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INTRODUCTION

Section 163(b) of the Trade Act of 1974 (Public Law 93-618, 88 Stat.
1978) directs that, at least once a year, the United States International
Trade Commission submit to the Congress a factual report on the operation of
the trade agreements program of the United States.

The trade agreements program encompasses ''all activities consisting of,
or related to, the administration of international agreements which primarily
concern trade and which are concluded pursuant to the authority vested in the
President by the Constitution . . ." 1/ and other legislation. Among such
other laws are the Reciprocal Trade Agreements Act of 1934 (which modified the
Tariff Act of 1930 and started the trade agreements program), the Trade
Expansion Act of 1962, the Trade Act of 1974, and most recently, the Trade
Agreements Act of 1979.

The Trade Policy Committee (TPC) is the mechanism by which most decisions
concerning the operation of the trade agreements program are made. The TPC is
chaired by the President's principal advisor on international trade, the
United States Trade Representative.

This report is the 33d report to be submitted under section 163(b) and
its predecessor legislation. The period covered in the report is calendar
year 1981, although occasionally, to enable the reader to understand
developments more fully, events in early 1982 are also mentioned. The report
consists of a preface, a summary, and five chapters. The preface provides
background to the report by covering the economic and trade performance of the
United States during 1981. Chapter I treats a number of special topics which
highlight developments in the trade agreements sphere during the year.
Chapter Il concerns activities in the General Agreement on Tariffs and Trade
(GATT), the main area of multilateral trade agreement activity. Activities
concluded outside the GATT are taken up in Chapter III. Chapter IV discusses
bilateral relations between the United States and its major trading partners.
The administration of U.S. trade law, including decisions taken on remedial
actions available to U.S. industry and labor, is covered in chapter V.

The report was prepared principally in the Trade Reports Division of the
Commission's Office of Economics. Substantial assistance was provided by the
Commission's Office of Executive Liaison, the Office of Tariff Affairs, the
Textiles Division of the Office of Industries, and the Research Division of
the Office of Economics.

1/ Executive Order No. 11846, Mar. 27, 1975.






PREFACE
The U.S. Economy and U.S. Trade in 1981

Economic Performance of the United States

The U.S. economy began 1981 in the midst of a recovery following a brief,
but sharp, contraction in 1980. The first quarter of 1981 saw real fross
national product (GNP) grow at a seasonally adjusted 8.6-percent annual rate.
Unseasonably mild weather throughout much of the nation allowed normal
springtime construction activity to begin earlier than usual in 1981. 1In
addition, rebates spurred car sales.

Partially as an adjustment to the surge of economic activity in the first
quarter, real GNP growth declined in the second quarter to a l.6-percent
annual rate. Also contributing to the decline was a decline in sales in the
interest-rate-sensitive sectors of the economy, especially housing and
automotive. Interest rates moved up sharply in the second quarter of the
year. As a result, auto sales, which in the first quarter of the year were at
an annual rate of 10.1 million, fell to an annual rate of 7.8 million in the
second quarter. Housing starts, which in the first quarter of the year were
at an annual rate of 1.39 million units, also fell in the second quarter to an
annual rate of 1.17 million units.

By July, the weakness in the housing and automotive sectors spread to
other sectors of the economy, and the economy moved into recession.
Industrial production, investment spending, and new factory orders fell as
firms sought to reduce inventory levels. Reflecting the fall in output, the
unemployment rate rose, and capacity utilization declined. Despite the
downturn in production, real GNP rose at a l.4-percent annual rate in the
third quarter of 1981.

By the end of the year, the U.S. economy was clearly in a severe
recession. Real GNP declined at a 4.8-percent annual rate in the fourth
quarter, and the unemployment rate in December was at its highest level since
1975. Despite the weakened U.S. economy, interest rates remained at
historically high levels; these high interest rates reduced the prospects for
an early 1982 recovery. Despite the weak second half of the year, real GNP in
1981 was 2.0 percent higher than in 1980, and although the growth of U.S. real
GNP was weak, it was somewhat stronger than the growth experienced by many
U.S. trading partners.

The factor most strongly affecting the U.S. economy in 1981 was the level
of interest rates; despite a drop in the inflation rate, interest rates were
at historically high levels. The real interest rate (the nominal interest
rate minus the inflation rate) has averaged about 3 percent in the postwar
period. Because of high inflation, the real interest rate in 1979 and 1980
was actually negative. In 1981, however, the real interest rate averaged 6
percent, as nominal rates remained high while inflation subsided. High real
interest rates discouraged both consumers and businessmen from taking on
additional debt and contributed directly to the recession.

Several factors contributed to the high interest rates. The Federal
Reserve Board (Fed), under. the leadership of Chairman Paul Volcker and with
the general approval of the administration, continued the restrictive monetary



policy they began in 1979 in an attempt to lower the inflation rate. Despite
the Fed's announced intention to fight inflation, lenders, having suffered
financial losses in previous years from lending money at low interest rates
only to see inflation increase, and having observed an increased interest rate
volatility, were reluctant to lend money long term without a large risk
premium. Borrowers, on the other hand, were reluctant to borrow money long
term at historically high interest rates for fear that inflation and interest
rates would subsequently decline, and that they would be stuck with high-
interest-rate debt.

High long-term interest rates led borrowers to borrow short term to
obtain the funds they needed. Because most borrowing was funneled into the
short-term market, and because of the Fed's restrictive monetary policy,
short-term interest rates also stayed high.

Long-term interest rates increased rather steadily for the first three
quarters of the year and reached their peaks in the early fall. Shortly
thereafter, these rates dropped sharply, but by the end of the year, they had
begun to move back up. The yield on corporate AAA bonds, which began the year
at a then-record 13.00 percent, reached 15.75 percent in early October. The
yield on these bonds was 14.50 percent at the end of the year.

Short-term interest rates in 1981 were much more volatile than long-term
rates. Short-term rates fell in the first part of the year. In March, they
began to move higher and reached their yearly highs in May. Rates fell
sharply in the latter half of the year. The rate on three-month Treasury
bills, which began the year at 14.50 percent, hit 16.75 percent in May.
However, by November, this rate had fallen to 10.25 percent.

Part of the reason for the volatility in short-term interest rates was
the close attention paid by investors to the weekly money-stock figures. The
interest in this statistic has increased since October 1979, when the Fed
adopted its policy of direct control of the money supply. Since the new Fed
policy was instituted, a larger-than-expected money-stock increase has
generally been accompanied by higher interest rates, and a smaller-than-
expected increase by lower interest rates.

In addition to affecting interest rates by changing the expected behavior
of the Fed, changes in the money stock can affect interest rates by changing
inflationary expectations. A large money-stock increase raises the
possibility that the inflation rate will increase in the near future. To
guard against that possibility, lenders raise their interest rates to keep
their expected real return unchanged. Conversely, a small money-stock
increase lowers the possibility that the inflation rate will increase. This
allows lenders to lower their interest rates.

The erratic growth rate of the money stock also helped cause interest
rates to fluctuate greatly in 1981. The money stock increased rapidly at the
beginning of the year. New regulations concerning Negotiable Order of
Withdrawal (NOW) accounts were partially responsible for this. For the first
4 months of the year, the money stock increased at a l4.2-percent annual
rate. From April to November, however, the money stock increased at a very
slow l.2-percent annual rate. The rate of increase rose dramatically later in
the year; from November 1981 to January 1982, the money stock increased at a
17.7-percent annual rate.



The Fed had set a target range of 6.0 to 8.5 percent for MIB 1/ growth in
1981. The increase for the year actually amounted to only 4.9 percent. The
previous 4 years had an average growth rate of 7.8 percent.

Contributing to the high level of interest rates was the growing concern
about the projected record-high levels of future Federal deficits. The fear
was that these deficits, coupled with an economic recovery that would greatly
increase the demand for loanable funds in the future, might cause future
interest rates to reach new alltime highs.

The tight monetary policy did contribute to slowing inflation for the
U.S. economy in 1981. The weakness in the economy, record large harvests, and
relatively stable oil prices also contributed to lower inflation. The
consumer price index, which had increased 11.3 percent in 1979 and 13.5
percent in 1980, increased only 8.9 percent in 1981. Producer prices rose
only 7.1 percent, compared with 11.9 percent in 1980. For January-August
1981, the annual rate of producer price increase was only 4.5 percent. This
slowdown in producer price increases implies more good news for consumer
prices, provided these savings are passed on to consumers.

Another favorable development in 1981 was the continued progress of U.S.
energy conservation. The volume of 0il consumed in the United States fell 6
percent in 1981, following a decline of 8 percent in 1980. Part of this fall
in consumption reflected the weak economy, but a substantial portion was
attributable to price-induced conservation.

The worldwide cutback in oil consumption left the world oil market
considerably softer than it has been for several years. As a result, oil
prices were virtually unchanged in 1981 after having risen about 250 percent
from 1978 to 1980.

Industrial production increased throughout most of the first half of 1981
and reached its peak for the year in July, after which, it declined
steadily. By December, industrial production was 6.8 percent lower than it
had been in July. Industrial production was down 4.7 percent for the year.

The unemployment rate began the year at 7.4 percent. It edged downward
in the first half of the year and hit a low of 7.2 percent in July, but it
climbed swiftly in the latter part of the year and reached its high for the
year in December at 8.8 percent. The postwar high for the unemployment rate.
was 9.0, set in January 1975. 2/ The unemployment rate averaged 7.6 percent
in 1981.

The record-high levels of U.S. interest rates combined with the lower
U.S. inflation rate to attract a good deal of foreign capital to the United
States. Because of this large capital inflow and the resultant increase in
the demand for dollars, the value of the dollar rose 17.6 percent, on a
trade-weighted average, from January through August. 3/ After a drop in

1/ M1B is defined as the sum of currency plus demand deposits, including now
accounts.

2/ In September 1982, the unemployment rate reached 10.1 percent.

3/ Trade-weighted average of 17 industrial countries as reported in
International Financial Statistics.




short-term interest rates, the dollar was somewhat weaker during the fourth
quarter. Contributing to the general strength of the dollar during the year
were the favorable U.S. current-account balance and the turmoil in Poland.

For the year, the dollar was up 11.3 percent on a trade-weighted basis.
The dollar was up 25.0 percent against the British pound, 15.1 percent against
the German mark, and 8.3 percent against the Japanese yen. The appreciation
of the dollar reduced the price competitiveness of U.S. exports in foreign
markets and made it more attractive for U.S. residents to substitute imports
for domestically produced goods. These relative price effects contributed to
a growing merchandise trade deficit in 1981.

Trade Performance of the_United States

The U.S. current account registered a surplus of $6.6 billion in 1981, up
from $3.7 billion in 1980. This marked the fourth consecutive annual increase
in the current-account balance and the seventh surplus in the last 9 years. A
steady rise in net services earnings kept the current account in surplus for
the year. However, the sharp appreciation of the dollar increased the
merchandise trade deficit in 1981, despite a sharp drop in oil imports.

The U.S. merchandise trade deficit was $27.8 billion in 1981, compared
with $25.3 billion in 1980 and $27.3 billion in 1979. The first annual
increase in the U.S. trade deficit since 1978 occurred in 1981. The
merchandise trade deficit rose throughout the year as the continued strength
of the dollar took its toll on the U.S. trade balance. In January-March 1981,
1981 it was $4.7 billion, but by October-December it reached $9.2 billion.

The value of exports increased from $224.0 billion in 1980 to
$236.3 billion in 1981, or by 5.5 percent. The value of imports increased
from $249.3 billion in 1980 to $264.1 billion in 1981, or by 5.9 percent.
From 1979 to 1980, the value of U.S. exports increased 21 percent, and the
value of U.S. imports increased 18 percent.

During January-March 1981, the value of U.S. exports reached its highest
level ever, as 61.0 billion dollars' worth of U.S. goods were shipped abroad.
U.S. agricultural exports were particularly high in this quarter. For the
remainder of the year, however, the value of U.S. exports declined, falling to
$57.0 billion in October-December. This decline reflected the effects of the
worldwide slowdown in economic activity and the appreciation of the dollar.

Agricultural exports rose only 5.0 percent in value in 1981, from
$42.2 billion to $44.3 billion, after experiencing 20-percent annual increases
for each of the previous 3 years. Although agricultural exports to the
Soviet Union increased somewhat after the U.S. embargo was lifted, good
harvests among major world producers and weakened economic conditions in many

consuming nations combined to keep the volume of agricultural exports
unchanged from the previous year.

Nonagricultural exports increased 5.7 percent in value in 1981, from
$181.7 billion to $192.0 billion, and export volume fell 1 percent. The
increase in the price of U.S. exports caused by the dollar appreciation
combined with the worldwide economic slowdown to limit U.S. exports.



