies,
among other things, a quota limiting exports to the U.S. market of certain
products. The level and duration of the quota is determined by mutual
agreement. The quota is administered by the exporter and also generally
formally monitored and controlled by the United States. An OMA is one of the
remedies available to the President in escape-clause cases. Such agreements
were recognized as a form of import relief in section 352 of the Trade
Expansion Act of 1962. OMA's may be preferable to other safeguard remedies,
such as unilaterally imposed quotas or tariff increases, because exporting
countries party to them have a hand in fashioning them. That country
expressly agrees to the measure, voluntarily foregoing its rights to receive
compensation or adopt retaliatory measures against U.S. exports. Because
OMA's agreed to by the exporting country do not change bound concessions, they
are not subject to the discipline of the GATT. In 1980, such agreements were
i.n effect for color television receivers, nonrubber footwear, specialty steel,
and textiles.
Nonrubber footwear
In 1977, the U.S. International Trade Commission conducted an
escape-clause investigation on nonrubber footwear at the request of the Senate
Finance Committee. After a Commission finding of serious injury, the
President negotiated OMA' s with Tai.wan and the Republf.c of Korea for the
period June 28, 1977, through July 1, 1981. The OMA's covered all kinds of
nonrubber footwear except wool felt (TSUS 700. 75) and disposable footwear
designed for one-time use (TSUS 700.90). Base limits and allowed increases
for each i.tem are 1:1.sted in table 17. The overall restraint levels are as
follows (in milllons of pairs):
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Restraint perlod
June 28, 1977-June
July 1, 197 8-June
July 1, 1979-June
July 1, 1980-June

30,
30,
30,
30,

1978-------------------------------:
1979-------------------------------:
1980-------- -------- ---------------:
1981-------------------------------:

Restraint level
Taiwan
Korea

122
125
128
131

33.0
36. 5
37.5
38.0

The President requested the Commission to issue quarterly and annual
reports on industry and market conditions and on adjustment efforts. The
Commission was scheduled to advise the President on the probable economic
effect of extending, terminating, or revising the OMA's on nonruhber footwear
on April 22, 1981. ll

Color television receivers
Japanese color television receivers have entered the United States under
OMA restraints since July 1, 1977, fol.lowi.ng an affirmative injury
determination hy the Commiss:i.on on i.nvestigation No. TA-201-19, Color
Television Receivers. For each 12-month period from July 1, 1977, to June
30, 1980, Japanese exports of television receivers to the United States were
limited to 1. 56 mf. l lion complete (assembled or unassemhled) receivers and
190, 000 incomplete receivers.
The OMA includes a stipulation that the Government of Japan may initiate
consultations wHh the Government of the United States i f third country
exports to the United States of the products covered by the agreement are
disadvantageous to Japan. In line with his responsibility for monitoring the
OMA, the United States Trade Representative (USTR) found that imports of color
television receivers and certain subassemblies from Taiwan and the Republic of
Korea had increased to such a degree as to disrupt the effectiveness of the
agreement with Japan. In accordance with this finding, the USTR negotiated
OMA's covering color television receivers with Taiwan and Korea i.n
December 1978. They were extende<l in 1980 for an additional 2 yea rs. 1/ The
restraint levels are as follows:
-

1/ The Commission recommmende<l the extension of relief on imports from
Taiwan and the termination of relief on imports from Korea Nonruhber Footwear,
Report to the Presirlent on Inve~stgation No. TA-203-7 •
, USITC
Publication 1139, Aprll 198L The President terminated all relief effective
June 30, l 981.
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Country and article

Restraint level
(units)

Taiwan:
Color television receivers, having a picture
tube, exported during-July 1, 1979-June 30, 1980------------------------------373,000
July 1, 1980-June 30, 1981-------------------------------400, 000
July 1, 1981-June 30, 1982------------------------------425,000
Certain subassemblies thereof, exported
during-July 1, 1979-June 30, 1980------------------------------648,000
After July 1, 1980------------------------------------------1/
Republic of Korea:
Color television receivers, having a picture
tube, exported during-July 1, 1979-June 30, 1980------------------------------136,000
July 1, 1980-June 30, 1981------------------------------385,000
July 1, 1981-June 30, 1982------------------------------575,000
Certain subassemblies thereof, exported
during-July 1, 1979-June 30, 1980------------------------------136,000
After July 1, 1980------------------------------------------1/
!/ No restrictions.
As previously noted, the Commission advised the President on May 16, 1980,
that terminating such relief with respect to Taiwan and Korea would have a
negative effect on the domestic industry. The Commisslon further recommended
that the OMA with Japan be terminated. It was subsequently terminated
effective June 30, 1980.
Specialty steel
The first OMA under the Trade Act of 1974 was negotiated by the United
States following a findi.ng of injury by the Commission in its investigation
covering imports of certain stainless steel and alloy tool steel (No.
TA-201-5). Knowing that the United States intended to provide import relief
in the form of quotas, Japan agreed to accept an OMA covering certain
specialty steel. Quantitative limits set out in the OMA were to be in effect
from June 14, 1976, through June 13, 1979. In addition, quotas were imposed
unilaterally on imports of spec5alty steel from other countries during the
same 3-year period.
On April 24, 1979, the U.S. International Trade Commlss1_on reported to the
President on its investigation No. TA-203-5, which analyzed the economic
impact on the domestic industry of terminating the import relief. The
Commission was evenly divided in its advice, and the President determined on
June 12, 1979, that ~n 8-month extension of quota treatment was in the

lf

See discussion on investigation No. TA-203-6 earlier in this report.
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national interest. Restraint levels for the final period of the restrictions,
December 14, 1979, to February 13, 1Q80, were as follows (in short
tons):
Quantity
Japan---------------14,620
EC------------------ 6,009
Canada-------------- 2,777
Sweden-------------- 5,010
Austria------------417
Other---------------32,787
Textiles
The Arrangement Regarding International Trade in Textiles, known as the
Multifi ber Arrangement (MFA), is an international agreement which provides the
basis for a large number of bilateral trade agreements governing international
trade in textiles. Under the SO-nation accord, countries are obliged to allow
textile imports to increase up to 6 percent annually. A protocol to the
agreement allows importing countr:f_es to make "reasonable departures" from that
commitment.
The MFA went into effect on July 1, 1974, and was subsequently renewed for
an additional 4 years through the end of 1981. 1/ Negotiations on further
renewal opened in December 1980.
At yearend 1980, the United States had bilateral agreements limiting
textile imports with 22 countries, 19 of which were negotiated within the MFA
framewrk. The three non-MFA textUe agreements were those with Taiwan, Costa
Rica, and China, nations that are not signatories to the Arrangement. Most of
the agreements cover articles of cotton, wool, and/or mamnade fibers. The
restraint levels provided for in bi. lateral agreements for calendar year 1980
are shown in table 18.
In addition, the United States had agreements during 1980 with 10 other
countries which provide for consultations and possible limitations when
problems arise. These other countries are Czechoslovakia, Egypt, Greece,
Hungary, Jamaica, Malta, Nicaragua, Peru, Portugal, and Spain.
The President is authorized to negotlate such bilateral agreements under
section 204 of the Agricultural Act of 1956, as amended. Under article 4 of
the MFA, bi.lateral agreements must be consistent with overall guidelines
contained i.n the MFA. In negoti.ating these agreements, the MFA guideposts for
flexibility of administration and import target growth rates for restraints
are considered.

1/ The MFA was preceded by the Long Term Arrangement Regarding International
Trade in Cotton Textiles (LTA) which wa~ ~iunP~ nn Anr_ 1n ia~?-
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Table 18.--Bilateral restraint levels on exports of textiles to
the United States, by sources, 1980
Source

Fibers included in category
and/or group limits

Brazil--------------: Cotton
China---------------: Cotton, wool, and manmade fibers
Colombia------------:-------------do-----------·--------:
Costa Rica----------: Manmade fibers 3/
Dominican Republic--: Cotton, wool, and manmade fibers :
Haiti---------------: ------------do-------------------:
Hong Kong-----------:-----------~-do-------------------:
India---------------:-------------do-------------------:
Japan---------------:-------------do-------------------:
Korea---------------:-------------do-------------------:
Macau---------------:-------------do-------------------:
Malaysia------------:-------------do-------------------:
Mexico--------------:-------------do-------------------:
Pakistan------------: Cotton
Philippines---------: Cotton, wool, and manmade fibers :
Poland--------------:-------------do-------------------:
Romania-------------:-------------do-------------------:
Singapore-----------:-------------do-------------------:
Sri Lanka-----------:-------------do-------------------:
Taiwan--------------:-------------do-------------------:
Thailand------------:-------------do----------~--------:

Yugoslavia----------: Wool and manmade fibers 4/

Aggregate
limits
Million equivalent
square yards
1/ 149.4
2/ 80.8
2/ 128.7
7.6
2/ 30.5
2/ 89.5
2/-1,076.1
- 2/ 213.2
2/ 258.6
660.3
43.1
2/ 78.8
2/ 252.0
171.7
270.6
50.5
2/ 91.0
261.9
2/ 30.9
852.8
2/ 141.4
.8
2/

1/ Limit applicable to the period Apr. 1, 1980-Mar.31, 1981. The limit was
the same during the comparable period of a year previously.
2/ Specific limits on subgroups were also in effect.
3! These limits pertain only to trade in textile category 649 (manmade fiber
brassieres and other body-supporting garments). During 1980 this quantity was
limited to 1,575,000 dozen.
4/ The agreement establishes export limits on two products: men's and boys'
wool suits and men's and boys' manmade fiber suits.
Source: Compiled from information contained in The Multifiber Arrangement,
1973 to 1980, vol. 2, USITC Publication 1131, March 1981, p. E-2.
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The United States generally has two kinds of textile agreements, those
which specify quantitative limits on exports to the UnHed States, and those
which provide for consultations if textile trade problems arise. Agreements
that call for quantitative limitations generally contain "speciffc" restraint
levels, app 1 ied to specified textile products, categorles of textile products,
or groups of categories; they may also include aggregate restraint levels
which pJ.ace overall limits on exports covered by quantitative restrictions.
Such quotas often have adaptive mechanisms which allow flexibility, within
negotiated bounds, in their admi.nistration. 1/ Consultative agreements may
provide for consultations only when market disruption occurs; others include
negotiated "consultation levels," which trigger discussions when limits are
approached or reached.
Among the most significant developments in U.S. textile trade was the
signing, on September 17, 1980, of a bilateral agreement with China that
provides the framework for trade in cotton, wool and man made fiber textiles
and textile products. 11
The Carter Administration :f.ssued a policy directive concerning f ts textile
program on February 15, l 97Q, pledgi.ng global import evaluation, greater
control over import surges, and the commitment to seek understandings with
major suppliers regarding tighter controls for the rema:f.ni ng life of the
bilateral agreements. Consequently, the United States renegotiated and added
further restraints to its bilateral agreements with Hong Kong, Korea, and
Taiwan, and concluded the new bilateral agreement with China. These actions
tightened controls on U .s. textile imports from major supp Hers.
U.S. Actions on Unfair Trade Practices
The United States has several laws :f_n effect whlch al low it to respond to
unfair methods of competition and other practices that impair U.S. domestic or
foreign commerce. These laws provide countermeasures when foreign governments
or entities engage in unreasonable or discriminatory practices that are
detrimental to U .s. domestf.c or foreign commerce or when importers, foreign
exporters, or sellers engage in unfair methods of competition in the
importation or sale of foreign merchandise in U.S. markets. Section 731 of
the Tariff Act of 1930 contains antidumping provisions designed to enable the
United States to counter sales of imports in the domestic market at less than
fair value. Section 337 of the Tariff Act of 1Q30 prohihits practices which
tend to distort domestic commerce through the use of unfair methods of
competition or unfair acts in connection with the importation of articles into
the United States, including patent infringement. Subsidies by foreign

1/ Adaptive measures include "ca l·ry-forwa rd" and "carryover" and "swing"
pr;visions. Under carry-forward and carryover provisions, an unused restraint
port i.on of 1 year may, under spec if ied conditions, be added to the restra:f nt
level of a following period. "Swing provisions" allow exports within a group
or category to exceed the restrajnt level up to a stipulated percentage,
provided there is an off setting charge against other groups or categories.
2/ For more informati.on on the U .S.-China textile agreement, see the 24th
Quarterly Report to the Congress and the Trade Policy Committee on Trade-Between the United States and the Nonmarket EconQmY Countries During
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governments are dealt with under section 701 of the Tariff-Act of 1930, which
allows tne United States to impose countervailing duties on imports equal to
the net subsidy calculated by the Department of Commerce. Finally, acts by
governments that pose an unreasonable or discriminatory burden, or otherwise
restrict the commerce of the United States are subject to remedy under section
301 of the Trade Act of 1974.
Antidumping Investigations
The Ant id umping Act, first enacted in 1921, was intended to prevent
unfair foreign competition in the form of price discrimination or below-cost
pricing. Under provisions contained in title I of the Trade Agreements Act of
1979, the Antidumping Act of 1921 was repealed, and antidumping provisions
were added to the Tariff Act of 1930 as a new Title VII of that act. 1/ The
substance of many of the provisions of the Antidumpi ng Act remained intact
while revisions changed U.S. law to come in line with the Agreement on
Implementation of Article VI of the GATT, commonly referred to as the
International Antidumping Code.
The Trade Agreements Act of 1979 differs from the Antidumping Act, l<nl,
by expediting the investigation stage and shortening the time given the
Department of Commerce to determine the dumping margin. In addition, the
"material injury" test of the GATT was incorporateci i.n domestic law.
The legitimacy of ant id umping act tons :ts explicitly recognized in a rt icle
VI of the General Agreement on Tariffs and Trade (GATT), which condemns unfair
pricing practices by private exporters that threaten to disrupt domestic
industri.es. The article allows countries to counter such actions wlth duties
or other fees designed to bring the price in line with foreign reference
prices or production costs. Generally, the price of the same or similar
merchandise in the home market is used as the benchmark of fair price.
The purpose of the new provisions is to bring domestic trade legislation
in line with the revised antidumping code negotiated in the Tokyo round. The
revised antidumping code perm.its the imposition of provisional measures, such
as suspension of liquidation and the posting of a cash deposit, bond or other
security, only after an affirmative preliminary determination has been made
that sales at less than fair value are imminent or occurring, and if there ls
a reasonable indicat:l.on that the domestic industry is materi.ally injured or
threatened with material injury. As in the 1921 act, the antidumping duty is
imposed in addition to any other duties to whi.ch the merchandise js subject.

