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SUMMARY

SELECTED ISSUES IN TRADE
AGREEMENTS ACTIVITIES IN 1987

The volume of world merchandise trade
grew by 4 percent from 1986 to 1987, the second
largest increase in the 1980°’s and a full percent-
age point more than the growth in world output.
The trade performance of the most heavily in-
debted developing countries improved signifi-
cantly, growth in world agricultural trade
resumed, and trade growth was more balanced
among major country groups—the developed, de-
veloping, and nonmarket economy countries.
Significant imbalances in the trade performance
of leading industrial countries—particularly Japan,
Germany, and the United States— persisted, how-
ever. The United States registered its fifth con-
secutive record deficit in merchandise trade,
totaling $171.2 billion on a c.i.f. basis. West Ger-
many and Japan continued to record substantial
trade surpluses.

Chapter 1 of this report highlights three de-
velopments in 1987 that are likely to have a sig-
nificant impact on U.S. trade: (1) realignment of
exchange rates; (2) conclusion of an agreement
providing for free trade between the United
States and Canada; and (3) the entry into force
of the Harmonized Commodity Description and
Coding System (the Harmonized System).

In September 1985, finance ministers from
the major industrialized countries essentially
agreed to support a realignment of their curren-
cies. By 1987, however, the dollar’s continued
depreciation became a source of concern and de-
bate in leading capitals. Discussions centered on
appropriate levels for exchange rates and on the
importance of adopting macroeconomic policies
consistent with sustaining them. Despite some
movement towards greater coordination of eco-
nomic policies, such fundamental changes were
difficult to achieve. West Germany refused to
adopt stimulative measures, and efforts to reduce
the U.S. budget deficit produced mixed results.
Attention turned to other factors causing a slow-
down in U.S. import growth, including the willing-
ness of foreign suppliers to incur losses in order to
preserve their market shares and structural fac-
tors that might slow the process of switching from
overseas to domestic sources.

The U.S.-Canada Free-Trade Agreement
was initialed on December 9, 1987. Among
other things, it provides for the elimination of tar-
iffs on all bilateral trade over a 10-year period,
reduces nontariff barriers, liberalizes constraints
as to services and investment, and sets up a new
mechanism for resolving bilateral disputes related
to unfair trade practices. Whereas the pact is
more likely to give a greater relative boost to
Canada’s overall economic performance than to
the United States’, given the difference in the size

of the two economies and the importance of the
U.S. market to Canadian growth, it is expected to
enhance opportunities for U.S. companies and
reduce prices for U.S. consumers. Perhaps most
importantly, the agreement represents a major
advance toward establishing international rules
covering services and investment, a key U.S. goal
in the Uruguay Round of multilateral trade nego-
tiations.

The United States has played a major role in
drafting the Harmonized System, a new nomen-
clature which will replace the sometimes disparate
tariff classification schemes of signatory govern-
ments with a single, basic framework for describ-
ing products for customs, tariff, statistical, and
transportation document purposes. Most of the
world’s leading trading nations, including the
European Community, Canada, and Japan, com-
pleted preparations in 1987 for implementing the
new system on January 1, 1988. The United
States was the exception, as Congressional action
on the Omnibus Trade Bill, which contains
authority to implement the HS, bogged down.
The delay in U.S. implementation is likely to re-
sult in extra paperwork costs for U.S. businesses
engaged in foreign trade. It will also make it
more difficult for the U.S. Government to moni-
tor trade agreements and to collect and analyze
compile internationally comparable trade statis-
tics.

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

The General Agreement on Tariffs and
Trade (GATT) is a multilateral agreement
drafted 41 years ago; it sets forth general rules of
conduct for trade between signatory countries.
GATT activities for 1987 are reviewed in chapter
2. The GATT has become both a comprehensive
set of rules governing most aspects of interna-
tional trade and a formal organization and forum
for multilateral trade negotiations and the resolu-
tion of disputes among the Contracting Parties.
GATT membership continued to grow in 1987,
reaching 95 Contracting Parties by yearend, with
applications for accession from 10 other countries
under consideration.

In 1987, Uruguay Round discussions moved
from considering organizational issues early in the
year, to the tabling of negotiating proposals in the
ensuing months. Intensive work began in the
14 negotiating groups on goods-related trade is-
sues and on trade in services. In one notable de-
velopment, the negotiating group on agriculture
received a far-reaching U.S. proposal for liberali-
zation in this sector.

Besides the Uruguay Round negotiations,
work of the GATT committees and actions taken
under the General Agreement continued, but
with less intensity because of the negotiations.
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These activities, plus notifications and other ac-
tions taken under GATT articles, and activities
under the nine Tokyo Round agreements, are
also reviewed in chapter 2. Six of the Tokyo
Round agreements establish rules of conduct gov-
erning the use of nontariff measures (codes on
subsidies and countervailing duties, government
procurement, standards, import licensing proce-
dures, customs valuation, and antidumping), and
three are sectoral agreements covering trade in
civil aircraft, bovine meat, and dairy products.

TRADE ACTIVITIES OUTSIDE
THE GATT

In addition to the GATT, several other inter-
national organizations deal with international
trade issues. The Organization for Economic Co-
operation and Development (OECD) and the
United Nations Conference on Trade and Devel-
opment (UNCTAD) provide forums for consulta-
tion and policy coordination on issues including,
but not limited to, trade. Their work often com-
plements the work done in the GATT. Other
bodies such as the Customs Cooperation Council
(CCC) and the international commodity organiza-
tions coordinate and regulate certain specific as-
pects of international trade. Chapter 3 discusses
1987 activities in these organizations and also
covers the U.S. bilateral investment treaty pro-
gram, the U.S.-Israel Free-Trade Area Agree-
ment, the U.S.-Soviet Grain Agreement, and
progress on trade agreements in the services sec-
tor.

Important developments at the OECD annual
ministerial in May 1987 included a commitment
made by the ministers to advance reform of agri-
cultural trade and a pledge by West Germany to
expand its domestic economy. On agricultural
trade, the ministers urged member countries to
develop a more rational approach in their domes-
tic agricultural policies and agreed that price guar-
antees or other production support measures
should be replaced by direct farm income sup-
port.

In its recent work on agricultural support
programs, OECD has developed measures of the
relative levels of assistance to producers and con-
sumers in member countries. The findings were
presented at the ministerial meeting. The study,
which used so-called producer and consumer sub-
sidy equivalents, determined that in 1985 the sub-
sidy equivalent represented 70 percent of the
value of output of major agricultural products in
Japan, 20 percent in the United States, and 40
percent in the EC. Overall, it found that, during
1979-81, the subsidy equivalent represented an
average of about 32 percent of the sales value of
the 11 commodities examined.

Another study published by the OECD in
1987 noted two major developments in interna-
tional direct investment. The first was the growth

of the United States as a host of international in-
vestment. The second was a fall in direct invest-
ment in developing countries following the
1981-82 recession.

The seventh quadrennial UNCTAD confer-
ence was held in Geneva from July 7 to August 3,
1987. Marathon bargaining sessions between the
developed and developing countries finally re-
sulted in a mutually acceptable declaration 3 days
after the conference was scheduled to end. The
United States sought to redirect UNCTAD discus-
sions to a constructive exchange of ideas and pol-
icy dialogue on economic development, a role
from which the United States believes the organi-
zation has strayed in recent years. Of key impor-
tance to the United States was the recognition in
the conference’s Final Act of the “critical role”
of the GATT Uruguay Round negotiations to the
international trading system, though no specific
role for UNCTAD in the Round was defined.
The conference also recognized the opportunity
presented by the Uruguay Round for improving
market access.

At the end of 1987, the United States was
participating in six international commodity
agreements, those covering coffee, sugar, wheat,
jute, natural rubber, and tropical timber. The
United States completed ratification procedures
for the new International Wheat Agreement,
which was renegotiated in 1986. Also, a new
agreement for cocoa entered into effect, and con-
sensus was reached on a renegotiated natural rub-
ber agreement. The agreement covering tin has
ceased to function for all practical purposes since
the collapse of the price of tin in 1985.

The U.S.-Israel Free-Trade Area Agreement
concluded its second year of operation in 1987.
In terms of total dollar value of trade, U.S. ex-
ports to Israel grew modestly. The total reported
value of U.S. imports under the FTA was $763
million, or about 29 percent of total U.S. imports
from Israel. The bilateral trade balance remained
in Israel’s favor for the second year.

The current U.S.-Soviet 5-year Long-Term
Grain Agreement (LTA) spans the period Octo-
ber 1, 1983-September 30, 1988, and calls for
purchases by the U.S.S.R. of at least 9 million
metric tons (mmt) of U.S. grains during each
agreement year. During the fourth agreement
year (October 1986-September 1987), total
U.S.S.R. purchases amounted to 8.24 mmt, fall-
ing short of the 9.00 mmt overall minimum re-
quirement. In April 1987, the U.S. Department
of Agriculture (USDA) announced the Soviet
Union'’s eligibility for the subsidized purchase of 4
mmt of wheat under its Export Enhancement pro-
gram (EEP).

For several years, the United States has ad-
vocated liberalizing services trade. In 1987,
GATT discussions on trade in services intensifi€d!
with substantive proposals for establishing rules



advanced by the United States and the European
Community.

International trade in services showed signs
of continued growth in 1986, the latest year with
available data. However, a study published by
the OECD in 1987 suggests that data reporting
the increasing importance of services in the world
economy may be exaggerated. The study noted
that a narrower definition of services, excluding
government activity, more closely corresponds to
common perceptions of services. Using this defi-
nition, OECD estimated that the average share of
gross domestic product (GDP) accounted for by
services falls from 58 percent to 44 percent, or
about the same average proportion as that for
goods. Also, it noted that when in-house provi-
sion of services is replaced by contractors, de-
mand for services may show an expansion that
does not actually represent a change in the
amount or type of service provided.

Other developments in internationally traded
services are included in the chapter 3 sections on
the related work in the GATT and UNCTAD.
Activities in three major services sectors (tele-
communications, maritime services, and insur-
ance) are also reported.

DEVELOPMENTS IN MAJOR U.S.
TRADING PARTNERS

In 1987, the U.S. merchandise trade deficit
was $158.2 billion, of which $130 billion (82 per-
cent) was with the countries under review in this
report: the European Community (EC), Canada,
Japan, Mexico, Taiwan, the Republic of Korea
(Korea), and Brazil. The largest bilateral mer-
chandise trade deficit in 1987 was with Japan
(857 billion, or 36.1 percent, of the total U.S.
merchandise trade deficit), followed by the EC
($23 billion, or 14.5 percent), and Taiwan ($17.6
billion, or 11.1 percent). The U.S. merchandise
trade deficit with the NIC’s of Asia covered in
this report totaled $27 billion, or 17 percent, of
the total U.S. merchandise trade deficit.

U.S.-EC trade relations were strained by the
threat of a major trade war erupting over EC en-
largement. The dispute was finally settled after
threats of retaliation and counterretaliation were
fired. The long-term dispute over pasta was re-
solved during the year, but new disputes erupted
over the oilseeds sector and U.S. meat exports to
the EC. Nonagricultural issues of concern to the
United States were Community subsidies to Air-
bus Industrie and the attainment of improved ac-
cess to the European telecommunications
markets.

During much of 1987, the free-trade-agree-
ment negotiations dominated bilateral issues be-
tween the United States and Canada. The
agreement was concluded in October. Bilateral
disputes focused on Canada’s imposition of coun-
tervailing duties on imports of U.S.-grown corn

and allegations that Canadian potash producers
were dumping their products in the United States.

U.S.-Japanese relations were again strained
by numerous trade disputes intensified by another
record trade deficit. During the year, the United
States took several retaliatory measures against
the Japanese. In an early action, the President
announced sanctions in the form of higher tariffs
on certain Japanese electronic components for
failure to enforce some provisions of the 1986
semiconductor agreement. Later in the year,
Congressional legislation was introduced banning
the importation of Toshiba products after that
company violated export control regulations and
sold sensitive equipment to the U.S.S.R. Despite
a seemingly endless series of confrontations, the
two countries maintained a strong relationship,
managed to exercise restraint, and continued to
consult with each other to resolve trade disputes.

Bilateral relations between the United States
and Mexico have been improving ever since the
latter joined the GATT in 1986. Closer ties were
made in 1987 when the two countries concluded
a broad “framework” agreement on principles
and procedures of bilateral trade.

Although Taiwan made significant progress in
improving access to its market during 1987, it is
still far from being an open economy. Continuing
issues of concern to the United States include tar-
iffs, nontariff barriers, access to Taiwan’s beer,
wine, and tobacco markets, and intermodal ship-
ping.

The United States intentionally did not press
Korea on trade issues during that country’s highly
sensitized Presidential campaign. Following the
December vote, however, trade frictions esca-
lated rapidly as the United States sought to re-
solve several longstanding disputes. Major areas
of friction involved currency revaluation, beef,
cigarettes, insurance, and advertising.

Strained relations between the United States
and Brazil continued in 1987. Although Brazil
made some progress in lowering its trade barriers,
many disagreements failed to be resolved. Bra-
zil’'s February decision to suspend interest pay-
ments on its foreign debt further aggravated
tensions. Another dispute culminated in a sec-
tion 301 case against Brazil in the area of phar-
maceuticals. Brazil’s informatics policies
continued to be a major area of contention.

ADMINISTRATION OF U.S. TRADE
LAWS AND REGULATIONS

Chapter S reviews activities related to the ad-
ministration of U.S. trade laws in 1987. Actions
under import relief laws, unfair trade laws, and
certain other trade law provisions are included.