Because of a sharp drop in the value of imported oil and the onset of a
recession in the United States, the value of imports fell in the second half
of 1981 to $131.1 billion from $132.9 billion in the first half. Imports
peaked in April-June and were lowest in July-September.

The value of oil imports decreased 1.6 percent in 1981 to $77.6 billion
from $78.9 billion in 1980 as the volume of oil imports fell 11.8 percent.
The average unit value of petroleum imports rose on a year—-to-year basis from
$30.57 per barrel in 1980 to $34.30 per barrel in 1981. After reaching a peak
in April 1981, the price of imported oil fell almost 10 percent through
December. Petroleum import volume fell 9 percent between the first and second
halves of the year. For the year, the average number of barrels imported
daily declined to 6.25 million from 7.08 million.

The value of nonpetroleum imports increased 9.4 percent in 1981, and the
volume of nonpetroleum imports also increased throughout the year, despite the
economic slowdown in the United States in the second half of 1981. The volume
of manufactures imports increased 17 percent between January-June 1980 and
January-June 1981, while the volume of manufactures exports increased only 1.5
percent. The effect of the dollar appreciation increased the competitiveness
of imported goods and resulted in the higher volume of imports.

Despite the rise in overall imports, the number of automobiles imported
fell in 1981. This was due to depressed economic conditions in the

United States and the voluntary limit Japan placed on car exports to the
United States.

In merchandise trade, the United States had a trade surplus of $12.3
billion with Western Europe, compared with a 1980 surplus of $20.3 billion.
The trade deficit with Organization for Petroleum Exporting Countries (OPEC)
countries fell from $38.2 billion in 1980 to $28.8 billion in 1981, primarily
due to the decline in oil imports. The trade deficit with Japan rose to
$15.8 billion from $10.4 billion in 1980 because of higher U.S. imports in
1980. The deficit with Japan was the largest merchandise trade deficit ever
recorded with a single trading partner, and it accounted for over half of the
total U.S. trade deficit.

The value of service exports increased 15.7 percent, from $120.7 billion
in 1980 to $139.7 billion in 1981, whereas the value of service imports
increased 16.4 percent, from $84.6 billion in 1980 to $98.5 billiom in 1981.
Thus, the surplus in services trade increased from $36.1 billion in 1980 to
$41.2 billion in 1981. This was the sixth consecutive annual increase in the
services balance. A sharp increase of receipts from net portfolio investment
more than offset a sizable drop in the return from direct investments. For
the first time in more than 30 years, foreign direct investment in the United
States (418.6 billion) in 1981 exceeded U.S. direct investment abroad
(47 billion).






SUMMARY

World trade declined in 1981 after having increased significantly in 1979
and 1980. World exports fell by $37 billion, or 2 percent, from those in the
previous year. The slowdown in trade was the second consecutive year of very
slow economic growth in most countries, as major countries continued to apply
restrictive fiscal and monetary policies to prevent a new round of inflation
in the wake of the second oil price ''shock.'" A poor trade performance by the
industrial countries, particularly in their trade with one another,
contributed heavily to the global decline.

With international markets not expanding and unemployment rising steadily
throughout the year, it is not surprising that the year was marked by "a
considerable increase in international trade tensioms.'" 1/ Nonetheless,
protectionist pressures were largely resisted, implementation of the Tokyo
round agreements proceeded on schedule, and, indeed, the United States and
other countries were able to look ahead to the possibility of expansion of
international trade through the ministerial negotiations scheduled in the GATT
for late 1982.

Selected Issues in U.S. Trade Agreements Activities

In addition to the specific multilateral and bilateral trade issues
described in this report, special attention has been given to four trade
topics that were particularly important during 1981: 1) the issuance by the
administration of a major statement on trade issues the United States will be
facing in the next decade; 2) the renewal of the arrangement regarding
international trade in textiles; 3) the preparation of a multilaterally
developed nomenclature for international trade; 4) and the U.S. initiative to
strengthen trade ties with the countries of the Caribbean Basin.

In July 1981, the Reagan administration released a comprehensive
statement on trade issues facing the United States in the 1980's. Among the
ma jor areas slated for action in the decade ahead are agriculture, investment,
services, high technology, Government export credit subsidies, and trade with
the less developed countries. The countries of the Caribbean Basin will be
the focus of particular efforts in the future. Outlining strategies for
meeting the trade challenge ahead, United States Trade Representative
William Brock said the United States will continue to pursue a free-trade
policy and to vigorously enforce fair trade practices.

Negotiators from major textile—exporting and importing countries agreed
late in 1981 to extend the Multifiber Arrangement (MFA) through
July 31, 1986. The MFA is the GATT-sanctioned umbrella agreement under which
much of the world's trade in textile products is regulated on a bilateral
basis. The terms of the MFA extension reflected the determination of the main
textile importing countries to limit the growth of their imports of sensitive
textile products in view of the slow growth of domestic consumption.

1/ GATT Activities in 1981, GATT Secretariat, Geneva, 1982.
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During 1981, the U.S. International Trade Commission began to prepare the
conversion of the Tariff Schedules of the United States (TSUS) into the
nomenclature structure of the Harmonized System, a multilaterally developed
scheme for categorizing products that are traded internationally. The
Harmonized System is intended to "harmonize," or make uniform, various
national tariff classification systems. It is hoped that converting to the
Harmonized System will result in more uniform trade statistics and allow more
widespread use of data processing in trade transactions. The Commission is to
complete its study on the conversion of the TSUS, and report on what effects
the changes will have on U.S. industries, workers, and trade, by June 30, 1983.

During 1981, the U.S. administration announced its intention to establish
closer trade ties with the countries of Central America and the Caribbean. By
doing so, the United States hopes to spur the economic development of the
region and to promote its social stability. Final details of the
administration's trade, aid, and investment package proposal were incomplete
at yearend. The United States imported almost 10 billion dollars' worth of
goods from the Caribbean Basin in 1981, representing about 4 percent of total
U.S. imports during the year. Petroleum, sugar, textiles, tobacco, coffee,
and strategic minerals were major imports from the region. Roughly 30 percent
of U.S. imports from the Caribbean entered free of tariffs in 1981.

International Trade Agreements Activities During 1981

Within the GATT, the principal multinational forum that deals with world
trade matters, 1981 was a year of consolidating the results of the Tokyo round
of Multilateral Trade Negotiations (MTIN) in the face of very difficult
economic and trade conditions. The United States and other GATT Contracting
Parties also moved to remove forward progress toward the reduction of barriers
to the international exchange of economic goods.

Two of the nontariff measure (NTM) codes negotiated in the Tokyo
round--covering customs valuation and government procurement-——came into effect
at the beginning of 1981, as did another round in the scheduled stage=-in of
MTN tariff cuts. As noted above, the Multifiber Arrangement was renegotiated
during the year under the auspices of the GATT Textiles Committee. The number
of cases submitted to the GATT for dispute settlement increased in 1981,
reflecting heightened tensions caused by the slowdown in world trade. Perhaps
most significant for the long-term enhancement of the GATT's role as an
arbiter of trade problems was the decision of the Contracting Parties to
convene a ministerial-level meeting during 1982, Such an examination of the
condition of the world trading system at the political level may serve to
strengthen the framework for the conduct of international trade at a time of
growing protectionist pressure. It could perhaps even result in a decision to
extend the present scope of the GATT system of multilateral discipline on
trade barriers to include a broader range of international economic
transactions.

Besides the GATT, several other international organizations play
important roles in internationmal trade matters, though their trade-related
activities are more limited in scope. The United States works actively in the
Organization for Economic Cooperation and Development (OECD), a forum for
economic policy discussion and coordination among the industrialized
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countries. The United States also participates in a number of commodity
organizations designed to stabilize the supply and demand for some of the main
internationally traded primary products.

The OECD continued to work during 1981 on ways to liberalize investment
flows, as well as trade in services, agriculture, and high-technology goods.
The OECD also dealt with the need to reduce the trade-distorting subsidy
element in officially supported export credits. After extensive negotiatious,
an agreement to raise interest rates on official export credits was reached in
late 1981.

In 1981, the United States was a member of separate organizations created
to administer international agreements on trade in five commodities-—-coffee,
natural rubber, sugar, tin, and wheat. It also held observer status in an
organization dealing with trade in cocoa. Negotiations for the Sixth
International Tin Agreement were concluded in June, but the United States did
not sign the agreement because of disagreement over the size and financing of
the buffer stock and the issue of export controls. 1/ The United States also
participated in study groups, preparatory meetings, or negotiating sessions on
cotton, hard fibers, jute, lead and zinc, tea, and tungsten during the year.

U.S. Trade Relations with Major Trading Partners in 1981

By the end of 1981, serious disagreements had developed between the
United States and many of its major trading partners. The United States took
action to deal with alleged unfair trade practices in exports of steel from
the European Community (EC) and held a series of higher level discussions with
the EC on its Common Agricultural Policy (CAP); the introduction of a
"National Energy Program" in Canada, aimed at reducing the role of foreign
companies in energy production, caused serious concern in the United States;
Japan's merchandise trade surplus with the United States reached an all-time
high, bringing a call from the American side for freer access to the Japanese
market; and, finally, the imposition of martial law in Poland in mid-December
prompted the imposition of trade sanctions against the Soviet Union and Poland
and cooled the climate for trade between the United States and the Eastern
European nations.

In January 1981, Greece became the tenth EC member. Despite depressed
economic conditions, most EC institutions functioned well during the year.
However, internal disagreements arose concerning the EC budget and future
funding for the EC's Common Agricultural Policy. U.S.-EC conflicts over steel
and EC agricultural policies intensified during the year.

Bilateral relations between Canada and the United States were tense
during 1981, following passage by Canada in late 1980 of new laws on energy
and measures to strengthen existing foreign investment laws. The new laws
were designed to increase Canada's ownership and control of Canadian energy
resources and to further limit foreign control of Canadian-based firms. The
United States objected strongly to the Canadian actions. Bilateral discussion
of these and other issues continued into 1982.

1/ The United States has formally announced its decision not to join the
Sixth International Tin Agreement.
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Japan and the United States made some progress toward reducing trade
tensions when, in May 1981, following bilateral consultations, Japan decided
to limit auto shipments to the United States. Then, a soaring Japanese trade
surplus with the United States and a large number of smaller bilateral
disputes prompted U.S. demands for freer access to Japan's markets. Measures
offered by Japan in late 1981 to open its markets were deemed inadequate by
the United States, and a serious trade conflict continued into 1982.

In 1981, the United States and Mexico had discussions on a wide variety
of issues, including Mexican export incentives and performance requirements,
application of U.S. countervailing duty laws to Mexico, U.S. policy on silver
stockpile sales, Mexican import licensing requirements, Mexico's local content
requirements for autos, and the 'graduation' of certain Mexican products from
the benefits of the U.S. Generalized System of Preferences. Global oil demand
declined during the year, which led to cuts in the prices charged by
oil-exporting countries, including Mexico. This development, coupled with
stagnant growth of Mexico's exports of manufactured goods, had a depressing
effect on the country's balance of payments and tested the ability of the Bank
of Mexico to support the peso in foreign-exchange markets.

U.S. trade relations with nonmarket economy countries in Eastern Europe
improved somewhat in April 1981 when President Reagan suspended the economic
sanctions that had been imposed against the Soviet Union by President Carter
15 months earlier. Soon after, bilateral negotiations were held to extend the
U.S. grain agreement with the Soviets. By yearend, however, tensions were
increased as the imposition of martial law in Poland prompted President Reagan
to impose new economic sanctions against the Soviet Union and Poland.

Administration of U.S. Trade Laws

In 1981, the volume of investigations into the impact of imports on
domestic industries in the United States conducted by the U.S. Department of
Commerce and the U.S. International Trade Commission continued to be heavy.
Antidumping and countervailing duty investigations, along with cases involving
unfair import practices, constituted the bulk of the administrative workload
in this area.

In 1981, the United States imported 8.4 billion dollars' worth of
products duty free under the Generalized System of Preferences (GSP), a
temporary tariff preference scheme designed to expand market opportunities in
the United States for the products of lesser developed countries. The
President "graduated," or removed from eligibility for duty-free treatment,
some products from the more advanced developing countries for the first time
in 1981. Nonetheless, Taiwan, the Republic of Korea (Korea), Hong Kong,
Brazil, and Mexico were the principal beneficiaries under the program,
supplying over 80 percent of all GSP duty-free imports during the year.
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CHAPTER 1
SELECTED ISSUES IN TRADE AGREEMENT ACTIVITIES IN 1981
The U.S. Trade Agenda for the 1980's

The Congress and the new administration extensively reviewed U.S. trade
policy in 1981, both to pinpoint important issues that may confront the United
States in the 1980's and to examine the U.S. Government's current handling of
trade decisions. It was the first such general review since the Trade Act of
1974 was passed, giving the President the authority to negotiate the reduction
of tariff and nontariff barriers in the Tokyo round of the MIN and providing
for the creation of the U.S. Generalized System of Preferences (GSP).