1/ The Antidumping Act was repealed effecti. ve Jan. 1, 1980. Provisions for
dei°ling with cases which were in progress under the Antidumping Act of 1921
were contained in Sec. 102 of the Trade Agreements Act of 1979.
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The antidumping cases reviewed by the Commission during 1980 are listed
in tables 19 and 20. During the year, the Commission made 27 preliminary and
12 final antidumping determinations. The Commerce Department has
responsibility for determining if goods are being sold at less than fair value
in the U.S. market and for issuing antidumping duty orders. During 1980,
Commerce revoked two outstanding antidumping duty orders and found no sales at
less than fair value in two cases.
In March 1980, the Commerce Department determined that tomatoes, peppers,
cucunbers, eggplant, and squash from Mexico were not being imported into the
United States at less than fair value and terminated the case. 1/ However,
the petitioner, the Southwest Florida Winter Vegetables Growers-Association,
is challenging the Commerce Department's determination in the U.S. Customs
Court.
Dumping duties on water circulating pumps from the United Kingdom were
revoked by Commerce effective October 15, 1979, by a notice in the Federal
Register of January 4, 1980. Commerce revoked the previous (Feb. 7, 1974)
finding of sales at less than fair value of picker sticks (TSUS 670.74) from
Mexico on June 11, 1980.
At yearend, the following antidumping investigations were pending before
the Commerce Department:
Snow-grooming vehicles, parts thereof, and accessories therefor from the
Federal Republic of Germany
Certain iron-metal castings from India
Strontium nitrate from Italy
Precipitated barium carbonate from the Federal Republic of Germany
Unrefined montan wax from East Germany
Natural or synthetic menthol from China
Anhydrous sodi.um metasilicate from France
Trigger Price Mechanism
President Carter introduced the Trigger Price Mechanism in 1978 to monitor
the prices of steel mill products imported i.nto the United States. Envisioned
as a fast-track method of dealing with allegations of pricing at less than
fair value, the system was intended to forestall a large number of
industry-initiated antidumping investigations. The system was destgned to
, allow the U .s. Customs Ser·vtce 2/ to self-initiate antidumping investigations
if price monitoring of imported-steel mill products reveals that imports are
likely to be sold in the United States at less than fair value. By
anticipating sales of imports in the United States at less than fair value,
the impact of those imports could be 1i.mited. The calculation o.f the trigger

1/ For more information, see the Mexico section of ch. IV.

'2! Responsibility for administration of the TPM was transferred to
Department of Commerce on Jan. 2, 1980, along with other functions related to
antidumping law.
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Table 19.--Preliminary antidumping investigations under sec. 731,
Tariff Act of 1930, completed by the Commission in 1980
Investigation No.

Article and country

731-TA-4------------------: Countertop microwave ovens
from Japan.
731-TA-5 and 731-TA-6-----: Rail passenger cars and parts
thereof from Italy and Japan.
Sodium hydroxide in solution from
731-TA-8 through
731-TA-11---------------:
the Federal Republic of Germ.any,
France, Italy, and the United
Kingdom.
731-TA-15-----------------: Pipes and tubes of iron or steel
from Japan.
731-TA-17-----------------: Clams in airtight containers
from Canada.
Carbon steel products from
731-TA-18 through
731-TA-24---------------:
Belgium, the Federal Republic
of Germany, France, Italy,
Luxembourg, the Netherlands, and
the United Kingdom.
731-TA-25-----------------: Anhydrous sodium metasilicate
.. from France.
731-TA-27-----------------:
731-TA-29-----------------:
731-TA-30-----------------:
731-TA-31 through
731-TA-33---------------:
731-TA-35-----------------:
731-TA-36-----------------:

731-TA-37-----------------:

Commission
determination
Reasonable
indication
of injury.
No reasonable
indication
of injury.
No reasonable
indication
of injury.
No reasonable
indication
of injury.
No reasonable
indication
of injury.
Reasonable
indication
of injury.

Reasonable
indication
of injury.
Menthol from Japan------------------: No reasonable
indication
of injury.
Asphalt roofing shingles
Reasonable
from Canada.
indication
of injury.
Montan wax from East Germany--------: Reasonable
indication
of injury.
Barium carbonate and strontium
Reasonable
indication
carbonate from the Federal
Republic of Germany and Italy.
of injury.
No reasonable
Portable electric nibblers
from Switzerland.
indication
of injury.
Snow grooming vehicles,
No reasonable
parts thereof and accessories
indication
therefor from the Federal
of injury.
Republic of Germany.
Certain iron-metal castings
Reasonable
from India.
indication
of injury.
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prices incorporates the estimated production and shipping costs of the world's
most efficient producer--currently Japan. 1/ This prke is compared with the
price at whlch steel imports enter into th; United States or are sold to the
first unrelated purchaser in the United States. If imports enter below the
trigger prices, Commerce conducts a preliminary inquiry utilizing importer
questionnaires, and evaluates the situation to determine whether an
antidumping investigation should be initiated. Revisions of the trigger-price
levels to reflect current costs of production and shipping are announced
quarterly by the Department of Commerce and, from time to time, TPM product
coverage is modified.
Following a March 19 announcement by the Department of Commerce that
trigger prices for the second quarter of 1980 would remain at their first
quarter levels, the U.S. Steel Corp. filed antidumping charges against steel
imports worth nearly $1.3 billion annually from the Federal Republic of
Ge~any, France, Italy, Luxembourg, the Netherlands and the United Kingdom.
The Secretary of Commerce subsequently suspended the Trigger Price Mechanism
on March 21, noting that "the basis upon which the TPM was maintained no
longer exists. The TPM was designed to substitute for, not to supplement,
major antidumping cases by the domestic industry." At that time, Commerce
left the possibility open of reinstituting the program if antj_rlumping charges
were withdrawn or satisfactorily resolved. On April 10, the Department of
Commerce instituted separate antidumping investigations against each country
(excluding certain products from its scope). 2/ The Commission followed suit
with its prel:f.minary investigations Nos. 731-TA-18 through 731-TA-24. On the
basis of the evidence revealed in their preliminary studies the Commi.ss!on
determined in May that there was a reasonable indication that the domestic
industry was being materially injured. On October 2, 1980, U.S. Steel
withdrew its antidumping actions, and the Department of Commerce reintroduced
the TPM, effective October 21, for a transition period of 3 to 5 years. The
Secretary of Commerce is to review the progress toward restructuring made by
the industry before the end of 3 years; if the TPM is not found to have helped
the industry restructure, the TPM will be abandoned. Otherwise, the TPM will
continue for the full 5 years.

1/ Each trigger price has several elements, including a base price plus
~dditional costs for ocean freight, handling at the U.S. port, and interest,
all elements expressed in U.S. dollars per metric ton. These additional costs
were differentiated on the basis of 4 U.S. regions having maritime ports--west
coast, gulf coast, Atlantic coast, and Great Lakes. There are also extras for
special characteristics regarding dimensi_ons, chemical composltion, and
surface preparation. Each trlgger price also Includes a charge for insurance,
equivalent to l percent of the sum of the base price, extras, and ocean
freight. Trigger prices are based on the full costs of producing steel mill
products in the most efficient foreign steel industry.
2/ The excluded products are organic-coated cold-rolled sheets from all
co~ntries; organic-coated galvanized sheets from all countries, special
sections from all countries, light I-beams from Belgium, and all structural
shapes from Italy.
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Several administrative changes were made to the TPM system when it was
reinstated. A surge provision was added to the TPM, allowing Commerce to
investigate, upon request, surges in imports of specific steel products. If a
surge occurs at a time when lmport penetration is greater than 13. 7 percent,
the department will examine TPM enforcement; if the surge is found when import
penetration is greater than 15.2 percent, Commerce will determine whether the
surge is the result of injurtous dumping or subsidization. If such situations
are found, Commerce may initiate a narrow, product-specific antidumping or
countervailing duty case. Alternatively, the domestic industry may choose to
bring such a case without risking suspens:!.on of the TPM. Commerce must
complete trigger-price investigations within 90 days. No action will be taken
in any case where a surge in imports appears to be the result of fair
competition, and none of the surge procedures will be utilized at times when
the domestic industry is operating at or above 87 percent capacity
utilization.
Another substantive change was made in the method for reflecting
movements in the yen/dollar exchange ratio. Trigger prices are now based on a
36 month moving average of the yen/dollar exchange rate instead of a 60-day
average. This should prevent sharp changes in trigger prices caused by short
term swings in exchange rates. The trigger prices put into effect on October
21 averaged approximately 12 percent hlgher than they were when the TPM was
suspended in March. The increase was due entirely to increases in Japanese
production costs and the strengthening of the yen relative to the dollar.
Administrative changes have been designed to improve the transparency and
regularity of the application of the TPM, and enforcement of the TPM ls to be
upgraded. Also, Commerce will establish training programs for customs
officers at major ports of entry for steel and will send teams to each major
port on a spot check basts. In late October, Commerce announced its intention
to expedite consideration of extendfng steel trigger prices to cover specialty
steel, 1/ and delivered a preliminary report to the President on November 10,
1980. On January 8, 1981, Commerce announced that TPM coverage would not be
broadened to cover specialty steel imports. However, specialty steel imports
will be monitored for surges by Commerce. 2/

-

The Department of Commerce announced procedures under which certain
foreign steel producers may sell steel mill products in the United States
below trigger prices on November 21, 1980. The procedures permit exemptions
from the trigger-price program for those foreign steel producers which can
prove that their actual production and sales costs are at or below the trigger
prices. Foreign producers may avoid an antidumping investigation by
requesting preclearance under procedures outlined in the November 24 Federal
Register.

1/ The OMA on speci.alty steel expired on Feb. 13, 1980.

-

"!! Commerce Press Release No. 81-03, .Jan. 8, 1981.
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Countervailing duty actions
United States countervailing duty legislation was originally enacted i.n
1897 and later embodied in section 303 of the Tariff Act of 1930. The
legislation states that whenever a "bounty or grant" (subsidy) is paid in a
foreign country upon the manufacture or product5-on for export of a class or
kind of merchandise, a countervailing duty equal to the net amount of the
subsidy is to be levied upon the i.mportation of such artkles. The purpose of
this provision is to offset any unfair competitive advantage that foreign
manufacturers or exporters might gain over U.S. producers by reason of
subsidized exports.
Title I of the Trade Agreements Act of 1979 modified existing
countervailing duty laws in a number of important respects. In order to make
conforming changes in domestic trade law, section 701 of the Tariff Act of
1930 adds a materi.al injury test with regard to imports from countries which
are signatories of the subsidies code 1/ negotiated under the aegis of the
GAT'l'. Section 303 is still applicable-to countries that are not signatories
of the subsidies code. Section 303 of the Tariff Act of 1930 operates without
regard to any determination of mated.al injury in any case in which imports of
dutiable merchandise are subsidized. Furthermore, changes in the
admi.nistratfon of the law, essentially the same as those applicable to
antidumping cases, have been introduced. Provisional relief is available to
domestic concerns for the first time, strict time limits have been introduced
for the investigative phase, and an illustrative list of export subsidy
practices is contained in the law. In addition, the Trade Agreements Act of
1979 established expanded authority to suspend investigations when early
action by the foreign government or exporter will eli.mi nate the unf al r trade
practi.ce or its injurious effect. Pursuant to Presidential Reorgani.zation
Plan No. 3 of 1979, responsibility for administration of the statute was
transferred from the Department of Treasury to the Department of Commerce,
effective January 2, 1980.
During 1980, The Secretary of Commerce made the following final
determinations on subsi.dies in countervailing duty cases:
Affirmative determinations 2/

---------------------------- -

Corn starch from Belgium, Denmark, France, Ireland, Italy, Luxembourg, the
Netherlands, the United Kingdom, and West Germany
Industdal fasteners from India
Malleable pipe fittings from Japan
Weighi.ng machinery and scales from Japan
Certain textiles and textile mill products from Pakistan
Fresh cut roses from Israel

1/ Subsidization was found.

2! The Agreement on Interpretation and Appllcation of Articles VI, XVI, and
XXIII of the General Agreement on Tariffs and Trade.
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Negative determinations

11

Wool tops from Australia
Certain textiles and text ne mill products from India
At yearend, the following countervailing duty cases were pending at the
Commerce Department:
Leather wearing apparel from Argentina, Mexico, Uruguay, and Colombia
Plastic animal identification tags from New Zealand
Countervailing duties were revoked on the following products during 1980:
Cheese from Austri.a
Iron and steel chains and parts thereof from Italy
Rubber footwear from the Republic of Korea
Leather handbags from Brazil
Certain steel products from Italy
Respons:f.bility for determining injury under the countervailing duty
statute rests wi.th the U .s. International Trade Commissi.on. Countervailing
duty actions :tn calendar year 1980 are shown in table 21.

Unfair practices in import trade
Section 337 of the Tariff Act of 1930, as amended by the Trade Act of
1974, empowers the U.S. International Trade Commissjon to investigate and
remedy unfair acts and methods of competition related to the entry and sale of
imports into the United States. Such investigations may be tni.ti ated upon the
receipt of a formal complaint or by the Commission itself. The act declares
unlawful, prac.tices whose effect or tendency is to (1) destroy or
substantially injure an efficiently and economically run domestic industry,
(2) prevent the establishment of such an industry, or (3) restrain or
monopolize commerce in the United States. Secti.on 337 cases generally involve
patent infringement and antitrust issues; by far the most common are patent
infringement cases.
If the Commission determines that a violation of sectf.on 337 has
occurred, it may remedy the situation by issuing exclusion orders or cease and
desist orders, unless, after considering the effect of such actlon on public
health and welfare, competitive conditions in the U.S. economy, production of
like or directly competitive articles i.n the United States, or domestic
consumers, it finds that such action should not be taken.
Under the statute, the Presi.dent has 60 days to expressly approve or
disapprove, for policy reasons, the Commission's affirmative determination.
In the event of the President's disapproval, the Commi ssi.on' s order has no
force or effect. If the President takes no action, the Commission's decision
enters into force 60 days after the Commissi.on' s determination. Individuals
or firms adversely affected by either a negative or positive determination
have the right to judicial review.

I/ Suhsi.-'li.,.l'ltfrm

Wl'IS

not fonnrl.

Table 21.--Countervailing duty investigations completed by
the Commission in 1980 or pending at yearend
Investigation No.

Article and country

701-TA-1------------------: Leather, cut or wholly or partly
manufactured into forms or shapes
suitable for conversion into
footwear from India.

Commission
determination
No injury

Outcome
Case terminated.

701-TA-2------------------: Pig iron from Brazil----------------: Injury

Countervailing duties imposed
on a case-by-case basis.

701-TA-3------------------: Frozen potato products from Canada--: No reasonable
indication
of injury

Case terminated.

701-TA-7------------------: Weighing machinery and scales
from Japan.

No injury

Case terminated.

701-TA-ll through
Dextrinea and soluble or chemically
701-TA-19---------------: treated starches from Belgium,
Denmark, the Federal Republic of
Germany, France, Ireland, Italy,
Luxembourg, the Netherlands, and
the United Kingdom.

No injury

Case terminated.

701-TA-20-----------------: Certain chains and parts thereof
from Japan.

No reasonable
indication
of injury

701-TA-21-----------------: Fresh cut roses from the
Netherlands.

No reasonable
indication
of injury

Case terminated.

701-TA-22 through
Dextrines and soluble or chemically
701-TA-30---------------: treated starches derived
from potato starch from Belgium,
Denmark, the Federal Republic
of Germany, France, Ireland,
Italy, Luxembourg, the
Netherlands, and the United
Kingdom.