In 1987, the U.S. International Trade Com-
mission did not undertake or complete any ifiés-
tigations under a major statute safeguarding U.S.
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industries from import injury (sec. 201 of the
Trade Act of 1974). The Commission did, how-
ever, conduct two investigations under section
203 to determine whether or not to extend import
relief already in place under section 201. Follow-
ing receipt of the Commission’s advice, the Presi-
dent extended the relief on stainless steel and
alloy tool steel and terminated the relief on
heavyweight motorcycles. The Commission also
conducted an investigation under section 406 to
determine whether imports of an article produced
in a Communist country are causing market dis-
ruption. The Commission found that imports of
ammonium paratungstate and tungstic acid from
the People’s Republic of China (China) had dis-
rupted the domestic market. The President sub-
sequently negotiated an orderly marketing
agreement with the Chinese.

The U.S. Department of Commerce and the
Commission continued to have large caseloads of
antidumping and countervailing duty (CVD) in-
vestigations during the year. Commerce com-
pleted 43 final antidumping investigations in 1987
compared with 49 investigations in 1986. The
Commission completed 20 preliminary and 51 fi-
nal antidumping investigations. Antidumping du-
ties were imposed as a result of 38 of these
investigations on a total of 15 products from 26
countries. Commerce completed 21 final CVD
investigations compared with 24 investigations in
1986. The Commission completed 3 preliminary
and 19 final CVD investigations. Countervailing
duties were imposed as a result of 13 of these in-
vestigations on a total of 7 products from 12
countries.

The Commission completed 21 investigations
under section 337 of the Tariff Act of 1930.

Xiv

Three violations were found, and three exclusion
orders were issued.

In 1987, private parties filed four section 301
(of the Trade Act of 1974) petitions and the
President self-initiated one investigation. Bilat-
eral settlements were obtained in three 301 cases
initiated prior to 1987: Canadian softwood lum-
ber, EC enlargement, and EC export subsidies on
pasta.

The U.S. Department of Commerce initiated
two investigations in 1987 under section 232 of
the Trade Expansion Act of 1962, which was de-
signed to protect the national security of the
United States. These investigations cover imports
of anti-friction bearings and imports of crude and
refined petroleum.

Changes in the GSP program resulting from
the 2-year general review took effect on July 1,
1987. As a result of this review, the President
reduced the competitive-need limits on 290 prod-
ucts from 9 advanced developing countries. ' The
results of the 1987 annual review also became ef-
fective on July 1, 1987. As a result of the annual
review, products accounting for $18.6 billion in
1986 imports from 16 countries were excluded
from GSP eligibility under the statutory-need pro-
vision.

Duty-free imports entering the United States
under the Caribbean Basin Economic Recovery
Act (CBERA) preferences totaled $906.1 million
in 1987, or 14.7 percent, of overall U.S. imports
from the region. This figure compares with $690
million, or 11.2 percent, in 1986. Beef was the
leading product imported free of duty under
CBERA during 1987 as well as in 1986.
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OVERVIEW: THE
INTERNATIONAL ECONOMIC
ENVIRONMENT IN 1987

TRADE AND ECONOMIC POLICY

Trade relations in 1987 were characterized
by two divergent forces: highly visible bilateral
confrontations on the one hand, and quiet move-
ment towards liberalizing trade in the GATT and
elsewhere on the other. The climate in Western
capitals was often charged, with trade disputes
one after another escalating to near crisis propor-
tions. The United States played an especially ac-
tive role, as disputes with Japan, the EC, Korea,
and Brazil neared the boiling point. Finance and
budget ministers, meanwhile, had a substantial in-
fluence on the trading environment as efforts to
stabilize exchange rates and harmonize macro-
economic policies took on greater urgency in the
wake of October’s stock market collapse.

The U.S. Congress spent long months craft-
ing omnibus trade legislation intended to advance
U.S. negotiating aims abroad and tighten U.S.
trade law, particularly those provisions relating to
granting import relief and foreign barriers to U.S.
commerce. The bill also contained provisions to
implement the Harmonized Tariff Schedule of
the United States and to grant the President
authority to negotiate agreements to reduce tar-
iffs. Prospects that the bill might require the
President to retaliate against foreign barriers to
U.S. exports added a note of uncertainty to U.S.
trade relations in the year.

Despite mounting bilateral tensions, the
United States did take several major steps in the
direction of trade liberalization in 1987. A
pathbreaking free-trade arrangment with Canada
was agreed upon, and talks on expanding trade
with Mexico proceeded apace. Significant pro-
gress was also made on the multilateral front.
The negotiating groups for the Uruguay Round of
multilateral negotiations progressed, and several
new countries sought accession to the GATT, a
testimony to the GATT’s vitality on its 40th anni-
versary. In other fora, the OECD moved closer
to a consensus on the need to end extensive sub-
sidization of agriculture, and the required number
of signatures was received to allow the Harmo-
nized Commodity Description and Coding System
to go into effect.

WORLD TRADE IN 1987

According to preliminary GATT estimates,
the volume of world merchandise trade grew by 4
percent from 1986 to 1987, the second largest in-
crease in the 1980’s and a full percentage point
more than the growth in world output.! At $2.45

' Preliminary report by the GATT Secretariat on World
Trade in 1987 and Prospects for 1988, GATT Press
Release No. 1432, Feb. 29, 1988.

trillion, the value of world merchandise trade was
15-1/2 percent greater than that in 1986, reflect-
ing volume increases and a firming of prices, par-
ticularly those for oil and other primary
commodities. The trade performance of the most
heavily indebted developing countries improved
significantly, growth in world agricultural trade re-
sumed, and the anticipated crisis in global con-
sumer confidence failed to materialize. (Indeed,
preliminary data show a pickup in trade growth in
the final quarter of 1987.) Trade expansion in
1987 was also more balanced across the three
major economic groups—developed, developing,
and centrally planned economies.

The trade performance of the developed
countries, which as a group accounted for 70
percent of world trade in 1987, was uneven.
However, the United States continued to register
record deficits in its merchandise trade account,
and it remained the world’s largest debtor, a title
it “earned” in 1986. Germany recorded another
record merchandise trade surplus ($66 billion),
and Japan’s surplus, at $80 billion, declined mod-
estly. The combined trade deficit of four other
major European countries, the United Kingdom,
Spain, France, and Italy, widened substantially,
from $34 billion in 1986 to $55 billion in 1987.

Imports by the developed countries were the
dominant force in world trade expansion; and in
developing countries, exports remained the most
dynamic in terms of volume. The growth in im-
ports by Western Europe and Japan more than
offset a slowdown in the volume of U.S. imports.
The trade performance of 15 heavily indebted
countries?2 improved significantly, with healthy
gains in both exports and imports. Although their
trade expanded less rapidly than world trade, the
1987 experience compares favorably with that in
1986, when merchandise imports by these 15
countries declined by 1 percent and exports fell
by 15 percent.

Manufactures trade, which accounted for
two-thirds of total merchandise trade, paced the
expansion in world commerce, increasing by §
percent on a year-to-year basis. Developed coun-
tries accounted for the lion’s share of the expan-
sion in manufactures trade. The newly
industrialized countries of Asia also emerged as
key importers, with the volume of their imports of
manufactures increasing by more than 20 percent
over that in 1986. Despite a reduction in world
agricultural output for the first time in 37 years,
global agricultural exports increased by 4 percent
in terms of volume. Higher trade in those two
sectors more than offset a slight contraction in the
volume of trade in mining products.

2 The countries are Argentina, Bolivia, Brazil, Chile,
Colombia, Cote d'Ivoire, Ecuador, Mexico, Morocg¢g,
Nigeria, Peru, Philippines, Uruguay, Venezuela, an
Yugoslavia.
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GATT analysts found a strong correlation be-
tween recent changes in exchange rates and ex-
port growth in 1987. Countries such as the
United States and Canada whose currencies de-
preciated on a real effective basis from 1985 to
1986 recorded strong growth in export volumes
during 1987.1 The exports of countries with ap-
preciating currencies, particularly Germany and
Japan, showed notable declines. However,
GATT analysts were unable to demonstrate a
clear link between real effective appreciation and
import growth. In Germany, for example, the de-
pressing effect on imports of lower domestic de-
mand apparently outweighed the stimulus of a
stronger mark.2 The analysts concluded that the
exchange rate mechanism alone was not sufficient
to achieve more balanced trade among the major
industrialized countries: appropriate fiscal poli-
cies were needed as well.

U.S. TRADE PERFORMANCE

The U.S. trade deficit widened sharply, by
9.8 percent, in 1987, reaching a record $171.2
billion on a c.i.f. basis, up from $156.2 billion in
1986. (The deficit was $153.0 billion on a cus-
toms basis compared with $139.3 billion in
1986.)8% Despite the dollar’s depreciation, im-
ports continued to rise for much of the year, off-
setting healthy gains in U.S. exports.

U.S. exports were valued at $252.9 billion,
representing an increase of 11.5 percent over
those in 1986. Notable gains were registered in
U.S. shipments of office machinery, aircraft, mo-
tor-vehicle parts, chemicals, paper, glass, bever-

' Preliminary report by the GATT Secretariat on World
Trade in 1987 and Prospects for 1988, GATT Press
Release No. 1432, Feb. 29, 1988, p. 10. For the pur-
pose of their analysis, GATT economists defined the
change in a country’s real effective exchange rate as the
movement of the currency against those of 18 other in-
dustrial and 22 developing countries, adjusted for differ-
ences in inflation between the home country and those
same trading partners.

2 In fact, the import volumes of countries with appreciat-
ing currencies (Germany, Italy, the Netherlands) in-
creased by less, or at least not more, than in countries
with depreciating currencies (such as Canada and the
United Kingdom). /Ibid., p. 11-12.

3 Unless otherwise noted, all data in this section are
official data from the U.S. Department of Commerce, as
reported in Summary of U.S. Export and Import Mer-
chandise Trade, December 1987 and January 1988.
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ages, and tobacco. By region, U.S. exports to
developed countries increased by 9 percent, with
U.S. exports to the EC up by 14 percent; those to
Canada up by 8 percent; and those to Japan up
by 5 percent. U.S. exports to developing coun-
tries rose by 16 percent over those in 1986, with
significant gains in U.S. exports to Mexico, Ko-
rea, and Taiwan.

Imports, at $405.9 billion, were up by 10.9
percent over those in 1986, with increases regis-
tered in all major product categories. The surge
in imports of capital goods (which rose at a 33
percent annual rate in the first three quarters of
the year) and oil was particularly noteworthy.
Imports of office machinery, electrical machinery
and apparatus, textiles and apparel, semiconduc-
tors, and cars also recorded above average gains.
Developing countries accounted for most of the
increase in the value of U.S. imports, with U.S.
imports from the newly industrializing countries
(NIC’s) of Asia up by 25 percent over those in
the previous year; those from China up by 27 per-
cent; and those from Mexico and Brazil up by 50
percent and 60 percent, respectively.

Despite a 15-percent increase in U.S. ex-
ports, the U.S. deficit in manufactures widened
from $134.3 billion in 1986 to $140.1 in 1987.
The U.S. deficit in petroleum and selected prod-
ucts also grew, from $31.8 billion in 1986 to
$38.4 billion in 1987. On the other side of the
ledger, the U.S. surplus in agriculture widened,
from $4.5 billion in 1986 to $8.0 billion in 1987.

The United States registered deficits in mer-
chandise trade with virtually every country group.
However, largely as a result of increases in U.S.
exports of manufactures, the United States saw
significant improvements in its trade balances with
the EC and Canada. Its trade deficit with Japan
widened slightly. Continued high levels of manu-
factured imports and a leveling off of exports of
food accounted for the worsening of the U.S.
trade deficit with the NIC’s,4 particularly Taiwan,
Korea, and Hong Kong, and a firming of petro-
leum prices accounted for the deterioration of
U.S. trade with members of OPEC (Organization
of Petroleum Exporting Countries).

4 The NIC’s are Brazil, Hong Kong, Mexico, Sin-
gapore, South Korea, and Taiwan.
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CHAPTER 1

SELECTED ISSUES IN TRADE
AGREEMENTS ACTIVITIES
IN 1987

INTRODUCTION

This chapter examines three developments in
1987 that are likely to have a significant impact
on U.S. trade: (1) the realignment of exchange
rates among the major industrialized countries;
(2) the conclusion of an agreement providing for
free trade between the United States and Canada;
and, (3) the entry into force of the Harmonized
Commodity Description and Coding System.

In September 1985, finance ministers from
the major industrialized countries essentially
agreed to support a realignment of their curren-
cies in an effort to achieve more balanced trade
and economic performance. By 1987, however,
the dollar’s continued depreciation, particularly
against the West German mark and the Japanese
yen, became the subject of intense debate in
Western capitals. - Discussions centered on appro-
priate levels for exchange rates and on the impor-
tance of adopting macroeconomic policies
consistent with sustaining them. Against a back-
drop of record U.S. trade deficits, economists
also began to take a closer look at more funda-
mental factors affecting trade flows. The fact that
many foreign suppliers were not raising prices in
the U.S. market was examined, as were structural
changes in the United States that might slow the
process of reducing U.S. imports. This chapter
examines each of these issues in greater depth.

In 1987, the United States and Canada in-
itialed a far-reaching pact providing for the elimi-
nation of tariffs on bilateral merchandise trade
and a reduction in nontariff barriers to goods,
services, and investment. The pact will substan-
tially liberalize the world’s most significant bilat-
eral trading relationship (in terms of value) and
may provide a model for present efforts within
the GATT to address “new” issues such as serv-
ices and investment. The main elements of the
agreement, as well as its likely economic impact,
are discussed below.

The groundwork was laid in 1987 for the en-
try into force of the Harmonized System (HS).
The new nomenclature will replace the sometimes
disparate tariff clasification schemes of signatory
governments with a single, basic framework for
describing products for customs, tariff, statistical,
and transportation document purposes. The
European Community (EC), Japan, and Canada
are among the signatories that implemented the
new system on January 1, 1988. The legal provi-
sions to permit implementation of the HS in the
United States were contained in the omnibus
trade bill. The purpose of the HS and its organ-

izational underpinnings are discussed in the final
section of this chapter, as are its implications for
U.S. trade and business.