During hearings before the Senate Finance Committee in July,
United States Trade Representative William Brock made the administration's
first comprehensive statement on trade policy--releasing the so-called "white
paper” on U.S. trade strategy for the coming decade. 1/ Ambassador Brock
confirmed the administration's determination to let market forces govern
economic choice, and expressed support for free trade and investment.
However, he cautioned that the U.S. commitment to free trade was predicated on
free trade being a "two-way street.” Asserting that our trading partners
should open their markets to U.S. goods and remove existing nontariff barriers
to them, he vowed to fully utilize existing U.S. trade laws—-—such as
antidumping, countervailing, and section 301 provisions—-to remove impediments
to the operation of the free intermational market.

The U.S. Government is closely monitoring implementation of the Tokyo
round agreements and codes by foreign countries, and it is assessing the
impact of the MIN codes on U.S. trade law administration. The United States
is also advocating the adoption of a Safeguards Code.

The trade policy "white paper” reaffirmed the strong support of the
United States for the existing multilateral mechanisms dealing with trade
disputes within the GATT. During 1981, the United States and other major
trading countries agreed to convene a meeting of the GATT Ministers, scheduled
for November 1982. The Ministerial has several objectives: (1) To assess the
situation in the world trading system, including compliance with the codes and
concessions agreed to in the Tokyo Round; (2) to maintain and strengthen the
GATT system; and (3) to determine the future direction of the international
trading system, and the need for future GATT negotiations.

U.S. Trade Policy: a free-market approach to trade and investment

Since the Tokyo round was concluded, new strains on the free-trade
foundations of the multilateral system have emerged. 1In recent years, the
sluggish growth of most Western nations, teamed with high inflation and

1/ Statement on U.S. Trade Policy, Ambassador William E. Brock, U.S. Trade
Representative, before the Senate Committee on Banking, Housing, and Urban
Affairs, July 8, 1981. Unless otherwise indicated, all referenccs to U.S.
trade policy in this section are based on this policy statement.
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structural adjustment problems in industries such as textiles, autos, and
steel, has fueled increased government intervention in the world market, both
to support exports and to limit imports. Furthermore, certain newly
industrializing countries (NIC's) have yet to assume full responsibility in
the world trading system, while other less developed countries (LDC's) have
erected new barriers to trade.

Among the most serious instances of Government intervention are export
subsidies, particularly as they affect third-country sales (e.g., in
agriculture); support for promising new industries (such as computers);
distortions of the environment for international investment, whether through
incentives or so-called "performance requirements;" nontariff barriers;
barriers to trade in services; and impediments to the free flow of
information. A principal theme of the administration's international economic
and trade policies will be the minimization of market distortions. According
to Ambassador Brock, the United States will pursue such issues vigorously in
all international forums. The following areas, cited by Brock, will receive
particular attention.

Agriculture.—--Agriculture is a major component of U.S. exports,
accounting for about $43 billion, or 18 percent, of U.S. exports in 1981.
While the United States is highly competitive in the international market,
structural problems in the agricultural sectors in some other countries,
notably the European Community and Japan, have resulted in extensive
subsidization of agriculture in the EC and high tariff-quotas on most farm
products in Japan. In some cases, this has limited U.S. agricultural sales to
third-country markets.

Although agriculture is within the purview of the GATT, trade in
agriculture is still much more restricted than trade in manufactured
products. This is due, in part, to the strong desire of many countries to
maintain adequate food supplies from domestic sources, and to the myriad of
domestic programs countries have adopted to achieve this objective. Many
countries have intervened in their agricultural sector in order to assure a
stable and secure food supply by protecting the incomes of their farmers
and/or by promoting their farm output in world markets. During the Tokyo
round of the MIN, codes were negotiated covering meat and dairy products.
Although the codes can contribute to liberalized trade in these sectors, the
basic goal of bringing agriculture substantially within the framework of the
GATT was not achieved.

The United States is concerned about its limited access to foreign
country markets and about competition with subsidized exports in third-country
markets. According to Ambassador Brock, the United States will make
aggressive bilateral efforts to lower barriers to U.S. commodity sales and
will press its competitors to rationalize production, using section 301 of the
Trade Act of 1974, as amended by the Trade Agreements Act of 1979, as
necessary.

Investment.--As the leading source of investment capital in the world,
the United States has been expressing growing concern about restrictions on
the free flow of investment, because such restrictions may alter the market
allocation of resources and affect internatiomal trade. U.S. direct
investment abroad grew from approximately $12 billion in 1950 to
$213 billion in 1980. Moreover, receipts on international investment have
made a substantial contribution to the strength of the U.S. current account in
the past decade; the U.S. surplus of net income from foreign investment
increased by more than five times, from $6 billion in 1970 to $33 billion in
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1980. 1/ These surpluses helped to offset rising merchandise trade deficits

over the same period.

Hindrances to the free flow of investment capital often take the form of
government actions designed both to shape the structure of industrial
investment and to prop up poor trade performance. A number of countries--both
developed and developing--use their control over the ability of foreign firms
to invest as a bargaining chip in negotiations with firms seeking to do
business in their country. For example, firms may be required to agree to use
local labor and parts, or agree to minimum export levels, in order to obtain
licenses to import or to secure other essentials for business operations..g/
Along with the stick, governments may offer carrots-—-favorable tax
regulations, tariff concessions, limited monopoly positions in the economy,
and subsidies. 3/ Because of the number of trade and investment restrictions
that many countries impose, firms have sometimes found it desirable to set up
complete manufacturing operations in the local market in order to be
competitive in that market.

The effect of these investment incentives and performance requirements is
to change the flow of investment and trade from that which would have occurred
without intervention. Export and import substitution requirements can have a
direct effect on U.S. trade. Investment incentives may impair normal
competition by causing investment to shift from one country to another and
thus shift production from one country to another. Performance requirements
may require a firm to export a certain volume or value of goods. They may
also lead to inefficient choices of inputs (e.g., labor and materials).

To meet the challenge that the proliferation of investment performance
requirements has posed, the United States and its trading partners began to
discuss ivestment issues in bilateral and multilateral forums in 1981. The
United States is attempting to have investment included on the agenda for the
1982 GATT Ministerial and has been seeking to have the principle of "national
treatment"”

1/ Other U.S. concerns about investment restrictions center on the
relationship of such restrictions to U.S. merchandise and service exports.
For example, the Commerce Department estimated that in 1977, about one-third
of U.S. exports result from trade between U.S. corporations and their
affiliates abroad. The International Trade Commission instituted
Investigation No. 332-142 to study the impact of foreign trade related
performance requirements on U.S. industry. The investigation is due to be
completed in late September 1982.

2/ These practices are commonly referred to as "performance requirements."”
Other performance requirements may cover the amount of capital invested and
local employment created, location, limits on foreign ownership and the
employment of foreign nationals (particularly technicians and managers),
repatriation of earnings, investor financing and access to local capital, and
the use of technology and its transfer to the host country on favorable terms.

2/ These practices are referred to as "investment incentives."
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applied to investment within the OECD countries. At the July 1981 economic
summit in Ottawa, the leaders of the seven major industrial powers agreed to
work for the removal of impediments to capital flows. In October 1981, the
United States suggested that the OECD undertake an expanded and coordinated
program of action on investment issues. 1/ 1In 1981, the World Bank began a
study on investment incentives and disinEéntives, including an examination of
performance requirements and their effects on trade and capital flows. On the
bilateral front, the United States has initiated a Bilateral Investment Treaty
Program (BIT). The BIT consists of negotiating bilateral investment
agreements with interested foreign countries, based on a model treaty that
includes provisions limiting the use of performance requirements. BIT
negotiations were conducted with Egypt and Panama during 1981.

Services.—-The service sector of the U.S. economy has been increasing in
importance since 1940, both in terms of employment and in terms of its
contribution to national income. g/ Due in part to the diversity of the
industries represented in the service sector--ranging from communications to
construction and from insurance to engineering-—and to the fact that the
international exchange of services takes place through channels and mechanisms
that are fundamentally different from the physical passage of goods across
borders, the international operations of service companies have yet to be
normalized through agreed-upon rules or codes, such as those provided by the
GATT for merchandise trade. Barriers to services trade are diverse and often
difficult to pinpoint. Examples are the denying of permission to companies
that wish to establish offices in a foreign country; exchange controls;
unfavorable tax provisions; national security, privacy, and consumer
protection regulations that discriminate against foreign firms; and
unwillingness to accept scientific testing data from foreign sources.
Furthermore, the industries that make up the service sector--such as insurance
and banking-—-are often stringently regulated for a variety of reasons.

According to Ambassador Brock, the service sector will be the focus of
increased attention in both domestic policymaking and international trade
discussions. The United States intends to push for the removal of many
distortions to the free flow of services across international borders.
Restrictions on transborder data flows (TBDF), which are often critical to the
international operations of both manufacturing and service firms, will receive
particular attention. In 1980, the United States began a vigorous program
designed to tackle barriers to the international activities of U.S. service
firms and initiated background studies on particular service industries. }/

That effort continued throughout 1981. The United States has raised the issue
in the OECD and the GATT, as well as in bilateral talks with major trading

1/ For more detailed information, see the section in Chapter 3 of this
report that deals with U.S. activities in the OECD.

2/ The service sector is defined as intangible economic output sold by
establishments. Among the industries typically included in the service sector
are: telecommunications, banking, insurance, transportation, health care, and
construction/engineering.

3/ The International Trade Commission instituted investigation No. 332-132
to examine the relationship of exports in U.S. service industries to U.S.
merchandise exports. The investigation was completed in September 1982, and
the results were published in USITC Publication 1290, September 1982.
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partners. The November 1982 GATT Ministerial meeting may serve to advance
multilateral discussions on this issue toward the U.S. objective of bringing
services trade under some multilateral discipline. Meanwhile, Brock said,
existing bilateral and multilateral channels will be used to express the
United States' desire to liberalize service trade, and the procedures
available under section 301 of the Trade Act of 1974 will be used wherever
appropriate.

Export credits.——The economic difficulties experienced in the last decade
have caused many countries, both western industrialized countries and newly
industrializing countries, to support their export sales through the use of
government-backed credits, often at below-market rates. Since the 1973 oil
shock, the subsidy element of such loans has grown with the rise in inflation
and interest rates, because most countries did not raise their official export
credit agencies' interest rates by a comparable amount. The substantial
subsidy now provided by most official export credits has meant that the
financing component of sales of certain big-ticket manufactured goods has
become a key element in competition.

In 1978, the United 3tates joined with the 22 members of the OECD's Group
on Export Credits and Credit Guarantees to stem the rapid growth in export
credit subsidies that distort international competition. l/ The group adopted
the "Arrangement on Guidelines for Officially Supported Export Credits,"” which
sets minimum interest rates and minimum cash payments on the value of goods
sold. 2/ The arrangement differentiates in its treatment of loans to
relatively rich, intermediate, and poor countries. However, until November
1981, the arrangement did not differentiate between loans made in different
currencies. This was a source of dissatisfaction with the arrangement for the
Japanese, since their rate of inflation has been generally lower than that of
other signatories to the arrangement. This means that, for a given nominal
rate of interest, the real interest rate in yen—-denominated credits is
generally higher than on credits denominated in other currencies.

Since 1978, the United States has been advocating a further increase in
officially supported interest rates. The U.S. export credit agency, the
Export-Import Bank of the United States, has had difficulty remaining
competitive because the bank is forced by law to at least break even from its
operations. Although Eximbank's average cost of money is now much higher than
it was in 1978, interest rates on official credits have not risen by a similar
amount. In late 1981, the United States successfully negotiated with its
OECD partners an increase of minimum interest rates of about 2.5 percent. The
new interest rates ranged from 9.25 to 11 percent. However, the United States
viewed the increase as a temporary solution, and continues to place the
raising of the arrangement's interest rates high on its trade policy agenda
for the 1980's.

High technology.--Currently, an extensive examination of high-technology
policy, from an industrial policy point of view and from an international
marketing perspective, is taking place within the U.S. Government. The United
States is in a strong intermational position in many high-technology fields,

i/ For more detailed information, see the section in ch. 3 of this report
that deals with U.S. activities in the OECD.

g/ The arrangement does not apply to exports of military products, aircraft,
agricultural goods, or nuclear energy products.
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but in some, such as semiconductors, its international lead is slipping. The
Commerce Department will study the elements of competitiveness in some of
these industries, and the interagency structure will endeavor to craft policy
that reflects the importance of this field, both to national security and to
the level of global competitiveness.

