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PREFACE 

This report is the 36th in a series to be submitted under section 163(b) 
of the Trade Act of 1974 and its predecessor legislation. 1/ 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 . . ." 2/ 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, the Trade Agreements Act of 1979, and, most 
recently, the Trade and Tariff Act of 1984. 

The report consists of a summary, an overview, five chapters, and 
appendices. The overview briefly describes the economic and international 
trade environment within which U.S. trade policy was conducted in 1984. 
Chapter I treats special topics that highlight developments in the trade 
agreements sphere during the year. Chapter II is concerned with activities in 
the General Agreement on Tariffs and. Trade (GATT), the main area of 
multilateral trade-agreement activities. Such activities outside the GATT are 
reported in chapter III. Chapter IV discusses bilateral relations between the 
United States and its major trading partners. The administration of U.S. law, 
including decisions taken on remedial actions available to U.S. industry and 
labor, is discussed in chapter V. The period covered in the report is 
calendar year 1984, although occasionally, to enable the reader to understand 
developments more fully, events in early 1985 are also mentioned. 

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

This report was prepared principally in the Trade Reports Division of the 
Commission's Office of Economics. Assistance was provided by the Commission's 
Office of Trade Agreements and Tariff Affairs, Office of Congressional 
Liaison, Office of Industries, Office of Data Systems, and Office of Economics 
(Investigation Support Division). 

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

2/ Executive Order No. 11846, Mar. 27, 1975. 
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trad=, 	the top o" the domestic policy agenda in  1934. Rising imports of 
man-i7Fcturef goofs and continuing foreign harriers to U.S. exports emerged as 
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a 5-year steel impart restraint brogram, anf authorization for a bilateral 
free trade arrangement with Israel. 
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October 1384, Congress bassef and the ?resident signed the most 
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Trade and Tariff Let of 1984 gave the President exbanfed authority to 
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barriers to servioes anf investment, and enforce voluntary exbort restraints 
on , ,x.bor-ts to tn.,  Uni -ted States. 7 t, P 7 so extended the Generalized System 
'P 	

of 
re 	 and 'ernees through 1993. an gave the President more discretion when granting 
futy-"ree treatment to imports from fevelobing countries. The President was 

use this discretion 	obtain✓ 	assurances of fair extort bractices 
and to secure e- ----nation  of foreign harriers to 7.5.S competition, such as 
investment ber'ormance recu i rements anf restrictions on the oberations co" U.S. 
banking, insuranc ,-, , and. other service brovifers. 

:n Sebtemher 193 ,::, the ?resident announced a nine-boint b-ogram 'or the 
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7 .at'or in the year  , 	7Prsifont used the authority containedn the 
a4 e PnA 7ariff Let 0 -7  1934 to, negotiate a bilateral free trade arrangement 

free trade arrangement under consideration involves eventual 
trmon -  o' all imports on a bilateralasis, along with expanded 

assurances of fair treatment and free access for U.S. investors and service 
Unied States-7srael agreement is similar to an 

agree.....__ t. reachef 	 ,,ne first 
oombreh=nsve bilateral free trade Program that has been formally considered 

one Urt—i States ann may serve as the nice_ for similar agreements with 
bartners in the near future. 
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THE GENERAL AGREEMENT ON TARIFFS AND TRADE 
AND THE TOKYO ROUND AGREEMENTS 

The primary focus of the General Agreement on Tariffs and Trade (GATT) 
during 1984 continued to be on the work program proposed at the Ministerial-
level meeting in 1982. Foremost on this agenda were issues such as services, 
counterfeiting, agricultural subsidies, and dispute settlement. Lack of 
consensus among GATT members stalled progress on a safeguards code. At the 
1984 annual session, the Contracting Parties agreed to begin a formal exchange 
of information on services trade in early 1985. They also agreed to a waiver 
of U.S. GATT obligations with respect to tariff provisions of the U.S. 
Caribbean Basin Initiative. A large number of disputes were brought before 
GATT panels in 1984. Of four cases initiated by the United States, two were 
completed; panel reports were adopted urging Canada to adapt the 
administration of its Foreign Investment Review Act to comply with GATT rules 
and requesting Japan to eliminate its quantitative restrictions on leather 
imports. 

TRADE ACTIVITIES OUTSIDE THE GATT 

In 1984, the member countries of the Organization for Economic 
Cooperation and Development (OECD) continued to emphasize the need to "reverse 
protectionist trends." A major outcome of the OECD's May Ministerial-level 
meeting was the agreement to advance by 1 year the final stage of Tokyo Round 
tariff cuts scheduled for 1986. The Ministers also approved a work program to 
develop specific proposals aimed at fighting protectionism. Other 
trade-related activities of the OECD consisted primarily of the implementation 
of existing work programs covering such topics as agricultural trade, trade in 
high-technology goods, and international technology transfers. The 
Declaration on International Investment and Multinational Enterprises was also 
amended to further improve the climate for international investment and the 
confidence between multinational enterprises and governments. Changes in the 
guidelines for mixed credits remained an issue of considerable debate 
throughout 1984; the United States continued to advocate raising the minimum 
allowable level of aid in mixed credit packages in order to discourage the use 
of this type of subsidized export credit. 

Three major trade-related topics that grew out of the Sixth United 
Nations Conference on Trade and Development (UNCTAD) in 1983, continued to be 
the focus of work in UNCTAD in 1984: (1) trade preferences for developing 
countries and the overall functioning of the international trading system, (2) 
protectionism and structural adjustment, and (3) commodities trade. The 
erosion of the principles and rules of the international trading system, 
including the spread of protectionist measures, particularly concerned the 
developing-country participants. 

The United States remained a participant in international commodity 
agreements covering coffee, sugar, wheat, jute, and natural rubber. In 1984, 
the jute agreement entered into force provisionally and the agreement covering 
cocoa was extended for 1 more year. Negotiations were held to replace the 
agreements covering cocoa, natural rubber, and sugar; however, no new 
agreements were completed. 
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In 1984, the United States continued to advocate establishing a 
multilateral set of rules to govern services trade. The GATT and OECD hosted 
important discussions on the issues and problems related to trade in services, 
while UNCTAD focused on services' role in the development process. The Trade 
and Tariff Act of 1984 authorized the negotiation of a free trade agreement 
with Israel that included for the first time provisions explicitly covering 
services trade. 

DEVELOPMENTS IN MAJOR U.S. TRADING PARTNERS 

In 1984, the United States experienced an overall merchandise trade 
deficit of $110.9 billion, 1/ of which $92.3 billion (or 83 percent of the 
total deficit) was with the country's major trading partners (under review in 
this report): Canada, the European Community, Japan, Mexico, Taiwan, South 
Korea, and Brazil. The strength of the U.S. dollar was largely responsible 
for the influx of imports and the weak demand for U.S. exports. While U.S. 
exports to each of its major trading partners increased in 1984, but not 
enough to keep pace with the rapid growth of imports. 

The most noteworthy developments in United States-Canadian trade 
relations in 1984 were the jump in the U.S. trade deficit with Canada and 
continued interest on both aides for further liberalization in bilateral 
trade. The U.S. trade deficit with Canada jumped from $15.4 billion in 1983 
to $21.8 billion in 1984 (20 percent of the total U.S. trade deficit). 
Despite the mounting U.S. deficit, trade relations between the world's largest 
trading partners remained very good. Even though interest in the sectoral 
approach to free trade between the two had waned by yearend, serious efforts 
to liberalize bilateral trade continued. 

United States-European Community (EC) trade relations worsened in 1984 as 
protectionist pressures on both sides of the Atlantic mounted. EC exports to 
the United States benefited by the rise in the value of the dollar, which 
enabled the Europeans to achieve a $12.1 billion trade surplus with the United 
States. Steel dominated the bilateral trade agenda in 1984, but this issue 
was only one of several differences over approaches to international trade 
that.remained unresolved at yearend. The EC imposed restrictions on certain 
imports from the United States in retaliation for curbs on imports of 
specialty steel imposed by the United States in 1983. In March 1984, the EC 
increased tariffs on styrene, polyethylene, sporting goods and equipment, and 
snow skis; and imposed quantitative restrictions on methanol, vinyl acetate, 
and burglar alarms. In another steel case, rising U.S. imports of steel pipe 
and tube from the EC led the United States to embargo imports of such products 
from the EC from November 29, 1984, to yearend after negotiations on a 
voluntary restraint arrangement broke down. 

Although no major ruptures took place, 1984 was a difficult year for 
United States-Japanese trade relations. A year of intense trade talks 
resulted in only a few market-opening measures by the Japanese. High 
technology dominated the trade agenda for much of the year. Two major 
high-technology issues were proposed Japanese restrictions cn foreign-made 
satellites and draft laws that would change the terms of competition in 

1/ This merchandise trade balance statistic is based on imports valued on a 
customs (dutiable) basis. When c.i.f. imports are used, this figure would be 
$123 billion. 



Japan's market for cemputer software and telece=n 4 eatons equ'pmeni-  and 
services. JaPen was the third-lergest trading Partner of the United States in 
/984. The country's record S33.9 	 trade surplus with the United States 
was a maces U.S. concern whieh under:a: U.S. eeeerts te ac : =eve berazation 
of Japan's import regime. 

U.S. trade relations with the newly 4 ndustrial:zed countries (N7C's) were 
affected by the latter 's drive to exrand exports while simultaneously 
restr 4 ctng imports. -hese efforts were 'ntens -7' .'ed because of continuing 
debt service rressures on the LIC's; trade sureeluses are the only way to 
offset net cap i ta_ outelws. He:ever, the 'cIC w'th the Largest trede surplus, 
Taiwan, "'-7 " not have a debt ser7=ce Problem. Its SIC 	 surPlus in 1984 
was in large part the rssult of Taiwan's relatively closed market. The U.S. 
trade deficit with the -='s covered in this rerort totaled $24.5 billion in 
1 984-22 pereent oe the total U.S. trade def:c;t. Partia lly in response to 
U.S. pressure, limited Progress was made by the TIC's in opening up their 
markets to foreign goed•ee ::::etheugh none of "these countries were excluded from 
the CS? Program in 19S4, ail were ceneerned with the new U.S. Policy that 
cond;t=ons renewal of GS -.= Pre eerences on benee'cary country e'lorts to open 
markets to U.S. Products and to combat produet counterfeiting. 

The U.S. International :rade Cemmissicn cemPleted five investigations 
under statutes safeguardine, U.S. industries from import inury sec. 201 of 
the Trade Act of 1374) :17. 198!:. The Commission voted in the negative in three 
cases: stainless steel table flatware, =rubber footwear, and canned tuna 
fish. Affirmative determinatians were made in two cases: carbon and certain 
alloy steel produots and unwrought toPPer. In resPonse to. the Commission 
affirmative findings, the ?resident determined that granting imoort relief for 
copper would not be in the national ezonamie interest. In the steel case, the 
President announced that he would not implement the Commission's remedy 
recommendat;or. instead. he directed 	Un 	 p 'ted States Trade Reresentative 
(USTR) to negot iate voluntary restraint agreements w;th major wor7d suppliers. 

The U.S. De Partmen o Cemmerze an ` 	Commission continued to have a 
large caseload of antidumPing and zountervailing dety investigations during 
the yez.r. 	Department o Commerce completed SI 	antdurepng 
investigations in 1934, an increase of 14: Percent from 1983. The Commission 
completed ✓0 preliminary and 32 final antidumping investigations. Antidumping 
duties were imposed, as a result of 23 of these investigations, on a total of 
18 products from G countries. 

The Department of Com ,earce oompleted 39 nal countervailing duty 
investigations in 	which rePresented a slight increase over the 
3c ;nvestgatons comPleted in 1583. The Cemmission completed 16 preliminary 
and final investigations. Ceuntervailing duty orders were imPesed, as a 
result of 14 of these investigatiens, on a total of II Products from 6 
countries. 

As in previous years, many of the investigations undertaken by the USTR 
focused on outstanding trade issues in U.S.-EC trade. During 1984, three new 
section 301petitions were filed, bet one of these was withdrawn prior to 
initiation of an investigation. 	Petition filed by TransPace Carriers, Inc., 
concerning satellite launching services, reflects the increasing effort by 
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service industries to obtain section 301 remedies. Of the six petitions filed 
in 1983, only the three concerning foreign restrictions on U.S. soybean 
exvorts remain unresolved. 

The tariff provisions of the Caribbean 3asin Economic Recovery Act, 
commonly referred to as the Caribbean Basin Initiative (CBI), went fully into 
effect in 1984. The CBI has become the major U.S. duty-oreference "program 
used by Caribbean countries for extorting =c he United States. Duty-free 
imports under the C3I totaled $378 71; 71 : ,--r. in 1984, or 5.3 percent of total 
U.S. imports from the region. Yhile imports under 03I -Privileges were 
dominated by agricultural .oroducts, they also included some industrial 
oroducts--mainly electrical items and toys. At the end of 1984, U.S. Customs 
Service requirements for showing eligibility under 031 were simplified. 

Changes resulting from the last annual review of the original GS' -Program 
of the United States became effective in March 1984. Procedure and schedules 
for review were changed in the new GSP "Program, which was enacted under the 
Trade and Tariff Act of 1984 and went into effect in January 1985. One major 
consequence of these changes in the review -Process is that the President has 
greater authority to determine country eligibility and -Product specific 
benefit levels than under the previous CS P scheme. In the 1984 "product 
review, 22 products, representing Lmoorts   in 1983, were added to 
the list of GSP-eligible items, cormared with an addition of $ 1 0 m:' 1 :^n 
(based on 1982 trace figures) in the -Previous annual review. Meanwhile, three 
products with an import value of $33 million were removed from the "program 
because of import sensitivity. Under mandatory competitive-need provisions, 
products accounting for $10.7 billion in 1983 imports were removed from the 
GSP 1;st. Moreover, the President used his discret i onary authority to 
graduate from . duty-free treatment $1.2 ',, : 7 7:or :n 1983 imocrts of products for 
which he determined that a beneficiary country no longer needed GSP treatment 
to be competitive. 
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The year was also characterized by a rise in protectionist sentiment on 
both sides of the Atlantic. In the past, cyclical expansion has resulted in 
an improvement in world trade and an alleviation in bilateral trade tensions. 
Although the brisk expansion in world trade in 1984 offered an opportunity to 
improve the trade climate and lessen the calls for increased protectionism, 
the improvement did not occur. This was due to a number of factors, 
particularly the lopsided nature of the recovery. The impressive growth in 
output and employment in the United States contrasted sharply with modest 
growth and rising unemployment in Western Europe. An even greater disparity 
existed among the developing nations. These international differences in the 
strength of the recovery were reflected in trade, with the United States 
providing a disproportionately large share of stimulus to the expansion of 
world trade in 1984. 

The large U.S. deficit precipitated calls for sectoral protection, and 
perceptions of "unfair" foreign competition encouraged calls for action 
against imports in general. Certain industries sought to "stem erosion of 
domestic and international market shares and to relieve the strain of 
adjustment made more acute by the strong dollar." 1/ Thus, while the United 
States continued to advocate free trade, and in particular supported the 
initiation of a new round of multilateral trade negotiations, it also took 
such actions as negotiating voluntary restraint agreements on steel and 
reinforcing bilateral textile and apparel agreements by using value-added 
tests to determine country of origin. 

Accordingly, the year's "trend toward world protectionism in general, and 
toward bilateral and product specific agreements in particular, is symptomatic 
of the drift of the world trading system away from free trade principles 
embodied in the GATT." 2/ Against this backdrop of increased calls for 
protection, record-high levels of imports, a soaring merchandise trade 
deficit, and an overvalued dollar, the United States functioned as the engine 
of world trade growth in 1984. This report focuses on one aspect of that 
engine--the operation of the U.S. trade agreements program. 

1/ Federal Reserve Bulletin, May 1985, vol. 71, no. 5, p. 283. 
2/ Ibid., p. 284. 



CHAPTER 1  

SELECTED ISSUES IN TRADE AGREEMENTS ACTIVITIES IN 1984  

INTRODUCTION 

This chapter describes actions taken in 1984 on a number of major trade 
fronts: comprehensive new trade legislation, imported steel, and a bilateral 
free-trade agreement with Israel. The Trade and Tariff Act of 1984, signed 
into law in October, addresses a number of trade issues, including renewal of 
the Generalized System of Preferences, negotiations on services and high 
technology goods, and reform of existing unfair trade statutes. In September, 
the President announced a nine-point Government program for the steel industry 
which had as its centerpiece the conclusion of voluntary restraint agreements 
with major steel supplying countries. These agreements would limit imports to 
about 18.5 percent of apparent U.S. consumption in each of the next five 
years, the President estimated, down sharply from the 26.6 percent share 
registered by imports in 1984. Later in the year, the President concluded a 
bilateral "tree trade agreement with Israel. The accord is the first free 
trade agreement the United States has concluded on a bilateral basis. Each of 
these developments is explored in greater detail below. 

TRADE AND TARIFF ACT OF 1984 

On October 30, 1984, President Reagan signed the Trade and Tariff Act of 
1984 (Public Law 98-573) into law. The signing marked the culmination of a 
lengthy debate on a variety of administration proposals as well as 
congressional initiatives on changes in U.S. trade law. This debate was 
conducted in the midst of mounting trade deficits and during an election 
year. This section briefly describes several of the major provisions of the 
act. These include the renewal of the Generalized System of Preferences, 
trade with Israel, the International Trade and investment Act, trade law 
reform measures, the Steel Import Stabilization Act, the Wine Equity Act, and 
miscellaneous other provisions. 

GSP Renewal 

A major impetus to passage of the 1984 trade legislation was a desire to 
extend the GSP, which was scheduled to expire on January 3, 1985. The GSP is 
a unilateral program of duty-free treatment for imports from developing 
countries. 1/ Title V of the act extends the GSP for 8 1/2 years, through 
July 4, 1993, and makes several major changes in the program. 

Changes were made in the criteria that the President considers when 
determining a country's eligibility for GSP benefits. The President is now 
mandated to consider whether or not a country affords internationally 
recognized worker rights to its workers when extending GSP benefits to its 
products. The extent to which a country provides protection for intellectual 
property rights and reduces barriers to investment and trade in services are 

1/ For a detailed discussion of GSP performance in 1984, see chap. V. 
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A major issue that Congress had to resolve was whether to delegate 
tariff-cutting authority to the President or to require subsequent 
congressional approval for any negotiated tariff reductions. Each House took 
a d;fferent approach. The final version of the legislation required the 
President to obtain congressional approval for the duty reductions negotiated 
with Israel under section 102 of the Trade Act of 1974, which outlines special 
-fast-track" procedures to be followed in congressional consideration of 
agreements to reduce nontariff barriers. In general, these procedures require 
the President to notify Congress 90 days before he enters into an agreement. 
Once the agreement is submitted for congressional approval, each House has 
50-days to approve or disapprove the measure. Amendments are not allowed, and 
strict time limits apply. This section expires on January 3, 1988. 

For an agreement with Israel, the 90-day consultation period was 
waived. If With respect to all other countries, the fast-track procedures may 
apply to consideration of bilateral free trade agreements if the President 
notifies the Senate Finance and the House Ways and Means Committees 60 days' 
before the 90-day consultation period required under section 102, provided 
that neither committee disapproves during the 60-day period. 

The Act also required that the implementing legislation for the United 
States-Israel free trade agreement include the same emergency relief 
Provisions for Perishable agricultural products that were contained in the 
Caribbean Basin Economic Recovery Act. These provisions allow the President, 
in section 201 cases involving perishable products, to withdraw duty-free 
treatment immediately upon recommendation by the Secretary of Agriculture. 
This withdrawal would remain in effect until a negative determination is made 
by the Commission, a Presidential decision is made on import relief, or 
changed circumstances are found. Finally, the act specifically states that 
the United States-Israel trade agreement will not exempt Israeli imports from 
increased duties or other forms of import relief under the major import relief 
statutes. 

International Trade and Investment Act 

Title III of the act contains the International Trade and Investment Act, 
also referred to as the "reciprocity" provisions. These provisions are 
intended to enhance the ability of the President to negotiate removal of 
foreign _non tariff barriers to U.S. exports. This title also addresses areas 
of international trade that were identified as important to the U.S. economy 
but were not considered to be adequately covered by U.S. trade laws. These 
areas include trade in services and high-technology products, foreign direct 
investment, and protection of intellectual property rights. 

.L number of Provisions were included to improve the U.S. Government's 
a'n'y to respond to foreign market barriers. First, the United States Trade 
Representative is required to report annually to the Congress on significant 

If The implementing legislation for this agreement was signed by the 
President on June 11, 1985. For a discussion of the details of the agreement, 
see the final sec. of this chapter. 



barriers to U.S. exports and foreign direct investm ant. These reports will 
assess the trade-distorting effect of such barriers and list what actions are 
being taken to obtain the removal of the barriers. Second, section 301 of the 
Trade Act of 1974 was amended both to authorize the UST? to s o - - -ini tiate 
investigations under that section and to define the key terms that Provide the 
basis for Presidential action under section 301. 1/ 

Several provisions of title 	relate to services. First, explicit 
negotiating authority is Provided to the President for trade in services. 
U.S. negotiators are directed to seek elimination or reduction of barriers and 
to develop international rules, including dispute settlement procedures, for 
services trade. Second, the Secretary of Commerce is required to establish a 
service industries develooment Program to improve the comPetitiveness of U.S. 
service industries. Third, the retaliatory authority of the President under 
section 301 of the Trade Act of 1974 was amended to make clear that the 
President is authorized to retaliate against foreign barriers to U.S. services 
by imposing restrictions on foreign service Providers. 

The President was also given similar authority to negotiate the removal 
of or reduction in barriers to foreign direct investment. In addition, the 
President was given authority to impose duties or other import restrictions in 
response to foreign export Performance requirements that adversely affect U.S. 
economic interests. 

Finally, the President was given authority to negotiate trade agreements 
affecting high-technology products. Among the negotiating objectives are the 
application of the Principle of national treatment, or treatment no less 
favorable than that accorded domestic firms, to trade in high-technology 
products and the adequate protection of U.S. irte-a 7  property rights in 
foreign countries. In addition, the act gave the President the authority to 
negotiate lower duties, including duty-free treatment, on semiconductors and 
parts of semiconductors and computers. 

Title VI of the act contains several modifications to the antidumping and 
countervailing duty statutes, which were made to 	 VII of the Tariff Act 
of 1930 by the Trade Agreements Act of 1379. Xany of this title's provisions 
are technical in nature and were intended to clarify and simplify proceedings 
under these statutes. Discussion of the major revisions follows. 

Settlement agreement authc7ity 

Antidumping 	countervailing duty investigations may 5e suspended if an 
agreement can be reached with the fo ,-e ,=n 	 the major exporters of 
the products under investigation. The act amends this authority to require 
verification when a settlement agreement is 5ased on an -offset-  tax; to 

1/ The President is authorized in sec. 301 of the Trade Act of 1974 to take 
action against a foreign Practice which he finds -unreasonable, unjustifiable, 
or discriminatory-  and a burden on U.S. commerce. Section 304 of the Trade 

Tariff Act of 7 984 explicitly defines these three terms. 



require the consideration of various public interest factors when the basis 
for terminating an investigation is a puantitative restriction agreement; and 
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Title II or he act conta'ns ar.end`e- is to sect'-n 7 01 of the Trade Act 

of 1974. One set c _ 	relates do the criteria to be considered by the 
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of plants or the underutilization of production capacity; and inventories are 
defined to include those of domestic producers, importers, wholesalers and 
retailers. 

Second, a new method of congressional disapproval of Presidential 
decisions on section 201 cases was enacted. Under prior law, if the President 
provided relief different from that recommended by the Commission or declined 
to provide any relief, Congress could direct the President to impose the 
relief recommended by the Commission. It could do so by passing a concurrent 
resolution, which must be approved by the majority of those present and voting 
in each House, within 90 days of the President's decision. This "legislative 
veto" was considered to have been rendered unconstitutional by the 1983 
Supreme 'ourt decision in Immigration and Naturalization Service v. Chadha, 
462 U.S. 919 (1983) and Consumers Union of the United States, Inc. v. The  
Federal Trade Commission, 691 F2d 575 (D.C. Cir. 1982). 1/ The new procedure 
employs pa.:7sag .=_ cf a jcint resolution to overturn the President's rejec t ion of 
a Commission recommendation. Joint resolutions may be vetoed by the 
President, and if vetoed, Congress may override the veto by a two-thirds 
majority in each House. 

Steel Import Stabilization Act 

The enforcement authority necessary to implement President Reagan's 
program of steel import restrictions is provided in title VIII of the act. On 
September 18, 1984, the President announced that he would not use his 
authority under section 203 of the Trade Act of 1974 to restrain steel 
imports. The President's decision followed an affirmative finding and 
recommendation of import relief by the Commission under Section 201 of the 
Trade Act of 1974. Instead, he announced his intention to seek voluntary 
restraint agreements on steel imports. As a result, the USTR proceeded to 
negotiate bilateral agreements with major steel-exporting countries. 2/ 

The purpose of this title is to give the President authority to enforce 
these agreements by allowing him to require a valid export license as a 
condition of importing steel products into the United States. Authority to 
enforce the 1982 U.S.-EC arrangement on pipes and tubes was also provided. 
The latter provision reflected concern that the U.S.-EC arrangement on carbon 
steel had failed to restrain the increase in EC shipments of pipe and tube 
products into the United States. 

This enforcement authority was granted for up to 5 years. However, the 
authority will expire if the President does not annually determine that the 
major U.S. steel companies have committed substantially all of their 
steel-related net cash flow to reinvestment and modernization investments and 
that, in general, the industry has taken steps to maintain its international 
competitiveness. In addition, each major company must commit 1 percent of its 
net cash flow to retraining workers. This retraining requirement can be 
waived by the President with respect to specific companies if he finds that 
unusual economic circumstances warrant a waiver. 

1/ The Chadha decision involved a one House legislative veto and the FTC 
decision involved a two House veto. 

2/ For details of the steel program, see the following section. 
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Wine Provisions 

Provisions affecting wine trade are found in title IX, the Wine Equity 
and Export Promotion Act, and in title VI. 

Title IX requires the USTR to identify major wine-trading countries that 
are potential markets for U.S. wine and that maintain tariff and nontariff 
barriers to U.S. wine. The USTR' is then required to consult with these 
countries to seek reductions in or elimination of these barriers. If 
appropriate, the President is required to take retaliatory action under 
section 301 of the Trade Act of 1974. By November 1985, the USTR is to report 
to Congress on the success of these efforts. 

In addition, title VI contains a special provision for grape growers. 
For a 2-year period, for purposes of antidumping or countervailing duty 
investigations on wine and grape products, the domestic industry shall be 
defined to include grape growers as well as wine producers. This provision 
effectively gives grape growers standing to file unfair trade practice cases 
against wine imports. 

Miscellaneous Provisions (Titles I and II) 

TSUS changes 

The act contains 70 amendments to the tariff schedules of the United 
States. Among these amendments are new break outs of telecommunications 
product classifications, which is intended to improve the monitoring of 
imports of telecommunications equipment. 

Marking requirements 

The act requires that the country of origin be marked on imports of pipe, 
pipe fittings, compressed gas cylinders, and manhole parts and assemblies. 

Customs brokers 

A new administrative system for regulating customs brokers was 
established. This system includes new licensing procedures and penalties. 

Trade Remedy Assistance Office 

Section 221 of the act is intended to make the trade laws more accessible 
to small businesses. To accomplish this objective, two steps were taken. 
First, a Trade Remedy Assistance Office was established in the Commission. 
This office will disseminate information to the public on the import relief 
statutes. Secondly, each agency involved in administering one of these 
statutes is required to provide technical assistance to small businesses in 
the preparation of petitions and applications for remedies and benefits 
provided by the statutes. 
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and since that time a variety of measures, including a floor price system (the 
trigger price mechanism; and a surge monitoring system have been employed by 
the U.S. Government to control imports of steel. A brief description of these 
measures is provided In the chrondlogy on the following page. 

The European Community and newly industrializing countries such as Brazil 
and Korea have been varticular - y affec ted by the more than 200 trade cases 
involving carbon steel products investigated by the U.S. Government since 
1387. Duties have been levied by the United States to offset the subsidies 
and dumPing found in these cases, and other restrictions have been applied. 
To avoid the likely imposition of such duties, the European Community reached 
a bilateral agreement with the United States in 1982 restricting •the shipments 
by member states to a certain share of the U.S. market. :n return, the U.S. 
industry withdrew cases that had alleged unfair trade Practices by EC 
suppliers. 1/ in the same year, Brazil imPosed an export tax on its 
U.S.-bound steel shipments. :n return, the U.S. Department of Commerce did 
not impose co:.._ .,e _ 	duties on such Products. And in 1983, the President 
imPosed impo-t relief in the form of a series of orderly marketing 
arrangements for foreign specialty steel Products. 2/ 

Th,. Commission's Recommendaticn 

Bethlehem Steel Corporation and the United Steelworkers of America filed 
a petition with the Commission on January 24, 198 under section 207 
Trade Act of 1974, recuesting temporary relief from import competition for a 
wide range of carbon and certain alloy steel products. 3/ an June 12, 1934, 

1/ EC suppliers were allowed to supply different shares of apparent U.S. 
consumption for different products ranging from 2.20 percent for tin plate and 
21.85 percent for steel piling. A seParate agreement on PiPes and tubes was 
also concluded. For a comPlete description of this bilateral arrangement, see 
U.S. Internatona Trade Con=sslon, 0pera - on of -- he Trade Ilgree=ts  
Program., 34th Report 1982, US:TC Publication 1414, 1983, pp. 124-127. 

2/ For a complete summary of U.S. actions under antidumving and 
countervailing duty laws affecting steel products in effect at any time during 
the Jan. 1, 1978 to July 31, 1984 period, see Summary of Trade and Tariff  
Information: Iron and Steel, (U.S. :nternational Trade Commission, USITC 
Publication 841, January 1985, app. C. 

3/ The scope of the petition was all carbon and alloy steel mill products, 
except stainless steel and tool steel products. Besides the basic steel mill 
Products, several first tier fabricated steel products were   within 
the scove of the petition because of the direct impact that imports of such 
Products were felt to have upon the basic steel industry. inc petitioners 
sought a quota restricting steel imports to less than 15 percent of the U.S. 
market for a 5-year period. The import restons recuested were similar to 
the -esr'-°'ons contained in the Fa;_ Trade ; -1-1 Steel kct pending before 
Congress in 1984. 
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Chronology of Developments affecting U.S. Steel Trade  

	

1959: 	For the first time since World War II, the United States imports 
more steel than it exports. 

1961-67: Import penetration in the United States rises from less than 5 
percent in 1960 to 12 percent in 1967. U.S. steelmakers file nearly 
300 antidumping cases, but only 8 are ultimately decided in the 
industry's favor. 

	

1968: 	Import penetration reaches 16.7 percent. United States begins 
negotiations with European nations and Japan to obtain voluntary 
restraints on their steel shipments to the United States. 

	

1969: 	Japan and several European nations announce their intent to impose 
voluntary restraints on their exports of steel to the United States 
through 1972. 

	

1972: 	VRA's on Japanese and European steel shipments extended through 1974. 

	

1974: 	Trade Act of 1974 passed, changing the criteria for obtaining relief 
from imports under the so-called escape clause provisions, found in 
Section 201. 

	

1976: 	Following a petition for escape clause relief, the United States 
imposes quotas on specialty steel products including stainless steel 
and alloy tool steel for a three year period. 

	

1977: 	Dumping duties imposed after finding of LTFV sales of Japanese steel 
plate in the United States. 

	

1978: 	The Trigger-Price-Mechanism (TPM) is implemented. Imports that 
enter below "trigger" prices may trigger an antidumping 
investigation which would be self-initiated by the U.S. Government. 

	

1979: 	import relief under section 201, which is scheduled to be terminated 
for specialty steel in 1979, is extended for 8 months until 1980. 

	

1980: 	U.S. Steel Corporation files dumping cases against seven European 
countries regarding carbon steel products. As a result, the 
trigger-price mechanism (TPM) program is suspended. In May, the 
Commission makes affirmative injury determinations in most of the 
U.S. Steel-initiated cases. In September, administration re-imposes 
TPM, revising "trigger" prices upward. Producers withdraw their 
suits. 

	

1981: 	Specialty steel imports are monitored by a new surge review program 
under which significant increases in imports of a product from a 
country could be used as the basis for the Government to initiate 
antidumping or countervailing duty cases. 

The Department of Commerce secures a Memorandum of Understanding 
from Japanese nail producers. The agreement terminated an 
antidumping investigation in exchange for a Javanese assurance that 
sales would be made at or above Commerce's published price levels 
for a 2-year period. 
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1982: 	The TPX continued in operation until January 1982 when it was again 
suspended in response to numerous petitions filed by the domestic 
industry charging unfair trade practices by European makers. The 
TPL is later reinstituted for imports of certain stainless steel 
wire and draw= bars. 

The Department of Commerce reaches agreements with major European 
suppliers limiting their market share for a number of steel mill 
products through 1985. Domestic industry withdraws its legal 
actions against allegedly unfairly traded steel from the European 
countries. 

As a result of a 301 petition filed in 1981, the President recuests 
the Commission to initiate a 201 investigation five specialty steel 
products, initiates multilateral discussions aimed at eliminating 
unfair trade practices in steel products, and announces his 
intention to monitor imports of specialty steel products subject to 
the 201 Proceeding. 

	

1983: 	The Commission votes affirmatively on the 201 specialty steel import 
relief case. The President increases tariffs on certain stainless 
steel products and imposes cuotas on others. Late in the year, 
orderly marketing agreements for specialty steel products are 
concluded with Javan, Canada, Poland, Argentina, Spain, Austria, and 
Sweden. 

The USTR rejects a 301 Petition filed in 1982 by the American Iron & 
Steel Inse that alleged that Japanese agreements with major 
European steel producers were in violation of the GATT. 

	

1984: 	Bethlehem Steel Corp. and the United Steelworkers of America file a 
petition for relief under section 201 of the Trade Act of 1974. in 
July, the Commission makes affirmative determinations on 
semifinished steel, Plates, sheets and strip, wire and wire products 
and structural shapes and units. The President announces a new 
Government program for the steel industry in September and by 
December concludes market-share limitation agreements with seven 
major steel exporters. 

the Commission made affirmative determinations covering approximately 
75 percent of the volume of the steel products under investigation. 1/ 

1/ The Commission determined that increased imports of carbon and alloy 
steel plates, sheets and strip, wire and wire products, and structural shapes 
and units were a substantial cause of serious injury to the domestic steel 
industries producing those products, and that increased imports of 
semifinished steel products were a substantial cause of serious injury or 
threat of serious injury. Commissioners Stern and Liebeler voted negatively 
on all product lines. For semifinished steel, Commissioners Lodwick and Rohr 
voted affirmatively on the basis of threat of serious injury, and Commissioner 
Eckes voted affirmatively on the basis of present injury. 

The Commission's negative determinations on other product lines were 
based on the findings that intra-industry competition (wire rods and bars) and 
an unusually severe decline in demand (railway-type products) had greater 
adverse effects on the steel industry than did import competition. 
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Carbon steel is the most widely used class of steel, accounting for the 
largest percentage of total steel Production and the widest diversity in 
apPlication. The major customers for the steel products covered by the 
Commissions investigation are the construction, machinery, industrial 
equiPment, tool, automotive, and shiPbuilding industries. The principal 
sources of imports of these steel products in the 1979-83 Period were Japan, 
Germany, Canada, Korea, France, Belgium, Luxembourg, Brazil, Spain, and South 
:11frica. 1/ 

Section 201 requires the Commission to determine whether an article is 
being imported in such increased quantities as to be a substantial cause of 
serious in -"ury or threat thereof to the domestic industry, and if so, to 
recommend the relief that would: Prevent or remedy the injury. The Commission 
may only make an of it 	determination under section 201 if it finds that 
(1) imports of the article are increasing either absolutely or relative to 
domestic production; (2) the domestic industry is seriously injured or 
threatened with serious in;:ury; and (3) the increased imports are a 
substantial cause of the in j ury found or threatened. In the process, the 
Commission considers other possible causes of injury that may be more 
important causes than imports. 

In making its affirmative finding, the Commission cited figures 
indicating the steel industry's crisis and the subtantial role imports played 
in it. Among the facts cited by the Commission in its finding were-- 2/ 

o U.S. producers' net shipments of all steel mill products dropped to 
a 20-year low of 62 million tons in 982. Although shipments 
increased in 1983, the 1983 shipment level was 39 percent below the 
peak shipment level of 111 million tons in 1973. This represented 
the second lowest annual level of shipments since 1960. 

c 	Capacity utilization declined from 87.8 percent in 1979 to a low of 
percent in 1982. At 56.2 percent in 1983, capacity utilization 

was still quite low. 

O 	:he average number of workers emPloyed in U.S. firms producing 
products subject to the investigation declined by 41 percent from 
1979 to 1983, from 168,000 employees to 98,A00 employees. 

The overall financial performance of the major producers of carbon 
and alloy steel products reached record lows in 1982 and 1983, when 
10 integrated producers had combined operating losses of 
$5.6 billion and 5 nonintegrated Producers had operating prof is of 
only $28 million or 1.1 percent of sales. Debt-to-equity ratios 
were cute high for the integrated Producers, at 1.7 to 1 in 1982 
and 2.1 to 1 in 1983. 

1/ U.S. International Trade Commission, Carbon and Certain Alloy Steel  
7moducts, US 77C Publication 1553, July 198A, vol. II, p. H-2. 

279-84.; pp. 35-36. 4 	• 
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O . , Ithough the a5soute volume of m:oorts of all steel mi71 -croducts 
had dropz,ed from their 1981 -c-ea"::,s, the ratio of im,orts to domestic 
cproducersi shipments increased :707.1 1.9 -oercent in 1979 to 
27.7 e-,-cert i n 1982. 'he rat i o dro-c7)ed slight 7 y in 1983, to 
26.0 ,oercent and then inoreased to 34.1 7Dercent in the first cuarter 
o' 

On July 24, 1984, the Commission forwarded to thP 'president 
,7-er-ommendations on steps that would offset th inury mrPs=nt 	t:7-eaP-1Pd 7. 
the 	steel industry. The maority relief recommendation was as follows: 

We :-7CO.7,2=-- that the 7:-resident 'moose ;1) a ..a_ __ _-rate cucta on in:oorts 
of semifinished steel, ;2) cuantititative restrictions (cuctas:: on 
imoorts of -olates, sheets and strit.', St_ .::C`_..-= 	and wire, and (3) a 
tari" i_.crease ar i=orts of wire 7:70,"a:C".:.S. 	e reco=end that the 
relief 5e granted for a -oeriod of five years with s7oeoified reductions in 
the rev e'. o' rPle in the 'ourth and 	 th years. . 	.We 5eieve that 
this Pero is necessary for 	domestio industriPs to generate 
Pdditional income, m_a"f.,:e investments _ _1 °_ ____zin 	 an i -hus 
adjust to imrDort come" 	on. 7?'" 	 invei=Pni rec-ired ;'07 
711od ,P7--rl .7aion o' "acii'i , 	an' thP timP --ler- ssPry for itPmq 	as 
contiruous casters to 5ecome c:oerational would ma:Ke a sh- ,rter ?e 	or 

72'7=3 44. S.77-': ? T; 

2-"ter receiving the Commissior's reo=raP 4 atior, the "Dresi"'Pn 	GC 
days to dete-mire whether im-Dort reLie" was ar,c ,r=ate, 	ihe :5Po:sic-I to 
5e 5Psed on the Cof,mission's recommendation as wP.L' as on I=a-C7 national 
i_.serest consieraions. 2/ 'hese considerPtions inc'ude such factors as 'he 
costs or re7ier to consumers, the -oro5a5le .fi. ---tvPess of rPli" in 
oromoting economic adiustment 5y the industry, and the oossi5le adverse 
effects or any retaliatory actions 5y affected trading loartners. 

li See --,J7iews of Commissioners Ec:ces, Lick and a:DT= regarding remedy, - 
 Carton S'e,e7 arZ Certai n ill 1cy Steel Products 	"nternatoral 'rade 

Commissior, 	?u5'icat i on 1553, 5uly 	 71-79). 	.1'hough a 
masi,o7-ity of the Commission recommended the a5ove relif fo-mula, some 
individual Commissioners ohcs ,= to g i ve adtonal -comments on reLiP" 
measures. For exam7ole, Commissioners lodwick and 7.„-.;h7 recom-=^ 4  the: 
continued im-c•omt ret ie" 5a conditioned on the -rPsP--_tator of adiustment 
by the steel industry. 7ice Chairman lie5eLer, who a=so voted negative OT all 
-oroduot lines, recommended that no L:=7::, relief 5e -orovided, 5ut that if 
relief were granted, it shou'd 5e conditioned on a 2C --oPrcent co=ersatior cut 
to steelworiters. 

2/ 'hese 5roade- rational interes' cons i derat i ons are outlined in section 
202(c) of the Trade 1.c.t of 1972:. 
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On Settember 13, 1984 the ?resident announced that he would not imtlement 
the Commission's remedy recommendation because "imtort relief is not in the 
national economic interest." In his memorandum for the United States Trade 
Retresentative, the President said: 1/ 

We must do ail we can to avoid trotectionism, to keep our 
market oten to free and fair co7tP - ii ,,n, and to provide 
cetairty of access for our traZing partners. is not 
in the national economic interest to take actions which 
put at risk thousands of iobs ir steel ' 7abricating and 

, e other sectors of ;_ne 
U.S. economy t--, at might be a 4--icted by -omtenatior or 
retaliation measures to which our trading tartners would 
be entitled. . . :However, : have decided to establish a 
government policy for the steel industry. I believe that 
this new :o icy is the best way to respond to the 
legitimate concerns of the domestic industry while 
maintaining access to our market for those who trade 
fairly. 

In lieu of the Commission's recommendation, the President outlined a 
nine-to:nt U.S. Government program for t:1-le steel industry. 2/ The ma;:]or 
conronent of the program was the negotiation of surge-control arrangements, 
understandings, or suspension agreements with countries "whose extorts to the 
United States have increased significantly in recent years due to an unfair 
surge in i=orts." Unfair surges were described in the ?resident's decision 
as duming, subsidization, or diversion from other imtorting countries who 
have restricted access to their markets. 3/ Should it not prove ossible to 
obtain surge control agreements, the ?resident stated that he would use his 
authority under the unfair trade Iaws, including Section 321 of the Trade ,Lct 
of 1974, to ensure that the countries do not maintain unrestricted access to 
the U.S. market. Existing agreements, such as the EC arrangement and 
voluntary restraints by South A4- rir.a and Hexico were to remain in effect,. 4/ 
Accord ing to the PT.esident, the net result of this trogram would: be to reduce 
imworts to about 13.5 percent of the U.S. steel market, not including 
semifinished steel imtorts, which would be restricted to about 1.7 million 
tons annually. 5/ 

1/ Rona ld -Reagar, :femora::...._._ for the United States Trade ,Retrntaiiv 
regarding Steel _m-tort Relief Determination, Sett. 18, 7 984. 

2/ 49 P.R. 184, Sett. 22, -984, pt. 36813-36814. 
3/ The steel program did not stecify how the T.S. Government would determine 

whether a country had engaged in unfair trade in steel. 
4/ Office of the United States Trade Representative, '3rock Announces 

President's Steel Decisior," Press 'Release 7■:o. 84/23, Sett. 78, 1384, t. 3. 
En add -tio-1 to the troducts covered under the initial arrangement with the EC, 
the administration concluded negotiations with the EC in January 1985 to limit 
pipe and tube exports to 7.6 percent of the U.S. pite and tube market in 7985 
and 1.986. The administration is also conducting consultations with the EC to 
limit their semifinished steel extorts to the United States, as part of the 
1.7 million ton semifinished steel imtort level. 

5! Statement of Robert E. Lighthizer, Detuty UST?, be7i - ore the Subcommittee 
on Oversight and Investigations, House Committee on Energy and Commerce, 

71:, 7985. 
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Other points of the President's steel program include-- 

(1) Support of legislation in Congress to make enforcable at 
U.S. borders all VRA's and surge-control arrangements; 1/ 

(2) Continuing consultations with trading partners to seek 
elimination of trade-distorting and trade-restricting 
practices; 2/ 

Monitoring of the efforts taken by the steel industry to 
adjust and modernize; 3/ 

(4) An interagency review of all U.S. Government domestic tax, 
regulatory, and antitrust laws and policies that could hinder 
the ability of the steel industry to modernize; 

(5) An analysis of domestic steel plate capacity in relation to 
emergency needs; 4/ 

(6) Development of a program to assist workers and communities 
adversely affected by steel imports. 5/ 

December 19, 1984, the United States Trade Representative announced 
,at basic agreement with the governments of seven major steel exporting 

countries had been reached on limiting their steel shipments to a specified 
share of the U.S. market for the 5 years from October 1, 1984. 6/ The market_ 
shares agreed to were as follows: 

Country 	 Share 

Japan 	5.80 
Korea-  	1.90 
Brazil 	0.80 
Mexico-  	0.36 
Spain 	  0.67 
Australia 	  0.18 
South Africa 	 0.42  

Total 	  1 0.13 

Source: Office of the United States Trade Representative. 

1/ This legislation, the Trade and Tariff Act of 1984, was signed into law 
on Oct. 30, 1984. Title VIII of this act provides the enforcement authority 
for the VRA's on steel. 
2/ Included in this point would be efforts by the administration in the OECD 

to ban export subsidies or mixed credits on the exportation of steel making 
acLuiment by OECD countries. This is part of a broader U.S. policy to 
discourage subsidization of investment in sectors where a structural world 
oversupply exists. 

3/ The Commission would perform this function. 
4/ The Department of Defense and the Federal Emergency Management Agency 

would Perform this function. 
5! The Secretary of Labor, in conjunction with the local communities, wouid 

be responsible for development of this program. 
6/ Additional agreements were negotiated in 1985. 
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Shipments of stainless steel products and of carbon steel sheet, plate, 
tubular goods, shapes, and bars were covered by the agreements, but 
negotiations on the specific mix of products and allowable shifts between 
these crro ,,-r•;fl='s continued into 1985. 

A VRA with the EC, restricting its overall market share to about 
5.9 percent of the U.S. market, had been negotiated prior to the announcement 
of the President's steel program, and it is expected to continue through 
1985. 1/ The December agreements, combined with the previously negotiated 
agreement with the C. cover about 75 percent of total L.S. imports of 
affected products. 2/ 

:n the President's steel program, semifinished steel imports were to be 
restricted to about 1.7 million tons. As part of the steel negotiations 
concluded by the USTR in December 1984, semifinished steel imports from the 
seven countries subject to agreements will be limited to 1.1 million tons in 
1985. Import levels for the following 4 years have yet to be arranged. 
Nearly 600,000 tons of the overall import limitation would appear to remain to 
be divided among the largest U.S. sources of semifinished steel--Canada, 
Sweden, and the EC countries. The agreement levels for semifinished steel 
shipments in 1985 are as follows: 

1,000  

Country tons  

  

Brazil--- 	700 
J apa n-  	LOU 
Hexico  	 100 
South Africa--- 	100 
Korea- 	 50 
Spain 	50 
Australia 	 40 

Total 	1,140 

Source: Office cf the United States Trade Representative. 

Authority to enforce these VRA's is contained in title 71:1 of the Trade 
and Tariff Act of 1984, which includes the option to require that valid export 
licenses be presented as a condition for entry of steel exports into the 
United States. The export licenses would be issued by the supplier country 

1/ The arrangement with the BC is administered by applying the supplying 
country's market share to a forecast of apparent consumption to arrive at an 
actual quota level. Shortfalls or excesses in market share due to errors in 
the forecast are factored into a subsequent period's quota level. 

2/ Office of the United States Trade Representative, press release 8 1:/2 
Dec. 19, 1984. 
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government in accordance with VRA's with the United Stas. 7 / The 
enforcement authority ends after 5-years Prom October 1, 1984, or at the end 
of any year during this 5 year period if the President does not determine that 
the ma - or steel companies have met certain modernization and competitiveness 
requirements. 2/ The Commission was requested by the UST?. to monitor and 
report on the steel industry's efforts to adjust and modernize and on the 
competitive conditions in the steel industry. The annual Commission reports 
are due =o the President by August 1 in each of the 5 years through 1989. 

'ith respect to the other Points of the President's steel program, the 
act directs the Secretary of Labor, in consultation with the Steel Advisory 
Committee, to submit a proposed plan of action for assisting workers in 
communities that are adversely affected by steel imports. 

Foreign Reaction 

announcement of the 1.Pesident's steel program, some trading 
partners expressed concern that this Policy might intensify to protectionist 
pressures in their own countries and that it was inconsistent with GATT 

"71 7-elance by Contracting Parties on so-called "grey area measures" 
is an issue that has been discussed primarily in the context of the 
es'tablis y'"'^ ens of as GATT safeguards code. 3/ Essentially, there is concern 
that a p7-oferatior 	grey area measures outside the discipline of the GATT 
could lead to increasingly protected world markets and may have the effect of 
"cartelizing markets, of penalizing the most efficient suppliers, and often 
lead to trade diversion and political frictions, even if this was not intended 
by the countr.ies which have sough= them." 4/ 

In announcing his intention to seek import restraints, the President had 
indicated that ":t]he Administration's hope is that this combination of 
actions, taken without protectionist intention or effect, would enable one of 
the United States' most basic and vital industries to return to a level 
Playing field', one in which steel is traded on the basis of market forces, not 
government intervention." 5/ The United States counters these protectionist 
fears by pointing out that the steel program is limited in duration, includes 
provisions to encourage and monitor the domestic steel industry's adjustment 
efforts, and reinforces v.S. efforts to eliminate trade distortions and trade 
restraining Practices in other markets. 

1/ Title VIII is also referred to as the Steel Import Stabilization Act. 
2/ These include reinvestment of substantially all net cash flow into the 

steel sector, with no less than 1 percent committed to worker retraining, and 
taking sufficient action to maintain international competitiveness, including 
cost control measures, productivity increases, and production of 
Price-competitive and quality-competitive products. 

3/ -Grey area measures" is the term used to describe trade actions 
technically taken outside GATT rules. See the 35th Operations of the Trade  
Ag‘reemants Program, for discussion of the efforts of the Safeguards Committee 
to deve'cla a safguards code and the pressures for and possible implications 
of grey area measures. 

L/ Safeguard Committee Chairman's report November 1983. 
5/ 

 

Ronal d Reagan, Memorandum for the United States Trade Representative 
rega r d ing Steel Import Relief Determination, Sept. 18, 1984. 
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Current Situation 

Full year data for 1984 indicate that the situation of the steel industry 
continued to weaken. Imports accounted for 26.6 percent of U.S. consumption 
of steel in 1984, up from 20.5 percent in 1983, and the industry recorded its 
third straight year of losses. However, the 1984 loss of $290 million was 
less than the $3.9 billion loss in 1983. Employment continued to Crop in 
1984, and the 1984 total of 154,000 workers was sharply down from 1983's 
average of 169,000. The work force is less than one-fourth of oeak industry 
employment of 544,300 in 1943. The steel industry's situation continued to 
deteriorate in the last two quarters of 1984. Capacity utilization rates fell 
from 77.4 percent in the April-June 1984 quarter to 61.2 percent in the 
July-September period and 56.2 percent in the October-December quarter. 
Production levels and capacity utilization rates improved moderately in the 
first quarter of 1985, with output reviving to 22 million short tons from 
19 million short tons in the final quarter of 1984. Capacity utilization rose 
to 66.3 percent. But employment failed to increase, remaining at the 154,000 
level, and import penetration stood at 27.6 percent. 1/ 

By mid-May 1985, the Administration had finalized negotiations on 
specific terms of restraint agreements with Japan, Korea, Brazil, Spain, 
Australia, Finland, Mexico, and South Africa. These VRA's are to cover steel 
imported during the 5-year period beginning October 1, 1984. Most finished 
steel product lines will be covered, including product lines on which 
Commission made a negative injury determination and some product lines for 
which section 201 relief already exists. The administration is continuing 
consult with other smaller suppliers with respect to possible additional 
VRA's. Imports from supplying countries for which VRA's have not been 
negotiated--including Canada, Sweden, Austria, Venezuela, Taiwan, and several 
other European countries--will be monitored by the USTR. 2/ 

UNITED STATES-ISRAEL FREE TRADE AREA AGREEMENT 

The administration recently submitted an accord to Congress to eliminate 
all tariffs between the United States and Israel by 1995. This bilateral free 
trade area (FTA) agreement, the most comprehensive that the United States has 
reached with any country, would eliminate tariffs and nontariff barriers on 
virtually all trade between the two countries. 3/ The major purpose scf the 
agreement is elimination of custom duties between the two trading partners. 
According to the USTR the current $3.7 billion trade between the United States 
and Israel could quadruple within 3 years as a result of the agreement. 4/ 

1/ U.S. International Trade Commission, Monthly Report on Selected Steel 
industry Data, USITC Publication No. 1700, May 1985, based on data from the 
American Iron & Steel Institute and the U.S. Department of Commerce. 

2/ Office of the United States Trade Representative, "Brock Announces 
Successful Steel Negotiations," Press Release No. 84/26, Dec. 13, 1984. 

3/ An FTA is a bilateral agreement in which each country removes trade 
barriers with respect to the other. Under article XXIV of the GATT, 
signatories may establish an FTA if the agreement eliminates duties and other 
trade restrictions on "substantially all trade" and does so in a "reasonable" 
length of time. An FTA deviates only from the GATT most-favored-nation 
obligations and not from the entire document. 

4/ Stuart Auerbach, "U.S., Israel sign trade agreement," The Washington  
Post,  Apr. 23, 1985, p.C4. 
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The Israeli Government first proPosed the idea of a United States-Israel 
PTA in 1981, but formal negotiations toward establ'shment of an agreement did 
not begin unt'7 7 984. Passage of the Trade and 772-"" ,!•‘ct of 1984 srovded 
the administration with authority ta conclude such a -  agreement with Israel 
and also provided for - fast track-  Congressional review. The document was 
initialed in early March by both countries and was signed on April 22, 
7 985. 7 / It has been aPProved by the Israeli Cabinet and, although not 
reauired by Israeli law, the :Knesset. On June 11, 1985, the ?resident signed 
the legislation imPlementating the agreement in the United States. 

The sroPosed FTA relies on the framework of rights and obligations under 
th 	 ;:grement or "ar;"'ss arZ. 	77h. 77k and (=ATT are ;ntended to 
be read together; 	the PTA does not address an i ssue or specifically modify 
the relevant GATT Provision, toe GATT p ,-ovision will apply. Moreover, the 
PTA covers areas that nave yet to 	;nca7-sorate- nto 	GA"T, such as trade 
in services, intellectual sroperty rights, and trade related serformance 
reouirements. 

Both countries believe they will benefit from the PTA. In 1982, the base 
year for the negotiations, the United States exported $1.6 7,, ; 77 ;on to Israel 
and imported about S1.2 billion. (See table 1.) Although about 90 sercent of 
Israel's sroducts already enter the United States duty free, either on a 
most-favored-rat;on (MFN) basis or under GS?, _srae_ hopes to gain greater 
stability in its extorts to the United States under an FTA. Not only would 
the remaining 10 percent of its extorts have duty-free access, but Israel will 
have the acvantage of binding tne 	Portion at zero, regardless of any future 
charges the United States may make in its GS? program. Major U.S. ;msa-ts 
fram Israel include cut diamonds, jewelry , cut flowers, tomato products, 
resistors, internal combustion engines, and high fashion apparel such as 
swimwear. Convrse 7 y, P 7 though many U.S. exports to _srae _ 	receive MPY 
duty-free treatment, about 4C to 45 percent of U.S. extorts to Israel are 
currently dutiable. In 1982, these extorts faced Israeli tariffs avera g ing 
about 10.3 percent. 2/ 

U.S. products are increasingly at a comPetitive disadvantage in 7s-ae"s 
$8 billion market vis-a-vis those of the Eurosean Community as a result of the 
EC-Israel PTA. 3/ In the absence of a United States-Israel PTA. the tariff 

1 ✓ The signing was followed by Congressional consideration of the 
imslement;ng leg;slation on a fast-track Process. Under these exsed;ted 
procedures,  once the legislation Is formally submitted to Congress, it cannot 
be amended and action must be taken within 60 legislative days. 

2/ Statement of Robert I.ighthizer, Desuty usTa, before the Subcommittee on 
Trade, House Comm;ttee on Ways and Means, on srososed United States-Israel 
7ree 'rade '1.rea, May 22, 7 984. 

3/ Under the terms of the EC-Israel PTA, imsorts of industrial products from 
:sraeI were granted duty-free entry after July 1, 1977, except 'or certain 
sensitive products on which full EC concessions were delayed until 
Dec. 31, 1979. Israel eliminated duties on about 60 sercent 	its industrial 
imtorts from the EC in five stages by Jan. 1, 1980. Duty-free treatment for 
the remainder of industrial imPorts was originally scheduled to be phased in 
by 1985, with two sossible 2-year extensions granted to Israel at specific 
stages. Israel has asked for both of these extensions and will eliminate 
duties on all EC industrial Products by Jan. 1, 1389. 



Ta"oIe 1.--Summary of U.S. Trade w'th 7 srae 7 , :S82 7 / 

a-•c 

U.S. 'n7:-oorts from Israel: 
Mtal 77 .S. '7 :sorts from Israel 	 : 	31,162,12S : 

::se: 'ree 	 : 	 640,73 7  : 	 55 
rs,r ,T 2 .-...-,,, 	  
',":,- W,:.-...‘. w...'...G.:: 	 : 	 ;412,036): 

:-.1, c-.. 	4- --,... 	  ..„.... --- 	 : 	 403,478 : 	 35.  

...V 

U.S. exports to Israe: 
70'7a 7  U.S. exports o us:...eu 	 : 	$1,528,752 : 

L o. -,c c_.Q 	 : 

	

 '''- ,0)0,0 : 	 22  
KT.N7 dutiable 	 : 	 354,003 : 	 23 
GS? understandins 	 : 	 354,000 : 	 23 

less OS P understanding-  

	

;1;8,000: 	 13 
Tota.:,_ unbound "mo-orts 2/ 	 ^,, . 

	

. 	 45 
free and dutiable: 

li :Figures exclude military trade. 
2/ Israel estimates a-Doroximately 3. 400,00.0 in the U.S. aterral products 

entered Israel d7 . ty free n 1SS3 	gove-rment -ourchase. 

Source: U.S Congress, Hearinss beare S::077..e,. on :7,:"-ae of ..h,  
Conn_, tee on .,::ay s and :,:cans, on Pr000sed U.S.-Israel 	ee. _race Area, May 22 
and June 13 and 14, 1334, Serial 3S-72. 

✓etwer Eu".00,ean and U.S. -goods would have cont'nue-', 	'ncrease 
ove,--  the 	'ew years as "'nal Israel tar'f" concess'ans to 'he EC are 
ohased 'r. -he 77 . w'Il sive 	-oro --", ucers the ^o -oortunty to ^ornete on an 

bass w'th EC 	 o,-oducers 'n the Israel mar ,tet. 7his is 
particularly imoortant for U.S. 7oroducers cf in 	ecuioment, 
high-techrsolosy -oroducts, and consumer soods. 1/ 

An advantase the U.S. agreement wil have over that o" the EC is that t 
includes not just manufactured :goods, bu:t also asricultural oroducts, 
services, and ivestments. At present the most significant dutiable U.S. 

Isra=1 are 	 Foods a's,d 	 1<raft 
?a?er, synthetic yarns, automated data -arocessins machines, fasteners, medical 
apoaratus, and controLlins instrments. ;See apo. tables A-1 and A-2 for 
lead'7.g 'tams of trad-. between the Unted s...atea and Israel. 

7/ Statement of Do 	S. C000er, ss'stant 	before the Subcomm 	 on 
rade, House 1;Tays and :-Eeans 	 s-". United S'. ates-israe 	ree 

Trade Area, Mar. 6, 1985. 
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lne increased trade that will occur as a result of the FTA agreement will 
be within the context of existing multilateral obligations of both Israel and 
the United States; existing U.S. antidumping or countervailing duty laws will 
continue to apply to :sraeli imports. While  Sections 201 and 301 of the Trade 
Act of 1974 also will mot be affected by the FTA, the agreement does sPell 
the conditions under which duties can be aPplied as a result of escape clause 
actions. 

Overview of the ?TA Lgreement 

The agreement consists of a preamble, 23 articles and 4 annexes. 

Staged elimination of import duties 

The major purpose of the agreement is elimination of customs duties 
between the two trading partners. This will be accomplished according to 
several principles: (1) all commercial products are covered by the agreement; 
(2) duties on a limited number of import sensitive goods will oe phased out, 
in stages, over Len years; (3) on most industrial products, U.S. goods w;ll 
receive equal treatment with products rrom the EC, and (4) Tsrae:_ w1 7  reman 
eligible for GSP until all stages are implemented. 

In determining the categories, both countries considered the import 
sensitivity of individual Products during the negotiations. From the U.S. 
perspective, in general, those products for which no particular sensitivity in 
the context of U.S. bilateral trade with Israel was found were placed in 
category I. Those products for which there may oe general sensitivity in the 
United States, out which are not likely to be produced competitively in the 
short term in Irael are, in most cases, in category :I, with duties to be 
eliminated by 1989. 

Products that are more import-sensitive than those in category 	but 
that were not specifically identified by the USTR (based on information 
provided by the Commission) as most sensitive, -  are in category 7 1 7 . 7 / 
Category III products include texti , es and apparel, certain horticultural 
products (such as artichokes and avocadoes), and certain bromine comPounds. 
Finally, those products identified by the USTR as most sensitive are in 
category IV, or the - freeze" category. The USTR identified 7 categcries .ef 
most-sensitive products: certain categories of olives, dehyrated onions and 
garlic, citrus fruit juices, cut roses, certain bromine Products, and certain 
gold jewelry. 2/ Israel's list of most-sensitive items includes garlic, 
olives, dates, grapes, apples  and apricots, unmanufactured tobaceo, certain 
dairy products, refrigerators, refrigeration ecuipment, aluminum bars, and 
radio-navigational equipment. 3/ The Phasing out of customs duties will be 
accomplished by January 1, 1995, according te the four categories of products, 
each of which will follow a different staging pattern: 

1/ In 1984, the Commission conducted a study to determ ine the Probable 
economic effect of providing duty-free treatment for imports from Israeli on 
industries in the United States producing like or directly comPetve 
articles and on consumers. The results of this investigation were transmitted 
to the USTR but the study itself remains confidential. 
2/ Statement of Assistant USTR, Doral S. Coeper before the House Ways and 

Means Committee, on U.S.-Israel Free Trade Area Agreement, March 6, 1985. 
3/ Office of U.S. Trade Representative. 
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Category I--Duties on products in this category will be eliminated 
immediately upon implementation of the agreement. 

Category II--Duties on products in this category will be eliminated by 
January 1, 1989. Category II products will fall into 3 groups: (1) 
products on which Israeli duties on imvorts from the EC will reach zero 
by 1989, (2) the majority of products on which U.S. duties will be 
reduced as a result of Tokyo Round Multilateral Trade Negotiation MTN) 
concessions; and (3) all other products in category II. When the FTA is 
implemented, Israeli duties on products in the first group will be 
reduced to the level of duties applicable to goods from the EC. 
Simultaneously, U.S. duties on products in the second group will be cut 
to the final Tokyo Round rate. Duties on products in the third group 
generally will be cut by both countries by 20 percent. These rates will 
then become the base rates for duty reductions of 60 percent on 
January 1, 1987, and 60 percent on January 1, 1989. 1/ 

Category III--Duties on products in this category will be eliminated, 
in eight steps, by January 1, 1995. A reduction of 20 percent will 
become effective upon implementation of the FTA. Reductions of 
10 percent will be made on January 1 of each of the following 5 years. 
On January 1, 1992, a 20-percent reduction will become effective, and the 
final reduction of 10 percent will be made on January 1, 1995. 2/ 

Category IV--Products in this category have been identified by both 
countries as most sensitive within the context of the agreement. Duties 
on products in this category will remain unchanged until January 1, 
1990. Before that date, a formula for reducing tariffs will be devised 
following receipt of advice from the relevant industry groups and 
government agencies. Duties on these products will be eliminated by 1995. 

Table 2 summarizes the value and percentage of trade to be liberalized in each 
stage of duty reductions for both the United States and Israel. Thus,for the 
United States, the cumulative value of trade to be liberalized under the 
agreement (based upon 1982 trade) is $515 million. For Israel, the cumulative 
value of trade to be liberalized is $1,278 million. 

Other key provisions of the agreement 

In addition to establishing a tariff regime (described above) different 
from that contained in the U.S. concessions under GATT, the FTA contains other 
provisions which differ from existing provisions in the GATT that would 
otherwise apply. 

1/ For example, the reduced duties for item TSUS 100.35 (asses and burros) 
are as follows: Sept. 1985--12 percent; Jan. 1, 1986--12 percent; 
1987---4.8 percent; Jan. 1, 1989--duty free. 

2/ For example, the reduced duties for TSUS 300.60 (yarns of cotton) are as 
follows: Sept. 1985--9.6 percent; 1986---8.0 percent; 1987--6.5 percent; 
1988---5.4 percent; 1989--4.3 percent; 1990--3.2 percent; 1992--1 percent; 
1995--duty free. 
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Table 2.--Trade in each stage of duty reductions 

Stage 
U.S. imports 	 Israeli imports from 
from Israel 	• 

	

. 	the United States  

Value 

	

: Share of : 	
Value 	

. 	Share of 
. 	total : 	 : 	total 

 

 

1,202 	: Percent : 	1,000 	: _......__ 
dollars : 	 dollars 	: 

I.  Immediate 	  : $414.7 : 80.5 : $670.8 : 52.5 
II.  1989 	  : 27.8 : 5.4 : 402.8 : 31.5 
III.  1995 	  : 4.7 : 0.9 : 39.5 : 3.1 
IV.  Freeze 	  : 67.9 : 13.2 : 164.4 : 12.9 

Total 	  $515.1 : 100.0 : $1,277.5 : 100.0 

Source: Statement of Doral S. Cooper, Assistant USTR, before the House Ways 
and Means Committee, Hearings on United States-Israel Free Trade Area 
Agreement, Mar. 6, 1985. 

Safeguards (art. 5) 

Either country may take action if imports from the other threaten serious 
injury to domestic producers. U.S. laws providing remedies against unfair 
trade practices, for example, and antidumping and countervailing duty laws 
remain unchanged by the FTA. 

Infant industry Cart. 10) 

This provision limits Israel's right to apply protective measures to 
benefit infant industries. The FTA allows Israel to impose customs duties 
until 1991 on goods not produced in Israel when the FTA is implemented. The 
duties may not exceed 20 percent and, 2 years after imposing the duties, the 
tariffs on U.S. products must be reduced by at least 5 percent per year. All 
duties must be eliminated by January 1, 1995. 