No injury

Case terminated

701-TA-31 through
Hams and pork shoulders, cooked
701-TA-39---------------: and packed in airtight containers
from Belgium, Denmark, the Federal
Republic of Germany, France,
Ireland, Italy, Luxemburg,
the Netherlands, and the United
Kingdom.

No injury

Case terminated.

701-TA-40-----------------: Fish, fresh, chilled, or frozen
whether or not whole, but not
otherwise prepared or preserved

No injury

Case terminated.

from Canada.

N

0

......

▪

•

208

01)
4.4

4.)

••I

e41

0)

LI

LI

0)

oS
••

•• • • • •

Case te rmina ted.

U

4.1
0

0)

a)

6
••

• • • • ••

•• •• ••

8 0

• • • • •• •• • •

•• •• • •

C

C

11) 0 0.•

40 0 0.•
1.4 .4 I4
A 4.0 0

.44

0
.1-1

7
.-.1

0
4 4,

t*.
A 44 0
0 01 10 .,
4-1
0u0

44

44

44

44

O
Z

0
0
z Z

0

C

C

•0•

•• ••

60 0.

C

C

AI W
14 8

II
a)

so

a)

.4

Ar t ic le and

4

B

G) 01 40

0 44 ♦ , 0
44 , 4 1.4 a

Do .0

I-1 0

4 4

a) 0..oi 0

PI 40 0 •C
04 03 0
El
1-4 03
O .4 4) 4.41
1.0 01 14 14
41.4 14 >4 0/

- 4I

A •

03 V •• 1., 8
W W 0 41 0
0 a 0 Z na
4.1
C
to
W 41) 4) W 0
0 .= 44 .041
4., D.

H

4J VC

o4
•• •• ••

0 44 44

00 V
03 0 444
01 44 0

0
44.1
0
1•4

OA

••

•• ••

a

a 0.

W I+ X 0

(:) ‘14
.0
O >, A 1

W 0 •14
W4•41 0

1 u0

t.,

.0

‘..,

El 4) 0 =
0 C.0 .1

4.4 44
0) 93

Z
•• •• .

•• •• •• •• •• •• •• ••

to
1.)
>. .c
- 0 .c. W

0

• • • • • • • • ••

.W
I.

M I.. al

•■•1

m

W

0 4) 0 00 =
1.1 tt 0 11.1

0
C

i ' 4). II S

1e

0

a

17

;11'

a

•C

14
O

44

Ii

R. .0 44

0,

GI 4J

..1.0

r4 a
.4 00

03 14 C 4 104

14
4) 11

2
u.

0

0

t.)
$.,
a)

1841
41 0

4)

LA
0

00

4..

I' XI )t.: t
a)
o
C 4 0.1 4. .0 •
0 0 Z.41 1 tli

44

6

,4.4.044'0
0 o
t 0 ■••■
00

4.4 1 1 CU 41) 00 0
14 4) II 14 A 44
,1) 40 04 1.41 4.1 04
C.

0

14
'V 11.0

C

W0
O

0,,..,

W Li
4-1 0
...1 4)

,i.J

04 04

4)
1-4

0

0

0

'.4 •
04 9:1
44 C
4.4 01

10

0.)

m

a)
AI

0 .-1

144

././ 0..

W 01
V
7 0
4-0

4

0

0 0 a
••1

o
.41
4.1

C
.1.1

4
)
4.1

a) •••■

Y. m 0

0

to

41

■

00
C
44

14

0

g .
LI (0
01 0
.0 00
4., 0
40 14

0 0

A

4) 03
IL
...I b3

412

9
O

...I E

44

0

1•41 •
.0 CO
0 ...1

0. 90
g

0 6-4

0 0

14

u •4

....4

+4

4J 0
14 44

o ea
40 40
6-1 0

W II

0 4.1

G./

.1)4 01

00•

303 -TA-1 4 - -

•• •• •• • • •• • • • • • • •• •• •• •• •• • • am •• • • •• •• • • •• •• •• • • ••

Invest ig a t ion No.

a,

a Z
4.4
0 oi

209

Duri.ng 1Q80, the Commission worked on ~2 such cases, completing 11 of
them and continuing work on 11 at yearend. Of the 11 completed, the
Commission decided affirmatively on 8 of them. The Commission may make a
negative fi.nding for one of several reasons: (1) the evidence did not uphold
the allegations, (2) the complai.nant signerl a consent order, 1/ (3) voluntary
assurances of compliance were made, 2/ or (4) a settlement ag~eement was
procured. 3/ The Commission did not-fi.nd violati.on of the statute in three
cases. Th; investigations completed by the Commission in 1980 are listed in
tal:ile n; those pending at yearend are listed in table 23.

Section 603 of the Trade Act of 1974, preliminary investigations
Secti.on 603 of the Trade Act of 1 q14 states that "In order to expedite
the performance of its functions under the Act, the International Trade
Commissi_on may conduct preliminary investigations, <letermine the scope and
manner of its proceedings, and consolidate proceedings before H." This
section has most frequently been utilized to conduct preliminary section
137investigations of unfair import practices. Such investigations are
conducted in accordance with the Commission's Rules of Practices and
Procedure. Changes in these rules were proposed on April 9, 1980 (45 F.R.
24ln), in order to expenite the resolution of secti.on 337 cases. These
changes would furnish additional procedures for the termination of
investigations under sections 337 and 603, and provide for consent orders and
certain nonarljudicati ve proceedings, includ l ng enforcement of final Commission
orders issued in accordance with the Commiss1on jurisdiction under section
337. A public comment period followed the proposal. 4/ During 1980, the
Commission conducted two cases under the authority of-section 603, calcium
pantothena te from Japan and steel jacks from Canada.

- 1/ A consent order contains no admission that the respondent has violated
the statute, and is predicated on the parties consent to the imposition of a
cease and desist order. After such motion, the Commission publlshes a public
notice and invites comments from the public. The Commlssion may chose to
reject or accept the consent order on the bas:l.s of the public comments
received and evidence provided by the parties to the investigation.
In agreeing to a consent order, the parties voluntarily waive their rights to
a full adjudication of the case on the merits of the evidence.
2/ Voluntary assurances of compliance involve no recognition of violation,
s:t.;'ply a promise not to violate sec. 337 in the future. Voluntary assurance
of compliance may be secured at any time rlurj_ng the investigative process
(before a final determination).
3/ Settlement agreements involve the offering of a joint motion by all the
pa';°ti.es i.nvolved (includi.ng the i.nvesti.gative attorneys) recommending to the
Commission that the case be terminated. After such motion, the Commi.ssi.on
publishes a public notice and invites comments from the puhljc. The
Commission may chose to reject or accept the settlement agreement on the basis
of the public comments received and evidence provided by the parties to the
investigation.
4/ On Mar. 18,1981, final rules allowing for supplementary procedures i.n
in~estigatfons of unfair practices in import trade were adopted.
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The Commission instituted investigation No. 603-TA-5, calcium
pantothenate from Japan, to examine the market for the article and to
determine if charges by the Syntex Corp. of unfair import practices merited a
full section 337 investigation. The Commission had previously voted not to
institute a section 337 investigation on the basis of the allegations in the
Syntex complaint. On August 8, the Commission determined, by a 5 to 0 vote,
that no unfair methods of competition or unfair acts in the importation and
sale of calcium pantothenate were occurring, and thus terminated investigation
603-TA-5.
In response to a complaint filed by the Bloomfield Manufacturing Co., the
U .s. Internati.onal Trade Commission instituted i.nvestigation No. 603-TA-6,
Steel Jacks from Canada, to investigate whether such imports were the subject
of a ca:nbination or conspiracy to fix prices at unfairly low levels for the
purpose of restraining or monopolizing trade and commerce in the
United States. Following this, the complainant and three companies which were
named in the complaint as respondents--J.C. Hallman Manufacturing Co.,
American Gage and Manufacturing Co., and A.H. Bottoriff Co.--entered into a
consent order agreement, thereby terminating the investigation. !}
Certain practices of foreign governments and instrumentalities
Section 301 of the Trade Act of 1974 empowers the President to enforce
U.S. rights under trade agreements and to counteract practices by foreign
governments (or instrumentalities) which constitute an unjustifiable,
unreasonable, or discriminatory burden, or otherwise restrict the commerce of
the United States. Under the statute, the word "commerce" is meant to include
services, such as shipping and insurance. In practice, section 301 is the
primary statute which enables the President to deal with nontari.ff barriers to
trade in invisibles, such as licensing requirements for service industries.
The President is directed to take all appropriate and feasible steps to obtain
the eli.mination of these trade practices. If all such attempts fail to end
the practices, he may (1) deny the offending country or instrumentaHty the
benefits of trade agreements concessions, (2) impose special import
restrictions, and (3) impose fees or other restrictions on the services of the
foreign country.
Petitions alleging actions falling under section 301 jurisdiction are
Investigation of the
allegations is conducted by an interagency section 301 Committee, and may
include hearings if that is requested. If the committee finds that the
allegations are well founded, it may recommend that the United States Trade
Representative conduct consultations with the foreign country. Where
appropriate, the GATT and the MTN Code Committees can be used as a forum for
settlement of such disputes.

filed with the United States Trade Representative.

y

Notice of termJ natfon of the case was dated Dec. 5, 1980.
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A summary of cases under section 301, Trade Act of 1974, completed,
terminated, or pending at yearend 1980 follows:
I.

Cases in which Presidential determinations have been made:

301-6, Wheat flour (EC)
Petition received: December 8, 1975.
The issue: EC payment of export subs:!dies to wheat millers.
Status: Bilateral consultations between the EC and the United States were
conducted in 1977 and informal consultations continued during the
MTN. No resolution to the problem was reached, and formal dispute
settlement procedures under the GATT were initiated on July 24,
1980. On August 1, 1980, the President directed the United States
Trade Representative to pursue these dispute settlement procedures
diligently. GATT Article XXII consultations between the EC and the
United States were conducted in October 1980. A technical meeting
was scheduled for January 28, 1981, to evaluate price undercutting
data and the extent of EC export subsidization practices.
301-13, Leather (Japan)
Petition received: August 4, 1977.
The issue: Japanese quantitative restrictions and excesslve tariffs on
leather imports.
Status:
As a result of bilateral negotiations with Japan, an understanding
between the governments which would expand the quota on imported
leather was reached in February 1979. (The tariff rates on imports
of leather were found to be reasonable because they were bound GAT'r
rates.) The Interdepartmental Committee on Implementation of the
Japan-u.s. Leather Agreement is monitoring Japanese adherence to the
agreement. On July 31, 1980, the President issued a memorandum
di recti.ng the United States Trade Representative to consult with
Japan regarding the agreement, and to report to him on the progress
of the consultations on February l, 1981.
301-15, Income tax practices (Canada)

!L.

Petition received: August 29, 1978.
The issue: Provisions of the Canad~an Income Tax Act which deny income tax
deductions to any Canadfan taxpayer for advertising time purchased
from a U.S. broadcaster for advertising directed at the Canadian
market. Deductions are granted for such purchases from Canadian
h roadc asters.
Status:
After bi.lateral consultations with the Canadian Government failed to
produce agreement, the President sent a memorandum to the United
States Trade Representative on July 31, 1980, informing hi.m of his
determination that the appropriate response to the Canadian practice
would be to propose legislation to the Congress which, when enacted,
would mirror the Canadian practice in U.S. law. The proposed
legislation was sent to Congress on September 9, 1980.

!J

For additional discussion, see the Canada section of ch. IV of this
report.
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TI.

Cases terminated by the United States Trade Representative:

301-3, Egg albumen (EC)
Petition received: August 7, 1975.
The issue: Sudden changes made in supplementary levies char.ged by the EC on
imports.
Status:
Although the EC continued to use import charges on such imports (the
EC discontinued the use of supplementary levies in 1976, and
replaced them with import charges), the charges have not had a
signifkant impact upon U .s. sales. Therefore, the case was
terminated on July 21, 1980.
301-5, Malt (EC)
Petition received: November 13, 1975.
The issue: EC's subsidization of exports, to the detriment of U.S. exports
to Japan and other countries.
Status:
Since the Subsidies Code addresses the major issue raised in the
petition, the United States Trade Representative, with the advice of
the interagency 301 Committee and the agreement of the petitioner
terminated the investigatton on June 19, 1Q80.
301-7, Sugar in canned fruits and juices (EC)
Petition received: March 30, 1976.
The issue: EC changes in the amount of the variable levy which is assessed
on sugars added to canned fruits and iuices impairing the value of
GATT bound tariff rates to the United States.
Status: As a result of MTN negotiatfons, the United States concluded an
agreement with the EC on July 11, 1979, which changed the variable
levy to a fixed 2-percent levy on added sugar. The case was
therefore terminated on June 18, 1980.
301-16, Wheat (EC)
Petition received: November 2, 1978.
The issue: EC export subsidies enabltng exports from the EC to displace
U.S. exports in third country markets.
Status:
Such subsidies are now under the purview of the GATT Subsidies Code,
whi.ch became effective January 1, 1980. Representatives of the EC
and the United States met in June 1980, and agreed to mon1.tor
developments, exchange information and discuss future problems which
may arise in world wheat trade. In light of these developments, the
investigation was terminated on July 24, 1980.
301-17, Cigars (Japan)

!J

Petition received: March 14, 1979.
The issue: Allegation that the Japanese Government's tobacco monopoly
maintains unreasonable import restr5ctions, imposes internal taxes
or charges on lmports in excess of those placed on domestic products
and imposes discriminatory restrictions on the marketing,
advertisi.ng, and distribution of imported cigars.
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Status:

This case was combined with 301-19 for the purpose of dispute
settlement procedures ini.tiated by the United States i.n 1979. Japan
amended its law to replace the internal tax on imported cigars wlth
a 60 percent ad valorem import duty while the GATT panel was
deli berating. Before the GATT panel report was i_ssueii, the two
Governments reached an agreement under which Japan would reduce the
import duty from 60 percent to 35 percent ad valorem and would
liberalize restrictions on imported cigars. The case was termi.nated
on January 6, 1981.

301-18, Marine insurance (Argentina)
Petition received: May 25, 1979.
The issue: Allegations that Argentine statutes require marine insurance on
exports from and imports i.nto Argentina to be placed with an
Argentine insurance firm when the risk of loss ls borne by an
Argentine national.
Status:
The United States Trade Representative suspended the case on July
25, 1980, upon receipt of a commitment from the Government of
Argentina to participate in multUateral negotiations, conditi.oned
upon participation by a substantial number of other developing
countries, to achieve, among other things, the elimination of
restrictive practices in the insurance sector.
301-19, Pipe tobacco (Japan)

!f

Petition received: October 22, 1979.
The issue: Allegation that the Japanese Government's tobacco monopoly
maintained unreasonable pricing procedures and advertising and
distribution restrictions on U.S. pipe tobacco.
Status:
Tariffs reduced from 110 to 60 percent ad valorem, as a result of
bilateral agreement (see 301-17). Case terminated January 1, 1981.
301-20, Fire and marine insurance (Korea)
Petition received: November 5, 1979.
The issue: Alleged failure of the Government of Korea to issue licenses to
the petitioner to do business in the fields of fire and marine
insurance markets.
Status:
Bilateral consultations were conducted with the Government of Korea
beginning in June 1980. During these negotiations, the Government
of Korea informed the United States of its plan to open its
insurance market to competition by permitting the petitioner to
compete in the market, gradually removing restrictions on the market
over a three and one-half year period, and eliminating the
discriminatory nature of the Korean system. The case was terminated
on December 19, 1980.