Nontariff barriers.—-The gradual elimination of nontariff barriers
(NTB's) to trade, such as the discriminatory use of standards, testing
requirements, customs procedures, and the like, remains a key U.S. trade
policy objective. Although progress was made in diminishing some of these
barriers in the Tokyo round, much more is yet to be done. For example,
services are, as a rule, covered in the MIN codes only if those services are
incidental to the sale of goods. The administration will seek the reduction
in NTB's in the GATT and other appropriate forums. The United States also
supports efforts to broaden the acceptance of current and any new GATT codes
by less developed and newly industrialized countries. This policy is
consistent with the more general objective of having the more advanced
developing countries "graduate” to full participation in the rights and
obligations of the GATT system.

Trade with less developed countries.--The main objective of the United
States with respect to developing countries is to bring them more fully into
the international trading system. In 1981, the U.S. Government took several
steps toward that goal.

During the year, the operation of the GSP was modified by removing, or
"graduating,” several more advanced LDC's from eligibility for tariff
preferences on some of their exports. Second, the United States revised its
aid strategy, placing more emphasis on targeted, bilateral aid and relatively
less on multilateral development banks. Third, the United States has been
actively seeking the wide acceptance by these countries of free-trade
principles, such as those embodied in the GATT, and will seek greater
commitments from LDC's to gradually accept more responsibility for the
maintenance of the free international trading system. The United States will
also seek commitments from these countries to provide a liberalized investment
climate, and, in turn, will encourage the U.S. private sector to pursue
investment opportunities in the LDC's as the principal means of promoting
their economic development.

The October 1981, North—-South summit in Cancun, Mexico, proved to be a
useful occasion for exchanging views and establishing working relationships
for both the Western industrialized participants and the representatives of
the developing countries.

The administration intends to give developing countries in the Caribbean
Basin particular attention. 1/ Draft plans for a package of investment
incentives, trade concessions, and aid programs were formulated by the
administration in 1981.

Trade adjustment assistance.--The Trade Adjustment Assistance Program was
formulated to ease the adjustment to import competition of industries,

l/ For a more detailed examination of U.S. trade with the Caribbean Basin,
see the discussion in the section on U.S. trade with the Caribbean Basin in
this report. )
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workers, and companies. 1/ 1In 1981, the Reagan administration shifted the
emphasis of the Trade Adjustment Assistance Program away from income
maintenance for displaced workers. The program will increasingly be aimed at
providing assistance to firms and individual industries. The Department of
Commerce will provide specialized technical assistance and professional help
to firms by helping develop new technologies, new products, and new markets
(including export markets).

U.S. export policy

Export disincentives.--The administration intends to examine current
legislation that may have a negative effect on U.S. international
competitiveness. Examples of such disincentives include the Foreign Corrupt
Practices Act, provisions of the tax codes that tax American workers abroad,
and ambiguities in the administration of export control regulationms. g/

Export control policy.--The United States is reassessing its policy
towards Eastern Europe, the Soviet Union, and the People's Republic of China
(China). 3/ 1In doing so, the desirability of trade links with these nations
and the need to strengthen export control regulations are to be examined.
Export control regulations are being reviewed in order to remove items from
controls that no longer pose a strategic threat and to add new items that have
potential military/intelligence applications. Administration of the controls
is also to be improved. According to Lawrence Brady, Assistant Secretary of
Commerce for Trade Administration, the administration will tighten controls on
exports of high-technology and critical equipment that might enhance Soviet
military capability. ﬁ/ The United States will attempt to coordinate these
actions with those taken by its fellow members of the Coordinating Committee
on East-West Trade (COCOM). 5/

The administration also took a careful look at the impact of expanded
trade between the Soviet Union and Western Europe, especially the proposed
Siberian gas pipeline project. The United States took a strong stand against
the pipeline at the Ottawa Summit and in bilateral talks, claiming that
"expanded trade between the U.S.S.R. and Western Europe has significantly

lffFor information on the operations of the Trade Adjustment Assistance
program in 1981, see ch. 5.

g] For a comprehensive review of export promotion policy and potential
export disincentives, see Report to the President on Export Promotion
Functions and Potential Export Disincentives, U.S. Department of Commerce,
September 1980.

3/ For a more in-depth discussion of the issues in East-West trade, see the
section on East-West trade in ch. 4 of this report.

3/ Statement on export control policy before the Subcommittee on Trade of
the House Ways and Means Committee on Nov. 2, 1981, p. 4.

5/ COCOM is an informal body that provides a forum for discussion of trade
control decisions to promote consistency in application by the participating
countries. Its members are all the members of the North Atlantic Treaty
Organization (except Iceland) and Japan.
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increased Western European reliance on the Soviet Union, both as a supplier of

raw materials, especially energy, and as a purchaser of Europe's industrial
exports.” 1/

During 1981, the administration reviewed its export policy toward China.
In July, the Commerce Department adopted a more liberal export policy for
China, upgrading the level of technology allowed to be exported.

Extension of the Multifiber Arrangement

On December 22, 1981, negotiators from most major textile—exporting and
importing countries agreed to extend the Arrangement Regarding International
Trade in Textiles, known as the Multifiber Arrangement (MFA), through
July 31, 1986. The MFA is an umbrella agreement, based on a waiver of the
most-favored-nation principle set forth in article I of the GATT, under which
countries may enter into agreements to regulate their trade in textile
products on a bilateral basis.

The terms of the MFA cxtension reflected the determination of the main
textile-importing countries to limit the growth of their imports of textile
products in view of the slow growth of domestic consumption. In particular,
the new accord provides for the negotiation of bilateral agreements between
importing countries and the larger textile—exporting countries that will allow
for little or no quota growth on products where trade levels are high.
However, new or small textile suppliers will be permitted to expand their
exports in line with the original MFA guidelines. Renewal of the MFA before
it expired at the end of 1981 also avoided the possibility of the unraveling
of the Tokyo round tariff reductions on textiles and apparel. This could have
occurred as a result of the reversion of the duties on most textile products
to pre-Tokyo round rates, as provided for in the so-called "snapback”
provision of section 504 of the Trade Agreements Act of 1979.

Background of the MFA

The importance of the textile and apparel industry to the world economy
has long been recognized, and under the auspices of the GATT, special
agreements have been concluded between textile-exporting and importing nations
to provide for orderly trade in this sector. In general, these agreements
have sought to control or restrain the volume of textile exports from low-wage
countries to the high-wage countries, primarily in Europe and North America.

The first major restraints on U.S. textile imports involved Japan, which
in 1957 instituted a 5-year program of voluntary export coantrols on its
shipments of cotton textile products to the United States. During the years
following imposition of the voluntary restraints (1958-61), Japan's share of
U.S. imports of cotton textile products declined from 63 to 34 percent; other
suppliers, particularly Hong Kong, increased their share.

1/ Statement on export control policy before the Subcommittee on Trade of
the House Ways and Means Committee on Nov. 2, 1981, p. 3.
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Immediately before the initiation of Japan's 5-year program of voluntary
export restraints, legislation was enacted in the United States which granted
the President authority to negotiate agreements limiting exports from foreign
countries or imports into the United States of textiles or textile products.
Section 204 of the Agricultural Adjustment Act of 1956 provides that:

The President may, whenever he determines such action appropriate,
negotiate with representatives of foreign governments in an effort to
obtain agreements limiting the export from such countries and the
importation into the United States of any agricultural commodity or
product manufactured therefrom or textiles or textile products, and the
President is authorized to issue regulations governing the entry or
withdrawal from warehouse of any such commodity, product, textiles, or
textile products to carry out any such agreement. . . .

Section 204 was amended in 1962 to give the President authority, if a
multilateral agreement has been concluded, to unilaterally contrcl imports of
nonsignatories.

In 1961, in response to changing trade patterns and the emergence of new
textile—-exporting countries, the President announced a seven-point program of
assistance for the textile and apparel industry that included a directive to
the Department of State "to arrange for calling an early conference of the
principal textile exporting and importing countries . . . . [to] seek an
international understanding which will provide a basis for trade that will
avoid undue disruption of established industries.” An instrument was signed
in July 1961, entitled "Arrangements Regarding International Trade in Cotton
Textiles,"” with 16 countries participating. This agreement, known as the
Short-Term Arrangement (STA), covered the period from October 1, 1961, through
September 30, 1962. It created a mechanism for requesting restrictions on
trade in cotton products when imports were causing or threatening to cause
disruption to an importing country's domestic market.

In addition, the STA provided for the establishment of a committee to
search for a long-term solution to the problems associated with trade in
cotton textiles and make recommendations consistent with the basic principles
of the GATT. In February 1962, negotiations on the committee's
recommendations resulted in approval by 19 participating countries of a
Long-Term Arrangement Regarding International Trade in Cotton Textiles,
referred to as the Long-Term Arrangement (LTA).

The aims of the LTA were basically the same as those of the STA. It
attempted to balance the need for increased access to the developed countries'
markets by the developing countries with the need to prevent market disruption
in importing countries. Initially effective for 5 years, the LTA was renewed
in 1967 and 1970. By 1973, there were approximately 82 countries that were
signatories.

The LTA did not cover trade in textile products made of wool and manmade
fibers. While U.S. imports of wool products were not increasing during
1960-70, imports of manmade-fiber products increased from 31 million pounds to
329 million pounds during the period. This growth in imports provided impetus
for the United States to seek to broaden the coverage of the international
textile agreements to include products of fibers other than cotton.
Consequently, the United States succeeded in negotiating bilateral agreements
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during 1970 and 1971 with Japan, Hong Kong, Malaysia, Korea, and Taiwan
limiting exports from these countries of wool and manmade-fiber textiles in
addition to cotton textiles. Finally, in 1974, about 50 countries
participated in negotiations leading to the signing of the MFA. The MFA,
which covers textiles and apparel of cotton, wool, and manmade fibers,
initially covered the period from January 1, 1974, through December 31, 1977.
It was extended for an additional 4 years effective January 1, 1978, and for
an additional 4 years and 7 months effective January 1, 1982.

As stated in article 1 of the MFA, its basic objectives are—-—

to ensure the expansion of trade in textile products,
particularly for the developing countries, and
progressively to achieve the reduction of trade barriers
and the liberalization of world trade in textile products
while, at the same time, avoiding disruptive effects on
individual markets and on individual lines of production
in both importing and exporting countries.

The 1974 MFA was a compromise between the interests of the developed importing
countries and the developing exporting countries. It enabled the importing
countries to apply selective restraints on particular textile products from
particular sources, under certain prescribed circumstances. The exporting
countries accepted the MFA; at least in part, with the expectation that it
would provide a degree of certainty and stability to an area of world trade
that often lacked such stability.

The MFA is a general framework or "umbrella" agreement under which a
country may restrain imports of textile and apparel products from
particularcountries through the negotiation of bilateral agreements with
exporting countries. The MFA is an exception to the principles of the GATT in
that it permits import restrictions on a discriminatory basis.

The term of the original MFA expired December 31, 1977. However, after
more than a year of negotiations, a decision was reached in late December 1977
to extend the MFA for another 4 years, but with certain "understandings” or
interpretations attached to the basic document as part of a protocol extending
the MFA. Although the United States initially proposed a simple 4-year
extension of the MFA, certain developing countries wanted to change the MFA to
allow greater access to the developed countries' markets; the EC supported a
more restrictive agreement. A compromise was reached with a two-part document
extending the MFA. The first part was a protocol renewing the agreement for
4 years to December 31, 1981. The second part was an interpretive document
entitled "Conclusions of the Textiles Committee adopted on 14 December 1977."

A major feature of these "conclusions” was contained in paragraph 5.3,
which allows signatories to negotiate bilaterally "jointly agreed reasonable
departures from particular elements (of the MFA) in particular cases.” This
language provided importing countries with the ability to depart from the
6-percent growth rate and from other provisions of the MFA when necessary to
solve specific problems. Although paragraph 5.3 allowed departures from the
MFA, paragraph 5.4 required that all measures taken within the context of
paragraph 5.3 be only temporary, and that bilaterals be returned within the
shortest possible time to the general principles of the MFA.

"Reasonable departures” was offered basically to recognize and support a
practice which had developed within the MFA bilaterals in cases of
particularly sensitive product categories. Countries had been negotiating
agreed-upon restraint levels that did not comply with the general provisions
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of the MFA that called for 6-percent annual growth. Thus, two countries might

agree that sweater quotas would increase at 3 percent per annum (a “"reasonable
departure”) instead of at the MFA's stated growth rate of 6 percent per annum.