Balance of payments (art. 11) 

Both partners may exercise their GATT right to take temporary measures 
when threatened by a serious balance-of-payments situation. The FTA limits 
this right, however, by requiring consultations with the partner and by 
putting strict limitations on the use of quantitative restrictions and other 
measures such as import deposits and surcharges. 

Areas also covered by GATT codes  

The FTA agreement addresses three trade issues that are the subject of 
GATT codes: 

o Subsidies (annex 4).--Israel will eliminate its export subsidy 
programs within 6 years and will accede to the GATT Subsidies Code. 
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o Licensing (art. 12).--The agreement restricts the GATT right 
require import licenses, but it does permit licensing in certain 
instances, for examPle, to Protect public safety or Lc enforce 
standards. Both countries will submit, and update as necessary, their 
list of imports subject to licensing. 

o Government procurement (art. 15).--3oth countries are parties to the 
GATT procurement code that Provides for the waiver of "buy nat;ora7" 
restrictions on a reciProcal basis Crf 	a variety of Purchases. Under the 
FTA, the United States and Israel agree to a further elimination of 
government procurement related trade restrictions. Thus, the FTA will 
allow Israeli and U.S. suppliers to compete with domestic companies on 
certain purchases by lowering the threshold for application of the GATT 
code from 1 56,000 to $5C,000. Israel also agrees to eliminate "buy 
national" restrictions with regard to Purchases of nonmilitary products 
by its Ministry of Defense and to relax the offset requirements on 
civilian government purchases. 

New b'latera' rights and obiligations  

The 17 T:7 provides for certain new bilateral rights and obligations: 

o New trade restrictions (art. 4).--This article provides that no new 
trade restrictions may be a? led. bilaterally except as permitted by the 
L77,2  or GA.T7 . 

o Agriculture ;art. 6).--The FIA calls or opening markets for 
agricultural products while recognizing.  the necessity of retaining 
certain restrictions. Agricultural Products are therefore in 	 in 
the agreement, but restrictions based on agr icultural policy 
considerations can be maintained. Both countries will publ ish cuotas for 
the importation of Products subject to these restrictions. 

o Kosher Laws (art. 8).--israel has the right to impos e , on the 
principle of national treatment, import restrictions for the PurPos ,,  of 
its kosher laws. 

o Export recuirements (art. 13).--Most issues of interest to investors 
are c,, rreniy covered by the Un i ted States-Tsrael 7reaty of rerierdsh;p, 
Commerce and Navigation (FCN): for example, equal treatment under the 
law with domestic investments, and expropriation only for public purposes 
and with compensation. Under the agreement, all rights and obligations 
of the FCN remain; however, the FTA sPecifically stipulates that 
requirements to export or Purchase domestic goods and services will not 
be a condition for investment or for receiving investment incentives. 

The agreement also includes provisions that create consultation 
mechanisms, set out rules of origin, encourage cooperation, and reaffirm 
bilateral and multilateral trade commitments. 
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o Services (art. 16).--Services are covered in the FTA by a "Declaration 
on Trade in Services." Under this provision, both parties only agree 
that they "recognize the imoortance of trade in services and the need to 
maintain an open system of services exports which would minimize 
restrictions on the flow of trade between the two nations." Although 
this declaration is not legally binding, both sides have agreed to 
continue talks under the FTA umbrella to strengthen their commitment to 
free trade in services. The FTA is the first trade agreement ever 
negotiated to explicitly cover a full range of trade in services. The 
agreement commits each partner to work toward ooening its markets to the 
other's service industries and to provide the same treatment as is given 
domestic companies. The FTA also seeks to make information on laws and 
regulations affecting services open and readily accessible. 

o Rules of origin (annex 3).--To qualify for FTA treatment, oroducts 
must be of U.S. or Israeli origin. The rules of origin governing 
products eligible for FTA benefits are similar to the CBI rules: the 
product must be imported directly from the exporting country and contain 
at least 35 oercent local value added. U7 to 15 percent of the 
35 percent can originate in the importing country. Products that are 
merely packaged, combined, or diluted in the exporting country are not 

o Consultation and disoute settlement (art. 17).--A Joint Committee, 
chaired by the United States Trade Representative and the Israeli 
X;nister of Industry and Trade, will be established to oversee 
mo 7 ementation of the FTA, to hold consultations, and to review the 
declaration on services. It will also provide a mechanism for the 
rescIution.of bilateral disputes. If at any time either partner believes 
that the disoute orocess has not resulted in a satisfactory solution to a 
d;soute, they retain their right to retaliate by withdrawing concessions 
• terminate 	agrement. 





CHAPTER II  

THE GENERAL AGREEMENT ON TARIFFS AND TRADE 
AND THE TOKYO ROUND AGREEMENTS  

INTRODUCTION 

In 1947, the General Agreement on Tariffs and Trade was formed to advance 
free market principles based on the concepts of nondiscriminatory treatment 
and liberal market access in trade among nations. It is both a multilateral 
agreement and an organization. 1/ Successive reforms have molded the GATT 
into a comprehensive set of rules governing most aspects of international 
trade and a forum to address disputes among trading partners. 2/ Seven rounds 
of multilateral trade negotiations, under the auspices of GATT, have 
significantly lowered world tariff levels and have accompanied a ninefold 
increase in the volume of international trade. 

Among the results of the 1973-1979 Tokyo Round negotiations are six 
agreements establishing rules of conduct governing the use of nontariff 
measures and three sectoral agreements to liberalize trade in civil aircraft, 
bovine meat, and dairy products. Nontariff barriers (NTB's) were perceived by 
both the United States and its trading partners as the greatest obstacles 
remaining to the expansion of international trade after the tariff cuts of the 
Kennedy Round. For this reason, these agreements are frequently considered 
the most significant accomplishments of the Tokyo Round. 

GATT ACTIVITIES DURING 1984 

The GATT pursued work on a broad array of trade topics in 1984. 
Discussion on a proposed new round of trade negotiations intensified and 
activities on the work program outlined in the 1982 Ministerial Declaration 
continued. 3/ In order to assist the reader in understanding the content of 
this chapter, the chart in figure 1 presents the organizational structure of 
the GATT. 

1/ The original framers of the GATT envisioned formation of a body called 
the International Trade Organization to complement the trade agreement. This 
proposal failed, however, so the acronym of the agreement has commonly been 
used to refer to the organization administering it and to the whole of 
trade-related activities carried out under its auspices. The term General 
Agreement refers solely to the actual legal document. 

2/ The most recently negotiated tariff reductions are contained in the 1979 
Geneva Protocol and the Supplementary Protocol, the major part of which are 
implemented through annual staged duty reductions that started Jan. 1, 1980, 
and will end on the same date in 1987. Prominent among the numerous 
deviations from this process are (1) U.S. and EC textile and steel 
concessions, given six stages which began Jan. 1, 1982, and (2) Japan, whose 
regular annual reductions occur Apr. 1 of each year. 

3/ For a lengthy description of the 1982 Ministerial-level session of the 
GATT Contracting Parties, see the Operation of the Trade Agreements Program, 
34th Report, 1982, (United States International Trade Commission Publication 
1414, 1983, p. 14). 
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Cort"-act; 

Administration and governance of the GATT are conducted by the 
Contracting Parties (CP's) and the Council or Representat;ves (the Coun'' 7 ). 
'77' he CD's meet annua 71-y o oversee the operation and e'i7 -ect;or 	GA:: V   This 
annual session is a forum for review of GATT activities p_ ursued during the 
preceding year and for decisions on work for the following year. In the 
interim, the Council oversees virtually all GATT activities and acts on behalf 
of the CD's on both routine and urgent matters. Proposals that 
part 7 cularly controversial, as well as those in the formative stage, are  
d-baied at Council meetings untilnsensus on a course of action is reached. 
Work is then parceled out to co=ittees or specially created bodies. 

At the 198/! annual session, the CF's adopted decisions on the future 
course of GATT action on a number of issues related to the 1 982 Y1 7 n;s'er;a 7 

 Declaration, most notably services, counterfeiting, and 6;spute settlement. 
Also, the CF's approved the report of the working party established to examine 
the U.S. request for a waiver of its obligations under article II of the 
GATT. Toe waiver would allow toe United States to give preferential duty-free 
treatment to certain Caribbean nations. Dur;ng 1 984, the Counc;1 also 
directed the bulk of its attention toimplementation of the YInisterial work 
program. In November 1984, China was granted observer status to attend 
Council mee Ines. 

U.S. Caribbean Basin in 	waiver request 

In November 1983, the CP's set up a working party to consider the U.S. 
recuest for a waiver under article XXV:5 1/ permitting duty-free treatment of 
certain goods to be imPorted from designated Caribbean countries. This waiver 
would authorize preferential duties under the Caribbean Basin Economic 
Recovery Act, commonly referred to as the Caribbean Be.=';n Tnitiative, aimed at 
revitalizing the economies of designated countries through traee, tax, and 
assistance measures. The act went into effect in January 198 2:. The waiver 
was requested for the life of the C3I program, which exbires Sebtember 30, 
1995. 2/ 

At its November 1984 meeting, the Council considered the working barty's 
report and a draft waiver designee to encourage transparent implementation of 
the act and to ensure that the GATT rights of other CP's would not 5e 

1/ Art. XXV addresses joint action by the CP's and provides that  
exceptional circumstances the CP's may waive an obligation imposed 5y the 
General Agreement if the decision is apProved by two-thirds of the votes cast 
and that this two-thirds comprises more than half of a1 _ 	In this case, 
a waiver would exempt the United States from the obligation of granting all 
its trading partners tariff treatment on certain products equal to that 
accorded nations in the Caribbean Basin Program, as required under the GATT 
art. I provision for nondiscriminatory treatment 

2/ Toe United States argued that a waiver was fustlfied because the C3T 
p,-ogram was consistent with the 1979 Decision on Difrerent;a 1  and yore 
Favorable Treatment, Reciprocity and Fuller Participation of Developing 
Countries (the "enabling clause"). It argued further that the program woule 
neither create new barriers nor imbeee the trade of any C?' s, but Provide a 
temporary (11-year) extension of one-way, duty-free treatment to most products 
from Caribbean countries. 
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imaaired. The Council adopted the re-Port of the working party and 
forward the proposed waiver to the uPcoming  	Cm's. 

The CP's did not vote on the waiver :luring the November session. The 
usual practice was followed of subsecuently distributing ballots by airgram to 
allow for the participation of ail CF's, several of which were not 
represented at the November session. 1/ 

Trade in higTn-technology goods 

Throughout 1 984, some delegations remained cautious In their attitude 
toward the U.S. initiative for GATT work in this area. The Unitee States 
announced at the March 198 1: Council meeting at it would begin bilateral 
consultations on high-technology .rase with interested delegations in order to 
formulate the basis for discussions at i -uture Council :meet ing s . 	11-ovembr, 
the United States reiterated its concern that protectionist actions 
inloreasingly are directed at high-technology goods. While the United States 
argued that discussions on GATT apPlicability to problems of trade In this 
area are important to all GATT members, now and in the future, other members 
continued to question the urgency and priority of such eiscussions. 

Review of 6evelopmen'....s in 	 sysem 

In March 1980, the Council agreed to review eeveloPments in the trading 
system at special sessions held during the year. This year, the Council held 
two such meetings, in :arm to monitor implementation of provisions of the 1932 
Ministerial Declaration calling on member nat i ons to resist protectionist 
pressures. 2/ . These reviews are also linked to efforts to i=ove the 
availability of information on national trade polc;es and measures. 
1984, the Secretariat exaandee its rePorting 
review—including information on nonnotified trade measures such as voluntary 
export restraints. 3/ 

During the 198'; reviews, some delegations warned that a _rend toward 
bilateralism is evident in the increasing resort to bilateral trade 
agreements. Growing frustration with the multilateral system was noted, along 

1/ By Feb. 15, 1985, results of the vote had been counted and the CP's had 
agreed to grant the U.S. waiver recuest. 

2/ Par. 7(i) of the Ministerial Declaration 	C'D's to undertake 
individually and jointly "to make determined efforts to ensure that trade 
policies and measures are consistent with GATT principles and rules ane 
resist protectionist pressures in the formulation and implementation of 
national trade policy and in Proposing legislation; and also to refrain from 
taking or maintaining any measures inconsistent with GATT and to make 
determined efforts to avoid measures which would :Limit or distort 
international trade. -  
3/ Under regular GATT procedures, members are responsible for not''y'ng GATT 

of their own national measures, and in some cases they notify measures of 
other members that affect international trade (also known as ---ss-
notification). Prior to 1983, the Secretariat only catalogee information 
contained in these notifications. 
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with greater use of grey area measures. 1/ Some GATT members also complained 
that major trading partners were taking measures that could be interpreted as 
departures from multilateral obligations. Among the measures noted in such 
complaints were certain elements of the U.S. Trade and Tariff Act of 1984, a 
new EC instrument on unfair trade practices by third countries, Japanese 
measures on imports of leather, and EC measures on butter sales. 

Observer status at Council meetings 

In 1984, several countries applied for observer status at Council 
meetings. This action has been considered a precursor to formal application 
for membership in the GATT; however, since few countries granted observer 
status have made serious moves toward applying for full membership, 
discussions were held throughout 1984 on the status and role of observers. 

El Salvador, Costa Rica, Algeria, and the People's Republic of China 
were granted observer status in 1984. The People's Republic of China first 
requested observer status at the November 1983 Council meeting stating that 
the request was without prejudice to its position regarding its legal status 
vis-a-vis GATT. China's accession to the textiles agreement in 1984 is an 
indication that it is seriously considering applying for full GATT 
membership. Algeria is a country to which GATT rules are applied on a de 
facto basis; thus, the status of its request differs from that of other 
requests in that it may formally accede to the GATT through a simple 
notification procedure. 

Implementation of the Ministerial Work Program 

In November 1982, the CP's met in a Ministerial-level session (the GATT 
Ministerial) and adopted decisions on a wide range of trade issues. These 
decisions were issued in a Ministerial Declaration that mandated an ambitious 
program of work. Progress toward concrete measures on a number of Ministerial 
topics has been impeded by lack of consensus among GATT members on setting 
priorities and on determining the best course of action. Accounts of 
activities on some of the leading Ministerial topics follow. 

Safeguards 

According to the 1982 Ministerial Declaration, a comprehensive 
understanding on safeguards, often referred to as a proposed Safeguards Code, 
was to be presented by a Safeguards Committee to the meeting of CP's in 
1983. 2/ This goal went unfulfilled in both 1983 and 1984. The mandate of 
the Safeguards Committee was extended for yet another year. 

1/ Grey area actions, though not precisely defined in GATT discussion, are 
generally agreed by CP's to be actions affecting trade that do not currently 
come under the scope of GATT rules or whose application to GATT rules is 
ambiguous. These actions comprise bilateral arrangements such as voluntary 
export restraints or orderly marketing arrangements that have quantitative 
limitations, surveillance systems, price undertakings, or export forecasts. 
Also included are industry-to-industry arrangements and unilateral actions. 

2/ The Ministers directed that the understanding on safeguard actions should 
address such issues as transparency, coverage, criteria for defining serious 
injury and threat thereof, notification, consultation, surveillance, 
compensation, retaliation, dispute settlement, duration, phaseout, and 
structural adjustment. 
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In spite of ongoing discussions, the CF's have been unable to narrow 
their differences on a number of central issues. Disagreement as to whether 
safeguard measures should be applied selectively has not been resolved. Also, 
the coverage of grey area measures continued to be a major obstacle to 
finalizing the agreement. Most CP's expressed disappointment that the code on 
safeguards had not been completed, citing safeguard measures as a prominent 
means of circumventing principles and obligations of GATT. Despite universal 
agreement on the need for a safeguards code, wide disagreement persists over 
some of the fundamental concepts involved. Specific provisions of a code 
would require continued negotiations among GATT members. 

Services 1/ 

In 1984 the United States was once again unsuccessful in procuring the 
establishment of a working party on trade in services. The 1982 Ministerial 
had invited interested CP's informally to submit national examinations of 
problems in different service industries and to exchange and review the 
information among themselves. The U.S. report on services was completed and 
submitted to the GATT in 1983. By the end of 1984, 13 national studies had 
been submitted. 

At the 1984 yearend session of the CP's, the U.S. desire to include 
services issues under the GATT framework was resisted by the developing 
countries. Out of the debate, an agreement to discuss these issues more 
formally within GATT was extracted. The Secretariat has been directed to 
provide support for the exchange of information and to report developments to 
the Council. 2/ The CP's agreed to review the results of the examination at 
the next session, in November 1985. 

Trade in counterfeit goods 

As directed by the Ministerial Declaration, the GATT has continued to 
explore whether joint action to address problems of trade in counterfeit goods 
within the GATT is appropriate and, if so, what action could be taken. After 
prolonged discussion, agreement was finally reached in November 1 983 that the 
GATT Secretariat would undertake a study of problems in this area. 3/ A draft 
of the study was circulated in July 1984 to serve as a basis for further 
informal discussions. 

At their 1984 session, the CP's agreed to establish a group of experts to 
examine the Secretariat document and any other information submitted by 
interested parties. The group will include a representative from the World 

1/ For further analysis of services trade issues, see the services section 
in chap. III. 
2/ The first formal exchange of information on services took place in 

February 1985. 
3/ To investigate questions of GATT jurisdiction in the area of 

counterfeiting, the GATT Director General held consultations on trade in 
counterfeit goods with the Director General of the World Intellectual Property 
Organization (WIPO) in early 1983. It was agreed that the two organizations 
would cooperate in any undertaking. Although some CP's remain unconvinced, 
most agree that GATT does have competence concerning the trade impact of 
counterfeit goods that does not conflict with W1PO jurisdiction. 
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Intellectual Property Organization (WIPO and is to report to the Council by 
November 1985. Althongh counterfeiting is generally recognized as a problem, 
progress has been incremental since some delegations are not convinced that 
the topic warrants high-priority treatment in the GATT. 

Exchange rate fluctuations and their effects on trade 

In 1984, the International Monetary Fund (IMF) completed a study on this 
topic as a result of consultations between the GATT Director General and the 
Managing Director of the IMF. 1/ GATT members had requested the study as 
background for further discussions. Some delegations expressed disappointment 
that the study did not shed as much light as was hoped for on key questions 
raised by GATT members. The GATT had sought to focus on the possible effects 
of erratic exchange rate fluctuations on trade of small and developing 
countries, on decisions of small traders, and on trade policies. However, the 
IMF study claimed that little evidence has been found to show a statistically 
significant relationship between exchange rate variability and trade and 
suggested that floating exchange rates have facilitated global adjustment in 
international trade and payments. In November, the C?'s agreed to keep the 
issue under consideration and urged the IMF to consider these factors in its 
ongoing review of the monetary system. 

Problems of trade in natural resource products 

As directed by the 1982 Ministerial Declaration, the Secretariat has 
undertaken background studies of trade problems in certain natural resource 
Products. These studies have examined the relevant tariffs, nontariff 
measures, and other 'actors affecting trade. Studies on lead and zinc were 
completed in 1983 and a wonking party was set up to begin review of the 
studies. In 1984, the Secretariat completed studies on copper, fish and 
fisheries products, and forestry products and forwarded these to the working 
Party. Studies on tin, aluminum, and nickel are scheduled for completion in 
1985. Once the working party has revised the completed studies, the Council 
will examine the results with a view to proposing solutions. 

The progress report of the working party was adopted at the 1984 session 
of the CP's. In this report, the working party stated that it was unable to 
reach substantive conclusions at this time. Some of the areas of concern 
pointed out in the report include the exclusion of certain natural resource 
tariffs from the Tokyo Round tariff cuts, non coverage or coverage limitations 
of natural resources in certain GSP schemes, licensing, certificates of 
Origin, tariff escalation 2/, certain customs formalities, quotas, 

1/ The study has been published as IMF Occasional Paper Mc. 28, Exchange  
Rate Volatility and World Trade,  Washington, D.C., July 198/i. 

2/ Tariff escalation refers to tariff structures in which duties rise with 
respect to increasing levels of processing. Accordingly, when duties are 
higher on particular manufactured goods than those on the semiprocessed 
inputs, and when duties on the semiprocessed products are higher than those on 
the raw material inputs, processing industries of importing countries can gain 
substantial protection even with a small degree of tariff escalation. 
Developing countries argue that growth of Processing industries in countries 
pnoviding raw materials is thus discouraged. 
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and certain technical standards. The working party will continue discussions 
during 1985 in order to draw up its final conclusions. 

Quantitative restrictions and other nontariff measures 

During 1984, the Group on Quantitative Restrictions and Other Nontariff 
Measures completed an inventory of existing quantitative restrictions and 
nontariff measures, which includes information describing the basis for these 
measures and their conformity with GATT provisions. The group's work program 
had been broken down into three stages. The first stage consisted of 
compiling documentation from CP's for the inventory. In the second stage, the 
group will conduct a detailed review of these measures throughout 1985. 
Finally, the group plans to present findings and conclusions to the CP's when 
the review is completed. 

Detailed review of information on quantitative restrictions and nontariff 
measures collected from all CP's began in December 1984, thus marking progress 
into stage two of the group's work program. Collection of further information 
will continue concurrently in an effort to improve the quality and uniformity 
of information already submitted. In its 1984 progress report, the group 
noted that intensive review will be undertaken before presenting findings to 
the CP's. 

Dispute settlement procedures 

in February 1984, the Director General, in the course of delivering a 
report on the status of panels, noted some of the longstanding difficulties in 
expediting dispute settlement. These problems included (1) disagreement on 
panel members, (2) failure of parties to observe agreed deadlines for 
submission of information, (3) postponement in adopting panel reports, and (4) 
slow action on implementing panel recommendations. In an attempt to remedy 
certain of these problems, the CP's adopted a proposal to improve timely 
formation of panels and to encourage adherence to panel deadlines for 
submission of information. Other proposals on surveillance of implementation 
of panel recommendations and on recourse by parties when recommendations are 
not fully implemented will be considered further by the Council during 1985. 

Work on the Committee Agendas 

The Consultative Group of 18 

The Consultative Group of 18 (CG-18), whose functions are similar to that 
of a steering committee, provides a smaller and more manageable forum than the 
Council, one in which important issues can be addressed in greater depth. Its 
mission is to assist the CP's in formulation and implementation of GATT 
policies, to identify actual or potential threats to the trading system, and 
to discuss other broad and general issues, particularly those relating to 
international economic adjustment. Its membership, consisting of both 
developed and developing country members, rotates annually. 1/ 

1/ The CG-i8 was established on a temporary basis in 1975 and made permanent 
in 1979. During 1984, the following countries were members of the CG-18: 
Argentina, Australia, Brazil, Canada, Colombia, Czechoslovakia, EC for member 
states, Egypt, India, Japan, Nigeria, Pakistan, Spain, Sweden, Switzerland, 
Thailand, the United States, and Zaire. 



During 1984, the CG-18 considered the 1=act of subsidies on world trade, 
structural adustment, the trade-monetary relationshi7:, and the proliferation 
of countertrade. Concerning subsidies, the group observed an increas;ng 
g7OWt.:h and abuse of their use. Observations of the members of the CG-18 
regarding subsidies were forwarded to other committees, such as the one on 
trade 4 n agr'cuLture, that are examining the issue. :n review of discussions 
heL w;_th the 	3ank and the IHF, the grog_ -',.) observed that to facilitate 
re7a=7ment of debts and the 7rooess of economic deveLo7pment, developed 
CO:74 'S = ave a res -oons'b'i'ty to lberals developing countries' access to 

markets . 7,eactne tc -.Problems of structural ad;.lustment, members of the 
whhor 'he GS.7-  should assume any o"Perational ro...e with 

';_C trade adjustment -Policies. Finally, the group reviewed an informal 
=,-=,rt or countortr 	_-,...e„,a_ ,==d by the Secretariat. 

The Comm ittee on 7 '-ade 	,2.grcu7ture, called 	in the 1987 Ministerial 
Declaration, was set u -.; to assess the effect of subsidies and other barriers 
to agricultural trade ;many of which are considered by GATT members to be 
Legtimate rights under the General Agreement). 1/ This assessment was 
carried out through the consideration of GATT members' submissions describing 
their agr'culture-related measures. The Committee examined agricultural trade 
measures affecting market access and sulles, related subsidies and other 
forms of export assistance, and agricultural measures ourrently in force under 
exce7-,ti^ols C)7 derogations tO, the Genera 7 Agreement. 2/ 

The 'ork of the Committee has been carried out in several phases. During 
1934, the Committee examined those measures affecting trade in agriculture 
that GATT members had identified in 1983. At its March :984 meeting, the 
Committee reviewed the conclusions of a Secretariat report highlighting the 
important aspects emerging from the examination phase of its work, 

clso, the Committee examlned in 1984 the oTperation of the General 
Agreement regarding subsidies and other forms of export assistance. Towards 
the end o' 1S34, the Secretariat prepared draft recommendations on 
contr-versai s?,rcultural trade issues. After a series of informal 
consultations, the Committee agreed on toe particular recommendations to be 
forwarded to the GATT Council and the CF's at yearend. The recommendations 
were formally ado -oted by the CP's In Yovember. Among them was one urging that 
al _  	 ex-aort subsidies, be 	within the purview of 

rules and that the existing framework of rules on agricultural trade be 

-_/ The effect of subs'dies was ons of the most difficult issues confronted 
by Me com-atee in 7 984 for two reasons. First, initial work on agricultural 
subs'des and other forms of ex'Port assistance revealed that although these 
measures were controversial, their exact impact on trade was difficult to 
assess. An ecually difficult issue concerned varying interpretations and 
so'Plications by members of GATT provisions regarding subsidies to the 
agriculturesector. 

2/ Arts. XI, XV:, and XVII, as well as waivers and -grandfather -  clauses 
accession to the GATT), have been ?resented 

4-7ecu.ntiv 	=bars as fustification for agricultural restrictions. 



concessions 

i!lt its ;nceot;on in 1980, the Committee on Tariff Concessions was 
assigned responsibility for managing tariff matters. According to this 
manda'- e, the Committee suoerv;ses the ;mo 7 emertat;on and ma intenance of 
schedules of tariff concessions annexed to the GATT. The Committee also hosts 
discussion on any tariff related questions raised by members. In addition, 
the Committee oversees certain asoects of the ✓reoarations for implementation 
of the new tariff nomenclature known as the Harmonized Commodity Description 
and Coding System (the Harmonized System). 1/ 

Reoorting on rogress during 1 984, the Chairman of the Committee said 
that submission of looseleaf schedules, a system designed to keep tariff 
concession information uo to date, had advanced slowly. Questions regarding 
the legal status of looseleaf schedules have also remained on the Committee's 
agenda. 

:n 1984, the Secretariat under direction of the Committee, began work on 
a common data base for use in the renegotiation of tariff concessions under 
article XXVIII 2/ as national tariff schedules are adjusted to conform to the 
new Harmonized System. informal meetings during the year orovided the 
Secretariat with technical advice 07 the data base. By the end of 7984, 
several countries had begun oreoaring tariff schedules for the Harmonized 
System and exchanged the agricultural chaoters of their schedules. 

The Committee also discussed problems in evaluating compensation under 
article XXV::: for trade in new high-technology oroducts. Due to its stake in 
high-technology trade, the united States has shown interest in this debate. 
The topic was raised originally in 1933 under article XXVIII by Japan in 
reaction to EC tariff hikes on comoact disc olayers. 3/ Japan recuested a 
working oarty'on the tooic, but the Council agreed that the appropriate forum 
was the Committee on Tariff Concessions. 

Jaoan argued that the oreemotive raising of a tariff rate on a new 
roduct had much broader Lnplications than ar':- -  XXV::: alone. The issue, 
according to Jaoan, has serious trade implications for high-technology goods 
in general and raises cuestions regarding the orooer use of safeguards 
measures and the aool'catzon of standards that m'ght not be adaotable to a 
previously untraded oroduct. Although informal discussions have been 
conducted between interested oarties. no consensus has been reached. 

1/According to an agreement finalized in the Customs Cooperation Council, 
the Harmonized System has been adooted for imolementation on Jan. 1, 1987. 
For more details, see "Customs C000eration Council" in chap. 

2/ 72.:luch of the work of the Committee revolves around art. XXVII:, which 
orovides for consultation and negotiation on modifications in bound tariffs. 

3/ In this debate of importance to trade in high-technology goods (i.e. 
goods that are frequently new entrants on global markets), the central 
cuestion concerns the oroper apolication of article XXVIII to cases where the 
volume of trade in a new producthas not reached high enough levels to provide 
a quantitative basis for negotiations. In such cases, the existing formula 
for determining comoensation might not be adecuate. 
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Trade and development 

The Committee on Trade and Development (CTD) is charged with ensuring 
that issues concerning developing countries are given priority attention, as 
called for by part IV of the General Agreement. 1/ During 1984, the Committee 
continued to sponsor examinations of implementation of part IV by GATT 
members. At the their 1984 session, the CP's agreed to ask the CTD to examine 
questions related to tariff escalation and the trade of developing countries. 
The subcommittees of the CTD are charged with examining protective measures 
taken against products from developing countries, the trade problems of 
least-developed countries, and trade in tropical products. 

During 1984, the Committee continued consultations (called for in the 
1982 Ministerial Declaration) on implementation of part IV of the General 
Agreement. 2/ The consultations are designed to assess implementation and 
encourage governments to consider part IV in forming overall trade policy. 
Developed countries (including the United States, the EC, and Japan) and a 
group of developing country members of the Latin American Development and 
integration Association (ALADI--which includes Argentina, Brazil, Chile, 
Columbia, Peru, and Uruguay) engaged in consultations on part IV 
implementation in 1984. Responsibilities of developing countries with respect 
to implementation of part IV, particularly with respect to least-developed 
countries, have been stressed by the United States. Next year, the Committee 
has agreed to assess whether the consultations should continue on a regular 
basis. 

Protective measures  

Examination of protective measures taken by developed countries that 
affect imports from developing countries is carried out by the Subcommittee on 
Protective Measures. The Subcommittee functions as a forum for discussion of 
the measures notified by member countries. Results of the meetings contribute 
to the regular annual review of implementation of part IV and operation of the 
enabling clause. The Subcommittee reviewed U.S. measures regarding textiles 
in September. The representatives of some developing countries expressed 
concern with U.S. countervailing duty investigations against imports of 
textile products from certain developing countries. The United States 
,reiterated its position that countervailing duty actions were not protective 
measures, but legitimate action in response to unfair trade practices. 

1/ Part IV, added in 1969, and the "enabling clause," negotiated during the 
1979 Tokyo Round, allow special consideration of interests of developing 
countries. The enabling clause allows developing countries to receive 
differential and more favorable treatment from other GATT members with regard 
to (1) tariffs accorded under the GSP, (2) nontariff measures governed by GATT 
codes, (3) tariffs and, under certain conditions, nontariff measures among 
developing countries under regional or global trade arrangements, and (4) 
measures applied to least-developed countries, in particular. The enabling 
clause also provides for greater adherence by developing countries to the 
obligations of GATT membership, adherence that is commensurate with each 
country's level of economic development. 

2/ The first round of consultations, initiated in 1983, was held with 
Finland, Norway, Sweden, Austria, and Hungary. 
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Least-developed countries  

Work of the Subcommittee on Trade of Least-Developed Countries is 
concentrated in three areas: (1) expansion and diversification of trade of 
least-developed countries, (2) strengthening of technical cooperation 
regarding trade, and (3) integration of these countries into the GATT trading 
system. In 1984, the Subcommittee continued a series of consultations between 
interested least-developed countries and their trading partners. Tanzania and 
the Central African Republic were also asked to present information concerning 
their trade problems to the subcommittee. 

Tropical products  

Responsibility was assigned to CTD to follow up on the Ministerial 
Declaration and the initiation of consultations and negotiations on trade in 
tropical pr7)du.':..s. 	17.e aim of the consultations is to liberalize trade in 
processed, semiprocessed, and unadulterated tropical products. During 
meetings held in 1984, many developing countries expressed their 
disappointment with the results achieved so far in the field of tropical 
products. They claimed that market access was still hampered by tariff 
escalation, quantitative restrictions, and other nontariff measures. 

Textiles 

The Textiles Committee consists of representatives of the parties to the 
Protocol Extending the Arrangement Regarding International Trade in Textiles 
(generally known as the Multifiber Arrangement or the MFA III). 1/ The 
purpose of the Committee is to review current developments under the MFA III. 
Two subordinate bodies--the Textiles Surveillance Body (TSB) and the 
Subcommittee on Adjustment--assist the Textiles Committee. The TSB was 
established to supervise the implementation of the MFA. Its functions are to 
examine all new import restrictions, whether imposed unilaterally or under 
bilateral agreements, for compliance with the MFA and to provide a forum for 
dispute settlement. The Subcommittee on Adjustment monitors both autonomous 
adjustment processes and official policies adopted to facilitate adjustment to 
changes in world trade patterns. The Subcommittee also analyzes current world 
production and trade in textiles. 

In 1984, the Textiles Committee called two emergency sessions. At issue 
were three unilateral U.S. actions: (1) changes in internal U.S. textiles 
trade policy and procedures announced in December 1983, (2) new 
country-of-origin regulations, and (3) the filing of countervailing duty 
petitions, alleging subsidization of exports to the United States, against 13 
developing countries. 

In December 1983, the President established standards to indicate when 
the import growth in a particular product category is sufficient to trigger a 
presumption of market disruption. When these standards are met, the 
Administration is automatically required to review market conditions and to 

1/ For a discussion of the MFA III, see the section entitled "Arrangement 
Regarding International Trade in Textiles" in chap. V. 
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decide whether a call for consultation is appropriate. 1/ Of concern to 
textile suppliers is the establishment of this new automatic mechanism for 
determining when market disruption has occurred for the purpose of making 
calls for restraints. Textile exporters claim that the new guidelines 
contributed to the large number of U.S. calls in 1984--over 100 calls on more 
than 20 developing suppliers, the majority of which resulted in additional 
restraint limits. 

Also, U.S. interim country-of-origin rules, effective September 1984, 
tightened the guidelines determining whether "substantial transformation" has 
taken place in a third country when parts of the final product are exported 
from another country. 2/ Designed to limit circumvention of quotas, the new 
regulations place additional restrictions on the designation of a garment as 
having been "made" in a specific place if it uses imported components in its 
manufacture. Hong Kong, the world's leading textile exporter, challenged 
these new regulations in the TSB. The TSB ruled in December that the new 
regulations "disrupted" the United States-Hong Kong bilateral accord. In 
accordance with the TSB's recommendation, the two countries have met several 
times in 1985 for consultations to resolve the dispute, but little progress 
has been made to date. 3/ 

At its regular annual meeting, the Textiles Committee conducted a major 
review of the operation of the MFA III. The Committee reviewed U.S. 
unilateral actions and discussed reports submitted by the TSB and the 
Subcommittee on Adjustment. The TSB report noted that there has been a "more 
severe application of the MFA's provisions" under MFA III and that "little or 
no headway has been made in the objectives of achieving the reduction of 
barriers and the progressive liberalization of world trade." 4/ The 
Subcommittee on Adjustment noted that the MFA stipulates that textile 
agreements should not frustrate any process of structural adjustment required 
by changes in world trade patterns. In assessing the implementation of this 
provision, the Subcommittee's report summarized and analyzed the adjustment 
processes taking place in both importing and exporting countries and concluded 
that, in general, adjustment measures taken were "in line with the objectives" 
of the MFA. 

MFA III will expire on July 31, 1986. In May 1984, a working party on 
textiles and clothing was formed "to examine modalities of further trade 
liberalization" after the current MFA has expired. The working party is 
examining, in particular, the possibility of bringing textile trade back into 
the regular GATT framework. 

if A request for consultation to discuss the possible imposition of 
quantitative limits on a country's textile exports to the United States is 
referred to as a "call." Calls allege market disruption as a result of 
textile imports. 

2/ Country-of-origin rules were published in final form by the U.S. Customs 
Service on Mar. 5, 1985. 

3/ For another discussion of the new U.S. country-of-origin regulations, see 
"Arrangement Regarding International Trade in Textiles" in chap. V. 

4/ General Agreement on Tariffs and Trade, Textiles Surveillance Body, 
"Report of the Textiles Surveillance Body to the Textiles Committee for the 
Major Review of the Operation of the Arrangement Regarding International Trade 
in Textiles 1984," p. 149. 
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In 1984, U.S. imports of textiles and apparel continued to gro -:: rapidly, 
climbing 40 percent over 1983 levels, compared with a 25-percent increase from 
1982 to 1983. Developing countries accounted for approximately three-four'ths 
of the 1984 increase. in addition, the 1984 U.S. trade deficie in textile and 
apparel products reached an all-time high of $15.4 billion, a 53-percen',„ 
increase over the 1983 record. Various reasons have been cited for this 
trend. The strong U.S. dollar has been blamed for decreasing U.S. exports and 
raising the trade deficit. U.S. or'''-'als cite the inability of the MFA 
to curb import growth. Since the MFA is both product specific and country 
specific, U.S. imports increased substantially in non-7:7A -Product categories 
and from countries not subject to restraint levels. 1/ 

Balance-of-payments restrictions 

Under certain articles of the General Agreement, members of GAIT can 
employ import restrictions to correct balance-of-payments difficulties. These 
restrictions must be monitored, however, by the Committee on Balance of 
Payments Restrictions. Although quantitative restrictions are generally 
prohibited by GATT, exemptions under articles XII and XVIII 2/ can be ay/Plied 
in conjunction with consultations with this Committee. Discussion continued 
this year on means of strengthening the consultative process and im=ving 
coordination between the GATT and international financial institutions on 
balance of payments issues. The Committee holds consultations with CP's ,Znc 
exercise restrictions taken for balance cf payments ourposes. Both full 
consultations and consultations under simplified procedures, known as 
miniconsultations, are undertaken. 

During 1984 the Committee held full consulation with Hungary, Xorea, 
Nigeria, Israel, and Portugal. Consultations under simplified procedures were 
held with Bangladesh, India, Pakistan, Yugoslavia, and the Philippines. The 
Committee observed that these countries had fulfilled their obligations 
relative to GATT procedures for balance-of-payments import restrictions. 

Consultations were held with Nigeria during March 198 4 . Nigeria was 
faced with a serious balance-of-yayments problem during the period 1982-198i: 
and had introduced trade restrictive measures to help correct the problem. 
Nigerian authorities were encouraged by the Committee to pursue policies of 
economic stabilization and diversification of production and exports as 
building blocks toward achieving a more sound external position and the 
progressive elimination of trade restrictive measures. 

1/ For a complete discussion of the MFA bilateral accords and the 	o f 

quantitative restraints on import levels, see The v, 1 1 t 4 r:ber A-ranement,  
1980-1934  (U.S. International Trade Commission, US 7-C -.25L'cat 4 on - 693 
1985). 

2/ Art. ZIT provides for the implementation of import restrictions by 
in order to safeguard the balance-of-vayments position. Such measures taken 
by them to "forestall. . . or to stop a serious decline in its monetary 
reserves" or in the case of low monetary reserves "to achieve a reasonable 
rate of increase in its reserves" are to be maintained only to the extent 
that the conditions justify their apYlication and are to be progressively 
relaxed. In addition, unnecessary damage 'to the interest of other OP's is 
be avoided. Art. XVIII provides for the terms under which developing 
countries ray take these and other measures for the purposes of develeement 
exception to normal obligations under the Genera: Agreement. 
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In May, consultations were held with Hungary and Israel. With respect 
Hungary, the Committee observed that the balance-of-payments situation had 
improved as a result of the demand management measures the country had taken. 
The Committee also noted Hungary's efforts to ease the restrictions introduced 
in 1982 and expressed optimism that Hungary may soon be in a position to 
announce a timetable for phasing out the remaining restrictions and returning 
to automatic licensing. On consultations with Israel, the Committee reported 
to the Council that Israel faced serious balance-of-payments difficulties. Tt 

noted that the policies pursued in the recent past had not improved the 
situation and that measures now being followed give priority to alleviating 
balance-of-payments problems. The Committee asked the Secretariat to clarify 
the status of the licensing measures notified by Israel and urged Israel to 
move toward establishing a time schedule for phasing out the restrictions. 

In October, consultations were held with Korea and Portugal. The 
Committee found that the Korean economy has been recovering in the last few 
years as a result of the application of sound economic policies. In 
particular, Korea has succeeded in reducing inflation, maintaining a high rate 
of growth, and lowering the balance-of-payments deficit. Korea was urged 
continue to to simvlify its import measures so as to allow for greater certainty 
and predictability in its import regime. In consultations with Portugal, the 
Committee noted imProvement in Portugal's balance cf payments in 1983 and 1984 
and expected this trend to continue through 1985 as a result of the -policy 
measures being followed. Portugal reported its actions during the year to 
reduce import surcharges and simplify import licensing procedures. The 
Committee was satisfied with the Portuguese plan to replace the present 
60 percent import surcharge by a value-added tax system to be introduced by 
mid-1985. Furthermore, Portugal intends to eliminate cuantitative 
restrictions on most products by January 1, 1986, when it joins the IC. 

Actions under articles of the General Agreement 

Emergency actions on imports (art. XIX) 

Article XIX of the General Agreement, alsoknown as the -escape clause," 
allows GATT members to impose temporary, emergency restrictive trade measures 
when actual or threatened serious injury to a domestic industry is 
demonstrated. Since article XIX provides that a concession may oe suspended, 
withdrawn, or modified only "to the extent and for such time as may be 
necessary to prevent or remedy -  the inury, the suspensions are of a temporary 
nature. ?rior notification to the CP's and consultation with exporting 
countries is required regarding the restrictive measures taken, except when 
delay of consultation would cause "damage difficult to repair." The bulk of 
article XIX actions have been taken under this exception, however, with 
consultations following implementation of the measures. The incentive for the 
notifying country to consult stems from the built-in right of affected 
countries to unilaterally suspend "substantially equivalent concessions or 
other obligations" with or without negotiations. 

In December 198, Canada notified the GATT of article XIX action 
concerning beef and veal. Under the action, a global import quota was 
established at 146.5 million pounds, or the equivalent o the 1985 minimum 
global access commitment agreed to by Canada in the Tokyo Round. The quota 
will be allocated to supplier countries according to their average 1979-83 
market shares. 
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:n 1983, the United States notified the GATT of its article XIX action on 
the importation of certain specialty steels. Discussions concerning 
compensation continued through 1983 and 1984. Following these discussions, 
the EC announced retaliatory measures including import quotas on gymnasium and 
athletic equipment, snowskis, and guns. At the Council meeting in early 
February 1984, the United States claimed that the retaliatory measures 
notified by the EC were excessive. The United States agreed that the EC had 
the right to retaliate under article XIX, unless the Council disapproved of 
such action. Although the United States did not ask the Council to disapprove 
the EC vrovosals, it did request that the Council extend the time limit to 
allow for further attempts to bilaterally settle the dispute. Stating that 
the deadline had already been extended once, the EC did not agree to the U.S. 
request for further extension. At a special meeting held in late February, 
the United States announced that high-level meetings between the two countries 
had resolved their differences concerning the appropriate amount of 
compensation. As a result, the EC adiusted its retaliatory measures which 
were implemented on March 1, 1984. 

Disvute settlement (Arts. XXII and XXIII) 

The General Azreement is based on reciprocal rights and obligations to be 
maintained in balance. When a country fails to respect a tariff concession or 
other obligation or engages in a trade practice inconsistent with the GATT 
provisions, the Agreement allows member countries to seek redress through the 
dispute settlement procedures of articles XXII and XXIII. 

Under article XXII, GATT members may engage in bilateral consultations on 
any matter affecting the operation of the General Agreement. If consultation 
does not resolve the dispute, article XXIII(1) provides for a more advanced 
stage of consultations in which the affected party makes "written 
reprezontations or proposals to the other contracting party or parties" 
concerned. When thus approached, a GATT member is required to give 
"sympathetic consideration to the representations or proposals made to it." 
7 f this level of bilateral discussion also fails, the matter is referred to 
the CF's under article XXIII(2). At this point, the usual procedure is to 
refer the dispute to a panel of individuals selected from C='s not engaged La 
the dispute. The panel members are expected to act as disinterested mediators 
and not as representatives of their governments. In 1984, the CF's also 
agreed to set up a roster of experts to serve as panelists in cases when 
disputing parties cannot agree on panel composition under the rezular 
vr-ocedures. 

After receiving information from all parties to the dispute, the panel 
first confidentially Presents its report to the disputing parties for 
comment. The report is then distributed confidentially to all CF's prior to 
presentation at a Council meeting. However, bilateral settlement among 
parties to a dispute is encouraged at every phase of the process, up until 
final adoption of a panel report by the Council. Panel reports normally 
contain suggested remedies that the CF's may choose to adopt as 
recommendations to the disputing parties. Most often, these remedies counsel 
elimination of the offending practice. If the GATT-inconsistent practices are 
not eliminated, the CP's may authorize suspension by the complainant country 
of "appropriate" concessions; this authorization is not often granted. 
According to the final paragraph of article XXIII, after such suspension by 
the complainani, the offending country also has the right (within 60 days) to 
withdraw from the GATT. 
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Consultations  

During 1984, GATT members held article XXII consultations, which are 
relatively informal, on a variety of issues. A number of the notable 
consultations involved the United States and the European Community. For 
example, the EC requested article XXII consultations with the United States on 
the U.S. measures on steel pipes and fittings. In January, the EC reported 
that a satisfactory arrangement with the United States had been reached on the 
topic. Also, the EC continued to pursue its request for examination of 
Japanese measures affecting the world market for copper ores and 
concentrates. The controversy on the U.S. domestic international sales 
corporation (DISC) law (see sec. on panel followup) may be alive again in the 
form of a debate over the recently enacted Foreign Sales Corporation (FSC) 
law. In January 1985, the EC recuested article XXII consultations with the 
United States on the FSC legislation that replaced the DISC program ruled GATT 
inconsistent by the CP's. 

Article XXIII(1) consultations are the next and more formal step in the 
dispute settlement process. Two article XXIII(1) consultations, which had not 
reached the panel (art. XXIII(2)) stage by the end of 1984, are described 
below. 

Australian complaint on the EC beef and veal regime.-- In November 1984, 
Australia recuested consultations with the European Community under article 
XXIII:l. Australia claimed that the operation of the European Community's 
beef and veal regime had impaired benefits under the General Agreement. The 
European Community informally agreed to these consultations, which were 
expected to begin before the end of the year. Although it hoped that a 
satisfactory solution could be achieved, Australia reserved its right to bring 
this matter before the C?'s again under the relevant provisions of the General 
Agreement. 

EC complaint on Chilean dairy product import measures.--in October 1983, 
the EC requested consultations under article XXIII(1) with Chile on the 
subject of minimum import prices for calculating ad valorem duties, and 
increases in specific duties in addition to ad valorem duties applicable to 
imports of dairy products into Chile. The EC felt that the measures in 
question were incompatible with the the General Agreement. Consultations held 
March 28, 1984, yielded no satisfactory solution. Since then, the two 
countries have continued; further consultations under article XXIII(1). 

Panels requested by the United States  

Canada's Foreign Investment Review Act.--In March 1982, a panel was set 
us to examine the U.S. complaint concerning Canada's Foreign Investment Review 
Act (FIRA). The United States argued that the act led to discriminatory 
sractices. The panel resort, adosted by the Council in February 198A, 
suggested that "there may be scope for adapting the administration of the 
Foreign Investment Review Act in such a way as to remove the implication that 
imported products are treated less favorably than domestic products." in 
agreeing to adopt the report, Canada indicated that implementation of the 
legislation would be adjusted so as to comply with the panel findings. 1/ 

1/ For more details of this dispute and the panel report, see the Operation 
of the Trade Agreements Program, 35th Report, 1983, p. 69. 



EC subsidies on canned fruit and .  raisins. 1i—A panel was established in 
March 1332 in resPonse to the U.S. com:olaint that the SC subsidizes the 
Production of canned peaches, canned Pears, and raisins. The United States 
argued that benefits resulting from tariff concessions negotiated on these 
products and on fruit cocktail were being impa;red and nuilicied by the
subsidies. During previous consultations, the United States alleged that the 
subsidies were causing and threatening to cause further disruption of U.S. 
exports of these Products to EC member states. Since this case tackled the 
extremely sensitive issue of EC policies on agr-al subsidies, the EC 
aPPeared to prefer a bilateral settlement. The panel report, after several 
rounds of negotiation and revision, was finally issued in July 1984. 
Subsequent attempts at a bilateral settlement also have proven unsuccessful. 

Japanese import restrictions on leather. 2/--in April 1983, the Council 
agreed to establish a panel on a U. S. complaint about Japanese leather import 
restrictions. Pressure to resolve the case bilaterally continued even 
throughout the panel phase, since Japan claimed the case revolved upon 
sensitive socia l7  and po';;^al issues. 3/ The two governments continued 
negotiations into 1984, although the panel findings were submitted to the 
Council in March. En May 1984, the GATT Council finally adopted the panel 
report. The panel concluded that Japan's quantitative restrictions on imports 
of leather v;olat Gr7"7  7- 7 =s on the elimination of quantitative restrictions 
(art. XE:', and suggested that the CP's urge Japan to eliminate its quantit,,ive 
restr'ct;ors. 

EC tariff preferences on citrus products. k/--in 1984, the report of the 
Panel examining this U.S. complaint was completed. Following a further 
unsuccessful attemPt at bilateral settlement, the report was slated for 
Council consideration in March 1585. 3/ in bilateral consultations taking 
place between October 1980 and April 1962, the United States contended that EC 
tariff references on imports of citrus Products from Mediterranean countries 
violated KFIY obligations and thus nullified and imPaired benefits to the U.S. 
of negotiated tariff concessions. The United States argued further that the 
preferences were pervasive, since they were extended to 11 Mediterranean 
countr;es and to some African, Caribbean, and Pacific countries and applied to 
9 c itrus products of interest to the United States. The preferences were 
=s';mate^: to r=sult ;n discr;minatory advantage to 85 percent of SC fresh 
orange imports, to 60 percent of grapefruit, and to 50 percent of lemon 
'7r= ,;=. 6/ The EC countered that the preferential arrangements were consistent 

7 1 See also sec. 301 of the Trade Act of 1974, in erap. V. 
2! This disPute is a continuation of a 1979 complaint filed with the U.S. 

Government under section 301 of the Trade Act of 1974 by the Tanners' Council 
of America. 3ilateraI consultations led to an understanding that took effect 
in 7 573 and exPired in March 1332. The understanding, which called for quota 
increases and improved quota-licensing procedures, proved ineffective and the 
al'otted U.S. quotas went unfilled. After further consultations with Japan 
'=a;l=c1, the sited States resorted to conciliation by a GATT panel. 

3/ Japan has not argued that its actions are consistent with GATT but that 
restrictions are necessary for socioeconomic reasons; i.e. to protect the 

economically deprived .._ass of people emPloyed in the domestic leather 
in 

4: S= ,:,  atoo -Enforcement of trade agreements and response to certain foreign 
p7,-ar.c=s -  7 	V. 

7"2-1=- pax,._ report could not be adoPted at this time as a result of EC 
opposit ion. 

6/ 7urther background on this - may be found in the Oper.at;on of the  
77-0,F,ram, 34th RePort, 1932, c. 44. 
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C. However, the united States has not carried out the sane= 
recommendations which were adostee by the CP's, arguing that it could only 
withdraw the measure within the context of solutions to its broader eispute 
with Nicaragua. 

Cases among other countries  

EC complaint on certain sractices of a Canadian provincial (Quebec)  
licuor board.--The importation, eistribution, and sale of alcoholic beverages 
in Canada is control lee by provincial licuor boards. The EC alleged certain 
practices of the Quebec liquor board, in particular a mark= to the sale price 
of alcohol, as well as other forms of restriction and discrimination, are 
unfair under GATT. As a result, the EC claimed the Quebec licuor board 
act i ons resulted in imports receiving less favorable treatment than domestic 
sroeucts. 

7n 1984, the EC conducted bilateral consultations with Canada under 
article XXIII(1) of GATT on this issue. Since no satisfactory solution was 
reached, the EC has formally recuested that the matter be referred to sanel 
settlement under article XXIII(2). 

South African complaint on Canadian (Ontario) sales tax.--The eispute 
between South Africa and Canada b 	 -' egan 'n Kay .983 when the Prov i ncial 
Government of Ontario exempted Canaelan Maple Leaf gold coins from the 
7 percent Ontario retail sales tax, but did not exempt importee 	c-ns 
from the tax. South Africa claimed that sales o the Kruggerane gold coins 
declined steadily after introduction of this measure. Extended negotiations 
between Canada ane South Africa failee to yield results. Consecuently, n 
July 1984 South Afr ica formally recuestee article XX::I() consu—ations. 
After these consultations with Canada Proved unsuccessful, South A'rica 
requested, in October, that the CP's establish a Panel under article XX 77 ::2. 

Finnish complaint on New Zealand's duties against imports of electrical  
transformers.--In February 1983, New Zealand imsosed provisional antidumping 
duties against exports of Finnish electrical transformers that Finland 
asserted were imposed imProperly. Article XXIII(1) consultations recuested' by 
7'nland were terminated by June 1984, with no satisfactory solution hav'ng 
been reached. The Finnish Government claimed that the

` 
 rovisions of 

article 	th 77 o' e General kgreement hae been violated. In September 1984, the 
Finnish Government recuested sanel settlement of the dispute. 

Follow-us on mane_ resorts adosted prior to 1984  

7rance) cuotas against certain sroducts from Hong Kong.--In December 
1981, the 7Jnited Kingdom comslained 	•(on behal' of Hong Kong; that France 
maintained quantitative restrictions not justified by any GATT provisions 
against various sroducts imsorted from Hong Kong. :n July 1983, the Courc'' 
adosted the resort of the *panel and the recommenda' - 'or that Franc . rm'nate 
the relevant quantitative restrictions. 

7Clowus on the recommendations proceeded slowly throughout 1983 and 
1934. 	 K'ngdom informed the Council in November 1983 that France 
st'll had not lifted restrictions on any of the eight affected product 
-atgor'es. :-. 7 984, the EC notif ied the GA7-7  o" art'cle XIX ;escase clause) 
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actiondigital quartz watches, one of the most important product categories 
concerned. The article XIX action provided GATT justification for 
continuation of quotas on this item; quotas on most other relevant product 
categories had been lifted by yearend. 

U.S. domestic international sales corporation (DISC) legislation.-- 
Legislation amending the DISC program and implementing an alternative designed 

• to comply with GATT provisions was passed by the U.S. Congress in 1984. 1/ 
Although the panel reviewing the compatability of the DISC with the GATT 
completed its work in 1981, followup on the panel's report continued until 
1984 due to slow progress in U.S. efforts to pass new legislation. In the 
interim, the EC had pushed for work to begin on evaluating injury and 
comnensation. Although many countries supported the EC proposal, the Council 
postponed action, arguing that the final legislation must be examined prior to 
determining compensation. The EC has now reauested consultations on the 
effects of the new program that replaced DISC. 

aegot'ation on modification of schedules (art. XXVIII)) 

Article XXVIII provides a mechanism by which a CP may modify or withdraw 
tariff concessions. The CP wishing to take this action must enter into 
negotiations not only with the party with which the concession was initially 
negotiated, but also with other parties with a principal supplying interest in 
the products concerned, and consult with other CP's which have a substantial 
interest. The article is based on the principle of compensatory adjustment in 
the tariffs on other products to maintain a balance of concessions. 2/ 
Negotiations on the adjustments to a country's GATT schedule, which will be 
necessary when it adopts the Harmonized System tariff nomenclature, will be 
conducted under this article. Its provisions are also used when a tariff item 
is generally adjusted or a product is reclassified for administrative reasons. 

During 1984, the United States continued negotiations with several 
countries that had notified article XXVIII adjustments. These countries 
included 3razil, Sweden, India, Australia, and Canada. 

Accessions to the GATT (arts. XXVI and =II) 3/ 

No new contracting parties were admitted to the GATT in 1984. The total 
numberCP's currently stands at 90. A full list of GATT membership is 
nnesented in the following tabulation. 

1/ For further details on the DISC program, see the Operation of the Trade  
Agreements Program, 34th Report, 1982, p. 39. 

2! Art. XXVIII states that "in such negotiations and agreement, which may 
include provision for compensatory adjustment with respect to other products, 
the Contracting Parties concerned shall endeavor to maintain a general level 
of reciprocal and mutually advantageous concessions not less favorable to 
trade than that provided for in this Agreement prior to such negotiations." 

3/ Art. XXVI states that "if any of the customs. territories . . . possesses 
or acquires full autonomy in the conduct of its external relations . . . such 
territory shall, upon sponsorship through a declaration by the responsible 
contracting party establishing the fact, be deemed a contracting party." 
`cations not in this category must accede under the procedures of article 
XXXIII. Art. XXXIII contains the normal procedures for accession under which 
the CP's may accept the accession of a new member by a two -thirds majority 
vote. 



56 

GATT Membership as of December 31, 1934 
Contracting Parties to the GATT (90)  

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

Republic 
Chad 
Chile 
Colombia 
Congo 
Cuba 
Cyprus 
Czechoslovakia 
Denmark 
Dominican Republic 
Egypt 
Finland 
France 
Gabon 
Gambia 
Germany, Federal 

Republic of 

Ghana 
Greece 
Guyana 
Haiti 
Hungary 
Iceland 
India 
Indonesia 
Ireland 
Israel 
Italy 
Ivory Coast 
Jamaica 
Japan 
Kenya 
Korea, Republic 
Kuwait. 
Luxembourg 
Madagascar 
Malawi 
Malaysia 
Maldives 
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 

of 	Switzerland 
Tanzania 
Thailand 
Togo 
Trinidad and Tobago 
Turkey 
Uganda 
United Kingdom 
United States of 

America 
Upper Volta 
Uruguay 
Yugoslavia 
Zaire 
Zambia 
Zimbabwe 

Acceded provisionally (1)  

Tunisia 

Countries to whose territories the GATT has been applied and which now, as  
independent states, maintain a de facto application of the GATT pending f inal  
decisions as to their future commercial policy (30)  

Algeria 
Angola 
Antigua and Barbuda 
Bahamas 
Bahrain 
Botswana 
Cape Verde 
Dominica 
Equatorial Guinea 
Fiji 
Grenada  

Guinea-Bissau 
Kampuchea 
Kiribati 
Lesotho 
Mali 
Mozambique 
Papua New Guinea 
Qatar 
St. Christopher 

and Nevis 
St. Lucia 

St. Vincent 
Sao Tome and 
Principe 

Seychelles 
Solomon islands 
Swaziland 
Tonga 
Tuvalu 
United Arab Emirates 
Yemen, People's DeMocratic 

Republic of 
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IH?LEMENTATION OF THE TOKYO ROUND AGREEMENTS 

The following section describes the implementation and operation of the 
Tokyo Round agreements (informally referred to as the MTN codes) during 1984, 
as carried out by their respective administrative committees or councils. 1/ 
The committees, composed of the signatories of each code, are charged with 
overseeing implementation of code provisions and meet two or more times a year 
on a regular basis. Meetings also may be convened in special sessions to 
address a particular problem raised by a member. The committees address 
questions on interpretation of code provisions and code-related disputes among 
signatories. The status of participation in each of the agreements, as of 
yearend, is shown in table 3. 

Agreement on Subsidies and Countervailing Duties 

The Agreement on Subsidies and Countervailing Duties, referred to as the 
Subsidies code, elaborates upon provisions of the General Agreement concerning 
the use of subsidies and countervailing duties. 2/ It sets guidelines for 
resort to these measures and establishes agreed upon rights and obligations to 
ensure that subsidy practices of one party to the agreement do not injure the 
tradinz, interests of another party and that countervailing measures do not 
unjustifiably impede trade. 3/ 

During 1984, Portugal acceded to the code, bringing its membership to 
22. 4/ On December 31, 1984, Spain ended the reservation to its code 
accession, which had allowed a phased approach to aligning certain of its laws 
wit the requirements of the code. 5/ At the end of 1984, the Philippines, 
Indonesia, Thailand, Turkey, and South Africa were considering accession to 
the code. 6/ 

1/ The Tokyo Round agreements entered into force on Jan. 1, 1980, except for 
those on government procurement and on customs valuation, which entered into 
force 1 year later. The Customs Valuation agreement, however, was implemented 
earlier (July 1, 1980) by the United States and the EC. 

2/ The formal title of the agreement is The Agreement on Interpretation and 
Application of Articles VI, XVI, and XXIII of the GATT. For a description of 
the agreement, see the Operation of the Trade Agreements Program, 31st Report,  
- 979, pp. 45-46. 

3/ if one signatory's subsidized exports cause material injury to another 
signatory's domestic industry, the injured party may either impose 
countervailing duties to offset the margin of subsidy or request that the 
exporting country eliminate or limit the effect of the subsidy. The code also 
allows a signatory to seek redress for cases in which another signatory's 
subsidized exports displace its exports in third-country markets. 

4/ See table 3 for a full listing of this code's membership. 
5/ Under this reservation, Spain agreed to introduce a value added tax to 

replace its cascade tax system by Jan. 1, 1985. Spain had asked the code 
committee to agree to extend the reservation, but in light of reluctance on 
the part of code members, Spain went ahead with withdrawal of the reservation. 

6/ Early in 1985, Philippines, Indonesia, and Turkey also joined the code. 
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Table 3.--Signatories to the Tokyo Round agreements: 
Status as of December 31, 198A 

Countries 
. 	: Gov't: 	. 	:Dairy :Customs:Import Civil :An , i- Stan-
.- 

Subsi- Bovine 
: Valu- :L roc ..,ice::-ice- :Air- :d4-.c-'dards - 	' dies : Meats :Pro- : ment : - 	 :ducts : ation : sing :craft : ;-g 

. 	. 	. 	. 

 

Contracting •  

	

. 	 . 

	

parties: 	 - 

	

. 	 • . 	 • • 
Argentina 	: Al/: 	 A 	: A 	S1/ : 	S 	• . 
Australia 	 : 	Al/ : 	A 	: A : 	. 	 A 	A 	: 	: 	A 
Austria 	: A : 	A 	A 	: 	A 	: A 	A 	A 	: A 	: A 
Belgium 	: A : 	 : A 
Belize 	 A 	 - 
Brazil 	 : A : 	 A 	A 	 Al/ : 	 : A 

Canada 	 : A : 	A 	: 	A 	: 	A 	 Al/ :A:A: A 
Chile 	 : A : 	 A A 
Colombia 	: 	: 	 A 	 • . 
Czechoslovakia 	: Al/: 	 A 	A 	: 	: 
Denmark 	: Al/: 
Egypt 	 : A : 	 A 	A 	: S 	 A 	: 1;1/   : A 
EC 2/ 	 : A : 	A 	: 	A 	A 	: A 	A 	A 	: A 	: A 
Finland 	: A : 	A 	A 	A 	: A 	: 	A 	A 	 : A 
France 	 : A : 	 : A 	: 
West Germany 	: Al/: 	 : Al/ : 
Greece 	 : S : 	 : S 
Hungary 	: Al/: 	 A 	:A 	:A: 	A 	 : A 
India 	 : A : 	 A 	 : 	Al/ : 	A 	 : A 
Ireland 	: A : 	 : A 
Israel 	 : 	 A 	: 
Italy 	 : A : 	 : S 
:anan 	 : A : 	A 	: 	A 	A 	: A 	A 	: 	A 	: A 	: 
Korea 	 : A : 	 A 	 : All 
Luxembourg 	: A :   A 
Malawi 	 : 	 Al/- 1 
Netherlands 	: A : 	 • . 	 : 	A 
New Zealand 	: A : 	 Al/ : 	A 	: A 	Al/ : 	A 
Norway 	 : A : 	A 	A 	: 	A 	: A 	A 	: 	A 	: A 	: !, 
Pakistan 	: A : 	 A 	 A 	 : 
Philippines 	: A : 
Poland 	 : 	 A 	: A 	

Al/ : 

Portugal 	: 	 A 
Romania 	: A: 	 A 	: A 	A 	A 	A 	A 
Rwanda 	 : S : 
Singapore 	: A : 	A 	 A 	 : A 
South Africa 	: 	• 

	

. 	 A 	: A 	A 	A 
Spain 	 : A : 	 A 	 Al/ : 	 : 
Sweden 	 : A : 	A 	A 	A 	: A 	A 	:• A 	: 	: 

: 	: Switzerland 	: A : 	A 	A 	A 	: A 	A 	A 	A  
Tunisia 3/ 	: A : 	 • . 	A 
United Kingdom4/: All: 	Al/ : 	Al/ : 	Al/ : 	 Al/ : 	Al/ : Al/ : All 
United States 	: A: 	A 	: 	A 	: 	A 	: A5/ : 	A 	: 	A 	: A 	: A 
Uruguay 	: 	. 	 A 	A 	: A 	: 
Yugoslavia 	: A: 	 S 	A 	 A 	A 	 : A 
Non-contracting  : 	. 

	

parties: 	. 	 : 
Botswana 	: 	 A 	 • . 
Bulgaria 	: 	 : 	A 	: A 
Guatemala 	: 	 : 	AI/ : 
Paraguay 	: 	 : ?rov. : 

	

Total 	 36 	12 	22 	26 	18 	24 	24 	20 : 	22  

A: Accepted; S: Signed (acceptance pending) 
1/ Reservation, condition, and/or declaration. 
2/ The EC is a signatory to all the agreements. Because the Standards agreement 

and the Civil Aircraft agreement cover matters that go beyond the authority of the 
EC, each of the SC member states is also a signatory to these agreements. 

3/ Provisional accession to GATT 
4! Hoag Kong is covered by the United Kingdom accessions in the Standards, 

Government Procurement, Subsidies, Customs Valuation, Import Licensing, and 
Antidumping codes. 

5/ The United States notification of withdrawal, made in December 19S4, became 
effective Feb. 14, 1985. 
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Committee ..c.11.—les 

Debate in the Committee on Subsidies and Countervailing Zeasures on a 
number of issues continues to be characterized by divergent views among 
parties as to the internretation of fundamental code provisions. These 
differences contribute to uncertainties that impede the efficient operation of 
the code. In particular, it has lead to the inability of the Committee to 
adopt Panel reports on important dispute settlement cases such as the ones on 
pasta and wheat flour. 