EXCHANGE RATES

Introduction to the Issues

The value of the dollar on foreign-exchange
markets declined sharply during 1987, continuing
in a descent that began in February 1985 and was
endorsed as official policy by key finance minis-
ters in the Plaza Accord in September of that
year. As the dollar’s sharp decline continued
during 1986 and into 1987, foreign and domestic
policymakers began to press for more stability in
the dollar’s exchange value. The dollar’s value
became a recurrent focus of attention as industri-
alized countries attempted to coordinate their
macroeconomic policies. The United States was
pressed to reduce its enormous trade and budget
deficits, and Japan and West Germany were
called upon to stimulate their economies.! Poli-
cies consistent with these goals were not immedi-
ately implemented, however. For most of the
year, little progress was made in reducing the
U.S. Federal budget deficit. West Germany con-
tinued its adherence to a relatively contractionary
monetary policy, raising discount rates unilaterally
and sterilizing monetary expansions that would
otherwise have resulted from exchange market in-
tervention.2 Japan was faulted for not opening its
markets further to foreign imports.

Much of the dollar’s decline over the year
came in the wake of October’s stock market
crash, as investors traded U.S. assets for foreign-
denominated substitutes. Then, as throughout
the year, foreign central banks intervened exten-
sively to prevent a disorderly decline. According
to one estimate, central banks purchased $190
billion during 1987, largely in efforts to stabilize
the dollar.® This intervention provided the largest
source of external financing to cover the shortfall
in U.S. aggregate savings during 1987.

Despite the dollar’s third year of sharp de-
cline, 1987 marked the fifth successive year of
record U.S. current account deficits, the emer-
gence of the United States as the world’s largest
debtor, and growing concern that its economic
policymaking was increasingly being held hostage
to the constraints implied by debtor status. Nev-
ertheless, as the year closed, it appeared that the
U.S. trade picture was poised at last for a turn-
around. The stock market collapse and sluggish
growth in the U.S. economy’s retail sector im-
proved prospects for a slower pace of import

' IMF Survey, Oct. 19, 1987, p. 310.

2 Sterlization refers to the process by which open market
sales (or purchases) of bonds by the central bank to the
public are used to offset the effects of central bank
intervention in the foreign exchange market. 1

3 “World Economic Outlook,” IMF Survey, Apr. 118_ ,
1988, p. 126.
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spending. The dollar’s cumulative decline
seemed at last sufficient to give a boost to the na-
tion’s manufacturing sector, which was enjoying a
resurgence in foreign demand. Concerns were
expressed, however, that industrial capacity had
fallen during the period of the strong dollar and
that export growth might therefore not be sustain-
able.

Foreign investors responded to the lower
priced dollar during 1987 by significantly increas-
ing their direct investment in U.S. industry, rais-
ing concern in certain quarters and providing a
new target for protectionist sentiments. Such for-
eign investment is likely to result in the continued
growth of some import categories, particularly
capital goods.! On the positive side, new invest-
ment will add to productive capacity that will help
generate the trade surpluses ultimately required to
repay foreigners who have invested in the United
States.

Measuring the Dollar’s Descent in 1987

The value of the dollar declined sharply rela-
tive to most of the world’s major currencies dur-
ing 1987. Over the 12 months ending December
1987, the dollar declined on a nominal basis by
21 percent against the yen, 17 percent against
major European currencies, 10 percent against
the currencies of the newly industrialized coun-
tries (NIC’s) of east Asia, and 5 percent vis-a-vis

! According to the Bureau of Economic Analysis imports
of capital goods increased to a $120 billion rate in the
fourth quarter of 1987, increasing from $93 billion in
1986 and $69 billion in 1984. Adjusting for changing
exchange rates, this represents a trend increase in real
imports of capital goods over the period.

Table 1-1

the Canadian dollar. Adjusting for inflation to
obtain measures of real-exchange-rate shifts,
similar results are obtained. For example, the
dollar declined in real terms by 19 percent against
the yen, 16 percent against European currencies,
and 8 percent against the east Asian NIC’s (table
1-1).

Measuring the Dollar’s Cumulative
Decline

From a peak in February 1985 through De-
cember 1987, the dollar’s real value declined by
22.6 percent on a trade-weighted basis, as calcu-
lated by the Dallas Federal Reserve Bank. With
respect to the Japanese yen and major European
currencies, the dollar’s cumulative depreciation
totaled 48 percent and 44 percent, respectively.
Overall, the dollar’s depreciation since 1985
more than offset its cumulative appreciation
against these same currencies during 1980-8S5.
However, on a weighted-average basis, the dol-
lar’s international purchasing power at yearend
1987 remained at least 10 percent above the
yearend level of 1978, a period of previous dollar
weakness. The dollar’s gain in strength vis-a-vis
the Canadian dollar and Latin American curren-
cies accounts for this effect.

Policies Concerning the Dollar’s Decline

The steepest declines occurring in the value
of the dollar came in January, November, and
December. In November 1986, Treasury Secre-
tary Baker and Japanese Finance Minister
Miyazawa agreed that the dollar had fallen

Indices of real exchange rates for U.S. dollar against currencies of Canada, Japan, Europe, newly-indus-
trializing countries of east Asia and Latin America, 1980-87

(January-March 1973=100.0)

Period Canada Japan Europe NIC’s? L.Amer.2 TotaP

December:
1980 ....... 118.4 72.6 82.4 84.1 92.3 87.1
1981 ....... 114.0 78.9 96.3 88.7 92.0 92.4
1982 ....... 113.2 88.9 107.2 95.9 110.2 100.5
1983. ....... 113.1 87.8 121.1 105.4 117.3 106.7
1984 ....... 120.1 94.0 137.5 110.9 120.3 115.4
1985 ....... 126.1 78.7 114.0 116.0 133.8 112.1
1986 ....... 121.1 63.9 97.3 116.7 166.1 106.2
1987 ....... 115.6 51.6 81.7 107.4 (4) 93.5

References:

Jan.-Mar.’73¢ . 100.0 100.0 100.0 100.0 100.0 100.0

Oct. 1978¢ .... 112.3 55.3 76.1 77.0 98.8 82.2

Mar. 19857 .... 125.5 98.8 145.8 112.3 121.5 120.8

' Newly-industrializing countries of east Asia.

2 Latin America; includes countries of the Caribbean.

3 Includes other countries; 101 countries represented in total.

4 Not avallable.

¢ Base period.

¢ Lowest value for monthly total real dollar index over 1973-87.

7 Highest value for monthly total real dollar index over 1973-87. 1-2

Source: Federal Reserve Bank of Dallas.
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enough, and that dollar stability was more impor-
tant than further decline. Further declines in the
dollar soon thereafter prompted finance ministers
from the Group of Seven countries! to convene at
the Louvre in February. Agreement was reached
that a smaller U.S. budget deficit was necessary,
and that Japan and West Germany would make
greater efforts to stimulate their economies.
These commitments were reaffirmed at the eco-
nomic summit in Venice. At the same time, Ja-
pan announced that it would adopt a $35 billion
package of tax cuts and public spending pro-
grams.

Nevertheless, the U.S. trade deficit remained
stubbornly high, and progress on reducing the
U.S. Federal budget deficit had stalled. Germany
persisted with its restrictive monetary policy,
which required tightening of U.S. monetary policy
and consequent increase in interest rates for ex-
change-rate stability. Perceptions that Japanese
trade practices remained an obstacle to global re-
adjustment intensified. Collectively, these devel-
opments resulted in growing uneasiness among
financial analysts that problems were not being
resolved. The official announcement in mid-Oc-
tober that the U.S. trade deficit for August was
unexpectedly high added to investor wariness.
Another steep decline in the dollar followed the
October 19 global stock market collapse, as for-
eign investors sold dollar-denominated assets to
minimize capital losses in anticipation of further
dollar declines. Renewed concern over the dollar
prompted another conference of finance minis-
ters late in December.

Continued Growth in the Trade Deficit

Contrary to most expectations, the U.S.
trade deficit increased further in 1987, totaling
$171.2 billion, compared with $156.2 billion in
1986. Indeed, monthly trade statistics revealed
growing trade imbalances through October, for
which a record deficit of $17.6 billion was re-
ported. Not until data for November and Decem-
ber were released were there grounds for
optimism that the trade deficit was narrowing.
Steady improvement in U.S. export performance
was matched by rising import expenditures until
October. The data clearly indicated that the rise
of the yen had begun to slow U.S. imports of
Japanese products, but imports from the NIC’s
continued to rise. Imports from Korea, Taiwan,
Hong Kong, Singapore, and Thailand rose by
25 percent in 1986.

' The Group of 7 consists of the major industrial coun-
tries whose heads of state meet annually at economic
summits. The members are Canada, France, the Fed-
eral Republic of Germany, Italy, Japan, the United
Kingdom and the United States.

Explanations of the Apparent Inefficacy
of Exchange-Rate Policy

Much of the trade policy debate during 1987
concerned the apparent failure of dollar deprecia-
tion to reduce appreciably the U.S. trade deficit.
Explanations shifted away from the discredited
optimism of “J-curve” dynamics toward an ex-
amination of exchange-rate passthrough, and a
view based on structural irreversibilities described
as “hysteresis.”

Traditionally, exchange-rate (devaluation)
policies are expected to induce expenditure-
switching by raising import prices relative to do-
mestic goods and reducing export prices for U.S.
merchandise to foreign buyers. This would then
be expected to reduce domestic spending on im-
ports and increase foreign purchases of U.S. ex-
ports, albeit with a lag.2 However, recent studies
on exchange-rate passthrough indicate that im-
port prices have risen much less than the dollar
has fallen (or equivalently, as the yen or deutsche
mark have risen). Consequently, the price com-
petitiveness of domestic substitutes for imports
has not improved as much or as quickly as previ-
ously expected. Imports are unlikely to decline,
nor the trade deficit narrow significantly, until the
relative price of imports increases substantially.

Theory of Exchange-rate Passthrough

The rate of passthrough for exchange-rate
changes into import prices depends on a number
of factors. The relative proportions of labor,
capital, and traded material inputs used in pro-
duction by foreign producers are among the prin-
cipal determinants. @ The extent of product
homogeneity and the degree of global competition
in the industry also matter. Nontariff import bar-
riers can also break the link between foreign-ex-
change rates and import prices, since they drive a
wedge between domestic and world prices. The
extent to which an industry is able to reduce costs
by modernizing its technology can also allow price
adjustments that contrast with exchange rates. .

First, exchange-rate changes will more likely
be passed through into U.S. import prices the
larger the share of total costs represented by for-
eign labor value added. For example, as a result
of the yen’s appreciation relative to the dollar,
Japanese labor costs in dollar terms have risen.
These must either be passed on in the form of
higher dollar prices on exports (to the United
States) or, if not passed on, export profitability
must decline. The potential for high rates of
passthrough also exists for firms that are highly
capital intensive. However, in the short run,
capital-intensive firms can price their exports be-
low average total costs and still cover variable
costs.

2 Hence the J-curve effect, as the volume of exports and
imports adjust slowly while the cost of foreign exchange

used to purchase imports rises. The net result is ap in-
itial widening of the trade deficit, prior to its narro iglg

as trade volumes adjust in desired directions.
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Conversely, foreign firms that use significant
amounts of tradable material inputs (e.g., petro-
leum, iron ore, petrochemicals) can be expected
to have lower rates of passthrough. These traded
inputs are priced in a world market, with prices
equated internationally. Therefore, exchange-
rate changes do not directly affect foreign pro-
ducer’s cost in dollars of using these materials for
reexport to the United States as part of a finished
product.

A second factor affecting a foreign firm’s
capacity to avoid passing through exchange-rate
changes concerns the structure of international
competition in its industry. A foreign producer
that behaves in accordance with the purely com-
petitive model must, in the long run, fully recoup
its total production costs (that are unchanged
when calculated in local currency, but which in-
crease when converted into dollars) following lo-
cal currency appreciation (i.e., dollar
depreciation). Yet as a price taker in the U.S.
market (demand facing this producer is assumed
to be perfectly price elastic), passing its higher
costs on to import prices would result in the loss
of its market share to producers from countries
whose currencies have not appreciated relative to
the dollar. Therefore, in the short run, the com-
petitive  foreign producer is unlikely to
passthrough higher (dollar) costs. In the long
run, they leave the market in the absence of
other effects.

At the other end of the spectrum, oligopolis-
tic or monopolistic firms face less than perfectly
elastic demand for their products. Consequently,
they can exercise market power by passing
through exchange-rate changes in the short run,
without completely losing market share. To the
extent that market power derives from product
differentiation, foreign firms also gain some addi-
tional latitude to raise prices because of ex-
change-rate changes without fully losing market
share.

In some cases, foreign producers were pre-
cluded from increasing their share of the U.S.
market beyond certain levels because of voluntary
restraint agreements (VRA’S).? During the pe-
riod of dollar appreciation, these producers in-
creased unit profits on exports to the United
States. Some analysts therefore argue that for-
eign producers had a cushion of unusually high
unit profit rates that allowed them to continue to
supply the U.S. market profitably following home
currency appreciation without attendant price in-
creases. Some of these analysts suggest, however,
that further declines in the dollar would most
likely result in higher import prices because the
cushion of excess profits is probably gone and
firms have exploited most of the cost-cutting op-
portunities that were available.

' Autos, footwear, and steel exemplify this case.
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The Structural Problem, or “Hysteresis”

The hysteresis argument suggests that in-
creased import competition resulting from the
dollar’s high value during 1983-86 prompted or
accelerated the movement offshore of significant
portions of the U.S. manufacturing sector. Other
industries were lost in their entirety to foreign
competition. The dollar’s recent decline cannot
quickly reverse these structural changes. For ex-
ample, because the United States no longer has
an industry domestically producing color televi-
sion sets, the dollar’s return to its previous level
cannot reverse this trade imbalance in the near
future. Furthermore, many domestic firms that
increased their reliance on offshore facilities to
cut costs have seen this strategy backfire now that
the dollar has weakened.