The United States currently has bilateral agreements with over 20
countries. Its imports of cotton, wool, and manmade-fiber textiles from these
countries have represented about 80 percent of total imports of such
textiles. During 1974-81, the overall quantity of U.S. imports of cotton,
wool, and manmade-fiber textile products increased by 31 percent, from
4.4 billion to 5.8 billion equivalent square yards (SYE). 1/ Apparel imports
increased by 62 percent during the period, from 1.9 billion to 3.1 billion
SYE; fabric imports increased by 38 percent, and yarn imports declined by 52
percent.

1981 developments in the textile negotiations

Negotiations with respect to a second extension of the MFA formally began
in Geneva, Switzerland, on December 10, 1980, and continued throughout 1981.
They finally culminated in a protocol extending the MFA through July 31, 1986.

As was the case during the 1977 negotiations, positions differed
considerably among developed and developing countries concerning the extent to
which the MFA should be a factor in controlling trade and allocating market
shares. The developing countries stated their position in a meeting in
Bogota, Colombia, in November 1980. At that meeting, 22 developing textile-
exporting countries expressed concern that the commitment of developed
importing countries to liberalize world trade in textiles and apparel remained
unfulfilled, and that the MFA is discriminatory in that it controls exports
from the developing countries but not from the developed countries.
Participants at the meeting also stated that world trade in textiles and
clothing must be liberalized by means of a gradual return to free trade in
conformity with normal GATT rules and practices, and that the "reasonable
departures” clause contained in the 1977 Protocol of Extension of the MFA has
been widely misused and that all practices deriving from it must be abolished.

The negotiating positions of the developed countries varied
considerably. However, certain major elements were present in most of their
positions, including the concept of relating import growth to growth in
domestic consumption and of restricting import growth from developing
countries that are major suppliers.

During the course of the 1981 negotiations, proposals or comments on
proposals were submitted by Austria, Brazil, Canada, Colombia (on behalf of
developing countries), Czechoslovakia, the European Community, Egypt, Hungary,
India, Indonesia, Japan, Korea, Pakistan, Peru, the Philippines, Poland,
Portugal (on behalf of Macau), Romania, Sri Lanka, Sweden (on behalf of the
Nordic countries), Switzerland, the United Kingdom (on behalf of Hong Kong),

l/ To measure the overall quantity of textile and apparel imports, the
various textile and apparel units of measure (dozens, pieces, yards, pounds,
and so forth) are converted to the common unit SYE basis.
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the United States, and Yugoslavia. Although there were areas of agreement
among countries or groups of countries, there was also considerable divergence
of views.

The final meeting of the GATT Textiles Committee began on November 18,
1981, and was to continue until agreement was reached. Due to the many
differing proposals that had been tabled, there was some doubt that agreement
could be reached prior to the scheduled expiration of the MFA on
December 31, 1981. However, on December 22, negotiators agreed on a protocol
to extend the MFA for 4 years and 7 months, through July 31, 1986.

Significance of the MFA

The MFA was extended through July 1986 without any change to its basic
text. However, appendix B of the Protocol of Extension, entitled "Conclusions
of the Textiles Committee Adopted on 22 December 1981," provides certain new
guidelines for interpretation and implementation of the MFA.

The most significant difference between this protocol and the 1977
Protocol of Extension is the extent to which the latest protocol provides a
certain amount of guidance concerning the circumstances under which departures
from MFA provisions could take place. By contrast, the 1977 protocol merely
made mention of "the possibility of jointly agreed reasonable departures”
without spelling out the types of departures permissible. However, the most
recent Protocol is still subject to interpretation and, therefore, may result
in greater leeway in future bilateral negotiations than previously existed
under the MFA. Consequently, the most significant textile trade issues will,
to a large extent, be settled on a country-by-country basis in bilateral
negotiations.

Several provisions in the new protocol relate to regulation of trade
growth. Paragraph 6 of the protocol deals with finding "mutually acceptable”
solutions to problems caused by large supplying countries. Paragraph 9 allows
for "mutually acceptable arrangements with regard to flexibility" for the
ma jor suppliers and, "in exceptional cases,” for rates of import growth lower

than the 6-percent norm of the MFA.

Surges in imports which may result when a large quota is substantially
underfilled in one year, but then filled or almost filled in the succeeding
year, are addressed in paragraph 10. Exporting countries may agree to
mutually satisfactory solutions concerning consistently underfilled larger
restraint levels which cause or threaten serious damage to domestic industry.

Important provisions in the protocol which may strengthen the position of
exporting countries include more favorable treatment of new and smaller
suppliers and cotton-producing countries. The protocol also basically
restates the existing MFA language concerning TSUS item 807, or outward
processing trade, emphasizing that products sent abroad for assembly and
subsequently reimported should be given special and differential treatment in
terms of quota. In addition, the Protocol requires that claims of market
disruption be substantiated by relevant specific factual information.

Apart from its central role in the reghlation of textile trade, the MFA
was tied to another set of issues by way of the so-called "snapback™ provision
in the U.S. and EC schedules of concessions on textile products. This
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provision was subsequently reflected in the Trade Agreements Act of 1979,
which implemented certain of the results of the Tokyo round of the MIN.
Section 504 of this act links the maintenance of tariff reductions on certain
textile products negotiated in the Tokyo round to the continuance in force
during the period of the reductions of the MFA or some suitable substitute
arrangement for controlling U.S. imports of textile products.

Because of this, if the textile negotiators had failed to renew the MFA
before its scheduled expiration on December 31, 1981, the possibility existed
that the United States would have suspended over $60 million in textile and
apparel tariff concessions, which may in turn have led to retaliatory actions
by the other parties to the Tokyo round agreements. The EC also made their
Tokyo round tariff concessions on textiles subject to snapback. However, the
United States indicated informally that existing bilateral agreements would,
in case of nonrenewal of the MFA, be considered a suitable substitute for the
continuation of the MFA. While an actual snapback of U.S. textile tariffs was
therefore not probable so long as there was sufficient coverage under
bilateral agreements, failure to renew the MFA would have created a number of
technical and negotiating problems for the United States.

World trade in textiles and apparel

World trade in textiles and apparel increased at an average annual rate
of 15 percent between 1973 and 1980, rising from $36 billion to $94 billion.
This compares with the 19-percent annual growth registered in world trade in
all products. Consequently, the share of world trade accounted for by
textiles and apparel fell during the period from 6.3 to 4.8 percent.

The slower growth recorded in world textile and apparel trade stemmed
from a variety of factors, the most important of which was the escalating cost
of petroleum, which inflated the value of world trade during 1973-80, as
petroleum shipments increased from $63 billion to $468 billion. For textiles
and apparel, productivity increases coupled with wage rates that remained
considerably lower than those of other manufacturing sectors helped to slow
price increases. At the same time, market limitations resulting from stagnant
consumption in the developed countries and MFA-sanctioned trade restrictions
also contributed to lower growth in textile and apparel trade.

Although textiles and apparel represent less than 5 percent of total
world trade, this sector provides the greatest number of manufacturing jobs in
the world. The textile and apparel industries employ approximately 25 million
workers worldwide and account for about 12 percent of all manufacturing
employment in the developed countries and about 28 percent in the developing
countries. Textile and apparel employment in the EC, the United States,
Japan, and Canada declined from 6.7 million in 1973 to 5.4 million in 1979,
before stabilizing somewhat in 1980. By contrast, employment in the
developing countries increased, especially in Hong Kong, Korea, and Taiwan.

In these countries, employment increases ranged from 22 to 100 percent between
1973 and 1979. Employment growth moderated in the three largest
textile-exporting developing countries in 1980, but the general upward trend
in the developing countries should continue, largely because of Government
policies encouraging greater production of apparel for export as well as for
growing domestic consumption.
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As world trade in textiles and apparel grew during 1973-80, the gradual
shift in sources of supply that developed during the 1960's continued to take
place. World production has been shifting from the developed countries to the
developing countries, especially where labor is abundant and wages are low.
Nevertheless, the developed countries continue to be the major suppliers, as
shown in table 1, although their share of world textile and apparel trade
declined from 68 percent in 1973 to 62 percent in 1980. The developing
countries, on the other hand, increased their share of the trade during the
period from 22 percent to 28 percent, largely at the expense of the developed
countries. Nearly half of this growth was generated by the so-called "Big
Three" (Hong Kong, Korea, and Taiwan), whose exports of textiles and apparel
more than tripled from $4.3 billion in 1973 to $13.3 billion in 1980. The
remainder of world textile and apparel trade was accounted for by the
nonmarket economy countries, whose share of the trade during 1973-80 remained
unchanged at 10 percent. The largest supplier among these countries is China,
exports from which more than tripled from just under $1 billion in 1973 to
$3.5 billion in 1980.

Despite a 5-percent decline in textile production in the developed
countries during 1973-80, their textile industries are becoming increasingly
capital intensive. This trend is aiding their competitiveness vis-a-vis
developing countries. Still, because production of most apparel remains
highly labor intensive, the long-term movement of apparel production from
areas of high labor cost to the lower cost developing countries (including
China) will continue to occur.

Table l.--Textiles and apparel: World exports, by products and by country
groupings, 1/ 1973 and 1977-80

(In billions of dollars)

Item . 1973 7 1977 7 1978 ] 1979 1980 2/
Textiles: : : : :
Developed countries : 17.2 ¢ 24.5 : 28.9 : 34.9 : 38.5
Developing countries- : 4.2 : 6.7 : 8.4 : 10.8 : 11.7
Nonmarket economy countries———-—-——-: 1.8 : 2.6 : 3.4 : 4.2 ¢ 4.8
Total : 23.2 : 33.8 : 40.7 : 49.9 : 55.0
Apparel: : : : : :
Developed countries : 7.0 ¢ 12.1 : 1l4.4 : 17.8 : 19.9
Developing countries H 3.8 : 8.5 : 10.5 : 12.7 : 15.1
Nonmarket economy countries-—————-—- : 1.8 : 2.9 : 3.5 3 4.2 : 4.5
Total s 12.6 ¢ 23.5 : 28.4 : 34.7 : 39.5

1/ Area classifications conform to United Nations regional groupings.
Developed countries include principally the United States, Japan, Canada, and
the market economies of Western Europe. Nonmarket economy countries include
principally China, the U.S.S.R., and Eastern Europe. Developing countries
encompass the oil-producing countries and other countries with per capita
incomes under $2,000.

2/ Data partially estimated by the staff of the U.S. International Trade
Commission.

Source: United Nations, Monthly Bulletin of Statistics, May 1979 and May
1981, except as noted.
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It is unlikely that any country, except possibly China, will in the near
future attain the growth in export volume that the Big Three achieved during
the 1970's. Stagnant internal consumption combined with import controls in
the developed countries will tend to limit the growth of their shipments.

Most consumption forecasts for the United States and other developed countries
predict slow growth in the 1980's, in the range of 1 to 2 percent annually in
terms of quantity. This consumption forecast is based primarily on declining
population growth, slower economic growth, and shifts in consumer spending
habits toward nontextile products.

Nevertheless, although export levels comparable with those of the Big
Three are unlikely, considerable growth is possible for new and smaller
suppliers. The growth potential arises out of the interaction of many
factors, including the capabilities of each country's textile and apparel
industries, labor availability and costs, government policies, and the
emergence of new markets. In addition, these countries may benefit from a
diversion of trade from the Big Three because of problems related to acquiring
export quotas on popular apparel items. This shift has become more likely,

since the newly extended MFA allows the importing countries to grant more
favorable treatment to new and small suppliers and restrict quota growth of

the major suppliers. Moreover, rising costs are forcing Hong Kong and Taiwan
to "trade up” in quality and fashion. This is creating opportunities in the
low-priced apparel markets for new and smaller suppliers.

The Harmonized Commodity Description and Coding System

The international trade community has for decades struggled with the
difficulties resulting from the fact that products moving in international
trade are subject to many different classification systems. While Canada and
the United States maintain their own unique trade classification systems, most
other countries of the world use the Customs Cooperation Council Nomenclature
(CCCN) as the basis of their systems. These differing classification systems
have complicated the preparation of customs and transport documentation,
interfered with more widespread use of electronic data processing in
international trade transactions, increased the difficulty of analyzing trade
data, and promoted uncertainty in the negotiation, application, and
interpretation of trade agreements.