Issues raised in code meetings during 1984 included such items as the 
guidelines on methods for calculation of subsidies proposed by the Committee's 
group of experts; problems with and ways of improving the subsidy notification 
Process; analysis of article . 14 and its application by the United States 
;known as the U.S. commitments nolicy) to developing countries and the status 
of panel reports on certain dispute settlement cases. 	summary of reports 
countervailing duty actions submitted to the Committee semiannually appears 
table A-3, except for the report of the United States. 1/ 

Debate on calculation of subsidies continued during 1984 in meetings of 
the experts group charged by the Committee with resolving signatories' 
differing internretations. During 1984, the group again circulated papers on 
a variety of issues such as substitution drawback, physical incorporation, 
amortization and depreciation, and de minimis subsidies, to name a few. For 
the first time since its formation, the grouP came to a consensus and 
forwarded certain papers to the Committee for consideration. The papers 
forwarded presented guidelines for determining when substitution drawback 
systems constitute subsidies and physical incorporation schemes. 

tne controversy surrounding the code's requirement for regular 
notification of subsidies continued in 1984. 2/ Full notif icat ions of both 
agricultural and industrial subsidy programs feil due in 1984. Through 
Committee review of notifications, CP's can examine one anothers' subsidy 
programs and raise questions regarding consistency with the agreement. In 
practice, the review Process has been hampered by tardy and incomplete 
submissions. During 1984, changes in the cuestionnaire were considered as a 
way to improve notifications. The process has also been slowed by lack of 
agreement on precisely what subsidies have to be reported. Posit ions conflict 
as to whether only subsidies that do not conform to the code should be 
notified or whether all subsidy programs should be notified. In addition, 
continue to disagree about which kinds of Programs are considered subsidies 
under the code. A nractice of cross-notification, whereby one party reports 
the subsidy Practices of another party, has grown out of this disagreement. 

During 1984, a grou p 	developing countries voiced concern that the 
code's stringent commitments eliminating certain export subsidies ignore the 
code's Provision for -special and differential treatment" of developing 
countries and impedes their accession to the agreement. .n particular, the 

/ U.S. actions are described senarately in chap. V and renorted in 
table A-7. 

2/ GATT article XVI:1 requires all GATT members to respond every third year 
to a cuestionnaire regarding the host country's subsidy programs and to update 
these notifications in the intervening years. 
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product concerned. The EC argues that domestic industry, as used inarticle 
6.5, is to be interpreted narrowly--it contends that grape growers may file 
only against grape imports, not wine imports. Despite the meeting, the basic 
controversy remained unresolved. One of several arguments Posited 5y the 
United States noted that, in exceptional cases, the grower could be considered 
an integral ?art of the industry Producing a like product. The Committee 
agreed to hold a conciliation session in January 1985. 1/ 

Canada and the EC consulted late in 984 on a Canadian comp - a'n_ about 
subsidies on frozen beef sales. Canada alleged the subsidies resulted 
price undercutting inconsistent with Provisions of the code. 

7C 

in 

In 1984, the United States continued to seek adoption by the Con1711;te of 
the panel reports regarding EC export subsidies on pasta and wheat flour. 
Disagreetent within the Committee on the panel findings continues to be a 
stumbling block to gaining the consensus needed for adoPtion of the 
reports. 2/ Prior bilateral efforts to resolve these disPutes failed, despite 
repeated attempts in 1981 and 1982. 3/ :n view of these -'(.- 7 "es, the 
United States continued to search for ways 	bilaterally resolve the disputes 
with the EC. 

In 1984, the United States continued informal consultations on its 
allegations that EC and Brazilian export subsidies on poultry sales violate 
the agreement by displacing U.S. sales to third-country markets. As has been 
the case since consultations began in 1982, the parties could not arrive at 
negotiated solution to the dispute. The initial 1932 complaint was leveled at 
the EC only, but the EC alleged at early bilateral consultations that its 
subsidies served to meet subsidized comPetition with Brazilian poultry in 
third country markets. As such, the EC claimed these subsidies conformed tc 
the code provisions. Subsequent U.S. consultations with Brazil and tr"--al 
meetings held in 1984 yielded little or no progress. 

Agreement on Government Procurement 

Nineteen hundred and eighty-four marked the fourth year of operation of 
the Government Procurement code, formally known as the Agreement on Government 
Procurement (the agreement). 4/ Before the agreement was adopted, many 
governments followed strict -buy national purchasing policies, which often 
included outright bans on purchases of foreign Products or gave substantial 

1/ In January, the EC reserved the right to recuest a panel and 
that a panel would be requested immediately if a wine petition were filed by 
grape growers in the United States. 

2/ These panel reports have not been officially released to the public, 
However, some details have been reported by the press. Apparently, EC exPort 
subsidies in pasta were found to be inconsistent with art. 9 of the 
agreement. Furthermore, the Panel on wheat flour reportedly declined to 
determine if EC export subsidies on wheat flour violated arts. 3 and 10:1 of 
the agreement. 

3/ For a detailed discussion of wheat flour and Pasta clsputs, see 
Operation of the Trade Agreements Program, 34th aepor•, 1982,  D73. 

4/ The signatories of the agree :en,. are listed in table 3. 
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price preferences to domestic firms. 1/ The agreement opened new 
opportunities for trade by allowing foreign firms to compete for selected 
government contracts for the first time. 2/ The agreement also makes the 
procureMent process more open to foreign competition by establishing common 
and more transparent procedures for providing information  or, bids, opening and 
awarding bids, and settling disputes. 

The Committee on Government Procurement, which administers the agreement, 
met five times in 1984 to discuss problems in implementation and suggestions 
for improving the agreement's operation. Signatories continued negotiations 
in 1984 to expand the agreement's provisions to purchases of goods and 
services not covered in the original agreement. 3/ The main topic discussed 
in the negotiations in 1984 were possible expansion of code coverage to 
services 4/ and leased products and improvements in the agreement's 
operation. Increasing the number of entities subject to the agreement's 
provisions was also discussed. 

Problems in implementation 

Japan's extensive use of noncompetitive procedures was the principal 
implementation issue dealt with by the Committee in 1984. The code allows 
signatories to use open, selective, or single-tendering procedures in making 
covered procurements. Open procedures allow all interested suppliers to 
submit bids. In this case, the procuring country is recuired to place a 
notice of the proposed purchase in a ?redesignated publication. Selective 
procedures are similar to open procedures except that the agency solicits bids 
from selected suppliers, often those that have completed a precualification 
process. Single-tendering procedures, on the other hand, are noncomPetitive. 
The code language makes clear that single tendering should be used only in 
rare circumstances, such as when only one supplier can meet the agency's 
requirements or when the product is needed on an urgent basis. 

1/ Most governments employ procurement practices that limit foreign 
competition. Art. III of the GATT specifically states that GATT rules 
restricting the use of internal regulations as barriers to trade do not apply 
to "procurements by governmental agencies of products purchased for government 
purposes." This exclusion allows GATT signatories to discriminate against 
foreign suppliers or products in buying products for their own use. 

2/ Countries that sign the Agreement on Government Procurement agree that 
they will not discriminate against other signatories in procurements by 
specific government agencies (referred to as code--covered entities) that have 
a contract value over a threshold level of 150,000 special drawing rights 
(SDR's) or US$156,000 in 1984. 
3/ The agreement stipulates that, within 3 years of its entry into force, 

signatories will commence negotiations to expand the agreement to purchases 
that are not covered currently, including service contracts. The negotiations 
were begun in late 1983 and are expected to be completed in 1985. 

4/ At present, services are only covered by the agreement when they are 
incidental to the procurement of supplies and equipment, i.e., where the value 
of the service procured equals less than 50 percent of the total value of the 
combined procurement of the goods and services. 
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Japan's overal l 	of single tendering is high--nearly 40 percent 
7 983--and for some agencies, such as the Ministry of Posts and 
Telecommunications, the rate is more than 90 percent. This effectively 

al-eady low share cf Japan's p ,-ocuroment open to foreign 
,p,.." 7 a,rs. 7 / 

The most frequently cited reason by Japan for using noncompetitive 
procedures is that no bids submitted under open procedures were responsive to 
the Government's need. Japan's use of a -maximum-price" system appears 	Oe 

the principal reason why no acceptable bids are received under open 
procedures. Under the maxi=m-Price system, the procuring agency sets a 
maximum price it will pay for the product. If none of the bids submitted 
falls at Or below the maximum price set, the agency can noncompetitively 
choose a supplier of the equipment (i.e., resort to single-tendering 
procedures). 

Un'ted States and Japan held formal consultations about this practice 
under the dispute settlement provisions of the code in late 1984. The United 
States claimed that Japan's excessive use of single-tendering practices 
nu7"'c'es and impairs U.S. rights under the agreement and substantially 
changes the balance of coverage nesotiated in the original agreement. U.S. 
negotiators further suggested that Japan's practice of sp - ""-Ig large 
contracts that had been advertised under open procedures into smeller 
contracts, and then awarding the= on a noncompetitive basis is a violation of 

agre,=m=nt. The United S'ta'tes maintairs that single tendering is only 
allowed in such cases if the recuirements of the original tender are not 
substantially modified. The United States is also concerned about the use of 
single tendering in -follow-on" and Prototype purchases. Th -  two ---''es 
again to discuss the U.S. complaint in January 

another implementation issue dealt with by the Committee in 1384 was t,,e 
EC's practice of netting out value-added taxes when deciding whether 
contract falls below the threshold Level. The United States had formally 
complained about the EC practice in 1982 and a panel of experts was formed in 
1983 to invest'gate the matter. The Committee adopted the report of tlr, 
in Hay 7 984. The panel concluded that the EC practice was not in conformity 
with agreement requirements and recommended that the EC take action to change 
this practice. Later in the year, the EC reported that an implementation 
program had been developed to respond to the panel's recommendation and that 
it was taking Preliminary steps towards this end. 

One signatory withdrew an entity from agreement coverage in 198:. 
Finland's Government Fuel Center was turned over to private ownership in the 
year and was therefore no. longer covered by the Government Procurement code. 
After notifying agreement signatories that it was removing the entity from 
agreement coverage, Finland agreed to offer compensation, if recuested. The 
Finnish action was particularly relevant given U.S. concerns about achieving 
new balance of coverage when Japan turns its telecommunications entity, Xippon 
Telephone and TelegraPh, and another code-covered agency, the Japan Tobacco 
and Salt Corporation, over to the private sector in 1985. 

1/ A low share of JaPan's Procurements is actually subject to the 
agreement's provisions because most fall below the threshold value of spa 
150,00S. Part of the reason for this is that each of the more than ( . 0 
JaPanese code-covered entities conducts its own procurements. Japan's rate c: 
single tendering has dropped only slightly f rom 1331 to 1983 and in 1983 
remains at the very high level of 37 percent of above-threshold Pu-chases. 
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Every, year signatories meet to review data on the amount and types of 
procurements made by member governments. Some countries submitted Procurement 
statistics for discussion at the November Committee meeting. However, 
statistics on procurements by many signatories, including Japan and the EC, 
were not available at that time. The parties agreed to thoroughly review the 
data at the February 1985 meeting. Meanwhile, they did agree to release such 
data to the public 1 year after the formal review is completed. 

Proposals to broaden and improve the agreement 

Since November 1983, signatories have been engaging in negotiations to 
broaden and improve the agreement. An important element of this exercise is 
to examine whether government procurement of services should be opened to 
foreign suppliers. As a means of beginning work on this issue, in February 
1984 the United States proposed that each country prepare pilot studies on 
different service sectors. In April 198L!, the signatories agreed on two 
service sectors for their initial pilot studies: insurance services and 
architectural and consulting engineering services. The United States had been 
interested in obtaining consensus on conducting a study on computer services 
as well. In 1984, five countries agreed to prepare and exchange computer 
services studies on a bilateral basis. 

As Part of the negotiations to broaden and improve the agreement, 
proposals have been tabled by the United States, the EC, the Nordic countries, 
and Canada. Lengthening bid deadlines, lowering the threshold level, and 
putting more restrictions on derogations from agreement principles were among 
the suggestions made. Other proposals included improving statistics and 
requiring publication of single-tendering procurement notices. There was a 
preliminary discussion of these proposals at the April meeting of the 
Committee. However, detailed discussions on proposed improvements were put 
off until June. 

At the June meeting, the parties discussed already tabled suggestions as 
well as new orcoosals. The United States proposed at the June meeting that 
the agreement be modified to prohibit offset and technology-transfer 
requirements. It also sought clarification of the use of qualification 
procedures. The agreement currently requires Government agencies that employ 
qualification procedures to ensure that these procedures are nondiscriminatory 
and are followed in an open and expeditious manner. The United States has 
proposed code provisions that would require that qualification criteria be 
relevant to a firm's capability to perform the contract and that would 
prohibit the use of a grading system for supplier firms. 

Broadening the agreement to cover new entities is also being discussed in 
the renegotiating process. The United States is seeking to have entities in 
the telecommunications, power generation, and transportation sectors opened to 
foreign competition. Some countries submitted entity request lists in 1984 
enumerating the foreign agencies they would like to see covered under the 
agreement. However, negotiations on expanding entity coverage did not go 
beyond the preliminary stage during the year. 
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Agraement on Technical Bernie-s to Tr ate 

The Standards code, formally known as the Agreement on Technical Barriers 
o Trade (the agreement), entered into force on January -, '980. Its a im is 
ensure that technical regulations andproduc- standards do nct create t, 

unnecessary obstacles to trade. 1/ The C-1=:tt -=e on --chn'ca" Barr'ers to 
Trade, which administers the agreement, met three times in 1984 to discuss 
specific problems in implementing the agreement, proposed inmProvements in its 
operation, and possible expansion of its coverage. 

Problems in implementation 

Spain's new regulation on medical equipment and heating apparatus was the 
principal implementation issue dealt with by the Committee in 1984. The EC 
initiated formal dispute settlement procedures against Spain in February 1986 
about the regulations, and the United States began a separate complaint 
procedure about them later in the year. The two complaints asserted that 
Spain violated the agreement on several counts. First, Spain's new 
regulations would significantly affect both U.S. and EC Producers, but Spain 
had failed to apprise formally the agreement signatories of the new 
regulations or allow foreign comment before they were put into force. 
Furthermore, Spain applied the new rules in a discriminatory manner: Spanish 
producers were given a 1-year period to come into conformity with the new 
regulations, while foreign suppliers were recurred to comply with them 
immediately. The information required to certify conformity with the 
regulation, including a requirement for an audit, was excessive, according to 
the EC. Also, Spain had failed to establish adequate facilities to implement 
the new regulations. After having several consultations with the EC on the 
problem, Spain agreed to provide the details of its regulations to the 
agreement signatories, to end discriminatory application of the regulations, 
and to make every effort to approve foreign-made equipment in an expeditious 
manner. As a result, the Committee suspended its investigation into the EC 
complaint at its September meeting, but agreed to monitor carefully Spain's 
implementation of its commitments. 2/ 

The United States also held consultations with the EC about its new 
standards for triple super phosphate (TS?) fertilizer. The U.S. complaint 
centered on a new EC directive setting water-solubility standards for TS? 
fertilizer. The directive was brought to the attention of the U.S. Government 
in a petition filed by The Fertilizer Institute under section 301 of the Trade 
Act of 1974. In the petition, the Institute claimed that the EC directive Ls 
inconsistent with the EC's obligations under the Agreement on Technical 
Barriers to Trade because it lacks scientific justification and effectively 

1/ Signatory governments are required to ensure that technical regulations 
and standards are not prepared, adopted, or applied in such a way as to 
obstruct international trade. Whenever possible, standards are to be stated 
in terms of performance characteristics, rather than specific designs. The 
agreement also seeks to further open national standards setting procedures to 
foreigners by allowing interested foreign parties time to comment on proposed 
standards. 

2/ The U.S. complaint about Spain's new rules is still technically in the 
initial bilateral consultation phase of the code's dispute settlement 
procedure. 
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discriminates against U.S.-produced TSP (since currently available U.S.-made 
fertilizer does not meet the water solubility requirement). li U.S. and EC 
repesentatives held consultations on the matter under article 14:1 of the 
agreement on December 6 and 7, 1984. They tentatively agreed to meet again in 
early 1985 to discuss these issues in more detail. 

Proposals for improving the operation of the agreement 

Several proposals were put forth in 1984 to improve the operation of the 
agreement. The proposals were designed to (1) clarify the agreement's 
language regarding the time for bringing a proposed standard to he attention 
of other parties, (2) encourage development of a long-term agenda for the 
Committee along with a proposed work program for each of the specific items on 
it, and (3) require acknowledgement of foreign comments on proposed standards, 
along with substantive responses, prior to the adoption of a final standard. 

In an effort to ensure that a consistent approach is employed by all 
signatories, the Committee adopted language to clarify when a proposed 
regulation has a "significant effect" on trade and should thus be sent for 
comments to other agreement signatories. The new language urges countries to 
notify other parties of all regulations that are likely to have an effect on 
foreign producers, either directly or indirectly. In other words, whenever 
there is any chance that a proposed regulation will have an effect on trade, 
the issuing country should notify other parties. 

At the October 1983 meeting, the United States had proposed that the 
Committee develop a long-term agenda of its activities, along with timetables 
for action on particular issues. As a result, in 1984 the Committee adopted 
new procedures for circulating a projected agenda of work. The projected 
agenda will reflect suggestions and comments on outstanding items, but will 
not commit the parties to a timetable of action on particular issues. 

The agreement emphasizes the importance of allowing foreign comments on 
standards and asks the issuing country to state clearly the reasons why such 
comments were or were not accepted. In 1983, the EC had proposed creating a 
uniform procedure for handling foreign comments on proposed standards. The EC 
proposed that parties be required to issue a written acknowledgement of 
comments received as well as a preliminary indication as to whether they would 
be accepted. However, the United States opposed the EC proposal because it 
called for substantive individual responses to comments received, a practice 
that would be contrary to the rulemaking procedures employed by most U.S. 
agencies. (U.S. agencies address comments received when they issue final 
rules in the Federal Register.) The United States informally presented an 
alternative proposal in 1984 that called on regulatory agencies to provide 
"publicly available preliminary responses, i.e., the Federal Register notice. 
"However, this compromise was not acceptable to the EC because it failed to 
address their desire for substantive discussion of their problems with 
proposed rules before they were adopted. Unable to reach a compromise, the 

1/ The USTR accepted the petition and began an investigation on the matter 
on Oct. 1, 1984. 
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Committee referred the matter to the meeting of designated national inquiry 
points 1/ to be held in early 1985. 

Expansion of agreement coverage 

The United States made several proposals in 198/1 to broaden the 
agreement's coverage. It sought to have the code's language on testing and 
certification procedures strengthened in order to ensure that measures used by 
parties to test conformity with standards do not effectively discriminate 
against foreign suppliers. 2/ The Committee agreed to have a preliminary 
discussion on testing and inspection issues at its first meeting in 1985. The 
United States also continued bilateral consultations in an effort to reach 
consensus on a multilateral agreement building on the principles of the 
Standards code. The agreement would establish agreed upon and transparent 
approval procedures for telecommunications interconnect equipment. 3/ 

Agreement on Customs Valuation 

The Customs Valuation agreement, formally titled the Agreement on 
Implementation of Article VII, establishes a uniform system of rules to 

1/ Each signatory country has designated an inquiry point to provide 
information on standards and standards-related procedures in their country. 
The U.S. national inquiry point is the National Bureau of Standards within the 
U.S. Department of Commerce. Representatives of the national inquiry points 
meet once every 2 years to discuss information exchange issues. 

2/ Specifically, the United States sought language that would require 
parties to accept foreign-generated test data and to grant so-called "type 
approvals." Type approvals authorize the sale of all products of a particular 
type from a particular company. The greater uncertainty and higher costs 
associated with regulatory systems that issue approvals on more provisional 
basis (e.g., a case-by-case or shipment-by-shipment basis) can pose a 
substantial barrier to trade, the United States believes. The code currently 
encourages, but does not require, mutual acceptance of test results among 
parties. It does not contain provisions concerning type approval. 

3/ The U.S. draft multilateral interconnect agreement addresses issues 
related to testing and approval procedures for interconnect equipment. 
Interconnect equipment is equipment that can be purchased by individuals and 
attached to the telephone network, such as telephones, modems, and answering 
machines. Every country regulates the types of products that can be sold in 
the interconnect market in order to protect the phone network from devices 
that might interfere with its operation. The draft multilateral agreement 
would ensure that signatories apply a slightly more ambitious set of 
nondiscriminatory standards and certification principles than those in the 
Standards code when setting standards for interconnect equipment and ensuring 
conformity with them. In the current draft, signatories would be required to 
accept test data generated in other parties and to grant type approvals for 
covered products. 
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determine the customs value for imported goods. 1/ The agreement provides 
detailed rules for determining the value of imported goods used as a basis for 
assessing ad valorem customs duties. The rules promote a fair, uniform, and 
neutral system of valuation and preclude the use of arbitrary or fictitious 
values. 2/ With greater uniformity of practices applied by signatories, 
exporters and importers are able to more reliably estimate how their goods 
will be valued by customs authorities. During 1984, Czechoslovakia and 
Botswana became signatories. Botswana is the first non-Contracting ?arty to 
join the agreement. 

During 1984, the Committee on Customs Valuation discussed various topics 
relating to the code's operation. To promote transparency, the signatories 
must inform the Committee of changes in customs laws and regulations and in 
their administration. In early 1984, members agreed to carry out this 
requirement by submitting the complete texts of national legislation. 
Technical assistance, to aid developing countries as they join and prepare for 
application of the agreement, continues to be a priority activity. Such 
technical assistance activities were reviewed in April and November 1984. In 
addition, the Committee adopted two major decisions, one regarding treatment 
of interest charges and the other on valuation of computer software, in 1984. 

Under the decision on the treatment of interest charges in the customs 
value of imported goods, the signatories agreed that-- 

Charges for interest under a financing arrangement entered into by the 
buyer and relating to the purchase of imported goods shall not be 
regarded as part of the customs value provided that: (a) such goods are 
sold at the price declared as the price paid or payable for the goods; 
(b) the financing arrangement was made in writing; (c) where required, 
the buyer can demonstrate that such goods are sold at the price declared 
or the price actually paid or payable, and the claimed rate of interest 
does not exceed the level for such transactions prevailing in the country 
where, and at the time when, the financing was provided. 

The decision on the valuation of certain software equipment for data 
processing equipment provided that-- 

1/ The Customs Valuation agreement entered into force internationally on 
Jan. 1, 1981, although the United States and the EC agreed to implement the 
agreement on July 1, 1980. 

2/ The agreement establishes a primary method of valuation and a series of 
alternative methods to be applied in a prescribed sequence. First is the 
transaction value method, where the duty is levied on the price actually paid 
or payable for the goods with a limited number of adjustments. If the primary 
method is not feasible, using the transaction value of an - identical" good 
sold to the same importing country is the second alternative. The third 
method uses the transaction value of a "similar" good sold. If none of these 
methods are possible, other reasonable means consistent with the agreement may 
be used. A signatory to the agreement is permitted to determine customs value 
on either an f.o.b. (free on board) or c.i.f. (cost, insurance, and freight) 
basis. The United States uses f.o.b., while most other countries use c.i.f. 



For determining the customs value of imvorted carrier media bearing data 
or instructions, according to the decision and or those parties who 
adopt this Practice, only the cost or value of the carrier medium itself 
shall be taken into account. The customs value shall not include the 
cost or value of the data or instructions, provided that it is 
distinguished from the cost or value of the carrier medium. 

The Committee conducted its fourth annual review of the implementation 
and operation of the agreement at its Xovember l98i1 meeting. The signatories 
expressed a general satisfaction on their part with the imPlementation and 
operation of the agreement. They indicated that no substantial difficulties 
had been encountered in applying the agreement. The ?arties also agreed that, 
in general, the agreement had fa 	aced international trade and had improved 
uniformity in valuation Practices. 

Antidurxping Agreement 

The Antidumping agreement l/ prescribes the proper conduct, for 
antidumping investigations and the imposition of amtidum?ing duties based on 
provisions of the General Agreement. Tt sets guidelines for the use of these 
measures and related practices such as retroactive application of antidumping 
duties and Price undertakings. 2/ The agreement also obligates developed 
countries to give special consideration to the developing countries before 
applying antidumping duties. Singapore's accession to the agreement in 19Si: 
raised the number of members of the code to 22. 3/ 

CommiPtee activities 

Regular activities of the Committee on Antidumping ?ractices include 
reviewing national antidumping legislation and actions. The Committee 
discusses questions raised by members regarding the consistency of national 
legislation with the code's provisions and complaints by parties regarding 
antidumping actions taken against their exports. The Committee is also 
responsible for conciliation of formal disPutes among signatories. Parties to 
the agreement report antidumping actions to the Committee on a semiannual 
basis. Antidumping actions reported by signatories in 198, except those of 
the United States, are contained in table 	Actions undertaken by the 
United States are listed separately, in table A-5. 

1/ Formally called The Agreement on Implementation of Article V: of the 
GATT, the agreement was negotiated during the Tokyo Round in 1973-79 as a 
replacement to the original Antidumping agreement. The renegotiation was 
conducted to bring certain provisions, esPecially those concerning 
determination of injury, price undertakings, and the collection of antidumping 
duties, into lime with similar provisions in the Agreement on Subsidies and 
Countervailing Duties also concluded in the Tokyo Round. 

2/ in price undertakings the exporter volunteers ". . .to revise its prices 
or to cease. . . :dumping; . . . so that the authorities are satisfied that 
the injurious effect o the dumping is eliminated." 

3/ See table 3 for a full Listing of this code's membership. 
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Detailed examination of Australian antidumping legis 7 ation, initiated in 
1983, continued into 1984. 1/ Laws of Canada, the BC, Javan, and Sva'n were 
also discussed. In October, Brazil informed the Committee that the setting uP 
of administrative measures in conformity with the ag reement was amcomPLete and 
requested an extension of its original 3-year time frame. The Committee 
agreed to allow Brazil more time with the understanding that no anti dumping 
actions would be taken against other code members by Brazil 	it the new 
procedures were in place. 

During 1984, the Committee .  adopted a Paper drawn up ,,a'y the ad hoc group 
of experts on the imvlementation of certain provisions of the code. The 
paper, entitled "Best information Available in Terms of Article 6:8, - 

 addressed the use of "best information available-  during an investigation and 
recommended procedures signatories should follow Prior to using such 
information. 

At the end of 1984, the experts group reached a consensus on forwarding 
two other papers to the Committee for consideration in 1985. These papers 
concern definition of input dumping and factors to be considered in 
determining threat of injury. Input dumping refers to exports of a product, 
whether or not itself dumped, that contain inputs purchased internationally or 
domestically at dumped prices. Pavers on other issues, including ones on 
definition of sale, special monitoring schemes, and cumulation, are 	17 

 under negotiation within the group of experts. 

Dispute settlement 

In March 1984, the BC  requested the Committee to conciliate its disvute 
with Canada on an antidumping investigation conducted by Canada against sales 
of electric generators from Italy. Since the Committee considered that the 
assistance of the ad hoc group of experts would be useful, particularly in 
examining the code's definition of a sale, conciliation was postponed. 
Conciliation was not resumed in 1984 since the expert group paper defining 
sales was not completed. 

In November 2984, the EC raised the issue of the definition of industry 
for wine and grape products contained in the U.S. Trade and Tariff Act of 
1984. 2/ According to the EC position, the U.S. law was not in line with the 
code's definition of industry. The EC formally recuested that consultat ions 
with the United States be held as soon as possible. Some par ties to the 
agreement supported the EC contention, observing that the U.S. definition set 
a dangerous precedent. Consultations continued without resolution into 1985. 

Agreement on Import Licensing Procedures 

The Committee on Import Licensing held two meetings in 798 /!. 

Committee focused on the necessity of having the signatories forced to comply 
with the provisions of article 3(c) of the Agreement on import Licensing 

1/ For more details see the Operation of the Trade Agreements P~oPram, 35th 
Report, 1984, v. 97. 

2/ The EC has also raised this issue in the agreement on subsidies and 

countervailing duties. 
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Procedures (the agreement), that import quotas must be made public. 1/ One 
party, which was charged with noncompliance, promised to publicize the quotas 
in question. 

At the 1984 meetings, the Committee also agreed to a work program 
designed to clarify certain provisions of the agreement with special regard to 
the needs of developing countries. This work was to be undertaken in 1985. 
The Committee's efforts to compile information on the licensing system of each 
signatory were also discussed. 

With Singapore's accession on July 20, 1984, the agreement had 
24 signatories at the end of the year. 2/ 

Agreement on Trade in Civil Aircraft 

The Agreement on Trade in Civil Aircraft provides for duty-free treatment 
of identified civil aircraft, civil aircraft engines, and civil aircraft 
parts. These are enumerated in three lists in the annex to the agreement: the 
Customs Cooperation Council Nomenclature (CCCN) list, the TSUS list, and the 
Canadian Tariff Schedule list. No new members acceded to the agreement in 
1984. 3/ 

In 1984, the Committee discussed transposition of the annex to the 
agreement into the Harmonized System nomenclature, along with methods of 
incorporating aircraft concessions based on the Harmonized System into GATT 
schedules and national tariffs. It referred the technical aspects of this 
work to the Technical Subcommittee. The Subcommittee continued discussions 
throughout the year on converting the current annex to the format of the 
Harmonized System, but encountered difficulty on the differences of product 
coverage between the CCCN, the TSUS, and the Canadian Tariff Schedule lists in 
the annex. 

Members completed negotiations during the year to expand the duty-free 
provisions of the annex to the agreement to new product categories. Agreement 
was reached to add 32 new categories of aircraft products (expressed in CCCN 
terms) to the annex, effective January 1, 1985. However, the agreement did 
not go into effect on this date for all members due to delays in the 
ratification process of some of the signatory countries. 

International Dairy Arrangement 

The primary objectives of the GATT International Dairy Arrangement (IDA) 
are to expand and liberalize world trade in dairy products by improving 
international cooperation. Activities under the arrangement, which also 

1/ The Agreement on Import Licensing Procedures entered into force on 
January 1, 1980, committing signatory governments to simplify the procedures 
importers must follow to obtain import licenses. Products traded 
internationally are sometimes subject to bureaucratic delays and additional 
cost as a result of cumbersome import-licensing systems. 	Such systems 
therefore act as barriers to international trade. 

2/ For a full listing of the signatories, see table 3. 
3/ For further details on membership and the provisions of the agreement, 

see the Operation of the Trade Agreements Program, 35th Report, 1983, p. 109. 



72 

includes protocols on certain milk powders, milk fat (including butter), and 
certain cheeses, are coordinated by the international Dairy Products Council. 
At the end of 1984, 18 signatories (including the EC representing its member 
states) constituted the total membership of the arrangement. 1/ At yearend, 
however, the arrangement suffered a setback when the United States notified 
its intent to withdraw following the signatories' approval of EC sales of 
butter at below the agreed minimum prices. 

The U.S. notification resulted from a series of events that began in 
October when the Committee  of the Protocol Regarding Milk Fat held special 
meetings to consider a communication by the EC stating its intention to export 
surplus butter from EC public stocks at a price well below the minimum price 
currently in force. The EC said that these sales of butter to Iran and the 
Soviet Union would require such low prices because of the age of the butter. 
Other delegations claimed there were no provisions in the arrangement allowing 
adjustment on this basis. The Committee, unable to reach a satisfactory 
solution, referred the matter to the International Dairy Products Counc;l. 

In a compromise effort, the EC, Australia, and New Zealand drafted a 
resolution proposing to allow the EC sales and to offer other members similar 
price leeway. The United States objected on the grounds that the resolution 
undermined the basic minimum-price provisions of the arrangement. Though the 
United States did not bloc{ the consensus needed to pass the resolution, it 
clearly registered its disapproval of the move by announcing plans to 
reconsider its membership in the IDA. After the resolution passed, the United 
States formally notified the IDA, on December 14, 1984, of its intention to 
withdraw. 2/ in withdrawing, the U.S. reiterated its position that approval 
of the EC butter sales defeated the IDA's function of stabilizing the world 
dairy market. At the same time, the United States voiced its frustration with 
the effectiveness of the IDA in restraining the use of export subsidies. 

In reaction to the U.S. pullout, the EC said the balance of rights 
crafted under the Tokyo Round (which included negotiation of the arrangement) 
would be upset. The EC argued that the United States still was obligated not 
to take more than its fair share of the market or to undercut the minimum IDA 
price. Other responses to the U.S. withdrawal were more resigned. Although 
some members regretted the U.S. departure from the arrangement, these members 
acknowledged the U.S. reasons for doing so. 

During 1984, as is required annually, the Council evaluated world market 
conditions for dairy products and reviewed the functioning of the 
agreement. 1/ To accomplish this task, the Council normally considers such 
items as national policies, food aid, data regarding products, and reports of 
the committees which oversee the three protocols. This year, for example, a 
communication from Australia was considered regarding problems in observing 
minimum price provisions on tenders using auotations in currencies other than 
U.S. dollars. In examining the issue, the protocol committees reported to the 

1/ See table 3 for a full list of members. 
2/ The U.S. withdrawal from the IDA became effective Feb. 14, 1 985. 
1/ Minimum prices are subject to annual review. However, the most recent 

increase was authorized in 1980 when prices were raised slightly to the 
following levels per metric ton: skimmed milk powder--US$500; whole milk 
powder-US$800; butter--US$1000; anhydrous milk fat--US$1,200; and certain 
cheeses--US$900. 
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Council that, because of unforeseen exchange rate fluctuations against the 
dollar, an offer price cuoted in other currencies could result in a selling 
price lower than the minimum. Xembers agreed to keep the protocol committees 
informed regarding the details of these types of transactions. 

Arrangement Regarding Bovine Heat 

The Arrangement Regarding Bovine Meat (the arrangement) promotes 
international cooperation towards expansion, liberalization, and stabilization 

• of trade in meat and livestock. With the addition of Colombia in 1984, the 
membership of the agreement has grown to 26. 1/ The signatories include all 
major beef exporting and importing countries, except the Soviet Union. Their 
trade represents approximately 90 percent of exports, 60 percent of imports, 
and 60 percent of production in the industry. Under the arrangement, the 
signatories collect and distribute data on production and trade. They also 
consult on market conditions and discuss problems raised by members. 

Late in 1983, several members of the arrangement expressed concern about 
the cu=ent and future conditions ofthe international bovine meat market. 
Such concerns led Argentina to request a special meeting of the International 
Heat Council (INC), which administers the arrangement, in early 1984. The 
meeting addressed claims by Argentina, New Zealand, and Uruguay that EC 
subsidies on bovine beef exports had boosted the EC's market share and helped 
t become a major world supplier. The countries asserted that the subsidies, 
contrary to article I of the arrangement, were destabilizing international 
market conditions and hurting less-developed exporters of bovine meat 
products. Some members of the arrangement complained that, in addition to 
competing against the EC subsidies, they face limited access to the EC 
market. Better access to the EC market was termed vital to expansion of world 
trade in bovine meat. 

As a result, of discussion at the special meeting, the IMC set up a 
working party to consider the complaints in light of article IV, paragraph 2, 
of the arrangement. Under this provision, if the IMC finds evidence of a 
serious imbalance or threat o one in the international meat market, it must 
identify possible remedies to the situation. After several meetings, the 
working party observed that conditions leading to a serious imbalance in the 
international bovine meat market had emerged as a result of developments 

over the last several years. As of yearend, since the working party ott-, 
had mot completed drawing up recommendations, the HC extended its mandate 
into 1985. 

1/ See table 3 for a full listing of code members. 
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-RADE AC7-VIT-ES OUTSIDE THE GA' 7T 

:XTRODUCTION 

Although the General Agreement on Tariffs and Trade provides the broad 
international framework for conducting international trade, the United States 
also Participates in several other organizations that deal with international 
trade issues, notably Inc Organization for Economic Cooperation and 
DeveloPment and the United Nations Conference on Trade and Development. The 
OECD and the UNCTAD provide forums for consultation and Policy coordination on 
issues including, but not limited to, trade. They cover a wider range of 
subjects than the GATT, but they do not aim for the same degree of specific 
international obligation required of GATT members. Nevertheless, the work of 
these organizations often comPlements the or done in the GATT. Other bodies 
such as the Customs Cooperation Council (CCC) and the international commodity 
organizations cover a narrower purview than the GATT but provide a basis for 
coordinating and regulating certain specific asPects of international trade. 
This chaPter discusses U.S. participation in the OECD, the UNCTAD, the CCC, 
and international commodity organizations. _t also covers the J.S. bilateral 
investment treaty program and progress on trade agreements in the services 
sector. 

aarl.rcIZZ--7OT 7OR 7COTVC-,°"=C COO 7R.A770Y SND DEVELOPKEN• 

:n 1951, the OECD evolved fro= a remodeling of the Organization for 
EuroPean Economic Cooceration to accomodate the accession of non-European 
members and to bring North- South relations within its scope. 1/ The 
obj ectives of the organization are to (1) promote stability and growth of 
members, (2) Promote economic development of nonmembers, and (3) expand world 
trade on a =1tilateral, nondiscriminatory basis. The OECD is essentially a 
for for consultation to facilitate policy coordination on a broad range of 
international and economic issues. Decisions are not binding on individual 
members. This section is ILmited to the organization's trade-related 
initiatives. 

OECD work programs are carried out through committees that are serviced 
by =ore than a dozen divisions of the Secretariat known as directorates. 
These committees report to the Council, the top executive body of the OECD. 
The Council meets several tines annually at the Permanent Representative level 
and once annually at the Hinisterial level. The Purpose of the 
2inisterial-level meeting Ls to formulate a consensus on policy goals and 
d'r-t'ons. 

1/ Current members of the OECD are Australia, Austria, Belgium, Canada, 
Denmark, Finland, France, 'Zest Germany, Greece, Iceland, Ireland, Italy, 
JaPan, Luxembourg, the Netherlands, New Zealand, Norway, Portugal, Spain, 
Sweden, Switzerland, Turkey, the United Kingdom, and the United States. The 
Commission o. _ =e European Commun'ties and Yugoslavia, under special status, 
also take Part 'n activities of the organization. 
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:n 1984, the Ministerial Council meeting took place on May 17and 18 in 
Paris. Member countries agreed to carry out policies that would extend the 
economic recovery, cut unemployment, expand world trade, and improve relations 
between industrialized and developing countries. They warned of the effect on 
interest rates of high budget deficits and advocated sound monetary and fiscal 
Policies to stabilize Prices and exchange rates. The Ministers noted in 
Particular the importance of adaptive economic structures in achieving durable 
growth. In this context, they advocated implementation of positive adjustment 
policies and endorsed the Policies recommended in a statement by the Economic 
Policy Committee. 

The Ministers also reaffirmed their commitment to reduce trade barriers 
and strengthen the multilateral trading system. 1/ They noted that extensive 
consultations among all GATT members and early and thorough preparations would 
be essential for the success of a new round. Important steps in this 
Preparatory process would include completion of the 1982 GATT work program and 
work Performed by the OECD. 

Agricultural Trade 

Surpluses of agricultural products on world markets continued to plague 
OECD producers in 1984. At the Ministerial meeting, the Ministers expressed 
concern that this situation existed in several commodity markets due, in large 
part, to domestic support Policies. They made recommendations to "ease 
measures which hinder the recuisite long-term adjustments, and to persevere 
with current efforts aimed at reducing Protectionism and trade distortions, 
and at improving the functioning of world markets." 2/ 

The Committee for Agriculture reached similar conclusions in its yearly 
report (published in January 1985) on the outlook for agricultural policies 
and markets. After examining individual product markets, the report noted 
that serious international market imbalances exist in almost all farm products 
and can be expected to continue unless policies are changed. The Committee 
recommended that OECD countries (1) increase efforts to reduce the surpluses 
while taking account of market forces, ;2) avoid Protectionist measures, and 
(3) harmonize domestic goals at the international level in order to improve 
the performance of international markets. 

Progress continued in 1984 on the three-part work program on 
international agricultural trade mandated in 1982. Under part 1 of the work 
Program, a multiproduct economic model has been set up to examine possible 
methods for, and the effects of, "a balanced and gradual reduction of 
Protection" in various agricultural commodities. 3/ Part 11, which examines 
the immact of national policies on agricultural trade, resulted in the 

1/ They recognized that an initiative for a new round of multilateral trade 
negotiations "would be of the utmost importance to a strengthening of the 
liberal trade system and the growth of trade opportunities." 

2/ Commun;cue of the OECD Ministerial meeting held in Paris on. May 18, 1984, 
OECD Press Release, May 18, 1984. 

3/ Commodities to be studied in the model include dairy products, cereals, 
meats, suga,-, feedstuffs other than cereals, and fruits and vegetables. 
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submission of country reports by Canada and Australia. 1/ Finally, part III 
calls for an analysis of the methods that might improve the performance of 
world markets. This part of the mandate will probably be used to draw 
conclusions from parts I and II to yield a final report recommending domestic 
policies aimed at improving world market performance. This report, which will 
be submitted at the 1986 Ministerial Council meeting, will conclude the work 
program. 

The 1982 Ministerial Council also mandated a study of the problems 
related to trade in fish. The report, still in progress, will disCuss the 
consequences of present policies on fish trade and the possibilities for 
liberalizing trade in this sector. 

In addition, in 1984 an important study was published examining 
agricultural trade between OECD countries and the developing world. 2/ The 
report analyzed the effects of national and multilateral policies on this 
trade flow and highlighted several points for policy makers to consider: 
(1) the variety of developing countries with respect to their economic 
structure and agricultural trade patterns, (2) the increasing interdependence 
of national economies and the mutual benefits derived from expanded trace, and 
(3) the imPortance of the multilateral role in promoting trade growth. 

Export Credits Arrangement 

The Arrangement on Guidelines for Officially Supported Export Credits 
(the arrangement) was designed to regulate government-supported subsidies on 
export credits in order to insure fair competition for credit terms. This 
type of export subsidy offers direct loans by government institutions to 
foreign buyers at below commercial interest rates. Due to relatively high 
commercial rates of interest and a slowdown in economic activity in most 
industrialized countries, subsidized export financing has become an 
increasingly popular way to promote exports and maintain employment. 

The original arrangement, negotiated in 1977, set minimum interest rates 
for OECD countries that subsidize their export credits. in October 1983, the 
new arrangement took effect, establishing stricter guidelines to further limit 
the use of subsidies on export credit. Direct interest-rate subsidies were 
virtually eliminated on trade between industrialized countries, and subsidies 
to developing countries were substantially reduced. Also, for the first time, 
the minimum interest rates fixed under OECD guidelines were linked to 
commercial interest rates. Every 6 months (in January and July), the OECD 

1/ The United States, the European Community, and Austria were expected to 
complete their country studies by May 1985, and reports by Japan and New 
Zealand will follow in late 1985. 

2/ Organization for Economic Cooperation and Development, "Agricultural 
Trade With Developing Countries: Trends and Implications for Agricultural 
Policies in OECD Countries," June 1984. 
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rates adjust automatically to the market rate of interest. 1/ Table 4 shows 
the interest rate schedule adopted on January 15, 1985 (the second adjustment 
under the new automatic system). 2/ 

Table 4.--Minimum interest rate guidelines set on January 15, 1985 for 
officially supported export credits, by repayment periods 

Country type 1/ 
	

2 to 5 years 	 Over 5 years  

Present 
	

Former 	: Present : 	Former 

I.  Relatively rich : 2/ 12.00 : (13.35) : 12.25 : (13.60) 
II.  Intermediate 	 : 10.70 : (11.55) : 11.20 : (11.90) 
III.  Relatvely .0oor 3/ 	 : 9.85 : (10.70) : 9.85 : (10.70) 

1/ Relatively rich countries are defined as having per capita GNP over 
$4,000; intermediate, per capita GNP between $681 and $4,000; and relatively 
poor, per capita GNP below $681. 

2/ The rates adopted in July 1984 are shown in parenthesis. 
3/ Countries in this category are eligible for financing from the 

International Development Association (IDA). 

Source: OECD Press Release. 

The arrangement also contains rules governing length of credit, 
downpayments, and mixed credits. In 1984, changes in the guidelines for mixed 
credits became a major U.S. objective. Mixed credits combine commercial 
credits with aid grants intended to assist developing countries. According to 
the Administration, the increasing use of mixed credits has led to trade 
distortion and rising costs for governments. Furthermore, mixed credits are 
actually being used to finance commercial export sales rather than to aid 
developing countries. 3/ The United States is particularly concerned that 
mixed credits are supporting industries with high rates of return, such as 
telecommunications and transportation, which should be able to sustain 
commercial interest rates. Throughout 1984, the arrangement specified that if 
the grant element of a mixed credit accounted for less than 20 percent of the 
total financing package, it was illegal. If the aid component was between 20 
and 25 percent of the value of the export financing, OECD had to be notified 
in advance. Aid elements comprising more than 25 percent of the total did not 
require prior notification. The United States proposed to raise the minimum 
allowable level of aid in mixed credit packages from 20 percent to 50 percent 
in order to discourage the use of subsidized credits by making them 
prohibitively expensive. In addition, the United States hoped that, under the 

1/ For a more complete discussion of the automatic adjustment mechanism, see 
Operation of the Trade Agreements Program, 35th Report, 1983, p. 119. 

2/ The minimum interest rates established in October 1983 remained in effect 
until the first automatic adjustment in July 1984. 

3/ "OECD Support for Mixed Credit Crackdown Growing; except in France, 
Italy," Inside U.S. Trade, April 20, 1984, pp. 7-8. 
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proposed rules, the grant element would be used for humanitarian (i.e., 
development) purposes rather than commercial purposes. While negotiations 
progressed in 1984, no agreement was reached by yearend. 1/ 

Lastly, several export sectors, including nuclear power equipment, 
commercial aircraft, and agricultural products, are not covered by the 1983 
arrangement. In August, agreement was reached establishing guidelines for 
credits on exports of nuclear power equipment. The agreement sets minimum 
interest rates at 1 percentage point higher than current arrangement rates. 
The maximum duration of the loan was extended to 15 years on nuclear equipment 
(from 10 years on other projects). In addition, mixed credits are 
Prohibited. Negotiations toward a sectoral arrangement on aircraft began 
towards the end of 1984 and will continue in 1985. Agricultural projects are 
still excluded from the OECD consensus on export credits. 

High-Technology Trade 

The Committee for Scientific and Technological Policy (CSTP), jointly 
with the Industry and Trade Committees, continued to study problems related to 
both high-technology trade and the international flow of technologies. In 
1982, OECD Ministers agreed to identify specific problems that affect trade in 
high-technology products and examine their possible solutions. In response to 
this mandate, a Joint Bureau of the CSTP and the Industry Committee prepared 
six sector studies on robotics, telecommunications, pharmaceuticals, machine 
tools, semiconductors, and space products in order to identify the trade 
Problems confronting each sector. These problem areas were subsequently 
summarized in a paper drafted by the Joint Bureau for the 1984 Ministerial 
meeting. The issues identified include (1) government support for research 
and development, (2) access to high technology including export controls, 
(3) public procurement policies, (4) special benefits of spinoffs from 
military and space projects, (5) standards, and (6) export credits and 
Promotion measures. Now, the Trade Committee is analyzing this list of 
specific trade policy problems and examining the adequacy of existing trading 
rues in addressing these problems. The United States Government proposes 
investigating particular market access issues faced by high-technology 
industries, including liberalization of government procurement markets, 
improvement of international discipline in standards, and reduction of 
tariffs, quotas, and other trade barriers applied at the border. The United 
States advocates improving existing trade rules to address these problems, 
rather than creating new sectoral agreements or codes. 

Work by the the CSTP also focused on ways to facilitate international 
technology transfers. The preliminary stage of this work program has 
identified three factors that may affect the flow of technology: (1) the 
growing overlap between commercial, military, and scientific interest in some 
advanced technologies and related export controls, (2) the inclusion of 
restrictions in some commercial technology transfer contracts and the varying 
treatment by different countries of intellectual property rights, and 
(3) restrictions on access to government-financed research and development 
programs by firms under foreign control. 

1/ At the annual Ministerial Council meeting held in Apr. 1985, OECD members 
agreed to raise the minimum allowable level of aid in a mixed credit package 
from 20 to 25 percent. 
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Investment 

In 1984, the OECD made several strides towards strengthening 
;nternationa7 cooperation on investment. The Committee on International 
investment and Multinational Enterprises (CIME) reviewed and amended the 1976 
Declaration ori,International investment and Multinational Enterprises, a set 
of principles designed to improve the international investment climate and to 
strengthen confidence between multinational enterprises (NNE's) and 
governments. The declaration covers three areas: (1) guidelines of business 
practice for ?D: 's, (2) the principle of national treatment for enterprises 
under foreign control, and (3) an agreement on incentives and disincentives 
for international investment. The guidelines for MNE's were designed to set 
standards for MNE activities throughout OECD countries. Three changes were 
made to strengthen them. First, the Ministers agreed that any country 
adopting new legislation that might conflict with the policies of other OECD 
members, thus affecting MNE operations, should seek cooperation on a bilateral 
basis or settle disontes before the CIME. The guidelines were also amended so 
that MNE's will take consumer interests more fully into account. Lastly, the 
guidelines were examined with respect to the structural adjustment process. 
After conducting a major study of the structural adjustment strategies of 
NE's, the GIME warned that MNE's should avoid pressures to centralize the 
decisionmaking process in order to remain as responsive as possible to local 
economic conditions. 

The principle of national treatment states that countries should not 
treat foreign enterprises less favorably than domestic firms in like 
situations. There are many cases, however, where countries will not accord a 
foreign firm national treatment. In 198/1, a survey of these exceptions was 
completed. This study will be periodically reviewed for the purpose of 
extending the application of national treatment. 

Finally, the agreement on incentives and disincentives was designed to 
avoid the excessive use of government measures to influence international 
investment decisions. In 1983, a survey of investment incentives and 
disincentives, including an assessment of the effects of these measures on 
international direct investment, was completed. Since then, the CIME, in 
collaboration with the Trade Committee, has completed a more detailed study on 
trade-related investment measures (TRIM's) and their effects on international 
investment and trade flows. 1/ Based on the study's results, consultation 
Procedures between member countries have now been expanded to cover all 
measures affecting international investment, whether or not they were 
"specifically designed to provide incentives and disincentives to 
international direct investment." 

At the May Ministerial Council meeting, Canada became the final OECD 
country to accept the Code of Liberalization of Capital Movements. This code, 
which calls for progressively abolishing restrictions on international capital 
movements, was amended to cover measures affecting right of establishment that 
are particularly relevant to direct investment by service industries. 2/ 

1/ TRIMs are investment measures that affect trade or are motivated by trade 
policy considerations. Examples include local-content regulations and export 
requirements. 

2/ For an example, see the section on progress on services trade agreements 
in the OECD, in this chapter. 
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In light of the world debt sluuat.:_o-, issues relating to 1.creLgndirect 
investment in developing countries co' t , nu4-ol to ati- rac ,-  attention at 0707) in 
1984. The CIHE adopted a work program aimed at identifying ways to increas e 
the flow of foreign direct investment to developing countries and at assess=_ g 
its contribution to economic develoPment. The CIME will explo ,,e wa-vs 
exchange views on investment issues with developing countries. Also, 5 OECD 
members, in collaboration with 7 0 developing countries, published a study on 
new forms of international investment in developing countries. 1/ The study 
examines trends in new types of investment, the causes of these trends, and 
their Possible implications. 

Protectionism and Stuctu-:=1 ad:;us' .- 7.,=nt 

One 	the main features of the 1984 Ministerial Council's statement on 
international trade was the agreement to advance by 1 year, to early 1985, all 
tariff cuts scheduled for 1986 pursuant to the Tokyo Round of N:TY's. 2/ This 
action was the first significant step taken to fulfill last years OECD pledge 
to "make use of the favorable condition provided by economic recovery to 
reverse protectionist trends and to relax and dismantle progressively trade 
restrictions and trade-distorting domestic measures." 3/ The Council a.so 
approved a program to develop specific proposals for individual and -o''P-=ive 
action to fight proti-,nism. These proposals include (1) studying 
restrictions by sector, (2) strengthening transparency and discipline in trade 
and aid financing Practices that may have trade-distorting effects, (3) 
encouraging countries to assess the economic impact of new protectionist 
measures and to identify offsetting liberalization measures, (4) working 
towards an international agreement on safeguards to regulate Protectionist 
measures, (5)improving OECD arrangements for dealing with domestic policies 
that have trade-distorting effects, and ;6) possibly examining trade policies 
by country. 

Several committees issued studies analyzing efforts o restrict the 
spread of protectionism. The Committee on Restrictive Business Practices 
completed a study that examines how competition policies can help combat 
protectionism. 4/ The study identifies Problems arising from the interplay of 
competition and trade policies and lays the groundwork for determining 
possible steps to be taken at the international level to resist protectionist 
pressures through improved coordination of trade and comPetition Policies. 
Another study, entitled "Consumer Policy and. International Trade, -  examines 
the relationship between consumer welfare and protectionist measures. 5/ In 
November, the OECD held a symposium on the same topic that highlighted 
consumer efforts to reverse protectionist trends in the OECD area. 

1/ OECD, Development Centre Studies, Charles Oman, New Forms of  
International investment in Developin7, Countries, ?a ,-is, 1984. This study 
suggests that foreign direct investment is being replaced by new forms of 
investment" consisting of contractual and join_.-venture arrangements. 
2/ Only Japan has taken steps toward carrying out. this agreement. See 

chap. V for details. 
3/ Communique of the OECD Ministerial meeting held in Paris o Kay 18, 1984, 

OECD Press Release, May 18, 1984. 
4/ OECD, "Competition and Trade Policies-Their Tnteract.;on," 1984. 
5/ OECD, "Consumer Policy and International Trade," 1984. 
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The short-term costs of adjustment to changing international trade 
Patterns have placed added pressures on governments to take protectionist 
measures to brake the adjustment process. Yet the long-term costs--lower real 
output and employment--may be higher. In addition to sponsoring efforts to 
resist protectionist pressures, OECD governments adopted specific posi'tive 
adjustment Policies to promote flexibility in the product, labor, and capital 
markets. In Hay, the Ministers endorsed a set of policy recommendations that 
"would facilitate rather than impede the adjustment of production structures 
to new technologies, changing market conditions and shifts in international 
competitiveness. . . . Strengthening competition, improving regulation and 
promoting more open trade policies are of key importance." 1/ With respect to 
the labor market, the Council agreed that real wages should be more responsive 
tochanges in demand and supply conditions and that policies should encourage 
structural change in ways that create job opportunities and help workers and 
affected communities to adjust. 

CUSTOMS COOPERATION COUNCIL 

The Customs Cooperation Council was set up in 1953 to promote common 
customs procedures among predominantly EuroPean states. Its membership now 
includes most major trading partners of the world. 2/ The CCC and its 
subsidiary committees aim to harmonize and simplify the technical aspects of 
customs procedures in order to facilitate trade among members. A major focus 
of its attention in recent years has been to coordinate preparations for 
members' i=lementation of the Harmonized System and to compare differences in 
rules of origin requirements of members. 

During - 98A, the Nomenclature Committee and the interim Harmonized System 
Committee of the CCC continued to work in joint sessions to revise drafts o r  
the Explanatory Notes for the Harmonized System. Work is expected to be 
comPleted 	time for the implementation of the Harmonized System on 
January 1, 1987. 

-n another area, the Permanent Technical Committee of the CCC completed 
its drafts of a two-part compendium of rules of origin applied in 
international trade. This compendium is intended to serve as a basis for 
future agreement on the simplification and harmonization of rules of origin. 
The first part, drafted in November 1982, is a comparative study of rules of 
origin in use by CCC member countries. The various countries will be asked to 
update their information as to origin rules and procedures and to resubmit it 
in a format to be agreed upon during 1985. The second part, drafted in August 
- 384, ;s a compilation of rules that are particularly difficult to apply and 
control. Meetings concerning rules of or 	will continue, and the second 
Part wil_ later be submitted to the Council for its approval. 

li Communique of the OECD Ministerial meeting held in Paris on May 18, 1984, 
OECD Press Release, May 18, I98A. 

2/ The United States became a member on Nov. o, 1970. Al ,  major U.S. 
trading Partners, except Mexico, are now also members. 
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UTITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT 

The United Nations Conference on Trade and Development was created as an 
organ of the United Nations General Assembly, in December 1964, for the 
purpose of promoting international trade, especially with a view to 
accelerating economic development of less developed countries. The first 
UNCTAD was convened - in order to provide, by means of international 
cooperation, appropriate solutions to the problems of world trade in the 
interest of all peoples and particularly to the urgent trade and development 
problems of the developing countries." 1/ Since its inception, UNCTAD's role 
has been largely limited to exchanges of views on trade and aid problems among 
countries that are at different stages of economic development and have 
diferent economic systems. 

UNCTAD's membershiP is oven 	all countries that are members of the 
United Nations or of-  any of the agencies related to the organization. Its 
headquarters is in Geneva, and its governing body is the Trade and Development 
Board (TDB). The TDB is responsible for UNCTAD's functionS when the 
conference is not in session. IL implements conference decisions, initiates 
research studies on trade and related development problems, and carries out 
preparatory work for the conferences. Seven committees aid the TED with its 
work: the Committees on (1) Commodities, (2) Manufactures, (3) Invisibles and 
Financing Related to Trade; (4) ShiPping, (5) Preferences, (6) Transfer of 
Technology, and (7) Economic Cooperation among Developing Countries. These 
committees meet every 2 years. The TDB holds 2 or more regular sessions per 
year and an occasional special session. In 1984, the Board met for its 28th 
and 29th sessions in March and September, respectively. UNCTAD's conferences 
are held every 3 or 4 years. Its sixth conference (UNCTAD VI) was held in 
Belgrade in June 1983. 

The following section discusses those trade-related topics that have been 
focus of ongoing work since UNCTAD V:: the Integrated Program for 

Commodities and the Common Fund; protectionism and structural adjustment; and 
trade preferences and the functioning of the international trading system. 

The Integrated Program for Commodities and the Common Fund for Commodities 

The integrated commodity program proposed by developing countries and 
unanimously adopted at UNCTAD's fourth session in 1976 calls for a series of 

• commOdity-pricing agreements within a general framework and a common fund to 
be used primarily for buffer stock financing. 2/ The purpose of the 
Integrated Program for Commodities (IPC) is to "expand and diversify the trade 
of develoPing countries, improve and diversify their productive capacity, and 
improve their Productivity and increase their export earnings . . . .- 3/ 

1/ United 'cations, Proceedings of the United Nation's Conference on Trade  
and Development, Geneva, Mar. 23-June 16, 1964, vol. 1, final act-preamble, 
1954, p. 4. 

2/ Nic -& -  internat ional commodity agreements use buffer stocks as their 
price-contThiling mechanism. As commodity prices fall to some predetermined 
level, the buffer-stock manager begins buying to halt the price decline and 
build uo stocks. Conversely, when prices rise to some predetermined level, 
the manager begins selling to restrain increases in market prices. 

3/ Proceedings of the United Nations Conference on Trade and Development, 
vol. 1, Report and Annexes, p. 7. 
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The 18 commodities initially identified for IPC action were bananas, 
bauxite, cocoa, cOffee, cosser, cotton, hard fibers, iron ore, jute, 
manganese, meat, phosshates, rubber, sugar, tea, trooical timber, tin, and 
vegetable oils. 7so date, three agreements have been concluded with;n the 
frzmework of the IPC: the 7nternational Agreement on Natural Rubber, 
concudd ;r. 7 979; ihe International Agreement on Jute and Jute Products, 
concluded in 7 982; and the International Trosical Timber Agreement, concluded 

1383. 1/ The United States oarticisates in the agreements covering rubber 
iut ,=. 2/ The rubber r-greemeni, the firsttement 	enter into force 

under the i= c, contains soecific market-intervention orovisions to dampen 
excessive price fluctuations. Subsequently, a trend emerged toward 
arrangement s 	co, 	in nonprice stabilization measures. Such agreements, 

seek to -promote research and market 
deve:_coment and to imsrove structural conditions in the market. 

The newest commodity agreement, which covers tropical timber, is 
noteworthy for two reasons: first, trooical timber has never been covered by 
such an agrePment before; and second, ecological dimensions have been taken 
into account. Discussions designed to set up international agreements in 
other com=dities, such as cotton and tea, continued in 1984. 

7?!."' Como 7. 	 Commodities was conceived by develooing countries as 
a mechanism to 7 ;nance international buffer stock ooerations and to provide 
concessional loans or grants to third world pro :ceps for such activities as 
sroduct;vty imsrovements, research, and market sromotion. So far, only the 
agreements on rubber, 	and coi- ee are eligible 	i-inancing under the 
Fund's buffer-stock financing facility. 

The dead__ 

the agreement t 
account for at 
US.S470 million. 

ne for ratification of the agreement establishing the Fund was 
-= 31, 1982, but was extended to September 30, 1983. For 
o coma into force, 90 countries must ratify it and they must 
least two-thirds of the iiund's direct' y contributed capital of 
The United States has not ratified the agreement. 3/ 

general revieti is 	 to examine the role of 
irternai- ^nal -ommori"y agreementsin attain i ng the objectives 	the 
The r-oort is exsected to be completed sometime in 1985. 

Protection; s= and St ,- - ctural 21.djustment 

Resolution 159(7:), adosted at UNCTADs sixth session, called uoon the 
=a to undertake an annual review of the oroblems of orotectionism and 

1/ 7n addition to the agreements on natural rUbber, jute, and tropical 
timber negotiated within the framework of the 	there are international 
commodity agreements covering coffee, sugar, wheat, cocoa, and tin. For a 
discuss;on of 	-Participation in all international commodity agr eements , 
including non-TPC agreements, see the sec. that follows, entitled -Negotiation 
and cseration of international commodity agreements. 

2/ '7-he United States signed the topical timber agreement on Afir. 26, 1985. 
3! To da e, he conditions recuired for ertry into fo r ce have not 1-seen met. 

n, 	:G,^_.  o`' 7,carcb 22, 1985, the agreement had ✓-,sr 	 84 nations 	at 
account=or 50.3 oercent of the directly contributed capital of the Fund. A-1 

85th nation is about to ratify the Fund and will raise the directly 
contributed caoital to 5235.7 million or 50.4 Percent of the total. 
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structural adjustment; to formulate apPropriate recommendations concerning 
protectionism; and to review and monitor trade developments and, where 
approPriate, make general policy recommendations concerning structural 
adjustment. 

Several important points emerged from the annual review conducted at the 
28th session of the TDB in 1984. Most delegations agreed that "protection;st 
pressures continued to prevail and to perpetuate a climate of uncertainty 
which affected  trade as a whole" and stifled global recovery. The majority of 
the delegations also expressed the view that positive adjustment policies were 
required "in sectors where loss of commetitiveness had led to undue reliance 
on Protectionist measures, to the detriment of the international trading 
system." Lastly, several delegations noted the link between trade 
liberalization and the solution of debt problems. 1/ 

In addition, nearly a year after this mandate had been given to the TDB, 
the 28th TDB session established a work program on protectionism and 
structural adjustment. It was designed in light of "the need to strive . . 
for an improved, strengthened, open and expanding trading system so as to 
restore and reinforce confidence . . . ." 2/ The work program directs the 
TDB, in the course of its annual review (to be held at the first regular 
session each year), to invite governments to provide information on factors 
relevant to the issues of protectionism and structural adjustment. The TDB 
will accordingly formulate aPPropriate policy recommendations. Specific 
aspects to be addressed in subsequent annual reviews were also enumerated 
the work program. They include (1) covering all sectors--agriculture, 
manufactures, and services--and all countries and groups of countries, 
(2) examining the Problems of protectionism and structural adjustment in a 
broader context, namely "taking into account, inter elle, the links between 
international trade and the solution of balance-of-payments problems,...and 
the 1;n% Between the evolution of world trade and the structure of 
industries," (3) considering policies to facilitate structural adjustment, 
(4) fostering greater transparency, (5) identifying trends in all factors 
important to the structural adjustment process (e.g., technological 
development), and (6) identifying special problems of the least-developed 
countries. 3/ 

The Genera'; 	System of Preferences, Other Preferences, 
and the 17unotioning of the International Trading System 

Developed countries facilitate the expansion of imports from developing 
countries generally through pursuit of liberal trade and investment 	 
and sPecifically through their GS? schemes. 4/ T 	 m he GS? is a fraework under 
which develoPed countries accord preferential tariff treatment to manufactured 

1! For the views of various UN delegates, see United Nations Conference on 
Trade and Development, Trade and Development Board, "RePort of the Trade and 
DeveloPment Board on its Twenty-Eight Session," Geneva, Hoy 23, 1984, 
pp. 93-1 42. 

2/ Ibid.,  p. 11. 
3/ 7b;d.,  P. 11. 
4/ ?or a discussion of the operation of the U.S. GS? system in 1984, see 

chap. V. See the Operation of the Trade Agreements Program, 35th Report,  
1 983,  PP. 15-25, for a detailed discussion of the renewal of the U.S. GS? 
rogram. 
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goods exported by develobing countries. The UNCTAD Sbeci(_l Committee on 
Preferences, responsible for overseeing the GS?, met in 1984 to review and 
evaluate the GSP. While the ?reference-giving countries concentrated on 
exblaining the imbrovements they had made in the scheme, including new 
benefits for the least-developed nations, the deveIobing countries condemned 
the introduction of graduation. Under the graduation policy ;  preferential 
treatment is eliminated or Phased out on those broducts from a particular 
country that would be comb& - " , 've without duty-free status. Develobing 
countries argue that graduation is not in the stint of the original GSP 
concebt and disregards the pr_._, _ _e of nondiscrimination. 

Develobing countries assert that the introduction of graduation under GSP 
is only one examble of the serious erosion that has taken place in the 
brincibles and rules of the multilateral trading system. In an examination of 
the trading system following the last round of multilateral trade 
negotiations, the TDB identified four msin characteristics: (1) decreased 
reliance on tariffs as a protectionist measure, (2) increased use of "flexible 
measures of brotection, -  particularly antidumping and countervailing duty 
cases, (3 ; the trend towards managed trade ;i.e., the adoption of measures 
controlling prices, cuantities, and the sources of imports) occurring outside 
the GATT framework (e.g., use of voluntary export restraints) and covering 
more sectors, and (4) reduced reliance on unconditional MF treatment as the 
guiding trincible of international trade relations. This report culminated in 
UNCTAD 	mandating the TDB to "review and study in depth the developments in 
the international trading system-  and to make proposals and recommendations 
with respect to the strengthening and imbrovement of the system. In 1984, a 
background study was written to help fulfill the mandate. It suggested that 
the review be used as -an exercise in consensus building. -  ProgreSs would 
recuire broad .agreement on two major fronts: (1) what is wrong with the 
system, and (2) concepts on which an improved system should be based. The 
background study also suggested key elements on which the TDB should focus 
attent i on, '- __.. _..:ding the p -roblem cE Insufficient security of market access. 
The review could (1) suggest ways to decrease pressures for protectionist 
measures, possibly by accompanying trade concessions with domestic structural 
adjustment policies, (2) identify the causes and effects of the proliferation 
of protectionist and discriminatory measures in specific sectors and suggest 
multilaterally acceptable solutions, (3) consider ways to facilitate 
negotiations between countries at different develobment levels and with 
different economic and social systems, (4) study ways to foster dynamic trade 
between market and nonmarket economies, and (5; examine how longer term 
objectives for growth and development can be met. An attembt by the 
developing countries to speed ub the review process was rejected by the 
industrialized nations at the 29th TDB session in Sebtember. 