Theories of Exchange-rate Equilibrium

Finance ministers from the major industrial-
ized countries have convened frequently since the
Plaza hotel meeting of September 1985 to discuss
currency realignment and stabilization consistent
with promoting adjustment and preserving eco-
nomic growth. However, there are competing
views on suitable exchange rates.

The traditional method of calculating equilib-
rium exchange rates is based on purchasing power
parity (PPP), or the law of one price. Strictly
interpreted, PPP suggests that exchange rates will
tend towards equilibrium levels that equate the
costs of a representative bundle of goods and
services across countries. For example, if in long-
run equilibrium a given basket costs DM258
(deutsche marks) in West Germany, $100 in the
United States, and Y20,300 (yen) in Japan, then
PPP would imply that a dollar should be valued at
2.58 deutsche marks and 203 yen. Economists
with Goldman Sachs in London used Organiza-
tion for Economic Cooperation and Development
(OECD) prices to estimate precisely these values
for PPP exchange rates.?

However, most economists contend that ex-
change rates also reflect international movements
of capital (global savings) toward their highest re-
wards. The expansionary fiscal policy adopted by
the United States in 1981 and the budget deficits
thereafter created a shortfall in domestic saving
relative to spending at prevailing rates of return.
This sent international markets for capital, as well
as goods, into disequilibrium. U.S. interest rates
increased relative to foreign rates, and attracted
foreign investors who drove up the dollar as they
sought out higher yielding dollar-denominated in-
vestments.

1-4
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Now that the United States has become a large
debtor, it must earn a surplus on its trade account
to service debt and equity holdings of foreigners.
Maintaining an exchange rate based
on PPP would ignore these U.S. obligations to pay
foreigners dividends and interest payments for fi-
nancial services these holdings represent. A PPP
exchange rate would therefore result in perpetual
current account deficits and a rising external
debt. Such a course would ultimately be unsus-
tainable.

In response, John Williamson of the Institute
for International Economics defines the funda-
mental equilibrium exchange rate (FEER). This
rate will generate a current account balance equal
to the underlying flow of capital, assuming that a
domestic economy pursues full employment and a
balanced budget. Williamson gauges that the
United States can sustain a current account defi-
cit (and foreigners will hold increased dollar as-
sets) at an annual rate of $30 billion per year.
Based on this expectation, Williamson estimates
FEER’s at Y150 and DM1.75 per dollar.

Economists at Goldman Sachs advocate a
slightly different view of appropriate values for
exchange rates. They place dollar exchange rates
at levels that stabilize the ratio of U.S. external
debt to the gross national product (GNP) at its
current level.! These rates, known as sustainable
equilibrium exchange rates (SEER’s), are esti-
mated to be Y135 and DM1.65 to the dollar.

One could also ask which exchange rates
would be required for the United States to reduce
its net external debt to zero, or to recover the
creditor position it held for most of this century.
Under these conditions, the dollar’s exchange
value would have to fall even further below PPP
values, and also below levels suggested by the
SEERs.

Conclusion

During 1987, concerns over persistent U.S.
trade deficits became particularly intense. For-
eign investors were no longer willing to increase
their holdings of dollar assets at current interest
rates, forcing central banks to intervene exten-
sively to ensure currency market stability. In ef-
fect, foreign central banks financed the U.S.
current account deficit. Continued cooperation
among major central banks will be essential to
preserve exchange rates within agreed upon
ranges if and when further market pressures arise.
Some analysts have raised doubts that central
banks may be prepared to continue intervention

' Fixing this ratio implies that external debt can rise by 3
to 5 percent per annum, or by $10 to 20 billion yearly,
based on estimates that U.S. external debt at yearend
1987 totaled $400 billion (Journal of Commerce, Apr. 6,
1988, p. 7A).

at such extraordinary levels. Some prominent
economists have argued that further declines in
the dollar, perhaps by 10 to 20 percent, will be
necessary to induce foreign investors to hold
more dollar assets. Whether this will be neces-
sary will most likely depend on the pace and ex-
tent of progress achieved in the United States,
and also abroad, in remedying the underlying
causes of the global trade imbalances.

Most commentators regard U.S. fiscal policy
as the most critical area demanding attention.
Given the Gramm-Rudman Hollings Act, and as-
suming a favorable economic outlook, the U.S.
budget deficit is projected to decline gradually.
The need to finance this deficit is a major factor
in U.S. requirements for external borrowing that
corresponds to the current account deficit. Pro-
gress on the lowering the budget deficit would re-
duce these requirements and would therefore,
allow the Federal Reserve greater latitude in con-
ducting monetary policy consistent with dollar sta-
bility and modest growth of domestic demand.
Absent such progress, interest rates would have to
rise (posing the risk of recession) or the dollar
would decline sharply (increasing inflationary ex-
pectations at home and raising the likelihood of
deflation abroad).

An important role for trade policy remains.
Ongoing negotiations that seek to extend cover-
age of GATT provisions to areas of increasing im-
portance in world trade can provide avenues for
readjustment. The United States, in particular,
has strong interests in seeing negotiations com-
pleted in areas such as agriculture, financial serv-
ices, and patent protection. Bilateral negotiations
designed to liberalize market access in overseas
markets can also achieve long-term benefits. Just
as urgent is the need for nations to avoid escalat-
ing protectionism.

UNITED STATES-CANADA
FREE-TRADE AGREEMENT

Background and Purpose

For the past 4 years, the Governments of the
United States and Canada have been examining
the possibilities of a bilateral trade agreement be-
tween the two countries. An early idea focused
on a sectoral free-trade agreement (FTA), men-
tioned in August 1983 when then Canadian Prime
Minister Pierre Trudeau released an official paper
discussing “Canadian Trade Policy for the
1980°’s.”2 The paper analyzed Canada’s overall

2 See Operation of the Trade Agreements Program, 35th
Report, 1983, USITC Publication 1535, pp. 233-234)
Operation of the Trade Agreements Program, 36th Re-
port, 1984, USITC Publication 1725, pp. 122-125.
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trading performance, philosophy, and status in
multilateral and bilateral trade issues, concluding
that strong support of continued multilateral ne-
gotiations, concomitant with bilateral discussions
with the United States, would be beneficial to
Canada. A sectoral FTA with the United States
would, according to the report, benefit both con-
sumer populations and manufacturing sectors, by
facilitating growth of certain industries, creating
jobs, and aiding in intrasectoral adjustments.! A
sectoral agreement would not be new to the two
countries, keeping in mind the 1965 Automotive
Products Trade Agreement (APTA) that estab-
lished a certain degree of free trade in new auto-
mobiles and original-equipment parts.

Trudeau’s trade policy for the 1980°’s dem-
onstrated a shift in Canadian attitude from that of
the 1970’s. During the previous decade, Cana-
dian trade policy focused on the “Third Option”:
a deemphasis of its “special” trade relationship
with the United States with an increased emphasis
on enhancing trade ties with Japan, Europe, and
the Pacific Rim countries.2 Toward the end of
the seventies and into the early eighties, Canada
experienced a general economic downturn which
did not abate until 1983, the same year of a
strong U.S. economic recovery. Canada recog-
nized that its long-term economic growth and
well-being was built upon a secure and expanding
export market.3 It determined that ties with the
United States, Canada’s main trading partner and
export market, must be enhanced.

A sectoral FTA was discussed in 1984, but
many obstacles to its fruition existed, namely dif-
ficulty in obtaining General Agreement on Tariffs
and Trade (GATT) approval, the procurement
policies of the Canadian Federal and Provincial
governments and the high value of the U.S. dol-
lar. The principal obstacle, however, was the dif-
ficulty in targeting (on both sides of the border)
which sectors would in effect be winners and los-
ers. Near the end of the year, Canada elected a
new government. The new Prime Minister, Brian
Mulroney, recognized the importance of en-
hanced trade with the United States as a key in-
gredient in Canada’s longer term economic
success.

On March 17-18, 1985, President Reagan
and Prime Minister Mulroney officially met in the
“Shamrock Summit” in Quebec City where they
issued a joint declaration calling for the creation
of a more stable and predictable trade environ-
ment between the two countries.# In early Sep-

' Ibid., p. 124.

2 The “First Option” was to have closer bilateral ties
with the United States; the “Second Option” was to
maintain the existing terms of trade with the United
States.

3 Nearly one-third of Canadian gross domestic product is
tied to the external sector.

4 Operation of the Trade Agreements Program, 37th Re-
port, 1985, USITC Publication 1871, pp. 31-32.
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tember 1985, the Royal Commission on the Eco-
nomic Union and Development Prospects for
Canada released a 3-year study, a principal rec-
ommendation of which was that Canada negotiate
a bilateral free-trade agreement with the United
States. Two weeks later, Canadian International
Trade Minister James Kelleher presented a report
to the Prime Minister expressing his opinion that
bilateral negotiations with the United States would
be beneficial to Canada. On September 26,
Prime Minister Mulroney informed the Canadian
House of Commons of his invitation to the United
States to begin negotiations on a free-trade agree-
ment. That same day, United States Trade Rep-
resentative Clayton Yeutter reported to President
Reagan on the benefits of exploring bilateral ne-
gotiations, and he recommended consultations
with the Finance Committee of the U.S. Senate
and the Ways and Means Committee of the U.S.
House of Representatives, to gain their views on
such negotiations.5 On December 10, 1985,
President Reagan notified Congress of his intent
to enter into negotiations toward a bilateral free-
trade agreement with Canada using “fast track”
procedures.® Congress then had 60 legislative
days to block the talks. On April 23, 1986, the
60-day period ended and, by a tie vote, the Sen-
ate Finance Committee failed to adopt a measure
denying the President fast-track authority. Nego-
tiations formally began on June 17, 1986 with
Ambassador Peter Murphy representing the
United States and Ambassador Simon Reisman
representing Canada.

In order to reach an agreement, the negotiat-
ing objectives of both nations had to be realized.
The primary goal for Canada was to obtain more
secure access to the U.S. market. (Canada used
the term “contingency protection” to refer to the
use by the United States of trade remedy proce-
dures, particularly countervailing or antidumping
duties, to deny market access.) This would pro-
vide Canadians firms the opportunity to expand
production and specialize. In addition, increased
competition with the United States would spur
Canadians firms to become more efficient. Given
the disparity in size between the two economies
(the U.S. economy is 10 times that of Canada)
the U.S. objectives were more specific: elimina-

8 The reports by Ambassadors Yeutter and Kelleher were
the result of a declaration made at the Shamrock Summit
calling for reports within 6 months charting “all possible
ways to reduce and eliminate existing barriers to trade.”
¢ Section 102 of the Trade Act of 1974 allows the Presi-
dent to enter into bilateral free-trade agreements on a
“fast-track” basis if—(1) negotiation is requested by a
foreign country; (2) the President notifies the House
Ways and Means and Senate Finance Committees of the
negotiations, giving 60 legislative days advance notice;
and (3) the President notifies Congress of his intent 90
days prior to entering into an agreement. The President
must submit the agreement to Congress along with a
draft implementing bill. Congress then has 60 to 90
legislative days to approve or disapprove the bill, by a
simple up or down vote with no amendments allowed]-&
simple majority of each House is required for approval.



tion of tariffs; reduction in Canadian nontariff
barriers; reduction in Canadian investment re-
strictions; establishment of rules for trade in serv-
ices; protection of intellectual property; and,
agreement to exert more discipline over subsi-
dies.?

The possibility of reaching agreement was
placed in doubt, when, after over a year of in-
tense efforts, on September 23, 1987, Canadian
negotiator Reisman walked out of the negotia-
tions. However, the talks resumed October 2
and proceeded until midnight October 3, 1987,
the deadline set in order for the agreement to
quality for U.S. Congressional fast-track proce-
dures.2 The elements of the U.S.-Canada Free-
Trade Agreement were then initialed on October
4, 1987; and on December 9, 1987, the U.S. and
Canadian negotiators initialed the final text of the
agreement. The agreement was formally signed
by President Reagan and Prime Minister Mul-
roney on January 2, 1988. If approved by Con-
gress and the Canadian Parliament, the FTA will
go into effect January 1, 1989 upon an exchange
of diplomatic notes certifying the completion of
necessary legal procedures by each party.

Canada and the United States maintain that
the FTA is consistent with Article XXIV of the
General Agreement on Tariffs and Trade
(GATT), which allows for bilateral free trade
agreements, provided that tariffs and other re-
strictive regulations of commerce are “eliminated
on substantially all trade.” The FTA makes ref-
erences to the GATT throughout the text, stress-
ing the need to further reduce barriers on a
multilateral basis as well as in a bilateral context,
and to improve the overall system of international
trade. As written in Part One of the agreement,
its objectives include (1) eliminating trade barri-
ers in goods and services; (2) facilitating the con-
ditions of fair competition; (3) liberalizing the
conditions for investment; (4) providing proce-
dures to resolve disputes and to administer the
FTA; and (5) laying the foundation for further
bilateral and multilateral cooperation.

The Agreement

The FTA is divided by general topics into
eight parts, with a total of 21 divisional chapters.3
The following discussion addresses some of the
major provisions of the bilateral pact, with a par-
ticular focus on those that have been the most

' George Holliday and Arlene Wilson, Trade: Congres-
sional Research Service Issue Brief IB87003, U.S. Li-
brary of Congress, Dec. 16, 1987, p. 11.

2 The President’'s authority to enter into agreements un-
der the fast-track procedures of sec. 102 of the Trade
Act of 1974, as amended, expired on Jan. 3, 1988.