Background

The Customs Cooperation Council (CCC) is an international technical body
which studies and attempts to resolve customs problems with the objective of
facilitating international trade. Since 1973, the CCC has been developing the
Harmonized Commodity Description and Coding System, more commonly referred to
as the Harmonized System. The Harmonized System is a new system for the
classification of products moving in international trade. It is being
developed as a comprehensive modern system to be used for customs tariff,
statistical, and transport documentation purposes. 1/

}/ For a more detailed description of the Harmonized System, sce Interim
Report on the Harmonized Commodity Description and Coding System, USITC
Publication 1106, November 1980.
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The Harmonized System is based on the CCCN, which has been modified to
reflect changes in technology, trade patterns, and user requirements since its
promulgation in 1952. Additional classification subdivisions have been
created to provide for nearly 5,000 distinct product categories. The
Harmonized System was designed as a "core" system, which will permit
individual countries to make further product subdivisions according to their
particular tariff or statistical needs.

The U.S. Government, and in particular the U.S. International Trade
Commission, has been an active participant in the technical work on the
Harmonized System, as mandated by section 608(c)(2) of the Trade Act of 1974.
The U.S. business community has also been involved in the development of the
system. As a part of this process, all draft chapters of the Harmonized
System were made available for public comment by the Commission.

Status of the Harmonized System

The technical work of drafting and reviewing the Harmonized System at the
international level should be completed by the end of 1982. It is expected
that the entire Harmonized System, including explanatory notes thereto, will
be submitted to the CCC for its approval at its June 1982 session, and that
the Harmonized System will be implemented internationally on January 1, 1985.
This schedule leaves approximately 1.5 years for countries to study and then
enter into and complete negotiations under article XXVIII of the GATT to
modify their schedules of trade-agreement concessions.

The United States is now at the stage of deciding whether to adopt the
Harmonized System. On August 24, 1981, in order to assess fully the effect of
U.S. adoption of the Harmonized System, the President requested the Commission
to prepare a conversion of the TSUS into the nomenclature structure of the
Harmonized System and to submit a report on the probable effect of adoption of
the converted tariff schedule on U.S. industries, workers, and trade. 1/

After the Commission's draft tariff conversion is completed, the
administration will consider the issues of (1) seeking the necessary
legislation to convert the TSUS into the Harmonized System structure, and of
(2) initiating negotiations with our trading partners pursuant to article
XXVIII of the GATT regarding any tariff rate changes associated with
international adoption of the Harmonized System. It should be noted that
while international adoption of the Harmonized System is not inteanded to
result in changes in trade—agreement concessions, such changes are an
unavoidable by product of a changeover in nomenclature systems. This is
particularly so in the case of Canada and the United States, where the
Harmonized System and the present tariff systems differ so significantly.

1/ The Commission has published 55 of the 96 chapters to be converted for
public comment and hearing. The final group of chapters will be published in
January 1983. The converted U.S. tariff schedule and conversion report are
scheduled to be transmitted to the President no later than June 30, 1983.



Policy issues

As the technical work on the Harmonized System is nearing completion, the
CCC has begun to discuss questions concerning the international implementation
of the system. These include (1) whether the Harmonized System should be
formally implemented by a new CCC convention or merely by a recommendation of
the CCC, (2) whether countries applying the formal convention should be
permitted to adopt the system ouly partially, (3) what, if any, special and
more favorable treatment should be accorded to developing countries, (4) what
provisions should be made to maintain the system and insure it is uniformly
applied, and (5) whether any new convention should be open to the EC as a
single organization or to its individual member
states. Discussions are proceeding on these and related issues, and it is
expected that they will be resolved by June 1983.

Benefits of the Harmonized System

In its reports to the Congress on the Harmonized System, the Commission
summarized the benefits and costs of U.S. adoption of the Harmonized System as
follows.

Economic benefits.-—-International adoption of the Harmonized System would
clearly promote a greater degree of certainty and understanding in the
negotiation, application, and interpretation of trade agreements. Also,
international adoption of the Harmonized System would serve to protect the
product coverage of tariff concessions granted to the United States. A major
benefit for our trading partners of the international use of the CCCN is to
protect the product coverage of their tariff concessions, since the CCCN to
some extent standardizes product classifications, and, through the
Nomenclature Committee, controls the product coverage of each classification.

Since the United States is not a signatory to the CCCN Convention, U.S.
participation has had virtually no influence in the decisionmaking process of
the Nomenclature Committee. The fact that the United States is not a member
of the CCCN has been a cause of frustration for many U.S. exporters who
believe that tariff concessions may have been lost (as a result of
reclassification decisions) without payment of compensation by our trading
partners.

Statistical benefits.-—Another potential benefit lies in the availability
of improved statistical data that will be gathered on the basis of the
Harmonized System. Throughout the development of U.S. technical proposals on
the Harmonized System, a primary consideration has been the usefulness of the
data to be collected, not only by the United States but also by other
potential users of the system. Many U.S. firms, particularly
capital-intensive industries with substantial exports, use statistics
published by foreign governments in their investment planning and in
determining export potential for their products. The Harmonized System will
enable these producers to obtain the kinds of trade data they need, on a
product basis, most useful for assessing market potential.

The use of the Harmonized System internationally would reduce the need
for cross-references between the multiplicity of existing trade nomenclature
systems and would thus facilitate the publication and analysis of comparable
international trade data. Section 608(a) of the Trade Act of 1974 provides
for the achievement of statistical comparability among U.S. import, export,
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and production systems, as well as international trade statistical systems.
Beginning with the 1978 editions of the Tariff Schedules of the United States
Annotated (TSUSA) and Schedule B, a significant level of comparability has
been achieved between U.S. export and import data. Adoption of the Harmonized
System internationally would vastly increase the number of product categories
for which data would be collected on a comparable basis, both nationally and
internationally.

Trade facilitation.--The use of the Harmonized System for international
trade purposes could result in a substantial reduction in the cost and time
spent in the reclassification of products as they move from the purview of one
classification system to another, and in the administration of the various
trade statistical systems. The Harmonized System could also facilitate the
further standardization of trade documentation and the automated exchange of
detailed product information. Finally, a potential benefit of U.S. adoption
of the Harmonized System lies in facilitating the distribution of information
on the tariff classification of products in foreign countries. Dacause of a
lack of expertise in the application of the CCCN, it is now difficult
for U.S. Government agencies to adequately respond to requests for such
information. Should the United States and its trading partners adopt the
Harmonized System, the U.S. Customs Service would be better able to advise
exporters of the proper classification of products in foreign tariffs.

Modernization.--As a result of changes in technology, in commercial terms
and practices, and by reason of the introduction of new articles into
commerce, tariff and statistical product nomenclatures that are not maintained
lose their effectiveness over time as meaningful sources of trade data and
become difficult to administer.

International trade now, more than ever, plays an important role in the
economic structure and well-being of every country. Consequently, there is a
great need on the part of policymakers, trade analysts, market researchers,
and others not only for comparable data but also for trade data that is
meaningful on a detailed product basis. Such trade data are increasingly
relied upon in responding to foreign economic trade policy questions, and are
essential in sales and market analysis, and in determining domestic
consumption of products. They are also used extensively by the U.S.
Government in ad justment assistance cases, escape clause actions, dumping
investigations, in the negotiation of trade agreements, and in other policy
applications. However, there are at this time no formal mechanisms to
insurethat the U.S. tariff schedules or the CCCN are kept up to date. With
the general adoption of the Harmonized System, however, it is envisaged that
the CCC will establish a permanent mechanism to carry out this maintenance and
modernization function, to the advantage of all users of the system.

Costs of adopting the Harmonized System

The Harmonized System reflects concentrated technical input from a
variety of interests and countries. A result of numerous compromises, it is
not completely satisfactory to all interests. The proposed multilateral use
of the system and the international nature of its development did not permit
it to satisfy the peculiarities of individual countries' statistical or tariff
needs. This is both advantageous and disadvantageous. It is an advantage in
that product nomenclature has been somewhat neutralized as a basis for trade



discrimination. The disadvantage, of course, stems from the fact that a

national tariff is an instrument of economic policy whose provisions are
fashioned to reflect particular policy decisions.

If the United States adopts the Harmonized System as the basis for its
tariff, numerous subdivisions will have to be created in order to restate
existing tariff treatment. Such a procedure will be difficult without some
consequential changes in rates of duty. The more completely a tariff
conversion sticks to the concept of "no rate change,” the more complex it
becomes, and consequently, the more difficult the new tariff becomes to
administer. This is particularly true with respect to the problem of
converting the current TSUS, which has already become quite complex since its
adoption.

In addition, since the Harmonized System is a "core" system using 6-digit
code numbers, the further numbering of subdivisions for national tariff and
statistical purposes will probably expand the U.S. tariff reporting number
from its present 7 digits to 10 digits. This will also result in additional
complexity for tariff and foreign-trade statistical systems, with a
concomitant increase in the administrative burden. Also, it should be noted
that the adoption of any new classification system for trade statistics will
have a detrimental short-term impact on the continuity of statistical series
(in the immediate time period after adoption) that can be only partially
overcome through the use of concordances.

Finally, the initial administrative burdens of implementing a new tariff
and foreign—-trade statistical system are formidable, not only for customs
officers but for all those concerned with the preparation and processing of
international trade documentation and the publication of data. The
educational process involved in training personnel to use a new system, the
reprogramming of computers, and the republishing of tariff and trade schedules
represent significant investments in money, time, and effort.

U.S. Trade with the Caribbean Basin 1/

The U.S. administration announced its intention to establish closer trade
ties with the Caribbean Basin in its "white paper” on U.S. Trade Policy .
released in July 1981. Throughout the year, the administration worked to iron
out a comprehensive package to meet these goals. While the administration did
not finalize work on all the elements of the package by the close of 1981, a
proposal was outlined by the President on February 24, 1982, which includes a
special U.S. trading relationship with the region, investment incentives for

}f For the purposes of this section, and the data contained herein, the
Caribbean Basin refers to: Anguilla, Antigua and Barbuda, the Bahamas,
Barbados, Belize, Costa Rica, Cuba, Dominica, Dominican Republic, El Salvador,
Grenada, Guatemala, Guyana, Haiti, Honduras, Jamaica, Nicaragua, Panama, Saint
Lucia, Saint Vincent and the Grenadines, Suriname, Trinidad and Tobago, Cayman
Islands, Montserrat, Netherlands Antilles, Saint Christopher-Nevis, Turks and
Caicos Islands, and the British Virgin Islands.



U.S. private interests, and an aid/economic development program. Legislation
to implement this Caribbean Basin Initiative (CBI) is under consideration in
both Houses of Congress as of this writing.

Other countries within the American continents have expressed interest in
spurring the development of Central America and the Caribbean. In July 1981,
the foreign ministers of Mexico, Canada, Venezuela, and the United States met
to discuss ways to stimulate the economic and social advancement of the area.
They adopted a joint communique recognizing the need for a comprehensive set
of measures covering trade, investment, and development aid.

Congress also sought to improve bilateral economic relationships with
Central America and the Caribbean, requesting the President to "examine the
desirability of entering into trade agreements with countries in the northern
portion of the Western Hemisphere to promote the economic growth of the United
States and such countries and the mutual expansion of market
opportunities.” 1/ 1In the course of drawing up the President's report to
Congress on this matter, the United States Trade Representative asked the
International Trade Commission to prepare a background study on the economic
structure and international trade patterns of the United States, Canada,
Mexico, and other North American countries (including the Caribbean Basin). g/

While the evidence contained in the Commission's report suggested that
structural economic change is taking place in the Caribbean Basin, agriculture
still accounts for the largest component of GNP in these countries. According
to the study, over half of the working population in these countries is
involved in agriculture. Skilled labor is scarce, and adult illiteracy is a
major problem. Agricultural products account for a large share of U.S.
imports from the area. 3/

U.S. direct investment in the Caribbean Basin has steadily risen since
1960. However, in 1979, most of U.S. direct investment in the Caribbean went
to the Bahamas. Insurance and finance were the favored sectors for this
investment. The investment climate in the region is generally open and
favorable; foreign investment is often eagerly sought to spur the development
of the individual countries' economies. 4/

Total U.S. imports from individual countries in the Caribbean in 1981 are
shown in table 2. Leading suppliers of imports to the United States are the
Netherlands Antilles, Trinidad and Tobago, the Bahamas, the Dominican
Republic, and Honduras. Petroleum is a key factor in the high value of
imports from the first three countries, sugar is a major component of U.S.
imports from the Dominican Republic.

1/ Sec. 1104 of the Trade Agreements Act of 1979.

2/ Background Study of the Economies and International Trade Patterns of the
Countries of North America, Central America, and the Caribbean, USITC
Publication 1176, September 1981.

3/ Ibid., p. 27.