Work continued in 1984 towards the establishment of the Global System of 
7rade Preferences (GSTP). The CST.? is the first attempt to create a 
breferential trading system among develobing countries to cover both tariff 
and nontariff trade barriers. It is intended to supblement any existing 
regional and inter-regional trade agreements and will cover manufactures as 
well as commod't'es. While the a'm of the scheme is to generate South-South 
trate, developed countries have subported the project. These nations have 
warned, however, that the negotiation brocess must observe the brincibles cf 
transparency and universality, and that the GSTP must not conflict with GATT 
obligations. :n 1984, the technical prebaratory work to facilitate the 
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negotiating -process was all but completed; background material was oreoared 
examining the nature and diversity of import control measures of the 
developing countries and their impact on trade. Issues relating to the 
n ,-- =-cYat'on 	apo' -!cation of tariff and nontariff preferences were also 
discussed. 

NEGOTIATION AND OPERATION OF INTERNATIONAL COMMODITY AGREEMENTS 

The negotiation of international commodity agreements grew out of the 
concern of both producing and consuming nations over the disruptive effects of 
wits fluctuations in commodity prices. During the mid-1970's, international 
commodity agreements became an issue of particular interest, reflecting the 
importance of commodities trade to the developing countries. Since then, 
co-='; 4- ; 	-policy ,  has been in the forefront of North-South dialogue. UNCTAD 
is the forum most actively involved in this issue. 1/ 

The following sections summarize the operation in 1984 of international 
commodity agreements covering coffee, sugar, wheat, cocoa, and tin as well as 
the 1- .7C agreements on natural rubber, jute, and tropical timber. Five of 
these agreements--on coffee, sugar, natural rubbe, tin, and cocoa--contain 
sor=^“;c price-stabilization mechanisms designed to reduce fluctuations in 
_'races; 'improve long-run producer earnings; and deliver a steady, adeouate, 
and reasonably oriced supply of the commodity to customers. These agreements 
orovide for market intervention by a variety of means. Buying and selling of 
buffer stocks to•moderate price swings is one prominent method. Assigning 
production and export` quotas is another. On the other hand, the agreements 
covering wheat, ute, and tropical timber were not soecifically designee to 
minimize 	fluctuations. Instead, they seek to oromote research and 
market development. 

At the end of 1984, the United States was participating in the agreements 
covering coffee, sugar, wheat, jute, and natural rubber. 2/ The United States 
may enter into international commodity agreements through executive 
aereements, treaties requiring ratification by a two-thirds maiority of the 
Senate, or by specifically enacted legislation; a treaty is the customary 
route. :n general, the Unitee States Government has reservations concerning 
international -price stabilization schemes on the grounds that they might 
create long-term market distortions. In the U.S. view, world markets should 
5s allowed to operate freely and without government interference. U.S. policy 
is generally to -promote research and develoyment funding rather than market 
, 	• 	•- :..ntP ,-ventlon. 

In 1984, the jute agreement entered into force provisionally and the 
agreement covering cocoa, set to exoire in September 1984, was extended for 
1 more year. Negotiations took place for new agreements covering cocoa, 
natural rubber, and sugar. 

Despite the economic recovery, the rate of increase in wholesale prices 
of noncil commodities in U.S. dollar terms decelerated significantly in 1984. 
The :H7 inziex of nonoil commodity prices rose by 2.4 percent in 1984 following 
a 7.8 oercent increase in 1983. 3/ In addition, the 1984 index remained 

I/ Sae the previous section of this report for a discussion of UNCTAD's 
Integrated Program for Commodities (IPC). 
2/ The United States signed the tropical timber agreement on Apr. 26, 1985. 
3/ Ths :MF wholesale price index is a weighted average of prices for 

30 commr,r"es. 
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18.0 Percent below the 1980 record level. :f the impact of the apprection 
of the U.S. currency on dollar prices is taken into account, however, 1.he 19E; 
index (in SDR terms)was 6.8 percent higher than in 1983, and b.1 perceno 
higher than in 1980. 

Coffee 

The current international Coffee Agreement (ICA) entered into force 
October 1963, following the expiration of the 1976 CoffeeAgreeme ,lt _ 	. 
covers a 6-year period that may be extended for an additional 2 years under 
the present terms. In 1984, the terms of the ICA remained essentially 
unchanged from those of the previous year. The ICA has no provision for a 
buffer stock, but at does provide for export quotas. 1/ The agreement is 
administered by the International Coffee Organization (ICC) under rules and 
regulations established by the international Coffee Council (ICC). 

In 1984, the ICC agreed to establish a global export cuota of 61.0 million 
60-kilogram bags (a bag is equivalent to about 132 pounds) for the 1;84/85 
crop year. This global quota was made up of 58.2 million bags 	about 
8.6 percent from the number in 1983) for exporting members   to a basic 
quota and 2.8 million bags (up about 7.7 percent from the number in 1983) for 
exporting members exemPt from the basic quota. The initial annual export 
cuota of 61.0 million bags was to be distributed over the four quarters of 
crop year 1984/85 in equal amounts. 

The trigger prices for upward and downward quota movement remained the 
same as in 1983. The trigger prices operate in the following manner: if the 
15-day moving average of the composite indicator price is at or below 
$1.35 per pound, the export quotas are reduced on a pro rata basis by an 
amount of 1.0 million bags; if the 15-day moving average of the co=osite 
indicator price is at or above $1.0 per pound, export quotas are increased hy 
an amount of 1.0 million bags. In December 1984, the 15-day composite 
indicator price reached $1.35. Consequently, the global export cuota was 
decreased by a million bags to 60.0 million for the 1984/85 coffee year. The 
export quotas may be increased or decreased further, depending on additional 
changes in the I5-day moving average of the composite 	 price. 

Table 5 indicates that during 1980-84, the yearly average of the ICC's 
composite indicator price (1976 basis) ranged from $1.51 to $1.15 per pound. 
In 1984, the monthly average composite indicator price ranged from $1. 1:8 per 
pound, in Hay to $1.35 per pound in December. Less coffee was harvested due to 
climatic and transportation problems in major producing countries, and thus 
prices in 1984 averaged about 10 percent higher than 1983 prices. Although 
the agreement's price objectives were largely met in 1984, the allocation of 
export quotas among participating countries remained a prohlem. In addition, 
because sales to nonmembers are excluded from the export quotas, lower Prices 
have been offered in these markets relative to the quota markets. As a 
result, a two-tier market has developed and coffee has been illega 7 ly shpped 
from nonquota to quota markets. 

1/ For more details about the ICA, see the OPeration of the Tra‘fe Azreements  
'Program, 33d Report, 1981, (U,S. International Trade Commission, U2I1O 
Publ ication 1308, 1982, pp. 84-86). 
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Table c.--Gren coffee: Internat i onal Coffee Organization monthly average 
comcs;t-= = -r, dcator P7-;ces, on the basis of the 1976 agreement, 

(In cents Per pound) 
1980-84 

7 980 1981 1982 1983 1984 

• 

January 	 : $1.66 : $1.25 $1.24 : $1.27 : 	$1.39 
February- 	 : 1.63 : 7 .20 1 .34 : 1.24 : 	7.41 
March 	 : 1.77 : 1.20 1.29 : 1.22 : 	7 .44 
April 	 : 1.72 : 1.21 1.24 : 1.22 : 	1.44 
May 	 : 1 .82 : 1.17 1.25 : 	1 . 48 
Jun- 	 : 1.75 : .99 7.2 7  1.23 : 	1.45 
July 	 : 1.52 : 7 .04 1.16 : 1.24 : 	1.41 

1.17 : I.25 : 	7 .43 
Settemer 	 : 1.25 : 1.07 1 .2 : 1.27 : 	1.42 
October 	 : 1.26 : 7.1R 1.29 : 1.36 : 	1.36 
Nov,---ber 	 : 1.16 : 1.25 1.30 : 1.38 : 	1.38 
Dr'em1.-7e7- 	  : 1.20 : 1.23 1.31 : 7 .40 : 	1. 7 5 

Average_ 	 : 1.51 : 1 . 15 1.25 : 1.28 : 	' 	1.41 

The indicator price is a composite or the ex-d. ock New York and Hamburg-
3remen trces of -Other Mild Arab'ca-  and ex-dock New York and Marseilles-
Le Havre prices of Robusta-type green coffee. The ex-dock 

	
or a 

commodity includes the costs of making the goods •available at dockside of the 
tort named. 

Sou7-ce: C7,m); 1 d 	TCO da+e retorted by the U.S. Department of 
the U.S. Department of Commerce. 

7he 7 977 International Sugar Agreement (ISA) entered into force on 
JPnuary 7 , 7 978. The United States has participated in the ISA since it 
became errective. The International Sugar Organization, located in London, 
administers the agreement. 

The ISA functions through a system of buffer stocks and export quotas. 
7hey are manipulated to dampen fluctuations in the free market trice of 
sugar. 1/ The ISA has been generally ineffective in controlling the free 
market trice of sugar. The target price range in he ISA during 1982-84 was 
la to 23 cents ter Pound. The monthly average price has been below that range 
since 7ebruary 1982 (table 6). 

The ineffectiveness of the ISA to regulate sugar prices is In large tart 
the result of sugar's unique characteristics. Sugar is one of the most widely 
grown crots in the world, owing to the fact that identical refined sugar is 
obtained from trotically grown sugar cane and from temperately grown sugar 
beets. Individual countries also heavily regulate their production and trade 
in sugar. Relatively little sugar is traded on the so-called free market. In 
recent years, about 72 percent of world sugar Production has been consumed in 

! 7o7-- add;tional details, see the Oteration of the Trade Agreements  
Rrogram, 33(',  Retort, 1981, pt. 86-88. 
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Table 6.--Raw sugar: 	Monthly world market prices, 
on the basis of the 1977 ISA, 1/ 1979-84 

(In cents per pound) 

Per;od 1979 1980 1981  1982 1;33 '984 

January 	  7.57 	: 17.16 : 27.78 12.90 6.03 : 6.97 
February 	  8.23 	: 22.75 24.09 13.07 6.4= : 
March 	  8.46 	: 19.64 : 21.81 11.26 6.20 : 
April 	  7.59 	: 7.82 : 21.25 17.83 9.58 : 5.99 
ay   	 7.85 	: 30.94 : 15.06 8.11 9.24 : 5.61 

June 	  8.14 	: 30.80 : 16.38 6.84 1 0.74 : 5.53 
July 	  8.52 	: 27.70 : 16.34 7.80 10.53 4.54 
August 	 : 8.85 	: 31.77 : 14.76 6.77 10.56 : 4.05 
September 	  9.90 	: 34.74 : 1 1 .65 5.76 9.43 : 4. 1 0 
October 	 : 11.94 	: 40.55 : 12.04 5.93 9.69. 4.64 
November---- 	: 13.68 	: 37.81 : 11.97 6.52 8.33 : 4,36 
December 	 : 14.93 	: 28.79 : 12.98 6.31 7.67 : 3.55 

Average 	 9.66 	: 28.66 : 16.89 8.40 8.46 : 5,20 

;:__/ International Sugar Agreement, monthly average prices (f.o.b., Caribbean 
ports, bulk basis) caicu lated in accordance with art. 61 of the 1977 agreement. 

Source: Compiled from data reported by the United Nations Conference on 
Trade and Development. 

the country of origin (often at prices and quantities established by the 
government) and about 8 percent has been sold in preferential markets. Hence, 
only about 20 percent has been traded on the free market. The free market 
thus bears a disproportionate share of sugar shortages and surpluses, 
price instability being the result. When crop failures reduce supplies, 
producing countries supply their domestic needs first, preferential 
arrangements second, and the free market demand last. The free market world 
price often soars as a result. Similarly, when there are bumper harvests, the 
free market becomes a distress market and prices plummet. Furthermore, since 
sugar cane is a perennial crop that requires about 20 months frcm planting 
reach full Production (which then is continued for several years), the price 
swings usually are extended (especially on the down side). 

The 1977 ISA expired on December 31, 1984. During 1984, efforts to 
negotiate a new ISA ended in failure due to a lack of agreement on the format 
for a new agreement. Because sugar prices have remained consistently below 
the price range established in the agreement in recent years, a new ISA would 
recuire a substantial reduction in the amount of sugar going to the world 
market. Since major producers could not agree on how these cuts could be 
distributed among the exporters, an ISA with no economic provisions was 
negotiated. Under this administrative agreement, effective January 1, 985, 
the International Sugar Organization will remain in existence to gather 
statistics and serve as a forum for the negotiation of a new agreement. 



7.:Zheat 

The International 7.!Jheat Agreement ;:XA), unlike most intergovern- 
manta: commodity agreements, has no orovisions for buffer stocks, intervention 
pr'ce ranges, or ex✓ort cuotas. The 	consists of a Wheat Trade Convention 
and a Food Aid Convention. :t is administered by the International Wheat 
Counc.' 7 , the on 7 y commod'ty organ'zat'on in which the United States has member-
h' .n as an expo_tng nat i on . The or'nc"oa' act iv it ies of the organ i zat i on 
cons i st of exchang'ng trade data, coIlect'ng information on food needs, and 
coordinating the orovision of food a id to ,'.eveloorg-c ,Thurtry members. 	r7h,= 
orgnal agree= t, regotated in 1971, has been extended 	''mes- 
Last extension was for 3 years to June 30, 1986. Extensions of the agreement 
are made by v'7.-tue of the existence of a separate orotocol rat'fied by each of 
the member nations and deposited at the U.S. Deoartment of State. Although 
the Ur'ted States is a Signatory tO the agreement, the last extension, signed 
on behal .7  of the United States ✓  by the Secretary of Agriculture on AorlI 25, 
1983, and sU✓mitted to the Senate on July 11, 1983 for advice and consent, has 
not yet been acted uoon 5y the Senate. 

:n croo year 1984/85, 2/ the world suooly of wheat continued to rise, and 
world wheat -Prices continued to be on the Low side relative to those in the 
early 1980's. Total world production in 1984/85 was 509 	 metric tons, 
uo 4 percent from 439 million tons in 1983/84. During the same oer'od, worTd 
wheat exports increased 3.5 -Percent to about 107 million tons, while 
aonsumotion 71CS 4 -Percent to 505 million tons. The global wheat situation is 
one in which oroduction exceeds consumotion, and all maor exoorters have 
abundant suoolies. This has resulted in aggressive comoetition and increasing 
amounts of wheat being used as feed for livestock. Imoorts by the J.S.S. 
increased to 26' m' 7 "-n tons, uo 27 percent from the 20.5 million tons of 
1332/33. Imoorts by China increased slightly, uo to 10 million tons from 
9.6 million tons, although the long-term trend 	✓is one af decreased imoorts 5y 
Ch'na, as evidenced by nonrenewal of Iong-term gra in agreements. 3/ 
increase in world wheat suoolies continued with favorable developments of 
Southern Herlsohere croos, outting additional oressures on wheat prices. The 
average orice of wheat in 1;83/84 was S186.40 7Der ton 4/. The 1984/85 average 
orice 5/ was 5176.04 oer ton, ranging from a low of S169.00 to a high of 
f;182.00. 

more deta'ls about the 	see the Ooerat'or or the -rade kgreements 
Program, 33` Report, 1981, po. 89 and SC. 

2/ June 1984 to Hay 1985, using January 1965 U.S. Deoartment o'" Agr'cu 7 ture, 
; 70 ,-eign 	 Service) proections. 
3/ For calendar-year data on U.S. exoorts of wheat to the U.S.S.R. and 

China, see the Commission's 41st Ouarterlv Reoort to the Congress ard the  
'rad= =o'L'cv Camm'ttee 37 7rade 7'setween the United States and 	 et 
Economy Countries during 1984, USITC publication 1662, Har .ch 1985; a 7 so the 
33d and 37th in this series, covering 1982 and 1983. 

4/ 	'Rotterdam -Price = o=U.S. Xo. 2 Dark Worthern Soring 1,:heat 
(14 oercent protein). 

5. 7-aced on June 1984 to January 1985 o-ices (arithmetic mean). 
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Cocoa 

The Third International Cocoa Agreement (ICCA), 1/ administered by the 
international Cocoa Organization, has been im effect since August 1, 1981, 
replacing the ICCA, 1975, and its predecessor, the ICCA, 1972. It was 
scheduled to terminate on September 30, 1984; however, during 1984 it was 
extended for I year. Discussions took place to develop a successor agreement 
throughout 1984, but little progress was made. 2/ 

The ICCA functions through a system of buffer stock purchases and sales. 
One of the objectives of the agreement is to stabilize the price of cocoa 
beans within an - indicator price-  range of $1.00 per pound to $1.60 per 
pound. During most of 1984, the indicator price remained within the price 
range specified in the agreement. The agreement also provides for a maximum 
buffer stock of 250,000 metric tons. Buffer stock acquisitions are financed 
by a 2-cent-per-pound fee on exports from member countries (and on imports by 
member countries from nonmember exporters); however, the buffer stock ran out 
of funds in 1982. 

The United States has not been a member of any of the ICCA's because of 
the belief that buffer stock agreements generally do not work, that there is 
inadequate funding for the agreement, and that unrealistic price ranges are 
specified in the agreement. 

Tin 

The Sixth International Tin Agreement (ITA) covers a 5-year period that 
began in July 1982 and may be extended for an additional 2 years under the 
present terms. The International Tin Council (ITC) administers the 
agreement. Although the United States, the largest tin importer, was a member 

Of the Vfth 	did not join the Sixth ITA. Malaysia, the world's 
largest tin: producer, urged consumers at the March 1984 quarterly meeting to 
ratify the Sixth =TA by the required 80-percent majority so that the agreement 
would come fully into effect rather than only provisional)y, as it now 
orerates. 3/ Under such a move, members would be obliged to pay up the 
balance of their dues, amounting to the cash equivalent of 10,000 metric tons 
of tin. Approval would also automatically increase the ceiling on the buffer 
stock to 50,000 metric tons from the current 39,666metric tons. Expansion of 
the buffer stock is viewed principally as a device for supporting the price of 
tin. Despite such pleas by producing nations, consumers continued to resist 
ratification in 1984 in an effort to maintain current price levels. 

Throughout 1984, the export controls on tin producing nations 4/ 
established by the ITC in June 1983 were maintained by the ITC to support 

1/ The two C's in the initials for the International Cocoa Agreement (ICCA) 
are used to distinguish it from the International Coffee Agreement (ICA). 
2/ A conference held in early 1985 also ended without a replacement 

agreement due to differences between producing and consuming nations on price 
levels and the mechanism for revising t: 
3/ At present, the Sixth ITA has been ratified by only a 65 percent majority 

of consuming nations. 
4/ Under these controls tin exports we re limited to 22,000 metric tons per 

quarter, or 39.6 percent less than expo its for the base oeriod, the third 
quarter of 1981. 



sagging tin prices. Daily Yew Yorktin Prices during the first cuarter of 
:984 averages $5.95 per pound, which was moSestly higher than the =TA 
established floor price of $5,55 Per Pound. This comPares to an average daily 
t'n price of $6.06 Per COPnS for the fourth cuaroer of 1383. Da'ly t'n Prices 
averaged $6.03 per pound for the second Quarter of 1984 before falling to 
$5.93 in the third quarter and to $5.73 in the final quarter. 1/ aelatively 
weak tin prices resulted from what the inSustry still considers to be a huge 
world tin stock surplus of some 58,000 metr'c 'on at the end of 1984, despi' 
an inventory reduction from a world surplus of 80,00C metr'c ton at the end 
of 1983. 

In 1384, prices on the London Metal Exchange (LKE) were consistently 
lower than traces on the Penang exchange and the Kuala Lumpur _in ? ,?arket 
KLTH) 2/ due to the strength of the Malaysian and U.S. dollars relative 
the British pound. ITC oPerational Procedures recuire accuisition of tin cn 

the =X to maintain its floor Price even though soot prices may be lower on 
the LYE. At the September quarterly ITC meeting, the buffer stook manager 
Proposed limiting acquisition requirements on the KLTH to a certain range of 
prices, based on currency anS market considerations, allowing tin Prices to 
fall below the floor Price, if necessary, while the manager locks for an 
opportunity to regain the floor price as market conSitions allow. However, 
t'n producers have opPoseS a flexib 7 e floor Pr'cing scheme, fearing that 
prices would fall to unreasonably low levels. 

The sale of surplus tin from the U.S. Government stockPile by '.he General 
Services Administration CGS A;) remained a contentious issue within the world 
tin community in 1984. By yearend 1384, GSA had SisposeS of 2,397 metric tons 
of tn, ; ,n comP 7 iance wth its memcranSum of understancl'ng 	 major 
tin-producing nations that limited GSA sales in order not to Se-Press ":=7C1 tiff 

prices. 3/ Tin-producing nations urged the United States to -4 "s 4  
to 3,000 metric tons annually by extending the M01 into 1985. 	.S.5_ source s 

predict, however, that over 3,200 metric tons of tin could_ be 	sPosed of 'n 
1985, given firm purchase commitments from U.S. ferroalloy processors. 4/ 

7 / 7in Prices are cuoted on the KL72-: 'n Malaysian dollars. Y: hen the Price 
of t'n falls to the floor Price (Y$29.15 or US$5.55), the buffer-stock manager 
is reouired to buy tin cn the oPen market to support prices. During 1SS, 
average daily tin Prices on the KLTH averaged only M$29.16, or slightly above 
;- he floor pr ice. 

2/ On October 1, 1984, the KITY succeeSed the Penang exchange. The K1TM 
functions in much the same manner as the Penang exchange, with the buffer-stock 
manager intervening to 'nfluence t'n ?r ices as he d'S 'n 7, enang. Sc far, 
Malaysia and Australia are the only Producing countries to sell their in 
the KI7Y. 

3/ in December 1983, the United States, Malays -la, Thailand, and Ineonesia 
signec a memorandum of unSerstanding (YOU) that imposed a ceiling on GSA sales 
of 2,855 metric tons in 1984. The entire U.S. stra'Pg'c t'n ,r--tockp'1, as _-
December 1984. ecualled 183,725 metric tons. 

4/ Nevertheless, on April 3, 1983, the Un'ted States and t;n-roduc'ng 
nations agreed to extend the D'n'o 198 7.. Under the provis'ons of the 
agreement, the United States and t'n-pro^uc;ng count_ 'es are 	 to 
consultations if the am)urt of t'n d isposed or by GSA, exceeds 3 ,C00 metric 
tons during 1985. 
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The efforts of the ITC to restrict GSA tin sales have been part of a 
larger effort to restrain non-ITC exports of tin into the world market. The 
LTC is particularly concerned with exports by Brazil, a non-ITC Producer. 
Brazilian officials have refused to discuss their tin Production and ex -Ports 
with the ITC, while Brazilian producers have opposed any moves by their 
government to join the ITC. Brazilian ex -Ports accounted for 14,500 metric 
tons, or almost 75 percent of total Brazilian Production, in 1984. At the 
same time, the ITC remains concerned about the smuggling of tin concentrates 
from Thailand into Singapore for smelting, in defiance of ITC export cuotas. 
Industry sources estimate that smuggling adds 10,000 to 20,000 :metric tons 
annually to the market. The ITC has thus far relied on appeals to Brazil, 
Singapore, and consuming nations to deal with these Problems, which exacerbate 
the existing tin surplus situation. The Council is contemplating stronger 
actions, such as imposition of more stringent export cuotas, if corrective 
action is not taken. 

Another factor in the market with the potential to affect tin Prices is 
the Association of Tin Producing Countries (ATPC). -/ -he ATPC had: a very 
negligible impact on the market in 1984 due to the inability of member 
producing nations to agree on further export limitations at a time of 
worldwide tin oversupply. 

Natural Rubber 

Developing countries account for virtually all of the world's production 
and exports of natural rubber. The purpose of the International Natural 
Rubber Agreement (INRA), the first commodity agreement concluded under 
UNCTAD's Integrated Program for Commodities, is to stabilize world prices 
without disrupting long-term market trends and to ensure adequate supply. 

INRA entered into force for the United States in ay 1981. 2/ The 
current agreement expires in October 1985, with a provision for extension on 
the present terms for up to 2 years. At a meeting of the signatories in May 
1984, agreement in principle was reached to begin negotiation of a new 
agreement. A negotiating conference is scheduled to take place during the 
first half of 1985. The parties anticipate extension of the current agreement 
to permit adequate time for negotiation and ratification of a new agreement. 3/ 

The buffer stock established in the agreement provides the sole mechanism 
for market intervention to stabilize prices. 4/ At the end of 1984, the 

1/ The ATPC, consisting of Malaysia, Indonesia, Thailand, Australia, 
Bolivia, Zaire, and Nigeria, began operations in 1983 and acts independently 
of the ITA. While the ATPC is not authorized to impose such economic measures 
as export controls, other unsPecified economic measures to support tin prices 
may be considered. Its actions thus far have been confined primarily to the 
areas of tin research and development of new uses for tin. 

2/ See the Operation of the Trade Agreements Program, 33d Report, 7 981, 
91, for more detail. 

3/ Telephone conversation with Gordon Jones, U.S. Dept. of State, 
March 6, 1985. 

4/ See the Operation of the Trade Agreements Program, 32nd Report, 1980  
(U.S. International Trade Commission, USITC Publication 1307, _982), Operation 
of the Trade Agreements Program, 33d Report, 1981,  and Operation of the Trade  
Agreements Program, 34th Report, 1982,  for additional details. 



9c 

buffer stock contained 270,000 metric tons, bought in 1982 and 1983. No 
significant nurchases or sales were made in 1984, though some stock was 

The orarion of the 	stock is governed by a dc. -_y market 
indicator price. 1/ In January 1984, this Price averaged 239.74, which was 
near the may sell" intervention level. 2/ The price fell during 1384 as 
production outran current consumption, ending •the year  •(December 1984 average) 
at 175.86, near the may buy -  level. 3/ Though the indicator price reached 
the discretionary zones in both directions for brief periods during 1384, the 
buffer stock manager chose not to buy or sell during those periods. 

Suynlies of natural rubber were adequate in 1984. The international 
Rubber Study Group reports world production of 4.335 million metric tons in 
1984 with world consumption in the same period of 4.275 million metric tons. 
The United States, the world's largest user, consumed 800,000 metric tons in 
1984, a 20-percent increase over depressed levels in 1983, while Janan, the 
world's second largest user, consumed 540,000 metric tons. 4/ Natural rubber, 
which rePresents about one-third of the total market for elastomers, is slowly 
increasing its share of the market, largely because of natural rubber's 
sunerior performance in radial tires, aircraft tires, and large tires for 
off-the-road ecuipment, growing markets for elastomers. 

The International Agreement on Jute and Jute Products (IJA), the second 
commodity agreement to be negotiated under the framework of UNCTILDs 
integrated Program for Commodities, was adopted on October 1, 1982. On 
Januar7 9, 7 984, the agreement entered into force provisionally, since the 
corditions for definitive entry into force had not been met. 5/ By the end of 
7 984, 9 impo7-ting countries (representing 60 percent of world imports) and 
5 exporting members (accounting for 99 percent of world exports) had become 
signatories to the agreement. 

newly formed International Jute Organization (IJO), which administers 
the agreement, plans to set up a functioning body composed of nroducing, 
exporting, and importing nations that would work together to improve the 

1/ A composite-weighted average of the prices of three types of natural 
rubber in four major international markets, expressed in fictional 
"HaLaysian/Singapore-  dollars, partially defined in IL' and nartially an 
agreement yrojection over the life of the agreement prepared by the 
Department of State, as provided in articles 30 and 40 of the TYRA. 

2/ For an explanation of "may sell", "may buy -  and similar terms 
incorPorated in INRA, see Onerations of the Trade Agreements Program, 33d  
Retort. 1981, nn. 92-94. 

3/ 
4/ Production and consumption estimates from International Rubber. Study 

Group, Rubber Statistical Bulletin, January 7985. The Tnternationa' Rubbe-
Study Group is the recognized authority in assembly and integration of 
disparate government, trade association, and other sources of statistics 
pertaining to rubber, making careful estimates were necessary to fill gaps 
and reconcile discrepancies. 

5/ Pursuant to article 40 of the =JA, 3 countries representing at least 
80 percent of the net exports and 20 countries accounting for at least 
65 percent of net imports must sign the IJA to bring it into force. 
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market for jute and jute products. The new organization would accomplish its 
objectives prImai'y through proects in research and development, market 
romotion, and production cost control intended to benefit both producers and 
consumers. The IJA does not contain provisions for the establishment of 
buffer stocks, price stabilization measures, or export cuotas that are often 
Part of other international commodity agreements. 

On May 7, 7 984, a Projects committee on Met in Dhaka, Bangladesh. Seven 
research and development projects and market promotion plans were approved, 
although none were initiated. Top priority has been given to three of these 
proects: (1) United States market development, (2) Japanese market 
promotion, and (3) Western European market promotion The funds needed to 
operate the three projects, approximately $2.2 million, have not been totally 
accuired. 

World production of jute fiber declined slightly in the last few years. 
Annual Production averaged 3.3 million metric tons during crop years 1930-84 
and is expected to decline to 3.1 million metric tons in crop year :984-85. 
Average annual world production during 1975-7B was 3.1 million metric tons. 
India, the largest producer, provided 42 percent (1.3 million metric tons) of 
the total world jute output (3.2 million metric tons) in crop year 1983-84. 
Bangladesh and China were the second and third largest producers, accounting 
for 26 and 16 Percent, respectively, of the world output. 

World exports of to fiber have continued to decline annually in recent 
years and amounted to 454,900 metric tons in crop year 1983-84, 9 percent less 
than the 1980-84 crop-year average of 501,200 metric tons. The level of 
average annual world exports in crop years 1975-78 was 555,000 metric tons. 
Develozing countries accounted for virtually all exports. Bangladesh, the 
largest exporter, accounted for i6 percent (344,300 metric tons) of the total 
in crop year 1983-84, down from 1982-83, when Bangladesh accounted for 
82 Percent of the total. 

World exports of jute products (including yarn, sacking, bags, 
carpetbacking, and fabrics) amounted to 1.1 million metric tons in crop year 
1983-84, an 8-percent decline from the 1975-78 and 1980-84 crop year averages 
of 1.2 million metric tons. As with jute fiber, developing countries 
rpresent the largest share of total world exports of jute products, 
accounting for 86 percent in 1983-84. Bangladesh, the largest exporter, 
provided 45 percent of the total in 1983-84. India, the second major 
exporter, provided 22 percent. Bangladesh has maintained its leading position 
by aggressive marketing, use of modern machinery, and lower labor and raw jute 
costs relative to India. 

World imports of jute fiber were estimated at about 450,000 metric tons 
in 7 934. This amount was 7 Percent less than that of the previous year and 
13 percent less than the average annual imports of 517,800 metric tons during 
1980-84. Developing countries accounted for slightly more than one-half of 
such imports in 1983. Pakistan accounted for the largest share (25 percent) 
of imports by developing countries; China and Thailand accounted for 18 and 
11 percent, respectively. The Soviet Union, the largest developed country 
importe7-, accounted for about 26 percent of the developed countries' imports; 
the United States about 7 percent. 
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World imports of jute products increased slightly in 1984 from the 
previous year, amounting to approximately 1,175,000 metric tons; however 
imports in 1984 were less than the average annual level of 1,215,000 metric 
tons during 1980-84. Developed countries accounted for about two-thirds of 
total imports. The Soviet Union was the largest importer of jute products in 
1983, accounting for 14 percent of total world imports. The United States, 
the largest importer of jute products in recent years, accounted for 
12 percent of total world imports. Iran was the largest importer of jute 
products among the developing countries in 1983 and accounted for 6 percent of 
total world imports. 

The major concern for IJO members is jute's competitive position with 
synthetics, primarily polypropylene. Jute competes with polypropylene largely 
on price for its share of the end-use product market. In 1983 and 198/:, the 
price of jute fiber increased more rapidly than that of volypropylene, as 
shown in the following table. 

Table 7.--Polypropylene and jute fiber: Quarterly prices, 1983 
and January-June 1984 

(In dollars per ton) 

Period 	 : 
Jute 1/ 

Polypropylene 
Type 1 2/ Type 2 

1983: 
1st quarter 	 : 690 	: 269 	: 312 
2d quarter 	  690 	: 283 	: 328 
3d quarter 	  750 	: 295 	: 338 
4th quarter 	 : 815 	: 361 	: 381 

1984: 
1st quarter 	 : 816 	: 397 	: 408 
2d quarter 	  840 	: 410 	: 421 

1/ Representative export prices from Bangladesh. 
2/ "Type" refers to the grade of fiber. 

Source: Compiled from data reported by the Food and Agriculture Organization 
of the United Nations. 

The increase in jute prices attributed to smaller production by the major 
jute-producing countries which caused a decline in stocks and reduced the 
availability of jute fiber for export. The fiber price changes, along 
other production variables, resulted in a very large change in relative prices 
of carpetbacking, one of the principal end uses of jute. As shown in the 
following table, jute carpetbacking prices increased approximately three times 
faster than that of polypropylene during 1983-84. 
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Table 8.--Jute and polypropylene carpetbacking: 	Quarterly prices, 1983-84 

(In cents per linear yard) 

Type 1 Type 2 
Period : Jute 

(6 	oz.) 
: 
: 
Polypropylene 

(16X8) 
: 
: 

Jute 
(5.5 	oz.) 

Polypropylene 
: 	(16X6) 

1983: : 
1st quarter 	: 68.00 : 70.00 : 61.00 : 62.00 
2d quarter 	: 65.00 : 70.00 : 58.00 : 62.00 
3d quarter 	: 68.00 : 70.00 : 61.35 : 62.00 
4th quarter 	: 69.50 : 74.00 : 62.50 : 62.00 

1984: 
1st quarter 	: 73.00 : 78.00 : 66.00 : 70.00 
2d quarter 	: 78.00 : 78.00 : 72.00 : 70.00 
3d quarter 	: 92.00 : 82.00 : 86.00 : 74.00 
4th quarter 	: 104.00 : 82.00 : 98.00 : 74.00 

Source: Compiled from data reported by the Food and Agriculture Organization 
of the United Nations. 

Tropical Timber 

After 7 years of preparatory work, the Secretary-General of the United 
Nations Conference on Trade and Development convened the United Nations 
Conference on Tropical Timber in 1983. In November 1983, the Conference 
established the text of the International Tropical Timber Agreement, 1983. 
The United States had a major role in the shaping of the agreement, which is 
not a price stablization agreement but rather is geared to research and 
development and market promotion activities (all of which are to be financed 
by voluntary contributions). The agreement is scheduled to enter into force 
by April 1, 1985, if a sufficient number of producing and consuming countries 
sign the agreement. 1/ 

OTHER TRADE AGREEMENTS ACTIVITIES 

The Bilateral Investment Treaty Program 

The U.S. Bilateral Investment Treaty (BIT) Program was launched in late 
1981 for the purpose of encouraging American direct investment abroad. 2/ 
Through the negotiation of bilateral investment treaties with interested 
countries (usually low and middle-income developing countries), U.S. investors 
abroad are guaranteed certain rights and protections. When the risks and 
restrictions associated with overseas investment are thus eliminated, U.S. 
international investment flows should increase, particularly to developing 
countries. 

if The agreement entered into force provisionally on Apr. 1, 1985. Ten 
producing countries and 14 consuming countries had signed the agreement by 
that date. On Apr. 26, 1985, the United States signed the agreement. 

2/ For a complete discussion of the BIT program, see the Operation of the  
Trade Agreements Program, 35th Report, 1983,  pp. 36-43. 
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The U.S. Government negotiates BIT's•using a prototype treaty that has 
four main objectives: (1) national or MFN treatment, (2) freedom to transfer 
profits and other funds across borders, (3) prompt and fair compensation in 
the event of expropriation, and (4) procedures for dispute settlement. The 
first treaty model was released in January 1982. The current model, which is 
a streamlined version of the original and should facilitate the negotiating 
process, dates from February 1984. 

Since the beginning of the program, the United States has held 
preliminary discussions with over 40 countries. By the end of 1984, 
five countries--Panama, Egypt, Senegal, Haiti, and Zaire--had signed BIT's 
with the United States. These treaties are expected to be sent to the U.S. 
Senate for ratification in mid-1985. Furthermore, agreements with Costa Rica, 
Morocco, and Cameroon are near completion, and negotiations are currently 
underway with China, Malaysia, Bangladesh, Ivory Coast, Honduras, Burundi, 
Gabon, Liberia, Indonesia, Sri Lanka, and Turkey. 

Progress on Services Trade Agreements in 1984 

International trade in services has been estimated at over $500 billion 
annually or approximately 20 percent of total world trade. 1/ Yet little 
agreement exists on the role services should play in trade policy. In 1984, 
as countries continued to broaden their understanding of the importance of 
services in their economies, as well as in the world economy, steps towards 
international cooperation on services trade issues intensified. 2/ 

The United States is particularly interested in easing restrictions on 
international trade in services. In 1980, services comprised about 52 percent 
of total U.S. output, compared with 37 percent in manufactures. In addition, 
while the United States remains the largest single-country exporter of 
services, record U.S. trade deficits have been partially blamed on the 
shrinking surplus in services. Unless restrictions on access to foreign 
markets can be lifted, the potential for U.S. export growth will be limited. 
U.S. initiatives for multilateral action to ease trade impediments have been 
resisted, however. Some countries are reluctant to liberalize trade in 
services because they do not yet feel sufficiently competitive with American 
suppliers. Developing countries are particularly unwilling to liberalize 
services trade; they call the effort "premature" and place priority on the 
completion of the 1982 GATT work program. Nevertheless, the GATT, the OECD, 

1/ For an extensive discussion of services trade issues, including problems 
of definition and data collection, see the Operation of the Trade Agreement  
Program, 35th Report, 1983, p. 142. 

2/ Services comprised well over 50 percent of the gross domestic product 
(GDP) in each of the member countries of the European Community in 1981. In 
1979, more than half of the work force in 12 developing countries was employed 
in services. (See the national studies on trade in services submitted by the 
United States and Japan to the GATT.) In addition, UNCTAD issued a report 
stating that "many services play a far more important role in the development 
Process than is indicated by their direct contribution to GDP." United 
Nations Conference on Trade and Development, Trade and Development Board, 
"Services and the Development Process," August 2, 1984. (See the next section 
entitled "Services activities in multilateral forums-UNCTAD.") 



and the =TAD all hosted important services trade discussions in 1984. 1/ 
While the GATT and the OECD have confined discussions to issues and problems 
related to trade in services, the UNCTAD is studying services' role in the 
develovment ✓rocess. Since the GATT is the only international organization 
offering a contractually binding framework, the United States prefers GAT -  to 
be the forum for consideration of an agreement on trade in services. 

:n ate;ton to vushing for a mult;lateral apvroach to services trade, in 
October _resident Reagan signed the Trade and Tariff Act of 1984, which 
includes four ma o_ vrovisions related to services. First, section 301 of the 
1974 trade act was amended to Place services on an ecual var with goods. The 
Trade Act also established a Service Industry Development Program in the 
Department of Commerce designed to collect services trade data and develop 
policies to vromote U.S. services abroad. Furthermore, achieving an 
internationally agreed on set of rules to help ensure open international trade 
in services was officially declared a negotiating objective. Finally, the act 
authorized the establishment of a free trade agreement (FTA) with Israel. 2/ 

Services activities in multilateral forums 

The following sections outline the ongoing work programs on services 
trade issues in the GATT, OECD, and UNCTAD. Trade agreements activities in 
three major service industries will then be discussed: insurance, maritime 
transportation, and telecommunications services. Each of these industries was 
significant in terms of international development in 1984. 

General Agreement 07 	 an/.7  

In November 1982, a comprehensive work program on services trade issues 
was launched at the GATT Xinisterial meeting. In order to vrovide a 
foundation for discussion of services trade issues, GATT members were asked to 
undertake national examinations of their service industries and to exchange 
information on issues in this area of trade. By the end of 198•, 13 national 
studies had been submitted on trade in services. 3/ The reports were largely 

1/ See the next section entitled -Services activities in multilateral 
forums". 

2/ Under this agreement, which was signed in April 1985, the varties 
"recognize the Lmvortance of trade in services and the need to maintain an 
open system of services exports which would minimize restrictions on the flow 
of services between the two nations. -  The PTAis the first trade agreement 
ever negotiated that exviicitly covers services trade. As such, it could act 
as a vrototype for a multilateral agreement in services. Under the FTA, both 
countries are committed to applying to services the two basic trade vrnc;v 7 es 
of national treatment and transparency of regulations in order to ensure 
market access for services with the other nation. Although services are 
covered by a nonbinding declaration in the FTA, both sides agreed to work 
toward international accevtance of these vrinciples applied to trade in 
services and to review the effectiveness of the declaration with the view of 
transforming the rovisions into legally binding rights and obligations. For 
a more detailed discussion of the U.S.-Israel Free Trade Agreement, see 
chay. . 

3/ The 13 Cevelc13ed countries or country groups that have submitted national 
examinations are the United States, Canada, Javan, the Eurovean Community, the 
United Kin7.dom, West Germany, Belgium, the Netherlands, Italy, Switzerland, 
Denmark, Sweden, and Norway. 
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descriptive in character and addressed the following points: (1) the growth 
of the internationa7 service economy, (2) the inadecuacy of services trade 
data, (3) domestic activity and regulations in specific service sectors, and 
( 1 ) the impediments to international trade in services. ALI of the stueies 
recognized the rising importanre of the services sector and the consecuent 
need for all countries to reassess the role services should play in trade 
polity. 

The results of certain national examinations were reviewed at the 1984 
an=a1 session or the GA77  Cor2racing 7'arties to 'et-mnr. apProPriat= 4-u: - ure 
action. The United States requested the establishment of a formal working 
party on services to examine the issues further, but a comPromise work program 
was adoPted that provides for formal meetings 	G45  -r members c‘,. exchange 
information on trade in services. Based on a review of the 13 national 
studies by contracting parties dUring 1985, the Secretariat will prepare an 
analytical summary of the national studies together with relevart incormation 
from international ,,-,,c—izations and a summary, of the issues raised in the 
information exchange. This analytical summary will Provide the basis for 
further discussions in an efli- ort to establish common ground on which the 
parties might agree in moving toward a determination at the 1 985 annual 
session on appropriate multilatera 7  artion. 

In addition, work continued toward extending 
Procurement code to cover Pure service contracts. Presently, the coc:e only 
covers those services that must accompany goods purchases. 1/ 

Organization For Economic Cooperation and Development 

In 1982, the OECD Ministerial Council launched a work Program to "examine 
ways of removing unustified impediments to international trade in services 
and to improve in 	cooperation In this area." 2/ The work Program 
has taken a two-Part approach. Committees with sectoral exPertise are 
identifying and evaluating obstacles to trade in specific service ineustries. 
The _made Committee and its working Party, on the other hand, are establishing 
a general framework for considering service trade issues. At the 7 98 
Ministerial-level meeting in May, the Council recognized the importance of 
services trade issues and requested a report, including action Proposals, 
within 2 years. 

In late 1933 and in 1984, OECD published studies on the insurance, 
tour ism, 	banking industries. 3/ The survey of restrictions on 
international insurance operations concluded that the most serious obstacle to 
international insurance is limits on the right of establishment. The tourism 
study outlined two types of barriers that affect tourist flows: 
(1) restrictions that hamper the ability  to travel from one countr y  to another 
(such as visas, exchange restrictions, and special taxes), and (2) impediments 

1/ For a discussion of the pilot studies on certain service industries 
undertaken for this work program, see char. 

2/ OECD, "OCED Council Meeting at Ministerial Level Communique, -  The OECD  
Observer, May 1982, p. 6. 

3/ 03CD, International Trade in Services: Insurance, 1983; OECD, Obstacles  
to International Tourism in the OECD Area, to be published, see -The Obstacles 
to international Trade in Services, -  The OECD Observer, January 198, p. :5; 
OECD, International Trade in Services: Banking, 1981:. 



facing tourist organizations that of .cer 	serr'ce for 	;=:-uch as 
restrictions on market access). Lastly, the rePort on the bank'rg _ ._...,;.s t_ 
surveyed regulations and, Practices in member countr;e. 7he   of th= 
survey indicated that while mos',  Oz=CD coreshave secuP 
to international competition, limits on right of  	rema'n a 
serious obstacle in sate nations. 	to these 	r,----ports, a pilot 
on construction, engineering, and consultancy se ices was undertaken but 
never Published. Other subsector studies on maritime transport, 
telecommunications, computer services, and motion Pictures ars currently 
underway. 

In conjunction with these industry studies, the Trade Committee has been 
developing a conceptual framework for Liberalizing trade in services. The 
subsector studies identified specific trade Problems that the Trade Committee 
has examined to determlne the aPPloal--.y of varLaus trade Pr'nciPies to the 
services sector as a whole, such as national treatment and transParency 
regulations. The draft framework of rules to govern services tr=d 
expected to be released during the first haf of 1;8 7,  wh; ,'h will .7.70V; 
guidance for future work in this area. 

Furthermore, the OECD has two codes that addre ss trade r==tr'^t;on r 
services: (1) the Code on Liberalzat'on or CaP'tal vov•=mr,nt, and ;2: th= 
Code of Liberalization of Cu_ rentIrvs'ble OPrat-ns. 3: 

instruments are under review to determine their success in address_
restrictions on services trade. In 1S8:, the Capital :,:ovements code was 
amended to extend coverage to certain rep' lations relating to right o' 
establishment, which is especially relevant 	serrices. For examPle, a 
number of service industries, such as banking and insurance, can zain access 
to foreign markets only by establishing branches or subsidiaries abroad. 

Uorating of the Code of IberalzPtlon 	Current   -p=r=t'ors 
begar in 7979 in orde- to address l'beral'z'ng trends and technolog'cal 
changes in different subsectors. 1/ Extension of the code to new subsector s, 
such as telecommunications, has also been under consideration. The 
stage of the updating is concentrating on service industries that hare 
experienced little change in the nature of the services v= aded 32 the pattern 
of trade. Insurance, tourism, and m='time trPnsPort --_ave been exam'n=d so 
far. 	or has also begun in subsectors exPeriencing dramatio change: the 

;ndust ,--y ;s being expand 	to cover aud'or'sual q=r7;c=s, and " ---=nk'ng 7)=7- 
 be replaced by a new subsector covering all financial serv'oes. In December, 

the insurance sections of the code were uPdated. The most notable provision 
adoPted increases the transparenoy of obstacles faced by insurance companies 
headcuartered in one country and seeking to do business in another. 

Finally, OECD has done the greatest preParatory work on data getnering 
and is examin'ng data availability in member countries for the purpose of 
determining what cooperative action will be recuired in this area to 	 _de 

1/ 1/ In principle, all trace ln services is covered by this ocde. The code. 's 
obligations apply to a list of invisible transactions that cover both 
transactions by specific service industries (such as insurance: and 
transactions of a generic nature (such as royalties. _=:.1though the code does 
not contain overall provisions for right of establishment or subnational 
treatment, these principles can be, and have been, incorporated with resPect 
to a specific industry. 
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background for negotiations. At present, the principal source of 
internationally comparable data is the IMF's balance-of-payments statistics. 
Although this data can measure broad trends, it is difficult to interpret 
because of problems of measurement and concept. No internationally recognized 
standard classification exists for the services sector. Thus, empirical 
analyses are hard to interpret, and it is difficult to quantitatively assess 
restrictive behavior in various service industries. 

United Nations Conference on Trade and Development 

Service issues have long been part of UNCTAD's work program. Studies 
have been conducted in specific service industries (notably transport, 
insurance, and financing related to trade) and in service issues related to 
technology transfer and the control of restrictive business practices. Within 
the United Nations, many organizations deal with service sector concerns. 
While some bodies are responsible for a particular subsector (e.g., the 
International Civil Aviation Organization), others deal with issues applicable 
to services in general (e.g., the World Intellectual Property Organization). 

UNCTAD's interest in services intensified in 1982 when the TDB decided 
that when "dealing with factors of relevance to the issues of protectionism 
and structural adjustment and policies influencing structural adjustment and 
trade, commensurate attention should be paid to services." 1/ A resolution 
adopted at UNCTAD VI directed the Secretariat to continue its studies of 
service issues and, in particular, to examine the role of services in the 
development process. The TDB was also invited to consider future work in 
services at its 29th session held in September 1984. 

The Secretariat's study, entitled "Services and the Development Process," 
was prepared in 1984 in order to address the contribution of services to 
development and growth since the current international debate on services 
issues has focused largely on trade aspects. The report observes that new 
technologies, particularly data and information technologies, continue to 
result in new services and new interlinkages among services and goods that 
affect production, trade, and development patterns. Transnational 
corporations (TNC's) play a crucial role in this process since they are the 
principal suppliers of many services, either through direct exports or through 
investment abroad to supply foreign markets. One implication of the role of 
TNC's, which have access to the international data network, is their 
competitive edge over local companies. The developing countries are thus' 
faced with a dilemma: location and accessibility of data resources will be 
regarded as strategically important to remain competitive, but to rely on 
services from abroad would place them in a position of dependence. The study 
suggests that developing countries should strive to understand the effects of 
technological change and determine how trade and foreign direct investment in 
specific services would contribute to the development process. 

In addition, the report suggests a number of issues to incorporate into 
the trade-oriented search for a possible negotiating framework taking place in 
various international forums. Emphasis should be placed on the contribution 

1/ United Nations Conference on Trade and Development, Trade and Development 
Board, "Report of the Trade and Development Board on its Twenty-Eighth 
Session," Geneva, May 23, 1984, p. 11. 
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of services to development, including the impact of various services on 
developing economies, the possibilities for increasing the developing 
countries' share of the world market for services, and the obstacles to 
services trade these nations may be facing. Discussions should also include 
the aspects of trade in services relating to technological developments and 
the role of TNCs, as well as the possibility of a multilateral-cooperation 
framework for building up the services sector in developing countries. 

In addition to the Secretariat's study, four background papers were 
prepared for the September TDB session. These four studies examined 
technology, shipping, insurance, and transborder data flows in relation to 
trade in services and in the context of services and the development 
process. 1/ Despite the preparation of all these reports, the TDB meeting in 
September failed to reach a consensus on an UNCTAD program on services since 
developing countries were unwilling to recognize the role of other 
international institutions in services issues. 

One other United Nations agency, the U.N. Center on Transnational 
Corporations (UNCTC), has been particularly involved in activities dealing 
with services. It is currently conducting studies examining the role and 
effects of TNC's in various industries, including services. In these industry 
reports, the effect of technological changes on international competition and 
trade, and on the role of TNC's in the industrialization process in developing 
countries, will be assessed. In addition, the UNCTC is examining trade in 
data services (i.e., transborder data flows) and its effect on the nature of 
international trade in goods and services and on foreign direct investment. 
Case studies are being prepared on the role of transborder data flows in 
individual countries. The principal project under way examines the role of 
TNC's in facilitating trade in data services. Lastly, the agency is 
finalizing a code of conduct for TNC's that will cover the activities of TNC's 
in all sectors and include provisions particularly relevant to the services 
sector. 

An international code of conduct on the transfer of technology has been 
under formal negotiation since 1978. This code will establish standards for 
the buying and selling of technological information across national borders 
and will cover almost all technological service transactions. Negotiations on 
the code are expected to be completed not later than the first half of 1985. 

Insurance services 

Trade  

The value of insurance services is partially covered in the U.S. 
international transactions accounts under "private miscellaneous services," 
which provides separate identification only for exports and imports of 
reinsurance. 2/ Net export premiums received for reinsurance increased to 
$190 million in 1983 ($188 million in 1982), whereas net import premiums paid 

1/ Transborder data flows refers to the flow of data via 
computer-communication systems between countries. 

2/ Reinsurance is insurance which one firm buys from another in order to 
write an amount of insurance on a single risk greater than its capital assets 
would permit. 
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accounted for $696 million in 1983 ($706 million in 1982), continuing a trade 
deficit for this type of insurance. 1/ For the entire U.S. insurance 
industry, the international market remains an important source of income and 
investment. The market grew about 6 percent during 1983-84 to an estimated 
$8.5 billion in receivables from international operations in 1984, 
approximately 10 percent of total domestic revenues. 2/ 

Trade-related activities in 1984  

In October 1984, the United States completed an agreement with the 
Association of Southeast Asian Nations that initiates cooperation and exchange 
between its six member nations on insurance issues. 3/ One of the first of 
these exchanges was a seminar held in April 1985 to develop guidelines to 
judge the financial solvency of various insurance companies for reinsurance 
purposes. 

A variety of barriers to international trade continue to face the 
insurance industry. Most countries have stringent restrictions on financial 
operations that affect the transfer of currency, particularly where large 
multinational corporations are involved. Many third-world countries have 
additional restrictive regulations that preclude foreign service companies 
from competing on an equal basis as these governments are attempting to 
develop their four domestic insurance industries. The USTR, who has the 
responsibility to negotiate the reduction of barriers to trade in services, 
continues to pursue the reduction of these barriers through existing 
agreements, both on bilateral and multilateral bases. There were no bilateral 
or multilateral agreements reached on insurance in 1984. 

The emerging internationalization of financial services has stimulated 
both foreign and American insurers to expand their overseas operations. In 
the past few years, insurance companies incorporated in nations other than 
Canada have steadily increased their ownership of U.S. firms. At the 
beginning of 1984, 22 U.S. insurance companies were owned by companies 
incorporated in France, Germany, Japan, the Netherlands, Switzerland, and the 

1/ Export and import data supplied by U.S. Department of Commerce, Bureau of 
Economic Analysis, from the international transactions accounts, as of 
September 1984. Exports include premiums received, less losses paid; imports 
include premiums paid, less losses recovered. These transactions are not a 
measure of the profitability of international reinsurance transactions of U.S. 
companies, nor an indication of their international competitive position, 
because risks transferred to, and assumed from, foreign insurers are usually 
only a small part of the total risks insured by U.S. companies. 

2/ Estimated by the staff of the U.S. International Trade Commission. 
3/ See earlier discussion under "Services activities in multilateral 

forums". Further details concerning the insurance industry's international 
operating structure, barriers to trade in insurance, and international forums 
dealing with insurance issues are contained in Inv. no. 332-132, the U.S. 
International Trade Commission, The Relationship of Exports in Selected U.S.  
Service Industries to U.S. Merchandise Exports,  USITC Publication 1290, 
September 1982, pp. 291-318; Operation of the Trade Agreements Program, 35th  
Report, 1983,  pp. 169-172; and U.S. Trade Representative, U.S. National Study  
on Trade in Services,  1983, p. 220. 
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United Kingdom. 1/ Another important trend affecting international services 
trade in insurance is the increasing number of risks transferred by U.S. 
insurance companies to their foreign affiliates, particularly those located in 
the Caribbean area where the tax treatment and regulation of insurance 
companies is more favorable than in the United States. By transferring more 
profitable risks abroad and poorer risks to the United States, insurance 
companies took advantage of lower tax rates abroad. 2/ 

Perhaps the most important developing issue facing both foreign and 
domestic insurance companies is the impact of depository institutions, 
including commercial banks, entering the insurance market. In response, many 
large insurers - -particularly life insurance companies - -have entered the area 
of managing investment income, such as offering individual retirement 
accounts. Legislation introduced in the U.S. Senate in 1984 would have 
permitted depository institutions to sell insurance, which suggests that 
eventually domestic and foreign insurance companies may be competing in the 
U.S. and international insurance markets with other financial institutions 
offering essentially the same services. 3/ 

Maritime transportation services 

Trade  

The value of maritime transportation services is classified in U.S. 
international transactions accounts under "other transportation." In 1983, 
the trade surplus in maritime transportation services more than doubled from 
$52 million in 1982 to $123 million. 4/ Maritime transportation services as a 
proportion of total U.S. international transportation transactions in exports 
increased from 61 percent in 1982 to 63 percent in 1983; in imports, the share 
remained at 64 percent for both 1982 and 1983. 

Total U.S. exports of maritime transportation services, consisting of 
ocean freight and port service receipts, rose 7 percent from $7.6 billion in 
1982 to $8.1 billion in 1983, with ocean freight receipts accounting for the 
bulk of the increase. Total U.S. imports, consisting of ocean freight and 
port service payments, rose 5 percent from $7.5 billion in 1982 to 
$7.9 billion in 1983. Ocean freight payments account for about 75 percent of 
these imports; each type of service accounted for a 5 percent share of the 
increase. 

1/ American Council of Life Insurance, 1984 Life Insurance Fact Book, 1984, 
pp. 89-90. 

2/ Anthony J. DiLullo, "Service Transactions in the U.S. International 
Accounts, 1970-80," Survey of Current Business, November 1981, p. 40. 

3/ U.S. Department of Commerce, 1985 U.S. Industrial Outlook, January 1985, 
p. 61-1. 

4/ U.S. Department of Commerce, Bureau of Economic Analysis, September 1984. 
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Trade-related activities in 1984  

In 1984, the most significant development affecting the U.S. maritime 
transportation services industry was the passage of the Shipping Act of 
1984. 1/ This legislation amends and clarifies the Shipping Act of 1916 by 
reducing Government regulation of the industry and broadening antitrust 
immunity for cooperative actions by carriers. It overhauled the regulatory 
structure governing liner shipping into and out of the United States and 
helped pave the way for the realignment of the trans-Atlantic and 
trans-Pacific ocean carrier conferences. Nine trans-Atlantic groups have been 
consolidated into two units, one eastbound and the other westbound, and a new 
trans-Pacific rate group replaces several conferences that had previously 
covered shipments to the Far East. 2/ 

A second important development was legislation 3/ permitting 
participation by foreign-flag vessels in certain domestic trade. The 
legislation eases restrictions for foreign-flag vessels carrying passengers 
between Puerto Rico and the United States mainland until a similar U.S. flag 
service is established. The law, signed on October 30, 1984, is intended to 
put U.S. ports in a better competitive position in the passenger cruise trade. 

Since West Germany and the Netherlands accepted the UNCTAD Liner Code in 
1983, no other developed maritime nation has formally acceded to it. 4/ Even 
though several important European nations and Japan may ratify it, the United 
States remains opposed to the code, since restrictive provisions encourage 
continuation of "closed" conferences that would effectively exclude U.S. 
participation. Members of the United Nations' "Group of 77" developing 
countries who espoused the code were also seeking to phase out open registries 
or "flags of convenience" in 1984. The elimination of open registries would 
adversely affect shipowners, particularly in the United States and other 
countries with high labor costs, who register their vessels abroad to benefit 
from lower wages and in some cases political and tax advantages. 5/ 
Approximately 90 percent of the raw materials shipped into the United States 
is carried in such bottoms. 

The Consultative Shipping Group, an ad hoc group consisting of 
representatives of 13 industrial countries, including Japan, met frequently in 
1984 to discuss participation of U.S. flag carriers in foreign cross-trading 

1/ Public Law 98-237, enacted by Congress on March 20, 1984. 
2/ Further details concerning the maritime industry's international 

operating structure, barriers to trade in maritime services, and international 
forums dealing with maritime issues are contained in Inv. no. 332-132, the 
U.S. International Trade Commission, The Relationship of Exports in Selected  
U.S. Service Industries to U.S. Merchandise Exports, USITC Publication 1290, 
September 1982, pp. 363-389; Operation of the Trade Agreements Program, 35th 
Report, 1983, pp. 178-181; and U.S. Trade Representative, U.S. National Study  
on Trade in Services, 1983, p. 204. 

3/ Public Law 98-563, an act to permit the transportation of passengers 
between Puerto Rico and other United States ports on foreign-flag vessels when 
United States flag service for such transportation is not available. 

4/ To date, 59 countries are signatories to the UNCTAD Code (Transportation 
Institute, Currents, January/February 1985). 

5/ As of January 1, 1983, 68 percent of the total U.S.-owned fleet was 
registered abroad (Congressional Budget Office, U.S. Shipping and  
Shipbuilding, August 1984). 
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(foreign-to-foreign trade carried by ships from a nation other than the two 
trading nations), which is currently restricted under the cargo sharing 
provisions of the UNCTAD Liner Code. The subject of cross-trades has gained 
new significance to U.S. operators because it offers an opportunity to compete 
in international maritime trade, unlike the predominate nature of 
international "closed" conferences where virtually no opportunity exists for 
entry of other carriers. 

Restrictive measures impeding foreign service operations of the U.S. 
maritime industry, such as market access, cargo preference schemes, minimum 
rate structures, restrictions on the use of certain equipment, and 
discriminatory port fees, continue to exist. However, section 13(b)5 of the 
Shipping Act of 1984 enables the Federal Maritime Commission (FMC) to take 
action against any foreign country that impedes U.S. access to ocean trade 
between foreign ports. 1/ 

Bilateral maritime agreements between the United States and Argentina, 
and Brazil remain in effect. In 1984, the FMC instituted an investigation 
concerning conditions in the United States-Argentina-Brazil liner trades. The 
FMC concluded that steps should be taken to counter anticompetitive conditions 
in the ocean common carrier trades between the United States and Argentina and 
Brazil. 2/ In addition, in 1984 a bilateral agreement with Romania concerning 
port access was renewed without any modifications. 

An emerging trend in the shipping industry is "around-the-world" service 
in which a ship begins a routing at one port, circumnavigates the globe with 
limited scheduled stops to load and unload cargo, and returns to the original 
port. In 1984, Taiwan, followed by the United States, reintroduced the 
service which has made containerized shipping more efficient by utilizing 
economies of large ship operations to carry more containers and make fewer 
port stops, resulting in a substantial reduction in the shipping cost per 
container. The degree to which international shippers are able to 
successfully compete in this new service will largely depend on commitments to 
invest in larger ships required to provide this service. 

Telecommunications services 

Trade 

The value of certain communications services is covered under "other 
private services" in the U.S. international transactions accounts and reflects 
the division of revenues between U.S. and foreign carriers. Imports are 
defined as payments by U.S. carriers to foreign carriers for the use of 

1/ Such action may include (1) the suspension of any or all tariffs of the 
common carrier, or that common carrier's right to use any or all tariffs of 
conferences of which it is a member, and (2) steps necessary to undertake 
civil penalties in the event the common carrier accepts or handles cargo for 
carriage under a tariff which has been suspended or after its right to utilize 
that tariff has been suspended. Statutory language concerning the nature of 
actions that may be taken is described in section 13(a) and 13(b) 1, 2, and 3 
of the Shipping Act of 1984. 

2/ Federal Maritime Commission, Section 19 Inquiry: United States/Argentina 
and United States/Brazil Trades, Docket 84-33. 
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transmission services and exports are receipts from foreign carriers for 
transmission services provided by U.S. carriers. These estimates also include 
receipts and payments between foreign communications companies and the 
International Satellite Communication Organization (Intelsat). 1/ Exports of 
communications services rose 17 percent from the 1982 level to an estimated 
$1.3 billion in 1983, whereas imports increased by only 8.3 percent to an 
estimated $2 billion. Imports exceeded exports by $700 million in 1983, 
largely because the majority of communications between the United States and 
foreign nations originates in the United States. 2/ 

Revenues from domestic communications services reached nearly $87 billion 
in 1983, a 10-percent increase over 1982, and are estimated at $96 billion for 
1984. International revenues rose about 9 percent to $2.5 billion in 1983 and 
are estimated at $2.8 billion in 1984, accounting for nearly 3 percent of 
total revenues in these years. International telecommunications service 
revenues are expected to increase at an average annual rate of 15 percent in 
the next 3 to 5 years due to rapid increases in the volume of overseas 
telecommunications transmissions. Domestic revenues are likely to grow only 8 
to 11 percent during the same period. 3/ 

Trade-related activities in 1984  

The international communications industry is in a state of flux, largely 
as a result of U.S. policy and technological innovation which are changing the 
nature of the competitive environment. One of the most important and 
far-reaching events of 1984 was the determination by the President, upon the 
recommendation of the Departments of State and Commerce, that competition in 
international satellite communications was in the national interest, thus 
making global competition with Intelsat a possibility. 4/ In addition, 
deregulation in the U.S. telecommunications industry has led to a plethora of 
international carriers competing in a market that was formerly a monopoly. 
Further, technological innovation and economies of scale have made fiber optic 
undersea cables cost-effective competitors of satellite communications which 
may alter continued satellite dominance of transoceanic telecommunications. 5/ 

1/ Intelsat is a consortium of 109 countries whose goal is to develop a 
global communications system; it currently carries more than two-thirds of the 
world's international telephone traffic and virtually all of its international 
television transmissions. Comsat represents the United States in Intelsat. 

2/ U.S. Department of Commerce, Bureau of Economic Analysis, September 1984. 
3/ U.S. Department of Commerce, 1985 U.S. Industrial Outlook, January 1985. 
4/ Further details concerning the telecommunication industry's international 

operating structure, barriers to trade in telecommunications, and 
international forums dealing with telecommunication issues are contained in 
Inv. No. 332-132, U.S. International Trade Commission, Relationship of Exports  
in Selected U.S. Service Industries to U.S. Merchandise Exports, USITC 
Publication 1290, September 1982, pp. 9-18; Operation of the Trade Agreements  
Program, 35th Report, 1983, pp. 146-149; and U.S. Trade Representative, U.S. 
National Study on Trade in Services, 1983, p. 183. 

5/ By the end of 1984, five such cables were in the planning stages, one for 
the Pacific and four for the Atlantic. The only one that has FCC approval at 
this time is TAT-8, a transatlantic cable that will be operational in 1988 and 
is co-owned by AT&T and seven other U.S. carriers, Teleglobe Canada, and the 
members of the European Conference of Postal and Telecommunications 
Administrations. 
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Responding to the prospect of competition, Intelsat passed a resolution 
in April 1984 urging all of its members to refrain from entering into any 
arrangements that might lead to the establishment and use of independent 
satellite systems to carry traffic to and from their respective countries. 
Intelsat officials stated that these private systems would undermine its 
ability to provide services to its members, especially to third-world 
countries. 1/ 

Intelsat officials also believe that the American initiative to allow 
competitive systems may prompt other countries to do the same. Several groups 
of nations have set up regional satellite organizations, such as Arabsat in 
the Middle East, Eurtelsat in Western Europe, and an Indonesian system in the 
Western Pacific. According to State Department officials, these satellite 
systems are not competitors; they complement the Intelsat system and fill a 
need that Intelsat could not economically satisfy. 2/ To avoid violating the 
Intelsat a - ret,ment, which precludes actions by its signatories that would 
cause it suustantial economic harm, the U.S. Government does not intend to 
allow private satellite systems to carry voice communications that link into 
the public networks overseas or in the United States. Government officials 
feel this restriction would eliminate these companies as competitors for the 
bulk of Intelsat traffic. 