!f

For additional discussion, see the Japan section of ch. IV of thi.s report.
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301-21, Eyeglass frames (Switzerland)
Petition received: December 12, 1979.
The issue: Damage to sample eyeglass frames by Customs Service of Switzerland.
Status:
Swiss officials contend that marking of gold content did not comply
with Swiss law, which requires that items marked to indj_cate gold
content vary from the content marked by no more than 3/1000 of a
karat. As the Swiss standard is cons:f.stent with that of many
countries, the U.s. standard has been amended to permit variances of
3/1000 of a karat, effective October 1, 1981. The case was
terminated on December 1, 1980.
Dried prunes (Venezuela)
Petition received: February 25, 1980 (the petition was refiled on
June 2, 1980).
The issue: Allegation that the increase in the ad valorem duty on dried
prunes by the Government of Venezuela from 35 to 60 percent and the
imposition of a surcharge on those same items is unreasonable and
burdens or restri.cts U.s. commerce
Status:
Consultations between the two Governments resulted in a decision by
Venezuela that it would substantially reduce its import charges on
dried prunes. The petition was withdrawn on July 16, 1980. On
August 12, 1980, Venezuela reduced its ad valorem duty on dried
prunes from 60 percent to 20 pe~cent and reduced the surcharge from
7 to 5 Bolivars.
Rice (Japan)

11

Petition received: April 4, 1980.
The issue: Allegat lon that the price support program for rice maj_ntained by
the Govermnent of Japan is inconsistent with its obligations under
the GATT Subsidies Code.
Status: Representatives of the United States and Japan reached an agreement
on April 12, 1980, regarding the sales of Japanese surplus rice
resulting from the price support system. On May 19, 1980, the Rice
Miller's Association withdrew their petition, advising i f the
surplus rice was sold at below the world price it would refile its
petition. As a result, the United States Trade Representative did
not make a determination with respect to initiation of an
investigation.
III.

Cases which were pending at yearend, 1980:

301-11, Citrus products (EC)
Petitions received: November 12, 1976.
The issue: EC's preferential rates of duty on orange and grapefruit juices
and other citrus products from certain Mediterranean countries.
Status:
The United States and the EC have held consultations both during and
after the MTN. As required by section 303 of the Trade Act of 1974,

-------------
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the United States Trade Rep re sentatl ve i.nformed th Et:: and the GATT
Secretariat that the U.S. wished to hold consultatlons under GATT
Article XXII:l and the Framework Agreement of the GATT. These
consultations were held in October lqao. No agreement was reached.
The United States Trade Representative, in consultation with the
Department of Agriculture is analyzing the :lmpact on U.S. interests
of the preferences as a necessary precondition to taking the next
step in dispute settlement.
301-14, Marine insurance (U.S.S.R.)
Petitt.on received: November 10, 1977.
The issue: Allegation that the Soviet Union requires marine insurance on
exports or imports between the United States and the U.S.S.R. be
placed with a Soviet state insurance monopoly
Status:
Bilateral negotiations concerning marine insurance resulted in a
memorandum of understanding signed by both Governments on April 5,
1979. The case was suspended pending review in one year of the
operation of the agreement. An interagency 301 commi.ttee was to
monitor the agreement. However, a review of the operation of the
first year of the agreement has not been possible in the current
climate of u.s.-u.s.s.R. relations. On July 24, 1980, the United
States Trade Representative announced the continued suspension of
the case because of the i.nabili ty to assess the operation of the
understanding, to remain in effect until a thorough review and
assessment can be conducted.
Section 22 of the Agricultural Adjustment Act, as Amended
Section 22 of the Agricultural Adjustment Act of 1933 allows the
President to restrict the importation of agricultural commodities to prevent
interference with price support programs operated by the U.S. Department of
Agriculture. If the Secretary of Agriculture believes impairment to such
programs is taking place or ls imminent, he is directed to advise the
President, who refers the matter to the U.S. International Trade Commission
for investigation. On the basis of the Commission investigation and report,
the President ls authorized to regulate the importation of the products whose
tendency or effect is to materially interfere with any domestic production and
marketing control program, price support or other program in operation
relating to agricultural commodities. Among the remedies available under the
act are quantitative restrictions and additional import fees. If an emergency
si.tuatlon exists, the Presi.dent may take immedi.ate remedial actfon, pending
the completion of the Commission's investigation. Under provisions in the
act, the President may also direct the Commlssion to study the effect of
suspending, terminating or modifying any such restriction previ.ously i.mposed.
Currently such restrictions are in place on sugar, dairy products, peanuts,
cotton, and other products.
On March 5, 1955, the United States obtained a waiver of its articles II
and XI obligations under the GATT for items covered by section 22 of the
Agricultural Adjustment Act. The Contracting Partjes stipulated that the
United States must submit annual reports containi.ng information on adjustment
efforts and current and pending restrictions. On March 26, 1980, the GA'!'1'
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Council approved a New Zealand request for the formation of a working party to
review the U .s. GATT waiver. The working party met in October. The focus of
the meeting was princlpally on U.S. dairy programs, with representatives of
New 7.ealand, Australia, and Hungary expressing the opinion that the United
States industry had not completely met its obligations to adjust. Such
opinions were noted in the working parties report, which was subsequently
approved. However, the GATT waiver continues in effect.
During 1980, the following products were subject to quotas under the
authority of section 22:
Condensed or evaporated milk
Most cheeses made from cow's milk
Butter and butter oil
Powdered milk
Frozen cream
Ice cream
Chocolate
Certain articles containing malted milk and articles,
n.s.p.f.; of milk or cream
c.ertain edible preparations containing butter fat
Ani.mal feeds containing milk and milk derivatives
Peanuts, whether or not prepared or preserved, but
not peanut butter
Cotton, not carded, not combed, not otherwise
processed, except harsh or rough cotton under 3/4 inch
All spinnable cotton wastes
All fibers of cotton, processed, but not spun
Peanuts.--During 1980, drought conditions reduced the peanut harvest by
42 percent resulting in a severe shortage of edible grade peanuts. In
response to this, the United States Trade Representative, acting on authority
delegated to him by the President, issued Presidential Proclamation 4807 on
December 4, 1980, authorizing on an emergency basis the entry of an additional
200 million pounds (over the exi sttng quota of 1, 709,000 pounds) of such
peanuts, through June 30, 1981, pending the report of the Commi.sslon on its
investigation No. 22-42. It 1/ was undertaken to determine if the
modification or suspension of-the annual import quotas on peanuts for the
12-month period beginning August 1, 1980, would hamper existing Department of
Agriculture programs and was pending final Commisston determination at yearend
1980. 'll
1/ Investigation No. 22-42 was instituted on Oct. 15, 1980, following the
receipt of a petition filed by the Peanut Butter and Nut Processors
Association and the National Confectioners Association.
.
2/ On Jan. 15, 1981, the U.S. International Trade Commission unanimously
determined that the peanut quota could be modHied to permit the entry of an
additiona 1. 200 million pounds of peanuts during the extended perlod of Aug. 1,
1980 to July 31, 1981, inclusive without rendering or tending to render
ineffective or materially interfering with any program or operation undertaken
by the Department of Agriculture with respect to peanuts, or reducing
substant lal ly the amount of any product processed in the United States from
peanuts. Chairman Bi.lJ Alberger, Vice Chairman Michael Calhoun, and
Commissioner Paula Stern further recommended that the quota be increased by
300 million oounds. On Anr. 14_ 1 QRl t-ho 'Pro.:dA.on+- """'°' ..,,,.,:i +-l.,,. ..... ~ .. ~ l..n
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Suga.E..--On December 28, 1978, the President ls sued Proclamation No. 46 31
which est a bl i.shed, effective January 197 9, a system of variable import fees
for sugar imports.
Managed by the Secretary of Agriculture, the system
provides for quarterly adjustments of import fees to offset changes in the
world price of sugar in order to assure that the U.S. domestic price (the
world price plus U.S. import duties, fees, and c.i.f. costs) does not fall
below its objective of 15 cents per pound. However, rising sugar prices
reduced the import fee to zero on October 24, 1979, where it remained
throughout 1980.
The specific duty on imports of refined sugar (which is imposed on top of
the variable import fee) was reduced on February 1, 1980, from 1.985 cents per
pound to 0.625 cents per pound in response to rising world market sugar
prices. An aggregate quota of 6.9 million short tons raw value for sugars,
syrups, and molasses 1/ for any calendar year was proclaimed by the President
on November 30, 1978 (Proclamation No. 4610). In May of 1979, the Secretary
of State was authorized by the President to allocate the sugar quota in
conformity with provisions of the International Sugar Agreement (ISA).
Congress passed legislation implementing the terms of the International Sugar
Agreement with respect to the United States on April 2, 1980. Quota
allocations for 1980 were announced in November of 1979 as follows: Taiwan,
105,522 short tons, raw value; all other nonmembers of the ISA, as a group,
93,816 short tons, raw value. However, on March 6, 1980, these quota
allocations were suspended due to high prices. The annual quota of 6.9
million short tons remained in effect throughout 1980.
Upland cotton.--Although the section 22 quotas on cotton, cotton waste,
and certain cotton products remained unchanged throughout the reporting
period, two actions were taken under other legislative authority which were
equivalent to temporary expansion of the import quotas for cotton. Acting
under sped.al provisions of the Agricultural Act of 1949, as amended by the
Food and Agri.culture Act of 1977, the President on March 31, 1980, proclaimed
a new special import quota for upland cotton (of all applicable staple
lengths) in the amount of 244,030,605 pounds. The larger quota was, in
effect, a response to increased prices. The Agriculture Act states that a
quota, equal to 21 days mill consumption, shall be placed into ef feet if
average prices for a particular month exceed 130 percent of the average price
for the preceding 36 months. The quota is to be extended in 90-day intervals,
until prices drop below the trigger level. The March 31 quota was to remain
in effect through July 2, 1980. It was subsequently continued for an
additional 90 days --maintain1.ng a situation in which, for all practical
purposes, upland cotton imports were freely entered. On November 24, 1980,
the President signed a proclamation increasing the quota for upland cotton by
497 ,154 bales. This quota was in addition to the normal annual upland cotton
quota of 30,000 bales.

l/

TSUS Nos. 155.20 and 155.30
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Cheese.--In line with the Tokyo round of trade negotiations, the United
States enlarged some section 22 quotas on cheese and added several varieties
to the products subject to quotas. The cheese quotas were expanded to cover
approximately 85 percent of imports compared with the 50 percent of imports
under quota prior to the Trade Agreements Act of 1979. The law allows the
President to proclaim import quotas at an annual level up to 111,000 metric
tons on cheese under the authority of section 22, without following the usual
procedures of the section. The quota may not be increased above 111,000 tons
except in accordance with provisions of section 22, and then only after a full
independent investigation and report by the U.s. International Trade
Commission, unless the Secretary of Agriculture determines that "extraordinary
circumstances" prevail. These limitations on emergency action expire in
January 1983.
In implementing the Tokyo round agreement, the U.S. import quota system
was revised. The so-called price break system, under which swi.ss type and
other cow's milk cheeses were subject to quota if imported at or below the
break price but were free of quota controls i f j_mported above that price, was
terminated. In addition, soft-ripened cheeses were exempted from quota
controls and remain quota free.
Chocolate crumb.--The Trade Agreements Act of 1979 also directed the
President to enlarge quotas on chocolate crumb imports effective January 1,
1980. On that date, quotas of chocolate crumb were increased to an aggregate
quota of 26,089,204 pounds from (21,680,000 pounds). Quotas were alloted to
Australia and New Zealand for the fi.rst time.
The Meat Import Act of 1964
In order to protect domestic meat producers' share of the U.S. meat
market, the Meat Import Act of 1964 provides that the aggregate imports of
specified meats 1/ entered in any calendar year after 1964 should not exceed a
base quantity whlch ls adjusted annually to assure that i.mports do not exceed
a 7 percent ratio to domestlc commercial productlon. 2/

-

The Meat Import Act of 1979 amends the 1964 Act and became effective on
January 1, 1981. The new legislation will allow for a countercyclical
adjustment of the base level, raising the level of imports permitted when

1/ Fresh chilled and frozen cattle meat; meat of goats and sheep (except
lamb); and prepared but not pre served beef and veal.
2/ About the same ratio to domestic commercial production as they did, on
the average, in the years 1959-63 (7 percent).
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domestic production declines and reducing it when production increases. l/
The Meat Act of 1964 tended to exacerbate the cyclical extremes of productfon
and prices of U.S. beef.and veal. Limitations on imports wi.ll now vary
inversely with U.S. production, helping to stabilize prices and production
responses to them. Since the bulk of imported meat is of the kind used in
producing manufactured meat products (generally of lower qualf.ty), the new Act
will have a greater effect on retail prices of manufactured meats than on
table cuts. The Act establishes a minimum permissahle access level on
imports, 1.25 billion pounds, and modifies the President's authority to
increase or suspend the quotas if the countercyclical fraction has a quotient
of less than 1. In this case, the President may only suspend quotas if a
national emergency exists requiring their suspension for security reasons, or
if a natural disaster, disease, or major market disruption upsets domestic
supplies. The Act broadened the product coverage of the Meat Import Act of
1964 to include prepared or preserved meats and fresh, chilled, or frozen lamb
meat.
As part of the Tokyo round of multilateral trade negottations, the United
States committed itself to a minimum global access level of 1.2 billion pounds
of meat annually and agreed to take into account the market position of
traditional suppliers during a representative period when allocating quotas.
Any allocation to new entrants will be subject to consultation with
traditional suppliers. These provisions were incorporated into domestic trade
law via the Trade Agreements Act of 1979.
Title VII
law to reflect
Agreements Act
Australia, New

also makes certain conforming changes in the 1964 meat import
changes :f.n tariff classification made in title V of the Trade
of 1979. These changes implement agreements negotiated with
Zealand, Canada, and Haiti.