%/ Ibid., p. 37.
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Table 2.--U.S. imports from individual Caribbean Basin countries,
ranked according to 1981 imports

(In thousands of dollars; customs value)

Imports in

Rank ; Country or territory ; 1981

1 : Netherlands Antilles---—--=-~==---——--mocoommm oo 42,599,159
2 : Trinidad and Tobago———-—~--—=-—=—=----- memm——m o : 2,214,911
3 : Bahamas~-=--—-------------------—--oo——- -—== : 1,243,169
4 : Dominican Republic—---==--—----o-omoo——o—e - : 922,400
5 : Honduras - - : 431,172
6 : Costa Rica———-- —————e——- mem—m—————e—ss—s——————e : 365,432
7 : Jamaica-- ~——- - S — s e— e m—————— 356,986
8 : Guatemalar——————-————------————————— e e———— o 347,133
9 : Panama======----sssssssss——s—ee———ee———— - : 296,637
O - B I o ettt : 276,395
11 : El Salvador -——— -- - : 258,524
12 : Suriname—-------- -~ ettt 179,374
13 : Nicaragua seeee—————————— —e——————— e : 140,295
14 : Guyana ey : 104,078
15 : Barbados- Sem—eee e : 80,694
16 : Belize - - - 42,197
17 : St. Lucia~=-~—=———=————~—~———o--———- - : 12,795
18 : St. Christopher-Nevis-Anguillg=—==================——- -—= 11,103
19 : Antigua===--~—=s-=ss-—-os—————— oo -~ : 5,242
20 : Cayman Islands -——== - : 4,542
21 : Turks and Caicos Islands - : 3,550
22 : St. Vincent - -~ -=: 1,572
23 : British Virgin Islands -—- : 880
24 : Grenada - : 339
25 : Montserrat=-=-- se————— : 257
26 : Dominicag==—===~====- : 103

Total- ———— ~ : $9,898,939

Source: Compiled from official statistics of the U.S. Department of
Commerce.
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A general overview of U.S. imports from the Caribbean Basin in 1981 is
given in table 3. As the table illustrates, the region supplied just under 4
percent of all U.S. imports, amounting to $9.9 billion, in 1981. Of that
amount, 71 percent was dutiable, and 29 percent was granted duty-free tariff
treatment. The average tariff rate on imports from the Caribbean Basin was
just over 1 percent in 1981. The United States imports substantial quantities
of petroleum, sugar, and textiles from the area, as well as coffee, tobacco,
meat, bananas, and strategic minerals.

Imports under items 806.30 and 807.00 of the TSUS amounted to
$548 million in 1981, representing approximately 6 percent of all U.S. imports
from the Caribbean Basin. Imports that enter under items 806.30 and 807.00
are assessed duties on the "value added” outside the United States.
Generally, the major portion of the foreign value added is accounted for by
labor. 1/ Textiles and electronic goods from the Caribbean Basin are the
principal imports under item 806/807 provisions.

With the exception of Cuba, all of the Caribbean Basin nations are
beneficiaries under the United States' Generalized System of Preferences .
Many items of importance to the Caribbean Basin are eligible to enter the
United States duty free under the scheme. However, some important U.S.
imports from the Caribbean Basin are not covered under the GSP, including
textiles, petroleum, and leather products; also, several major suppliers of
sugar are not eligible for GSP duty-free treatment on that product. GSP
duty-free imports from the Caribbean accounted for just under 6 percent, or
$551 million, of U.S. imports from the area in 1981, with coffee, bananas, and
shellfish among the top 30 GSP imports (table 4).

When textiles, petroleum, and sugar are excluded, over $2.4 billion, or
nearly 81 percent of U.S. imports from the Caribbean Basin, were duty free in
1981. Slightly less than 12 percent of these duty-free imports entered under
the GSP. Of the remaining imports, agricultural items and certain electrical
manufactures, such as electronic tubes, switches, and capacitors, were
important in 1981.

Major groups and significant items in U.S. trade with the Caribbean Basin
in 1981 are illustrated in table 5. The region supplies substantial
quantities of petroleum, sugar, textiles, leather, and rum to the United
States.

Petroleum was by far the largest single import category in the year.
Petroleum imports from the Caribbean Basin in 1981 totaled $5.8 billion, and
petroleum accounted for almost 60 percent of all imports from the Caribbean
Basin. The region supplied about 7 percent of U.S. petroleum imports in 1981;
these imports represented over 80 percent of all dutiable imports from

1/ Imports under items 806.30 and 807.00 are products that have been
partially manufactured or processed in the United States. Duties on such
imports are levied only on the cost of foreign processing or assembly and the
value of foreign inputs used, e.g., labor, overhead, depreciation, and export
packing materials.
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Table 3.--U.S. imports 1/ for consumption from the world and from the
Caribbean Basin, duties collected, and average tariff rates, 1981

Item : 1981
Imports from the world 1,000 dollars—: 259,011,977
Imports from the Caribbean Basin do : 9,898,939
Ratio of imports from Caribbean Basin to imports from the :
world percent~=: 3.8
Dutiable value of imports from the Caribbean :
Basin 1,000 dollars—-: 7,024,247
Imports under 806.30 and 807.00 do : 548,447
Ratio of 806.30 and 807.00 imports to dutiable imports from :
the Caribbean Basin percent~=: 7.8
Ratio of 806.30 and 807.00 imports to total imports from the :
Caribbean Basin percent=~: 5.5
Duty~-free value of imports from the Caribbean :
Basin 1,000 dollars=-: 2,874,692
GSP duty=~free imports from Caribbean Basin do : 550,628
Ratio of GSP duty~free imports to duty=-free imports from the :
Caribbean Basin percent==: 19.2
Ratio of GSP duty-free imports to total imports from the :
Caribbean Basin percent==: 5.6
Average tariff rate: :
On dutiable imports from the Caribbean Basin do : 1.9
On all imports from the Caribbean Basin= - do : 1.3

l/ Customs value basis.

Source: Compiled from official statistics of the U.S. Department of
Commerce.
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Table 4.—Top 30 items in U.S. imports for consumption from Caribbean Basin
countries, 1979, 1980, and 1981

(In thousands of dollars; customs value)

TSUS

No. Product 1979 1980 1981
475.05 : Crude petroleum under 25 : $2,016,566 : $2,593,124 : $2,500,331
: degrees A.P.I. : : :
475.10 : Crude petroleum 25 degrees 1,459,524 : 2,024,230 : 2,162,882
: A.P.I. or more : :
155.20 : Sugars, sirups, and :
: molasses=———==———emeeceeeea—- : 344,351 690,115 : 669,798
475.25 : Motor fuel=---===--==—mm——————; 593,072 : 821,079 : 612,810
475.35 : Naphthas——=======-==ce-cmeeu-; 642,249 555,178 : 488,816
160.10 : Coffee--- -— 883,366 : 732,218 : 427,031
146.40 : Bananas, fresh - - 264,524 287,900 : 354,932
601.06 : Bauxite—-——==——————=—-ececm———— 307,335 : 286,362 : 262,037
417.12 : Aluminum hydroxide-———=-===-~-; 149,316 : 170,305 : 227,279
114.45 : Shellfish -— 174,841 : 187,691 : 202,721
106.10 : Beef and veal -—— -: 301,817 : 222,414 176,844
605.20 : Gold or silver bullion/dore——-: 16,640 : 121,620 : 116,423
606.20 : Ferronickel=———====e-ceeeeeea- : - 75,767 : 60,471
521.11 : Asphaltum, bitumen, limestone-: 69,022 : 67,239 : 59,582
376.24 : Lace or net body—supporting 39,539 : 48,821 : 57,240
: garments. : :
156.10 : Cocoa beans e bt bt : 104,834 61,334 : 54,227
687.75 : Electronic tubes=—-=———=—==————-; - - 53,221
155.40 : Beet or cane molasses=—==—=-——--: 34,145 33,883 : 50,289
480.65 : Nitrogenous fertilizers-—-—————-: 33,317 : 39,670 : 46,551
734.56 : Baseball equipment———=—==-—==-: 30,151 : 32,502 : 38,341
376.28 : Body—-supporting garments-——-—-—: 29,155 : 31,603 : 33,955
605.70 : Precious-metal sweepings————--: 2,750 : 59,024 : 33,375
685.90 : Electrical switches-=—=====—=: 17,039 : 21,627 23,552
685.80 : Electrical capacitors———=—-—---: 23,865 : 28,177 : 29,069
521.17 : Bauxite, calcined ~=—=——m—————: 31,536 : 39,806 : 28,616
412.22 : Analgesics, antipyretics—————-: - 12,717 : 27,919
382.81 : Women's, girls', or infants' 36,223 : 22,592 : 26,968
: apparel, manmade. : :
110.10 : Sea herring, smelts, tuna-———: 34,617 : 34,403 : 26,047
475.45 : Lubricating oils=——=====-===--s: 3,335 : 29,388 : 25,674
380.39 : Men's, or boys' apparel, : :
cotton———===---cmereceee————, 13,610 : 17,058 : 25,568
Total—-—- -— 7,656,737 + 9,347,848 : 8,902,569
Total, all items imported :
from Caribbean Basin : :
countries 8,596,636 : 10,308,572 : 9,898,939

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

Commerce.



Table 5.-+U.S. imports for consumption of selected productg from the Caribbean Basin, 1981 1/

.e

Product :

Major :
Caribbean Basin :
supplier :

Value

: Caribbean Basin :

share of all
U.S. imports

Share of imports
from the
Caribbean Basin

: Duty-free

share
of total

: 806 and 807
: share
; of total 2/

Petroleumaaaaaaaaaaaaaaaaaaaaa:

Sugar-a-a=ssasssasasasasaeaass
i PRININN o
Textileg====-=>> Sassssssas s s

Totalaa»aa‘aaaaaaaaaaaa»aa:
Leather footwear and handbags-:

Rumgaaaaaaaa»a‘aaaaaaaaa))agaa-

Other importg~=--ssossssssssss:

Netherland Antilles-=--~:
Dominican Republic-=---:
Dominican Republic-=-=-:

Dominican Republic,
Jamaica. :

Jamaicass-essssssssssa:

.

-"fl B[ T | T T

[

5,813,708 : 7.2 : 58.7 : 2.1 : 0
669,798 : 31.2 : 6.8 : 38.4 : 0
328,861 3.3 : 3.3 & 1.8 : 90.3

76,812,367 : 7.3 : 68.8 : 13.5 : S4.1
16,102 : 17.6 : .2 76.8 : 18.2
3,786 : 86.6 : i/ 1 0

3,066,684 : 3.8 : 31.0 : 80.4 : 8.0

1/ Customs-value basis.

2/ Dutiable and customs value
1981, about 2/3 of the value of

3/ Less than 0.05 percent.

both include the full value of items entered under provisions 806 and 807 of the TSUS. During
all imports from the Caribbean under these provisions was U.S. value, and therefore duty free.
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the region in the year. However, duties on petroleum are very low; during
1981, the average tariff rate was the equivalent of 0.15 percent ad valorem.
The principal petroleum suppliers in the Caribbean were the Netherlands
Antilles, Trinidad and Tobago, and the Bahamas. Most of the imported
petroleum from the Caribbean originates in OPEC countries, is processed, and
subsequently shipped to the United States.

Sugar is a major import from the Caribbean Basin, both in terms of
value—it accounted for $670 million in 1981, or nearly 7 percent of the
value of imports from the region-—and in terms of market share--it supplied
31 percent of U.S. sugar imports in 1981. Although sugar is on the list of
items eligible for duty-free tariff treatment under the GSP, three major
Caribbean Basin suppliers were not eligible for GSP duty-free treatment for
sugar during the year—-—the Dominican Republic, Guatemala, and Panama. The
Dominican Republic is the leading Caribbean supplier of sugar to the United
States. Consequently, over 60 percent of sugar imports from the Caribbean
Basin were dutiable during the year.

Rum is also an important item. Even though the value of rum imports was
less than 1 percent of the value of total imports from the Caribbean Basin in
1981, the area supplied almost 90 percent of U.S. rum imports. (Shipments of
rum from Puerto Rico and the Virgin Islands, the other major sources of this
product, do not show up as imports in the most widely published U.S. trade
statistics, since the former area is a U.S. possession, and the latter is
within the customs territory of the United States.)

Leather handbag and footwear imports from the region amounted to $16
million, or about 10 percent of all U.S. leather imports in 1981. However,
they represented less than 1 percent of the value of U.S. imports from the
Caribbean Basin in 1981.