3 The eight parts of the FTA are (1) objectives and
scope; (2) trade in goods; (3) government procurement;
(4) services, investment and temporary entry; (5) finan-
cial services; (6) institutional provisions; (7) other provi-
sions; and, (8) final provisions.

contentious and those that have the greatest po-
tential for enhancing trade.4

Trade in Goods

Of the 21 chapters of the FTA, 10 are de-
voted entirely to trade in goods in order to elimi-
nate tariffs and reduce nontariff barriers. The
full implementation of the FTA will take 10 years
and will be completed in January 1998, in accor-
dance with the tariff elimination schedule.5 All
product categories have been assigned to one of
three categories for duty reduction purposes: (1)
immediate duty elimination; (2) staged elimina-
tion in 5 annual equal reductions of 20 percent;
or, (3) staged elimination in 10 annual equal re-
ductions of 10 percent. If both countries agree,
tariff elimination may be accelerated on individ-
ual products.®

As with most trade agreements calling for the
reduction of trade barriers, the FTA provides for
safeguard actions to deal with surges in imports
causing serious injury to domestic producers.
During the transition period (i.e., until the end of
1998), either country may respond to serious in-
jury to its domestic producers resulting from tariff
reductions under the FTA by reinstating the pre-
agreement tariff or returning to the most-favored-
nation (MFN) tariff level (which, through
multilateral negotiations, may be lower than the
rate in effect when the FTA took effect). Such
bilateral safeguard measures may last no longer
than 3 years nor extend beyond the transition pe-
riod and may only be taken once against any par-
ticular product.? In addition, both Canada and
the United States have retained their rights under
article XIX of the GATT to take global safeguard
action against imported goods of either country,
subject to certain limitations set forth in chapter
11 of the FTA. Specifically, the United States
and Canada are required to exclude imports of
the other country from global import relief if ex-
ports from the other country are not substantial
and contributing importantly to the serious injury,
or threat thereof, to a domestic industry. Chapter
11 of the FTA contains provisions for subse-
quently including the other country in the import
relief action in the event of a surge of imports
from the country.

Agriculture®

Two-way  bilateral agricultural  trade
amounted to only $3.4 billion in 1986, but is
marked by many tariff and nontariff barriers such

4 Particular sections of the United States-Canada Free

Trade Agreement will be referenced according to “article
” (the further subdivision under chapters), or accord-

ing )to “annex " (located at the end of certain chap-

ters).

¢ FTA annex 401 covers the exact tariff reduction sched-

ule on a product basis.

8 FTA art. 401, par. 5.

7 FTA art. 1101.

e FTA ch. 7 (arts. 701-711) inclusive, for specifit-dis-

cussion of agricultural issues.
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as inspection and technical requirements, govern-
ment subsidies, quotas, and import licenses. The
FTA would eliminate all tariffs by January 1,
1998, and make advances toward freer trade by
reducing nontariff barriers on poultry and eggs,
grains, meat and sugar. Both countries reserve
the right, for 20 years, to apply temporary duties
on certain fruits and vegetables to protect their
domestic industries from import surges. Semi-an-
nual consultations between the United States and
Canada will occur on agricultural issues, and both
countries acknowledge the need for increased
multilateral negotiation in the agricultural arena.?
The United States and Canada agreed to work
together in the Uruguay Round of the GATT in
hopes of further liberalizing agricultural trade on
a multilateral basis, consistent with the U.S.
GATT proposal to end agricultural subsidies.2
Progress toward the elimination of nontariff barri-
ers in bilateral agricultural trade resulting from
the U.S. and Canadian semiannual consultations
could be a barometer of the likelihood of change
in the multilateral arena.

Automotive trade3

Automotive trade accounts for the greatest
portion of trade between the two countries: 36
percent of U.S. imports and nearly 40 percent of
U.S. exports to Canada. Ninety-five percent of
bilateral automotive trade is already duty free, in
accordance with the 1965 U.S.-Canada APTA.
Under the FTA, remaining tariffs will be elimi-
nated over 5 to 10 years; there will no longer be a
Canadian embargo on used cars; and a revised,
higher North American content requirement will
be established. Most importantly, the FTA will
neither rescind nor expand the APTA; it will not
allow any new firms to receive APTA benefits.
As in the agriculture sector, a “select panel” will
“assess the state of the North American industry
and propose public policy measures and private
initiatives to improve its competitiveness in do-
mestic and foreign markets.”

Customs and rules of origin*

With the virtual elimination of tariffs, the
FTA establishes rules of origin to ensure that im-
ports from third countries are not shipped
through one FTA country to the other, with little
or no value or processing occurring in Canada or
the United States. In order to meet the rules of
origin under the FTA and enter duty free, one of
three conditions must be met: first, the imported
article must be “wholly produced in” the United
States or Canada; second, the imported article

' See FTA art. 701.

2 See chapter 2 for a discussion of the U.S. proposal
regarding agricultural subsidies.

3 FTA chapter 10 (articles 1001-1006) inclusive, for
specific discussion of automotive trade.

4 FTA ch. 3 (arts. 301-304) inclusive, for specific dis-
cussion of rules of origin.
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must be transformed in the United States or Can-
ada in such a way as to demonstrate one of the
enumerated “changes in tariff classification”
found in the agreement; or third, 50 percent of
an imported article’s manufacturing costs must
either be attributable to U.S./Canadian materials
or to direct processing costs in the United States
or Canada, or both. The customs authorities of
both countries will make their own separate origin
determinations. The FTA also limits the use of
duty drawbacks,5 duty waivers,® and foreign trade
zones.”?

Energy®

Energy is perhaps the most important input
for a developed economy. The energy goods cov-
ered by the FTA include petroleum, natural gas,
electricity, coal, uranium, and other nuclear fu-
els. Bilateral energy trade totals about $10 billion
per year, with Canada supplying most of the U.S.
imported natural gas and electricity, more crude
oil and petroleum products than any other nation,
and more than two-thirds of U.S. uranium im-
ports.® The FTA prohibits restrictions on the ex-
port and import of energy by either party,
including the use of quotas, or minimum price re-
quirements, with exceptions made for national se-
curity and short supply situations. Under the
agreement both countries will eliminate restric-
tions on uranium imports and exports. The
United States will allow Canada access to a maxi-
mum of 50,000 barrels per day (on an average
annual basis) of Alaskan oil making Canada ex-
empt from the prohibition of Alaskan oil, exports
under the Export Administration Act of 1979.
The only condition placed on the export of Alas-
kan oil is that it must be “transported to Canada
from a suitable location within the lower 48
states.” 10

Exceptions

The provisions of part I of the Agreement do
not apply to certain Canadian export controls on
unprocessed fish, nor will they apply to either
country’s export controls on logs or on the inter-
nal sale and distribution of beer.'! The United
States may retain restrictions relating to the mari-

& Duty drawback refers to the refund of all or part of a
duty paid on imported parts that are then used as com-
ponents of exported products. Duty drawback on
U.S.-Canadian bilateral trade will end after Jan. 1,
1994, five years into the agreement.

6 Duty waivers will be eliminated by Jan. 1, 1988, the
date ending the FTA's full implementation process, ex-
cept in the automotive industry where elimination will
take place on Jan. 1, 1989. Duty waivers refer to the
practice of requiring a firm to buy local inputs or to ex-
port output in exchange for a tariff exemption.

7 See FTA arts. 401 and 405.

® FTA ch. 9 (arts. 901-909) inclusive, for specific dis-
cussion of energy trade.

® “Summary of the U.S.-Canada Free-Trade Agree-
ment,"” White House Release, February 1988, p. 21.

© FTA annex 902.5. 1-8
" FTA arts. 1203 and 1204 for specific exceptions.



time industry by keeping intact the Jones Act re-
quirements that interstate trade between U.S.
ports be on U.S.-flagged ships with American
crews. Coverage under the Jones Act was called
into question when the initialed “Elements of the
Agreement,” released on October 3, 1987, in-
cluded language that would grant Canadian-
flagged ships (if they were built in the United
States or Canada or had U.S. or Canadian crews)
the same status as U.S. ships under U.S. maritime
law. When the final text of the FTA was signed
on January 2, 1988, there were no special provi-
sions covering Canadian-flagged ships, and there
were no changes in U.S. maritime law.

Services!

The FTA is the first broad international
agreement governing services, providing a set of
general rules that will apply to over 150 service
sectors such as construction, transportation, tele-
communications, insurance, and architecture.2
U.S.-Canada bilateral services trade amounted to
$11.3 billion in 1986, roughly 8 percent of all bi-
lateral trade. To advance toward free trade in
today’s world, the United States and Canada
maintain that the discipline of the multilateral
GATT agreement should extend to the area of
traded services where international rules are lim-
ited or nonexistent. As major exporters of serv-
ices, the two countries decided to provide an
example of the possibilities for agreement on this
frontier of international commercial policy.

The underlying goal is to provide national
treatment (i.e., non-discrimination) to U.S. citi-
zens supplying services to Canada and vice versa,
subject to certain exceptions. Future U.S. and
Canadian Government measures that affect serv-
ices trade must provide national treatment, but
existing discriminatory provisions may remain in
place, with renewal allowed for certain provisions
and amendments allowed for others, subject to
the limitation that the level of discrimination may
not be increased through such removal or amend-
ment.® Governments may also stray from the
principle of national treatment if the discriminat-
ing government demonstrates that “the difference
in treatment is no greater than that necessary for
prudential, fiduciary, health and safety, or con-
sumer protection reasons” or if it is “equivalent in
effect to the treatment” of its own citizens under
the same circumstances.4

United States Trade Representative Clayton
Yeutter comments that, “For the first time since
services became a major international commercial
issue, two major trading partners have negotiated

' FTA Chapter 14 (articles 1401-1407 and annexes 1404
and 1408) inclusive, for specific discussion on trade in
services.

2 FTA annex 1408 for complete list of services covered.
3 FTA art. 1402, par. S.
4 FTA art. 1402, par. 3.

an agreement establishing rules for bilateral trade
in services.” Ambassador Yeutter continues,
“Not only is this important for U.S.-Canada serv-
ices trade, but it provides a concrete first step for
our efforts to formulate multilateral rules for serv-
ices at the GATT Uruguay Round.”5

Besides being the first international trade
agreement encompassing services in general, the
FTA is also the first to address specifically trade
in financial services.® It attempts to remove dis-
criminatory measures present in both the United
States and in Canada and to allow financial insti-
tutions better market access across the borders.

The United States sought national treatment
in light of Canada’s present restrictions on foreign
control of market share, asset growth and expan-
sion in financial services. The FTA will enable
U.S. bank subsidiaries to be exempt from some of
these restraints. U.S. firms and investors are ex-
empted from certain aspects of Canada’s
“10-25" Rule, which prevents a nonresident from
acquiring more than 10 percent ownership of a
Canadian insurance, trust, or loan company and
prevents nonresident ownership from exceeding
25 percent. Under the FTA, U.S. firms will have
the same opportunities to diversify and establish
themselves as Canadian firms. In Canada, for-
eign banks as a group (known as “Schedule B”
banks) are limited to foreign ownership of only 16
percent of the total domestic assets of all Cana-
dian banks. The FTA exempts U.S.-controlled
Canadian bank subsidiaries from this limitation
just as Canadian banks are free from these re-
straints.

On the U.S. side there were no barriers to
national treatment to overcome, but other real
and potential barriers existed. Canada may retain
their previously grandfathered provisions of the
International Banking Act (IBA) of 1978; the
grandfathered provisions were up for review dur-
ing the time the FTA was being negotiated.” Ca-
nadian banks are also guaranteed to receive the
same benefits that might be extended to U.S.
banks if the United States amends the Glass-
Steagall Act, or other acts related to financial
services.8 The United States will also allow Cana-
dian banks (as well as U.S. and other foreign
banks) in the United States “to engage in the
dealing in, underwriting, and purchasing of debt
obligations” backed by Canada or its political
subdivisions.?

5 Testimony before the Subcommittee on Trade of the
U.S. House of Representatives, Ways and Means Com-
mittee, Feb. 9, 1988.

8 See FTA ch. 17 (arts. 1701-1706) inclusive, for spe-
cific discussion of financial services.

7 FTA art. 1702, par. 2, addresses the IBA, de facto.

® The Glass-Steagall Act prohibits nonbank activities by
commercial banks, either foreign or domestic. FTA art.
1702, par. 3, addresses Canadian treatment regarding
future amendments to the Glass-Steagall Act.

® These provisions respond to Canadian concerns regard-
ing the treatment of their banks and securities firms that
merge in Canada and have operations in the United
States, but not undermine the basic tenets of the Glass-
Steagall Act, nor be inconsistent with U.S. law permit-
ting banks to engage in similar activities regarding| 19.S.
debt obligations.
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Because of the inherent sensitivity of the fi-
nancial services industry, disputes arising in this
sector will not be handled through the FTA'’s
regular dispute settlement procedures.! Further-
more, both countries agree that any consultation
regarding financial services “shall be between the
Canadian Department of Finance and the United
States Department of the Treasury,” and that
these two departments will also oversee future lib-
eralization of their financial sectors.2

Government Procurement?

By including Government procurement in the
FTA, the United States and Canada hope that
their actions will serve as an impetus for “the
multilateral liberalization of international govern-
ment procurement policies to provide balanced
and equitable trade.”* The FTA calls for greater
transparency in bidding procedures and increases
in the exchange of procurement information.
Suppliers of goods manufactured in either Can-
ada or the United States with at least 50 percent
U.S. or Canadian content will be accorded the
same treatment as suppliers of domestic goods for
covered procurement. The FTA reduces the
GATT Government Procurement Code threshold
of $171,000 to $25,000 for U.S. and Canadian
suppliers competing in each other’s market.

Estimates of the value of procurement cov-
ered by the FTA are approximately $3 billion of
U.S. procurement and $500 million of Canadian
procurement. At present, roughly 80 percent of
U.S. procurement is open to Canadian suppliers.
However, a majority of Canadian purchases were
below the Code level, preventing U.S. companies
from bidding. With the FTA in place, U.S. ex-
porters will more than double their access to Ca-
nadian procurement opportunities.