During 1980, the Meat Import Act of 1964 was stHl in effect. However,
imports were substantially below both the adjusted base for the year, 1. 5
billion pounds, and trigger levels, 1. 7 billion pounds. Therefore, no quotas
were imposed on the covered categories of meats durlng 1980. Drought
conditions in AustraHa contributed to the decrease in i.mports during 1980;
actual imports of meats controlled by the act were 1.4 billion pounds,
distributed by source as follows:

1/ The new law establishes a base quota of 1,204.6 million pounds,

eq~ivalent to the average annual imports of meat subject to quota during

1968-77. For any calendar year after 1980, the annual import quota shall be
the base quota multiplied by the product of two fractions. The numerator of
the first fraction is the 3-year moving average of domestic production of
specified meat articles. The denominator is the average annual production of
such meat in 1968-77. The second of the 2 fractions is countercyclical. The
numerator of the second fraction is a 5-year moving average of per capita
domestic production of cow beef. The denominator is the 2-year moving average
of per capita domestic production of cow beef.
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Q!?.antity
(million pounds)
Australia·-.,----------- 806 .o
New Zealand---------- 328.0
Canada--------------- 92. 7
Hond uras------------- 63.9
Nicaragua------------ 46.7
Costa Rica----------- 45.3
Guatemala------------ 18.0
European Community--9.7
El Salvador---------4.4
Panama--------------2.7
Dominican Repuhlic--2.4
Hai.ti---------------l.s
Belize--------------.3
Mexico--------------.2
Total
1,422.0
In December 1980, President Carter announced his intention to suspend the
1981 quota on meat imports and gave the necessary 30-day notice, allowing for
public comment. No action was necessary, however, as imports of the covered
categories of meats were projected by the U.S. Department of Agriculture to be
below trigger levels for the fi.rst two quarte!'s of 1981. Therefore, no tmport
quotas were imposed uQder the authority of the act by December :n, 1980.
U.S. actions on petroleum imports in connection with national security
Section 232 of the Trade Expansion Act of 1962, as amended, empowers the
President to adjust imports of any commodity if the national security is
threatened. The re sponsi bi lity for investigating and reporting on such
imports was vested in the Secretary of the Treasury from 1975 to 1Q79, and was
transferred to the Secretary of Commerce in 1980.
If the Secretary of Commerce finds that certain imports are entering the
country in such quantities and under such circumstances as to threaten to
impair national security, he is required to so advise the Pre si.dent, who may
then act to control such articles and their derivatives. Within 60 days of
taking such action, the President must report to the Congress, noting the
action taken and underlying reasons for it.
Under the auspices of the act, the Secretary of the Treasury embarked on
a study of the implications of U.S. petroleum 1/ requirements from foreign
sources and subject to interruption for a variety of reasons. The Secretary's
March 14, 1979, report to the President concluded that lncreas:f.ng dependence
on oil was a serious and continuing threat to the national security. The
report suggested measures to cut imports in order to reduce. such dependence.
At the time, an interagency task force was studying overall U.S. energy

lf Crude oil, crude oil derivatives and products and related products
derived from natural gas and coal.
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problems and recommended act tons to 11.mit U.s. petroleum constnnption.
President Carter announced in August 1979 that U.S. imports of oil would be
limited to an annual average of 8.2 million barrels a day (Prestdential
Proclamation No. 3279). Oil imports have been below that level since the
announcement, largely due to conservation measures.
Following the seizure of the U.S. Embassy compound in Tehran, President
Carter embargoed imports of Iranian oil by Proclamation No. 470?. No imports
of Iranian oil entered the U.S. market during calendar year 1980. As of
January 19, 1981 (the day the hostages arrived in West Germany), the emhargo
on petroleum imports was officially lifted.
During March 1980, the President announced his intention to invoke
section 232 for the purpose of reducing oil imports to expedite conservation
measures. The method to be employed was the so-called Petroleum Import
Adjustment Program which, in essence, subjected oil entering the United States
to a surcharge of 10-cents a gallon. The fee, outlined in Proclamation No.
4744 of April 2, 1980, was to be passed on to consumers beginning on May 15,
1980. The President referred to the March 1°79 report by the Secretary of the
Treasury, noting that, in the report "the Secretary of Energy and the
Secretary of Treasury have adv:f.sed that t take action to reduce oil imports by
imposing a fee on imports of crude oil and gasoline •
The conservation fee was never imposed, however. Federal District Judge
Aubrey E. Robinson ruled the President had exceeded his authority and
overturned the levy on May 13, 1980. Congress suhsequently denounced the
President's proposed action by passage of a resolution attached to a House
bi U (H.R. 7 428) to that effect, thereby nullifying the President's action.
Pre.sident Carter vetoed the legislation, but his veto was overriden the same
day by a 335-34 vote. While explicit congressional approval of Presidential
actions under section 232 is not required, formal disapproval of the measure
effectively kills it. !/
The Energy Security Act, passed in August 1qso, mandated that the
strategic petroleum reserve be filled at a minimum rate of 100,000 barrels a
day. As a result, the strategic petroleum reserve has begun storage of
petroleum suppU.es to meet natfonal security needs and to mttigate supply
shocks. '!}
In response to the tran-Iraq War, the International Energy Agency,
composed of all OECD members except France, Iceland, and Finland, resolved at
its 1980 ministerial meetings that all participants would lower consumption by
10 percent and to maintain adequate oil supplies by drawing from their oil
stockpiles in order to reduce upward pressure on oil prices.

1/ Subsection 1862, ch. 7, (c), (1), Trade Expansion Act of 1962.
The strategic petroleum reserve was begun in July 1077. The rate at
which it is filled varles according to market conditions and tanker schedules.

2!
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The United States-Canada Automotive Agreement
For the past 15 years, the U.S. and Canadian auto industries have been
serving a highly integrated market as a result of a bU ateral arrangement that
removed duties on trade of specified motor vehicles and original-equipment
automotive parts. The agreement concerning automotive products, signed by the
United States and Cana<la in 1964, was designed to expand the market for
automotive products so that the full benefit of specialization and large scale
production could be realized. Such benefits were to be achieved through the
liberalization of tariff barri.ers and the rationallzation of investment,
production, and trade patterns between the two countries. The agreement
operates in perpetuity; however, each government has the right to terminate
the agreement by giving a year's notice.
Embodied in dome st i.c trade law as the Automotive Products Trade Act of
1965, the Agreement provides for duty-free treatment of specified Canadian
automotive products. In the act, the President is directed to review
developments in the automotive market on an annual basis and to report his
findings to the Congress. To implement the act, the United States had to
obtain a waiver of its international trade commitment to most-favored-nation
(MFN) tariff treatment under article I of the GATT. The GATT approved the
waiver request in December 1965. Canada implemented its side of the agreement
differently, according duty-free treatment to specif i.ed automotive products on
a MFN basis to all manufacturers with production facilities in Canada at the
ti.me the Agreement was negotiated. Therefore, Canada did not consider i.t
necessary to obtain a GATT waiver.
Prior to the Agreement, the Canadian industry operated inefficiently and
at high cost, supplying a small domestic market behind a high tariff wall.
Because of its relatively weak position, Canada sought to add more restrictive
measures to the Agreement that could help its industry arljust to increased
competition. The restrictions are set forth in Annex A of the Agreement and
provide that (1) only bona fide Canadian vehicle manufacturers may import
automotive products duty free; and (2) in order to be considered "bona fide,"
manufacturers must meet certain minimum Canadian value-added and
production-to-sales ratio requirements. In addition, the Canadian Government
procured Letters of Understanding from motor-vehicle manufacturers committing
them to lncrease the Canadian-made share. These provisions have at times been
a source of tens~_on duri.ng the arrangement's history.
Over the past 15 years, the pact has proved a great stimulus to auto
trade between the two countries. Total trade over the period 1964-80 has
risen markedly, increasing from $716 million in 1%4 to $19.4 billion in 1980
(table 24) 11. While the United States has generally enjoyed a trade

1/ As a result of a joint U.S .-Canadfan study of overall automotive trade

st~tistics (The Reconciliation of U.S.-Canada Trade Statistics 1970 published

jointly by the U.S. Department of Commerce and Statisti.cs Canada),
it was agreed that each country shoul<l use i.ts own import statisti.cs to report
imports and the other's import statistics to report exports. The resulting
"import/import" method of quantifying automotive trade is used in the tables
that follow.
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Table 24.--u.s.-Canadian automotive trade,

1964~80

(In millions of U.S. dollars)
Year

u.s.
imports

1964---------------:
1965---------------:
1966---------------:
1967---------------:
1968---------------:

76
231
819
1,406
2, 274

1969---------------:
1970---------------:
1971---------------:
1972---------------:
1973---------------:
1974---------------:

3,061
3,132
4,000
4,595
5,301
5, 544

1975---------------:
1976---------------:
1977---------------:
1978---------------:
1979---------------:
1980---------------:

5,801
7,989
9, 267
10,493
9,715
8,800

.

640
889
1,375
1,889
2,634

·•

Source:

Canadian imports
less u.s.
imports

Canadian
imports

...

.
.

)63
658
556
485
360

3,144
2,935
3,803
4,496
s, 726
6, 777

85
-196
-197
-99
426
1,233

7,643
9,005
10,290
10,964
12,274
10,552

1,842
1,016
1,063
471
2,559
1,753

U.S. Department of Commerce.

Note.--Data exclude trade in materials for use in the manufacture
of automotive parts and are adjusted to reflect transaction values
for vehicles.
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surplus, the value of Canadlan shipments to the U .s. market has risen in
tandem with U.S. exports. The value of U.S. exports to Canada reached record
highs during 1979, but in 1 Q80 declined to just above the 197 8 levels.
Reflecting the Slump·in automotive sales during 1980, total two-way trade
decreased 12 percent; from $22 billion in 1Q79 to $19 billion in lQSO. While
the U.S. automotive trade balance with Canada still amounted to a suhstantial
surplus, at $1.8 billion, it declined nearly 12 percent from record 1979
levels. U.S. exports to Canada dropped 14 percent from what they were tn
1979. Passenger car and parts and accessories exports each dropped 8 percent
and exports of trucks, buses and chassis were down nearly 37 percent from what
they were in 1979 (table 25). Imports from Canada showed a similar decline,
down 9.4 percent from what they we re in 197 9. Nearly all of the drop was
accounted for by the parts and accessories sector; imports of these were down
24.1 percent in 1980. A slight decline in Canadian exports of trucks, buses
and chassis, 4.3 percent, was cpuntered by a very slight ri.se in passenger car
exports, 2.6 percent.
Low automobile sales in the North American market in 1980 h:ft the
Canadi.an manufacturers especially hard, as Canadian auto-related production
tends to be concentrated on larger, less efficient models. This concentration
has stemmed in part from Canad:lan value-added requirements, which may have
unintentionally encouraged manufacturers to emphasize production of larger
cars with higher sticker prices. · The near doubling of of 1 pri.ces in 1979 had
a disastrous impact on sales of ·these cars in the U .S .-Canadian market during
1980.

The Generalized System of Preferences
Overview
On January 2, 1976, the United States implemented a system of tariff
preferences that favors developing countries. Elghteen other inrlustrlalized
countries had already adopted similar preference schemes. ~alled the
Generalized System of Preferences (GSP), this program is part of a coordinated
effort by industrialized countries to bring developing countries more fully
into the world trading system. By encouraging diversity in developing
countries production and exports, it is expected that the GSP will make
products from developing countries more competltive i.n world trade over the
long run. This should decrease the need of developing countries for external
assistance, and expand market opportunities for all nat;ons.
The U.S. scheme was established under the Trade Act of 1974 for a period
of 10 yea rs after the date of enactment of that act. It authorizes the
President to grant duty-free entry of imports of many products from most
developing countries, 1/ up to specified dollar and market share limits. The
program's current auth~rization extends until January 4, 1985.