Deregulation of the U.S. telecommunications industry, which permitted a 
profusion of special common carriers, has extended into the international 
market and suggests that the aggressive competition characteristic of the 
domestic telecommunications market is about to spread overseas. For example, 
a relatively new U.S. entrant (MCI) has led the way in the international voice 
market, initiating service to more than 10 foreign countries in 1984 and 
concluding agreements with countries representing 40 percent of this market. 
Other carriers are following in similar fashion. Recent FCC decisions gave 
Comsat permission to retail international circuits and provide end-to-end 
international services, and a U.S. carrier was given permission to deal 
directly with Intelsat. These two U.S. firms intend to build a series of 
earth stations to access Intelsat and deliver international telecommunications 
services; more than 10 other companies have applied to the FCC for similar 
permission. 

These rapidly evolving structural and technological developments have 
tended to generate additional barriers to foreign trade in telecommunications 
services. Certain barriers have always existed because most governments 
closely regulate this industry; however, new technologies, new user demands, 
and new participants in the industry threaten the control governments exercise 
over telecommunications services. Some countries have responded to these 
changing circumstances by limiting foreign ownership or services, by requiring 

1/ Since Intelsat's rate structure is based on an allocation of costs among 
members according to the volume of usage, private companies offering lower 
prices could attract traffic on high-volume transatlantic routes, thus 
increasing the costs of Intelsat's services to the poorer, low-traffic nations. 
2/ Testimony of Ambassador Diana Lady Dougan and Dr. William Schneider 

before the Economic Policy and Trade Committee on Foreign Affairs, U.S. House 
of Representatives, Feb. 19, 1985. 
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local participation, or by imposing taxes on transborder communications 
flows. International telecommunications services are also subject to many of 
the same types of trade barriers experienced by other industries--restrictions 
on foreign exchange remittance, restrictions on foreign ownership, local work 
and content requirements, copyright infringement on software, and proprietary 
data transmission. However, in most nations, the telecommunications 
industry is a State-owned and -operated monopoly that plays such an important 
role in the country that governments have taken steps to protect these 
industries. In West Germany, for example, the Post, Telegraph, and Telephone 
Authority felt that multinational corporations using private leased lines were 
bypassing its network and substantially lowering revenues. To curtail this 
action and increase revenues, foreign telecommunications users are now 
required to use certain domestic leased lines that are more expensive. 1/ It 
is believed that this requirement may spread to other countries. 2/ Another 
means of controlling transborder data flows is requiring that data be 
processed before it leaves the country, rather than sending raw data to a 
multinational processing center and then back again after it is processed. 
These trade barriers raise the cost of doing business in foreign countries for 
users of international telecommunications services as well as for providers of 
these services and make it more difficult to compete with the host country's 
industry. 

Other barriers to international telecommunications services could 
seriously slow or stop transborder data flows. Twenty-six countries have 
passed or are proposing legislation that would require government approval for 
transmitting machine-readable data from one country to another and prohibit 
the transfer of some data on individuals. These restrictions would make it 
more difficult for foreign firms to do business in these countries, and the 
highly regulated nature of the telecommunications industry is likely to 
encourage an increasing number of barriers to trade, both in the developed and 
developing countries. 

The telecommunications industry is subject to regulation through 
bilateral and multilateral agreements. Efforts by the U.S. administration are 
currently under way on a bilateral basis to encourage more open access in key 
telecommunication markets, such as Japan, along with multilateral discussions 
within the context of service industry initiatives within GATT. In addition, 
the Consultative Committee on International Telephone and Telegraph--the 
services and equipment standard setting arm of the International 
Telecommunications Union--held a Plenary Assembly in 1984 during which 266 new 
recommendations were approved and 373 others were amended. These new 
standards permitted the use of new equipment and services, mainly computerized 
digital services; they also clarified integrated services digital network 
(ISDN) and interface standards required for video, voice, and data 
transmissions. 

1/ Testimony of Ms. Joan Edelman Spero of American Express Company before 
the Subcommittee on Economic Stabilization, House Banking Committee, June 14, 
1984 

2/ Communications Week, Nov. 5, 1984, p. 28. 





CHAPTER IV 

DEVELOPMENTS IN MAJOR U.S. TRADING PARTNERS  

INTRODUCTION 

This chapter reviews the economic performance of major U.S. trading 
partners, U.S. trade with those countries, and important bilateral trade 
issues in 1984. United States relations with Canada, the European Community, 
Japan, Mexico, Taiwan, South Korea, and Brazil are discussed. 

In 1984, the United States experienced an overall trade deficit of 
$110.9 billion, of which $92.3 billion (83 percent) was with the countries 
under review. The strength of the U.S. dollar was largely responsible for the 
influx of imports and the weak demand for exports. U.S. exports to each of 
its major trading partners increased in 1984, but not enough to keep pace with 
the rapid influx of imports. The largest trade deficit in 1984 was with Japan 
($33.9 billion or 31 percent of the total U.S. trade deficit), followed by 
Canada ($21.8 billion or 20 percent), and the EC ($12.1 billion or 11 
percent). The U.S. trade deficit with the newly industrialized countries 
covered in this report totaled $24.5 billion or 22 percent of the total U.S. 
trade deficit. 

Two-way trade between the United States and each of its major trading 
partners increased in value in 1984. Two-way trade of $110.9 billion between 
the United States and Canada in 1984 (up 25 percent from $88.5 billion in 
1983) again constituted the largest single trading partnership in the world. 
The second largest two-way trade partnership was that between the United 
States and the European Community, which registered $101.7 billion (up 18 
percent from $86.2 billion in 1983). The third largest trade partnership was 
between the United States and Japan at $79.3 billion (up 28 percent from 
$62.1 billion in 1983). 

The number and intensity of unresolved United States-Canadian trade 
issues were dwarfed by the growing volume of bilateral trade. Their 
relatively tranquil trading partnership was exemplified by the continued 
exploration of a bilateral sectoral free trade agreement. Although enthusiasm 
for the sectoral approach to the free trade intiative had waned by yearend, 
serious interest on both sides continues on further liberalization of 
bilateral trade. 

Given the volume of U.S.-EC trade, the number of specific bilateral trade 
disputes in 1984 was small, although the relationship is hampered by serious 
differences over approaches to international trade. The tone of trade 
relations worsened in 1984, as both sides grappled with protectionist 
pressures at home. In addition, their domestic economic predicaments made 
consensus on the content and timing of a new round of multilateral trade 
negotiations impossible to reach in 1984. While differences over trade in 
steel and agriculture dominated the 1984 trade agenda, long-standing disputes 
over export subsidies, credits, and controls, and exchange rate fluctuations, 
are expected to lead the trade agenda in the year ahead. 
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Although no major ruptures took place, 1984 was a difficult year for 
United States-Japanese trade relations. Damage control was the watchword, as 
a year of intense trade talks resulted in only a few market-opening measures: 
the yen-dollar agreement, Japan's decision to liberalize farm imports, and 
revision of the bilateral accord on Nippon Telegraph and Telephone 
procurement. The two sides grappled with Japan's proposed restrictions on 
foreign sales of satellites and on draft laws that would change the terms of 
competition in Japan's market for computer software and telecommunications 
equipment and services. 

U.S. trade relations with the NIC's were affected by the latter's drive 
to expand exports while simultaneously protecting domestic markets. 
Certainly, the U.S. trade deficit with these countries was a matter of concern 
to the United States during the year. Limited progress was made by the NIC's 
in opening up their markets. Taiwan, South Korea, and Mexico were concerned 
about retaining their GSP benefits, even though no country was excluded 
completely. The NIC's were concerned that the renewed GSP program would be 
conditioned upon trade concessions to the United States, particularly their 
record on combating product counterfeiting and on reducing barriers to U.S. 
imports. 

Little progress was made in 1984 to resolve outstanding bilateral trade 
issues between the United States and Mexico. While Taiwan made some progress 
in reducing trade barriers in 1984, significant barriers to trade exist and 
this remained a sore point between the two sides. South Korea made some 
progress in 1984 in reducing tariff barriers, but the United States remained 
concerned that tariffs were being replaced by nontariff restraints. South 
Korea protested that the increasing number of import relief cases before the 
U.S. International Trade Commission in 1984 was a form of protectionist 
sentiment and harrassment in the United States. 

CANADA 

The Economic Situation in 1984 

Canada shares with the United States a belief in the efficacy of the 
market process and a commitment to the free-enterprise system. Canada's 
economy is small relative to that of the United States (one-tenth the size of 
the U. S. economy), and it is closely tied to the United States by a network 
of powerful economic and financial relationships. 

The desire to maintain a strong national identity and economic 
independence are among the most important factors contributing to the 
formation of policy in Canada. For example, this desire is manifested in the 
concern over foreign ownership of enterprises located in Canada. Maintaining 
the national identity and economic unity between east and west Canada is 
continually in tension with the north-south pull for cultural homogenization 
between Canada and the United States. 

In 1984, Canada's real GNP (seasonally adjusted at annual rates) rose by 
0.7 percent in both the first and second quarters and more than doubled in 
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the third quarter, climbing at a rate of 1.9 percent. 1/ The latter reflected 
both a sharp buildup of manufacturing inventories and a strong performance by 
Canadian exports. For the year as a whole, real GNP increased 4.5 percent. 
This followed a healthy 8.7 percent annual increase in Canadian industrial 
production. 

The unemployment rate remained in the 11-percent range during 1984, 
falling slightly from the 1983 average, perhaps reflecting the uncertainty 
surrounding the strength of Canada's recovery. The unemployment rate for 1984 
was 11.3 percent. 2/ 

Progress in inflation was maintained in 1984, as quarterly levels were 
5.7, 2.7, 3.1, and 3.3 percent. These levels were generally below those 
recorded for consumer prices in the United States. In 1984, consumer prices 
increased 4.3 percent in Canada. 

The Canadian dollar, however, declined relative to its U.S. counterpart 
in 1984. The exchange rate declined 5.1 percent for the year, and the 
Canadian dollar closed the year equal to .7568 U.S. cents. 

After narrowing during 1983, the interest rate differential between 
United States and Canadian money-market 
in the following tabulation in percent: 

Annual 

rates increased 

1983 

in 1984, 3/ as shown 

1984 
1982 1983 1984 1st 2d 	3d pith 1st 2d 	3d 4th 

qtr qtr qtr qtr qtr qtr 	qtr qtr 
United States--12.5 9.2 10.6 8.5 8.8 9.6 9.4 9.7 10.9 11.5 9.4 
Canada 	14.5 9.5 11.3 9.8 9.4 9.4 9.5 10.0 11.4 12.5 11.2 

The size of the Federal deficit in Canada has become a matter of 
increasing concern in the last two years. The following tabulation 4/ 
illustrating the Canadian and United States deficits as a share of GNP, points 
out that the Canadian deficit is relatively greater than that of the United 
States. 

Deficit as a percent of GNP  
Period 
	

Canada 	 United States  

1975-76 	  2.9 5.2 
1977-78 	  4.0 2.7 
1979-80 	  4.0 2.8 
1981-83 	  6.5 6.3 
1983-84 (estimate) 	  6.7 5.4 

1/ Country statistics in this chapter are generally drawn from International  
Economic Review, a monthly staff publication of the Office of Economics, U.S. 
International Trade Commission. 

2/ The monthly rate fell below 11 percent for the first time in December 
1984, when Canadian unemployment was registered at 10.8 percent of the labor 
force. 

3/ Federal Reserve Board. 
4/ Data from Canadian 1983 Federal Budget and U.S. Office of Management and 

Budget. 
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Merchandise Trade With the United States 

The bilateral trading relationship between the United States and Canada 
is marked by the largest volume of trade between any two countries in the 
world. Although most Americans think of Japan or the European Community in 
the context of U.S. trade partners, trade with Canada is 40 percent larger 
than that with any other country. The $111 billion in two-way trade is 
greater than the trade between the United States and the EC. The United 
States-Canada relationship contrasts sharply with the U.S.-EC relationship. 
Although U.S.-EC relations were marked by a number of trade conflicts in 1983 
and 1984, United States-Canadian trade relations, given the volume of commerce 
involved, were decidedly upbeat and free of serious disputes. 

In 1983, the United States recorded a $15.4 billion merchandise trade 
deficit with Canada (table 9). This was a record high, surpassing the 
previous high of nearly $14 billion in 1982--an amount substantially greater 
than the traditional U.S. deficit in bilateral trade with Canada. The 
bilateral deficit was $5.6 billion in 1979 and has grown each year since. The 
1983 deficit of $15.4 billion accounted for over one-fourth of the total U.S. 
merchandise trade deficit. The bilateral deficit increased even further in 
1984, amounting to $21.8 billion, but accounted for only 20 percent of the 
overall merchandise trade deficit. 

The value of U.S. exports to Canada increased 21.8 percent in 1984 to 
$44.5 billion, after increasing by 12.7 percent in the previous year. Table 9 
breaks down U.S. trade with Canada into broad industrial categories. The 
table illustrates that U.S. exports to Canada in 1984 rose in 9 of 10 SITC 
sections. The one section to register a decline was beverages and tobacco. 
The level of trade recorded in 1984 shows that one trading 
partner--Canada--accounts for over one-fifth of U.S. global sales. 

U.S. imports from Canada were valued at $66.3 billion in 1984, 
representing a 27.6 percent increase over that of 1983. This was the highest 
amount recorded for any trading partner in 1984 and the highest level ever 
recorded with Canada. The increase in 1984 was double that recorded for the 
year before. The strong U.S. economy contributed to the increase in U.S. 
imports from Canada in 1984. Imports of machinery and transport equipment 
(primarily motor vehicles and parts) were up nearly 40 percent and accounted 
for over half of the import surge. Imports increased in every broad commodity 
line during 1984. 

Machinery and transportation equipment, section 7, is the major area of 
bilateral trade between the United States and Canada. Trade in this sector 
accounted for 57.6 percent of overall shipments to Canada and 42.2 percent of 
goods received from Canada in 1984. 1/ Trade in motor vehicles accounted for 
most of the bilateral trade in section 7. This trade is largely governed by a 
1965 bilateral agreement that provides for duty-free treatment of imports of 
specified automotive products. 

The major items of bilateral trade are highlighted in tables B-1 and 
B-2. The top 20 export items shown account for 52.1 percent of all U.S. goods 
shipped to Canada in 1984, and the leading import items cover 62.9 percent of 
the total. The leading items exported to Canada from the United States were 
generally unchanged from 1983. However, the decline in exports of piston-type 

1/ Increases over the 1983 shares of 56.5 percent for U.S. exports to Canada 
and 38.7 percent of U.S. imports from Canada. 
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engines, together with the 84-percent increase in trucks in the 1984 period 
altered the hierarchy slightly. Exports of all the items but piston-type 
engines increased from 1983 to 1984. Other significant U.S. exports included 
gold or silver bullion, parts of office machinery, digital central-processing 
units, trucks, and parts of engines. 

The five leading items imported from Canada in 1984 accounted for 
37.7 percent of total U.S. imports from Canada and are the same items which 
led the list of imports from Canada in 1983. Imports of all five, except 
natural gas, ethane, and so forth, increased between 1983 and 1984. The high 
degree of integration between the U. S. and Canadian automobile industries is 
indicated by the fact that passenger automobiles and parts are among the 
leading items of both bilateral import and export trade. 

In Canada, foreign trade has been acting as the engine for the recovery 
of the Canadian economy. At a time when the Canadian dollar is worth 
approximately 75 U.S. cents, the Canadians have been able to take advantage of 
larger markets in an expanding U.S. economy. As Canadian sales to the United 
States have grown, sales to West Germany, France, and Great Britain have 
contracted. Canada's 1983 surplus with the United States was largely 
counterbalanced by a deterioration in trade with other countries. 

Major Policy Developments Affecting Trade 

Operation of the United States-Canadian Automotive 
Products Trade Agreement 

The Automotive Products Trade Act (APTA) of 1965 implemented a bilateral 
agreement between the United States and Canada that removed duties on trade in 
new motor vehicles and original-equipment parts between the two countries. In 
effect, the agreement created the basis for an integrated automobile industry 
in North America. 1/ 

1/ According to art. I, the agreement has three objectives: "the creation 
of a broader market for automotive products within which the full benefits of 
specialization and large-scale production can be achieved; the liberalization 
of United States and Canadian automotive trade in respect of tariff barriers 
and other factors tending to impede it, with a view to enabling the industries 
of both countries to participate on a fair and equitable basis in the 
expanding total market of the two countries; and the development of conditions 
in which market forces may operate effectively to attain the most economic 
pattern of investment production and trade." 

Because the United States did not extend this customs treatment to 
automotive products of other countries with which it has trade-agreement 
obligations, it obtained a waiver of its MFN obligations under GATT insofar as 
they pertain to automotive products. Canada, on the other hand, did not 
consider it necessary to obtain a GATT waiver because, at the time the 
agreement went into effect, it accorded duty-free treatment to specified 
automotive products on an MFN basis to all manufacturers with production 
facilities in Canada. There is, therefore, a difference in the application of 
the agreement in the two countries. In the United States, anyone may import a 
finished vehicle covered by the agreement duty free. In Canada, however, the 
duty-free import privilege is limited to vehicle manufacturers. Individuals 
importing motor vehicles or parts thereof from the United States must pay the 
Canadian duty (currently 12.1 percent ad valorem on automobiles and various 
rates on automotive parts). 
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Previous research has identified several problems in accounting for all 
the trade in automotive products between the United States and Canada. U.S. 
export statistics, for example, sometimes fail to capture as automotive items 
those products having a variety of end uses (e.g., engine parts, nuts, bolts, 
fabric for seat covers, and so forth). Consequently, a joint United 
States-Canadian committee studying overall trade statistics agreed that each 
country should use its own import statistics to report its imports, and use 
the other's import statistics to report its exports. 1/ The result is the 
"import/import" method of reporting automotive trade used in table 10. 

Table 10.--United States-Canadian automotive trade, 1964-84 

(In millions of U.S. dollars) 

Year 
• 
: U.S. imports : 

: 
Canadian imports 1/: 

Canadian imports 
less U.S. 
imports 

1964 	  : 76 	: 640 : 563 
1965 	  : 231 	: 889 	: 658 
1966 	  : 819 	: 1,375 	: 556 
1967 	  : 1,406 	: 1,889 	: 483 
1968 	  : 2,274 	: 2,634 	: 360 
1969 	  : 3,061 	: 3,144 	: 83 
1970 	  : 3,132 	: 2,935 	: -196 
1971 	  : 4,000 	: 3,803 	: -197 
1972 	  : 4,595 	: 4,496 	: -99 
1973-   	: 5,301 	: 5,726 	: 426 
1974 	  : 5,544 	: 6,777 	: 1,233 
1975 	  : 5,801 	: 7,643 	: 1,842 
1976 	  : 7,989 	: 9,005 	: 1,016 
1977 	  : 9,267 	: 10,290 : 1,023 
1978 	  : 10,493 	: 10,964 	: 471 
1979 	  : 9,715 	: 12,274 	: 2,559 
1980 	  : 8,780 	: 10,552 	: 1,773 
1981 	  : 10,618 	: 12,055 	: 1,437 
1982 	  : 13,292 	: 10,971 	: -2,321 
1983 	  : 16,940 : 14,779 	: -2,161 
1984 	  : 23,047 	: 18,996 	: -4,051 

1/ Data from Canada adjusted to U.S. dollars. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce, except as noted. 

Note.--Data exclude trade in materials for use in the manufacture of 
automotive parts and are adjusted to reflect transaction values for vehicles. 

1/ The committee's study, entitled The Reconciliation of U.S.-Canada Trade 
Statistics 1970, a Report by the U.S.-Canada Trade Statistics Committee, was 
published jointly by the U.S. Department of Commerce, the U.S. Bureau of the 
Census, and Statistics Canada. 
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Since the inception of the agreement, the value of two-way trade in 
automotive products between the United States and Canada has increased nearly 
58.7 times in nominal dollars and approximately 12 times after adjustment for 
inflation. In 1984, U.S. shipments of automotive products to Canada increased 
29 percent to $19.0 billion (table 11). Assembled vehicles accounted for 
33 percent of shipments in 1984, a share unchanged from 1983. Dutiable 
imports into Canada of automotive products were valued at $961 million in 
1984, representing 5 percent of total U.S. automotive product exports to 
Canada (table 11). 

Canadian shipments of automotive products to the United States increased 
36 percent in 1984 to $23.0 billion. Assembled vehicles accounted for 
64 percent of the annual shipments. Dutiable imports of automotive products 
were valued at $1,350.2 million, or nearly 6 percent of total automotive 
product shipments from Canada. The major categories of dutiable items for 
both Canada and the United States are replacement parts for motor vehicles 
(only original-equipment parts are accorded duty-free treatment under the 
agreement), tires, and tubes. 

In 1982, for the first time in 10 years, the United States had a deficit 
in automotive trade with Canada. This deficit recurred in 1983, as Canadian 
automobile manufacturers were able to take advantage of the increased demand 
in the United States for larger cars. 1/ This continued in 1984 as shipments 
from Canada continued to outstrip U.S. sales to its APTA partner. The deficit 
soared from $2.2 billion in 1983 to $4.1 billion in 1984, an increase of 
87 percent. Until 1982, the United States normally had enjoyed an overall 
automotive trade surplus with Canada--the surplus in the skill-intensive, 
high-technology parts sector being lessened by the deficit in trade in 
assembled vehicles. Although Canada's auto parts deficit has increased in the 
last 3 years, its surplus in trade in vehicles has been more than enough to 
override this, resulting in an overall automotive trade surplus. 

New foreign investment policy in Canada 

During the Trudeau era, Canada's Foreign Investment Review Agency (FIRA) 
came to symbolize the country's concern with maintaining a distinct national 
identity in the face of significant foreign investment from the United 
States. The process by which FIRA reviewed proposed investments into Canada 
had come to be viewed as increasingly burdensome and even to constitute an 
unreasonable impediment to foreign direct investment. In a recent survey of 
potential investors, the Conference Board of Canada found that Government 
regulations and foreign investment controls had a deterring effect on foreign 
investors. 2/ 

1/ Larger cars account for a disproportionately high share of Canadian 
automotive production. The production of larger cars has been encouraged by 
the commitments of Canadian motor-vehicle manufacturers to increase Canadian 
value added. Although Canada accounted for 12.9 percent of overall North 
American assembly capacity in the 1982 model year, its assembly capacity for 
larger cars was 22.8 percent of the total, and only 5.7 percent of North 
American capacity for small cars. Thus, when gasoline prices began falling in 
1982 and U.S. consumer demand shifted toward larger cars, U.S. manufacturers 
had to rely heavily on their Canadian assembly operations. 

2/ The Conference Board of Canada, A Fit Place for Investment?, Study 
No. 81, Ottawa, 1984. 
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Table 11.--U.S.-Canadian automotive trade, by specified products, 
1983 and 1984 

(In millions of U.S. dollars) 

Item 1983 1984 

U.S. imports from Canada: 	1/ 
Duty free: 	2/ 

Passenger cars 	  	: 7,255.3 : 10,087.1 
Trucks, buses, and chassis 	  : 3,575.6 : 4,511.8 
Parts and accessories 	  : 5,181.4 : 7,098.2 

Total 	  : 16,012.3 : 21,697.1 
Dutiable: 

Passenger cars 	  22.6 : 22.5 
Trucks, buses, and chassis 	  23.4 : 30.9 
Parts and accessories 	  : 542.5 : 836.3 
Tires and tubes 	  339.7 : N.A. 

Total 	  928.2 : 1,350.2 
Total: 

Passenger cars 	  : 7,277.9 : 10,109.6 
Trucks, buses, and chassis 	  : 3,599.0 : 4,542.7 
Parts and accessories 	  : 5,723.9 : 7,934.5 
Tires and tubes 	  : 339.7 : 460.5 

Total 	  : 16,940.4 : 23,047.3 
Canadian imports from the United States: 3/ 

Duty free: 	2/ 
Passenger cars 	  : 3,856.5 : 4,633.1 
Trucks, buses, and chassis 	  : 859.4 : 1,485.5 
Parts and accessories 	  : 9,322.2 : 11,911.4 
Tires and tubes 	  : N/A : 4.7 

Total------  	 : 14,038.1 : 18,034.7 
Dutiable: 

Passenger cars 	  91.2 : 64.8 
Trucks, buses, and chassis 	  48.1 : 88.5 
Parts and accessories 	  : 412.3 : 546.1 
Tires and tubes 	  : 189.5 : 261.6 

Total 	  : 741.1 : 961.0 
Total: 

Passenger cars 	  : 3,947.7 : 4,697.9 
Trucks, buses, and chassis 	  : 907.5 : 1,574.0 
Parts and accessories 	  : 9,734.5 : 12,457.5 
Tires and tubes 	  : 189.5 : 266.4 

Total 	  : 14,779.2 : 18,995.7 
U.S. trade balance 	  : -2,161.3 : -4,051.7 

1/ U.S. import data. 
2/ Duty free under the United States-Canadian Automotive Products Trade 

Agreement. 
3/ Canadian import data converted to U.S. dollars as follows: 1983, 

Can$1.00=US$0.80199; 1984, Can$1.00=U.S.$0.77202. 

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

Note.--U.S. imports are f.a.s. or transaction values, as published by the 
U.S. Bureau of the Census. Canadian imports are valued on a similar basis. 



122 

The fact that Canada has come to be viewed as less inviting to foreign 
investors has been recognized by the leadership of the new Government. After 
campaigning to make investors more welcome in Canada, the new Government went 
on record as wanting to distinguish its position on foreign investment from 
that of the previous Government. Joint ventures and industrial partnerships 
with foreign companies and entrepreneurs were to be encouraged. 

In December 1984, legislation was introduced into Parliament to change 
the name of FIRA to Investment Canada. The new name is intended to underscore 
the agency's revised mandate to encourage investment. Its role is intended to 
be positive rather than restrictive in order to emphasize the Government's 
efforts to foster investment. The agency will continue to review major 
investment proposals of national economic significance. It will also assume 
the more positive role of facilitating "job-creating investment" and assisting 
in identifying new ideas, new technologies, and new export opportunities for 
investment in Canada. Priority sectors where increased capital investment is 
expressly desired are energy, rail transportation, applied technology, and 
basic infrastructure. 

The Investment Canada Act exempts all new investments from Canadian 
Government review. It also raises the threshold value for exemption from 
reviews of takeovers of Canadian companies from $3 million to $5 million. The 
legislation should result in faster, simpler decisionmaking, with the total 
number of investments subject to review being reduced by 90 percent. The 
basic criterion for determining whether proposed investments are of 
"significant" benefit to Canada has been eased. The new legislation requires 
only that a proposed investment be of "net" benefit to Canada. 

The new act represents a broad change in Canada's rules governing foreign 
investment. Following the GATT case against FIRA, 1/ the previous Government 
had been interpreting the legislation increasingly liberally. This is borne 
out in table 12, which shows that the approval rate for both new businesses 
and acquisitions in Canada increased in fiscal 1984. It is uncertain how the 
recent legislative changes will influence the inflow of new capital into 
Canada. 

Development of the sectoral free trade initiative 

In the 1970's, Canadian Prime Minister Trudeau pursued a trade and 
investment policy that hindered foreign investment in Canada and foreign 
ownership of Canadian industries. The hallmarks of this policy were the 
Foreign Investment Review Agency, the "Third Option," 2/ and the New Energy 
Policy (NEP). FIRA closely scrutinized prospective foreign investments, 
determined whether or not they were of significant benefit to Canada, and 
established performance requirements for foreign firms; the "Third Option" 
policy was a major reorientation of Canada's posture towards her trading 
partners: the Canadian Government attempted to de-emphasize its "special" 
trade relationship with the United States and emphasize trading ties with 
Japan, Europe, and the Pacific Rim countries. Then, in October 1980, the 

1/ See Operation of the Trade Agreements, 35th Report, 1983 p. 231-2. 
2/ The "First Option" was to have closer bilateral ties with the United 

States, while the "Second Option" was to maintain the existing terms of trade 
with the United States. 
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Table 12.--Summary of actions taken by the Canadian Foreign Investment Review 
Agency on applications from the United States and Western Europe for 
investment in Canada, fiscal years 1983-84 

(In percent) 

Type of application 
United States Western Europe 

1983 1984 1983 ' 1984 

Acquisitions in Canada: • . - . : 
Share of applications 	  : 63.7 : 67.9 : 28.1 : 25.8 
Approval rate 	  : 91.6 : 91.3 : 88.0 : 93.8 
Share of value of assets 	  : 47.7 : 62.2 : 34.0 : 30.4 

Investment in new business in : 
Canada: • . : 

Share of applications 	  : 57.0 : 55.5 : 31.5 : 30.1 
Approval rate 	  : 78.4 : 82.4 : 84.6 : 94.0 
Share of value of assets 	  : 7.6 : 17.8 : 18.8 : 76.0 

Source: Foreign Investment Review Agency, Tenth Annual Report, Foreign  
Investment Review Act, 1983-84,  Ottawa, Oct 1984. 

Canadian Government created the NEP: its top priorities were to increase 
Canadian ownership of the oil and gas industry to 50 percent and to achieve 
energy self-sufficiency by eliminating oil imports, both by 1990. 
Consequently, these official policies were coupled with a swelling sense of 
Canadian nationality and self-determination and resulted in an overall 
decrease in the percentage of foreign owned firms. 1/ In the trading arena, 
the Canadians did increase the total value of exports to the EC and Japan, but 
they failed to significantly increase their export share to these two areas. 2/ 

Shift in Canadian attitude  

Towards the end of the seventies and through the early part of the 1980s, 
Canadian sensitivity to foreign investment began to change because of a 
general economic downturn and increased levels of unemployment. This gradual 
shift became more distinct during the recessionary period in Canada that 
started in mid-1981 and persisted until the early part of 1983. 3/ Then, in 
the latter part of 1983, the Canadian economy improved its performance record 
and proceeded on its road to recovery. Two main driving forces were 
recognized as stimulating the recovery: the increased volume of merchandise 
exports and the growth in residential construction. Export growth and the 
employment opportunities provided by it are directly attributable to the 
strong U.S. recovery during the same year. 

1/ From 1971 to 1981, the percentage of foreign-owned, non-finance-based 
industries decreased from 37 percent to 26 percent. 
2/ The total value of Canadian exports to the EC remained at 12.5 percent of 

Canada's total value of world exports from 1973 to 1980. The percentage 
traded with Japan during this timeframe dropped from 7.14 percent to 
5.9 percent. (IMF, Yearbook of International Trade Statistics  (Vol.I), 1980; 
p. 196, table 3). 

3/ Operation of The Trade Agreements Program, 33d Report,  1981, p. 120; 
Operation of the Trade Agreements Program, 35th Report, 1983,  p. 218. 
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Canada capitalized on the U.S. recovery by increasing exports to the 
United States, fueling the expanding American economy. As a result, the 
importance of export markets to the long-term economic growth and well-being 
of the Canadian economy was underscored. In addition to identifying and 
stressing export markets as both pillars and catalysts to their economy, the 
Government perceived that any U.S. protectionist sentiment could start to 
discriminate against Canadian exports. In such a scenario, the Canadians 
could find themselves without stable and predictable world and U.S. export 
markets and, in turn, diminishing returns from their export sector. 
Therefore, it was determined that Canada must maintain unobstructed access to 
its main trading and export market in order to continue to secure and to 
expand its own economy. 

Origin of the initiative 

In August of 1983, the Canadian Government released an official 
discussion paper entitled Canadian Trade Policy for the 1980's, an analysis of 
Canada's overall trading performance, philosophy, and status in multilateral 
and bilateral trade issues. The paper confirmed the reversal in Canada's 
trading posture and attitude. The emphasis on the "Third Option" was 
abandoned; the traditional United States-Canadian "special" relationship was 
to be further strengthened and developed. Additionally, the report strongly 
supported and urged continued multilateral negotiations, while simultaneously 
proposing more bilateral discussions with the United States as another option 
for enhancing trade relations. 

More specifically, the document presented the idea of a sectoral 
free-trade agreement with the United States It stressed that this type of 
agreement was not a new proposal and cited the 1965 automotive products 
agreement (APTA) in the North American (i.e. bilateral) context and the GATT 
aircraft agreement on the multilateral level. A sectoral free trade agreement 
would identify certain Canadian and American areas that could benefit from the 
elimination of all tariff barriers in the flow of goods and services between 
the two countries. The supporters of this arrangement argued that it would 
facilitate the growth of certain industries on both sides, create jobs, 
benefit both consumer populations and manufacturing sectors, and, lastly, aid 
in intrasectoral adjustments (internal rationalization). 

United States-Canadian Bilateral Trade Issues 

U.S. reaction to the sectoral free trade initiative 

The U.S. reaction to this unexpected Canadian overture for freer trade 
was positive. In September 1983, both U.S. Trade Representative William Brock 
and U.S. Ambassador to Canada Paul Robinson recognized this move by the 
Canadians as a possible step to further expand and liberalize international 
trade between both countries. Although Brock and Robinson applauded this 
movement, they wanted to see specific proposals before negotiations on any 
type of sectoral free-trade accommodation were begun. 
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Rationale for initiative 

Even though the multilateral trade negotiations of the Tokyo Round will 
make 65 percent of U.S. exports to Canada and 80 percent of Canadian exports 
to the United States tariff free by 1987, the Canadian tariff structure will 
still protect manufactured and processed products more than primary 
commodities and extractives. The sectoral free trade initiative is an 
additional alternative to further improve the trading positions of both 
Canadian and American businesses and industries. Through this type of 
piecemeal approach to free trade, it is argued that both countries could make 
economic and financial gains. For instance, the Canadian economy is only 
one-tenth the size of the U.S. economy, and its consumers are scattered 
thoughout the country. Therefore, any additional access to the U.S. market is 
advantageous because the increase in potential consumers will create economies 
of scale, a greater degree of industrial specialization and many more 
intrasectoral adjustments. While it is true that these effects will be felt on 
both sides of the border, it is argued that Canadian firms that are 
competitive enough will benefit more from such an accommodation than already 
well-established U.S. industries and businesses. 

On the other hand, U.S. industries and businesses could gain further and 
more profitable access to raw materials, especially oil and gas, and benefit 
from a more robust Canadian economy that translates into an expanded market 
for U.S. exports; also, American multinational corporations with subsidiaries 
in Canada would be able to assign production to plants in either Canada or the 
United States on the basis of efficiency. Furthermore, an agreement for 
sectoral free trade would not only eliminate all tariff barriers in selected 
areas, it could also lead to further negotiation on nontariff barriers. Also, 
the resulting duty-free areas would create broader and more predictable 
markets, and a positive investment atmosphere would evolve from this 
development. Sectoral free trade may also identify ways and means to promote 
reciprocal trade expansion. 

In addition to the aforementioned economic and trade consequences, some 
political advantages are possible in pursuing a sectoral free trade dialogue 
instead than discussing an entire free trade area. Bilateral negotiations 
could create a positive tone in United States-Canadian affairs and stem the 
tide of growing international protectionism. In turn, a new round of 
multilateral trade negotiations could be sparked by or evolve from this 
initiative. Also, the sectoral negotiation route is not an irreversible 
process, and it lends itself to a gradual "learning-by-doing" technique. 
These two aspects are important because a rekindling of Canadian or American 
nationalism in the form of Buy Canadian or Buy American provisions could be 
avoided. Thus the practical political considerations are integral, if not 
essential, parts to the success of any sectoral free-trade agreement. Without 
the political will and bureaucratic skill on both sides, the actualization of 
the initiative will be impossible. 

Chronology of United States-Canadian actions and meetings  

The Canadian Government specifically mentioned the clothing and textile 
industry as a sectoral candidate for duty-free trade with the United States in 
their discussion paper of August 1983. On February 16, 1984, the Canadian 
Textile and Clothing Board, a Government agency, reported in an "interim" 
statement a split opinion among representatives from the clothing and textile 
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industries over the benefit of freer trade with the United States. One day 
later, on February 17, U.S. Trade Representative Brock met with Canadian 
International Trade Minister Regan to discuss freer trade and free trade 
zones. Brock and Regan exchanged similar inclinations to pursue negotiations 
on a sectoral free trade policy. They decided on rough work schedules and 
determined that more technical and statistical studies were needed. On 
June 6, they met again and then the two ministers instructed their officials 
to examine prospects for certain sectors, such as steel, agricultural 
equipment and supplies, computer data services, and urban mass transit 
equipment. Both meetings were exploratory and both sides were prepared to 
commence their respective studies. 

Selection of specific sectors  

During the past year of proposals, negotiations and studies, each side 
mentioned additional sectors that they felt would be economically beneficial 
and politically acceptable. These sectors were considered possible candidates 
for duty-free trade areas. Among the specific sectors mentioned were the 
following: petrochemicals, clothing and textiles, "informatics," 1/ 
electrical power equipment, beef, furniture, wood products, cosmetics, 
alcoholic beverages, nonferrous metals, fisheries, and professional and 
scientific instrumentation. From the official list and this informal list of 
recommended items, each country has stressed particular domestic industries 
that could benefit and prosper from these new market and trading conditions 
because of either their comparative advantage or their excellent growth 
potential. The American sectors thought to have excellent growth potential 
are telecommunication equipment, informatics, furniture, woodworking, 
machinery exports (such as power-generating equipment), agricultural 
machinery, general industrial machinery, metal, paper, and professional and 
scientific instruments and medical equipment. 2/ Whereas the Canadians are 
considered to possess comparative advantages or opportunites for growth in the 
following sectors: urban mass transit, textiles, certain petrochemical 
products and specialty steel. 3/ 

As a followup to the agreed-upon studies, USTR Brock submitted a request 
to the U.S. International Trade Commission to conduct an investigation under 
section 332(g) of the Tariff Act of 1930 and to advise the President as to the 
probable economic effects of providing duty-free treatment for certain imports 
from Canada on industries in the United States producing like or directly 
competitive articles and on American consumers. Brock requested the 
Commission's advice on 10 specific sectors: furniture, wood and wood 
products, paper and paper products, cosmetics and perfumery, petrochemicals, 
alcoholic beverages, informatics, steel and steel products, pesticides, and 
certain agricultural machinery. 4/ 

1/ Informatics is a word used to embrace all forms of high-technology 
computer and communications goods and services. 

2/ Thomas K. Brewer, "Opportunities in the Canadian Market," Business  
America, Sept. 5, 1983, p.5. 

3/ B.W. Wilkinson, "Canada--US Trade Policy Relations, Views and Comments, 
1984, p. 101-02. Business Week, Jan. 16, 1984, p. 43. 
4/ The findings of the Commission were transmitted to the USTR on 

Mar. 15, 1985. 
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Obstacles  

By the end of 1984, many formidable obstacles still remained in the 
negotiation process toward any sectoral free trade agreements. A difficult 
barrier for both countries would be to obtain approval by GATT. If the 
Canadians and Americans decide to exchange concessions of a discriminatory or 
preferential nature that could conflict with the MFN principle, a waiver 
through either article XXV:5 or through the free trade area provisions of 
article XXIV would be necessary. Among other obstacles in the way of fruitful 
negotiations are the Canadian Federal and Provincial Governments' procurement 
policies, the high value of the U.S. dollar and the change of ruling political 
parties in Canada. 

On both levels, the Canadian Government plays a larger and more overt 
role in Canadian industry and business than does its U.S. counterpart. Both 
the Federal and Provincial levels have Crown corporations, essentially 
Government-owned firms that usually prefer to purchase Canadian-made goods and 
services. Although several of these organizations are customers of the United 
States, some American industries and businesses think that in Canada they are 
at a distinct disadvantage in competing against Crown corporations. This 
handicap is even more distorted with the high value of the U.S. dollar 
vis-à-vis the Canadian dollar. These two aspects tend to aggravate existing 
trade relations and could hinder any progress on the sectoral free trade 
front, particularly as some U.S. industries seek more protection rather than 
freer trade in light of these factors. 

Finally, Canada is experiencing a transitional phase because of the 
recent national elections. The new Government is exploring trade policy 
options on a number of different fronts and these possibilities will be 
outlined later in 1985 in the form of an official Government release. This 
document should provide a clearer view of future economic objectives and 
Canadian trade policies. 

Status of initiative by the end of 1984  

As a result of these obstacles, the initiative was in a state of flux at 
the end of 1984, with neither side adopting a negative position or openly 
embracing the proposal. In addition, the Mulroney government, which was 
elected in September 1984, seems to be taking a more cautious approach to the 
initiative than did the former government. Alternatives to the sectoral free 
trade approach in the form of so-called functional approach have been 
mentioned. They would be an attempt to harmonize United States and Canadian 
trade policies in such areas as government procurement, and antidumping and 
antisubsidy practices. This tack may prove to be more feasible and to 
generate faster results because it is much less politically volatile. 1/ 

1/ Even the Trade Declaration issued as part of the Quebec summit on 
Mar. 17-18, 1985, did not shed a great deal of light on the status of the 
sectoral free-trade initiative. President Reagan and Prime Minister Mulroney 
charged their respective trade leaders to establish a bilateral mechanism "to 
chart all possible ways to reduce and eliminate existing barriers to trade and 
to report to us within six months." 
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Maritime boundary dispute settlement 

A long-standing boundary dispute between the United States and Canada was 
resolved in 1984 with a decision of the International Court of Justice (ICJ) 
that delimited the continental shelf and the 200-mile fishing zones off the 
east coast of both countries. The finding resolved the bilateral issues of 
fishing rights and offshore oil exporation and development; it also set an 
international precedent for the resolution of maritime boundary disputes. 

U.S. fishermen have been working the area of Georges Bank since 1820. 
Canadian fishermen only began significant fishing in the area in the 1960's. 
The extension of both United States and Canadian fishing jurisdictions to 
200 miles in 1977 resulted in overlapping boundary claims in the Gulf of 
Maine. (See figure 2). The ICJ's resolution of these claims had a 
significant effect on the fishing rights of each country. Fish and shellfish 
landed from the disputed portion of Georges Bank are worth over $100 million 
per year. Groundfish and scallops are the principal catch in the area. The 
disputed area was between 13,000 and 15,000 square nautical miles in size; it 
included one of the world's richest fishing grounds, the northeastern half of 
the Georges Bank. 

The dispute appeared to be moving toward settlement in 1979 through two 
linked treaties: one on the boundary and the other on fisheries. But the 
latter treaty was not ratified, and progress toward resolution of the dispute 
stalled in early 1981. In a treaty that entered into force on November 20, 
1981, each country agreed to ask the ICJ to adjudicate the dispute and to 
accept its decision in the case. Three sets of written pleadings were 
followed by oral arguments in May of 1984. The ICJ decision was announced in 
October 1984. It essentially divided the disputed area in half, but gave 
Canada maritime jurisdiction over a particularly rich portion of the waters 
and the sea bed. 1/ 

The Gulf of Maine case was one of the first cases to be decided at the 
ICJ since the 200-mile exclusive economic zone concept was fully accepted as 
international law. In 1977, the United States and Canada extended their 
fisheries jurisdictions as a reaction to the overfishing of the Northeast 
Atlantic fishing grounds by fleets from Japan and both Eastern and Western 
Europe. Such extensions of coastal-state jurisdictions seaward to 200 
nautical miles have become more frequent in the last two decades, leaving in 
their wake hundreds of maritime boundary disputes. Settlement of the Gulf of 
Maine dispute by the ICJ further develops international law in an area of 
exceptional importance to the international legal community. 

1/ For a discussion of the ICJ decision and its potential impact on United 
STates and Canadian fishing, see Conditions of Competition Affecting the  
Northeastern U.S. Groundfish and Scallop Industries in Selected Markets, 
United States International Trade Commission, Publication 1622, December 1984, 
pp 203-207. 
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THE EUROPEAN COMMUNITY 

The Economic Situation in 1984 

In 1984, the EC economy charted a modest rate of recovery from the 
recession of the early 1980's. The EC economy was fueled in part by increased 
exports to the U.S. market. 1/ EC industrial production in 1984 grew 4.5 
percent over 1983. The EC registered a 2.2 percent average growth rate in 
real GDP in 1984, up from 0.9 percent in 1983. The EC's economic recovery was 
led by a growth rate of 2.9 percent in Italy, 2.4 percent in West Germany, and 
2.0 percent in Britain. France's growth rate was 1.4 percent in 1984. The EC 
inflation rate for 1984 averaged 5.5 percent, down from 7.7 percent in 
1983--the best economic news to emerge from Europe in 1984. The rate of 
inflation was about 2.1 percent for West Germany, 5 percent for Britain, 
6.5 percent for France, and 9.1 percent for Italy. The EC's current account 
was balanced in 1984. EC members' budget deficits averaged 5.3 percent of GDP. 

The EC's growth rate was not strong enough to reverse the rising tide of 
unemployment in 1984. There were 13 million persons unemployed in the EC 
during 1984, bringing the average rate of unemployment to 11.6 percent, up 
from 10.4 percent in 1983. The rising level of unemployment was Europe's 
principle economic problem in 1984. The rate of unemployment was 8.6 percent 
for West Germany, 11.1 percent for France, 13.5 percent for Italy, and 12.2 
percent for Britain. 

Merchandise Trade with the United States 

Table 13 shows that the total value of two-way U.S.-EC trade increased 
from $86.2 billion in 1983 to $101.7 billion in 1984. U.S. exports to the EC 
represented 21 percent of total U.S. exports to the world in 1984. U.S. 
imports from the EC constituted 18 percent of total U.S. imports from the 
world in 1984. The table shows that the United States recorded a merchandise 
trade deficit with the EC of $12.1 billion, up from a $1.3 billion deficit in 
1983. The United States had trade deficits with West Germany ($8.5 billion); 
Italy ($3.7 billion); Britain ($2.8 billion) and France ($2.1 billion). The 
U.S. trade deficit with the EC constituted 11 percent of the total U.S. 
merchandise trade deficit with the world. The strength of the U.S. dollar was 
a major factor in making EC exports more attractive to U.S. consumers. U.S. 
exports to the EC rose slightly from $42.4 billion in 1983 to $44.8 billion in 
1984. U.S. imports from the EC rose from $43.8 billion in 1983 to $56.9 
billion in 1984. The record U.S. merchandise trade deficit with the EC is 
generally attributable to both the strength of the dollar and the economic 
recovery in the United States. 

1/ The EC's Commission estimates that the increase in U.S. imports from the 
EC countries in 1983 and 1984 contributed approximately 0.3 percent to the 
growth of the EC's GDP in both years. Commission of the European Communities, 
"Annual Economic Review," European Economy, November 1984. 
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Table B-3 shows that the leading items in U.S. exports to the EC in 1984 
consisted of office machinery parts ($3.0 billion), computers ($2.6 billion), 
soybeans ($1.8 billion), coal ($1.5 billion), aircraft parts ($1.5 billion), 
engine parts ($1.3 billion), and aircraft ($1.0 billion). With the exceptions 
of soybeans and aircraft, the value of each of these items rose in 1984 over 
the previous year's level. 

Table B-4 shows that the leading items in U.S. imports from the EC in 
1984 consisted of motor vehicles ($6.2 billion), crude petroleum 
($4.7 billion), motor fuel ($1.1 billion), and airplanes and airplane parts 
($884 million). The value of these items rose in 1984 over the previous 
year's level. 

Major Policy Developments Affecting Trade 

Agriculture 

In March 1984, the EC's Council of Agricultural Ministers agreed to 
implement the EC's farm price package for 1984-85 which included a number of 
measures to reform the controversial Common Agricultural Policy (CAP). The EC 
set production quotas on surplus products, set lower common EC farm prices, 
proceeded to gradually eliminate Monetary Compensatory Amounts 1/, and 
empowered the Commission of European Communities to negotiate tariff quotas on 
nongrain feed ingredients (NGFI's) at the GATT. 2/ 

The EC's 1984-85 farm package set milk production quotas for 5 years at 1 
percent above 1981 milk deliveries. If milk producers or dairies exceed their 
assigned limits, fines are imposed. The milk production quota for 1984-85 was 
98.4 million tons. Members were allowed to produce additional quantities of 
milk during a transition period from 1984 to 1985. To cover this cost, the 
co-responsibility levy that dairy farmers already pay as part of the EC's 
program to discourage surplus production was raised to 3 percent of the target 
price. The EC also placed production curbs on wine and reduced various 
production or consumption subsidies in the livestock, butter, and fruit and 
vegetable sectors. 

CAP prices in 1984-85 were tied to attempts to reform the CAP. Average 
common farm prices for 1984-85 were reduced by 0.5 percent when expressed in 
European Currency Units (ECU's). 3/ Although average prices were increased by 
3.3 percent when converted into national currencies, the EC's 1984 inflation 
rate of 5.5 percent meant a decline in real farm income. Milk and sugar 
prices were frozen at 1983 levels. 

1/ Monetary Compensatory Amounts are internal border payments and deductions 
to offset the distortions that currency changes cause common EC farm prices. 

2/ With this mandate, the EC's Commission began negotiations with third 
country suppliers to cap imports of corn gluten feed and other NGFI's with 
appropriate compensation. The EC claims such action is required as part of a 
broader effort to reform the CAP, lower CAP costs, and encourage homegrown 
production of NGFI's. 

3/ In 1984, one ECU averaged US$.83. 
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New trade instrument 

In April 1984, the EC adopted a new trade law to strengthen its defense 
against "unfair trading practices" used by nonmembers in EC and foreign 
markets. 1/ The new law allows member firms and Governments to lodge 
complaints with the Commission of the European Communities if they believe 
they are victims of unfair commercial practices--practices used by nonmembers 
that are incompatible with international law or the rules commonly accepted by 
the EC's main trading partners regarding commercial policy. If--after its 
investigation--the EC finds material injury caused or threatened to EC 
industry, the new law provides means for taking countermeasures against the 
offending country, such as imposition of quotas or increased duties. A novel 
provision in the new instrument authorizes the EC to identify and counter 
injury met by EC firms in export markets. 2/ By yearend 1984, no EC member or 
firm had lodged a complaint under the new trade law. 

Information technology 

In February 1984, the EC adopted a new, 5-year, $1.3 billion program to 
promote research in information technology (IT) called ESPRIT--European 
Strategic Program for Research and Development. 3/ ESPRIT is designed to 
encourage cross-frontier research and development (R&D) collaboration among 
member Governments, firms, and research centers to aid European high-tech 
industries. The EC pays one-half of research projects whose participants are 
from two or more member states. ESPRIT was created to help improve Europe's 
third place standing--after the United States and Japan--in R&D and commercial 
exploitation of IT products. The EC has a large trade deficit in IT products 
and believes that individual members and firms cannot reverse the deficit 
since their scale of resources committed to R&D is too small to be effective. 

For the first year of the ESPRIT program, the Commission of European 
Communities chose 104 projects (out of a total of 441 proposals) to receive 
research grants. The 104 projects involve 270 firms, universities, and 
research centers in the EC and deal with microelectronics, software 
technology, advanced data processing, office automation, and computer-aided 
design and manufacture. Five non-EC multinational firms are involved in nine 
ESPRIT contracts through their EC subsidiaries: ITT (three projects), AT&T 

1/ In 1982, the Council of Ministers called for the EC to respond more 
quickly and efficiently to unfair trading practices used by nonmembers that 
cause injury to EC industry. The EC's Commission responded in February 1983 
with the proposed new trade instrument. Previously, such import relief 
actions were taken with the agreement of all member governments and most in 
the EC found the method to be ineffective. The EC already has trade defense 
instruments that include antidumping and antisubsidy procedures and 
surveillance or safeguard mechanisms. 

2/ The EC claimed the new law was partly inspired by section 301 of the U.S. 
Trade Act of 1974 and gives the EC the same scope for action as the United 
States and Japanese Governments already have. The subsidized sale of U.S. 
wheat flour to Egypt in early 1983 may have accelerated pressures in Europe 
for adoption of the new instrument. 

3/ Information technology refers to industries whose products process or 
transmit information. 
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and Bell Telephone (two projects each), and IBM and Digital (one project 
each). Their combined participation represents about 2 percent of the 1984 
ESPRIT program. Japanese firms were not among the recipients of ESPRIT grants 
for 1984. 

Lome Convention III 

On December 8, 1984, the third Lome Convention (Lome-III) was signed by 
the EC and 65 African, Caribbean, and Pacific (ACP) countries after a year of 
difficult negotiations. The new 5-year treaty came into force in March 1985. 
The Lome Convention is a long-term treaty governing nonreciprocal preferential 
trade between the EC and ACP states. Under the terms of the treaty, the EC 
provides grants and loans to the ACP states from the European Development Fund 
and the European Investment Bank to finance development projects, tariff 
reductions on many ACP farm exports to the EC, and ACP industrial free trade 
access to the EC. In a program called STABEX, the EC is committed to covering 
losses on ACP countries earnings from 48 agricultural export products due to a 
drop in prices or production. In a program called SYSMIN, the EC provides 
financial aid to the mining industries of the ACP members. Lome-III will cost 
the EC 8.5 billion ECU's during its 5-year duration. 

Enlargement 

Negotiations took place during 1984 to set the terms of accession of 
Spain and Portugal to the EC, now scheduled for January 1, 1986. Both 
countries applied for membership in 1977, but serious accession negotiations 
did not begin until 1983. In 1984, the chief stumbling blocks to agreement 
revolved around the terms of accession, in particular the transition period 
during which both sides would eliminate trade barriers. Spain and Portugal 
argued for longer transition periods during which import levies and quotas on 
products from the EC would be progressively reduced. The EC argued for a 
longer transition period during which imports of Iberian wine, olive oil, 
fruits and vegetables, steel, and textiles would be subject to progressively 
reduced quotas. 1/ 

U.S.-EC Bilateral Trade Issues 

Some of the trade problems between the United States and the EC stem from 
fundamentally different approaches to state interventions in the ecomony; 
others are narrower problems over specific products like steel pipe and corn 
gluten. When compared to a trade turnover of $100 billion, the value of trade 
in products on which the two sides differ appears small. Yet when viewed 

1/ By yearend 1984, accession negotiations with Portugal were largely 
completed. Portugual responded to EC pressure and agreed to continue to 
restrict textile exports to the EC. Negotiations with Spain continued through 
early 1985 and became entangled over Spain's access to the EC's exclusive 
200-mile common fishing zone and to the EC market for fruits and vegetables. 
Spain agreed to limit fruit and vegetable exports to the EC during a 
transition period following accession to buy time for southern EC farmers to 
adjust to new competition. The EC agreed to restrict during a transition 
period exports of EC beef, cereals, and some milk products to Spain in 
response to Spanish fears of an influx of these products. 
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in terms of specific sectors--e.g., wine and wheat--there are serious 
problems. The tone of the relationship in 1984 was not conducive to resolving 
bilateral trade problems. Threats of protectionism were heard across the 
Atlantic as both sides grappled with their relative economic predicaments. 1/ 
Competition grew increasingly sharp in 1984 as the two trading giants competed 
for third country markets, particularly North Africian and Middle Eastern 
agricultural markets. Much of the trade discord is rooted in different 
approaches to economic and trade policy that are as old as the United 
States-EC relationship itself. Differences in 1984 revolved around usage of 
export subsidies and credits, 2/ export controls, 3/ and exchange rate 
fluctuations. 4/ A brief review of specific bilateral trade issues follows. 

Steel 

Trade in steel was a major problem area in bilateral relations during 
1984. On March 1, 1984, the EC imposed restrictions on certain imports from 
the United States in retaliation against U.S. curbs on imports of specialty 
steel imposed in 1983. The EC increased tariffs on styrene, polyethylene, 
sporting goods and sporting equipment and snow skis; and imposed quantitative 
restrictions on methanol, vinyl acetate, and burglar alarms. The EC invoked 
GATT rules, claiming the U.S. actions entitled it to compensation at a level 
substantially equivalent to the trade in specialty steels lost or impaired. 

Imports of pipes and tubes from the EC, while not included in the U.S.-EC 
Arrangement Concerning Trade in Certain Steel Products 5/ (the Arrangement) 
negotiated in 1982, were to be held at 5.9 pecent of apparent U.S. consumption 
under the terms of a separate letter of understanding. According to the 
understanding, consultations were to be held should EC shipments exceed this 

1/ Import relief pressures mounted in the United States due to the surge of 
imports fueled by a very strong dollar, and in the EC because of high 
unemployment and sagging industrial competitiveness. 

2/ One of the most confrontational differences is over export subsidies. 
The United States argues against the EC's usage of export subsidies and the EC 
argues against the U.S. usage of export credits as means to facilitate 
exports. The EC's subsidized sale of surplus butter to the Soviet Union in 
late 1984 prompted the United States to respond by leaving the International 
Dairy Arrangement (for more information see section on the International Dairy 
Arrangement in chap. II). No progress was made in 1984 to negotiate an 
understanding on these matters. 

3/ The EC protested the proposed Export Administration Act, which was not 
adopted by the U.S. Congress in 1984 but is expected to be reintroduced in 
1985, over the questions of export controls and extraterritoriality. Certain 
EC members disagreed with the United States about which exports products have 
military applications and thus should be subject to COCOM restrictions on 
sales to the Soviet bloc. The United States and the EC also disagreed on the 
extent to which U.S. domestic law extends to foreign companies that are 
subsidiaries of U.S. firms. The EC believes that U.S. domestic laws should 
not apply to U.S. subsidiaries abroad. 

4/ EC members and the United States differed in 1984 over the strength of 
the U.S. dollar relative to the European currencies. Differences over whether 
exchange rates should be set by coordinated policy or by the market have 
actually plagued relations over many years. 

5/ See Operations of the Trade Agreements, 35th Report, 1983  p. 231-2. 
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level. Negotiations in late 1984 between the United States and the EC failed 
to limit the surge in imports of EC pipes and tubes, which had reached a level 
of almost 14 percent of apparent U.S. consumption. 

On November 29, 1984, the United States Government embargoed imports of 
all EC steel pipe and tube until yearend 1984. The United States claimed that 
the increase of steel pipe and tube imports from the EC contravened the letter 
of understanding in the 1982 U.S.-EC Arrangement. 1/ 

Agriculture 

Trade in wine and corn gluten feed again dominated the bilateral farm 
trade agenda in 1984, although neither side took restrictive action against 
the other. 

The EC is concerned about continued access to the U.S. wine market. Its 
wine exports have steadily risen from $583 million in 1980 to $825 million in 
1984. As a result, the EC protested a section of the Trade and Tariff Act 
1984 that allows U.S. grape growers to introduce antidumping and 
countervailing duty complaints against wine imports for a period not to exceed 
2 years. Previously, only U.S. wine producers were allowed to lodge such 
complaints. 2/ The EC has challenged the legality of the law based on GATT 
rules which specify that only producers of the same or a like product may 
introduce complaints. The Commission of European Communities initiated 
consultations under the GATT subsidies code in late 1984. 

On April 12, 1984 the EC notified the GATT its intent to substitute zero 
duties on corn gluten feed and other NGFI's with tariff quotas. 3/ The EC 
would apply variable levies once the quotas were exceeded. The EC 
subsequently opened compensation negotiations under GATT article XXVIII with 
the United States. The EC offered to cap U.S. imports at 3.4 million metric 
tons without offering additional compensation. The United States rejected 
this and the issue remained unresolved by yearend. 

1/ In January 1985, the United States and the EC reached an agreement that 
reduces the EC share of the U.S. market for steel pipe and tube to 7.6 percent 
in calendar years 1985 and 1986. Within the overall ceiling, EC exports of 
oil-country tubular goods are restricted to 10 percent of the U.S. market. 
The agreement also deals with imports that were embargoed since November 
1984. It provides for 60,000 tons to be released by U.S. customs warehouses 
of which not more than 28,000 tons may be sold as country tubular goods. 
Shipments in excess of that 60,000 tons that are now in U.S. customs 
warehoures, may enter only after the EC issues licenses consistent with their 
internal burden-sharing plan and are included within the 7.6 percent limit. 
2/ On Jan. 27, 1984, the U.S. International Trade Commission instituted 

preliminary countervailing duty and antidumping investigations to determine if 
the U.S. wine industry was materially injured by certain wine imports from 
France and Italy on which grants were alleged to be paid. The petition was 
filed by the American Grape Growers Alliance for Fair Trade. In March 1984, 
the Commission made a negative determination in these investigations. 
3/ Corn gluten feed, a high-protein ;  high-fiber, NGFI, is a coproduct of the 

corn-refining process. Corn refining is a procedure by which products such as 
starch, oil, and syrup are extracted from the corn kernel. The substances 
that remains after these products are removed is corn gluten. 
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U.S. exports of corn gluten feed to the EC, its largest customer, rose 
from $426 million in 1980 to $562 million in 1983 before dropping to $515 
million in 1984. The recent drop in exports is cited by the U.S. industry to 
refute EC charges of increased imports. With the popularity of corn gluten as 
an animal feed, the usage of grain in animal feed has declined. The EC 
believes that use of domestic grain in feeding has dropped, forcing the EC to 
export grain with subsidies at considerable cost. 

Fisheries 

In 1984, the United States and he EC negotiated the renewal of 
agreement that regulated the access of EC fishermen to U.S. fishing  
The 1984 agreement will be in effect through 1989. In exchange, the 
to share expertise, facilitate the transfer of harvesting technology 
U.S. fishing industry, and foster joint fishing arrangements between 
sides. 

a 1977 
waters. 
EC agreed 
to the 
the two 

JAPAN 

The Economic Situation in 1984 

The Japanese economy performed extremely well in 1984. Overall economic 
activity advanced at a healthy clip, industrial output rose significantly, 
inflation was low, and domestic investment was strong. As Japan's recovery 
from the recent recession gained momentum in 1984, real gross national product 
grew by 4.9 percent and industrial production rose by more than 11 percent, 
its first double-digit advance since 1976. 

The marked recovery in demand came chiefly in the form of sharply rising 
exports. Indeed, the United States increased its purchases of Japanese 
products by nearly 40 percent in 1984. Private investment in plants and 
equipment followed exports as a source of growth. Fixed capital investment 
performed better than it has done in 4 years, registering a 7.7 percent 
increase from 1983. However, other components of domestic demand, such as 
personal consumption and new housing starts, were relatively weak. Strict 
budgetary restraint meant that fiscal policy's role in reinforcing the 
economy's export-led recovery was slight. 

Japan maintained strong growth in 1984 without reviving inflation. 
Consumer prices showed an average rise of only 2.2 percent, the second lowest 
annual price increase in 23 years (just behind 1983's 1.9 percent rate). A 
relatively nonexpansionary monetary policy and weak world commodity prices 
helped to moderate upward pressures on wholesale prices, which were up just 
0.3 percent from the previous year. 

The only trouble spots in Japan's economic picture were 
unemployment--averaging 2.7 percent of the workforce in 1984, the highest 
figure in 32 years--and business failure rates, which rose 8.8 percent in 
1984, mainly in the textiles, construction, and food processing industries. 
Still, Japan's unemployment rate was the lowest among industrialized countries 
in 1984. 
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The yen started 1984 at around Y234:US$1 and appreciated to the low 220's 
by early March. From midyear onward, however, the yen steadily lost strength, 
closing the year at Y251:$1, mainly in response to sharply increased capital 
outflows. The weakness of the yen precluded the use of monetary policy to 
stimulate the economy. Nevertheless, the money supply expanded about 7 
percent in the year and interest rates were relatively low, with the Bank of 
Japan's discount rate averaging 5 percent and the commercial loan rate 
6.25 percent. 

Merchandise trade with the United States 

The U.S. merchandise trade deficit with Japan swelled by over 72 percent 
from 1983 to 1984 and totaled $34 billion at yearend. The rapid recovery of 
demand in the United States and relatively slower economic upturn in Japan 
were both behind the widening gap, as was the continued strength of the 
dollar. A 7-percent rise in U.S. shipments to Japan was more than offset by a 
38-percent increase in U.S. imports from Japan. Higher Japanese sales of 
capital goods, autos, steel, and consumer electronic products contributed to 
the rise (table 14). 

U.S. exports to Japan totaled $22.7 billion in 1984. Two agricultural 
products, corn and soybeans, led the list of items exported by the United 
States to Japan. (Table B-5) Japan, as well as the other major Far East 
trading partners, Taiwan and Korea, imported principally agricultural 
commodities and raw materials from the United States while exporting finished 
goods. 

However, some progress was made by U.S. exporters in marketing 
manufactured goods in 1984. U.S. exports of machinery and equipment--the 
leading product sector--rose by more than 8 percent in 1984, accounting for 
$5.1 billion in shipments despite a 33-percent decline in the value of 
aircraft sales, usually the most important single item in this category 
(table B-5). U.S. exports to Japan of computers, power-generating equipment, 
metalworking equipment, transformers, broadcast and communications equipment, 
automotive parts, and aircraft engines and parts each increased by more than 
20 percent in 1984. Food and live animals was the next leading export 
category, accounting for $4.7 billion in shipments in 1984--up 10 percent from 
1983. Crude materials followed, at $4.4 billion, 6 percent higher than in the 
previous year. Sharp declines in U.S. shipments of coal, tobacco, and logs 
and lumber were offset by sizeable increases in sales of inorganic chemicals, 
steel scrap, raw cotton, and hides and skins. 

U.S. imports from Japan jumped by 38 percent in 1984, to $57 billion. 
Machinery and transportation equipment were by far the largest import 
categories, accounting for about three-fourths of total U.S. imports 
(table B-6). At $42.1 billion, such purchases were 41 percent higher than in 
the previous year. Automobiles was the most significant single item in this 
category, but capital goods--such as business machines, metalworking 
machinery, electrical machinery, and other transportation equipment--purchases 
were all up by more than 60 percent in the year. 1/ Manufactured goods 

1/ For a more detailed treatment of U.S. imports of automobiles from Japan, 
see the discussion under "Autmobiles" later in this sec. 
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classified by chief material was the next leading category, with the value of 
steel imports alone rising by 63 percent from 1983. Within the miscellaneous 
manufactures category, imports of scientific, professional, and medical 
equipment were more than double their 1983 levels, and consumer goods 
registered a healthy 36-percent increase as U.S. purchases of video equipment 
and televisions jumped by more than 60 percent. 

Major Policy Developments Affecting Trade 

Japan took several measures in 1984 that may significantly affect the 
flow of goods, services, and investment capital across its border. In late 
May, Japan embarked on a campaign to accelerate the integration of its 
domestic money markets into the world financial system and to speed the 
deregulation of its domestic capital markets. As a result, Japan lifted some 
of its interest rate controls and significantly widened the scope for foreign 
borrowing in Japan. Later in the year, Japan passed legislation that would 
deregulate its telecommunications market, a step that may open new 
opportunities to foreign suppliers. This legislation was part of a broader 
movement to deregulate certain industries in Japan. 