The FTA procurement provisions are ex-
pected to serve “as a further step toward multilat-
eral liberalization and improvement of the GATT
Agreement on Government Procurement.”® The
United States and Canada have agreed to look
into expanding coverage of government procure-
ment under the FTA after the current Uruguay
Round of multilateral trade negotiations is com-
pleted.

Investment®

The United States invests more in Canada
($46 billion in 1986) than in any other foreign
country, and Canada is one of the largest foreign
investors in the United States ($17 billion in

! See “Institutional Provisions,” below.

2 FTA art. 1704.

® FTA ch. 13, arts. 1301-1309 inclusive, for specific
discussion of government procurement.

4 FTA art. 1301, par. 1.

8 FTA art. 1301, par. 2. The GATT is mentioned spe-
cifically in arts. 1301-1304 and 1308.

8 FTA ch. 16 (arts. 1601-1611) inclusive, for specific
discussion of investment issues.

1-10

1986). Since the 1970’s, Canada has limited for-
eign investment through the Foreign Investment
Review Act (FIRA). In 1984, the Investment
Canada Act (ICA) replaced the FIRA, but invest-
ment liberalization has been a slow process.

Four basic investment issues are covered by
the FTA: (1) national treatment and nondis-
crimination; (2) the elimination of performance
requirements; (3) international law standards ap-
plying to expropriation; and (4) the free transfer
of investment proceeds. After three years from
the date of entry into force of the agreement,
Canada will raise its threshold of review of direct
acquisitions by U.S. investors to $150 million
from $25 million and abolish review of indirect
acquisitions. The United States and Canada
agreed to further improve investment opportuni-
ties through the Uruguay Round and other multi-
lateral negotiations.”

Miscellaneous Provisions

Cultural industries®

Cultural industries, defined as the publica-
tion, distribution, or sale of books, magazines,
newspapers, film and video recordings, audio or
video music recordings, radio, television and ca-
ble broadcasting, are explicitly exempt from the
nontariff provisions of the FTA. Tariffs on re-
cordings and printed matter will be eliminated on
both sides of the border, and Canada will provide
copyright protection for the retransmission of
commercial broadcasts.

Throughout the negotiations Canada insisted
on preserving and maintaining intact the develop-
ment of Canada’s unique cultural heritage.
Whereas the United States recognized the impor-
tance of cultural industries to Canada, it also
wanted to avoid unfair trade barriers. Although
cultural industries remain generally exempt from
the FTA, each country does have the right to re-
spond (i.e., take measures of equivalent commer-
cial effect) if the cultural exemption hurts its own
commercial interests.

Intellectual property®

The United States and Canada agreed to co-
operate through the Uruguay Round of multilat-
eral trade negotiations and in other international
fora to improve intellectual property protection.
The above-mentioned copyright protection under
“cultural industries,” protecting U.S. firms from
the unlawful retransmission of commercial broad-
casts in Canada, is the only specific provision in
the FTA regarding intellectual property.

7 FTA art. 1610.

® FTA art. 2005 for specific discussion of cultural inqugy)
tries.

® FTA art. 2002 for discussion of intellectual property.



Institutional Provisions?!

In several trade agreements, general dispute
settlement mechanisms are routinely addressed,
including the GATT, articles XXII and XXIII;
the Tokyo Round Codes; and, the U.S.-Israel
Free Trade Agreement. Both the United States
and Canada realized, however, that dispute set-
tlement procedures are ofttimes prolonged or in-
effectual. In negotiating the FTA, both countries
sought effective, expeditious dispute settlement
procedures. The mechanics of dispute resolution
is addressed in five different categories under the
FTA: two divisions under escape-clause actions
and other FTA issues, and two divisions under
antidumping (AD) and countervailing duty
(CVD) disputes and another treatment under fi-
nancial services.

General dispute settlement procedures?

Escape-clause actions and other agreed upon
matters 3—A Canada-United States Trade Com-
mission will be established to oversee the imple-
mentation of the FTA and to resolve all disputes
arising from the agreement, except those in the
areas of financial services, and anti-dumping and
countervailing duties. The Commission, com-
posed of an equal number of representatives from
the United States and Canada (with the principal
representative of each country being a Cabinet-
level official or the official’s designee), is directed
to meet at least once a year, alternating between
the United States and Canada. In the case of an
escape clause dispute or other mutually agreed
upon matters, resolution will proceed through
certain steps: (1) consultation; (2) if unsuccess-
ful after 30 days, then a meeting of the Commis-
sion, whereby technical advisors or a mutually
accepted mediator may be employed; and (3) if
not yet resolved after 30 days from receipt of the
dispute by the Commission, referral to binding ar-
bitration. The arbitration panel must be com-
posed of five members, two chosen by each
country, with the fifth chosen by the Commission
or by the four already chosen panelists. The pan-
elists will be chosen from a roster, developed and
maintained by the Commission, of individuals
willing to serve as panelists.

Disputes other than escape-clause ac-
tions 4—Disputes in this category include those
surrounding the implementation of the FTA.
Resolution occurs in much the same way as in an

! Chapters 18-19 (articles 1801-1808 and 1901-1911)
inclusive, for discussion of institutional provisions.

2 Articles 1801-1808, inclusive.

3 If both the United States and Canada agree, any or all
disputes (except AD, CVD and financial services dis-
putes) may be resolved under this option. The final deci-
sion in this instance rests with a binding arbitration
panel, while the second option leaves the Commission
with the final decision. See “Disputes other than escape
clause actions,” below.

4 FTA art. 1807, par. 2.

escape-clause case: (1) consultation; and (2)
meeting of the Commission. If these efforts fail
to resolve the dispute and the parties do not want
the matter to go before a binding arbitration
panel, the matter then goes to a panel of experts.
The panel of experts, established by the Commis-
sion, will report their findings back to the Com-
mission, where the final recommendation rests.

Antidumping and countervailing dutiess

Final AD and CVD administrative determi-
nations.—The FTA calls for the establishment of
a “working group” to “develop a substitute system
of rules for dealing with unfair pricing and gov-
ernment subsidization.” The working group is al-
lowed 5 to 7 years to develop mutually
advantageous rules governing U.S. and Canadian
subsidies and the application of their respective
AD/CVD laws. During this interim period the
United States and Canada will continue to apply
their own AD and CVD laws to goods imported
from the other country. However, a new proce-
dure is estabished for the review of final determi-
nations. Instead of bringing the review to the
national courts as is currently done, the FTA calls
for a binational panel to act in their place, with
the panels employing the same standard of review
and the same general legal principles as the do-
mestic courts of the country in which the case is
brought.®

The binational review panels must be ad hoc
panels, composed of five members, two selected
by each country and the fifth, where possible, by
consensus. The United States and Canada will
develop a roster of 50 possible panel candidates,
25 candidates from each country. With the ex-
ception of judges, none of the candidates may be
government officials. The majority of the panel-
ists, including the chairman, must be attorneys.

Either party may under certain exceptions
and circumstances challenge the binational review
panel’s decision by instituting the “Extraordinary
Challenge Procedure.” A three-member commit-
tee of U.S. and Canadian judges or former judges
will be chosen from a roster of 10 designated
judges, 5 chosen by each country. This extraor-
dinary challenge committee will then review the
binational panel’s review.

AD and CVD legislative review.—The FTA
establishes an advisory panel (composed in the
same manner as the above-mentioned binational
review panel) to review proposed amendments to
U.S. or Canadian AD or CVD laws after the FTA
enters into force. The advisory panel, after con-

8 FTA ch. 19 (arts. 1901-1911) inclusive, for discussion
of AD/CVD dispute settlement.

¢ In the United States, the determinations subject to
panel review under the FTA will be (1) the U.S. Depart-
ment of Commerce final dumping or subsidy determina-
tion in AD/CVD investigations and reviews of AD/CVD
orders; and (2) the U.S. International Trade Commis-
sion final determination of injury in AD/CVD ihvektiga-
tions.

1-11



sultation, may issue an opinion addressing incon-
sistencies between the proposed changes and the
GATT, the GATT Antidumping Code, the GATT
Subsidies Code, the FTA, or a previous bina-
tional dispute settlement panel decision.?

Financial services?

Because of the sensitivity surrounding finan-
cial services, a separate dispute settlement proce-
dure is established. Financial services will be
dealt with only by the finance ministers in the
United States and Canada. Unlike the other
types of dispute settlement proceedings, the FTA
does not specify how dispute resolution in this in-
stance should be carried out.

Present Economic Conditions and
Effects of the FTA

The United States and Canada enjoy the
largest bilateral trading relationship in the world.
Two-way trade in services alone amounted to
$11.3 billion in 1986, with U.S. direct investment
in Canada totaling $46 billion and Canadian di-
rect investment in the United States totaling
$17 billion.3 Two way merchandise trade
amounted to $128 billion in 1987, with Canada
receiving 24 percent of total U.S. exports (70
percent of Canadian imports) and the United
States receiving about 78 percent of Canada’s to-
tal exports (18 percent of U.S. imports). At pre-
sent 80 percent of Canadian exports and 65
percent of U.S. exports are duty free, with re-
maining Canadian tariffs averaging 9 to 10 per-
cent, approximately double the 4 to 5 percent
average in the United States. The agreement
calls for the removal of all tariffs over a 10-year
period.# Of the remaining dutiable trade, 35 per-
cent of Canadian exports to the United States and
53.4 percent of U.S. exports to Canada are sub-
ject to the 10-year tariff elimination schedule, in-
cluding such sensitive areas as steel, rubber, most
agricultural articles, fish, wood products, textiles
and apparel, and alcoholic beverages. The incipi-
ent economic effects of the tariff removal should
not be dramatic, given the 10-year spread in in-
cremental reductions in the most vulnerable ar-
eas.

President Reagan, commenting on the eco-
nomic effects of the FTA, has observed that it
should enhance economic opportunities, create
jobs in both countries, and save “consumers hun-
dreds of millions of dollars” by eliminating tariffs.
All estimates of the economic effects of the FTA

! Both the United States and Canada are signatories to
the GATT and the GATT Codes, making the review
process beneficial to both countries.

2 FTA ch. 17

3 The figures are from an Oct. 4, 1987, USTR press
release: Background on the U.S.-Canada Economic
Relationship.

4 See “Trade in Goods” section, supra.
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indicate that Canada is likely to benefit more than
the United States, given the size difference in the
two economies. Expected GNP growth because
of the FTA is estimated at approximately S per-
cent in Canada and a maximum 1 percent in the
United States, or an increase of $45 billion. The
Canadian Department of Finance believes
120,000 net new jobs will be created by 1993,
five years into the implementation of the pact.
According to the U.S. Department of Commerce,
more than 14,000 new U.S. manufacturing jobs
alone will be created over the same five-year pe-
riod. The elimination of tariffs could initially re-
duce the price of imports by as much as the
amount of the tariff reduction. The impact on
prices may even be multiplied if competition spurs
price reductions in domestically produced prod-
ucts.

THE HARMONIZED SYSTEM

Introduction

The Harmonized Commodity Description
and Coding System, commonly known as the
Harmonized System (HS), is a detailed nomen-
clature structure describing all articles in interna-
tional trade. Based on the older Customs
Cooperation Council Nomenclature, the HS is in-
tended to serve as a common, modern system of
describing products for customs, tariff, statistical,
and transport documentation purposes. Adop-
tion of the new nomenclature will improve the ac-
curacy, transparency, and comparability of
international trade data, providing U.S.
policymakers and business with better informa-
tion upon which to base policy and marketing de-
cisions.

The legal provisions to permit implementa-
tion of the Harmonized System in the United
States are contained in the omnibus trade bill re-
cently passed by the Congress and vetoed by the
President. Negotiations on the bill, originally
slated to be passed in 1987, bogged down in the
summer of 1987 and, as a result, the United
States was not able to sign and implement the
Convention by January 1, 1988, the date it offi-
cially entered into force for the EC, Japan, Can-
ada, and a number of other countries. This delay
has had many ramifications for both the United
States and for the trading community.

The following section describes the HS no-
menclature system generally and the present
status of its implementation; explains how the HS
will be administered, both internationally and in
the United States; discusses the benefits to the
United States of adopting the HS; and assesses
the implications of delayed implementation on
U.S. trade agreements and on U.S. business.

Background

The HS is intended to facilitate internationgl
trade through the use of a single system for the



description, classification, and coding of goods
moving in international trade, and to facilitate the
collection, comparison, and analysis of interna-
tional trade statistics. The nomenclature is a hi-
erarchical scheme governed by rules of
interpretation: it is generally organized so that its
chapters cover progressively more complex prod-
ucts and so that a particular product will fall in
one and only one provision. Countries adopting
the HS nomenclature as the basic structure for
describing and coding goods in their national tar-
iffs retain their right to establish independently all
rates of duty and may adopt additional, subordi-
nate provisions for duty or statistical purposes.

The Convention

The HS nomenclature system is an integral
part of the International Convention on the Har-
monized Commodity Description and Coding Sys-
tem, approved by the Customs Cooperation
Council (CCC) on June 14, 1983. The Conven-
tion was opened for signature upon its approval.
Countries wishing to sign the Convention need
not be signatories to the GATT, but may become
Contracting Parties (in the general meaning of the
term under international law) by meeting the
Convention’s requirements and by adhering to
the Customs Cooperation Council Convention.

The basic obligation imposed by the Conven-
tion is that customs tariff and statistical nomencla-
tures of Contracting Parties are to be in
conformity with the HS. Thus, all of the headings
and subheadings, their numerical codes, the notes
and interpretative rules must be adopted without
deviation by each Contracting Party. However,
each Contracting Party is entitled to provide fur-
ther subdivisions below the level of the HS codes
in order to reflect unique national tariff, statisti-
cal, or other requirements.