1/ The President is authorized to designate a country as a GSP beneficiary
based on the criteria set fort~ in section 502 of the Trade Act of 1974.
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Table 25.--u.s.-Canada trade in automotive products, 1980 and 1979
(In millions of U.S. dollars)

~~~~~~~~~~~~~--~~~~

Item

1980

U.S. automotive imports from Canada: 1/
Duty free: 2/
Passenger ca rs-------------------------------------·---: 3,775.8
Trucks, buses and chassis-----------------------------: 1,870.8
Parts and accessories--•------------------------------: 2,589.3
Total, duty free------------------------------------: 8,235.9
Dutiable:
Passenger cars----------------------------------------:
25.9
22.2
Trucks, buses and chassis-----------------------------:
319.4
Parts and accessories---------------------------------:
196.3
Tires and tubes---------------------------~-----------:
Total, dutiable------------------------------------: - -563.8
Total:
Passenger cars----------------------------------------: 3, 801. 7
Trucks, buses and chassis-----------------------------: 1,893.0
Parts and accessories---------------------------------: 2,908.7
196.3
Tires and tubes---------------------------------------:
Total, U.S. Imports---------------------------------: 8,799.7
Canadian automotive imports from the ·
United States: 3/
Duty free: 2/
Passenger cars----------------------------------------: 2,889.6
974.9
Trucks buses and chassis------------------------------:
Parts and accessories---------------------------------: 6,189.2
Total, duty free------------------------------------: 10,053.7
Dutiable:
16.0
Passengers cars---------------------------------------:
69.1
Trucks, buses and chassis-----------------------------:
399.1
Parts and accessories---------------------------------:
124.5
Tires and tubes---------------------------------------:
608.7
Total dutiable--------------------------------------:
Total:
Passengers cars---------------------------------------: 2,905.6
Trucks, buses and chassis-----------------------------: 1,044.0
Parts and accessories---------------------------------: 6,478.3
124.5
Tires and tubes---------------------------------------:
Total, Canadian imports----------------------------: 10,552.4
U.S. trade balance----------------------------------------: 1,752.7

1979

3,693.9
1,959.0
3,476.1
9,129.0

~..,,...:..~·,,,.....--=--~---!-.-__,...~

13.0
18.6
355.2
199.5
586.3
3,706.9
1,977.6
3, 831. 3
199.5
9,715.3

3,140.0
1,546.7
6,874.1
11, 560.8
6.7
107.7
470.3
128.4
713.1
3,146.7
1,654.4
7,344.3
128.4
12,273.8
2,558.5

1/ U.S. import data
2/ Duty free under the United States-Canada Automotive Product~ Trade Act of
1965.
3/ Canadian import data converted to U.S. dollars as follows: 1980:
Canadian $1.00 = U.S. $0.83560; 1979: Canadian $1.00 = U.S. $0.85471.
Source:

U.S. Bureau of the Census, Statistic Canada.

Note.--u.s. imports are f.a.s. or transaction values as published by the
Bureau of the Census. Canadian automotive imports are valued on a si:nilar
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UNCTAD's role.--The first formal proposal of a preferenttal tariff scheme
(GSP) was made by Raul Prehisch in his keynote report to the first United
Nations Conference on Trade and Development (UNCTAD), held in Geneva in 1964.
Citing a trade gap resulting from the slow growth of primary exports from
developing countr:f.es and the rapid growth of demand for manufactured goods by
industrialized nations, Prebish proposed that exports from developing
countries be granted temporary duty-free entry lnto all developed country
markets. By doing so, the economic wealth of the developing countries could
be increased through trade rather than through foreign aid.
The form, content, and substance of donor~country GSP programs were
actively di.scussed in the OECD and in UNCTAD' s Special Committee on
Preferences through the fall of 1970. On October 13, 1970, draft proposals on
the bases for implementing national GSP programs were accepted by UNCTAD' s
Trade and Develop~nt Board.
Relation to the GATT.--A temporary waiver of donor-country obligations
under article I (MFN clause) of the GATT was necessary for the implementation
of the GSP programs. The temporary waiver was granted in June 1971. During
the Tokyo round, a permanent waiver, the so-called enabling clause, was
granted, which lets Contracting Parties to the GATT extend tariff preferences
on i.mports from developing countries and give special treatment to developing
countries on nontariff issues· governed by codes negotiated under GATT
auspices. This clause broadens and makes permanent the 1971 waiver obtained
by Contracting Parties that had already adopted GSP schemes. GSP benefits are
nonreciprocal and not bound in the GATT. Therefore, beneficlaries are not
entitled to compensation should GSP treatment be changed or ended.
The schemes com ared.--Eleven GSP schemes involving 19 industrial
countries l are currently in operation. Nearly 90 percent of the total GSP
duty-free imports of preference-giving countrtes are accounted for by the GSP
programs of the EC, Japan, Canada, and the United States. In general, the GSP
schemes are simi.lar in terms of product coverage and the list of developing
countries eligible to receive benefits. All of the schemes include safeguard
limitations to protect sensitive domestic lndustries from damaging imports.
The EC plan, which went into effect in 1971, is generally considered to have
the broadest product coverage, although it generally does not provide for
duty-free treatment. 2/ In most schemes, industrial goods are accorded the
most preferential tarlff treatment while agricultural items are subject to
slightly higher tariffs. The main exceptions are textiles, leather products,
petroleum, and steel, which are considered sensitive sectors in most
countries. Under the Japanese and European programs, GSP imports are subject
to quotas, which take into account the sensitivity of the domestic industry
1/ The European Community operates under one scheme, all other
preference-giving countries have their own individual schemes, with various
administrative and other rules.
'!:./ The U.S. scheme is the only one which grants a complete exemption from
tariffs on all eligible items. Other schemes have reduced tariffs, with a few
selected products accorded duty-free treatment.
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involved. The quotas are both country specific and global. Because the quota
levels are generally far below traditional i.mport levels, and because they are
allocated according to fixed percentage shares, they are of ten filled early in
the year. After they are filled, the higher MFN duties are levied on the
products. The EC added provisions to its GSP program in 1979 exempting the
least developed developing countries (LDDC' s) 1/ from tariffs and quotas on
all items except six categories of agricultural products. 2/ 3/ Japan sets
import ceilings on imports from all GSP countries combined-for industrial
categories (or product groups). Once the ceiling is reached, GSP treatment is
suspended on all imports under. the product group from all countries. Japan's
imports from GSP beneficiaries are often higher than its GSP ceilings.
The United States' GSP scheme
In the U.S. version, authorized in the Trade Act of 1974, eligible
countries and products are specified. A wide array of items are eligible for
the U.S. GSP program, ranging from sugar to furniture and from copper to
dictaphones. Eligible articles imported from eligible countries are given
blanket duty-free tariff treatment, except where "competi.tive need" provisions
apply (see the following section). Duty free imports under GSP from the
140 eligible countries and territories amounted to over $7 billion in 1Q80.
Beneficiary countries.--Countries are designated as eligible for GSP in
accordance with the criteria outlined in section 502 (as amended) of the Trade

1/ Generally, those countries whose per capita GNP is under $500. Under the
U.S. scheme the countries eligible for treatment as LDDC's must satisfy two
criteria pursuant to sec. 503(a)(2)(A) of the Trade Agreements Act of 1979:
( 1) a country must be both a designated benef lciary country for GSP purposes
and (2) listed on the United Nations' General Assembly list of "Least
Developed Countries." As noted in the Tariff Schedules of the United States
3(d), the countries designated as LDDC 's are: Bangladesh, Benin, Bhutan,
Botswana, Burundi, Cape Verde, Central African Republic, Chad, Comoros,
Gambia, Guinea, Haiti, Lesotho, Malawi, Maldives, Mali, Nepal, Niger, Rwanda,
Somalia, Sudan, Tanzani.a, Uganda, Upper Volta, Western Samoa, Yemen( Sana).
2/ In accordance with sec. 503(a) of the Trade Agreements Act of 1979,
pr;ducts of the LDDC's imported into the United States are eligible for full
MI'N tariff reductions, without staging, on specified items as of Jan. 1, 1980.
3/ Effective Jan. 1, lq81, the European Community marle changes to its
pr;gram in an effort to remove the most industrialized LDC countries from GSP
eligibility. The countries most affected by these changes are Brazil, Korea
and Hong Kong. Taiwan was never a GSP beneficiary under the European sc"1eme.
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Act of 1974. Unless specifically excluded by this section, 1/ the President
may designate a country as a beneficiary after taking into a~count the
following four factors: (1) a request by a country to be considered a
beneficiary; (2) its level of development; (3) preferential treatment extended
by other major developed countries; and (4) the extent to which a country has
provided assurances that the United States will have fair and reasonable
access to its markets and basic commodities. The .President js required to
notify Congress of any proposed changes in the list of GSP beneficiaries. The
extension of GSP treatment to members of the Organization of Petroleum
Exporting Countries was prohibited under the Trade Act of 1974. 2/ However,
the President was authorized to exempt any OPEC member from this-prohibition
by the Trade Agreements Act of 1979 if the country entered into a bilateral
product-specific agreement with the United States before January 3, 1980.
Three countries that did not participate in the oil embargo of 1Q73-74
Indonesia, Venezuela, and Ecuador were designated as GSP benef tcia ry countries
under this exemption, effective March 30, 1980. The President is directed to
end this exemption i.f a country interrupts or blocks delivery of petroleum or
petroleum products to the United States. lf
Ethiopia was remove<l from the list of GSP beneficiaries, effective
March 30, 1980, because it did not ensure equitable compensatfon for U.S.
citizens and businesses following the nationalization of property in 1979.
a result of the Soviet invasion of Afghanistan, the President withdrew
Afghanistan from the list of eligible countries, effective May 1Q80.

As

1/ Section 502(b)(19 u.s.c. 2462 (b)) excludes from GSP eligibility the
following categories of developing countries:
(1) communist countries, unless they receive MFN treatment from the
United States, are members of the Internatlonal Monetary Fund and the General
Agreement on Tariffs and Trade, and are not dominated by international
communism;
(2) OPEC countries and other countries withholding supplies of vital
resources from the international market or causing i.nternational market
disruption by their pricing policies of such resources (unless they entered
into a bilateral product-specific agreement with the Unlted States before
Jan. 3, 1980);
(3) Countries granting reverse preferences which have a significant adverse
impact on U.S. commerce;
(4) countries expropriating U.S. property without compensation or without
entering into negotiation or arbitration;
(S) countries which do not act to prevent the importation of narcotics
and other control led substances into the Unfted States;
(6) countries which fail to recognize or enforce arbi.tral awards in favor
of U .s. citizens, corporations, partnerships or associations.
In addition, on Oct. 4, 1976, an amendment to title V of the Trade Act of
1974 was signed into law providing that the President shall exclude from GSP
eligibility any country which aids or abets terrorism by granting sanctuary
from prosecution to any individual or group which has committed an act of
terrorism.
In total, 26 countries were expressly excluded.
'l.j Petroleum is not on the list of items eligible for GSP duty-free
treatment.
~I
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GSP eligi hle items.--The President i.s required to consider the potential
effects on U.S. consumers and producers in desi.gnating GSP items. By law, the
President must not grant GSP product eligibility in cases where domestic
interests may be injured. 1/ Y
Furthermore, a product from an individual country or association of
countries may be eligi hle for GSP treatment, only if it: ( 1) meets a
"rule-of-origin" requirement that it is j_mported directly from a beneficiary
country into the customs territory of· the United States, and (2) meets a
value-added criterion specifying a minimum percentage of the total cost of
production that must be performed in the beneficiary country or customs
territory (35 percent for countries and approved associations of countries).
The Trade Agreements Act of 1979 amended the GSP origin and value-added
provisions to avoid penalizing regional economic integration efforts among
developing countries. These amendments liberalize the criteria under which
associations of developing countries are eligible for GSP treatment. Approved
associations are treated as a single country for GSP purposes. They must meet
the same 35 percent value-added requirement as for individual nations.
(Nonapproved associations must meet a SO-percent value-arlded criterion).
Under this provision, the Andean Group and the Association of Southeast Asian
Nations (ASEAN) have been recognized for the purposes of so-called cumulative
treatment effective March 31, 1981. In addition, the competitive-need tests
will be applied to imports from i.ndividual countries within the assoclation,
rather than to imports from the association as a whole.
Competitive-need and market share HmUs.--There are two features of the
GSP which ensure that preferential treatment ts reserved for beneficiary
countries that are not already competitive in specific products, and which
offer an additional measure of protection for domestic producers. These
competitive-need limitatfons provide that imports of an el lgi ble product from
a particular beneficiary country will not receive duty-free treatment for the
following year: (1) i f their share of total U .s. i.mports exceed
50 percent in the current year for that product, or (2) if the value of U.S.
imports from that country in that product exceeded the value limit in the GSP
current calendar year. 3/ The value limit, originally $25 million, is
adjusted annually in pr~portion to the U.S. GNP. For 1980, the ceiling
was$45.8 million. 4/ Beginning with 1980, determinations in competitive-need
exclusions are mad;"within 90 days of the close of a calendar year and take
effect for a 12-month period starting April 1.

u.s_.

11

Articles subject to import relief or national security relief actions are
also excluded (sec. 504, of the Trade Act of 1974).
2/ The Trade Act of 1974 excludes certain import sensitive items from GSP
duty-free treatment: textile and apparel articles whlch are subject to
textile agreements; watches; import sensftive electronic articles; import
sensitive steel articles; specified footwear articles; import sensitive
semimanufactured and manufactured glass products; and any other articles the
President determines to be import sensitive i.n the context of the Generalized
System of Preferences. (Public Law 93-618, 19 u.s.c. 2461).
3/ Competitive-need limits do not apply in cases where a like or di.rectly
competitive product is not produced in the United States.
4/ A de mini.mus prov:f.sion that was added in the Trade Agreements Act of 1 q19
gi;es the President the authority to wa:f.ve the SO-percent import limitation if
the value of total U .s. imports of an article during a year did not exceed
$1 mjllion. This minimum valuP limit- "'"' .,.,.,,... .....H .• ~ ... -.:1 ______ , , __
J

-

-
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A country that was removed from GSP eligibility for a particular product
because of competitive-need limits may be redesignated during another GSP year
if imports in the previous year do not exceed competitive-need limits.
The annual review process.--The interagency Trade Policy Staff Committee
(TPSC) conducts an annual review of the GSP program, where any interested
party may petition for product additions, deletions, or other modifications to
the GSP program. The review begins in June with the acceptance by the TPSC of