The deregulation movement in Japan 

In recent years, Japan has been attempting to reduce Government 
participation in certain sectors of its economy. This "administrative reform 
movement" is designed to stimulate growth and efficiency by introducing 
competition into formerly regulated economic sectors. The first major advance 
toward this goal was the decision in 1984 to deregulate Japan's 
telecommunications system and privatize its major domestic phone company, 
Nippon Telegraph and Telephone (NTT). The plan to turn over the distribution 
and sales of cigarettes from the Government-controlled Japan Tobacco and Salt 
Monopoly (JTS) to the private sector in 1985 is also part of this movement. 
Both decisions, and their implications for trade, are discussed below. 

Telecommunications equipment and services  

After nearly 3 years of debate, Japan passed three bills on December 20 
designed to allow competitors to enter into Japan's telecommunications 
equipment and services market. The laws passed in 1984 allow entry by private 
businesses, effective April 1, 1985, into both the data and specialized 
communications services markets and the market for customer provided 
equipment--telephones, answering machines, etc. By 1987, the doors will be 
opened to competitors in Japan's market for regular long distance telephone 
service. 

The legislation eliminates NTT's monopoly in the common carrier market 
and recasts the giant firm as a semi-public corporation, with two-thirds of 
its shares to be sold to the public by 1990. 1/ Although the reorganized NTT 
will be limited to offering domestic services, it will be given certain 
freedom in management that the present NTT lacks. The new NTT will be able to 
offer data communications services along with telephone and other basic 
services and will be allowed to invest more freely in related areas of 
business. This latter freedom will enable the new NTT to create affiliate 
companies in equipment and services fields. (NTT does not actually produce 
telecommunications equipment now.) 

1/ Initially, more than 50 percent of the new NTT's shares will be 
Government-held. 
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Because Japan's telecommunications market is second in size only to that 
of the United States, the new telecommunications law could potentially open 
substantial new opportunities to foreign service and equipment suppliers. 1/ 
However, the terms of such competition will largely be given form in the 
ministerial ordinances carrying out the NTT break-up. Drafting of these 
ordinances, expected to be finalized by mid-1985, is being closely monitored 
by foreign governments to ensure that foreign firms will have fair 
opportunities to compete. In particular, they want to prevent the creation of 
administrative barriers--such as unnecessary technical standards, 
discriminatory certification procedures, or preemptive registration 
requirements--to selling communications equipment and services in Japan. 
Japan took steps in 1984 to assuage these concerns and agreed to review 
implementation of the legislation in three years. 

Cigarettes and other manufactured tobacco products  

For many years, foreign firms have been seeking increased access to the 
$10 billion (in 1983) Japanese market for cigarettes and other manufactured 
tobacco products. Most feel that the primary barrier to foreign penetration 
has been the presence of a Government monopoly that controls pricing and 
distribution of cigarettes and other tobacco products, the Japan Tobacco and 
Salt Public Corporation. U.S. producers, who are highly competitive in the 
world market, only had a 2-percent share of the Japanese cigarette market in 
1984. 

In August 1984, the Japanese Diet passed legislation that would end the 
monopoly by JTS over manufactured tobacco sales as of April 1, 1985. (JTS 
will continue to be the country's sole cigarette manufacturer.) The 
privatization of JTS could considerably open Japan's market to foreign 
cigarette suppliers. Once implemented, the measures should end Japanese 
Government control over distribution, enable foreign firms to independently 
set prices and marketing strategies, and allow continued expansion of the 
number of retail outlets permitted to handle imported tobacco products. 
However, the actual market-opening effect of this legislation will hinge on 
the manner in which it is implemented. Prices will no longer be set by the 
Government, but they will still be subject to Ministry of Finance approval. 
The United States has asked Japan to ensure that the approval process is truly 
transparent, essentially automatic, and neither arbitrary nor discriminatory. 

Financial market liberalization 

In late May, Japan agreed, with U.S. prodding, to adopt a series of 
measures that will make it easier for foreigners to borrow funds in Japan. 
The measures are embodied in a jointly written report released on 
May 29, 1984, by the Japanese Minister of Finance and the U.S. Secretary of 
the Treasury. 

1/ Japan is the second largest market in the world for telecommunications 
equipment, accounting for approximately 9 percent of world consumption and 
11 percent of world production. NTT's procurement comprised about 40 percent 
of the market in 1983. Until now, imports have played a very small role in 
Japan's telecommunications equipment market, accounting for only 1.4 percent 
of consumption in 1983. See Japanese Government "External Economic Measures":  
the U.S. Government's Assessment of their Implementation and Impact, (U.S. 
Department of State, for the Senate Foreign Relations Committee, October 1984, 
p. 29-30). 
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In 1983, the United States had strongly urged Japan to relax restrictions 
on foreign participation in its capital markets and to take steps that would 
allow the yen to become a more widely used currency. The Reagan 
Administration felt that such steps could take pressure off the dollar in 
foreign exchange markets and allow the international financial system to 
operate more efficiently. 

During President Reagan's visit to Tokyo in November 1983, Japan promised 
to further open its financial system and the two countries created a task 
force to propose ways to achieve this goal. 1/ In six meetings over as many 
months, the task force developed a set of recommendations to liberalize 
foreign access to Japan's financial markets. The Report on Yen/Dollar  
Exchange ::ate ISSL3S 2/ presented concrete proposals to widen the number of 
yen-denominated asset instruments available to foreign and Japanese firms and 
broaden the availablity of financial instruments carrying market interest 
rates in Japan. When the report was released, Japan indicated that it would 
pursue most of the measures outlined over an agreed-upon timeframe. The 
measures agreed to in May 1984 fall into four categories: 

o liberalization of Japanese barriers against the inflow and outflow of 
capital; 

o "internationalization" of the yen; 

o equal treatment of foreign financial institutions under Japanese 
banking and financial regulations; and 

o deregulation of domestic Japanese capital markets, allowing more 
instruments to yield market-determined rather than fixed interest. 

Since total saving in Japan has far exceeded total spending in recent 
years, the measures agreed to in 1984 are likely to result in higher capital 
outflows from Japan. This outflow is likely to weaken the yen in foreign 
exchange markets. Despite this possibility, the United States Government 
believes that removing restrictions will provide important benefits to foreign 
firms by allowing them to draw more freely on Japan's vast pool of savings. 
At the same time, Japanese savers will benefit from higher, market-determined 
yields on their deposits. 

1/ The Japanese side believed that the United States could take one step to 
increase Japanese direct investment in the United States--force the repeal of 
unitary tax laws in the 12 states that apply them. In response to these 
concerns, the Secretary of the Treasury submitted a report to the President in 
June. In the paper, Secretary Regan argued that a State's taxing authority 
should extend only to the "water's edge," that is, it should not consider 
income earned by overseas affiliates of parent companies in that state. 
Several States are considering doing away with their unitary tax laws 
voluntarily. 

2/ Japanese Ministry of Finance-U.S. Department of Treasury Working Group to 
Japanese Minister of Finace Noboru Takeshita and U.S. Secretary of the 
Treasury Donald T. Regan, Report on Yen/Dollar Exchange Rate Issues, May 1984. 
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United States-Japanese Bilateral Trade Issues 

Although no major ruptures took place, 1984 was a difficult year for 
United States-Japanese trade relations. Both countries faced significant 
domestic policy dilemmas in the year, and their responses are certain to have 
wide implications for future bilateral trade flows. Damage control was the 
watchword as a year of intense trade talks resulted in only three major 
market-opening measures: the yen-dollar accord signed in late May, Japan's 
early April decision to liberalize farm imports, and the revision of the 
bilateral agreement on NTT procurement. After reaching consensus on these 
issues, the two sides spent much of the year stalemated over proposed Japanese 
restrictions on foreign sales of satellites and on aspects of proposed laws 
that would change the terms of competition in Japan's market for computer 
software and telecommunications equipment and services. Meanwhile, the United 
States continued to be concerned about Japan's poor implementation of 
commitments to open its Government procurement system. Japan was also slow to 
fulfill its 1983 promise to minimize "red tape" barriers to manufactured 
imports by giving foreigners easier access to its standards certification 
system. 

Although a good deal of political capital was expended on high technology 
and financial market issues in 1984, old standbys remained on the agenda, 
particularly autos, textiles, steel, and electronics. Japanese suppliers were 
affected by a number of U.S. antidumping, countervailing duty, patent 
infringement, and escape clause actions. Japanese high-technology electronics 
firms began to complain in 1984 about disingenuous use of U.S. trade laws to 
limit their U.S.-bound shipments. However, U.S. industry concern about unfair 
Japanese trade practices proved justified in some instances. As Table A-6 
demonstrates, there were more antidumping orders and findings put into effect 
against Japanese products in 1984 than against the products of any other 
country. 

Japan took several steps to promote imports in 1984. It lowered tariffs 
on products of interest to U.S. and developing country exporters and also 
conducted a number of seminars and buying missions in the United States. But 
American frustration with slow progress on bilateral issues continued to 
mount, particularly in light of the burgeoning U.S. trade deficit with Japan. 
As preparations for a Reagan-Nakasone meeting slated for January 2, 1985 were 
underway, U.S. trade officials decided to vigorously press Japan in 1985 for 
more open access to its markets for telecommunications equipment and services, 
electronics, pharmaceuticals, medical equipment, and forest products. 

Agriculture 

Though U.S. agricultural exports to Japan totaled some $6.75 billion in 
1984, American farm interests and the U.S. Government believe that they would 
be even higher were it not for the continued existence of quantitative 
restrictions and other barriers to imports. Japan has maintained quantitative 
restrictions on 18 categories of agricultural products for more than 
20 years. The United States believes that these restrictions violate GATT 
accords and has pressed the Japanese Government to remove them. Japan has, in 
fact, gradually enlarged the quotas, though not at a pace that satisfies the 
U.S. Government. After 2 years of bilateral debate about the agricultural 
quotas, Japan finally agreed in 1984 to double its quota allotments for beef 
and citrus products over a 4-year period and to ease restrictions on other 
farm imports. 
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Beef and citrus  

The most important quantitative restrictions in terms of potential U.S. 
sales are those on beef and citrus. These quotas remained the major source of 
tension in 1984. Under a bilateral accord reached in 1979, Japan had raised 
its quotas on beef, citrus, and citrus juice over a 4-year period. The United 
States, in turn, waived its right to challenge the quotas and other 
restrictions on these products in the GATT until the agreement expired on 
March 31, 1984. As the 4-year period drew to a close, a great deal of tension 
surrounded the negotiation of a new agreement. Japan had initially wanted a 
simple extension of the 1979 agreement, but U.S. negotiators sought both a 
larger increase in the quotas and a commitment by Japan to eventually end all 
quantitative limits on these products. Tensions were somewhat muted on 
April 7, 1984, with the signing of a new accord. The new agreement calls for 
an approximate doubling of the quotas for both categories of products over a 
4-year period (table 15). The two Governments also agreed to continue 
discussions on further liberalization of Japan's agricultural quotas before 
April 1987. Liberalizing moves on citrus juice were concluded as well. 1/ 

Table 15.--Japan's import quotas for beef, oranges, 
and orange juice, 1984-87 

(In metric tons) 
Orange 

Year Beef Oranges 'uice 

1984 	  37,700 92,500 7,000 
1985 	  44,600 103,500 7,500 
1986   	51,500 114,500 8,000 
1987 	  58,400 270,500 8,500 

Source: United States Trade Representative. 

Other agricultural products  

Bilateral consultations about Japan's other agricultural import quotas 
began in April 1982. Though Japan made several small expansion offers, they 
fell far short of U.S. requests. Because of the lack of progress, the United 
States initiated dispute settlement procedures in the GATT regarding Japan's 
quotas on 13 categories of agricultural products. 2/ Consultations were held 

1/ In addition to expanding the quota, a new blending requirement was put 
into effect. Half of the orange juice imported under the quota may now be 
blended with Japanese juice at a rate of up to 90 percent imported juice and 
the other half may be blended at up to 50 percent imported juice. Previously, 
orange juice products in Japan could only contain 50 percent imported juice. 

2/ The United States is seeking elimination of 13 quotas--those on preserved 
milk and cream; processed cheese; dried leguminous vegetables; provisionally 
preserved oranges and tangerines; starch and inulin; unroasted peanuts for 
human consumption; prepared and preserved beef and pork in airtight 
containers; grape sugar and other sugar; fruit paste and puree; canned 
pineapple and fruit pulp; noncitrus juices; tomato sauce and ketchup; and 
other food preparations. 
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in July 1983 and again in September 1983, but were subsequently put on hold to 
await the outcome of the beef and citrus discussions. On June 29, 1984, the 
United States announced that it was dropping its GATT case for 2 years in 
exchange for certain measures by the Government of Japan. These measures 
included elimination of quotas on 5 categories of products; 1/ expansion of 
quotas on 4 other products; 2/ and lowering of tariffs on 32 products. 3/ 

NTT procurement 

In early 1984, the United States and Japan renewed the bilateral 
agreement on NTT procurement. The new agreement will be in effect for 3 years 
and will be reviewed each year in April. 4/ 

The revised agreement reaffirms Japan's commitment to open NTT's sizeable 
purchases to U.S. exporters, while strengthening that commitment in a number 
of ways. Among the improvements incorporated into the revised agreement are 
commitments by NTT to treat United States and Japanese firms on an equal basis 
in all of NTT's R&D activities; to accept bids in English at NTT's New York 
office; and to aggregate purchases so as to make them commercially attractive 
to foreign suppliers. The new agreement also mandates annual reviews of NTT's 
implementation. 

High technology 

U.S. concern about Japanese industrial policy was reinforced in 1984, as 
Japan threatened to limit foreign participation in three potentially lucrative 
high-technology sectors: communications satellites, computer software, and 
telecommunications equipment and services. 

Communications satellites  

Japan had placed restrictions on imports of communications satellites in 
1983 in an effort to promote the development of its own industry. The United 
States--Japan's leading foreign supplier of communications satellites--was 
alarmed by the Japanese ban, since U.S. makers stood to lose substantial 
revenues if the ban was enforced. The United States, therefore, demanded the 
ban's withdrawal, arguing that it was inconsistent with Japan's obligations 

1/ Quotas were eliminated as of Apr. 1, 1984, on hi-test molasses and other 
sugars; selected noncitrus fruit purees, pastes, pulps, and juices; and 
various other food preparations containing less than 50 percent added sugar. 
Import quotas on prepared and preserved pork will be eliminated on Apr. 1, 
1985, while quotas on grapefruit juice will be eliminated on Apr. 1, 1986. 

2/ The products were tomato ketchup and sauce, peanuts, processed cheese, 
and corned beef. 

3/ Twenty of these cuts were new tariff reductions while the remaining 
12 cuts were accelerations of the final Tokyo Round tariff reductions. 
4/ The first United States-Japan Agreement on Telecommunications Procurement 

went into effect on Jan. 31, 1981. A three-track system for foreign bidding 
was set up, calling for open bidding for simple parts, negotiated bidding for 
more complex equipment, and use of a more transparent process to designate 
suppliers of items developed jointly with NTT. During the first 3-year 
agreement, which expired in December 1983, U.S. sales to NTT increased from a 
negligible level to about $140 million in 1983. Despite this growth, U.S. 
firms supplied just 4.5 percent of the products procured by NTT in 1983. 
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and economic stature. Japan countered that the action was within its 
sovereign rights and did not violate international agreements--the National 
Space Development Agency, the principal purchaser of communications satellites 
in Japan, is not covered by the GATT Government Procurement Code or the 
bilateral NTT accord. Thus, Japan felt it was not obliged to open the 
agency's contracts to foreign suppliers. 

On April 27, 1984, the Japanese Government, in response to U.S. pressure, 
said that private firms would be allowed to purchase foreign-made satellites 
when NTT deregulation bills passed the Diet. (Until that time, only the 
Government was allowed to offer satellite services, so it continued to be the 
sole purchaser of communications satellites in Japan.) Government agencies, 
including the privatized NTT, would only be allowed to buy foreign satellites 
if such purchases were consistent with Japan's space development "vision." 
The Science and Technology Agency's, "Long Range Vision on Space Development," 
issued in July 1983, had identified the space industry as crucial to Japan's 
future technological development. 

However, the statement did little to allay U.S. fears. The vague wording 
of the April policy pronouncement, together with the caveat that imports must 
be consistent with a satellite industry promotion plan, served to reinforce 
U.S. concerns about being closed out of the Japanese Government market. The 
United States has officially requested clarification of the April statement, 
but the Japanese Government has not yet responded. In the meantime, several 
private consortia are being formed in Japan to offer satellite services. Most 
have indicated interest in buying U.S. satellites, but under the new 
telecommunications regime, private firms will not be allowed to offer 
satellite services until 1987. 

Computer software 

The United States Government was very concerned in 1984 about a proposal 
under consideration by the Japanese Government that would change the legal 
protection for computer software in Japan. At present, the rights of computer 
software developers in Japan are protected by copyright laws. The legislation 
under consideration would protect computer software using patent concepts. 
Developers would have fewer rights under the proposed law; the length of time 
that software developers would retain sole distribution and other rights would 
be cut drastically; and they would have to reveal more proprietary information 
to secure even these limited rights. The U.S. Government is concerned about 
the proposals since adequate protection of computer software is of profound 
importance to the competitive and financial strength of U.S. computer 
companies. 

The United States Government believes that only legislation that bases 
computer software protection on copyright concepts can adequately protect the 
rights of software developers. Since the Japanese proposal is fashioned after 
patent law, the United States is opposed to it per se. 

The United States is also opposed to some of the specific clauses of the 
Japanese proposal that would limit developer's rights. For example, the 
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Japanese Government would be given the authority to force software developers 
to license their software. Software developers would thus lose control over 
the distribution of their programs, possibly undermining their ability to 
recoup development costs. (The Japanese Government claims that developers 
would receive fair compensation, but the U.S. side remains unconvinced of the 
propriety of this system.) Other clauses would shorten the term of protection 
from the current 50 years to 2 to 15 years, require registration of software, 
and require submission of actual programs to the Government. U.S. firms are 
concerned that the contents of these submissions might help competing Japanese 
companies gain technical and proprietary information. 

After much international and some domestic opposition, the proposal was 
withdrawn from consideration in late 1984. However, some forces in the 
Japanese Government apparently believe that changes in the law are needed to 
help Japanese computer companies catch up. The United States is therefore 
concerned that changes in Japanese software protection laws may still be 
implemented. 

Telecommunications equipment and services  

The deregulation of Japan's telecommunications market discussed earlier 
should expand opportunities for U.S. investors in Japan's telecommunications 
services market and, by increasing competition in Japan's telecommunications 
equipment market, create new opportunities for U.S. suppliers. Nevertheless, 
the United States has several specific concerns about how the break-up will 
work: 

(a) whether the new NTT will continue to honor the bilateral agreement on 
NTT procurement; 

(b) whether U.S. firms will be able to compete freely in Japan's newly 
deregulated markets for long-distance and specialized communications 
services, value-added networks or VAN's; 1/ 

(c) whether Japanese customers will be free to purchase 
telecommunications equipment (phones, modems, answering machines, etc.) 
from foreign suppliers; and 

(d) how such equipment will be certified as being in conformity with 
Japan's product standards. 

1/ A value-added network is a private network that uses part of the public 
network. In a value-added network, customer-owned equipment, combined with 
lines leased from the public telecommunications system, is enhanced with the 
addition of data processing capabilities, such as FAX or long-distance 
services. 
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The Ministry of Posts and Telecommunications (MPT) has considerable 
regulatory power over the Japanese market for telecommunications services. 1/ 
The United States believes that the competitiveness of U.S. firms will depend 
very heavily on how MPT interprets its regulatory authority. U.S. negotiators 
have emphasized the importance of registration and notification procedures 
that are transparent, cbjective, and nondiscriminatory. It also would like 
assurances that business plans submitted for registration purposes will be 
treated in confidence, and that such applications are handled promptly. In an 
April 1984 announcement, the Japanese Government promised to ensure that 
registration and notification procedures would be simple and transparent. 
Foreign interests also want to obtain reasonable assurances that the new NTT 
will not be allowed to use revenues gained in the common carrier market to 
subsidize ventures in other segments of the telecommunications industry. The 
Japanese Government has promised to take steps to ensure fair competition 
between the privatized NTT and other telecommunications firms. 

MPT will also be responsible for developing standards for computers, 
terminals, and other equipment to be connected to a telecommunications 
network. 2/ All such equipment must then be certified as being in conformity 
with these standards by entities designated by MPT. MPT is currently in the 
process of drafting the technical standards for telecommunications equipment 
and deciding which testing entities will be allowed to certify conformity with 
them. 

The United States has two concerns about the proposed equipment 
standards. The first is the number and kinds of standards proposed by Japan 
for such equipment. The Japanese Government has suggested that some equipment 
may have to meet up to 60 different quality and performance standards. The 
United States believes that this will pose a significant and unnecessary 
stumbling block to foreign sales in Japan. However, it has thus far been 
unsuccessful in its attempts to convince Japan that "harm to the system" 
should be the sole criteria used to judge whether equipment may be attached to 

1/ The market for VAN's in Japan was divided by the law into three 
categories for purposes of licensing and regulation: Class I, Special Class 
II, and General Class II. Class I firms are common carriers that install, 
own, and operate their own communications circuits. Class II firms lease 
common carrier circuits. Special Class II firms provide large-scale service. 
General Class II firms offer small-scale services. Roughly speaking, Special 
Class II firms are long-distance phone networks like Sprint and MCI in the 
United States, while General Class II services include small, in-house phone 
systems that use part of the public network and phone/bank account links or 
credit checking systems. Foreign ownership in Class I firms may not exceed 
one-third of the firm's total capital. Although there are no restrictions on 
foreign investment in Class II telecommunications enterprises, a variety of 
restrictions apply to large scale VANs, including registration with MPT of an 
acceptable business operation plan and possession of sufficient--in the 
judgement of MPT--financial and technical capacity to carry out the firm's 
proposed operations. Small VAN firms are required to notify MPT of their 
plans to offer services. 

2/ For a more general treatment of U.S. standards-related problems in Japan, 
see the "Standards" sec. below. 
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the telecommunications network (as in the United States). 1/ Japan maintains 
that some of the standards it is imposing are needed to maintain the overall 
quality of telephone services. 

The second U.S. concern has to do with Japan's proposed procedures for 
certifying telecommunications equipment as being in conformity with Government 
standards. At one point, it appeared that an industry trade association would 
be given the task of testing and certifying telecommunications equipment. 
U.S. suppliers feared that an industry organization composed of its Japanese 
competitors could effectively lock them out of the market. The United States 
has asked Japan to set up one truly independent testing entity, such as the 
Federal Communications Commission in the United States, to conduct these 
tests. Furthermore, equipment may have to receive up to five different 
certification marks, including ones from NTT, MITI, and the industry 
association. Obtaining these marks would be extremely time-consuming and 
costly. 

Automobiles 

Automobiles were the leading U.S. import from Japan in 1984, accounting 
for nearly one-fourth of the value of total U.S. imports in the year. 
Voluntary restraints continued to be applied to Japanese shipments in 1984. 
The restraints had been sought by the U.S. Government in 1981 so that the U.S. 
industry would have time to adjust to intensified Japanese competition. An 
initial restraint that limited exports of autos to 1.68 million units in 
Japanese fiscal year 1981 was extended in 1982 and again in 1983. The 
restraints are administered by the Japanese Government, and in fiscal year 
1984, Japanese shipments were capped at 1.85 million units (plus a ceiling of 
90,848 units for "Jeep-type" vehicles). 2/ 

1/ The phone system in the United States is the world's largest computer. 
It employs digital coding, electronic transmission, and packet switching to 
transmit voice and data signals between millions of households and businesses 
around the country. "Harm to the system" was the criteria developed by AT&T 
in the United States when the market for the supply of interconnect equipment, 
or equipment attached to the phone network (phones, answering machines, 
modems, computer terminals, etc.), was opened to competition in 1979. 
Standards for interconnect equipment in the United States were to be designed 
to make sure that equipment attached to the phone network would not cause harm 
to the overall system. The concept of "harm to the system" encompassed three 
essential criteria: (1) that equipment attached to the network should not 
cause physical damage to it (burning wires or connectors, etc.); (2) that 
equipment attached to the phone network should not cause the network to 
malfunction (e.g., by distorting signals); and (3) that equipment attached to 
the system should not cause interference to other users of the system. The 
United States Government asked Japan to use this frame of reference when 
drafting standards for interconnect equipment. 

2/ "Jeep-like" vehicles were set at 82,500 during FY 1981-83. 



150 

The restraints have limited Japanese imports. In 1984, actual imports 
from Japan were 1.95 million units or 18.4 percent of the U.S. market 
(table 16). 1/ In 1983, auto imports from Japan totaled 1.87 million units 
and accounted for 20 percent of the U.S. market. In 1980, the year prior to 
the restraints being imposed, Japanese producers had a 22.4 percent share of 
America's car market. 

Table 16.--U.S. imports of Japanese automobiles, 1981-84 

Category 1981 1982 1983 1984 

: : : • 
Quantity 	 million units--: 1.91 : 1.80 : 1.87 : 1.95 
Value, actual million dollars--: 9,491 : 9,608 : 10,756 : 12,349 
U.S. Market share percent--: 22.3 : 23.7 : 20.0 : 18.4 
Average unit value 	 dollars--: 4,969 : 5,337 : 5,751 : 6,332 

Source: Compiled from two U.S. International Trade Commission reports: 
"U.S. auto industry: U.S. factory sales, retail sales, exports, imports, 
apparent consumption, suggested retail prices and trade balances with selected 
countries for motor vehicles," USITC Publication 1585, September 1984, and 
"The U.S. Auto Industry: Monthly Report on Selected Economic Indicators," 
USITC Publication 1650 February 1985. 

The restraints have also affected car prices. In a February 1985 report, 
the U.S. International Trade Commission estimated that retail prices of 
Japanese cars were from 17 percent to 35 percent higher than they would have 
been absent restraints. 2/ The study also suggested that U.S. car 
manufacturers benefitted from the restraints in terms of higher profits and 
greater sales: profits for U.S. makers rose to a record $9.8 billion in 1984 
and sales for U.S. automakers were about 8 percent higher during the restraint 
period than they would have been otherwise. The study indicated that U.S. 
automakers used the restraint period to improve their operating efficiency by 
cutting costs, scrapping excess capacity, and improving distribution networks. 

Steel 

Japan, which accounted for nearly one--fourth of the United States' 
imports of steel in 1984 and was, therefore, among the countries most affected 
by the 1984 U.S. decision to restrict steel imports until 1990. 3/ Steel was 
one of the leading U.S. imports from Japan in 1984 and the value of U.S. 
purchases was up by more than 60 percent from the previous year. 

1/ The discrepancy between the announced voluntary limits and actual imports 
can be attributed to the difference between fiscal and annual years, and the 
fact that the quota is based on Japanese exports as opposed to U.S. imports. 
Japan also defines autos differently. For example, jeeps, four wheel drive 
station wagons, and vehicles such as the Subaru "Brat" are not considered 
automobiles for quota purposes. 

2/ U.S. International Trade Commission, "A Review of Recent Developments in 
the U.S. Auto Industry Including an Assessment of the Japanese Voluntary 
Restraint Agreements," USITC Publication 1648, February, 1985. 

3/ For more information, see sec. on safeguard actions in chaps. I and V. 
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In December 1984, the United States concluded arrangements with seven 
steel-exporting countries, including Japan, which provided each country with a 
limited fixed share of the U.S. steel market. Japan agreed to restrict its 
share of the U.S. finished steel market to 5.8 percent. 

However, the two sides continued to haggle over the specific terms of the 
restraint agreement. Japan wanted the restraints to be embodied in a 
year-to-year renewable agreement, with annual reviews to examine changes in 
market demand and industry performance. It also wanted the flexibility to 
decide the mix of products to be shipped within its 5.8-percent market share. 
The United States preferred an agreement with rigid limits on shipments of 
each product. It also wanted the agreement to be retroactive to October 1, 
1984 (i.e., to count all shipments since that time against the first year 
quota), and to remain in effect for 5 years without reviews or revisions. The 
two countries remained far apart on the specifics of the restraint agreement 
at yearend. 

Other bilateral issues 

The United States and Japan held discussions in 1984 on a number of other 
trade issues. High Japanese tariffs on certain products, cumbersome testing 
and paperwork needed to receive regulatory approval in Japan for products 
subject to industrial standards, quotas on leather, and closed Government 
procurement were key U.S. concerns. Japan was concerned with U.S. 
restrictions on imports of machine tools imposed for national security reasons. 

Tariffs  

Although Japan has the lowest average tariff rate in the industrialized 
world 1/, Japanese tariffs on some manufactured and agricultural products 
remain high, inhibiting penetration of the Japanese market by competitive 
foreign products. Japan has unilaterally reduced its tariffs in each of the 
five "packages" of trade liberalizing measures announced since December 1981. 

On April 27, 1984, the Japanese Government announced it would reduce or 
eliminate tariffs on 31 industrial items, such as color photographic film, 
kraft paper, and wine. Japan also proposed advanced implementation by 2 years 
of its scheduled Tokyo Round reductions on 1,130 industrial products, if the 
European Community and the United States would do likewise. It later decided 
to unilaterally advance the MTN tariff cuts by two years as of April 1, 1985. 

The April 1984 tariff reductions will reduce tariffs on several items of 
interest to the United States, including photographic film, farm machinery, 
and alcoholic beverages. In total, 25 of the 31 manufactured products on the 
reduction list are of interest to the United States. In 1983, these items 
accounted for roughly $500 million of U.S. exports to Japan. The United 
States is still asking Japan to reduce its tariffs on other products, 
including forest products, aluminum, aramid fiber, grapefruit, walnuts, and 
wine. 

1/ Its average ad valorem tariff rate is 2.5 percent, compared to the 
European Community's average rate of 2.6 percent and an average rate of 
3.2 percent for the United States. 
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Standards  

U.S. companies have complained for some time about the way regulatory 
requirements, particularly product standards, are drawn up and enforced in 
Japan. Makers of medical equipment, pharmaceuticals, automobiles, and other 
manufactured goods suggested that such practices often act to their 
disadvantage. In response to these concerns, Japan made major revisions in 
its standards process in 1983, but the revisions have not yet benefited a 
significant number of U.S. firms. 1/ 

The United States has since asked Japan to allow foreign testing agencies 
such as Underwriters Laboratories to become official testing agents, or 
"designated entities," for the Japanese Government. The United States feels 
that such a step would allay concerns by some U.S. suppliers about subjecting 
their production facilities to outside scrutiny, minimize the language 
problems frequently encountered in working through Japanese testing entities, 
and lower the costs of using the simpler process adopted in 1983. Toward this 
goal, the Ministry of International Trade and Industry approved two U.S. 
testing firms to conduct factory inspections for American suppliers in 1984. 
In addition, the Ministry of Health and Welfare has approved one U.S. testing 
firm to test food products, and the Ministry of Agriculture, Forestry, and 
Fisheries also approved a U.S. organization for grading and labeling U.S. 
exports. 

The United States has also expressed interest in having U.S. and other 
foreign technical experts participate in the standards-drafting process in 
Japan. Standards are frequently first drafted by private trade associations 
in Japan and then adopted as regulations by the Japanese Government. Japan 
has expressed some willingness to allow foreigners to take part in these 
activities. However, they have thus far played a minor role in the drafting 
process. 2/ 

Leather 

Japan continues to maintain quantitative restrictions on both 
semifinished and finished leather products. The United States believes that 
it could sell Japan more manufactured le'ather products if quotas were 
removed. U.S. negotiators have pursued liberalization of Japan's leather 

1/ Products that are subject to official standards in Japan are generally 
approved by the Government using a two-step regulatory process: first, a 
producer's factory is inspected and registered; and second, sample products 
are tested and approved. These steps are often conducted by 
quasi-Governmental bodies called "designated entities." Revisions to Japan's 
standards certification laws in 1983 established the legal basis for foreign 
companies to use the two-step approval process in Japan. Before 1983, a 
different--and in many foreign producers' views, disadvantageous--set of 
procedures was used to certify imported goods. Foreign products were 
frequently subject to expensive and time-consuming dockside or lot inspection, 
a process that foreign suppliers believed was much more cumbersome than the 
relatively simple two-step process used for domestically produced goods. 

2/ One reason for the lack of participation is that they are not fully 
apprised of drafting activities taking place. To help get around this 
problem, MITI issued a list of 250 standards-drafting activities that would 
result in official "Japanese Industrial Standards" (JIS) in July 1984 and 
circulated it to interested American experts. 
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quotas in the GATT several times since 1979. In 1983, the United States 
formally requested the formation of a dispute panel under article XXIII. of the 
GATT. 

In mid-March 1984, the GATT panel concluded that the quota restrictions 
were inconsistent with Japan's obligations under the General Agreement and 
thereby nullified and impaired U.S. rights. The GATT subsequently suggested 
that Japan progressively eliminate its import restrictions. The United States 
has asked the GATT to monitor closely Japan's steps to liberalize its leather 
import system. Japan agreed to abolish its 15-percent tariff on wet blue 
chrome leather by April 1, 1985. It also agreed to allocate import quotas so 
that importers requests for quota allotments would be fully met and to make 
public the size of the leather quota. To date, however, Japan has not said it 
will eliminate its quota restrictions. 

Government procurement 

The United States Government maintains that Japanese government 
procurement has remained essentially closed to U.S. and other foreign 
suppliers, despite Japan's accession to the GATT Government Procurement Code 
and numerous promises to purchase more from overseas suppliers. Japan opens a 
relatively small percentage of its procurement to bidding under the Code, and 
of that procurement, more than half is ultimately awarded on a noncompetitive 
basis. The U.S. Government formally sought consultations with Japan on this 
matter in 1984 under the auspices of the Code. 1/ 

Machine tools  

Japan's rapidly rising sales of numerically-controlled machine tools in 
the United States have been the topic of bilateral trade talks for several 
years. Japan is the leading foreign supplier of machine tools to the United 
States and the U.S. government has grown concerned about the substantial and 
growing share of U.S. machine tool consumption accounted for by imports. In 
1984, the Department of Commerce completed an investigation under section 232 
of the Trade Expansion Act of 1962 on metal-cutting and -forming machine 
tools. The investigation was begun in order to determine whether the 
increased role of imports in the U.S. economy posed a threat to the national 
security. Although the Secretary of Commerce submitted the investigations 
findings to the President on February 27, 1984, at the close of year, the 
President still had not acted on the report. The President could restrict 
imports of machine tools if he believed that such action were necessary to 
safeguard the national security. 

MEXICO 

The Economic Situation in 1984 

Mexico made an impressive recovery from its 1982 debt crisis in both 1983 
and 1984, especially in the area of international economic performance. After 
declining more than 5 percent in 1983, its GDP expanded at an estimated 
3.5 percent in 1984. Petroleum production in 1984 was about the same as in 
1983. Agriculture, chemicals, in-bond industries and nondurable consumer 

1/ For a more detailed treatment of these consultations, see the Government 
Procurement Code see in Chapter II of this report. 
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goods were the principal contributors to growth. The subject year was the 
second in the 3-year economic adjustment program Mexico was required to 
implement in exchange for financial support by the IMF. 

The second-largest debtor in the world (after Brazil), Mexico has an 
estimated foreign debt of $96 billion. In 1984, repayment obligations for 
one-half of this debt were restructured, giving Mexico some latitude to 
strengthen its domestic economy. Nonetheless, with oil revenues reduced by 
softening prices and its budget still not adequately controlled, Mexico was 
compelled to continue its austerity regime. 1/ 

Mexico's estimated budget deficit in 1984 amounted to 6.9 percent of the 
GDP. This was more than the IMF-stipulated budget deficit of 5.5 percent for 
the year, but a sharp drop from the 18 percent in 1982 and the 8.7 percent in 
1983. Inflation slowed from 80 percent in 1983 to 59 percent in 1984. 

In 1984, Mexico maintained a positive balance on current account for the 
second consecutive year and a positive trade balance for the third. Because 
imports rebounded from their very low level of 1983, the trade surplus of 
$13.5 billion was somewhat lower than the $14.5 billion surplus of 1983. 

Having precipitated a global financial crisis in August 1982, 2/ Mexico 
subsequently impressed the world with its responsible attitude as a debtor. 
The trade and current payment surpluses attained by Mexico in 1983 and 1984 
created a favorable climate for renegotiating the terms of its foreign debt. 

In September 1984, Mexican officials and a 13-member bank steering 
committee representing Mexico's biggest foreign commercial creditors reached a 
tentative debt restructuring agreement covering one-half of the country's 
estimated $96 billion overall foreign debt. 3/ The accord, a multiyear 
agreement, was a radical departure from the 1-year foreign debt agreements 
previously negotiated since the debt crisis. It was agreed that payments of 
Mexico's $48.7 billion public debt to commercial banks 4/ falling due between 
1985 and 1990 would be stretched out over 14 years. The new maturities are 
expected to reduce Mexico's debt-service ratio from a projected 74 percent to 
less than 50 percent. 

The rescheduled part of public debt consists of (1) $23.6 billion of 
outstanding balances that originally fell due between 1982 and 1984, but had 
been rescheduled in 1982 and 1983, (2) $20.1 billion of outstanding balances 
that fell due between 1985 and 1990 but were not rescheduled, and (3) a 

1/ In February 1985, the IMF became critical of Mexico for not meeting some 
of its economic goals for 1984. Also in February, Mexico announced the sale 
to the private sector or the closing-down of over 200 State-owned enterprises 
as a measure to curtail Government expenditures. 

2/ See Operation of the Trade Agreements Program, 34th Report, 1983, 
pp. 193-196. 

3/ On Mar. 29, 1985, part of this agreement, covering $29 billion, was 
signed by most creditor banks. 

4/ Mexico's total public sector debt amounted to $67.5 billion in September 
1984. The portion not covered in the proposed agreement is comprised of loans 
from international organizations that already have favorable terms. 
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post-crisis loan of $5 billion granted in 1983. The loan agreement also saves 
Mexico significant amounts of interest payments by linking interest rates to 
the London Interbank Offered Rate (LIBOR) rather than to the U.S. prime rate, 
which is generally higher. 

It is believed that the new debt payment accord will free Mexico after 
1985 from complying with the restrictive IMF conditions imposed. Mexico's 
rigorous 3-year economic stabilization program was put in force in 1983 as a 
condition for credit authorization by the IMF 1/ and will expire at the end of 
1985. Nonetheless, creditor banks will be entitled to receive information 
related to Mexico's financial and economic developments. 

Merchandise Trade with the United States 

Table 17 shows that the U.S. merchandise trade balance with Mexico in 
1984 was negative for the third consecutive year. However, at $6.3 billion, 
the U.S. deficit compared favorably with the $7.9 billion recorded a year 
earlier. Until 1981, the United States traditionally had a merchandise trade 
surplus with Mexico. U.S. exports to Mexico in 1984 amounted to $11.5 
billion, up 31 percent over 1983. U.S. imports from Mexico totaled $17.8 
billion, up 6.9 percent. 

Mexico continued to be the fourth largest single market for U.S. goods in 
1984, after Canada, Japan, and the United Kingdom. Table B-7 shows that the 
growth of exports during the year was led by machinery and transportation 
items. U.S. shipments in this category rebounded to their 1982 level 
following a sharp decline in 1983. As in earlier years, auto parts led the 
list of specific export items to Mexico, with sales soaring during the year. 
Substantial increases were also recorded in shipments of electronic components 
and electrical equipment. Many of these were for Mexico's in-bond plants to 
assemble products that are later returned to the United States. Chemical 
exports were also up, replacing food as the second largest category of overall 
exports to Mexico. Larger shipments of oilseeds (mostly soybeans) and hides 
and skin contributed to the rise in exports of crude materials, the third 
leading category of U.S. exports to Mexico in 1984. 

Mexico ranked third as a source of U.S. imports in 1984, behind Canada 
and Japan. However, the overall value of imports was kept relatively low by 
the declining value of its largest component, mineral fuels. Mexican crude 
oil shipments to the United States were down in both volume and value. 
Nonetheless, crude oil remained the top item imported from that country, 
dwarfing shipments of all others. Table B-8 shows imports in this section 
dropped 8.3 percent, to $7.8 billion, though they were still responsible for 
44 percent of overall imports from Mexico. U.S. imports of Mexican natural 
gas also dropped precipitously. Effective November 1, 1984, Mexico suspended 
its gas exports to the United States over a disagreement on price. 

1/ Operation of the Trade Agreements Program, 35th report, 1983,  p. 282. 
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Manufactured imports from Mexico were up in all major categories, also 
reflecting the effect of Mexico's effort to target manufactures as major 
export earners. 1/ Other causes were the strong dollar and the vigorous 
economy of the United States, which generated demand for imports overall. 
Imports of machinery and transportation equipment, the second leading category 
of overall imports from Mexico, soared--increasing 32 percent. Automobile 
parts, telecommunication equipment, and office machines were the leading items 
in the category. Most of these imports entered the United States under TSUS 
items 808.30 and 807.00, thus the United States levies duty only on the value 
added in Mexico. 2/ 

Table 18 shows imports from Mexico under TSUS items 806.30 and 807.00 in 
1982-84. Items entering under TSUS 807.00 continued to rise as a share of 
overall U.S. imports from Mexico, accounting for 22.2 percent of the total in 
1983 and 26.9 percent in 1984. 

Table 18.--U.S. imports from Mexico entered under TSUS items 
806.30 and 807.00, 1982-84 

Item 1982 1983 1984 

Total U.S. imports 
Imports under items 

806.30 and 807.00: 
TSUS item 806.30 
TSUS item 807.00 

: Million : Per- : 
: 
Million : 

: 
Per- : 

: 
Million : 

: 
Per- 

: dollars : cent dollars cent dollars cent 

• . 

15,488 

2,854 

:100.0 
• 
: 	18.4 

: 
• 
: 

16,619 

3,717 

: 
• 
: 

100.0 

22.3 

: 
• 
: 

17,762 

4,808 

: 
• . 
: 

100.0 

27.1 
• . 
• . 

34 
2,820 

: 	0.2 
: 	18.2 

: 
: 

28 
3,689 

: 
: 

0.2 
22.2 

: 
: 

33 
4,776 

: 
: 

0.2 
26.9 

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

Imports of food--the third major category from Mexico - -were virtually 
unchanged from 1983. Coffee, shellfish, and vegetables continued to be the 
leading items in this group. 

1/ For details, see Foreign Industrial Targeting and Its Effects on U.S.  
Industries; Phase III: Brazil, Canada, The Republic of Korea, Mexico, and  
Taiwan, U.S. International Trade Commission, USITC Publication 1632, 
Jan. 1985, p.181. 

2/ Item 806.30 of the TSUS applies to nonprecious metal articles that are 
(1) made or processed in the United States, (2) exported for more processing 
abroad, and then (3) returned to the United States for further processing. 
Item 807.00 applies to articles that are made in whole or in part of U.S. 
components, assembled abroad, and then imported into the United States. The 
existence of these provisions in the U.S. tariff has stimulated the 
establishment of in-bond plants ("maquiladoras"), which are the principal 
sources of 806.30 and 807.00 imports from Mexico. Mexican authorities do not 
levy import duties on U.S. shipments into the "maquiladoras" or export duties 
on outbound shipments. 
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As a developing country, Mexico is also a beneficiary of the GSP program 
of the United States. In 1984, GSP imports from Mexico were valued at 
$1 billion, or 6.2 percent of total U.S. imports from Mexico. Mexico fared 
best among all the advanced beneficiary countries in terms of the annual GSP 
product review. Of the 22 new products that were added to the GSP product 
list for all beneficiaries, 12 were positive responses to petitions by 
Mexico. Various colored or special glass items accounted for the bulk of 
these newly eligible products. Moreover, no items from Mexico were summarily 
graduated from the GSP list in 1984. 1/ 

Major Policy Developments Affecting Trade 

PRONAFICE, the Mexican Government's current medium-term economic and 
trade policy, is spelled out principally in the National Industrial Promotion 
and Foreign Trade Program. This program was presented by President de la 
Madrid in July 1984. Covering 1984 through 1988, PRONAFICE provides 
guidelines for the restructuring of Mexico's industry as a complement to the 
country's National Development Plan (PND) released in 1983. To minimize the 
country's current account deficit, PND set a goal of real annual growth of the 
GDP for 1983-88 at 5 to 6 percent and of growth in manufacturing at 7 to 
8 percent. 2/ 

Unlike prior economic programs, PRONAFICE links industrial development 
and foreign trade together in one plan. This plan clearly reflects the high 
priority Mexico accords to export-oriented production. Industrial production 
linked to exports is targeted for the highest rate of annual growth (7.6 to 
9 percent), followed by production linked to import substitution (7.3 to 
8.6 percent). The largest segment of manufactures, which least depends on 
foreign supplies and markets, is targeted to grow at the slowest pace (6.6 to 
7.7 percent.) 

In 1984, the Government took new steps that affect foreign trade and 
investment. The Government's measures in the area of exchange rates, foreign 
investment, comprehensive regulations issued for the pharmaceutical industry, 
and new regulations for the automotive industry are discussed below. 

Exchange rate policy 

The international value of the Mexican peso continued to erode in 1984. 
Official daily devaluations added up to 32 percent by the end of the 
year--substantially less than the 59-percent annual inflation rate. In 
December 1984, the Government accelerated the peso's depreciation to make 
exports more competitive and arrest renewed capital flight from the country. 
The Government raised the currency's daily depreciation rate, which had been 
13 centavos since September 1983, to 17 centavos. 3/ Analysts and exporters, 
who considered the peso overvalued, had been urging the Government to take 
this step for some time. 

1/ See also "GSP Review" in chap. V. 
2/ See Operation of the U.S. Trade Agreements Program, 35th report, 1983, 

p. 283. 
3/ In March, 1985, the Government further increased the daily rate of 

depreciation to 21 centavos per day. 
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For the first 9 months of 1983, the peso remained largely stable; then 
began its controlled "creeping devaluation" in September, continuing at an 
accelerated rate from December 1984, as stated. 1/ By the end of 1984, when 
the peso began to depreciate at an accelerated rate, it traded at about 206 
pesos to the U.S. dollar. 

.Foreign investment regulations 

In 1984, the Government continued to emphasize interest in attracting 
direct foreign investment. Nonetheless, in his annual State of the Nation 
address in September 1984, President de la Madrid defined the role of foreign 
investment in these words: 

"Foreign investment must continue to be viewed as a complement to 
domestic investment. We will ensure that the saving and 
entrepreneurial talent of Mexico provide the fundamental and 
sustaining force for investment and growth." 

Regulations of entire industries with large foreign ownership continued 
in 1984, despite the possible adverse effect on foreign investment and trade. 
The automotive decree of October 1983 2/ was followed by decrees regulating 
the pharmaceutical industry in February and October 1984. The Government 
proceeded with these steps despite strong opposition from the United States 
and other foreign governments on behalf of their corporate investors. 3/ 

While the Government claims that its foreign investment policy is 
flexible, foreign interests view it as vague, with unclear rules. This 
perception of the Government's control of prices, exchange rates, and 
industrial operations and Mexico's recession have created a deteriorating 
investment climate in the country. Foreign investment inflows, which had 
increased through 1981, have subsequently abated. 

Mexico has followed the policy of "Mexicanization"--majority control of 
investments by Mexican nationals--since the early 1920's, even though from 
time to time it made some effort to attract foreign capital into the 
country. 4/ 

1/ The daily 17-percent centavos depreciation rate, as the previous 
13-centavos slide, was applicable to both the "free rate" and the "controlled 
rate" of the Mexican currency. Mexico's dual-exchange--rate system, featuring 
two different rates of exchange, had been maintained throughout the year, with 
parallel depreciation in both the free and the controlled rate. For a 
discussion of Mexico's two-tier exchange-rate system, see Operation of the  
U.S. Trade Agreements Program, 35th Report, 1983,  p. 298. 

2/ Operation of the U.S. Trade Agreements Program, 35th Report, 1983,  p. 295. 
3/ See "Regulation of the pharmacutical industry," immediately following. 
4/ Mexico's treatment of foreign investment is based on three laws with 

their respective resolutions: the 1973 Law to Regulate Foreign Investment, the 
1973 Technology Transfer Law, and the 1976 Law on Inventions and Trademarks. 
The 1973 foreign investment law codified previously existing statutes, 
policies, and regulations governing foreign investment and established a 
National Commission on Foreign Investment (NCFI). Under this law, Mexican 
citizens--with very few exceptions--must retain controlling interest in 
foreign investment ventures. The current administration insists that there is 
no need to change the statute; instead, it allows the NCFI to make exceptions 
and to authorize certain foreign investors majority ownership. 
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In February 1984, Mexico's Minister of Commerce and Industry (SECOFIN) 
published a detailed list of industries in which majority participation of 
foreign partners might be authorized under specified conditions. The 
designated industries are predominantly in production areas such as heavy 
machinery, transportation equipment, electronic equipment, high technology, 
and chemicals and in service areas such as hotels. The selection was based on 
these industries' ability to bring needed technology and know-how into the 
country, their requirement for a large investment per employee, and their high 
export potential. The February guidelines also indicated that, through 
incentives, new investment of existing foreign ventures would be channelled 
into geographic priority zones, and that modernization of plant and better use 
of local inputs would be accorded priority treatment. The February 
regulations were followed in August by technical provisions that facilitate 
onerous administrative requirements for foreign investors. 

Regulation of the pharmaceutical industry 

In February 1984, the Govermment issued a decree regulating the 
foreign-dominated pharmaceutical industry and followed this with implementing 
regulations in October. The Government used these regulatory procedures to 
stave off domestic political pressures calling for the nationalization of the 
pharmaceutical industry. 

The decree was designed to make the Mexican pharmaceutical industry more 
self-sufficient by increasing the contribution of Mexican-owned 
laboratories--especially in the manufacturing of active ingredients. 1/ 
Another objective of the decree was to increase the supply of low-cost drugs. 
In this context, it mandates generic labeling of some 500 basic retail drugs, 
calls for uniform pricing of generic drugs of equivalent value, and sets 
stringent price controls for a group of essential medicines. 2/ 

Some 70 active ingredients (antibiotics, fermentation derivatives, and 
synthetic products) are singled out for priority development, with the 
objective of import substitution. Domestic laboratories are given 
preferential financing, research and development funds, and tax and other 
economic incentives. Also, the domestic laboratories are to be favored in 
Government procurement of basic drugs. 

The decree places a variety of requirements on all drug companies. They 
must now purchase at least 20 percent of their raw materials from domestic 
sources and elevate this level to 50 percent within 3 to 5 years. The 
companies are also urged to export a substantial share of their production and 
make a net contribution to the balance of payments. 3/ Enforcement of this 
provision is expected to give the industry a positive trade balance by 1988. 

1/ Price Waterhouse, Doing Business in Mexico, 1984, p. 5. 
2/ Ibid. 
3/ Business Week, Apr. 30, 1984, p. 54. 
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The Mexican pharmaceutical industry is currently dominated by some 
75 foreign companies. Foreign companies, mostly from the United States, 
reportedly supply 72 percent of Mexico's drug market. As a result of their 
major implications for Mexico's foreign trade and investment, these 
regulations caused a conflict between Mexico and foreign governments (e.g., 
the United States, West Germany, and Switzerland). Foreign corporations in 
Mexico complained that the new decree generally interferes with their ability 
to respond to market forces. For example, controlled prices provided for in 
the decree fail to reflect the cost of research and development that went into 
a product. Most important, foreign companies pointed out that the regulation 
discriminated against them in terms of production rights, benefits from 
subsidies, performance requirements, and opportunities to obtain Government 
contracts. 

In response, the Government pointed out that many of the items in dispute 
will not be available from Mexican firms for some time; thus substantial 
purchases will still be made from multinational drug companies. In the 
implementing regulations issued in October, the Government removed some of the 
most discriminatory features of its February decree, but many contentious 
issues still remain. 1/ 

Regulation of the automotive industry 

In August 1984, the Mexican Government published the implementing 
regulations for its most recent automotive decree, which was issued in 
September 1983. 2/ The new regulations strengthened some provisions of the 
1983 decree and demonstrated resolve to implement the controversial measure. 3/ 

The implementing regulations issued in 1984 contained measures that had 
not yet been provided for in the 1983 decree. They include provisions 
regulating the domestic content of new automotive products in conjunction with 
minimal export requirements. For example, a new product line developed 
exclusively for export would face minimum local content requirements of only 0 
to 29 percent. Meanwhile, another line of which less than 60 percent was 
intended for exports would be subject to a local content requirement as high 
as 50 percent. 4/ 

1/ On Apr. 3, 1985, the Mexican Government announced more meaningful 
modifications of the pharmaceutical decree, which involved easing some of its 
most controversial measures, including price controls and mandatory 
replacement of trademarks with generic labels. 

2/ Operation of the U.S. Trade Agreements Program, 35th Report, 1983, p. 295. 
3/ See also. Operation of the U.S. Trade Agreements Program, 34th Report,  

1982, p. 209. The automotive decree of 1983 was preceded by other automotive 
regulations aimed at developing the domestic industry and Mexico's automotive 
trade balance. The first Mexican automotive decree was issued in 1962 and 
later amended in 1972 and 1977. These regulations provided for improving the 
automotive trade balance by both import substitution and export promotion. 
The Government tried to raise the domestic content of Mexican products by 
forcing automakers to assemble cars locally for the Mexican market. The 1983 
decree was groundbreaking in its efforts to remedy the inefficiencies of the 
Mexican auto industry through restricting the number of product lines for 
manufacturers. This decree also provided for detailed, rigorous "local 
content" (the ratio of Mexican "value added" to "total output") requirements 
through 1987. 

4/ Business Latin America, Oct. 24, 1984, p. 338. 
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The regulations of 1984 also strive to assure the development of a local 
auto parts industry, including engines. They provide that by 1986 at least 50 
percent of the domestic content required of a given production line must be 
Mexican auto parts. 1/ 

United States-Mexican Bilateral Trade Issues 

In 1984, the United States continued to press Mexico for more open trade 
and investment policies, while Mexico proceeded to combine its export 
promotion drive with protection of domestic markets. Little progress was made 
toward resolving a number of contentious issues between the two countries. 

Mexico is not a member of the GATT, and it does not have an equivalent 
bilateral accord of a broad scope with the United States. 2/ Mexican 
subsidies and resultant countervailing by the United States continued to be 
the biggest problem in bilateral relations. This matter has strained 
bilateral relations since 1982 and has been the principal obstacle to a 
comprehensive United States-Mexican trade accord. Negotiations nonetheless 
progressed to mutual commitments by the spring of 1984, when Mexico was ready 
to phase out certain subsidies and the United States was ready to apply the 
so-called "injury test" in making countervailing duty determinations. 3/ 
An injury test makes it more difficult for U.S. producers to obtain 
countervailing action by the U.S. Government. 4/ As a result, since 1982 the 
U.S. Government processed a comparatively large number of countervailing duty 
cases filed by U.S. companies against imports from Mexico. On December 31, 
1984, 11 countervailing duty orders were in effect against Mexican products, 
such as steel, bricks, cement, ceramic tile, chemicals, wearing apparel, and 
lime. 5/ 

A potential source of future disputes was averted, at least temporarily, 
when a House version of what is now the Trade and Tariff Act of 1984 was 
introduced that would have amended current U.S. countervailing duty law by 
including national resources' subsidies within the definition of 
countervailable actions. This provision was stricken from the legislation 
during conference. The change could have affected certain 1983 decisions not 

1/ Ibid. 
2/ On Apr. 23, 1985, when the United States and Mexico signed an agreement 

on subsidies and countervailing, they also announced to shortly begin to 
negotiate a general commercial agreement. Such an agreement could cover 
issues such as tariff and nontariff barriers to mutual trade and investments 
and the establishment of regular consultation procedings. 
3/ The signing of a subsidies' agreement was, however, held up at the time 

until it was signed on Apr. 23, 1985. 
4/ Because Mexico was not a signatory of the GATT Subsidies code, until the 

April 1985 signing of a subsidies' agreement, its products had not been 
entitled to an injury test under U.S. countervailing duty law. A 
determination by the Department of Commerce that subsidies were applied to 
Mexican exports resulted automatically in the imposition of countervailing 
duties; such action was not tied to demonstrated injury of a U.S. industry as 
required under the subsidies code. 

5/ See table A-8. 
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to levy countervailing duties on imports of ammonia, cement, and carbon black 
from Mexico. 1/ These cases were based on claims of U.S. producers that, due 
to natural resources' subsidies, Mexican natural gas, heavy fuel oil, and 
petroleum feedstock are much cheaper than the same materials produced in the 
United States. Since these inputs account for a high proportion of the value 
of ammonia, cement, and carbon black, such imports from Mexico may cause 
injury to the domestic suppliers of the U.S. market. 2/ After prolonged 
debate, however, U.S. legislators voted to delete the proposed measure. 
Meanwhile, some adversely affected U.S. producers reportedly continue to seek 
remedial action. 

On the positive side, officials and academics of the two countries met in 
August 1984 to discuss Mexico's industrial policy in the context of possible 
cooperation, especially in the areas of steel, automotive production, 
petrochemicals, and electronics. The U.S. Government also continued to assist 
Mexico with trade preferences under the GSP program and trade-related credit 
guarantees. However, credits and credit guarantees provided by the Commodity 
Credit Corporation for Mexican purchases of feedgrains, oilseeds, and other 
farm products were significantly down in fiscal year 1984 as a result of 
falling imports from Mexico. 3/ For financing nonagricultural U.S. exports in 
Mexico, a $500 million open-ended EXIMBANK credit line went into effect during 
the year under review. 

Restraints on Mexican steel exports 

Mexico is one of seven countries with which the United States negotiated 
a voluntary restraint agreement in December 1984 limiting its steel shipments 
to the U.S. market for a 5-year period, beginning October 1984. 4/ Mexico 
agreed to restrict exports of finished steel to no more than 0.36 percent of 
apparent U.S. consumption during this period. Steel products manufactured in 
Mexico's in-bond plants (maquiladoras) remain outside the scope of 
restrictions. In exchange, the United States made a commitment to seek the 
termination of unfair trade investigations on steel items subject to the 
agreement. 5/ 

The contraction of the domestic market after the Mexican debt crisis 
caused Mexican steel producers to unload their output on foreign markets, 
especially in the United States. The surge of steel imports from Mexico in 
1983 prompted U.S. producers to file unfair trade complaints on a variety of 

1/ The law would not have "reversed" these decisions but would have called 
into question the outcome of cases filed after the enactment of the law. 
2/ In its 1983 subsidy determinations, the Department of Commerce found that 

the low Mexican prices of natural resources should not be considered 
subsidies. The House bill for the 1984 trade legislation (with support from 
the Senate) disagreed, considering that a significant part of production cost 
was accounted for by these resources. 

3/ See "Merchandise trade with the United States" earlier in this sec. 
4/ On Sept. 18, 1984, the President outlined his policy to deal with unfair 

trade in steel by seeking negotiated agreements with major suppliers within a 
90-day period. See also "The Steel Import Porgram" in chap. I. 
5/ The accord was signed on Feb. 27, 1985. 
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steel products. In 1984, steel imports from Mexico decreased from their 1983 
level. In April, the Mexican Government unilaterally restrained exports to 
the United States in response to U.S. charges of unfair trade practices. 
Nonetheless, the steel conflict between the two countries was not resolved 
until the VRA was attained in December. 

Transborder trucking 

In October 1984, President Reagan signed the Motor Carrier Safety Act of 
1984, which makes it more difficult and expensive for Mexican trucks to 
operate in the United States beyond the border region. The dispute between 
the two countries on transborder trucking began in 1981, when the United 
States expressed concern about the lack of reciprocal treatment of U.S. 
truckers in Mexico. With minor exceptions, Mexico does not allow U.S. truckers 
within its territory. The first U.S. restrictions of Mexican trucks operating 
in the United States became effective in September 1982, followed by new 
measures in 1983. These stipulated that Mexican public carriers needed 
special permits to show compliance with U.S. insurance and safety 
requirements. 1/ 

The 1984 legislation is a response to Mexico's failure to improve the 
balance of trucking operations. It requires that Mexican truckers obtain 
special certificates of operation from the U.S. Interstate Commerce Commission 
when crossing the border. To get such a permit, operators must prove that 
their trucks are insured, meet all U.S. safety standards, and are up-to-date 
in Federal highway use tax payments. The new provisions also extend 
restrictions that previously had applied only to public carriers to private 
carriers and to most types of cargo that were heretofore exempt. The 
regulations place major limitations on the type of cargo that "for-hire" 
trucks--trucks that carry goods not owned by their operator--may transport. 
Maquiladora plants in the border area claim to be affected by these provisions 
since they rely heavily on for-hire trucks. 

TAIWAN 

The Economic Situation in 1984 

Assisted largely by a strong recovery in the United States, Taiwan's 
economy performed very well in 1983 and continued to do so in 1984. A 
23-percent increase in exports, mostly to the United States, led the economy 
to a 10.3 percent growth in 1984. Per capita income increased from $2,682 in 
1983 to almost $3,000 in 1984. Unemployment was less than 3 percent. 

Despite high growth, Taiwan had surprisingly low investment levels. 
Fixed investment expanded only 4 percent in the first half of 1984, following 
a slow period in 1983. Foreign investments did slightly better, increasing 
7 percent from January to August in 1984. About 43 percent of these 
investments were in electronics and electrical product ventures. 2/ 

1/ See also Operation of the U.S. Trade Agreements Program, 34th Report,  
1982, p. 210. 

2/ Far Eastern Economic Review Ltd., "Taiwan," Asia Yearbook 1985, p. 254. 
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Taiwan continued to maintain a healthy balance of payments position in 
1984. The current account surplus grew rapidly after 1982 from $2.2 billion 
to $4.5 billion in 1983. By the end of 1984, the current account surplus was 
about $7.8 billion. Foreign currency reserves were $16.4 billion. The 
mounting surplus strengthened the balance of payments position, but the large 
reserves also contributed to inflationary pressures. Consumer prices, which 
rose by less than 1 percent in 1983, increased by about 3 percent in 1984. To 
help ease inflation, Taiwan authorities proposed to reduce foreign exchange 
holdings by increasing imports and reducing capital inflows. By the end of 
1984, little had been done to increase imports, but efforts were taken to 
control the inflow of capital. 

In early 1984, the Central Bank of Taiwan persuaded public and private 
enterprises to borrow New Taiwan (NT) dollars from domestic sources rather 
than using foreign loans to finance imports and investments. Domestic 
borrowing was also encouraged for early repayment of outstanding foreign 
currency loans. These and other efforts resulted in a decline in the 
outstanding public external debt from $7.1 billion in 1983 to $6.7 billion by 
mid-1984. 

U.S. banks were adversely affected by the policy changes, although they 
were not the specific target of Central Bank policies. Japanese and West 
European banks were able to capture a larger share of Taiwan's domestic 
financial market because high U.S. interest rates discouraged many short-term 
borrowers. The U.S. share of Taiwan's financial market dropped from 
32.6 percent in 1982 to 10.7 percent in 1983. U.S. commercial and Government 
loans totaled only $0.19 billion in 1983, a 68.8-percent decrease from 1982. 
In the first half of 1984, long term loans from U.S. sources totaled only 
$0.07 billion. 

Merchandise Trade with the United States 

Table 19 shows that two-way trade between Taiwan and the United States 
totaled $19.4 billion in 1984, up from $15.5 billion in 1983. Taiwan is the 
United States' sixth largest trading partner, but the United States is 
Taiwan's largest two-way trading partner. Taiwan's exports to the United 
States have risen steadily since 1981 and are likely to continue to do so. 
This is partly because the U.S. market is relatively open to Taiwan imports 
while other markets (e.g., Europe) are less accessible. In addition, the 
economic recovery has been strong in the United States but sluggish in other 
markets. 1/ Taiwan has attempted to reduce its dependence on U.S. markets by 
developing other markets but has not been wholly successful. The continuing 
appreciation of the NT dollar vis-a-vis European currencies makes Taiwan-made 
goods less competitive in non-U.S. markets and constrains attempts to 
diversify Taiwan's export markets. 2/ Taiwan's other major markets are the 
European Community, Japan, the Association of Southeast Asian Nations (ASEAN), 
and Hong Kong. 

1/ American Institute in Taiwan, cable A-002, Jan. 10, 1985, p. 16. 
2/ The EC accounted for 9 percent of Taiwan's exports and supplied 

8.7 percent of its imports in 1984. Japan took 10.5 percent of Taiwan's 
exports and supplied 29.3 percent of its imports. (Data supplied by the 
Coordination Council for North American Affairs). 
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Exports from Taiwan to the United States, as a percentage of total 
exports, increased from 39.8 percent in 1982 to 45 percent in 1983. The 
United States took nearly half (48.8 percent) of Taiwan's exports in 1984 and 
supplied 23 percent of its imports. Major products imported into the United 
States during the year included footwear, office machinery, apparel, and 
consumer electronics. Over 60 percent of Taiwan's shipments of items such as 
electronics, footwear, and sporting goods went to the United States. 

Tables B-9 and B-10 show the leading export and import items in U.S. 
trade with Taiwan in 1984. Most of Taiwan's imports are energy, raw 
materials, industrial intermediates, and capital goods. (These commodities 
accounted for almost 93 percent of all imports in 1983. Consumer goods, which 
face trade barriers such as de facto bans and tariffs ranging from 50 to 
100 percent, accounted for less than 8 percent of total imports in 1983.) 
Agricultural commodities, comprising about 30 percent of all products bought 
from the United States, and raw materials dominated Taiwan's imports from the 
United States in 1984. Major items were corn, soybeans, cotton, wheat, hides, 
and timber. Imports of raw materials from the United States maintained a 
strong position, with coal imports increasing 28 percent after dropping in 
1983. (In 1983, Taiwan's successful energy conservation program and increased 
reliance on nuclear power resulted in a decline in its demand for coal.) 
Other major U.S. exports to Taiwan included machinery and transportation 
equipment, and chemicals. 

Major Policy Developments Affecting Trade 

Restrictions on grain imports 

In January 1984, the Taiwan Board of Foreign Trade (BOFT) placed several 
restrictions on grain imports, including (1) a temporary ban on imports of 
rye, oats, buckwheat, and lupines, (2) a reduction in the maximum allowable 
import quantities for corn, soybeans, wheat, barley, and sorghum 
from 6.6 million metric tons (MT) in 1983 to 6.4 million MT in 1984; and (3) 
an increase in the surcharge on all grain imports. (This surcharge is 
separate from import tariffs and is used to subsidize local grain production 
and finance agricultural R&D.) In addition, BOFT stopped banks from issuing 
import permits for unmilled rye, unmilled oats, unmilled buckwheat, and 
lupines until further notice. 