Administration of the Convention

The responsibility for administering the Con-
vention is entrusted to the Harmonized System
Committee (Committee) of the Council, subject
to the latter’s supervision and approval. The
Committee is composed of representatives of the
Contracting Parties to the Convention and has the
functions of ensuring uniformity in the interpreta-
tion of the HS and of keeping the HS up to date
through amendments to the nomenclature. Each
Contracting Party to the Convention is entitled to
have a representative on the Committee and to
vote on matters before it. (Contracting Parties to
the Convention establishing the Council vote un-
der that agreement’s terms when the Committee
submits any proposal to the Council.) Any Con-
tracting Party can effectively veto proposed
amendments to the Convention and other actions
suggested by the Committee or a Contracting
Party by requesting that they be remanded to the
Committee.

Dispute Resolution

The resolution of disputes between Contract-
ing Parties regarding the classification of mer-
chandise is provided for in the Convention, in
large part to achieve uniformity. Where possible,
these disputes are to be settled by negotiations be-
tween the Contracting Parties concerned. When
such disputes cannot be settled by direct negotia-
tion, they may be referred to the Committee,
which will then make recommendations. A Con-
tracting Party, if it so desires, may agree at any
point to be bound by the decision of the Commit-
tee; in the alternative, a Contracting Party may
effectively veto a decision by notifying an objec-
tion thereto.

Entry into Force

The Convention formally entered into force
on January 1, 1988, with more than the number
of signatories without reservation of ratification
called for in the Convention (17), having depos-
ited their instruments of ratification or accession.
As of January 1988, there were 39 signatories to
the Convention without reservation of ratification
and 15 signatures subject to ratification. (See
app. A for enumeration of Contracting Parties.)

Interpreting and Applying the HS

The Council will maintain several publica-
tions designed to promote the uniform interpreta-
tion and application of the Harmonized System.
Among them are a set of Explanatory Notes and
a Compendium of Classification Opinions.

The HS provisions comprise 4-digit and sub-
ordinate 6-digit coded categories and are organ-
ized into 96 chapters arranged in 20 sections,
with accompanying interpretative rules and legal
notes. The nonlegal Explanatory Notes accompa-
nying the nomenclature provide a commentary on
the scope of each heading in the HS but are not
to be regarded as dispositive of classification. For
each 4-digit heading, the Notes generally list spe-
cific products that are included and excluded
from the heading; provide technical descriptions
of the articles covered according to, for example,
their appearance, properties, methods of produc-
tion, and uses; and give other practical guidance
for identifying articles falling within the scope of
the heading.

Classification issues are addressed by the
Committee which will, as appropriate, prepare
decisions on the classification of various products,
subject to the Council’s approval. When suffi-
cient importance is deemed to attach to an opin-
ion, it will be published by the Council as a guide
to the interpretation of the HS. The Explanatory
Notes and Classification Opinions are not legally
binding, and are merely intended to provide guid-
ance. However, because the Convention is in-
tended to be a dynamic instrument rather than a
static one, the intentions of the Contracting Par-
ties as expressed on a continuing basis through
the advice and guides to interpretation issued by
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the Council will be considered in the interpreta-
tion of both the HS and the various HS-based na-
tional tariffs (including the Harmonized Tariff
Schedule of the United States (HTS)).

The Harmonized Tariff Schedule of the
United States

As noted in the CCC discussions in earlier
editions of this report, the United States has been
involved in the development of the HS since its
inception. Several drafts of the Tariff Schedules
of the United States (TSUS) converted into the
nomenclature structure of the HS were prepared,
beginning in 1983 with a report prepared by the
U.S. International Trade Commission (USITC) at
the direction of the President. The latest publica-
tion, entitled Harmonized Tariff Schedule of the
United States: Annotated for Statistical Report-
ing Purposes (1st ed., USITC Publication 2030
with supplement), may soon be enacted and im-
plemented, replacing the TSUS. As noted in the
introduction above, provisions to do so were con-
tained in the omnibus trade bill passed by Con-
gress in 1988 and vetoed by the President. The
rates of duty to be enacted with the 8-digit sub-
headings are derived from existing TSUS duty
rates. The new schedule would, once enacted,
become effective upon proclamation by the Presi-
dent.

The new U.S. tariff schedule based upon the
HS would have product categories known as sub-
headings (because of their relationship to interna-
tional-level headings) designated by 8-digit
numbers. For example, HS heading 0102 covers
live bovine animals, and subheading 0102.10.00
(in reality a 6-digit international-level provision
not further subdivided by the United States) cov-
ers purebred breeding animals. These legal cate-
gories can be further subdivided for statistical
purposes; in the above example, a statistical an-
notation for male dairy animals is designated as
0102.10.0010. 1

Implementing Legislation

The Harmonized Tariff Schedule Implemen-
tation Act would make the domestic legal changes
that are needed to permit the United States to
accede to the Convention—in particular, repeal-
ing the current TSUS and adopting the HTS.

Agency Responsibilities

The legislation provides that the United
States Trade Representative (USTR) will be re

1 See USITC Publication 2030, cited above, and Conver-
sion of the Tariff Schedules of the United States Anno-
tated into the Nomenclature Structure of the
Harmonized System: Report on Investigation No.
332-131 Under Section 332 of the Tariff Act of 1930,
USITC Publication 1400 (June 1983).
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sponsible for the coordination of U.S. trade pol-
icy in relation to the Convention. Prior to formu-
lating any U.S. policy position with respect to the
Convention, including any proposed amendments
thereto, the USTR is directed to seek and con-
sider information and advice from interested par-
ties in the private sector and from interested
Federal agencies.

The U.S. Department of the Treasury, the
U.S. Department of Commerce, and the U.S. In-
ternational Trade Commission will be primarily
responsible for formulating U.S. Government po-
sitions on technical and procedural issues and will
represent the U.S. Government. The Treasury
will be responsible for matters related to U.S.
classification practice and customs administration;
the Commission will continue to be responsible
for assuring that the Convention recognizes the
needs of the U.S. business community for a no-
menclature that reflects sound principles of com-
modity  identification, modern  producing
methods, and current trading patterns and prac-
tices; and Commerce (Bureau of the Census) will
be responsible for trade statistical matters. The
U.S. Department of Agriculture and other inter-
ested Federal agencies are to provide technical
advice and assistance to Treasury, Commerce,
and the Commission. In particular, Agriculture
will provide expertise regarding agricultural trade
programs and related quotas.

To carry out their responsibilities arising from
the implementation of the Convention, under sec-
tion 484(e) of the Tariff Act of 1930, as
amended (19 U.S.C. 1484(e)), the Secretary of
the Treasury, the Secretary of Commerce, and
the Commission will prepare technical proposals
for submission to the CCC and provide support in
the development of U.S. Government positions.
Private and public sector advice will be sought in
this process.

In addition, the Commission is directed to in-
vestigate all protests and petitions to the Customs
Service under the TSUS that resulted in judicial
decisions published during the 2-year period be-
ginning on September 1, 1987, and that would
have affected tariff treatment if they had been
published after enactment of the new tariff. The
Commission will report the results of the investi-
gation and recommend any changes that it would
have recommended if the final decisions con-
cerned had been made prior to the conversion to
the HTS. The President is directed to review the
Commission’s recommendations and to proclaim
such changes, if any, which he decides are neces-
sary or appropriate to conform the HTS to the
final judicial decision. Some entries could be
liquidated or reliquidated in accordance with the
final judicial decision under the TSUS, and oth-
ers will be liquidated or reliquidated in dcédr-
dance with the HTS.



Administration of the Convention and the
Harmonized Tariff Schedule

The implementing legislation provides that,
following U.S. accession to the Convention and
effective implementation of the HTS, the Com-
mission must keep the HTS under continuous re-
view. Thereafter, at such time as amendments to
the Convention are recommended by the Council
for adoption, and as other circumstances warrant,
the Commission will recommend to the President
any necessary or appropriate modifications to the
HTS. On the basis of Commission recommenda-
tions, the President may proclaim modifications
to the HTS if he finds such action to be in confor-
mity with U.S. obligations under the Convention
and not against the national economic interest of
the United States.

The Commission is also directed to keep the
HTS, along with its related statistical annotations,
related statistical information, and such other
matters as the Commission determines to be nec-
essary or appropriate to carry out the purposes of
the Convention, up to date. At appropriate inter-
vals, the Commission will compile and publish this
information. The Commission will likewise pre-
pare, in consultation with other Federal agencies,
a report regarding the operation of the imple-
menting act during the 12-month period com-
mencing on the effective date of the HTS. The
report is to be submitted to the Congress and the
President within 6 months of the end of the
12-month period.

Statistical Programs

Once the HTS takes effect, the Department
of Commerce will compile the import and export
trade statistics of the United States and make
them available to the public in HS terms, as it
does under current law.

Advantages of U.S. Adoption

Accession to the Convention and the adop-
tion of the Harmonized System in the United
States will bring many benefits. The HTS would
represent a modernization of the tariff nomencla-
ture, bringing it more in line with commercial re-
alities, current patterns of international trade and
evolving technological developments.

Accession to the Convention will enable the
United States to provide better guidance and ad-
vice to U.S. exporters regarding the foreign classi-
fication of U.S. exports.  Specific disputes
involving the classification of U.S. exports im-
ported by our trading partners may be settled un-
der the Convention’s dispute settlement
procedure. Moreover, the United States will be
able to influence the outcome of specific disputes,
as well as the general interpretation and develop-
ment of the HS, through membership in the Har-
monized System Committee of the CCC.

In addition to being incorporated in commer-
cial and other private sector reporting systems,
the Harmonized System will facilitate the interna-
tional standardization and automation of trade
documentation and may be used for the purposes
of freight tariffs and transport statistics as well.
Thus, the accuracy, transparency, and compara-
bility of international trade data will provide the
United States with a better basis on which to
make decisions in trade negotiations, and the uni-
form, standardized nomenclature and coding sys-
tem will greatly improve the environment in which
U.S. businesses operate overseas.

Implications of Delayed U.S.
Implementation

The complexities of both the conversion of
countries’ tariffs and the negotiation of duty rates
needed to maintain trade agreement concessions
delayed the target date for the Convention until
January 1, 1988. The Convention entered into
force on that date in the EC, Canada, Japan, and
many other countries. It is not clear when the
U.S. Congress will pass the necessary legislation
to give effect to the Convention. The delay in
U.S. implementation of the HTS has had many
ramifications for both the United States and for
the trading community. As long as the United
States employs a tariff classification system differ-
ent than those of its major trading partners, the
benefits of statistical comparability are delayed.

Private sector parties have faced consider-
able uncertainty. Because of the internationally
agreed target date of January 1, 1988, for the
Convention’s entry into force, adjustments were
made in paper documentation and computer pro-
grams. Long-term arrangements were made
based on HTS terminology, rates of duty, and
HTS provisions setting out U.S. quantitative re-
strictions on imports. Export documents in par-
ticular had to be converted into HS-based terms,
as foreign governments and our own Bureau of
the Census converted their respective import and
export systems. When it became clear that U.S.
implementation would not occur as scheduled,
most of these changes had to be undone or put
aside. Export visas required to enter certain arti-
cles subject to quota into the United States are,
however, to be submitted in HTS terms, because
these changes are particularly expensive to ac-
complish and to undo.

Similarly, in the public sector, considerable
expenditures of time and money were made with
the goal of implementing the HTS on January 1,
1988. As yearend 1987 approached, additional
efforts to permit the continued use of the existing
TSUS and Schedule B were necessary. Because
it is unclear when the HTS will be made effective,
it is necessary for both the public and the private
sectors to maintain up-to-date versiong_pf the
TSUS and the HTS.



The delay may also have an adverse impact
on the operation of many U.S. trade agreements.
Bilateral agreements such as the many textile and
apparel restraint arrangements may be more diffi-
cult to administer, and the proposed free-trade
area agreement with Canada will need to be
renegotiated if the HTS is not given effect by
January 1, 1989.
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The United States will not be able to begin
full voting participation in the initial activities of
the Committee and the Council under the Con-
vention until the HTS is implemented. These ac-
tivities, which may determine how the HS will be
maintained in the future, include the first meeting
of the Committee (replacing the previous Interim
Harmonized System Committee) which occurred
in March 1988.
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CHAPTER 2

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

INTRODUCTION

In 1987, the General Agreement on Tariffs
and Trade (GATT) celebrated its 40th anniver-
sary and began work on the eighth round of mul-
tilateral trade negotiations, the Uruguay Round.
Negotiated in 1947 among 23 countries, the
GATT had a membership of 95 countries at the
end of 1987, with several more countries seeking
to accede. The term GATT has come to refer to
both a multilateral agreement and an organiza-
tion.! Thus, the GATT is both a comprehensive
set of rules governing most aspects of interna-
tional trade and a forum sponsoring discussions
and negotiations of any and all trade-related con-
cerns members may raise.

Administration and governance of the GATT
are conducted by the Contracting Parties? and the
Council of Representatives (the Council). The
Contracting Parties and the Council also oversee
implementation of the Tokyo Round agreements.
The Contracting Parties meet annually to oversee
the operation and direction of GATT. The an-
nual sessions provide a forum for review of GATT
activities pursued during the preceding year and
for decisions on work for the following year. In
the interim, the Council usually meets monthly to
oversee virtually all GATT activities and to act on
behalf of the Contracting Parties on both routine
and urgent matters. Proposals that are particu-
larly controversial, as well as those in the forma-
tive stage, are debated at Council meetings until
consensus on a course of action is reached.
Work is then parceled out to committees or spe-
cially created bodies. Figure 2-1 presents the or-
ganizational structure of the GATT.

This chapter reports on 1987 developments
in the Uruguay Round negotiations, activities of
the GATT Contracting Parties, the Council, and
the committees of the GATT, and actions taken
under GATT articles. The final section reviews
the activities of the bodies responsible for imple-
mentation of the Tokyo Round agreements cover-
ing nontariff measures and certain sectors
(aircraft, meat, and dairy products).

' In this chapter, the acronym GATT, as commonly
used, refers not only to the agreement but also to the
secretariat and bodies administering it and to the whole
of trade-related activities carried out under its auspices.
The use of the term General Agreement refers solely to
the actual legal document.