The Caribbean Basin supplied the United States with just 3 percent of
its imported textiles in 1981l. Of that amount, less than 2 percent was duty
free either under the basic most-favored—-nation (column 1) tariff or under
other tariff provisions (e.g., the GSP). Nearly two-thirds of the duties
collected on imports from the Caribbean Basin countries in 1981 were levied
on textile imports. However, over 90 percent of dutiable textile imports
from the region entered under item 806/807 tariff provisions. Textile
imports from the region amounted to $329 million in 1981. Most textile
imports from the Caribbean enter the United States under bilateral restraint
levels negotiated under the auspices of the MFA.

Table 6 illustrates major dutiable items in U.S. imports from the
Caribbean Basin in 1981. Tariffs on these items range from 14.9 percent ad
valorem (on scrap tobacco) to 0.l percent (on crude petroleum). Imports of
items that have a high dutiable value as a share of customs value, and that
face a substantial tariff rate, are the most likely to be stimulated should a
broadened duty-free scheme be introduced by the United States for the
Caribbean Basin. Among the items that would fit into this group are
electrical capacitors, electrical switches, manufactured and scrap tobacco,
electronic resistors, leather handbags, leather footwear, and rum.



Table 6.~-Major U.S. imports from the Caribbean Basin, customs value, the Caribbean Basin's share of total
imports, dutiable value as a share of total customs value, and the ad valorem equivalent tariff, 1981

TSUS : : Imports : Share of : Dutiable value as : Ad valorem
No. : Product : from the H total : a share of total : equivalent

: : Caribbean Basin : imports : customs value 1/ : tariff rate

: : 1,000 dollars :=+==2sssssssssssasssssaPorcent o essstssssess
475.05 : Crude petroleum under 25 degrees A.P.I~===: 2,500,331 : 3.7 : 99.7 : .1
475.10 : Crude petroleum 25 degrees A.P.I. or more~: 2,162,882 : 21.6 : 99.1 : .2
475.25 : Motor fuel e - -y 612,810 : 34.3 : 89.3 : .9
475.35 : Naphthas - ettt le ettt ot 488,816 : 35.0 : 9.4 : .2
106.10 : Beef and veal-- : 176,844 : 14.8 : 99.9 : 1.8
687.75 : Electronic tubes : 53,221 : 2.2 ¢ 100.0 : 5.6
734.56 : Baseball equipment - -3 38,341 : 79.2 : 99.8 : 3.5
685.80 : Electrical capacitors : 29,069 : 10.3 : 100.0 : 10.0
412.22 : Analgesics atetete] 27,919 : 41.1 @ 13.3 : 11.8
685.90 : Electrical switches-- : 23,552 : 2.7 : 79.9 : 5.9
170.80 : Tobacco, manufactured -3 18,087 : 11.8 : 99.9 : 11.1
686.10 : Resistors and parts - : 17,804 : 10.0 : 100.0 : 6.0
706.07 : Leather handbags : 10,046 : 8.9 : 99.9 : 10.0
170.60 : Tobacco, scrap : 9,670 : 21.4 100.0 : 14.9
170.66 : Cigars, each valued 15 cents or over==-==-==: 8,282 : 80.2 : 99.7 : 8.1
700.45 : Leather footwear, n.e.s : 6,076 : .7 100.0 : 10.0
148.96 : Pineapples, fresh : 6,057 : 95.3 : 100.0 : 6.1
169.14 : Rum~-=--- - : 2,739 : 93.7 : 99.8 : 46.5

1/ Dutiable and customs value both include the full value of items entered under provisions 806 and 807 of the
TSUS. During 1981, about 2/3 of the value of all imports from the Caribbean under these provisions was United States
value, and therefore duty free.

Source: Compiled from official statistics of the U.S. Department of Commerce.
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CHAPTER 2
GATT ACTIVITIES DURING 1981

The General Agreement on Tariffs and Trade (GATT) is the focal point for
international efforts to reduce or eliminate barriers to trade. Originally
signed in 1947 by representatives of 23 governments, its terms now serve as
the standard for rules of foreign commerce in 118 countries. (See list
below.) The GATT is therefore the principal focus of international trade
activities in the world today. As a result of the slowdown in general
economic activity throughout the world in 1981, the number of disputes
submitted to the GATT for arbitration exceeded the record-high level for such
cases in 1980. A number of these conflicts reflected the intensification of
difficulties between major industrialized trading partmers. 1/ The developing
countries also suffered the consequences of inflation, high interest rates,
and severely diminished economic growth. Lower demand for exports, together
with depressed prices for raw materials, contributed further to their economic
problems.

The year also saw the continued implementation of the multilateral
agreements negotiated in the Tokyo round, as the second stage of tariff cuts
entered into force. The Customs Valuation and Government Procurement
Agreements regarding nontariff measures came into effect, and application of
the Multilateral Trade Negotiation (MTN) agreements implemented in 1980 was
further pursued.

The Multifiber Arrangement (MFA), originally negotiated in 1973 and
extended for 4 additional years in 1978, was renegotiated during 1981. The
second extension of the MFA is to last for a period of approximately 4-1/2
years (July 1986). The reconciliation of the trading interests of textile
exporting and importing countries resulted in a number of understandings being
mentioned in the Protocol of Extension, which was appended to the original
text of the MFA.

Most significantly in terms of the future of world trade, the governments
of the Contracting Parties, at their meeting in 1981, decided to hold their
1982 annual meeting at the Ministerial level 'to examine the functioning of
the multilateral trading system, and to reinforce the common efforts of the
contracting parties to support and improve the system for the benefit of all
nations.

As of yearend 1981, 86 countries were Contracting Parties (full members)
to the GATT, and one country was a provisional member; an additiomal
31 countries, former territories of contracting parties, were applying the
terms of the GATT on a de facto basis, pending final decisiomns as to their
future commercial policy. A list of all these countries follows.

1/ Often, increased protectionist pressures and a desire to increase exports
prompted some countries to resort to subsidies, export credit arrangements,

and certain bilateral agreements outside of the multilateral, intermnational
framework of the GATT.
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GATT Membership at Yearend 1981

Contracting Parties to the GATT (86)

Argentina
Australia
Austria
Bangladesh
Barbados
Belgium
Benin
Brazil
Burma
Burundi
Cameroon
Canada

Central African Repubic

Chad

Chile

Colombia

Congo

Cuba

Cyprus
Czechoslovakia
Denmark

Dominican Republic

Egypt

Finland

France

Gabon

Gambia

Germany, Federal
Republic of

Ghana

Acceded Provisionally (1)

Tunisia

Greece
Guyana
Haiti
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Ivory Coast
Jamaica
Japan
Kenya
Korea, Republic of
Kuwait
Luxembourg
Madagascar
Malawi
Malaysia
Malta
Mauritania
Mauritius

Netherlands

New Zealand
Nicaragua
Niger

Nigeria
Norway

Pakistan

Peru
Philippines
Poland
Portugal
Romania

Rwanda

Senegal

Sierra Leone
Singapore
South Africa
Spain

Sri Lanka
Suriname
Sweden
Switzerland
Tanzania

Togo

Trinidad and Tobago
Tur key

Uganda

United Kingdom
United States of
America

Upper Volta

Uruguay
Yugoslavia
Zaire

Zimbabwe

Countries to whose territories the GATT has been applied and which now, as

independent states, maintain a de facto application of the GAIT pending final

decisions as to their future commercial policy (31)

Algeria

Angola

Bahamas

Bahrain

Belize

Botswana

Cape Verde
Dominica
Equatorial Guinea
Fiji

Grenada
Guinea-Bissau
Kampuchea
Kiribati

Lesotho

Maldives

Mali

Mo zambique

Papua New Guinea
Qatar

St. Lucia

St. Vincent

Sao Tome and Principe
Seychelles

Salomon Islands
Swaziland

Tonga

Tuvalu

United Arab Emirates
Yemen, Democratic
Zambia
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Accessions to the GATT

The Protocol for the Accession of Colombia to the GATT was negotiated in
1979. The terms of Colombia's accession were accepted in a decision adopted
by the Contracting Parties on November 28 of that year. The Protocol was
signed in April 1980, and this action was ratified by the Colombian Senate in
December 1980 and by the Colombian House of Representatives in March 1981.
The documents of ratification were signed by the president of Colombia on

May 14, 1981, and on October 3, Colombia officially became a contracting party
to the GATT.

Consultative Group of Eighteen

The Consultative Group of Eighteen (CG-18) was formed in 1975 to increase
commercial policy coordination. Although originally intended as an interim
committee of the GATT, its mandate was renewed by the Council in both 1976 and
1977, and in 1979 it was made a permanent GATT body. Although the group
remains a consultative rather than a decisionmaking organ, its role in the
work of the GATT has become increasingly important in recent years.

The CG-18 consists of senior trade policy officials, from a
representative group of developed and developing countries, who meet on a
regular basis to discuss trade problems and issues. In 1981, the CG-18 was
composed of representatives of Argentina, Australia, Brazil, Canada, Egypt,
the European Community (and member states), Czechoslovakia, India, Japan,
Malaysia (for the Association of Southeast Asian Nations) Nigeria, Sweden (for
the Nordic countries), Pakistan, Peru, Switzerland, Turkey, the United States,
and Zaire. Membership of the CG-18 rotates as appropriate.

In 1981, the CG-18 met three times=-in March, June, and October. Among
the significant topics discussed were results of the MIN and outstanding
issues, trade in agriculture and the GATT, trade in services, and structural
adjustment.

The CG-18 considered the depressed situation in world trade and
identified inflation, protectionism, and adjustment as the central issues of
economic policy. Members agreed that a political expression of support for
the GATT system was particularly necessary at this time, and it was out of
this recognition that a consensus on the desirability of a ministerial meeting
was reached. Such a meeting, if convened by the Contracting Parties, could
provide an opportunity for member Governments to express support for the
multilateral trading system and further, to enhance its creditability, and at
the same time attempting to find solutions for existing problems and setting
priorities for the future work of the organization. The continued absence of
any agreement on the safeguards issue was cited as one example of an area in
which continued failure to reach an agreement is endangering the multilateral
system.

Committee on Trade and Development

The Committee on Trade and Development (CTD) is the standing body of the
GATT which reviews issues of trade of particular interest to developing
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countries and examines how member countries are adhering to the provisions of
part IV of the General Agreement. 1/ At three meetings held during 1981, the
Committee undertook its traditional review of the developments in
international trade affecting the trade and payments position of developing
countries; in its examination of the implementation of Part IV, it paid
particular attention to the operation of the Tokyo round "enabling clause,"
under which differential treatment for developing countries is legalized
within the GATT system. 2/ This discussion highlighted a number of
differences between the developed and developing countries on the subject of
the operation of the Generalized System of Preferences (GSP). Certain
developing countries maintained that some GSP schemes were operating in a
discriminatory and arbitrary manner, citing the exclusion of certain products
of export interest to them on the basis of their level of industrialization
("graduation"). It was argued that such treatment was not consistent with the
provisions of the "enabling clause." Developed country spokesmen indicated
that in their view the GSP system was unilateral, non-reciprocal and
non-contractual.

Among other major topics discussed within the CTD were (1) work on trade
liberalization in the area of tropical products and quantitative restrictions
affecting products of particular interest to developing countries;

(2) technical assistance extended by the GATT secretariat to developing
countries; and (3) expansion of trade among developing countries.

In 1980, the role of the CTD was strengthened and expanded by the
establishment of two subcommittees--one on protective measures and another on
trade of the least developed countries.

Subcommittee on Protective Measures

The subcommittee was created to examine cases of protective action by
developed countries against imports from developing countries. In 1981, the
subcommittee continued to examine such cases. Its report to the full CTD
emphasized both the greater degree of transparency afforded by the examination
process and the responsibility for notification on the part of both the
countries applying new measures of protection and those affected by such
measures.

Subcommittee on Trade of Least Developed Countries

The terms of reference of the subcommittee called for it '"to give special
attention to the particular situation and trade problems of the
least-developed among the developing countries in GATT's work program and to
keep under review the special treatment which could be accorded these

1/ Part IV was added to the GATT in 1965. Among its provisions is an
undertaking by developed contracting parties to do all that they can to reduce
existing barriers to the trade of developing nations and to refrain from
setting up new barriers.

2/ The clause strengthens the committment by advanced countries not to
expect reciprocity from developing countries inconsistent with their
individual trade, development, and financial needs, and at the same time
encouraging these countries to accept a greater share of GATT obligations as
their economic development efforts continue.
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countries in the context of any general or specific measures taken in favor of
developing countries." The subcommittee's role of identifying the trade
problems of the least developed countries and promoting their solution was
approved in the action of the CTD in 1981 to prolong the life of the
subcommittee within its existing terms of reference.

Committee on Balance-of-Payments Restrictions

The GATT Committee on Balance-of-Payments Restrictions acts to oversee
restrictions taken for balance-of-payments purposes within the context of the
General Agreement. Under article XII, qua