petitlons requesting GSP changes, and concludes the follow:f.ng March with the
issuing of an Executive order implementing any changes to be made to the
program for the GSP year starting April 1. 1/ Public hearings by the TPSC on
the requested changes are held in the fall.- The petitions are evaluated on
the basis of the following factors: the competitive position of beneficiary
countries in the products concerned, current import levels, domestic
production projections, general economic conditions of the U.S. industry, and
the anticipated economic development benefits GSP designation of a product
would provide to beneficiaries. New items may be added to the list of items
eligible for GSP after the President (through the USTR) receives advice from
the U.S. International Trade Commission on the probable economic effect of
such additions on domestic concerns. The Commission· has at times also been
requested to advise the USTR on the effects of the removal of items from the
list of eligible articles.
Five-year review of the program.--The President was directed in the Trade
Act of 1974 to report to the Congress on the first 5 years' operation of the
GSP program. As part of the President's 5 year review of the program, public
hearings were conducted during 1980 which allowed for comment from all
interested parties. Whereas virtually all witnesses endorsed the concept of a
preferential tariff scheme, dissatisfaction with the program was expressed on
the grounds that it failed to "graduate" 2/ its most advanced recipients. For
example, attention was focused on statistlcs that showed that the top five GSP
recipients--Taiwan, Korea, Hong Kong, Mexico, and Brazil--receive the lion's
share of the program's benefits: 79 percent of GSP duty-free imports in 1980.
The President's Report to the Congress on the First Five Years' Operation
of the U.S. Generalized System of Preferences acknowledged that GSP benefits
had thus far been skewed in favor of advanced developing countries. 3/ In
1980, the greatest share of GSP benefits went to newly industrialized
countries in Asia. The report further noted the LDDC's view that the program

lJ The competitive-need changes cited earlier are included in this Executive
order.
2/ "Graduation" here refers to the discretionary removal of a country's GSP
eligibility in certain items, beyond the statutory market share and value
tests required by the competitive-need formula. The principle of graduation
refers to the phasing out and ultimate elimination of the preferential
treatment in trade that the more economically advanced developing countries
now receive. Further, they are expected to realign their own trade policies
to be in harmony with the generally applicable rules of the world trading
system (i.e. as outlined in the General Agreement on Tariffs and Trade.)
3/ Advanced GSP beneficiaries are those developing countries having 1979 per
capita GNP of $1,405 or more.
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was of marginal importance to their overall trade and investment plans. 11 As
noted in the report, the temporary nature of the preference, its relatively
small margin, 2/ and the long leadtimes required for capital investment
projects limit-the prospect of widespread benefit to all developing
countries. In response to these concerns, the report outlined the President's
intention (1) to expedite graduation to developed country status of specific
countries for trade in products in which they were considered to be already
competitive, (2) to include items of particular relevance to the least
developed countries, 3/ such as traditional handicraft items, and (3) to make
administrative improv;ments, such as the creation of a GSP information center
located in the off ice of the United States Trade Representative. The
President outlined his graduation policy for the first time. These changes
were to be implemented for the l 980 product review.
Graduation.--In the report, the President formalized the policy of
graduation~using his discretionary authority to phase out preferential
treatment for the most advanced GSP beneficiaries. The Presi.dent may graduate
a country from eligibility 1-n a product under the general authority "to
withdraw, suspend or limit duty free treatment" g:f.ven h:f.m in secti.on 504(a)
and (b) of the Trade Act of 1974. Graduation will be implemented on a
item-by-item basis. In practice, the President may graduate a country by (1)
adding an item to the list of products eligible for GSP benefits for all
countries except for the leading LDC supplier, even though that country's
imports are below the competitive-need ceilings; (2) removing a country from
GSP eligibility for a specific product where that country has demonstrated its
competitiveness in the U.S. market without exceeding the competitive-need
limits; or (3) by not redesignating countries currently denied GSP benefits,
for specific products due to competitive-need reasons, when country imports
fall below the designated limits. In making decisions on graduati.on the
President will consider the general level of the country's economic
develop~nt, the country's balance-of-payments position, and the overall
economic interests of the United States.

lf

As noted in the President's Report, the dlstribution of benefits was
exPected. The list of items eligible for GSP excludes many labor-intensive,
potentially sensitive industries such as textiles and footwear, and focuses
primarily on semi.manufactures and manufactures. These labor-intensive
industries are often the stepping stones used by the LDDC's to reach their
economic development goals. Currently, manufactured products make up 90
percent of products covered by the U.S. GSP program. This compositfon was
based on the notion that a generalized tariff preference system should
encourage the diversification of the developing countries' economic
structures, fostering the growth of new, nonprimary industries. Not
surprisingly, the most advanced of the developing co1.1ntries had sufficiently
sophisticated infrastructure and technology to take advantage of the program.
2/ Most of the items eligible for GSP were included in the Ml'N tariff
reductions, which generally will be phased in over a 7-year period begun in
1980. Thus, the margins of tariff preference afforded by the duty-free tariff
treatment for GSP imports will decline accordingly for the t"emai..nder of the
program. Moreover, most GSP items are considered nonsensitive, so the MFN
duty rates are lower than those for sensitive ttems. Tn the President's
5-year report, the average rate of duty on items eligible for GSP treatment
was 9 percent, and will be reduced to 4.5 percent by 1987.
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Following the President's report, the Congress conducted hearings to
review the GSP program. Essentially the same concerns regarding graduation
and the alleged adverse impact of GSP advantages on domestic industries were
expressed at these hearings as had been voiced at the earlier Administration
hearing. 1/ Again, most witnesses supported the concept of GSP. Bills
proposing-changes in the scope of the program, including more stringent
competitive-need exclusions and further requirements for investigation of
potential injury to domestic industry were introduced in the Senate.
U.S. International Trade Commission actions during 1980.--As part of the
1979 annual product review process, the Commissi.on completed its analysis of
the probable economic effect of adding articles to the list of items eligible
for GSP treatment in February 1980. During 1980 the Commission also conducted
four other separate GSP investigations •
. At the request of the USTR, the Commisslon lnstituted investigations Nos.
TA-131-(B)-5; TA-503(A)-7; TA-332-113 on the probable economic effects of
possible tariff concessions, using the residual negotiating authority granted
to the President in section 124 of the Trade Act of 1974, 2/ on U.S.
industries and on consumers. The Commission also consider;d how making some
of these articles eligible for GSP duty-free treatment would affect consumers
and businesses. The Commission conducted hearings in connection with this
investigation during November 1980, with the final report scheduled to be
suhmitted to the USTR in February 1981.
In October 1980 the USTR submitted to the Commissi.on a Ii.st
which were requested in the 1980 GSP review to be considered for
eligibility by interested parti.es through the petition process.
Commission conducted hearings on the probable economi.c effect of
items eligible for GSP treatment and was scheduled to submit its
USTR in February 1981.

of items
GSP
The
making these
advice to the

In November 1980, the Senate Finance Committee requested the Commission
to conduct a section 332 fact-finding investigation on the economic impact of
subdividing TSUS item 740.10, jewelry, into five distinct five digit TSUS item
nunbers for the purpose of GSP treatment. The Commission's report on the
subdivision, investigation No. 332-122, indicated that the domestic industry
would not suffer serious harm as a result of the subdivision. The subdivision
became effective on March 31, 1981. The Senate Finance Committee requested
the investigation following allegations made by domestic jewelry
representatives, at the Senate Finance Committee's November 25, 1980,
oversight hea ri.ng, that the USTR had failed to consider possible negative
effects on domestic manufacturers. The President had implemented the changes
in the TSUS by Executive Order No. 12204, issued March 27, 1980, and to become
effective March 31, 1981.

1/ See hearing reports, House Ways and Means Committee Subcommittee on
Trade, May 8, 1980; Senate Committee on Finance, Subcommittee on International
Trade, Nov. 25, 1980.
2/ For additional information, see the section on "Residual negotiating
authority" earlier in this report.
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In addition to the above investigations completed or in progress in 1980,
on December 22, 1980, the USTR asked the Commission to investigate and submit
advice on the probable economic effect of designating China as a GSP
beneficiary. The United States recognized China as a developing country
in 1979 in the Agreement on Trade Relations between the United States and the
People's Republic of China, and accorded it MFN tariff treatment ln
February lq8o. 1/ China is currently a GSP beneficlary under the European and
Japanese schemes. The Commission instituted its formal investigation on the
matter, No. 332-123, on January 23, 1981. The Commission is to conduct
hearings and submit its report to the United States Trade Representative by
June 1981.
U.S. GSP imports ln 1980.--Table 26 shows the distribution of GSP
benefits among beneficiary countries grouped by their level of economic
development. Total GSP duty-free imports were $7.3 billion in 1980, 3 percent
of total U.S. imports. Advanced GSP countrfos supplied 79 percent of GSP
duty-free imports; middle income countries supplied 18 percent; and low-i.ncome
beneficiaries supplied 3 percent. Thirty-four percent of ellgi hle imports
by advanced countries were excluded because of competitive-need limits. These
exclusions accounted for 80 percent of all competitive-need exclusions.
Figure 4 illustrates the relative shares of U.S. GSP imports from beneficiary
countries grouped by development status. Imports from the top 10 recipients
accounted for 75 percent of all GSP duty-free imports tn 1980.

Y

Low-income beneficiaries did not receive duty-free treatment under GSP on
33 percent of their eligible exports to the United States. Th:f. s may be
explained by failure to fi.le proper forms by the exporter or importer, by
failure to meet value-added or rules-of-origin requirements, or by the
availability of other U .s. tariff provisions whlch might be easier to comply
with.
Over.dl, 50 percent of eligible imports from all beneficiaries actually
received duty-free treatment in· 1980. 3/ GSP duty-free imports represented
11 percent of total imports from advanced beneficiaries; 6 percent of total
imports from middle income beneficiaries, and 9 percent of imports from
low-income countries.

1/ Since the United States considers China to be a Communist country, China
must also join the General Agreement on Tariffs and Trade and the
International Monetary Fund before i t is eligible to be a GSP benefic5_ary
under the U.S. scheme.
2/ For the purposes of this discussion and the tables which follow, the term
"eligible imports" refers to all imports of items listed on the GSP eligi hle
list. It does not refer to i.mports eligible for duty-free treatment. Only
items that were not subject to competitive-need exclusions, meet the
value-added and rule s-of-orlgin re qui. rements, and have completed all the
administrative procedures necessary a re eligible for and actually receive
duty-free treatment. Those actually accorded duty-free treatment are here
referred to as GSP duty-free imports.
3/ According to UNCTAD, the U.S. scheme had the highest utili.zation rate
dur'i.ng 1978, defined as the percent of GSP eligible articles which actually
receive duty-free treatment. (UNCTAD V, "Review and evaluation of the
2eneralizPd svs~Pm nf nprf"'r"'""""'"' " rrn/?-:t? i 070'

Table 26.--u.s. imports for consumption from GSP beneficiary countries, by development
status!/, 1980

Item
tal imports-----1,000 dollars-----:
5P eligible-----------------do----:
Duty free under GSP--------do----:
Competitive-need exclusions
1,000 dollars------:
Other----------------------do----:
)neligible imports----------do----:
:io of:
;sp eligible imports to total
imports----------------percent--:
;sp duty-free imports to GSP
eligible imports-------percent--:
:ompetitive-need exclusions to
GSP eligible imports---percent--:
)ther imports to CSP.eligible
imports----------------percent--:
;sp duty free to total
imports----------------percent--:
;ountry group share of total GSP
duty-free imports---------------:
;ountry group share of total
competitive-need exclusions-----:

(Customs value basis)
LowAdvanced
Middleincome "GSP
income GSP
GSP
beneficiaries
beneficiaries
beneficiaries

Total, all
beneficiary
countries

Total,
all
countries

50,082,664
11,253,464
5,726,214
3,928,861

20,455,929
2,627,325
1,299,933
953,325

2,723,554
443,247
239,840
53,207

73,262,148
14,324,037
7,265,989
4,935,394

239,994,468
14,324,037
7,265,989
4,935,394

1,598,388
38,829,199

374,066
17,828,6Q4

150,199
2,280,306

2,122,653
58,938,111

2,122,653
225,670,430

22

12

16

19

5

50

49

54

50

50

34

36

12

34

34

14

14

33

14

14

11

6

9

10

3

.

·•

79

18

3

100

100

80

19

1

100

100

~/ For the purpose of this table, those countries having GNP per ca{'ita in 1979 over $1,405 were classifi<'!d as
lvanced GSP beneficiaries"; those with per capita GNP of less than $1,405 and more than $345 in 1979 were
1ssified as "middle-income GSP beneficiaries"; and, those with GNP per capita of $345 or less in 1979 were
1ssified as "low-income GSP beneficiaries."

iource:

Compiled from official statistics of the U.S. Department of Commerce.
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Figure 4 .--Relative shares of U.S. GSP duty-free imports from GSP beneficiaries during 1980
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1/ Singapore, Israel, Yugoslavia, Argentina, and India.
'!:.._/ All other GSP beneficiaries.

Source:

Based on official statistics of the U.S. Department of Conunerce.
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The top 50 articles imported under GSP, by value of GSP eligible trade,
and their principal duty-free suppliers are listed in table 27. As
illustrated in the table, the leading category of goods represented in the top
50 items is electrical machinery and equipment, including semi.conductors,
telephone-switching equipment, ci.tf.zen's band-transistor rad:tos, and other
small machinery. Other important items in the top 50 include auto parts,
notably from Brazil and Mexico. On the average, 47 percent of eligible
imports of the top 50 items were accorded duty-free treatment under GSP.
The top 5 GSP beneficiaries were the principal duty-free suppliers of
34 of the 50 items; Taiwan led in 13, Korea in 10, Hong Kong in 5,
Mexico in 4, and Brazil in 2. Twenty-six of the 50 items were metals and
metal products (TSUS schedule 6) and 17 were miscellaneous and nonenumerated
products (TSUS schedule 7). This di_stribution illustrates the predominance of
manufactures and semi-manufactures in the list of items eligible for GSP.
Animal and vegetable products (schedule 1) accounted for 4 of the top SO, wood
and paper products (schedule 2) for 2, textile and textile products (schedule
3) for 1, and nonmetallic m:f nerals and products (schedule 5) for 2.
In table 28, GSP import data has been aggregated to the industry group
(2-digit) level of the Standard Industrial Classification (SIC). Such a