In 1984, Taiwan also began offering incentives to farmers to diversify 
from rice production to corn and grain sorghum. U.S. sales of these products, 
which accounted for 9 percent of total U.S. exports to Taiwan, are likely to 
decline as the program accelerates. 1/ 

Free trade zones postponed 

Since the early 1980's, Taiwan authorities considered establishing free 
trade zones in Taiwan, but the plans were indefinitely postponed in October 
1984. The project was originally outlined in a study by the Bechtel 
Corporation. It proposed a network of areas that would offer facilities for 

1/ U.S. Department of Commerce, Business America, Mar. 4, 1985, p.31. 
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warehousing, transshipment, manufacturing, and communications. In announcing 
the indefinite postponement, the Council for Economic Planning and Development 
cited political and security considerations as major hindrances to setting up 
the zones. The council has recommended instead that restrictions on foreign 
exchange settlements and tariff rates at the three existing export processing 
zones be liberalized. To stimulate development of the export processing 
zones, the minimum capital investment requirement was raised from NT$6 million 
to NT$30 million. 1/ Those export industries permitted in the zones include 
precision machinery and instruments, electric and electronic products, optical 
and photographic equipment, chemicals, metal products, and certain consumer 
items. 2/ 

Trade liberalization 

Concerned that the growing trade surplus could become an obstacle to 
future development, Taiwan announced in early 1984 that it would begin 
liberalizing its trade regime for industrial products. Plans called for 
lowering tariff and nontariff barriers, improving access to the local market 
by foreign investors, and gradual removal of local content and export 
performance requirements. Although details of the relaxed restrictions are 
not available, export and local content requirements--major barriers--are 
still in place and unlikely to be removed in the near future. 

Although de facto bans are still in force for a number of items to 
protect domestic industries, BOFT removed or liberalized restrictions on many 
items in late 1983 and early 1984. BOFT also considered a proposal to expand 
the list of items not requiring import licenses from 2,950 items to over 8,000 
items, or about one-third of all categories included in BOFT's commodity 
classification. The changes would be implemented over a period of years, so 
their effect would not be immediate. 

High tariffs remain a major trade barrier, but some progress was made 
when tariffs were reduced on about 1,000 items (mostly wood, paper, leather 
and electronic products). These tariff reductions were scheduled to go into 
effect in early 1985. 

Authorities in Taiwan also plan to reduce the maximum import tariff rate 
from the current 100 percent or more to 80 percent in 1985, eventually 
lowering it to 65 percent within the next 5 years. The 10 percent import 
valuation uplift is scheduled for elimination in late 1985. 

Anti-counterfeiting measures 

Increased publicity in 1984 about Taiwan as a major producer of 
counterfeit goods sparked activity by authorities intent on improving the 
nation's international image. Approval by the Executive Yuan of new copyright 
legislation is expected in 1985, marking the most significant step in 
anti-counterfeiting activities since the trademark law passed in 1983. The 
proposed legislation would reportedly increase the number of items eligible 
for protection, including computer software, sound tracks, lectures, musical 
instruments, artistic performances, and scientific and engineering designs. 

1/ Taiwan Economic News,  Feb. 1985, p. 4. 
2/ Ibid. 
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However, it would provide protection for foreigners only and would not provide 
exclusive translation rights for foreign authors. New unfair competition and 
patent laws are also reportedly under consideration by the Ministry of 
Economic Affairs. 

The new legislation would call for stiffer penalties for offenders and 
will supposedly give unregistered foreign firms in Taiwan access to Taiwan 
courts. To further discourage violators, Taiwan now requires verification of 
permission to use a foreign trademark or brand. Although some observers have 
argued otherwise, Taiwan authorities assert that their efforts to interdict 
counterfeiters have been effective and public attitude toward counterfeiting 
is changing as local producers begin to recognize the importance of 
establishing their own brands abroad. 

The recent signing of the U.S. Trade and Tariff Act of 1984 provides 
further incentive for Taiwan to pursue protection of intellectual property 
rights. Section 502 of the act provides that the President take into account, 
when determining GSP eligibility and benefit levels, the extent to which the 
country is providing adequate and effective means under its laws for foreign 
nationals to secure exclusive rights in intellectual property, including 
patents, trademarks, and copyrights. 1/ 

Taiwan-Toyota joint venture canceled 

After years of talks, plans for a joint venture with Toyota Motor Co. of 
Japan fell through. Taiwan wanted to use the project as a means to enter the 
world auto market and planned to invest $530 million in 1984 into the 
venture. About 300,000 units were scheduled to be produced annually, 
beginning in 1986. Despite numerous attempts at a compromise, negotiators 
from both sides were unable to surmount two difficult issues: the plant's 
export ratio, and the cars' local content proportion. Taiwan authorities 
asked that half of the targeted production be exported and 90 percent of car 
parts be procured locally. 2/ 

United States-Taiwan Bilateral Trade Issues 

U.S. trade deficit with Taiwan 

The perennial U.S. deficit with Taiwan continued to strain commercial 
relations between the two trading partners in 1984. 3/ The United States has 
registered a trade deficit with Taiwan since 1967, but the imbalance has 
increased dramatically in the past few years and has become a serious U.S. 
bilateral trade problem. The U.S. deficit increased from $6.9 billion in 1983 
to over $10 billion in 1984. 

1/ Also see "GSP renewal" in Chap. I and in the Korea sec. 
2/"Toyota-Taiwan joint venture plan scrapped," The Oriental Economist, 

October 1984, pp. 14-15. 
3/ When the United States normalized relations with China in 1979, all 

official trade relations with Taiwan were broken off. However, the United 
States-Taiwan relationship continues through quasi-diplomatic means. For 
details on the framework for conducting United States-Taiwan trade relations, 
see Operation of the Trade Agreements Program, 35th Report, 1983, p. 315. 
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The imbalance has resulted primarily from Taiwan's relatively closed 
market. Taiwan authorities are concerned that continued large deficits with 
the United States will harm bilateral trade relations and affect its GSP 
status. The new GSP legislation authorizes the President to restrict GSP 
benefits to those countries that either do not sufficiently open their markets 
to U.S. products or do not provide adequate protection for intellectural 
property rights. Taiwan accounted for 24.8 percent of all U.S. GSP imports in 
1984. Taiwan authorities wish to maintain their GSP benefits, but large trade 
surpluses with the United States and the many complaints about Taiwan as a 
source of product counterfeiting are cause for concern. 

In 1984, Taiwan took steps towards narrowing the trade gap. For example, 
tariff reductions (effective January 1985) on 59 categories of U.S. products 
(about 1,000 items) were announced. The reduction in import duties is 
intended to cut the average tariff from 31 percent to 26 percent. The 
10 percent import valuation surcharge was reduced to 5 percent in early 1985 
and is scheduled for elimination by yearend 1985. 

Although the tariff liberalization will have little immediate impact for 
U.S. exporters, this and other liberalizations could lead to a substantial 
increase in future U.S. sales to Taiwan. The lower duty rates range from 15 
to 30 percent on products such as semiprocessed leather goods, wood products, 
and chocolate confectionary. The duty cutbacks could also provide better 
opportunities for U.S. exporters to ship cosmetics, synthetic fiber rugs, 
photographic film, glass products, and computer products. These items were 
originally not scheduled for liberalization until January 1987. Despite the 
liberalizations, however, substantial tariff and nontariff barriers to trade 
and services remain a major bilateral trade concern of the United States. 

In further response to the need for improved United States-Taiwan trade 
relations, Taiwan formed a ministerial ad hoc committee in January 1984 to 
provide guidelines for future trade policy. The committee made several 
recommendations aimed directly at core issues that have contributed to the 
trade imbalance with the United States, and focused on some of the tariff and 
nontariff barriers about which the United States has been long concerned. The 
committee called for (1) elimination of export requirements for American 
investments in Taiwan, (2) active promotion of an import liberalization 
program that aims at fewer import restrictions and lower duties on consumer 
goods and relaxation of current restrictions that apply to trade in services, 
(3) helping American firms promote sales in Taiwan, (4) a campaign urging 
domestic firms to purchase American equipment rather than leasing it, and (5) 
diversification of Taiwan's export markets and export items. 	Discussions 
between the United States and Taiwan authorities on ways to decrease the U.S. 
trade deficit with Taiwan are continuing. 

Performance requirements 

Performance requirements for foreign investments are tied to Taiwan's 
policy objectives of promoting exports, self-sufficiency, and technological 
development. Specific requirements, such as targets for export sales, local 
content requirements (specifying a certain percentage of the final product's 
value that must be made in Taiwan), production capacity, and product 
specifications, are set for investments which are eligible for incentives 
and/or repatriation of earnings. The United States Government has objected to 
performance requirements because they encourage exports beyond what would 
occur under free market forces. 
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Local content requirements in Taiwan apply to a variety of products 
including automobiles, televisions, motorcycles, bicycles, telephone equipment 
and certain machine tools. The required local content varies by product and 
ranges from 50 to 100 percent. Local content requirements for new investment 
are limited to four product groups: video tape recorders (55 percent), 
automobiles (70 percent), trucks (30-35 percent), and color televisions 
(70 percent). 1/ 

According to the American Institute in Taiwan, there are no published 
requirements for export performance, except in export-processing zones where 
100 percent of production must be exported. In actual practice, however, a 
50 percent export performance requirement is applied generally to all foreign 
investment and negotiated downward on a case-by-case basis. Taiwan 
authorities announced in early 1984 that foreign companies would no longer be 
held strictly to export requirements, yet investors in some targeted 
industries would still face the restrictions. Export requirements for 
automobiles, for example, will still be strictly enforced, while in other 
industries the export quota will be more flexibly applied. 

Barriers to market access 

The United States remained concerned about the considerable tariff and 
nontariff barriers to markets in Taiwan. The tariff reductions on a number of 
items in 1984 were helpful, but the rates remained high--generally about 
60 percent. Imports with particularly high tariffs included machinery, word 
processors, home and kitchen articles, and processed food products. De facto 
import bans were used regularly and implemented through administrative orders 
or by denying an import license for an item. U.S. products subjected to 
import bans included frozen chicken, peanuts, pears, soda ash, and certain 
chemicals and industrial products. Barriers in the service sector were also a 
major source of contention with the United States in 1984. A number of 
constraints continue to exist on the activities of foreign banks, insurance 
companies, and participants in joint ventures. Nontariff barriers effectively 
blocked imports of alcoholic beverages and pharmaceuticals and other 
health-related products. 

REPUBLIC OF KOREA 

The Economic Situation in 1984 

Korea's carefully managed economy grew 7.6 percent in real terms in 1984, 
compared with a growth of 9.5 percent in 1983. According to the Bank of 
Korea, mining and manufacturing were the leading sectors, with an annual 
growth rate of 14.4 percent, while construction, agriculture, fisheries and 
forestry performed poorly relative to previous years. 2/ 

1/ United States International Trade Commission, Foreign Industrial  
Targeting, Phase III: Brazil, Canada, The Republic of Korea, Mexico, and 
Taiwan, USITC Publication 1632, 1985, p. 241. 

2/ "Korea's economy grows," Korea Herald, Mar. 24, 1985, p. 1. 
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Korea's growth was fueled by a strong, demand-driven U.S. economy that 
drew in Korean exports and by a rapid increase in private domestic 
consumption. In the past, exports were the chief vehicle for growth; however, 
since 1983, the domestic market has played an increasingly important role. 1/ 
In 1984, real per capita GNP was $1,998, compared with $1,884 in 1983. 
Domestic sales rose rapidly on such consumer durables as automobiles, 
refrigerators, washing machines, and microwave ovens. 

Korea is the largest borrower in Asia and the fourth largest borrower in 
the world after Mexico, Brazil, and Argentina. By yearend 1984, Korea's 
sovereign debt was $43 billion, up from $40.1 billion in 1983. The 
debt-service ratio was unchanged at 15.4 percent, but is expected to fall to 
15 percent by 1986. Compared to other heavily indebted nations, Korea's 
situation is exceptional in that it maintains an excellent credit rating. 
Korea's economy, characterized by carefully controlled monetary and fiscal 
policy, is also relatively more balanced and is able to switch into new areas 
of industrial exports to pay its bills, rather than depending on a few raw 
material exports that are vulnerable to fluctuating demand and prices. 2/ 

Korea's current account deficit was $1.36 billion in 1984, compared with 
$1.6 billion in 1983. On a balance-of-payments basis, total 1984 exports 
increased to $29 billion from $24 billion in 1983. Total imports rose to 
$30.6 billion from $26 billion. 3/ According to Bank of Korea officials, 
services and transfer account activity turned into a deficit of $273 million 
in 1984 from a surplus of $157 million the previous year. 

Merchandise Trade With the United States 

As in previous years, textiles were Korea's most important worldwide 
export, accounting for about 23 percent of total Korean exports on an f.o.b. 
basis in 1984. 4/ Ships (16 percent of total exports) were the second largest 
export item, followed by iron and steel products (11.9 percent) and electronic 
and electrical products (11 percent). Crude oil was the largest single import 
(about 19 percent of total imports on a c.i.f. basis), followed by electrical 
machinery and electronics (10.4 percent). Korea's imports of grains, 
soybeans, raw cotton, and raw skins and hides, all of which came mainly from 
the United States, were also up in 1984. 

The United States and Japan remained Korea's largest trading partners, 
accounting for nearly 50 percent of Korea's total trade with the world. Japan 
regained its position from the United States as the largest exporter to Korea 
(which it held prior to 1982), but the United States remained the largest 
market for Korean goods. Over one-third (about 37 percent) of total Korean 
exports in 1984 went to the U4ted States. Table 20 shows U.S. trade with 
Korea from 1982 to 1984. The U.S. 1984 trade deficit with South Korea was a 
record high $3.5 billion, compared with $1.5 billion in 1983. 

1/ Far Eastern Economic Review, Ltd., "South Korea", Asia Yearbook 1985, 
p 180 

2/ Paul Ensor, "Sovereign debt debate," Far Eastern Economic Review, 
Jan. 24, 1985, pp. 62-63. 

3/ Government of Republic of Korea, Office of Customs Administration. 
4/ Source for Korean trade data is Government of the Republic of Korea, 

Office of Customs Administration. 
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Although U.S. trade with Korea had been approximately balanced until 
recent years, U.S. sales to Korea have generally been bulk commodities and raw 
materials while Korea has sold finished products to the United States. This 
is partly a consequence of the relatively limited access to Korea's markets 
for finished products and has contributed to the steadily rising deficits for 
the United States. Major exports from the United States to Korea in 1984 were 
agricultural (i.e., corn, wheat, cattle hides, and soybeans). 1/ Machinery 
and transportation equipment were also leading items. The performance of 
major U.S. exports was mixed in 1984. Agricultural products decreased about 
$190 million from 1983 values; power-generation equipment was down 
$100 million; and telecommunications equipment dropped by $70 million. 
However, chemicals increased by $200 million; hides and skins increased by 
$80 million; and scientific instruments increased by $40 million. 2/ Leading 
imports to the United States from Korea included integrated circuits, apparel, 
and footwear. 

Major Policy Developments Affecting Trade .  

Tariff reforms 

Korea continued its relatively slow progress toward liberalization of its 
economy in 1984. 3/ In January 1984, the Government began a 5-year tariff 
reform and reduction program aimed at reducing its tariff rate structure from 
the average rate of 23.7 percent in 1983 to a targeted rate of 18.1 percent by 
1988. As a first step, tariffs were reduced on 734 items (31.8 percent of 
tariff items) and raised on 300 items in 1984. This resulted in a lowering of 
the average tariff rate for manufactured goods from 22.6 percent in 1983 to 
20.6 percent in 1984. 

Korea also maintains a flexible tariff system to cope with short-term 
fluctuations in the economic situation. The following changes were made in 
components of the flexible tariff system in 1984: 

Tariff quota 

The tariff quota allows a temporary reduction of tariff rates (up to 40 
percent) on certain imported goods in order to meet any surges in demand and 
to stabilize domestic prices. The number of items suject to this system was 
reduced to 7 on July 1, 1984, from 30 in July of the previous year. 

Emergency tariff  

The emergency tariff is temporarily applied to discourage "unnecessary" 
imports of certain luxury goods or to protect local industry when there is a 
surge of imported goods. In 1983, 104 items were subject to this duty. It 
was reduced to 38 in January 1984, and a further reduction to 10 items was 
made in July. 

1/ See tables B-11 and B-12. 
2/ U.S. Department of Commerce, Business America, Mar. 4, 1985, p.30. 
3/ See also "United States-Korean bilateral trade issues" below. 
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Adjustment tariff  

The adjustment tariff was introduced on January 1, 1984, to adjust tariff 
rates as necessary, in order to protect domestic industries from sudden sharp 
increases in newly freed imports resulting from import-licensing 
liberalization. Adjustment tariffs may be applied within 3 years of an item's 
import liberalization date. These tariffs differ from emergency tariffs in 
that they can only be imposed on products that are newly liberalized. 
Adjustment tariffs can be increased to a maximum of 100 percent for a period 
of 6 months to a maximum of 3 years. Adjustment duties were imposed on 14 
items on July 1, 1984. 

Import liberalization 

Import liberalization continued to proceed gradually in Korea during 
1984. Import licenses are required for all goods but are issued automatically 
for "automatic approval" items, subject to some general limits. Over 300 
products were removed from the import-restricted list at midyear, raising the 
level of import liberalization from 80.3 percent in 1983 to 84.8 percent in 
1984 (i.e., in 1984, 84.8 percent of the customs items, by eight-digit CCCN 
numbers, were removed from the list of restricted imports). However, certain 
newly liberalized items remain subject to "surveillance" and may be returned 
to the restricted list if imports increase drastically. A number of automatic 
approval items are also subject to particular approval procedures under 
special laws, such as the Pharmaceuticals law or other laws dealing with 
quantitative restrictions or national security. 

The wide range of products removed from the restricted list in 1984 
included liquid soaps, illuminating glassware, brass rods and wire, certain 
copper-clad laminated sheet, razor blades, certain lamps and lighting 
fixtures, certain locks for automobiles, air conditioners, electricity meters, 
and speedometers. 

However, Korea's ability to increase tariffs on an ad hoc basis under its 
flexible tariff system results in a high degree of uncertainty and lack of 
clarity in the tariff regime. This sometimes undercuts the import 
liberalization process. For example, the Korean Government simultaneously 
announced higher tariffs as it liberalized many items. Rates of 15 to 
60 percent were levied on table and kitchen glassware and copper waste and 
scrap. Tariffs ranging from 50 to 70 percent were levied on cosmetic soaps, 
machine-made carpets, and certain fibers. Other domestic goods were also 
given additional protection, including furs and skins, industrial and 
laboratory ovens, electric cables, and certain watch parts. 

Investment liberalization 

During the year, several laws and administrative procedures were revised 
to liberalize the investment sector and increase foreign investment. The 
revised Foreign Capital Inducement Law (FCIL), effective July 1, 1984, was the 
first major revision of Korea's investment laws in more than a decade and 
marked a considerable liberalization in its foreign investment regime. 1/ The 

1/ For a detailed discussion of Korea's foreign investment procedures, see 
U.S. International Trade Commission, Foreign Industrial Targeting and its  
Effects on U.S. Industries, Phase III: Brazil, Canada, The Republic of Korea, 
Mexico, and Taiwan, USITC Publication 1632, January 1985, pp. 135-139. 
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revised FCIL and its implementing regulations introduced an automatic 
approval system for foreign investment projects that were not on the 
prohibited list and met the following criteria: 1/ 

(1) Foreign ownership is less than 50 percent. 
However, in cases where the ratio of exports to 
domestic production is above 60 percent, or where the 
importation of the same kind of products is 
liberalized and the tariff rates of those are below 
10 percent, automatic approval is possible even if 
the foreign ownership ratio is above 50 percent. 

(2) The foreign investment amount is below 
US$1 million. 

(3) No request is made to receive tax exemption. 

(4) The foreign investment project is neither a 
prohibited nor a restricted project on the Negative 
List. 

The United States was the biggest foreign investor in Korea in 1984, 
accounting for $191 million in approved projects, or nearly one-half of the 
total foreign investment of $419 million for the year. 2/ Despite the 
257-percent increase in U.S. investments this represents over 1983, 
substantial barriers to foreign investment continue. A number of industries 
remain cut off from foreign investment because all investments of any 
significance are likely to be more than US$1 million; the automatic approval 
system really does not affect such investment. 

Copyright law revision 

The Korean cabinet approved proposed changes to the copyright laws 
designed to increase protection of intellectual property rights. 3/ Under the 
proposal, works by foreigners with permanent residence in Korea and works 
originally published in Korea will be preferentially protected. The proposed 
revisions will also grant domestic publishers, musicians, and record companies 
a "quasi-copyright," providing them with exclusive rights to their 
publications and performances. It also will extend the period of eligibility 
for publication, photograph, and film copyrights to 50 years from the current 
10 to 30 years. Before implementation, the proposal must be passed by the 
National Assembly. 

1/ Government of Republic of Korea, Ministry of Finance, Investment Guide to  
Korea, Seoul, July 1984, p. 27. See also Ibid., pp.135-147. 

2/ "U.S. was no. 1 investor in South Korea in 1984," Asian Wall Street  
Journal, Feb. 11, 1985, p.4. 

3/ Source for this information is the International Trade Alert, Aug. 7, 
1984. 
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United States-Korean Bilateral Trade Issues 

Korea and the United States were increasingly involved in trade disputes 
during 1984. Lack of understanding on both sides appeared to be at the heart 
of most of the disagreements. Since the United States is Korea's largest 
market, Korea is concerned about what it considers to be growing 
protectionism. The Korean Government has argued that a flurry of 
protectionist activity in the United States, particularly an increasing number 
of countervailing duty and antidumping investigations, constitutes a form of 
harassment and a considerable barrier to trade. 1/ An increasing number of 
countervailing duty and antidumping investigations were initiated against 
Korean products, particularly steel, and color televisions. The U.S. 
Government position is that its laws are not protectionist but provide a means 
for addressing unfairly traded goods. The initiation of antidumping and 
countervailing actions are legal within the GATT, and domestic producers 
cannot be denied due recourse if they feel they have cause for action. During 
the year, countervailing and antidumping restraints were placed on such Korean 
products as color TV sets, steel products, and bicycle tires and tubes as a 
result of U.S. administrative actions. 

In the United States, some confusion has resulted from the term "import 
liberalization." Koreans use the term to refer to eliminating nontariff 
barriers, while Americans interpret it to mean removal of nontariff and tariff 
barriers. The Korean practice is to open up its tightly controlled market 
gradually, removing many items from the import-restricted list as it 
simultaneously raises tariffs on the most sensitive of these items. This 
effectively provides tariff protection because imports of many of the newly 
liberalized items remain prohibitively high. The tariff barriers are then 
slowly reduced towards levels targeted over a period of several years. It is 
a slow and complex process and the result is that although relatively 
significant progress is made in opening the market, it is neither as much nor 
as fast as outside observers expect from the much-touted liberalization 
ratios. 2/ 

While the United States concedes that Korea is making progress in opening 
up its economy, it views the complexity and lack of transparency in the Korean 
trade regime as continuing to constitute a considerable trade barrier. The 
United States is concerned that new nontariff barriers often spring up to 
replace the old ones. For example, when the import ban was lifted on 
cosmetics, it was done with the proviso that only Korean cosmetics 
manufacturers could import foreign cosmetics--an unlikely event since the 
imports would compete with their own products. 3/ Another major concern of 
the United States was improving access to the Korean market, particularly for 
computers, chocolate, and cigarettes. 

1/ Paul Ensor, "An emotional divide," Far Eastern Economic Review, 
Apr. 19, 1984, pp. 58 and 59; and Stuart Auerbach, "South Korea asks lid on 
trade complaints," The Washington Post,  Mar. 8, 1984. 

2/ U.S. Embassy, Seoul, "Economic Trends Report," April 1984. 
3/ Paul Ensor, op. cit. 
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GSP renewal 

A major concern of the Korean Government in 1984 was maintaining its 
status under the U.S. GSP program which was scheduled for renewal in 1985. 
The program was subject to much debate during the year and there was some 
sentiment in Congress which leaned toward terminating GSP entirely, 
eliminating the newly industrializing countries, or at least graduating the 
top three NIC beneficiaries: Taiwan, Hong Kong, and Korea. 1/ 

GSP was extended through July 4, 1993, and, while not completely 
excluding Korea or any other NIC, it does provide criteria for the 
differentiation among beneficiaries according to their need for special 
treatment. GSP benefits will be phased out over a 2-year period for the more 
affluent countries, following a determination that their per capita GNP 
exceeds $8,500. The new program directs the President to consider the 
beneficiary country's overall trade relations with the United States when 
determining GSP eligibility and product-specific benefit levels. 
Specifically, the President is required to consider the extent to which a 
beneficiary country: 

(1) provides reasonable access to its markets and 
refrains from unreasonable export practices; 

(2) provides adequate protection of U.S. 
intellectual property rights (e.g. patents, 
copyrights and trademarks); 

(3) reduces trade-distorting investment practices 
and barriers to trade and services; and 

(4) honors internationally recognized workers' 
rights. 

Color televisions 2/ 

One of the biggest bilateral trade disputes of the year involved Korea's 
exports of color televisions to the United States. The dispute began in 
October 1983, when the U.S. International Trade Commission ruled that imports 
of Korean color televisions materially injured the U.S. domestic industry. 
(After an orderly marketing agreement with Korea expired in mid-1982, Korean 
color television exports to the United States increased from 630,000 units per 
year to 1.93 million units per year by the end of 1983.) The Department of 
Commerce determined that three Korean manufacturers were dumping their exports 
through high domestic prices and assessed a preliminary average antidumping 
duty of 3.15 percent. That duty was later raised to an average 14.6 percent 
in the February 25, 1984, final determination. The U.S. Department of 

1/ USITC, "New graduation rules in the revised GSP," International Economic  
Review, January 1985; and "GSP review" section in chap. V. 

2/ Information in this section is based on "The Color TV Case," Business  
Korea, October 1984, pp 12-13. 
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Commerce performed an expedited review of the February ruling and on September 
9, made a preliminary determination that found dumping margins considerably 
higher than the original: 20.8 percent for Goldstar, 25.09 percent for 
Daewoo, and 52.5 percent for Samsung. A strong reaction from the Korean 
Government and Korean press first labeled the finding another example of U.S. 
"protectionism." However, one reason the preliminary margins were so high was 
that the Korean firms reportedly did not adequately defend the glaring price 
differences between sets sold domestically and abroad. For example, a model 
selling in the United States in 1983 for $158.90 reportedly sold in Korea for 
$306.90. 

Interested parties were given the opportunity to formally comment on the 
preliminary results. After receipt of the comments, Commerce extended the 
deadline for a final decision from October 31 to December. As a result of 
further verification of certain claims made by the Korean manufacturers, the 
final December 28 results were significantly different from those in the 
September preliminary results. Commerce revised the dumping margins downward 
for all three companies and the antidumping duties now in effect reflect these 
margins: Gold Star, 7.47 percent; Samsung, 12.23 percent; and Daewoo, 
14.88 percent. 

Radial ply tires 

The Korean Government decided to extend its voluntary restraint on 
exports of radial ply tires to the United States in 1984. Prior to this, the 
Korean Government agreed to voluntarily restrain its tire exports to the 
United States (for the period of October 1, 1983, through September 30, 1984) 
in an effort to avert antidumping action after its exports surged. Moreover, 
the Korean Government agreed to persuade its tire exporters to raise the price 
of their products by 3 to 5 percent. U.S. rubber tire manufacturers 
subsequently dropped plans for filing antidumping petitions. 

In July 1984, however, a U.S. manufacturer did file an antidumping 
petition. The Korean Government, again hopeful of staving off the action, 
decided to extend the voluntary restraint for the period of October 1, 1984, 
through September 30, 1985, at the same level of 3.8 million. 

BRAZIL 

The Economic Situation in 1984 

Brazil, the biggest debtor in the world, was forced to continue its 
austerity regime in 1984. This was the second year of a 3-year adjustment 
program the IMF imposed on Brazil as a condition for financial support. 
During the year, Brazil was able to move out of economic recession at the cost 
of being intermittently out of compliance with its commitments to the IMF. 1/ 
Brazil's GDP expanded by 4.1 percent, with agriculture growing fastest at 
8 percent. 

1/ In February 1985, the IMF suspended the release of $1.5 billion in 
credits to Brazil for missing certain economic goals. 
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The incipient recovery in 1984, following 3 years of recession, was 
unable to relieve Brazil's serious unemployment problem. However, the most 
salient weakness of the Brazilian economy was persistent inflation, which ran 
at an annual rate of 224 percent, compared with the 40-percent rate originally 
targeted. Inflation was fueled by the growth of the money supply and the 
accompanying large budget deficit, which, despite cuts in public expenditures, 
could not be controlled. 

Brazil's international economic performance was far better than its mixed 
domestic economic record. The current account balance, which was a deficit of 
$6.1 billion in 1983, has been estimated as a surplus of $654 million in 
1984. Brazil attained a positive merchandise trade balance, totaling $13 
billion, double the $6.5 billion recorded in 1983 and significantly more than 
the surplus of $9.1 billion promised to the IMF. A 37-percent jump in 
industrial exports, and a sharp reduction in oil imports were principally 
responsible for this notable accomplishment. International reserves more than 
doubled to $11.8 billion. 

Brazil's export performance would not have been possible without exchange 
rate policy discipline. As the cruzeiro is linked to the U.S. dollar, 
seventy-one "mini-devaluations" took place in 1984 in response to the dollar's 
rising value. These devaluations served to keep pace with Brazil's rapid 
inflation and maintain the Brazilian currency at a competitive level. The 
yearend official exchange rate of the cruzeiro was 3100 to the dollar, 
reflecting a cumulative annual depreciation of 216 percent in 1984. 

Despite its improved bargaining position with foreign creditor banks, 
Brazil was not able to conclude a restructuring agreement on its foreign debt 
before yearend 1984. Failure to do so was widely attributed to reluctance of 
creditor banks to act decisively in view of the upcoming change in Brazil's 
administration. 1/ Brazil's efforts to renegotiate the terms of its foreign 
debt were encouraged by the concessions Mexico obtained earlier in the year 
for its own foreign debt obligations. The objective was a multiyear agreement 
to restructure maturities and to lower interest rates, modeled on the accord 
foreign creditors concluded with Mexico. 2/ 

Brazil is the world's largest borrower, with an overall foreign debt of 
some $100 billion at the end of 1984. Despite positive merchandise trade 
balances and current account improvements in both 1983 and 1984, Brazil 
continues to face serious difficulties in meeting its foreign debt repayment 
obligations. Debt charges have absorbed 88 percent and 85 percent of Brazil's 
export earnings in 1982 and 1983 respectively, and they are expected to claim 
some 75 percent in the year under review. 

A third round of debt rescheduling negotiations between Brazil and a 
14-member committee of foreign creditor banks took place in December 1984. 
Talks were to continue in 1985. At the December meeting, Brazil requested 
that the banks roll over $48 billion due to private creditors in 1985 to 

1/ Tancredo Neves was elected in January 1985 as President. His 
administration has been in office since March. The President-elect himself, 
however, died before ever assuming his duties. 

2/ See "Mexico" earlier in this chapter. 
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1989. Notably, Brazil has not asked for new loans, which was seen as a sign 
that it handles the foreign debt burden comparatively well. Similar 
negotiations were expected to take place between Brazilian officials and the 
"Paris Club" 1/ concerning Brazil's debt to foreign governments, including 
that to the U.S. Eximbank and to the Commodity Credit Corporation. 

Merchandise Trade with the United States 

The United States was the major contributor to Brazil's unprecedented 
merchandise trade surplus in 1984. U.S. statistics show a trade deficit with 
Brazil totaling $4.6 billion, almost double the deficit registered for 1983. 
From 1968 to 1980, the balance in United States-Brazilian trade was the 
reverse, with the United States consistently attaining an annual trade 
surplus. In 1984, the decline in recent years of exports to Brazil stopped, 
but imports from Brazil surged by almost 50 percent. 

As a country market for U.S. exports, Brazil ranked 20th in 1984. At 
$2.6 billion, U.S. exports were virtually unchanged from 1983, with only minor 
shifts in the composition of this trade by major commodity groups (table 21.) 
Exports of machinery and transportation equipment (SITC 7) continued to 
decline, but they remained the principal category of overall U.S. exports to 
Brazil. Leading items in this section included auto parts, computers, 
telecommunications equipment, and electrical machinery. Notable is a sharp 
drop in shipments of U.S. aircraft and related equipment to Brazil during the 
year. Chemical exports, which had declined sharply since 1980, rebounded 
somewhat in 1984, reflecting Brazil's strong need for fertilizers and 
herbicides. Machinery and chemicals jointly accounted for 56 percent of 
overall U.S. exports to Brazil. Despite declining shipments, wheat continued 
to be the leading specific U.S. export item to Brazil, 2/ while coal was 
second on the list. 3/ 

In contrast to its declining role as a U.S. market, Brazil has steadily 
gained importance relative to other countries as a supplier of the United 
States. In 1984, Brazil ranked 11th as a source of U.S. imports, compared 
with 17th as recently as in 1981. U.S. imports from Brazil totaled 
$7.2 billion during the year, sharply up from $4.9 billion in 1983. 

Table 21 shows that imports increased in all but one major product 
section: beverages and tobacco. Brazilian tobacco shipments dropped from 
their unusually high 1983 level, when they were inflated by the anticipation 
of increased U.S. duties. Imports rose notably in the leading category of 
food (SITC 1), owing mostly to larger values of traditional tropical import 
items such as coffee and cocoa. However, some of the increased food imports 
consisted of products in which Brazil competes with U.S. production, 
specifically sugar, certain tobacco items, and fruit juices. Most notably, 
imports of fruit juices more than doubled in 1984. Consecutive freezes in 
Florida may now leave the U.S. industry dependent on Brazil for part of its 
supplies. 

1/ The Paris Club is an international group of government representatives 
from creditor nations. 

2/ Brazil's program of phasing out wheat subsidies gradually will have the 
effect of reducing consumption and imports. 

3/ For leading U.S. items exported to and imported from Brazil see tables 
B-13 and B-14. 
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However, the surge in overall U.S. imports from Brazil was caused to a 
large degree by increased imports of manufactured products (SITC sections 5 
through 9), such as footwear, steel items, automotive products, and pig iron. 
This penetration reflected the results of Brazil's successful industrial 
policy, which targeted certain manufactures as major export earners. 1/ 

Among individual items, surging imports of ethyl alcohol--classified 
among chemicals in SITC 5--deserves special note. Brazil is the world's 
largest low-cost producer of ethyl alcohol made of sugar cane, which it uses 
as a substitute for gasoline. The Government heavily supports production, 
research in cane-growing techniques, and processing technology. 

As a developing country, Brazil is also a beneficiary of the GSP program 
of the United States. 2/ In 1984, Brazil was the fourth largest GSP 
beneficiary, and merchandise valued at $1.2 billion or 16.6 percent of overall 
U.S. imports from Brazil entered duty free under this program. 

Major Policy Developments Affecting Trade 

In September 1984, Brazil announced a series of measures easing trade 
restrictions in response to repeated urgings by the IMF and the World Bank. 
The measures were also intended to create a more favorable climate for 
Brazil's then upcoming foreign debt negotiations. 

The new provisions included phasing out an 11-percent extra rebate 
(rebate in excess of taxes paid) to exporters of the Industrial Product Tax (a 
value-added tax on industrial goods.) Among export subsidies, tax 
"over-rebates" have been a major irritant in Brazil's bilateral trade 
relations with the United States. Interest rate subsidies for exports have 
also been reduced. 

Several new measures were designed in 1984 to relieve the Government's 
tight grip on imports. These were probably also intended to put a damper on 
Brazil's high level of inflation. The comprehensive regulation of Brazil's 
computer industry (informatics) was the other major policy development in 1984 
with major trade and foreign investment implications. The import-liberalizing 
provisions and the informatics decree are discussed below. 

Easing import restrictions 

Effective in 1985, the Brazilian Government reauthorized a wide range of 
imports that were suspended by the Carteria de Comercio Exterior (CACEX), the 
Brazilian Government agency for foreign trade. 3/ The Government also raised 
overall import value limits for registered companies 4/ following severe 
curtailments in recent years and raised the budget allocations slightly for 
imports of State enterprises. 

1/ U.S. International Trade Commission, Foreign Industrial Targeting and its  
Effects on the U.S. Industries: Brazil, Canada, The Republic of Korea,  
Mexico, and Taiwan, USITC Publication 1632, January 1985, p. 37. 

2/ See also section on "GSP Review" in chapter V. 
3/ Brazil has used import restrictions since the 1960's as part of its 

industrial policy of import substitution. Restrictions were tightened in the 
1970's following the oil crisis, and once again in the 1980's, in response to 
the debt crisis. 

4/ Only firms registered with CACEX can obtain import licenses. 
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The Brazilian Government further announced that it will liberalize the 
import-financing restrictions the Central Bank imposed in October 1982. The 
bank's resolution number 767 authorizes certain imports only on the condition 
that foreign financing is made available for at least 5 to 8 years (depending 
on the nature and value of imports). A new measure in the September 1984 
trade reform package allows pay-back periods from 180 days to 5 years. This 
provision should make it easier for Brazilian importers to take advantage of 
foreign credit facilities. 

Another one of the new Brazilian trade provisions reduces import 
surcharges to 10 to 30 percent and incorporates them into the tariff 
schedules. Tariff surtaxes up to 100 percent of the ad valorem value have 
been in effect since 1974 on over 4,000 categories of imports. 
Authorization of tariff increases of up to 60 percent is also part of the 
September package of trade measures. 

Still another measure narrows the applicability of Brazil's so-called 
"Law of Similars," which prohibits imports of products similar to those 
already made in Brazil. Under the newly announced, more-lenient regulations, 
the "Law of Similars" will not be applied to imports that receive foreign 
financing for more than 1 year and do not benefit from duty reductions. 

Regulation of informatics 

In October 1984, Brazil passed legislation codifying a series of 
protectionist practices that had been in force for its high-priority computer 
and data-processing industry (informatics) in the last 5 years. Under 
Brazil's market reserve policy, production and sales rights in specified 
product areas are reserved for national firms. This policy has a restrictive 
impact on Brazil's foreign trade and investment. While restricting foreign 
investment in designated industries (such as petroleum, semiconductors, and 
informatics) and regulating it in others, Brazil would like to increase the 
inflow of capital to nonreserved markets. 

A prior decree of 1977 blocked imports of all computers except 
mainframes. As a result, over 100 Brazilian electronics companies sprang up 
and domestic production surged. The new statute extends this import 
restriction through 1992, and curbs foreign investment in microcomputers, 
minicomputers, and super-minicomputers during the same timespan. Moreover, it 
broadens the definition of informatics to include any product with a digital 
component. 

The new regulations do not affect the domestic production and sales of 
mainframe computers, which are dominated by Brazilian subsidiaries of IBM and 
the Burroughs Co. These two companies were among those U.S.-based 
multinationals who objected to the informatics statute while it passed through 
the legislative process. The protests received little support from any 
significant sector of Brazilian society. 

Foreign enterprises can own up to 30 percent of local firms' stock, but 
without having voting privileges. However, foreign companies are authorized 
to set up plants for export in the free trade zones of Manaus and the 
northeastern part of the country, which are to be designated as special 
industrial export zones. If located in these zones. they are allowed to 
import technology, even if similar equipment or services are available in 
Brazil. 
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The informatics law also confirms the role of the Special Secretariat of 
Informatics (SEI), which was established in 1979 to implement the Government's 
market-reserve policy. However, it shifts the control of SEI from military 
authorities to a board of Government and industry representatives called the 
National Council for Information and Technology (CONIN). The statute codifies 
a wide range of fiscal and financial incentives for domestic companies, 
including income tax benefits, accelerated depreciation, import tax benefits, 
preferential Government funding. It also provides for preferential Government 
procurement to national firms. 1/ 

United States-Brazilian Bilateral Trade Issues 

United States-Brazilian economic relations remained cordial in 1984. The 
United States continued to assist Brazil in its foreign credit crisis with 
funds, trade preferences, and technology transfer. Meanwhile, progress in 
resolving trade and investment disputes slowed with the approaching change in 
Brazil's administration. 

U.S. banks currently hold about one-third of Brazil's external debt. In 
1984, the U.S. Government continued supporting U.S. exports to Brazil through 
the Eximbank and the Commodity Credit Corporation. 

Duty-free treatment for a range of imports from Brazil, under the GSP 
program of the United States, also continued. Efforts by the U.S. Government 
to shift duty-free benefits from more advanced beneficiary countries to poorer 
countries did not affect Brazil during the year; no Brazilian exports to the 
U.S. market were graduated in the latest annual GSP review. 2/ In its early 
years, the GSP program of the United States played an especially significant 
role in the growth and diversification of Brazilian exports to the United 
States. In more recent years, part of GSP-eligible imports from Brazil have 
been graduated or excluded from duty-free treatment under the program on 
grounds of competitive limits. 

In recent years, Brazil has become a competitor of the United States in 
U.S. and world markets for several products. The aggressive promotion of 
these exports triggered charges of unfair trade practices (mostly of extensive 
subsidization) by U.S. producers. U.S. antidumping and, especially, 
countervailing duty proceedings against Brazilian items have increased 
dramatically since 1981. U.S. trade action against Brazil has been extensive 
in proportion to trade between the two countries. 3/ 

1/ For additional information on Brazil's regulations of the informatics 
industry, see also U.S. International Trade Commission, Foreign Industrial  
Targeting and its Effects on U.S. Industries: Phase III, USITC Publication 
1632, January 1985, p. 64. 

2/ The concept of graduation is explained in the sec. on "GSP Review" in 
Chap. V. 

3/ In 1984, Brazil ranked only 20th among foreign suppliers of the U.S. 
market, and even lower than that in prior years. Nonetheless, since 1978 some 
30 countervailing duty investigations had been conducted against imports from 
Brazil. 



186 

In 1984, the U.S. Government instituted several new investigations 
against certain imports from Brazil under both countervailing and antidumping 
statutes, involving principally steel products. Tensions over steel between 
the two countries were settled by the end of 1984 in a bilateral agreement 
regulating such trade. Action under section 301 of the Trade Act of 1974 
(designed to enforce U.S. rights under the GATT) also continued in 1984 with 
respect to Brazil. Such action involved U.S. complaints alleging that 
extensive subsidies helped Brazil to capture an inequitable share of 
third-country markets for soybean oil, soybean meal, and poultry. This issue 
was also discussed bilaterally. (Meanwhile, Brazil is in the process of 
reducing credit and tax subsidies in an effort to tighten its budget.) 

The United States also questioned Brazil's foreign investment policy 
during the year. The key issue was Brazil's new legislation passed in 
October, which reserves much of its national computer and related production 
and sales for Brazilian firms. 1/ The United States favors unrestricted direct 
investment flows, asserting that these are preferable to loans in resolving 
capital shortages in Brazil (and other developing countries). 2/ The flow of 
direct U.S. investment to Brazil slowed considerably in recent years, due 
partly to the financial crisis and recession in that country and partly to its 
restrictive economic policies. 

On the other side of the ledger, in 1984 Brazil continued to criticize 
the high U.S. interest rates that added to its debt burden. 3/ Also, 
Brazilian exporters became increasingly concerned over the impact of the 
rising U.S. dollar on their competitiveness in third-country markets. With 
the cruzeiro being linked to the U.S. currency, the strength of the dollar has 
forced Brazil into frequent devaluations. These, in turn, have increased the 
price of Brazilian goods overseas. 

Brazil also complained that the United States does not open widely its 
markets to Brazilian products, even though export earnings are Brazil's major 
source of debt repayment. The intensification in recent years of U.S. unfair 
trade proceedings against Brazilian products evoked charges of U.S. 
protectionism. So have quantitative restrictions maintained by the United 
States on certain imports--such as sugar and specialty steel--that affect 
Brazilian exports. U.S. tariffs on tobacco and ethyl alcohol are also on the 
list of Brazilian trade complaints against the United States. 

U.S. financial assistance provided by Eximbank, and issues relating to 
trade in specific products are discussed below. 

Eximbank credit facility 

A $1.5 billion special U.S. credit facility for Brazil, announced in 
December 1983, was signed in July 1984 and became operational in August. Its 
objective was to make financing of U.S. exports to Brazil possible despite 

1/ See "Regulation of informatics" earlier in this sec. 
2/ In early 1985, officials of the two countries met to discuss the 

possibilities of reviving U.S. direct investment in Brazil. 
3/ Under current agreements, Brazil's repayment obligations on foreign debt 

are tied to U.S. interest rates. 
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that country's large foreign debt. 1/ Short-term and medium-term export 
financing guarantees from Eximbank were stipulated to provide selected U.S. 
lending banks with repayment protection. 

Under this credit arrangement, repayment of insured loans cannot exceed 5 
years. Eximbank credit guarantees are available for a wide range of U.S. 
exports to Brazil, including agricultural commodities, raw materials, and 
manufactured goods. Such guarantees can also be used to insure financing, 
engineering, and architectural services to Brazil. 

Steel 

By far the most serious trade disputes between the two countries during 
the year continued to involve steel from Brazil. The United States is the 
largest single customer for Brazilian steel, which began to penetrate the U.S. 
market in the 1980's in sharply increasing quantities. In an attempt to avoid 
countervailing duties, Brazil levied an export tax in March 1984 on certain 
steel shipments to the United States and, in April, announced voluntary 
restrictions on carbon steel exports for 3 years. 

Brazil attained self-sufficiency in steel production in the late 1970's 
and began promoting exports. The Government itself made major direct 
investments in the steel industry; SIDERBRAS, a State company, currently owns 
some 60 percent of the country's steel capacity. Private steel companies 
enjoy major subsidies from the Government, including preferential financing, 
tax credits, and other incentives. 2/ In 1983, Brazil was the 11th ranking 
raw steel producer in the world, and it is by far the largest steel producer 
in Latin America. 

Brazil is one of seven countries with which the United States negotiated 
a voluntary restraint agreement in December 1984, limiting its steel shipments 
to the United States for a 5-year period effective October 1, 1984. 3/ Brazil 
agreed to supply no more than 0.80 percent of apparent U.S. consumption of 
finished steel products during this period. In return, the United States 
agreed to discontinue antidumping and countervailing duty proceedings against 
most steel imports from Brazil. 4/ 

1/ Brazil generally took little advantage of the $1.5 billion U.S. credit 
facility. However, agricultural products were part of the products and 
services for which this facility was authorized. Actual utilization for 
agricultural items was less than 2 percent of credit used for all commodities 
and services. (Source: EXIMBANK). 

2/ For additional information, see U.S. International Trade Commission, 
Foreign Industrial Targeting and its Effects on U.S. Industry: Phase III,  
USITC Publication 1632, January 1985, pp. 37-74. 

3/ On Sep. 18, 1984, the President outlined his policy of dealing with 
unfair trade in steel by seeking negotiated agreements with major suppliers 
within a 90-day period. See "The Steel Import Program" in Chap. I. 

4/ The agreement was signed on Feb. 26, 1985. In addition to limiting steel 
exports, the Brazilians agreed to hold semifinished steel exports to a level 
not to exceed 7000,000 tons per year. It limited Brazil's steel exports to an 
estimated 1.5 million tons (to include 784,000 tons of finished steel and 
700,000 tons of semifinished steel) in the initial period of the agreement: 
October 1984 through December 31, 1985. This compares with 1.4 million tons 
in 1984 and 1.26 million tons in 1983. 
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Textiles 

In 1984, the United States and Brazil were in the last year of their 
third bilateral textile agreement under the MFA. This agreement entered in 
force on April 1, 1982, and is due to expire on March 31, 1985. It 
established limits (or provided for consultation on limits) for specified 
categories of cotton and manmade textile products Brazil might ship to the 
United States. 1/ During the year under review, the Commission conducted an 
investigation at the request of Brazil on the possible effect of revoking 
countervailing duty orders on combed and carded cotton. Based on the 
Commission's determination in May, the Department of Commerce revoked the 
countervailing duties in effect on combed yarn of cotton but maintained duties 
on carded yarn of cotton. 

Footwear 

Brazil, a major source of imported nonrubber footwear to the United 
States, was favorably affected by a determination of the Commission in 
June 1984. Following an investigation conducted under Section 201 of the 
Tariff Act of 1974, the Commission determined that nonrubber footwear is not 
being imported into the United States in such increased quantities as to be a 
substantial cause of serious injury or threat thereof to the domestic 
industry. 2/ 

Nonetheless, footwear remains a sensitive area of economic relations with 
the United States, which is Brazil's largest market. 3/ U.S. footwear imports 
from Brazil continued to rise in 1984 to $854 million from $514 million in 
1983 

In January 1985, the Commission found good cause to institute a new 
footwear investigation at the request of the Senate Finance Committee. The 
Commission cited, among other reasons, that since its negative finding in June 
1984, Congress had clarified the meaning of the provision on which the earlier 
investigation was based. The new footwear investigation reintroduced an 
element of uncertainty into Brazil's prospects for footwear exports into the 
United States. 

1/ In the past, the two countries signed several bilateral textile accords, 
the first one in 1970. The last three were under the MFA. The current 
agreement is the first to cover manmade textile products in addition to cotton 
textiles. 

2/ Nonrubber Footwear, USITC Publication 1545, July 1984. 
3/ In 1983, the Commission conducted an investigation under Sec. 104(b) of 

the Trade Agreements Act of 1979 at the Brazilian Government's request. The 
investigation was to determine the likely effects of revoking the 
countervailing duty orders in effect on Brazilian footwear. Based on the 
Commission's findings, the countervailing duties in question were subsequently 
removed. 
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Sugar 

Brazil's sugar exports to the United States are restrained by import 
quotas reinstituted by the U.S. Government in May 1982. 1/ Since the quotas 
were reimposed, Brazil has been seeking larger quota allocations on grounds 
that its sugar exports to the United States had been untypically low in the 
base period used (1979-81). 

Brazil was also seeking a reduction of U.S. duty rates on sugar. Having 
exceeded the "competitive limit" provisions of the GSP program, Brazilian 
sugar does not currently benefit from U.S. preferential duty programs as does 
that of some other developing countries in the Western hemisphere. 

1/ Quantitative restrictions of U.S. imports are based on sec. 22 of the 
Agricultural Trade Act of 1933, as amended, which aims to prevent interference 
with price support programs operated by the U.S. Department of Agriculture. 
While there were no support programs for the 1980 and 1981 crops, such 
programs were reinstituted for the 1982-85 crops. 





CHAPTER V  

ADMINISTRATION OF U.S. TRADE LAWS AND REGULATIONS  

INTRODUCTION 

This chapter reviews activities related to the administration of U.S. 
trade laws during 1984. Sections are included on U.S. actions under import 
relief and unfair trade laws. Import relief laws are designed to safeguard 
U.S. industries from injurious, sharply increasing levels of imports when 
unfair trade practices are not at issue. Unfair trade laws are designed to 
counter the effect of foreign imports benefiting from unfair trade practices, 
such as dumping, certain subsidies, or other practices as defined by domistic 
statutes. A section reviewing the administration of other import programs 
covers actions under laws regulating trade with respect to agricultural 
products and national security considerations, and implementation of the 
Caribbean Basin Initiative and the U.S. Generalized System of Preferences. 

In 1984, the U.S. President announced that he would not implement the 
Commission's recommendations for granting import relief pursuant to section 
201 of the Trade Act of 1974 for certain steel and copper products. For the 
steel products concerned, the President instead directed USTR to negotiate 
voluntary restraint agreements with major foreign suppliers. The Department 
of Commerce and the Commission continued to have a large caseload of 
antidumping and countervailing duty investigations during the year. As in 
previous years, the preponderance of investigations undertaken by the United 
States Trade Representative on alleged violations of trade agreements by 
foreign governments focused on outstanding trade issues in U.S.-EC trade. 

IMPORT RELIEF LAWS 

Safeguard Actions 

Under section 201 of the Trade Act of 1974, the U.S. International Trade 
Commission conducts investigations to determine whether a product is being 
imported into the United States in such increased quantities as to be a 
substantial cause of serious injury or threat thereof to a domestic industry 
producing a like or directly competing product. 1/ Section 201 is based on 
article. XIX of the General Agreement on Tariffs and Trade, commonly referred 
to as the escape clause because it permits a country to "escape" temporarily 
from GATT obligations with respect to a particular product when certain 
conditions prevail. Affirmative (or equally divided) Commission 
determinations allow the President to invoke GATT article XIX and to impose 
import relief in the form of increased tariffs, quotas, or tariff-rate quotas, 
as well as orderly marketing arrangements. Under section 203, the Commission 
conducts reviews to advise the President on the probable economic effect of 
extending, reducing, or terminating import relief in place. No section 203 
investigations were undertaken in 1984. 

During 1984, escape-clause relief continued in effect for heavyweight 
motorcycles and stainless and alloy tool steel, pursuant to Presidential 

1/ The domestic industry consists of those domestic producers "producing an 
article like or directly competitive with the imported article." (19 U.S.C. 
2251(b)(1)). 
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actions taken in 1983. 1/ Previously granted escape-clause relief for 
porcelain-on-steel cooking ware expired on January 16, 1984, and relief for 
clothespins expired on February 22, 1984. 

The Commission completed five section 201 investigations in 1984. The 
Commission voted in the negative in the three cases concerning stainless steel 
table flatware (inv. no. TA-201-49), nonrubber footwear (inv. no. TA-201-50), 
and canned tuna fish (inv. no. TA-201-53). Affirmative determinations were 
made in the two cases on carbon and certain alloy steel products (inv. no. 
TA-201-51) and unwrought copper (inv. no. TA-201-52). Commission 
recommendations and Presidential actions regarding affirmative determinations 
taken in 1984 are described below, as are the followup actions on the 1983 
determination on stainless and alloy tool steel. 

Carbon and certain alloy steel products 

On July 11, 1984, the Commission found that increased steel imports had 
been a substantial cause of serious injury to domestic firms and workers. 
Affirmative injury determinations were made by the Commission with respect to 
imports of semifinished steel, plates, sheets and strip, wire and wire 
products, and structural shapes and units. (The Commission did not find injury 
with respect to imports of wire rod, rail products, bars, and pipes and 
tubes.) A majority of the Commission recommended to the President that he 
impose a combination of quantitative restrictions and increased duties on 
imports of certain carbon and alloy steel products for a 5-year period. The 
recommendation proposed that increased tariffs be applied to wire products and 
semifinished steel and that quantitative restrictions be imposed on steel 
sheet, plates and strip, structural shapes and units, and wire for 5 years. A 
minority of the Commission recommended that no relief be provided. 2/ 

On September 18, the President determined that the imposition of import 
relief was not in the national economic interest and, instead, outlined an 
administration program to promote steel industry adjustment to world 
competition. 3/ Under this program, the President directed the USTR to 
negotiate agreements with countries whose exports to the United States had 
increased significantly in recent years. According to the President, the 
negotiations would result in voluntarily limiting imports to approximately 
18.5 percent of the U.S. market, excluding semi-finished steel. The President 
concluded bilateral agreements with the Governments of Japan, Korea, Brazil, 
Mexico, Spain, Australia, Finland, and South Africa during 1984. 4/ The 

1/ For further information on the 1983 investigations see the Operation of  
the Trade Agreements Program, 35th Report, 1983,  p. 342. 

2/ Commissioners Eckes, Lodwick and Rohr voted in the affirmative. 
Chairwoman Stern and C6mmissioner Liebeler voted in the negative. 
Commissioner Haggart did not participate. 

3/ For a discussion of the administration's steel-import-stabilization 
program, see chap. I. 

4/ Additional agreements have been negotiated during 1985. The Trade and 
Tariff Act of 1984 signed into law by the President on October 30, 1984 
provides Presidential authority to enforce bilateral restraint arrangements 
with foreign steel-supplying countries for certain steel products. For 
further information on the Act, see chap. I. 
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agreements, which are retroactive to October 1, 1984, are scheduled to remain 
in effect through September 31, 1989. 

Unwrought copper 

On June 27, 1984, the Commission recommended that the President grant 
relief to the domestic copper industry. Two Commissioners recommended an 
increase in tariffs and two recommended the imposition of quotas. One 
Commissioner recommended that no relief be granted. 1/ On September 6, the 
President determined that granting import relief would not be consistent with 
the national economic interest. He stated that import restrictions would 
create a differential between U.S. and world prices of copper that would 
disadvantage the U.S. copper fabricating industries and shrink domestic demand 
for copper in the long term. At the same time, he directed the Department of 
Labor to coordinate retraining and relocation assistance for workers in the 
industry and directed the Department of Commerce to monitor copper imports and 
conditions in the domestic industry. 2/ 

Stainless and alloy tool steel 

In July 1983 the President issued a Proclamation which provided import 
relief on specialty steels for a 4-year period through the temporary 
imposition of increased tariffs for stainless steel sheet, strip, and plate 
and quotas based on the Commission's recommended minimum import tonnages for 
stainless steel bar, rod, and alloy tool steel. 3/ In October 1983, the U.S. 
Government concluded orderly marketing agreements (OMA's) covering 61 percent 
of all quota-bound specialty steel imports with the Governments of Japan, 
Canada, Poland, Argentina, Spain, Austria, and Sweden. 4/ The agreements 
reduced commensurately the remainder of the quota available to other nations. 
In March 1984, the EC announced retaliatory measures, taken in conformity with 
its rights under the GATT, to compensate for the U.S. steel actions. 5/ 

Market Disruption 

Section 406 of the Trade Act of 1974 provides for investigations by the 
Commission to determine whether imports of an article originating in a 

1/ Chairwoman Stern and Commissioner Rhor recommended an increase in 
tariffs. Commissioners Eckes and Lodwick recommended the imposition of 
quotas. Vice Chairman Liebeler voted in the negative. Commissioner Haggart 
did not participate. 

2/ Memorandum from the President to the USTR on Sept. 6, 1984, in Weekly 
Compilation of Presidential Documents, Vol. 20, No. 36, p. 1240. 

3/ Proclamation 5074 of July 19, 1983 (Federal Register, Vol. 48, No. 141). 
4/ OMA's were recognized as a form of import relief under section 203 of the 

Trade Act of 1974 and have been used frequently to provide import relief to 
U.S. industries. 

5/ For more information see the sec. entitled "U.S.-EC Bilateral Trade 
Issues" in chap. IV. 



194 

nonmarket -economy (communist) country are causing market disruption with 
respect to an article produced by a U.S. industry. 1/ 

In its only section 406 activity during 1984, the Commission 
investigated the economic effect on the U.S. market of imports of ferrosilicon 
from the Soviet Union. The Commission's action was in response to a request 
on November 17, 1983, from the USTR. On February 2, 1984, the Commission 
determined that imports of ferrosilicon from the Soviet Union were not causing 
market disruption. The ferrosilicon case was the 10th investigation 
instituted pursuant to section 406 since the section took effect in 1975. 

Adjustment Assistance 

The Trade Act of 1974 provides for adjustment assistance to workers, 
firms, and industries adversely affected by increased imports. Adjustment 
assistance to workers is administered by the Department of Labor and is 
delivered in the form of cash benefits for direct trade readjustment 
allowances as well as service benefits that include allowances for job search, 
relocation, and training. Assistance to firms and industries is administered 
by the Department of Commerce in the form of technical and financial 
assistance. 2/ Industrial aid through the Department of Commerce is intended 
to improve the ability of firms to compete in home markets and to stimulate 
U.S. exports of trade-affected products. 

Assistance to workers 

The Department of Labor instituted 433 investigations in fiscal year 1984 
on the basis of petitions for eligibility filed to apply for trade adjustment 
assistance, a decrease of 64 percent from the 1,217 investigations instituted 
in fiscal year 1983. The results of investigations completed or terminated in 
fiscal year 1984 (including those instituted in the previous year) were as 
follows: 

Number of  
investigations 	Number of  

Item 	 or petitions 	workers  

Complete certifications 	 344 22,339 
Partial certifications 	 21 2,289 
Petitions denied 	  443 67,968 
Petitions terminated or 
withdrawn 	  19 284 

Total 	  827 92,880 
Source: U.S. Department of Labor 

1/ If the Commission issues an affirmative determination, it must also 
recommend to the President a remedy for the existing or threatened market 
disruption. The remedy is directed only at the imports that are the source of 
the market disruption. A sec. 406 investigation can be based on a request by 
the President, the USTR, by resolution of certain committees of the U.S. 
Congress, or other requesters or petitioners enumerated in sec. 201(a)(1). If 
the President takes action following an affirmative Commission determination 
in a sec. 406 case, he has essentially the same options for import relief as 
those provided in secs. 202 and 203 of the Trade Act of 1974. 
2/ Technical assistance includes assistance in engineering, production 

methods, financial management, and marketing. Financial assistance includes 
both direct loans and loan guarantees. 
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As a result of lower rates of eligibility for assistance than in previous 
years, Department of Labor expenditures in fiscal year 1984 on direct cash 
benefits to certified workers decreased significantly to $35.3 million. This 
figure was $1.2 million less than the estimated total expenditures in fiscal 
year 1983. Funds allocated in 1984 were directed predominantly to certified 
workers in the automobile and steel industries in the Midwest. In addition to 
direct financial assistance, the Department provided allowances in fiscal year 
1984 for worker activities in the areas shown in the following tabulation: 

Number of  
Item 	 workers 	Expenditure  

Job search 	799 	$183,500 
Relocation 

alloumnces 	2,222 	2,305,270 
Training 	  29,275 	16,463,573 

Source: U.S. Department of Labor 

Assistance to firms and industries 

The International Trade Administration in the Department of Commerce 
certified 398 firms as eligible for trade adjustment assistance during fiscal 
year 1984, a decrease of 3 percent from the 412 firms certified in FY 1983. 
The ITA approved the adjustment proposals of 16 certified firms and authorized 
financial assistance totaling $23.9 million, including $7.5 million in direct 
loans and $16.4 million in loan guarantees. The ITA also provided direct 
technical assistance valued at $13.0 million through its Trade Adjustment 
Assistance Centers (TAAC's) to 814 trade-impacted firms. Firms in the primary 
metals, fabricated metals, machinery, and miscellaneous manufacturing sectors 
accounted for 48 percent of all certification activity in fiscal year 1984. 
In contrast, firms in the apparel, leather goods, and textile sectors, which 
in previous years had accounted for 55 percent of all firms certified, 
accounted for only 28 percent of all fiscal year 1984 certification 
activity. 1/ 

The Department of Commerce awarded cooperative agreements totaling 
$3.2 million to 10 industry associations for trade-adjustment technical 
assistance. These associations represented producers of apparel and textiles, 
gears, leather products, electronics, wire machinery, industrial fabrics, 
uniforms, sporting goods, jewelry, and onions. 2/ 

LAWS AGAINST UNFAIR TRADE 

U.S. law provides remedies for U.S. industries against certain types of 
unfair trade actions, including (1) dumping, (2) subsidies, and (3) unfair 
methods of competition in import trade, such as patent infringement. It also 

1/ Figures compiled from information provided by the U.S. Department of 
Commerce. 

2/ Trade adjustment technical assistance programs, initially funded in 
previous years, continued in effect throughout fiscal year 1984 for industries 
that process shrimp and produce industrial machinery, footwear, mushrooms, 
stainless steel flatware, shakes and shingles, industrial fasteners, steel, 
cutlery, vitreous chinaware, earthenware, work gloves, luggage, handbags, 
handmade glass, hand tools, wool, loudspeakers, and hardwood products. 



196 

provides for enforcement of rights under trade agreements and remedies against 
unfair trade practices of foreign governments that burden or restrict U.S. 
commerce. As a result of the numerous antidumping and countervailing duty 
investigations undertaken in 1984 by the International Trade Commission and 
the Department of Commerce, 23 new antidumping orders and 14 new 
countervailing duty orders were imposed. Out of 46 unfair practice 
investigations undertaken by the Commission, 14 resulted in exclusion orders. 
Under section 301 provisions addressing rights under trade agreements and 
certain foreign practices, the USTR instituted two new investigations in 1984 
concerning EC subsidies on satellite launching services and EC technical 
standards on fertilizers. 

Antidumping Actions 

The antidumping laws are designed to prevent unfair foreign competition 
due to international price discrimination. Under section 731 of the Tariff 
Act of 1930, as amended, 1/ the United States may impose antidumping duties to 
offset the effects of imports into the U.S. market that are determined to be 
priced below their fair value based on affirmative findings by the U.S. 
Department of Commerce and the U.S. International Trade Commission. The 
Department of Commerce investigates whether imports are being, or are likely 
to be, sold in the United States at less than fair value. 2/ The 
International Trade Commission determines whether a domestic industry is 
materially injured or threatened with material injury or whether the 
establishment of a domestic industry is materially retarded by reason of such 
imports. 3/ 

The Department of Commerce completed 61 final antidumping investigations 
in 1984 on the issue of price discrimination, an increase of 144 percent from 
the 25 final investigations completed in 1983. Antidumping duties were 
imposed as a result of 22 of these investigations on a total of 18 products 
from 9 countries. The Commission completed 50 preliminary and 32 final 
antidumping investigations to determine material injury or threat thereof. 
Details of antidumping actions and outstanding orders--including suspension 

1/ The Trade Agreement Act of 1979 amended the Tariff Act of 1930 by adding 
title VII, containing new antidumping provisions. These provisions were 
amended recently by the Trade and Tariff Act of 1984. 

2/ Sales at less than fair value exist whenever the price of goods exported 
to the United States is less than the price at which such or similar goods are 
sold in the market of the exporting country for home consumption. If the home 
market sale price is not based on normal commercial considerations, or if too 
few domestic sales have been made to provide an adequate basis for comparison, 
alternative methods, such as constructed value, are used. 

3/ If the Commission issues an affirmative preliminary determination 
concerning material injury to a U.S. industry, a preliminary and a final 
investigation are conducted by the Department of Commerce to determine whether 
the imported product is being, or is likely to be, sold at less than fair 
value, within the meaning of the Tariff Act of 1930. The Commission issues 
its final injury determination either 120 days after Commerce's preliminary 
affirmative determination or 45 days after Commerce's final affirmative 
determination. If Commerce's preliminary determination is negative and its 
final determination is affirmative, the International Trade Commission issues 
its final injury determination within 75 days after the final affirmative 
determination. 
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agreements in effect 1/ and revocations in 1984--are presented in tables A-5 
and A-6. A summary of antidumping cases in 1984 follows. 

Summary of U.S. antidumping activity in 1984 

Petitions filed 	  73 

	

Investigations completed    49 
Preliminary Commission negative determinations---- 	 4 
Final Commerce determinations: 

Negative 	  5 
Affirmative 	  38 

Final Commission determinations: 
Negative 	  9 
Affirmative 	  19 

Suspensions of investigations 	  0 
Withdrawal or termination of petitions 	  13 
Final antidumping orders 	  22 

Source: Compiled from records of the U. S. Department of Commerce 
and the U.S. International Trade Commission. 

The Commission completed two administrative reviews of outstanding 
antidumping orders in 1984 under section 751 of the Tariff Act of 1930 2/ to 
determine whether revocation of an order in effect would cause material injury 
or threat thereof, or materially retard establishment of a domestic industry. 
In December 1984, the Commission issued an affirmative ruling on one 
investigation, resulting in the continuation of the order on drycleaning 
machinery from West Germany. The second case on acrylic sheet from Japan was 
dismissed prior to the Commission issuing a determination on the merits of the 
case. The Department of Commerce, through its administrative review 

1/ An antidumping investigation can be terminated through a suspension 
agreement prior to a final determination by the Department of Commerce, if 
exporters accounting for substantially all of the imports of the merchandise 
under investigation agree to either eliminate the dumping or to cease exports 
of the merchandise to the United States within 6 months after suspension of 
the investigation or if extraordinary circumstances are present and the 
exporters agree to revise prices to completely eliminate the injurious effect 
of the imports. The investigation is reinstituted at the same stage as 
suspended should less-than-fair-value sales recur. 

2/ The Trade Agreements Act of 1979 amended the Tariff Act of 1930 to 
establish, under sec. 751 (19 U.S.C. 1675), a statutory procedure for the 
review of outstanding antidumping determinations or suspension agreements. 
Under sec. 751(a), periodic reviews are conducted by the Department of 
Commerce to adjust the amount of duty. (The Trade and Tariff Act of 1984 
amended this provision such that the periodic review will be conducted upon 
request rather than annually. Under sec. 751(b), a review of a final 
determination or of a suspension agreement shall be conducted by the 
Department of Commerce (to determine if the unfair practice still exists) or 
the Commission (to determine if injury still exists) whenever it receives 
information or a request showing changed circumstances sufficient to warrant 
such review. Without good cause shown, however, no final determination or 
suspension agreement can be reviewed within 24 months of its notice. The 
party seeking revocation of an antidumping order has the burden of persuasion 
as to whether there are changed circumstances sufficient to warrant revocation. 
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procedures (conducted in conformity with section 751 of the Tariff Act), 
revoked orders in 1984 on six products: printed vinyl film from Argentina; 
viscose rayon staple fiber from Belgium; condenser paper from France; tempered 
sheet glass from Japan; perchloroethylene from Belgium, France, and Italy; and 
pig iron from Czechoslovakia, East Germany, Romania, and the U.S.S.R. 

Countervailing Duty Actions 

The U.S. countervailing duty law originally enacted in 1897 and amended 
most recently by the Trade and Tariff Act of 1984 1/ is set forth in sections 
303 and Title VII of the Tariff Act of 1930. It provides for the levying of 
special duties to countervail or offset foreign subsidies on products imported 
into the United States. A material injury test was added to the U.S law in 
1979 in title VII of the Tariff Act of 1930 (19 U.S.C. 1671) to align the law 
with U.S. obligations under the GATT Agreement on Subsidies and Countervailing 
Measures. Articles originating in countries that have been designated as a 
"country under the Agreement" for the purposes of title VII are entitled to 
this injury test by the Commission. 2/ Articles imported from other countries 
are subject to countervailing duties regardless of whether or not there has 
been injury to a domestic industry. In these cases, duties are levied under 
Section 303 (19 U.S.C. 1303) by the Department of Commerce and producers are 
entitled to an injury test from the Commission only if an article entered free 
of duty. 

Procedurally, the countervailing duty law is similar to the antidumping 
law. The Department of Commerce determines whether a subsidy exists and the 
margin of subsidy. The Commission, if an injury test is required, determines 
whether a domestic industry has been materially injured, or is threatened with 
material injury, or whether the establishment of a domestic industry has been 
materially retarded, by reason of imports of such subsidized merchandise. 

The Department of Commerce completed 39 final countervailing duty 
investigations in 1984, representing a slight increase over the 
35 investigations completed in 1983. Countervailing duty orders were imposed 
as a result of 14 of these investigations on a total of 11 products from 6 
countries. The Commission completed 16 preliminary and 7 final investigations 
on the issue of material injury or threat thereof as a result of subsidized 
imports. Details of countervailing duty actions and outstanding 
orders--including suspension agreements in effect 3/ and revocations in 

1/ The Trade and Tariff Act of 1984 is discussed separately in chap. 1. 
2/ Most of the major U.S. trading partners have signed the GATT Agreement on 

Subsidies and Countervailing Duties. The Commission also conducts preliminary 
and final injury investigations under sec. 303 if the imports enter the United 
States free of duty and the international obligations of the United States so 
require. 

3/ A countervailing duty investigation can be terminated through a 
suspension agreement prior to a final determination by the Department of 
Commerce on the issue of subsidization, if (1) the government of the 
subsidizing country, or exporters accounting for substantially all of the 
imports of the merchandise under investigation, agree to eliminate the 
subsidy, to completely offset the net subsidy, or to cease exports of the 
merchandise to the United States within 6 months after suspension of the 
investigation; or (2) extraordinary circumstances are present and the 
government or exporters described above agree to take action that will 
completely eliminate the injurious effect of the imports of the merchandise 
under investigation. The investigation is reinstituted at the same stage 
where it was suspended if subsidization recurs. 
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1984--are presented in tables A-7 and A-8. A summary of countervailing duty 
cases in 1984 follows. 

Summary of U.S. countervailing duty activity in 1984 

Petitions filed 	  52 

	

Investigations completed    32 
Preliminary Commission negative determination 	  3 
Final Commerce determination: 
Negative 	  6 
Affirmative determination 	  18 

Final Commission determination: 
Negative 	2 
Affirmative 	5 

Suspension of investigation 	  3 
Withdrawal or termination of petitions 	  6 
Final countervailing duty orders 	  14 

Source: Compiled from records of the U.S. Department of Commerce 
and the U.S. International Trade Commission. 

The Commission completed one administrative review in 1984, under section 
751 of the Tariff Act of 1930, to determine whether revocation of a suspension 
agreement in effect would cause material injury or threat thereof, or 
materially retard establishment of a domestic industry. 1/ On December 13, 
1984, the Commission issued an affirmative ruling, resulting in the 
continuation of the agreement reached between the Department of Commerce and 
the Government of Brazil on frozen concentrated orange juice. The Department 
of Commerce through its administrative review procedures (conducted in 
conformity with section 751 of the Tariff Act) revoked orders in 1984 on two 
products: cordage from Cuba and scissors and shears from Brazil. 

1/ The Trade Agreements Act of 1979 amended the Tariff Act of 1930 to 
establish, under sec. 751 (19 U.S.C. 1675), a statutory procedure for the 
review of outstanding countervailing duty determinations or suspension 
agreements. Under sec. 751(a), periodic reviews are conducted by the 
Department of Commerce to adjust the amount of duty. (The Trade and Tariff 
Act of 1984 amended this provision such that the periodic review will be 
conducted upon request rather than annually.) Under sec. 751(b), a review of 
a final determination or of a suspension agreement shall be conducted by the 
Department of Commerce (to determine if the unfair practice still exists) or 
the Commission (to determine if injury still exists) whenever it receives 
information or a request showing changed circumstances sufficient to warrant 
such review. Without good cause shown, however, no final determination or 
suspension agreement can be reviewed within 24 months of its notice. The 
party seeking revocation of an countervailing duty order has the burden of 
persuasion as to whether there are changed circumstances sufficient to warrant 
revocation. 
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The Commission completed four special administrative reviews, under the 
provisions of section 104 of the Trade Agreements Act of 1979, of outstanding 
countervailing duty orders in 1984. Two others were pending at yearend. 1/ 
Under this provision, foreign governments or exporters of merchandise whose 
products, subject to outstanding countervailing duty orders and entitled to an 
injury test under the terms of the 1979 trade act could, for a period of 3 
years, request an injury review with respect to these outstanding orders. The 
remainder of the requested section 104 reviews will be completed in 1985. 
These review investigations were conducted under section 104 of the Trade 
Agreements Act of 1979 to determine whether a domestic industry would be 
materially injured or threatened with material injury, or whether the 
establishment of a domestic industry would be materially retarded, by reason 
of imports subject to these outstanding countervailing duty orders. 

In the first two cases, the Commission issued affirmative determinations 
resulting in the continuation of the orders on the products in question. 
These two cases involved certain castor oil products from Brazil and cotton 
yarn from Brazil. In the other two cases, the Commission issued negative 
determinations. As a result, the Department of Commerce revoked the 
countervailing duty order on these products: bottled green olives from Spain 
and certain tomato products from Greece. Two section 104 investigations 
involving imports from Spain and India of oleoresins were in progress as of 
December 31, 1984. 

Also under the provisions of section 104, the Governments of Australia 
and Spain requested in 1984 that the United States terminate its outstanding 
countervailing duty orders on butter from Australia and vitamin K, 
ferroalloys, and unwrought zinc from Spain. In response, the Commission 
contacted the original petitioners. Since the original petitioners desired to 
withdraw the petition, the Commission published notice of the withdrawal of 
petition and the proposed noninstitution of a review investigation. No 
adverse comments were received from any source. In these circumstances, the 
noninstitution of an investigation has the same effect as a determination of 
no material injury or threat thereof. Consequently, the Department of 
Commerce revoked the outstanding countervailing duty orders. 

Unfair Practices Investigations 

Section 337 of the Tariff Act of 1930 (19 U.S.C. 1337) provides for 
investigations by the U.S. International Trade Commission to determine whether 
unfair methods of competition or unfair acts exist in the import or sale of 
imported articles in the United States. The Commission determines whether the 
effect or tendency of such acts is to destroy or substantially injure an 
efficient and economically operated U.S. industry, to prevent the 

1/ Administrative reviews under sec. 104 of the 1979 Trade Agreements Act 
apply only to countervailing duty orders issued prior to Jan. 1, 1980 when an 
injury test on dutiable products was not required. The statutory deadline for 
foreign governments or exporters of merchandise to the United States to 
request a review investigation under sec. 104 was Jan. 1, 1983. The 
investigations mentioned above represent the remaining outstanding cases. 
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establishment of an industry, or to restrain U.S. commerce. 1/ If the 
Commission determines that a violation exists, it can issue an order--subject 
to Presidential review--excluding the subject imports from entry into the 
United States or order the violating parties to cease and desist from the 
unlawful practices. 2/ Section 337 investigations are usually instituted on 
the basis of a formal complaint; the Commission can, however, institute an 
investigation on its own initiative. In 1964, as in previous years, most 
complaints of unfair acts brought before the Commission alleged infringement 
of a U.S. patent by imported merchandise. The exceptions in 1984 included 
cases involving trademark or copyright infringement, false advertising and 
labeling, and antitrust violations. 3/ Unfair practices that involve dumping 
or foreign government subsidies must be pursued under antidumping and 
countervailing duty provisions of the trade laws, not under section 337. The 
Commission normally completes section 337 investigations within 12 months; it 
may take 18 months in cases declared to be more complicated. 

The Commission completed 46 investigations in 1984 under section 337, a 
significant increase over the 24 investigations completed in 1983. No 
violation of the statute was found in 6 of the 46 investigations completed. 
Fourteen investigations resulted in the issuance of exclusion orders. A 
fifteenth exclusion order was disapproved by the President. The remaining 24 
investigations were terminated by the Commission prior to issuance of 
findings: 10 on the basis of a settlement agreement; 7 on the basis of a 
consent order; 3 with prejudice to the complainant; 2 on the basis of 
abatement; and 1 each for noninfringement, and complainants' motion. 
Commission activities involving section 337 actions in 1984 are presented in 
table A-9. 

As of December 31, 1984, a total of 33 outstanding exclusion orders based 
on violations of section 337 were in effect. All but 8 of these involve 
patent violations. Table A-10 lists the investigations that preceded the 
issuance of the orders. 

1/ Proceedings are conducted before an administrative law judge in accord 
with the Administrative Procedure Act, 5 U.S.C. 551 et seq. Following 
hearings, the administrative law judge transmits to the Commission a 
recommended determination. The Commissioners issue the final determination 
after reviewing the record and the recommended determination. If the 
Commission finds a violation, it must determine the appropriate remedy, the 
amount of any bond to be collected while the order is pending before the 
President, and whether public-interest considerations preclude the issuance of 
an exclusion or cease and desist order. Violation of a Commission order may 
be subject to civil penalties of up to $10,000 per day. 

2/ A patent provides its holder with the right to exclude others from 
manufacturing, using, or selling the patented product, process, or design for 
a 17-year period. An exclusion order banning imports of articles that 
infringe the patent for the duration of the 17-year period is often the remedy 
recommended in patent infringement cases. The Commission can order temporary 
exclusion of articles or issue a temporary cease-and-desist order during the 
pendency of an investigation. The Commission does not issue such orders if 
there are overriding public-interest considerations. The President may 
disapprove an order within 60 days of issuance for policy reasons. 

3/ Other examples of unfair acts include breach of contract, collusive 
bidding, contributory infringement, failure to mark country of origin, refusal 
to deal or sell, trademark dilution, trade secret misappropriation, and 
fraudulent inducement to enter into a licensing agreement. 
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Traditionally, the Commission has conducted investigations under section 
603 of the Trade Act of 1974 to gather information necessary to determine 
whether a basis exists for instituting a section 337 investigation. The 
Commission is generally authorized under section 603 to conduct preliminary 
investigations to determine the scope and manner of its proceedings and to 
consolidate proceedings before it. 

The Commission, on April 11, 1984, instituted an investigation on 
certain hydrogenerators from Japan (inv. no. 603-TA-9) to examine the market 
for the article and to determine if allegations by the domestic hydrogenerator 
industry of unfair import practices merited a full section 337 investigation. 
The alleged unfair methods of competition consisted of a combination or 
conspiracy to restrain or monopolize trade and commerce in the United States, 
a combination or conspiracy to allocate customers or markets, and the bidding 
on and sale, either individually or in concert, of hydrogenerators in the 
United States at predatory prices. At the close of 1984, this investigation 
was still pending. 

Enforcement of Trade Agreements and Response 
to Certain Foreign Practices 

Section 301 of the Trade Act of 1974, as amended, (19 U.S.C. 2411), 
gives the President the authority and means to enforce U.S. rights under trade 
agreements, including various nontariff agreements. According to time limits 
imposed under section 301, the President must try to obtain the elimination of 
trade practices of foreign governments and instrumentalities that, upon 
investigation, he determines to be unjustifiable, unreasonable, or 
discriminatory, and that burden or restrict U.S. commerce. 1/ An 
interdepartmental committee headed by the United States Trade Representative 
conducts these investigations (including hearings if requested), usually on 
the basis of petitions alleging 301 violations. 2/ If the foreign entity does 
not agree to change its practices, the President is empowered to (1) deny it 
the benefits of trade-agreement concessions, and (2) impose duties, fees, or 
other import restrictions, where appropriate. 

During 1984, three new section 301 petitions were filed, one of which 
was withdrawn prior to initiation. The case brought by Transpace Carriers, 
Inc. concerning satellite launching services reflects the increasing effort by 
service industries to obtain section 301 remedies. Of the six petitions filed 

1/ Within this context, "commerce" includes services related to 
international trade, regardless of whether such services are related to 
specific products. 

2/ The statute provides a number of procedures to be followed by the USTR 
and imposes time limits on actions. If the USTR accepts the petition, the 
statute directs that he consult with the foreign country or instrumentality 
involved. In the case of a dispute between Contracting Parties to the GATT, 
the GATT is used as a forum for attempts to settle a dispute. On some 
occasions, the United States has relied on the dispute settlement provisions 
of the GATT Agreement on Subsidies and Countervailing Duties. Art. XXIII also 
includes procedures that may be used if a Contracting Party believes that a 
benefit accruing to it is being nullified or impaired by another Contracting 
Party. 
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in 1983, only the three concerning foreign restrictions on U.S. soybean 
exports remain unresolved. Table 22 provides a summary of the activity on 
section 301 cases during 1984 that is described in greater detail below.. 

Cases instituted 

EC subsidies on satellite launching services 1/ 

In a petition filed in May 1984, Transpace Carriers, Inc. alleged that 
the Member Governments of the European Space Agency--Belgium, Denmark, France, 
Germany, Ireland, Italy, the Netherlands, Sweden, Spain, Switzerland and the 
United Kingdom--and their space-related instrumentalities subsidize satellite 
launching services offered by Arianespace. In July 1984, the USTR initiated 
the investigation and requested consultations with the members of the European 
Space Agency. At these consultations, held in November and December of 1984, 
USTR gathered information in order to determine how to proceed further with 
the investigation. 

EC technical standards for fertilizers 2/ 

In a petition filed on August 17, 1984, the Fertilizer Institute alleged 
that a technical standard for triple superphosphate adopted by the EC is 
inconsistent with the provisions of the GATT Standards code. On October 1, 
1984, the USTR initiated an investigation. Following preliminary 
consultations with the EC near the end of 1984, the USTR returned to the 
petitioner to collect further information on the case. 

Cases resolved 

Japanese import restrictions on leather 3/ 

In a petition filed in August 1977 the Tanners Council of America alleged 
that Japan violated GATT article XI in imposing quantitative restrictions on 
imports of leather from the United States and alleged that Japanese tariffs 
were excessively high. The U.S. consultations with Japan under GATT article 
XXIII(1) in January 1979 resulted in an understanding that Japan would expand 
the quota on imported leather. Since the terms of the understanding were not 
realized, the United States requested a GATT panel, which was established in 
April 1983. The GATT Council first considered the panel report of this 
subject in March 1984. 4/ After Japan agreed to adoption of the report in 
May, it promised to take remedial measures. Japan had not, however, completed 
implementation of these measures by yearend and the U.S. continues to monitor 
developments. 

1/ Inv. no. 301-46. 
2/ Inv. no. 301-47. 
3/ Inv. no. 301-13. 
4/ For further information on the panel report, see the Dispute Settlement 

sec. of chap. II. 
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Canadian tax deductions for television advertising 1/ 

In a petition filed August 1978, certain U.S. television licensees 
alleged that certain provisions of Canadian Income Tax Act unreasonably denied 
tax deductions to Canadian taxpayers for purchase from a U.S. broadcaster of 
advertising time aimed at the Canadian market, since the Canadian law did 
allow deductions for purchase of advertising time from Canadian broadcasters. 
After public hearings held in November 1978 and July 1980, the President 
determined that the most appropriate response was U.S. legislation that would 
mirror the Canadian tax practice. In October 1984, the United States enacted 
legislation that applied such tax provisions with respect to Canada. 2/ 

Taiwan subsidies  )n rice exports 3/ 

In a petition filed in September 1983, the Rice Millers Association 
alleged that Taiwan's subsidies on exports of rice restrict U.S. exports and 
burden the U.S. support program. Consultations with Taiwan were held in 
December 1983 and again in January and February of 1984. The petitioner 
withdrew its petition after bilateral discussions resulted in an understanding 
providing for limits on subsidized rice exports from Taiwan. Consequently, 
the USTR terminated the investigation in March 1984. 

Argentine postal restrictions 4/ 

In a petition filed in September 1983 the Air Courier Conference of 
America alleged that Argentine regulations granting exclusive control over the 
international air transportation of time-sensitive commercial documents ( i.e. 
express mail) to the Argentine postal system were unreasonable. Consultations 
with Argentina were held in March 1984. In November 1984, the President 
determined that Argentine practices were an unreasonable restriction on U.S. 
commerce. He directed the USTR to hold another consultation, as requested by 
Argentina, and to submit proposals for section 301 action within 30 days. By 
the end of 1984, Argentina had temporarily lifted the postal restrictions 
concerned. Early in 1985, the case was resolved when these restrictions were 
lifted permanently. 

Cases outstanding 

EC export subsidies on wheat flour 5/ 

In a petition filed in November 1975, the Millers National Federation 
alleged that the EC violated GATT article XVI(3) in using export subsidies to 
gain more than its equitable share of world trade in wheat flour. GATT 
article XXII(1) consultations were held in 1977 and 1980 and technical 

1/ Inv. no. 301-15. 
2/ This new provision is contained in sec. 232 of the Trade and Tariff Act 

of 1984. 
3/ Inv. no. 301-43. 
4/ Inv. no. 301-44. 
5/ Inv. no. 301-6. 
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discussions followed in 1981. The Subsidies code dispute settlement process 
began in September 1981. Conclusions of a Subsidies code panel charged with 
investigating the U.S. allegations were issued in early 1983. 1/ The panel 
report was considered several times by the code committee in 1983, but was not 
adopted. Consultations in the GATT to arrive at a resolution to this case 
continued throughout 1984. The Subsidies code committee was unable to reach 
consensus on adopting the report of the panel. 2/ 

EC citrus preferences 3/ 

In a petition filed on November 1976, the Florida Citrus Commission 
alleged that EC preferential import duties on orange and grapefruit juices and 
fresh citrus fruits from certain Mediterranean countries adversely affected 
U.S. citrus producers. Public hearings were held in January 1977. Following 
the 1979 Tokyo round in which duty reduction was obtained only on fresh 
grapefruit, GATT article XXII:1 consultations were held. Informal 
discussions, formal consultations under GATT article XXIII(1), and GATT 
Council conciliation efforts all failed to produced a mutually satisfactory 
resolution. Consequently, the GATT Council established a panel in November 
1982. Since agreement on panel formation was difficult, meetings began only 
near the end of 1983. The panel report, completed in 1984, reportedly found 
no EC violation of specific GATT rules but agreed that U.S. exports had been 
adversely affected. 4/ The report of the panel was scheduled to be 
considered by the GATT council in March 1985. 

EC and Brazilian export subsidies on poultry 5/ 

In a petition filed in September 1981, the National Broiler Council 
alleged that the EC violated GATT article XVI and the Subsidies code in using 
export subsidies that displace U.S. poultry exports to third-country markets. 
The United States held consultations with the EC under Article 12:3 of the 
Subsidies code in February 1982. In June 1982, the United States submitted 
requests for information under article 17 of the code to both the EC and 
Brazil. Frequent consultations have been held with both the EC and Brazil 
since 1982. The Subsidies code committee held the first conciliation meeting 
in November 1983. Conciliation efforts were repeated in 1984 but, due to 
their lack of success, the United States continued to hold consultations with 
the parties. In spite of frequent consultations in 1984, a resolution to this 
case could not be reached. U.S. efforts in formal and informal consultations 
in both bilateral and trilateral settings yielded no results. 6/ 

1/ The panel report has not been officially released to the public. 
However, numerous press reports state that the panel declined to determine 
whether the EC export subsidies violated specific provisions of the agreement. 

2/ See the chap. II sec. entitled "Agreement on Subsidies and Countervailing 
Duties" for further information. 

3/ Inv. no. 301-11. 
4/ For further information, see the "Dispute Settlement" sec. of chap. II. 
5/ Inv. no. 301-23. 
6/ For further details, see sec. of chap. II entitled "Agreement on 

Subsidies and Countervailing Duties". 
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EC export subsidies on pasta 1/ 

In a petition filed in October 1981, the National Pasta Association 
alleged that the EC violated GATT article XVI and the Subsidies code in using 
export subsidies on nonprimary products (pasta) which displaced U.S.-produced 
pasta in U.S. market. The United States requested a Subsidies code panel in 
April 1982. After several meetings, the panel submitted a report supporting 
the U.S. allegations to the code committee in May 1984. Although the 
committee considered the report repeatedly, it could not reach consensus on a 
decision to adopt the report. Consensus was blocked principally by EC 
disagreement with the recommendations of the panel. 2/ 

EC production subsidies on canned fruit and raisins 3/ 

In a petition filed in October 1981, the California Cling Peach Advisory 
Board alleged that the EC violated GATT article XVI in granting subsidies on 
member states' production of canned peaches, canned pears, and raisins. The 
petitioner claimed the subsidies, which caused EC sales to displace those of 
non-EC products in the EC, resulted in impairment of EC tariff concessions. 
Following unsuccessful consultations with the EC under GATT article XXIII(1), 
a GATT panel was set up to resolve the dispute. After making revisions based 
on U.S. and EC comments, the panel circulated the report to the Contracting 
Parties in July of 1984. Since subsequent attempts to arrive at a bilateral 
settlement have proven unsuccessful, the report will be submitted to the GATT 
Council for consideration in 1985 and, if adopted, would be released publicly 
at that time. 4/ 

Canadian tax and customs measures on front-end loaders 5/ 

In a petition filed in July 1982, J.I. Case Company alleged that Canada's 
regulations allowing remission of customs duties and sales tax on certain 
front-end loaders are unreasonable and discriminatory, burden and restrict 
U.S. commerce, and violate the GATT and the Subsidies Code. In September 1982 
the petition was amended and refiled. The investigation was initiated in 
October 1982 and public hearings were held. Informal consultations with 
Canada under GATT article XXII were held December 21, 1982. The USTR has been 
conducting consultations with the petitioner to obtain more information and 
determine the course of any further action. 

Brazilian import restrictions on nonrubber footwear 6/ 

In a petition filed in October 1982, the Footwear Industries of America, 
Inc., alleged that Brazil's import restrictions on nonrubber footwear, which 
deny U.S. access to the Brazilian market, are inconsistent with the GATT and 

1/ Inv. no. 301-25. 
2/ For further information, see the sec. of chap. II entitled "Agreement on 

Subsidies and Countervailing Duties". 
3/ Inv. no. 301-26. 
4/ For further information, see the "Dispute Settlement" sec. of chap. II. 
5/ Inv. no. 301-34. 
6/ Inv. no. 301-35. 
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are unreasonable and/or discriminatory and a burden on U.S. commerce. 
Consultations were held under GATT article XXII in April 1983. Negotiations 
are continuing to encourage Brazil to liberalize market access for U.S. 
footwear exports. 

Barriers to U.S. exports of soybean oil and meal  

In a petition filed April 6, 1983, the National Soybean Processors 
Association alleged that the Governments of Argentina, Brazil, Canada, 
Malaysia, Portugal, and Spain engage in unfair practices, including export and 
production subsidies and quantitative restrictions, that restrict U.S. exports 
of soybean oil and meal. In May 1983, the USTR initiated investigations 
against Brazil (inv. no. 301-40), Portugal (inv. no. 301-41), and Spain (inv. 
no. 301-42). Consultations with Brazil, requested under article 12 of the 
Subsidies code, were held in November 1983. Consultations with Portugal and 
Spain were requested under GATT article XXII and held in November and 
December, respectively, of 1983. 

Additional consultations with Brazil under the GATT Subsidies code are 
scheduled for April 1985 to discuss Brazil's claim that it has now eliminated 
subsidy practices in this area. Following GATT article XXII consultations, 
Portugal agreed to phase out the practice of purchasing foreign soy products 
through a State trading company and to allow private purchasers to import 
directly. The USTR is monitoring Portuguese progress on this action. The 
Spanish case was still pending at the end of 1984. 

Petitions withdrawn 

Taiwan discrimination against foreign film distributors 1/ 

In a petition filed in December 1983, the Motion Picture Exporters 
Association of America alleged that Taiwan discriminates against foreign film 
distributors. In January 1984, the USTR decided to initiate an 
investigation. The USTR terminated the investigation on April 26, 1984, as a 
result of withdrawal of the petition. 

EC minimum import prices on raisin imports  

In a petition filed July 24, 1984, Sun-Diamond Growers of America alleged 
that the EC minimum import prices on raisin imports were inconsistent with the 
GATT. A decision on initiation was due September 6, 1984 but the petition was 
withdrawn prior to that date. 

OTHER IMPORT ADMINISTRATION LAWS 

Arrangement Regarding International Trade in Textiles 

The Arrangement Regarding International Trade in Textiles, generally 
known as the Multifiber Arrangement (MFA), controls over 75 percent of U.S. 

1/ Inv. no. 301-45. 
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imports of textiles and apparel. 1/ Originally put into effect in 1974, the 
MFA has been extended three times. The current arrangement, the MFA III, will 
expire on July 31, 1986. Negotiations for a new textile trade agreement are 
scheduled to begin in June 1985. 

Forty-two parties, including the European Community as a single 
signatory, participate in the MFA III. Three countries--the People's Republic 
of China, the Dominican Republic, and Norway--acceded to the arrangement in 
1984. Panama is expected to become a signatory shortly. 

The MFA was designed to promote the expansion and liberalization of world 
trade in textiles while avoiding disruption of markets and production lines. 
It is an umbrella agreement run by the GATT that provides the legal framework 
under which bilateral accords are made. As of yearend 1984, the United States 
had bilateral agreements limiting imports of textiles with 29 nations, of 
which 25 were negotiated under the provisions of the MFA and 4 others under 
the authority of section 204 of the Agricultural Act of 1956. 2/ In 1984, 
Uruguay and the Maldives negotiated agreements with the United States for the 
first time and Romania renegotiated its agreement covering wool and 
manmade-fiber products. Agreements with Malaysia and Poland were renegotiated 
in January 1985. These bilateral agreements enable the United States to set 
aggregate limits on textile exports to the United States from a particular 
country and/or to set limits on exports in specific categories or groups of 
categories. 3/ U.S. bilateral agreements cover articles of cotton, wool, and 
manmade fibers. Those agreements that were in effect in 1984 are listed in 
table 23. 

Several countries strongly protested new U.S. country-of-origin 
regulations, charging that they disrupted normal trading patterns established 
under existing bilateral accords. 4/ The new rules were designed to prevent a 
country that filled its quota from shipping its products to another country 
for minor transformation so that the goods could enter through the second 
country's unused quota. While countries like Hong Kong and China claim that 
the rules will jeopardize their textile industries, it is too early to discern 
any changes in actual trading patterns. 

1/ For a more complete discussion of the MFA and the MFA bilateral 
agreements, see The Multifiber Arrangement, 1980-1984, (U.S.International 
Trade Commission Publication No. 1693, May 1985). 

2/ The United States operates bilateral textile agreements with the 
following 25 MFA signatories: Brazil, China, Colombia, the Dominican 
Republic, Egypt, Haiti, Hong Kong, Hungary, India, Indonesia, Japan, Korea, 
Macau, Malaysia, the Maldives, Mexico, Pakistan, the Philippines, Poland, 
Romania, Singapore, Sri Lanka, Thailand, Uruguay, and Yugoslavia. The MFA 
nonsignatories with which the United States has bilateral agreements are Costa 
Rica, Mauritius, Panama, and Taiwan. 

3/ The Office of Textiles, U.S. Department of Commerce, has the 
responsibility for monitoring the agreements. In this capacity, it acts on 
behalf of the interagency Committee for the Implementation of Textile 
Agreements (CITA). 

4/ For additional discussion of the new U.S. country-of-origin regulations, 
see chap. II sec. entitled "Textiles". 
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Table 23.--Bilateral restraint levels on exports of textiles to the 
United States, by sources, 1984 

Source 
Expiration 

date 
Fiber coverage Quantity 

Brazil 	  

China 	  : 

Mar. 31, 1985--: 
: 

Dec. 	31, 1987--: 

: 

Cotton, manmade 
fiber. 

Cotton, wool, man- : 

Million equivalent 
square yards 

1/ 195.9 

542.1 
: made fiber. 

Colombia 	 : June 30, 1986 	: do 	 113.2 
Costa Rica 	 : Dec. 	31, 1987--: Manmade fiber 	 10.4 
Dominican Republic : May 31, 1988---: Cotton, wool, man- : 42.7 

: made fiber. 
Egypt 	  : Dec. 	31, 	1999 	: do 	 56.0 
Haiti 	  : Dec. 	31, 	1988 	: do 	 66.4 
Hong Kong 	 Dec. 	31, 1987 	: do 	 748.4 
Hungary 	  Dec. 	31, 1986--: Wool 	  1.8 
India 	  : Dec. 	31, 1987--: Cotton, wool, man- : 115.0 

: made fiber. 
Indonesia 	 : June 30, 1985 	 do 	 54.4 
Japan 	  : Dec. 31, 1985 	 do 	 359.6 
Korea 	  Dec. 	31, 	1987 	: do 	 990.0 
Macau 	  : Dec. 	31, 1988 	: do-  	 1/ 57.9 
Malaysia 	 : Dec. 	31, 	1989 	: do 	 31.6 
Maldives 	 : Sept. 	28, 1985-: Wool 	  N/A 
Mauritius 	 Sept. 	30, 1985-: Cotton, wool, and 	: 

manmade fiber. 	: 
0.1 

Mexico 	  Dec. 	31, 1985 	: do 	 283.0 
Pakistan 	 : Dec. 	31, 1986--: Cotton 	  1/ 230.4 
Panama 	  : Nov. 30, 1985--: Wool 	  0.7 
Philippines 	 : Dec. 	31, 1986--: Cotton, wool, and 	: 1/ 328.7 

: manmade fiber. 	: 
Poland 	  Dec. 	31, 1989 	: do 	 1/ 64.9 
Romania 2/ 	 : Dec. 31, 1987--: Cotton 	  56.6 

: Dec. 31, 1989--: Wool and manmade 58.4 
: fiber. 	 • 

Singapore---------: Dec. 	31, 1985--: Cotton, wool, and 	: 1/ 333.8 
: manmade fiber. 	: 

Sri Lanka 	 May 31, 1988 	: do 	 78.0 
Taiwan 	  Dec. 	31, 	1987 	: do---------: 1025.3 
Thailand 	  do 	 do 	 159.9 
Uruguay- 	- June 30, 1987 	: Wool 	  4.2 
Yugoslavia 	 Dec. 31, 1988--: Wool and manmade 1.0 

: fiber. 

1/ These quantities represent overall aggregate limits. Other quantities 
are totals of limits established on individual product categories. 

2/ Two separate bilateral restraint agreements are concluded with Romania. 

Source: The Multifiber Arrangement, 1980-1984 (U.S. International Trade 
Commission Publication No. 1693, May 1985). 
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Meat Import Act of 1979 

The U.S. Department of Agriculture (USDA), under the Meat Import Act of 
1979, monitors imports and U.S. production of certain meats. 1/ U.S. imports 
of certain meats, mainly fresh chilled, or frozen beef, are subject to 
quantitative limitations imposed under authority of thee Meat Import Act of 
1979 and to voluntary restraint agreements negotiated under the authority of 
the Agricultural Act of 1956. 

In December 1983, the USDA estimated that imports of quota meat in 1984 
would amount to 1,190 million pounds, approximately 39 million pounds below 
the "trigger" level of 1,229 million pounds requiring imposition of 
quantitative limitations. As a result, no quotas were imposed or voluntary 
restraint agreements negotiated on the covered categories of meats during 
1984. Actual imports of meat controlled by the act amounted to 1,141 million 
pounds in 1984, 87 million pounds below the trigger level and approximately 
49 million pounds below the previous estimate of the Department. On 
December 26, 1984, the USDA estimated that, in the absence of restraint, 1985 
meat imports subject to the law would amount to 1,215 million pounds, 
104 million pounds less than the 1985 trigger level of 1,319 million pounds. 

The Agricultural Adjustment Act 

The International Trade Commission, at the request of the President, 
conducts investigations under section 22 of the Agricultural Adjustment Act to 
determine the impact of imports on price-support or other programs of the 
USDA. 2/ 

1/ The Meat Import Act of 1979 requires the President to impose quotas on 
imports of meat if the Secretary of Agriculture determines that annual imports 
of meat will equal or exceed a specified level. This level is based on U.S. 
production of meat. Included in the formula is a "counter-cyclical factor" 
which increases the maximum level of imports if U.S. domestic per capita 
supplies of meat are low and decreases the allowable level of imports if the 
domestic supply of meat is high. 

2/ Sec. 22 of the Agricultural Adjustment Act (7 U.S.C. 624) directs the 
Secretary of Agriculture to alert the President if he believes agricultural 
commodities are being or are practically certain to be imported into the 
United States in such quantities as to render or tend to render ineffective, 
or materially interfere with, USDA programs, including price-support programs, 
or substantially reduce the amount of any product processed from a product 
covered by a USDA program. 

If the President agrees with the Secretary of Agriculture, he directs the 
Commission to conduct an investigation and develop a report, including 
findings and recommendations, for his consideration. Following receipt of the 
Commission's report, the President may impose quotas or duties (not to exceed 
50 percent of the imported product's value) to protect the program. In cases 
in which the Secretary of Agriculture determines that an emergency exists, the 
President may take action before the Commission investigation and report, and 
such emergency action continues in effect pending the Commission's eventual 
report and recommendation. 
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In September 1984, the President directed the Commission to institute an 
investigation to determine the impact of imported flue-, fire-, and dark 
air-cured tobacco and burley tobacco in unmanufactured form 1/ on the USDA's 
price-support and production-adjustment programs for tobacco. At the close of 
1984 the results of this case (No. 22-47) were pending. 2/ 

Quantitative limits imposed in previous years under the authority of 
section 22 continued in effect throughout 1984 on cotton of certain specified 
staple lengths, cotton waste and certain cotton products; peanuts; certain 
dairy products; and sugar and certain sugar sirups and sugar-containing 
articles. 

National Security Import Restrictions 

The Office of Industrial Resource Administration (OIRA) of the Department 
of Commerce completed one investigation in 1984 under section 232 of the Trade 
Expansion Act of 1962 (19 U.S.C. 1862) 3/ on metal-cutting and metal-forming 
machine tools to determine the effects of imports of the subject articles on 
the national security of the United States. The OIRA, on February 27, 1984, 
submitted its findings on the machine tool industry to the President. At the 
close of 1984, since the President had not acted on the report, the findings 
remained confidential. 

The embargo on imports of crude oil produced in Libya (Presidential 
Proclamation No. 5141) remained in effect throughout 1984. 4/ Libyan policies 
and actions aided by proceeds from the exportation of oil to the United States 
were declared in 1982 to be adverse to the national security of the United 
States. 

Caribbean Basin Economic Recovery Act 

The tariff provisions of the Caribbean Basin Economic Recovery Act 
(CBERA), 5/ commonly referred to as the Caribbean Basin Initiative (CBI), went 
into effect in 1984. The CBI was signed into law in August 1983 and became 

1/ Provided for in items 170.20, 170.25, 170.32, 170.35, 170.40, 170.45, 
170.50, 170.60, and 170.80 of the Tariff Schedules of the United States. 

2/ On Feb. 11, 1985 the Commission advised the President that these tobacco 
products were not being imported in such quantities as to materially interfere 
with USDA tobacco programs. 

3/ Sec. 232 requires the Secretary of Commerce upon request or upon his own 
motion, immediately to initiate an investigation to determine the effects of 
imports of an article on the national security . If the Secretary finds the 
article is being imported in such quantities or under such circumstances as to 
threaten to impair the national security, the Secretary must advise the 
President. Unless the President reverses this finding, the President must 
take whatever action for any duration he considers necessary to control the 
imports of the article and its derivatives so imports will not threaten to 
impair the national security. 
4/ Sec. 232 authorizes the President to impose restrictions on imports that 

threaten to impair the national security. This authority traditionally has 
been used by the President to impose quotas and fees on imports of petroleum 
and petroleum products. 

5/ Public Law 98-67, title II. 
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fully effective on January 1, 1984. A 12-year program, the CBI is designed to 
foster economic development in the Caribbean Basin by providing a combination 
of trade preferences, aid, and investment incentives to eligible countries. 1/ 

The centerpiece of CBI is a one-way trade preference program that allows 
duty-free access of eligible products to the U.S. market, provided 35 percent 
of their value is added in a Caribbean Basin country participating in the 
program. CBI preferences constitute one of three major duty-free or 
duty-reduction programs available to Caribbean countries from the United 
States. The other two, which have been in effect for years, are the 
Generalized System of Preferences 2/ and duty provisions under TSUS items 
806.30 and 807.00. The latter provisions reduce duties for products that 
originate in the United States but have been further processed or assembled in 
a foreign country. 3/ Table A-11 shows imports from the Caribbean region in 
1984 separately under these preference programs. Duty-free imports under CBI 
privileges totaled $578 million in 1984 or 6.5 percent of total U.S. imports 
from the region. 

Out of 27 potential beneficiaries, the President of the United States 
initially designated 20 for CBI trade benefits. This number had not changed 
by the end of 1984. The list of all designated and nondesignated Caribbean 
countries (and the overall U.S. imports from them in 1982-84) is shown in 
table 24. The table shows the Bahamas in the nondesignated group since the 
eligibility of this country as the 21st beneficiary was announced early in 
1985. 4/ 

In 1984, total U.S. imports from the Caribbean Basin amounted to $8.9 
billion (table A-11). This was slightly down from such imports in 1983, 
reflecting declining Caribbean shipments of crude oil and refined oil products 
to the United States. Imports of oil and oil products, which account for 
nearly half of all U.S. imports from the region, are not eligible for 
duty-free treatment under CBI (or any other preferential program.) 5/ The 
imports of these product groups from the Caribbean Basin in 1984 are shown in 
appendix table A-12. Discounting the oil-related trade, U.S. imports from the 
Caribbean have increased in 1984. 

The leading import items from the Caribbean Basin are shown in table 
A-13. Principal nonoil products included coffee, sugar, fresh bananas, beef, 
bauxite, and nitrogenous fertilizers. Table 25 shows the principal import 
items from the Caribbean that entered the United States under the CBI 
program. Many also appear on table A-13 among leading import items from the 

1/ For a discussion of the CBI and its implications, see the sec. entitled 
"Caribbean Basin Initiative", Operation of the Trade Agreements Program, 35th  
Report, 1983 p. 25. 

2/ For a discussion of GSP, see the next sec. in this chapter. 
3/ See Imports Under Items 806.30 and 807.00 of the Tariff Schedules of the  

United States, 1979-82, (U.S.International Trade Commission Publication 1467, 
January 1984). 

4/ For the criteria the President must consider for designating a country 
for CBI benefits, see Operation of the Trade Agreements Program, 35th Report,  
1983 pp. 27-28. 
5/ In addition to petroleum and petroleum products, textile and apparel, 

footwear, luggage, handbags, leather wearing apparel, canned tuna, and some 
other products are also ineligible for CBI preferences. 
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Table 24.--U.S. imports for consumption from the Caribbean Basin, by country, 
designated or nondesignated for CBI benefits, 1982-84 

(Customs value, in thousands of dollars) 

Country 1982 1983 1984 

Designated countries: 
Caricom (except Guyana): : : 
Antigua 	  : 4,890 : 8,809 : 7,898 
Barbados 	  : 106,631 : 202,047 : 252,598 
Belize 	  ---: 38,464 : 27,315 : 42,843 
Dominica 	  : 2,372 : 242 : 86 
Grenada 	  : 401 : 211 : 766 
Jamaica 	  : 278,108 : 262,360 : 396,949 
Montserrat 	  : 749 : 924 : 989 
St. Christopher-Nevis-
Anguilla 1/ 	  : 11,557 : 18,758 : 23,135 

St. Lucia 	: 4,703 : 4,700 : 7,397 
St. Vincent and Grenadines--: 1,394 : 4,276 : 2,958 
Trinidad and Tobago 	 : 1,628,392 : 1,317,534 : 1,360,106 

Subtotal 	  : 2,077,661 : 1,847,175 : 2,095,724 

Central America (except : 
Nicaragua): : • . • 

Costa Rica 	  : 358,127 : 386,520 : 468,633 
El Salvador 	  : 310,022 : 358,898 : 381,391 
Guatemala 	  : 330,142 : 374,692 : 446,267 
Honduras 	  : 359,553 : 364,742 : 393,769 
Panama  	 : 250,764 : 336,086 : 311,627 

Subtotal 	  : 1,608,608 : 1,820,937 : 2,001,687 

Other designated: 
British Virgin Islands 	: 892 : 880 : 1,335 
Dominican Republic 	 : 622,510 : 806,520 : 994,427 
Haiti- 	  : 309,860 : 337,483 : 377,413 
Netherlands Antilles 	 2,106,750 : 2,274,510 : 2,024,367 

Subtotal 	  : 3,040,012 : 3,419,394 : 3,397,542 

Total designated 	 6,726,281 : 7,087,506 : 7,494,954 

Nondesignated countries: • . 
Bahamas 	  : 1,045,217 : 1,676,394 : 1,154,282 
Cayman Islands 	  : 14,830 : 8,607 : 6,212 
Guyana 	  : 70,655 : 67,332 : 74,417 
Nicaragua 	  : 86,875 : 99,013 : 58,064 
Suriname 	  : 60,147 : 63,147 : 104,636 
Turks and Caicos Islands 	 : 3,556 : 3,965 : 3,935 

Total nondesignated 	 : 1,281,280 : 1,918,459 : 1,401,545 

Grand total, Caribbean Basin 	 8,007,561 : 9,005,965 : 8,896,499 

1/ St. Christopher-Nevis and Anguilla count as two designated countries. 

Source: Compiled from official statistics of the U.S. Department of 
Commerce. 
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area in general. While imports under CBI privileges are dominated by 
agricultural products (sugar, beef, rum, tobacco, and citrus juices), they 
also include industrial products, mostly electrical items and toys. 

U.S. Customs Service requirements in effect throughout 1984 for showing 
eligibility under CBI had been simplified by the end of the year. 1/ It is 
believed that these new, less-cumbersome regulations will boost CBI trade. 

Since the CBI was first proposed in February 1982, the United States has 
steadily increased economic assistance to the region. Such assistance will 
amount to an estimated $1.5 billion in fiscal year 1985. 2/ The CBI also 
contains legislative incentives to encourage investment in the Caribbean 
Basin. Its provisions permit U.S. firms to deduct from their taxes convention 
expenses incurred in CBI beneficiary countries, thereby fostering investment 
into the region's tourism. In general, the U.S. Government instituted a very 
broad program of investment promotion for the area, which includes providing 
guidance to U.S. firms wishing to establish business in the Caribbean. 

GSP Review 

The results of the last annual review under the original Generalized 
System of Preferences of the United States became effective on March 30, 
1984. 3/ The review was based on 1983 trade data. In January 1985, GSP was 
extended in a revised form, providing for different review proceedings and 
schedules. 4/ 

The U.S. GSP is a temporary tariff preferences scheme designed to offer 
the products of developing countries a price advantage over other imports in 
U.S. markets. 5/ Nonreciprocal duty-free treatment for designated articles is 
intended to help beneficiary developing countries to become more competitive 
in international markets and to diversify their economic structures away from 
production of primary goods. The U.S. GSP scheme is administered by USTR. 

In the 1984 product review, 22 products, representing imports of 
$7 million in 1983, were added to the list of GSP-eligible items, compared 
with an addition of $10 million (based on trade in 1982) in the previous 

1/ Revised CBI Customs regulations were published in the Federal Register, 
(19 CFR 10) Dec. 7, 1984, and went into effect Jan. 7, 1985. 
2/ Business America, Jan. 7, 1985, p. 3. 
3/ Under the original GSP, the list of items eligible for GSP duty-free 

treatment had been subject to an annual review by the interagency Trade Policy 
Staff Committee, chaired by a representative of the USTR. In the review, 
products were added to or deleted from the list of eligible articles; also, 
products of certain beneficiary countries were excluded from or reinstated to 
eligibility for GSP treatment on the basis of competitive-need limits or by 
the President's discretionary authority to "graduate" countries for particular 
products. 

4/ Major changes include provisions that favor the least-developed countries 
versus the more affluent ones and give the President greater authority in 
determining country eligibility and product-specific benefit levels. 

5/ The original U.S. GSP scheme was established under the Trade Act of 1974 
for a period of 10 years. The program expired on Jan. 4, 1985. For more 
details, see "GSP Renewal" in chap. I. 
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review. Meanwhile, three products, with a 1983 import value of $33 million 
were removed from the program because of import sensitivity. This compares 
with removals amounting to $76 million in the previous review. 

Under the statutory competitive-need provision, products accounting for 
$10.7 billion in 1983 imports were removed from the GSP list, 1/ making them 
subject to MFN rates of duty effective March 31, 1984. Removals based on 
competitiveness amounted to $7.1 billion in the previous review (based on 
trade in 1982). 

Moreover, the President "graduated" 2/ $1.2 billion in 1983 imports from 
duty-free treatment under his discretionary authority compared with 
$900 million in the previous review. Items that were graduated in earlier 
years and have not been redesignated to GSP eligibility in 1984 are 
responsible for most new graduations. The value of products of advanced 
beneficiary countries (ABC's) removed from GSP eligibility in the latest 
review in response to petitions of affected parties totaled $183 million 
(based on imports in 1983.) 3/ Almost three-fourths of these new graduations 
of ABC products are accounted for by Taiwan, the remainder by imports from 
Korea and Hong Kong. 

Exclusions from eligibility under both statutory and discretionary 
provisions totaled $11.9 billion. For the first time in the 10-year history 
of the GSP, the value of exclusions (based on 1983 trade) has exceeded the 
value of imports actually receiving GSP treatment ($10.8 billion in 1983). 

In 1984, 140 countries and territories were eligible for GSP tariff 
treatment on over 3,000 items, with manufactures and semimanufactures 
accounting for a large share. The United States imported products worth 
$13 billion duty free under this system in 1984 (table 26) compared with 
$10.8 billion in 1983. Duty-free imports under the GSP accounted for 
4 percent of overall U.S. imports and 13 percent of GSP-eligible imports 
during the year. 

1/ There are two competitive-need limits. The first, expressed in dollars, 
changes yearly to reflect the growth of United States gross national product. 
In 1984, 140 countries and territories were eligible for GSP tariff treatment 
on over 3,000 items, with manufactures and semimanufactures accounting for a 
large share. For the purposes of this last review, the dollar limit was 
$57.7 million. The other limit is 50 percent of the appraised value of total 
imports. Each limit is applicable to each GSP eligible article from a 
beneficiary country. The so-called competitive-need provisions of the GSP law 
establish dollar and import-share limits on the amount of any item that can be 
imported duty free in any year for any single country. For a more detailed 
discussion of the U.S. and foreign GSP schemes, see Operation of the Trade  
Agreements Program, 32d Report, 1980,  p. 226. 

2/ Graduation is recognition that a beneficiary country does not currently 
need GSP treatment for particular products in order to be competitive. 

3/ A report to Congress by the President found 5 countries (Brazil, Hong 
Kong, Korea, Mexico, and Taiwan) to be the most advanced beneficiary countries 
in 1979, having obtained a combined disproportionate share (nearly 70 percent) 
of total benefits (U.S. President, Report to Congress on the First 5 Years of  
the Operation of the U.S. GSP Program,  April 17, 1980).. 
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Seven advanced beneficiary countries (as defined in footnote 3 of 
table 26) supplied over 74 percent of overall U.S. imports that received 
duty-free treatment under the GSP in 1984 (table 27). These countries--
Taiwan, Korea, Hong Kong, Brazil, Mexico, Israel, and Singapore--were the 
leading GSP suppliers of the United States. GSP-duty-free imports from the 
ABC's amounted to $9.6 billion in 1984. GSP imports from middle-income 
beneficiaries totaled $3.3 billion, accounting for over 25 percent of the 
total. Low-income beneficiaries were responsible for less than 1 percent of 
all GSP imports. Table V-5 shows duty-free imports under GSP separately for 
the 7 ABC's, and the ratio of such imports to GSP-eligible and total U.S. 
imports from these countries in 1984. These leading beneficiaries of the GSP 
program were the same in 1984 as in 1983. The leading GSP importer, in terms 
of value, was Taiwan. GSP imports from Taiwan amounted to $3.2 billion in 
1984 and were responsible for one-fourth of all U.S. imports under the 
program. The highest share of overall imports from any country that entered 
the United States duty free under GSP was from Israel (37.8 percent). By 
contrast, only 6.2 percent of overall U.S. imports from Mexico entered under 
GSP, since petroleum, the dominant item in this trade flow, is not GSP 
eligible. 

Based on a five-digit TSUS classification system, sugar continue to 
account for the largest value among all GSP-eligible items entering the United 
States duty free in 1984 (table A-14). Eighty-eight percent of overall U.S. 
sugar imports was GSP eligible during the year and 52 percent of eligible 
imports entered duty free. Table A-15 lists GSP-eligible imports by two-digit 
divisions of the Standard International Trade Classification (SITC). Table 
A-16 gives the same information by divisions of the Standard Industrial 
Classification (SIC). 
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Table A-6.--Antidumping orders and findings 

in effect as of Dec. 31, 1984 

Country and commodity 
: Effective date 

of original 
action 1/ 

Antidumping orders in effect 

Argentina: 
Carbon steel wire rods : Nov. 23, 1984. 
Printed 	film : Aug. 24, 1973. vinyl 

Australia: 	bartlett canned 	 pears : Mar. 23, 1973. 
Austria: 	 track : Feb. 17, 1978. railway 	equipment 

: June 13, 1979. Belgium: sugar 
Brazil: • 

Hot—rolled steel plate : Mar. 22, 1984. 
in : Mar. 22, 1984. Hot—rolled steel plate 	coil 

Wire rods : Nov. 16, 1983. 
Hot—rolled sheet : June 13, 1979. 
Printed 	film--- : Aug. 24, 1973. vinyl 

Canada: 
Choline chloride : Nov. 19, 1984. 

: Apr. 9, 1980. Sugar and syrups 
: Sept. 7, 1977. Paving equipment 
: Feb. 27, 1974. Racing plate 
: Dec. 17, 1973. Elemental sulphur 
: Sept. 27, 1972. Potato granules 

iron : July 24, 1971. Pig 
: Sept. 13, 1966. Steel jacks 
: Sept. 25, 1964. Steel bars and shapes 

bars : Apr. 21, 1964. Steel reinforcing 
: Mar. 25, 1983. Chile: 	sodum nitrate 

China: 
Barium chloride : Oct. 17, 1984. 

: Mar. 22, 1984. Chioropicrin 
: Jan. 31, 1984. Potassium permanganate 
: Oct. 4, 1983. Shop towels 

Printcloth : Sept. 16, 1983. 
: May 4, 1963. Dominican Republic: 	portland cement 
: Sept. 10, 1981. East Germany: 	montan wax 

Finland: 
: Sept. 21, 1979. Condenser paper 	 

fiber : Mar. 21,  1979. Rayon staple 
France: 

Nitrocellulose : Aug. 10, 1983. 
: June 22,  1983. Stainless steel sheet and strip 

Sorbitol : Apr. 9, 1982. 
: Jan. 7, 1981. Anhydrous sodium metalsilicate 
: June 13, 1979. Sugar 

fiber : Mar. 21, 1979. Rayon staple 
Stainless steel wire rods : Aug. 28, 1973. 

: June 14, 1972. Large power transformers 

See footnote at end of table. 
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Table A-6.—Antidumping orders and findings in 
effect as of Dec. 31, 1984--Continued 

Country and commodity 
: Effective date 

of original 
action 1/ 

Antidumping orders in effect—Continued 

Italy: 
Woodwind : Sept. 21, 1984. pads 
Strontium nitrate : June 25, 1981. 

: Apr. 8, 1980. Spun acrylic yarn 
: June 13, 1979. Rayon 	fiber staple 

sensitive : Oct. 21, 1977. Pressure 	 tape 
: June 14, 1972. Large 	transformers power 

Clear : Dec. 9, 1971. sheet glass 
Japan: 
Cell—site transceivers : Dec. 30, 1984. 

: Nov. 30, 1984. Titanium sponge 
: Apr. 27, 1984. Cyanuric acid 
: Apr. 27, 1984. Dichloroisocyanurates 
: Apr. 27, 1984. Trichloroisocyanuric acid 
: Aug. 16, 1983. Pagers 
: Mar. 2, 1983. Pipe and tubing 

Stainless : Aug. 6, 1982. clad steel plate 
: July 20, 1982. High powered amplifiers 

electric motors : Dec. 24, 1980. Large 
electric : May 9, 1980. Portable 	 typewriters 

: Apr. 8, 1980. Spun acrylic yarn 
Steel wire strand : Dec. 18, 1978. 
Carbon : May 30, 1978. steel plate 

: May 25, 1978. Impression fabric 
: Sept. 2, 1977. Swimming pools 

Melamine : Feb. 2, 1977. 
sheet : Aug. 30, 1976. Acrylic 
roller : Aug. 17, 1976. Tapered 	bearing 

: Feb. 18, 1976. Birch 3—ply doorskins 
Calcium : Jan. 17, 1974. pantothenate 

metal Jan. 16, 1974. Expanded : 
rubber : Dec. 6, 1973. Polychoroprene 

Steel : Oct. 15, 1973. wire rope 
methionine : July 23, 1973. Synthetic 

Roller chain : Apr. 12, 1973. 
: Nov. 22, 1972. Bicycle speedometers 

Cadmium : Aug, 4, 1972. 
: June 14, 1972. Large 	transformers power 
: June 9, 1972. Fishnetting 

Ferrite cores : Mar. 13, 1971. 
Television : Mar. 10, 1971. receiving sets 
Tuners : Dec. 12, 1970. 

See footnote at end of table. 
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Table A-6.--Antidumping orders and findings 
in effect as of Dec. 31, 1984—Continued 

Country and commodity 
: Effective date 

of original 
action 1/ 

Antidumping orders in effect—Continued 

Korea: 
Carbon : Aug. 22, 1984. steel plate 
Television : Apr. 30, 1984. receiving sets 

: May 7, 1984. Rectangular 	 tubes pipes and 
tubes : May 7, 1984. Circular pipes and 

Steel wire nails : Sept. 11, 1982. 
tubes : Apr. 13, 1979. Bicycle tires and 

: June 28, 1972. Mexico: 	elemental sulphur 
: Dec. 22, 1977. Netherlands: 	animal glue 

Spain: 
Carbon steel wire rods : Sept. 27, 1984. 

: Jan. 9, 1984. Potassium permanganate 
Sweden: 

: Dec. 20, 1983. Staples 
: Dec. 20, 1983. Staplers 
: Dec. 22, 1977. Animal glue 
: June 8, 1973. Stainless steel plate 

Taiwan: 
: June 12, 1984. Bicycle tires and tubes 
: May 7, 1984. Circular pipes and tubes 
: Apr. 30, 1984. Television receiving sets 
: June- 7, 1982. Fireplace mesh panels 
: June 13, 1979. Carbon steel plate 

film--- : June 30, 1978. Polyvinychloride sheet and 
: Aug. 21, 1971. Clear sheet glass 
: May 4, 1983. Trinidad and Tobago: 	carbon steel wire rods 
: Apr. 1, 1972. United Kingdom: 	diamond tips 
: Aug. 28, 1968. U.S.S.R.: 	titanium sponge 

West Germany: 
: July 25, 1983. Tool steel 
: June 23, 1983. Stainless steel sheet and strip 
: June 25, 1981. Barium carbonate 
: June 13, 1979. Sugar 
: Dec. 22, 1977. Animal glue 
: Nov. 2, 1972. Drycleaning machinery 
: Dec. 22, 1977. Yugoslavia: 	animal glue 

Suspension agreements in effect 

: Sept. 14, 1982. Canada: 	sheet piling 
: Jan. 4, 1983. Hungary: 	axles 
: Nov. 6, 1980. Japan: 	small electric motors 
: Jan. 4, 1984. Romania: 	carbon steel plate 

See footnote at end of table. 
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Table A-6.--Antidumping orders and findings 
in effect as of Dec. 31, 1984•—Continued 

Country and commodity 
: Effective date 

of original 
action 1/ 

Revocations in 1984 

: Aug. 24, 1973. Argentina: 	 film printed vinyl 
Belgium: 

: May 18, 1979. Perchloroethylene 
Viscose 	 fiber : Mar. 21, 1979. rayon staple 

Czechoslov4kia: 	iron : Oct. 29, 1968. pig 
: Oct. 29, 1968. East Germany: 	iron pig 

France: 
: Sept. 21, 1979. Condenser paper 	 
: May 18, 1979. Perchloroethylene 
: May 18, 1979. Italy: perchloroethylene 
: Sept. 13, 1971. Japan: 	tempered sheet glass 

Romania: 	iron : Oct. 29, 1968. pig 
iron : Oct. 29, 1968. U.S.S.R.: 	pig 

1/ The U.S. Department of Commerce completes a periodic review of 
outstanding antidumping orders and suspensions agreements, upon request, to 
determine if the amount of the net margin of underselling has changed. If a 
change has occurred, the imposed antidumping duties are adjusted accordingly. 
The results of the periodic review must be published together with a formal 
notice of any antidumping duty to be assessed, estimated duty to be deposited, 
or investigation to be resumed. 

Source: International Trade Administration of the U.S. Department of 
Commerce. 
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Table A-8.--Countervailing orders and findings 
in effect as of Dec. 31, 1984 

Country and commodity 
: Effective date 

of original 
action 1/ 

Countervailing duty orders in effect 

Argentina: 
Oil country tubular goods Nov. 22, 1984. : 
Cold—rolled steel sheet Apr. 26, 1984. : 
Wool Apr. 4, 1983. : 
Leather wearing apparel Mar. 17, 1983. : 
Nonrubber footwear Jan. 17, 1979. : 
Woolen Nov. 16, 1978. garments : 

Australia: sugar content of articles Mar. 24, 1923. : 
Brazil: 
Certain carbon steel products : June 20, 1984. 

Apr. 4, 1980. Pig iron : 
Cotton Mar. 15,  1977. yarn : 
Certain castor oil products : Mar. 16,  1976. 

: July 31, 1978. European Community: 	2/ sugar 
France: nitrocellulose Mar. 22, 1983. : 
India: 

Certain iron—metal castings Oct. 6, 1980. : 
Certain fasteners July 21, 1980. : 
Oleoresins Apr. 9, 1979. : 

Israel: 	fresh cut roses Sept. 4, 1980. : 
Italy: 	forged under—carriages : Jan. 4, 1984. 
Japan: 

Chains 	iron of 	or steel : Aug. 24, 1978. 
Certain fasteners May 6, 1977. : 

Korea: 
Certain steel products Feb. 18, 1983. : 
Steel 	 tubes pipes and Feb. 18, 1983. : 
Bicycle tires 	tubes and Jan. 12, 1979. : 

Mexico: 
Oil 	tubular Nov. 11,  1984. country 	goods : 
Lime Sept. 11, 1984. : 
Bars, rebars, and shapes Aug. 17, 1984. : 
Bricks May 8, 1984. : 
Portland hydraulic cement and cement clinker : Sept. 21, 1983. 
Carbon black : June 20, 1983. 
Iron—metal : Mar. 2, 1983. castings 
Toy balloons and playballs Dec. 27, 1982. : 
Litharge, red lead, and lead stabilizers : Dec. 6, 1982. 
Ceramic tile May 10,  1982. : 
Leather wearing apparel Apr. 10, 1981. : 

See footnote at end of table. 
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Table A-8.--Countervailing orders and findings 

in effect as of Dec. 31, 1984—Continued 

: Effective date 
of original Country and commodity 

Countervailing duty orders in effect--Continued 

Pakistan: cotton shop towels 	  
Peru: 
Cotton sheeting and sateen 
Cotton yarn 	  

Philippines: canned tuna 	  
South Africa: 

Steel concrete reinforcing bars 
Steel wire rope 
Certain steel products 	  
Ferrochrome 

Spain: 
Carbon steel wire rod 	 
Oil country tubular goods 
Stainless steel wire rod 	  
Certain steel products 	  
Amoxicillin trihydrate and its salts 	 
Ampicillin trihydrate and its salts 	 
Oleoresins 	  
Chains and parts thereof, of iron or steel 

Sweden: viscose rayon staple fiber 	 
Trinidad and Tobago: carbon steel wire rod 	 
United Kingdom: 

Stainless steel plate 
Float glass 	  

Uruguay: leather wearing apparel 	 
West Germany: float glass 

Suspension agreements in effect 

Argentina: wire rod 	  
Brazil: 

Frozen concentrated orange juice 	 
Certain tool steel products 	 
Stainless steel products 	 
Small diameter welded pipe and tube 
Carbon steel wire rod 	  
Carbon steel plate 	  

action 1/ 

: 	Mar. 4, 1984. 

: 	Feb. 1, 1983. 
: 	Feb. 1, 1983. 
: 	Oct. 30, 1983. 

: 	Oct. 28, 1982. 
: 	Sept. 27, 1982. 
: 	Sept. 7, 1982. 
: 	Mar. 11, 1981. 

: 	Dec. 10, 1984. 
: 	Nov. 30, 1984. 
: 	Jan. 3, 1983. 
: 	Jan. 3, 1983. 
: 	July 27, 1979. 
: 	Mar. 22, 1979. 
: 	Feb. 28, 1979. 

Jan. : 24, 1978. 
: 15, 1979. May 

Jan. : 4, 1984. 

June : 23, 1983. 
: 	Dec. 27, 1982. 
July : 17, 1982. 
Dec. : 27, 1982. 

Sept. : 27, 1982. 

Mar. : 4, 1984. 
Mar. : 21, 1983. 
Feb. : 2, 1983. 
Dec. : 27, 1982. 
Sept. : 27, 1982. 

: 	Sept. 7, 1982. 

See footnote at end of table. 
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Table A-8.—Countervailing orders and findings 

in effect as of Dec. 	31, 	1984—Continued 

: 
Country and commodity 	 : 

Effective date 
of original 
action 1/ 

Suspension agreements in effect—Continued 

Colombia: 
Roses 	 flowers and other cut : Jan. 12, 1983. 

: Apr. 2,  1981. Leather wearing apparel 
Costa Rica: 	portland hydraulic cement--------- ---------: Dec. 3,  1984. 
European Community: 	sodium glucanate : Nov. 30, 1981. 
Mexico: 

float : Mar. 1, 1984. Unprocessed 	glass 
fibers : Feb. 7, 1983. Yarns of polypropylene 

Pectin : Dec. 7, 1982. 
: Dec. 7, 1982. Polypropylene film 

towels : Sept. 12, 1984. Peru: 	cotton shop 
Singapore: 

: Nov. 7, 1983. Certain refrigeration compressors 
: June 1, 1983. Steel pipes and tubes 

Galvanized steel wire rod : Apr. 29, 1983. 
: Sept. 27, 1982. Carbon steel wire rope 

Prestressed concrete steel wire strand- ----- —: May 21, 1982. 

Revocations in 1984 

butter- Australia: : Oct. 5, 1928. 
Brazil: scissors and shears : Feb. 11, 1977. 
Cuba: : Aug. 19, 1954. cordage 
Spain: 

: Jan. 2, 1980. Ferroalloys 
zinc : Apr. 8, 1977. Unwrought 

Vitamin K : Nov. 16, 1976. 
Bottled green olives : Oct. 26, 1974. 

Greece: 	 tomato certain 	products : May 12, 1972. 

1/ The U.S. Department of Commerce conducts a periodic review of outstanding 
countervailing duty orders and suspensions agreements, upon request, to 
determine if the amount of the net subsidy has changed. If a change has 
occurred, the imposed countervailing duties are adjusted accordingly. 

2/ Includes Belgium, Denmark, France, Ireland, Italy, the United Kingdom, 
West Germany, Luxembourg, the Netherlands, and Greece. 

Source: International Trade Administration of the U.S. Department of 
Commerce. 
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APPENDIX B 

LEADING ITEMS OF TRADE BETWEEN THE UNITED STATES 
AND MAJOR TRADING PARTNERS 
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