breakdown allows a comparison of total U.S. imports with U.S. production and
consumption data. In value terms, the industries where GSP duty-free imports
were concentrated in 1980 were food and kindred products, with $1.2 billion in
duty-free i.mports; miscellaneous manufactures, with $978 mill:f.on in duty free
imports; fabricated metal products with $615 million in duty-free imports;
and, furniture and fixtures with $352 million in duty-free imports. The top
TSUS item listed in table 12, sugar, syrup, and molasses, accounted for over
60 percent of duty-free imports in the food and kindred products group.
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n •. ~u
bo\.9u
l )b.

17

bh. so

b92.32

737.9S
r..a;,.29

oliS.40
b82.60

~lrup

and molasses-----: Argentina--: 1,994,8%
'1)9,8113
961, 171

Solid state radio receivers----: Romania-----:
512,844
436,814
G~me machines---------------: Taiwan-----:
938,887
Swltchbo.trd p~nels----------:----do----:
270, 2J2
C"conut oil-------------------: Malaysia---:
luchi n.,s, n. s. p
Singapor .. ---: 1,073, 703
!•arts n.s.p.f. of motor
Colombia---: l, 540, l3b
vehicles.
273,944
Toys and parts----------------: Korea------:
323, 31,9
Kand-held. citizens band
:----du-----:
radios.
Slngupore---: 1,009 1 1112
Tape recorder& .ind
dictation awchinca.
K1mg Kong---:
421, 631
Ge:lc:rator, motor s~nerator

.!------------:

convert~rs,

1,787,240
438, 'JL4
J30, 97J
298,643
298. 577
290,S23
270,223
229' 587
228,447

89
46
34
58
68
30

41
28
10
3

21
14

740, 827
124, 196
35, 011
11,394
93. 071
86,87S
14,768
35,238
42,842

11!

226,238
173,J77

82
SJ

44,999
43, 368

19
25

164,238

17,000
130,00d

171, 963

15

71, 595

41

47 ,457

52,910

99

31

29
5
l)

907,187
2'>2,ll47
22l,!Jl7
2!15. 7b3
166, 352

139. 226
2'.l.,b7U

'''1,48)
•'>'•'•
39, 1'2
57,975

145,un
l73,b8l

Ill, 771

135,711
144, 7ul

40, 843

)~,b37

.:

162,657

38

44,235

27

81,526

36 ,896

lOS,499

l7,0J3

etc.

Taiwan-----:

216,640

154,497

71

31, 963

20

Wearlng apparel n.s.p.f-----: Me xi co-----:
lurael-----:
J...·w~lry. etc:., of precious

170,906
528,057

148,049
1411,488

86
27

13
77,921>

94. 767

5J, 21.e

SJ

•il. 72'.l

4, tt])

412. 953
249,328
135,914
314. 556
379,247
1,175,075
113,211

141,106
139,t!ll
124,180
122,199
117 ,432
115, 633
112 ,84~

34

55,419
137,974
6,536
76,795
48, 272
40, 79S
101,207

39
98

76, 549

9,131!

5

89,906

27 937

62
41
35
119

41,684
73,Jlil
ti, 7~~

27. 4 7 ~

192,230
298,972
12S,936
!47, 7b8

105,682
97,S3l
'l6, 941

S4
32

47,82(

62

22
b6
'Jtl
13

33,664

Yl,1170

24,193
65,340
95, 335
12, Ol8

~S,2b6

L,uOC
2.:.. >ti~

105,877

91, 371

86

80,749

88

1,638

8, 911:

91,013
90,569

98

37. 544
6,912

119, 91,s

92

14

7 ~ ,:. ')l

82'.
11,85

87,0J9
86, 471

l)

'•IJ

1.2. 'j05

48

52,646
71,804
lJ,213
42,1173
27. 959

57

<)5

Malaysia---:

91,999
9S,31S
96, 781
8tlO,i169
177. 640

Taiwan-----:

108,829

81, 792

75

69,891

85

S,677

etc., n.s.p.f----: Korea------:
Pipe tools, wrenche•---------: Taiwun-----:

81, 193
129,399
87,410

78,438
7J. 611
72,257

96

71, 692
30, 737
67,604

91

71, 629
71, 309

34

Korcu-------:

140,073
110, 300
101,156
318,1311
21!0,198
95,612

:----do------:

;;;.;5

T"l~phonic appor.itus--------: Taiwan------:
OLh•r furniture 11.e.s---------:-----do-----:

r:.i;

H1)"..J~~hold art ic

7H.15

Fur

.: )b. ti)

Arl11.:li.!S ot coJtcd _paper

l>umlnlcan

Other wooJen household

Republic---:
Thai l.1nJ---:

Electric atorag" water
he.it~r.

791.lb
1:..:1.10

metal.

loudspeakers----: Korea-----:

•. 70
rol.Oo

Ml~rophones,

~~l. )S

Rubles .ind sapphircs------~: Sri Lanka---:
~cod furniture, n.s.p.f---~-: M~xico------:
Calculating machines--~----: Talw.in-----:
?n~umatic tires, n.e.s---------: India-------:
Brazil-----:
C<.mcJ beet in airtight

c~

i:?;. 15
07o.~O

7 7 2. Sl

Fans ..a11d blowl!rlli-------------: Hong Kong---:

56

91
38
JO
9
99

containers.

oes •.:.s
' , •• 'iS

Electrlcal articles-----------: Taiwan-----:
Articles, n.s.p.(., of rubber-:---do-----:
!\onfoldlng chain of wood-----: Yugotilavia-:
Insulated el~ctr lcal
Taiwan-----:
<onductors with fittings.
F~3th~rs

3E- "'· t>l
C\l~.Ul

and

ornam~ntal

uct•---------:

~h·tM.1-worklns a~h.·hlnc

"' •.• :J
]~().

18

73;.;.9
t> .. 6. -j]
1'.>S.40

53.:.. 94
~) ... l:>.10
:.:) ... 01
otlJ. -d
.,: 1. ~s
J )5. :.:u

Korea-------:

articles of f~athen, n.e.s.
Artificial flowers, n.s.p.f---: Taiwan------:
Unwrought black copper--------: Chile-------:
Ignition wiring
Taiwan--:....-:
tools----: Singa1>ore---:

Electric sounJ ur visual
slgn.iling appar.itus and
p•rts.
Jcwd.ry, etc. and P<lrt •

n-• •P• f.
Toy animals,
Sug~r,

slrup, molasses---------: Dominican

Republic---:
Nonbone chinaware---------: Mcxlco-~-:
Yachts, or pleasure boats---~: Kong Kong---:
Arti~lc11, n.a.p.f., of iron---: Kor'-=a-------:
rlston-type en&in.,d----------: Brazil-----:
Article& of lr~n or steel-----: Mexlco----:
t;.al!,

sport 1 pl.1yKround

~qu1pment.

Electrical measuring,
dcviceti n.s.p.f.,
h!°) ...

ti2

'-'!.lrln~

~nd

~tc.,

h·s------------:

Uong Konr.---:

82

65,0J6

IJ4, 31>2

20

64,176
62. J54

6S

24,546
22,958
b4,0ZO
29,440
S7,75S
22' 107

478,866

60,893

12

21, 311

355, 033
190,086
88,187
80,b2b
59, 7LO

60, 711
59 ,884

17

64,743

22

59,074

6&

59 ,074

58, 571,

66
98

37. 661
56,872
S7,949
57. 94 11
5,1111

S7,529

88

111,679

utl!nsils.

s •. urce:

56

Sl
64
64

parts.

app<:1r..:l ti.s.p.f---: Kort!a------:

n

co.,plled from official statistics of the U.S. Department uf Com1aerce.

31

79

l,8~t
40,6~0

/1)

1!9
J~

2,U4~

32, 19(

1, Ztl'
l, f,(,l

6,22
6,71.

42,103

77

4,t>S

•j)

32
911

l,l19t

511,51

32

41

4: n:;

44,601
4b,331

2, l•E
2,01

24, 920

10,Ul
b,4:

37,757

2, 4t

1,01

39, ')l

34

23,0'
3,0
l, 1
)

40,584
J2

38,276

12, l.

Table 28.--u.s. imports for consumption of articles under GSP, by SIC Noa., 1980

SIC No.

01
02
08
09
10
12
13

14
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
91
98

99

Source:

Item description

Agricultural production crops----:
Agricultural production
livestock.
Forestry-------------------------:
Fishing, hunting and
trapping.
Metal mining--------------------:
Bituminous coal and
lignite mining.
Oil and gas extraction-----------:
Nonmetallic minerals,
except fuels.
Food and kindred products--------:
Tobacco manufactures-------------:
Textiles mill products-----------:
Apparel and other textile
products.
Lumber and wood products---------:
Furniture and fixtures-----------:
Paper and allied products--------:
Printing and publishing----------:
Chemicals and allied
products.
Petroleum and coal products------:
Rubber and miscellaneous plastic :
products.
Leather and leather products-----:
Stone, clay, and glass
products.
Primary metal industries---------:
Fabricated metal products--------:
Machinery, except electrical-----:
Electric and electronic
equipment.
Transportation equipment---------:
Instruments and related
products.
Miscellaneous manufacturing
industries.
Executive, legislative,
and general.
U.S. goods returned--------------:
Nonclassifiable
establishments.
Grand total-------------------:

(Customs value basis)
GSP
GSP
Total
:
eligible.,
eligible
imports
:
share
imports
of total
Percent
---1 1 000 dollars----

GSP duty
free imports

1,000 dollars

GSP duty
GSP duty
free share
free share
of eligible
of total
iml!orta
iml!orta
:---------Percent-----------

6,618,436
676,542

201,349
8,361

3
1

60,540
6,065

30
72

976,891
1,271,171

44
24,747

1

44
15,009

100
60

1

2,304,558
82,895

95,797

4

91,006

94

3

105,975

4

66,289

62

2

11,363,234
94,925
1,985,234
6,584,699

2,615,386

23

1,203,189

46

10

64,575
477 ,033

3
7

43,472
239,985

67

so

2
3

3,435,282
1,610,133
5,223,159
629,144
7,231,101

440,771
410,536
141,021
29,805
275,942

12
25
2
4
3

280,141
351,765
78,568
15,912
218,963

63
85
55
53
79

8
21
1
2
3

4,513,521
3,037,622

4,575
469,571

15

2,103
303,555

45
64

9

3,415,759
2,227,499

152,441
266,455

11

109,935
180,165

72
67

3
8

18,154,861
5,421,242
14,135,361
14, 731, 781

837,696
811,853
1,267,096
2,606,705

4
14
8
17

393,206
615,054
663,241
859,903

46
75
52
32

29,092,166
5,121,815

559,408
429,557

1
8

241,690
233,144

43
54

4

5,328,678

1,985,496

37

977 ,574

49

18

683,964

32,678

4

11,919

36

1

3,537

38

7,2i1S,!J77t

SI:!

74,770,091
2,324,312

3, 727, 710
3,221,668

.

4

9,149

2~§,9§7f,7fS7f :17f,~27f,<J22

s

Compiled from official statistics of the U.S. Department of Commerce.
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Ta b le A- 4-- Lea ding items exp o r te d to CANADA, by Sc he du le B items, 1 9 79, 1 980, and1 98 1
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Table A-5-- Leading items imported from

TSUS
Item No:

JAPAN, by TSUS items, 1979, 1980, and 1981

1979

692.lO:Passenger automobiles, snowmobiles, trucks valued
:under $1000, and other miscellaneous vehicles
692.02:Trucks valued at $1000 or more each
685.40:Tape recorders and dictation and transcribing
:rnachine•,and parts thereof
692.50:Motorcycles
676.30:0ffice machines,n.s.p.f.
610.42:Steel api oil well casing and steel pipes and
:tubes of rectangular cross section, threaded or
:advanced, not alloyed
678.50:Hachines, n.s.p.f.,and parts thereof
610.32:Iron or steel pipes and tubes, welded, jointed~
:or seamed, not alloyed, 0.375 inch or more in
:outside diameter
692.32:Parts nspf of motor vehicles,not alloyed nor
:advanced beyond cleaning,partly machined
722.16:Photographic cameras, other than fixed-focus,
:over $10 each, lens not over 50% value
610.49:Iron or steel pipes and tubes, not suitable for
:use in the manufacture of ball or roller
:bearings, not alloyed, not hollow bars
674.35:Metal-working machine tools, n.e.s.
676.52:0ffice machine parts, n.e.s.
685.50:Radiotelegraphic and radiotelephonic transmission.
:and reception apparatus, n.e.s.
608.13:Sheets of iron and steel,n.s.p.f., not alloy, coated or
:plated with metal valued over lOl per lb
772.5l:Pneumatic tires,n.e.s.
684.70:Microphones,loudspcaker,head phones etc and parts
685.ll:Complete monochrome and color television
:receivers having video displaydiagonals of all
:different sizes
685.90:Electrical apparatus for making or breaking
:electrical circuits,protection of electrical
:circuits,making connections to or in circuits
610.39:Steel api oil well casing and steel pipes and
:tubes of rectangular cross section, not threaded
:or advanced, not alloyed
Total
Total, U.S. imports from JAPAN

.

$6,597,263,576: $8,364,355,570: $9,680,507,307
25,341,111:
740,039,986:

375,725,789:
892,271,208:

1,811, 976. 913
1,485,474,266

825,909,951:
346,523,889:
129,951,854:

1,038,948,430:
454,857,363:
345,661,235:

1,215,644,230
740,285,634
602,430,792

445,576,442:
299,276,651:

426,945,376:
336,235,644:

599,128,465
523,135,537

354,933,345:

349,735,438:

457,280,217

;451,846,106:

377,384,178:

437, 134. 932

116,675,810:

202,249,731:

433,632,431

257,183,707:
195,569,791:
248,608,117:

328,317,830:
226,181,882:
252,084,564:

428,697,315
402. 518. 793
394,563,391

540,336,043:

387,773,019:

360,384',626

209,821,583:
264,757,405:

263,959,386:
232,544,606:
151,004,680:

358,607,746
298,414,724
285,468,754

195,851,981:

227 ,477 ,150:

280,862,579

108,029,063:

173,482,491:

279,524,922

y
'

y

12,353,496,411: 15,407,195,570: 21,075,673,574
26,333,924,306: 30,698,299,285: 37,471,371,420

I/ Prior to Jan. 1, 1980, this item was classified under the now-deleted and more comprehensive item 692.27.

Z/
"'fl

Prior to Jan. 1, 1980, this item was classified under the now-deleted item 608.9500.
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Table A-7-- Leading items imported from HEXICO, by TSUS items, 1979, 1980, and 1981

TSUS
Item No:

1979

475.lO:Crude petroleum, topped crude petroleum, crude
:shale oil, distillate and residual fuel oils,
:testing 25 degrees a.p.i. or mor.e
475.05:Crude petroleum, topped crude petroleum, crude
:shale oil, distillate and residual fuel oils
:testing, under 25 degrees a.p.i.
475.15:Natural gas, methane, ethane, propane, butane and
:mixtures thereof
.65J.22:Metal coins
114.45:Shellfish other than clams, crabs, or oysters
800.00:United states goods returned
685.15:Main printed circuit boards with specified
:components for color tv's,except tuners or
:covergence assemblies (hdnote ~(b)(i))
160.lO:Coffee, crude, roasted or ground
605.20:Gold or silver bullion, dore, and precipitates
685.90:Electrical apparatus for making or breaking
:electrical circuits,protection of electrical
:circuits,making connections to or in circuits
137.60:Tomatoes, fresh or chilled, entered Mar. 1 to July
:14 and Sept. 1 to Nov. 14, incl., not reduced in size
692.32:Parts n.s.p.f of motor vehicles, not alloyed nor
:advanced beyond cleaning,partly machined
685.19:0ther television apparatus and parts thereof,n.s.p,f.
688.12:Ignition wiring sets and wiring sets for
:transportation equipment
685.16:Main printed circuit boards for color television
:receivers,except tuners or convergence assemblies, n.e.s.
415.45: Sulfur
999.95:Under $251 formal and informal entries estimated
685.18:Cabinets,antennas,deflection yokes,convergence
:assemblies,flybacks,focus coil,etc.; for
:television receivers
676.52:0ffice machine parts, n.e.s.
682.60:0ffice machine parts, n.e.s.
Total
Total, U.S. imports from Mexico

1981

$3,010,591,110: $4,572,047,818: $3,942,203,860
28,052,277:

1,422,646,458:

2,239,568,321

5,778,425:

551,554,761:

652,447,85'7

123,707,395:
317,014,066:
150,743,497:
150,379,470:

196,436,446:
338,370,320:
245,281,348:
229,594,355:

423,269,989
316,132,983
279,457,410
265,988,039

410,501,914:
248,208,179:
1.19,327,478:

302,445,674:
267,693,948:
145,672,800:

245,866,189
209,478,689
189,888,092

88,601,i76:

82,471,207:

177. 023 '905

2/ 163,965,635:

149,841,379:

157,465,632

]_I

84,000,650:
50,126,289:

106,861,967:
75,451,256:

142,767,930
131,013,413

4/

74,743,777:

78,691,052:

110,626,601

~

69,648,201:
116,927,000:
232,212,749:

85. 316, 135:
80,906,300:
192,524,625:

108,220,607
107,984,100
100. 714' 705

y

i

58,372,083:
72,847,399:
100,438,383
98,840,527
58,406,502:
81,526,096:
5,561,308,473: 9,278,181,344: 9,999,397,232
8,784,893,926: 12,497,653,066: 13,703,637,079

17 Prior to Jan. 1, 1980, this item was classified under the now-deleted item 685.20.

21

1980

Description

Prior to Jan. 1, 1980, this item was classified under the now-deleted item 692.27.

3/ Prior to Jan. 1, 1980, this item was classified under the row-deleted item 685.20.

4/ Prior to Jan. 1, 1980, this item was classified under the now-deleted item 685.20.
'jj Prior to Jan. 1, 1980, this item was classified under the now-deleted item 685.20.

Table A-8~ Leading items exported to MEXICO, by Schedule B items, 1979, 1980, and 1981

Sch. B
Item No:

1980

1979

1981

Description

692.29:Automobile truck tractors,imported without their
:trailers
694.40:Aircraft
130.34:Corn or maize, not donated for charity or relief
664.05:Mechanical shovel for earth etc., snow plows, etc.
:and parts
130.40:Grain sorghum
685.90:Electrical apparatus for making or breaking
:electrical circuits,protection of electrical
:circuits,making connections to or in circuits
140.08:Pinto heans, except seed
687.60:Electronic tubes,photocells, transistors,etc and
:parts,n.e.s.
660.54:Parts of internal combustion engines, n.e.s.
652.9l:Iron or steel structures or structural parts
685.20:Television apparatus
175.41:Soybeans, except seed for planting
130.65:Wheat unfit for human consumption
666.00:Agricultural machinery and parts - and
:horticultural implements, n.s.p.f.
674.35:Metal-working machine tools, nes
682.60:Generators
676.55:Parts of calculating machines, cash registers, automated
data processing machines and units, photocopying
and similar units
155.20:Sugars, sir1.1ps, and molasses, derived from sugar
:cane or sugar beets, principally of crystalline
:structure or in dry amorphous form
692.16:Motor vehicles, specially constructed designed
:for special services or functions
678.50:Machines, n.s.p.f.
Total
Total, U.S. exports to Mexico

$671,751,552:

$962,866,564: $1,333,901,840

198,294,988:
116 ,093, 70!1:
350,135,084:

364 ,4 71, 308:
680,371+,569:
349,369,322:

640,592,867
452, 130, 303
427,613,101

139,765,465:
165,089,586:

331,239,356:
236,437,364:

339,745,150
306,183,875

7,998,991:
175,547,857:

174,744,161:
227,375,101:

262,281,271
242,458,686

262,7115,720:
58,440,157:
218,969,835:
118 , 277 • 313 :
197,083,430:
87,181,132:

281,408,604:
141,810,249:
175,463,444:
259,410,704:
122,572,298:
165 ,316. 277:

237,011,081
234,547,029
211, 738' 931
207,918,207
. 206' 180,117
157,167,974

45,096,003:
70,005,845:
98,022,523:

94,463,161:
106,956,562:
132,955,540:

156,638,270
155,582,603
154,675,258

107,192:

137,064,518:

154,071,237

76,729,080:

115,525,934:

149,139,130

89,030,587:

3,166,366,044:

108,346,899:

5,168,171,935:

144,787,678

6,174,3b4,608

9,662,504,600: 14,881,433,243: 17,353,054,111