2 In this report, the conventional practice is followed of
using the term “Contracting Parties” (capitalized) to refer
to the parties to the General Agreement acting formally
as a body. References to individual contracting parties,
or to several contracting parties, are lowercase.

GATT ACTIVITIES DURING 1987

In 1987, the groups formed to conduct the
Uruguay Round negotiations began a series of
meetings. The groups’ aims for 1987 were to
complete the initial phases of negotiations. Sig-
nificant resources of the country delegations and
the GATT Secretariat were devoted to the activi-
ties of these groups. Thus, the regular and rou-
tine activities of the GATT were fairly low key
this year compared with those in previous years.
Other notable events in 1987 include the acces-
sion of three new countries to the GATT—An-
tigua and Barbuda, Morocco, and Botswana—and
preparations, overseen by the Committee on Tar-
iff Concessions, for implementation of the Har-
monized System by many contracting parties.
Also during 1987, several new dispute settlement
cases were undertaken.

Uruguay Round Negotiations

A meeting of GATT trade ministers held in
Punta del Este, Uruguay, on September 15-20,
1986, initiated the Uruguay Round of Multilateral
Trade Negotiations (MTN). The resulting Minis-
terial Declaration scheduled 4 years of negotia-
tions in which participants are expected to
consider proposals to improve the GATT rules,
notably those covering agriculture, subsidies, safe-
guards, dispute settlement, and nontariff meas-
ures (NTM’s). New areas of negotiation on
services, intellectual property rights, and invest-
ment measures were also included.3

Enrique Iglesias, Chairman of the Trade Ne-
gotiations Committee (TNC), observed in Octo-
ber 1987 that over the last year, there has been
“a wealth of ideas and proposals submitted by
participants in the negotiating groups.” Acknowl-
edging that “as proposals are submitted, the dif-
ferences between participants become more
obvious,” he added that “if difference did not ex-
ist, we would not need the negotiations.”4 By
yearend 1987, the negotiating groups had com-
pleted three cycles of meetings and, for the most
part, had completed the initial phase—the tabling
of concrete proposals upon which to begin nego-
tiations.

The Ministerial Declaration established a
Trade Negotiations Committee (TNC) that began
meeting before the end of 1986 to initiate its task
of coordinating negotiating activities. The TNC is
responsible for oversight of every aspect of the
negotiations. Also formed were a Group of Nego-
tiations on Goods (GNG) and a Group of Nego-
tiations on Services (GNS). Both groups report
to the TNC. Fourteen topical negotiating groups
report to the GNG. The GNS does not have sub-
groups.

3 For full text of the Ministerial Declaration, see app. A

of Operation of the Trade Agreements Program, 38th

Report, 1986, USITC Publication 1995, July 1987.

4 GATT, “News of the Uruguay Round of Multilateral

'%‘radgesglegotiations." Press Release No. NUR 008,1Oct.
’ 1 b



Figure 2-1

Organizational structure of the GATT, 1987
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Trade Negotiations Committee

At the beginning of 1987, the TNC adopted
decisions concerning the standstill and rollback
commitment and the structure of negotiations.
Proposals for a Ministerial-level, mid-term review
of the Uruguay Round were welcomed by the
TNC. The Committee agreed that the meeting
should take place in late 1988 and Canada of-
fered to provide the venue.! At yearend 1987,
the TNC met to hear the reports from the chair-
men of the Group of Negotiations on Goods, the
Group of Negotiations on Services, and the Sur-
veillance Body. Their 1987 activities are summa-
rized below.

Surveillance Body

GATT members viewed the development of
protectionism since the end of the 1970’s as ne-
cessitating the adoption of firm standstill and roll-
back commitments that would go beyond simple
efforts by governments to do their best to avoid
introducing or maintaining protectionist meas-
ures.2 The Surveillance Body is responsible for
overseeing the standstill and rollback commit-
ment. Participants may bring actions or measures
taken by itself or other members to the attention
of this body through notification to the GATT
Secretariat.3

In 1987, the body began to examine notifica-
tions from delegations complaining of breaches of
the commitments and to host discussions of these
complaints. In October meetings, for example,
Japan and Australia complained to the Surveil-
lance Body of measures imposed by the United
States. Japan alleged that the U.S. tariff in-
creases on Japanese electronic products violated
the standstill agreement. Australia submitted a
notification to the committee regarding the in-
crease in funding for the U.S. Export Enhance-
ment Program announced in July 1987. Australia
described the increase as an attempt to escalate
the use of export subsidies on agricultural prod-
ucts.4

! GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 013, Dec.
21, 1987. In its February 1988 meeting, the TNC de-
cided to hold the mid-term review on Dec. 5, 1988 in
Montreal.

2 GATT Ministerial Session—Background Notes, GATT
Press Release No. 1395, Sept. 10, 1986, pp. 2-3.

? Notifications so addressed to the Surveillance Body are
then circulated to all participants, along with any com-
ments or other factual information received. Procedures
on rollback commitments operate in a similar fashion
except that consultations concerning a possible rollback
commitment are undertaken by interested parties and the
results reported to the Surveillance Body. “The Uruguay
Round—Decisions of 28 January 1987,” GATT Press
Release No. 1405, Feb. 5, 1987, p. 4.

4 GATT, “News of the Uruguay Round of Multilateral

’;'raldgesyegotiations," Press Release No. NUR 010, Nov.

Group of Negotiations on Services

The objectives of the GNS are to expand and
liberalize services trade by establishing a multilat-
eral framework of principles and rules and elabo-
rating possible disciplines for individual service
sectors. The initial phases of services negotiations
were hammered out in the January 1987 meetings
of the GNS. This phase consists of discussions on
a list of items that includes definitional and statis-
tical issues, broad concepts, existing arrange-
ments, and current practices that are perceived as
barriers.5

Group of Negotiations on Goods

At the yearend review, participants in the
GNG agreed that progress thus far was satisfac-
tory, but that the momentum must be maintained.
Many delegations at the November GNG meeting
stressed the importance of the standstill commit-
ment in view of continuing global economic diffi-
culties.®

The GNG designated 14 issue-specific negoti-
ating groups in which national delegates must ad-
dress the various Uruguay Round agenda items.
The 14 subgroups began meetings in the spring of
1987. Highlights of the activities throughout 1987
of these negotiating groups are described below.

Tariffs?

The negotiating objectives for tariffs call for
the reduction or elimination of tariffs. In the in-
itial phase, participants have submitted proposals
on possible tariff-cutting approaches. The neces-
sary statistics and information including tariff
study files and the Harmonized System (HS) data
base will be used in negotiations. Subsequently,
the bilateral phase of negotiations on individual
tariffs will begin.8

In April, the tariff group debated the possible
use of a tariff-cutting formula as used in the To-
kyo Round. Some participants suggested that a
request-offer approach might be more useful.?®
One delegation proposed that all industrial tariffs
(except those on mineral and forestry products)
be eliminated. A suggestion was also made that
developing countries could contribute to negotia-
tions by increasing the number of GATT bindings
on their tariffs.10

8 For further discussion on Uruguay Round developments

related to services see ch. 3.

8 GATT, “News of the Uruguay Round of Multilateral

g‘radgeS;Iegotiations," Press Release No. NUR 010, Nov.
, 1 .

7 Tariff-cutting exercises, traditionally featured in trade

rounds, have substantially reduced tariff levels over the

last 40 years. At times, an across-the-board, tariff-cut-

ting formula was used, with general rules for departures

from the formula. Tariff negotiations entail binding

commitments not to impose tariffs that are above agreed-

upon levels on specific products.

e “The Uruguay Round-Decisions of 28 January 1987,”

GATT Press Release No. 1405, Feb. S, 1987, p. 9.

® GATT, “News of the Uruguay Round of Multilateral

Trade Negotiations,” Press Release No. NUR 004, May

22, 1987. 23

10 Ibid.



At the October meetings two new proposals
were tabled. One proposal called for narrowing
the gap between overall tariff levels of the con-
tracting parties by combining the use of a formula
approach to the highest tariffs with a request-offer
approach to mid-level tariffs. The other submis-
sion proposed a formula approach used in the To-
kyo Round as a point of departure for further
discussion. Both of the submissions called for the
binding of tariffs on all industrial products.’

In mid-November the group met to consider
three new proposals tabled by participants on ne-
gotiating approaches. One delegation proposed a
tariff cutting formula that included special and
differential treatment for developing countries
and also called for increasing the number of tariff
bindings by developing countries. Another pro-
posal suggested using an integrated approach to
negotiating reductions on tariffs and nontariff
measures, including subsidies, and offered a
measurement technique for assessing reductions
in domestic subsidies. The third negotiating ap-
proach consisted of the use of a tariff formula for
use by developed countries and a range of options
for developing country negotiations.2

Nontariff measures

In negotiations on nontariff measures, the
central aim, like that in tariff negotiations, is to
liberalize global market access. To meet these
objectives, negotiations began by examining the
issues and working on completing information for
the data base on quantitative restrictions and
other nontariff measures. Participants in the
group are first submitting proposals on possible
negotiating techniques that could apply. Follow-
ing this phase, negotiators plan to table detailed
requests for bilateral or plurilateral negotiations
on specific measures.® This facet will consist of
tradeoffs to eliminate and reduce nontariff barri-
ers modeled after the concession swapping associ-
ated with tariff negotiations.

By April, two approaches to the NTM nego-
tiations had emerged. Some participants favored
a clear distinction between those measures that
are and those that are not consistent with the
General Agreement. The GATT-inconsistent
measures, they argued, should not be negotiated
upon but should be dismantled unilaterally by the
imposing country. Other participants argued that
distinguishing between the consistent and incon-
sistent measures was too formidable a task and

' GATT, “News of the Uruguay Round of Multilateral

'g‘ra%es’l;legotiations," Press Release No. NUR 010, Nov.
, 1 .

2 GATT, “News of the Uruguay Round of Multilateral

Trade Negotiations,” Press Release No. NUR 012, Dec.

10, 1987.

3 “The Uruguay Round - Decisions of 28 January 1987,”

GATT Press Release No. 1405, Feb. 5, 1987, p. 10.

The group has set a date of June 30, 1988, for the initial

tabling of requests.
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would only slow negotiations. Participants in the
group also differed over whether they should
cover nontariff measures that may be addressed
in other groups such as textiles, tropical products,
or agriculture.4 The differences of opinion on
both of these issues continue to underlie debate
among participants, without unduly hindering
progress in a practical sense at this time.

In October, discussion continued on the pos-
sible approaches to negotiations and suggestions
were raised concerning the data base on quantita-
tive restrictions and other nontariff measures.
The group’s Chairman suggested that the data
base be enlarged to include all participants.
Many participants urged that bilateral negotia-
tions on nontariff measures be held under multi-
lateral scrutiny. Other delegations called for a
negotiating approach that integrates the nontariff
measure negotiations with those of tariffs. Re-
garding proposals for a formula approach to nego-
tiations, some delegations doubted that this was
feasible, and others thought it could be applied to
measures such as quotas.5 In November, discus-
sions continued on proposals for negotiating ap-
proaches. One country announced that it was
prepared to eliminate all its quantitative import
measures designed to protect domestic industries.
Another delegation explained its proposal for in-
tegrated request-offer procedures.5

Agriculture”

Under the negotiating plan adopted in Janu-
ary 1987, the negotiators initially worked on iden-
tifying major problems, drawing on the work
accomplished since 1983 in the Committee on
Trade in Agriculture, and on gathering further in-
formation on agricultural measures and policies.
In May, the agriculture group continued this
process of identifying major problems and began
to consider suggestions of basic principles to gov-
ern world agricultural trade. Several delegations
tabled papers presenting the basic principles that,
in their view, should apply. Exposing agricultural
trade to market forces and halting trade-distorting
government intervention were proposed in many
of these papers.8

At the July meeting, the United States tabled
a far-reaching proposal to integrate agriculture

4 GATT, “News of the Uruguay Round of Multilateral

Trade Negotiations,” Press Release No. NUR 004, May

22, 1987.

5 GATT, “News of the Uruguay Round of Multilateral

';'rade Negotiations,” Press Release No. NUR 010, Nov.
, 1987.

6 GATT, “News of the Uruguay Round of Multilateral

Trade Negotiations,” Press Release No. NUR 012, Dec.

10, 1987.

7 The negotiating objectives of the Agriculture Group are

to achieve greater liberalization of trade in agriculture

through (1) improving market access, (2) improving the

competitive environment, and (3) minimizing the adverse

trade effects of health and sanitary regulations.

® GATT, “News of the Uruguay Round of Multilatesal

gradegggegotiations," Press Release No. NUR 004,e%v1 y
2, 1987.



fully into the GATT system. The U.S. proposal
urged the phasing out of distortive government
support programs, including export subsidies! af-
fecting agriculture over a 10-year period. The
proposal also suggested the harmonization of
health related measures affecting agricultural
trade. Many other delegations welcomed the
U.S. proposal and called it a challenging stimulus
to negotiations.

At the same time, the use of a measure such
as the producer subsidy equivalent (PSE) was
proposed to provide a common denominator to
negotiate reductions.2 A number of delegations
expressed interest in using such a measure. Some
delegations expressed doubts about the U.S. pro-
posal, noting that agricultural policies and condi-
tions are not homogeneous across countries.
Others wondered if the proposal was realistically
negotiable.

By the end of October, the group had re-
ceived numerous proposals from delegations, in-
cluding separate proposals by the EC, the Cairns
Group,® and Canada (also a member of the
Cairns Group). The EC proposal called for es-
tablishing a better balance between supply and
demand and the phased reduction of the negative
effects of agricultural support policies. The
Cairns Group proposed the negotiation of a long-
term framework with several elements. The pro-
posal urges that tariffs be lowered or removed,
the drafting of new GATT rules and disciplines
covering government agricultural support meas-
ures, commitments to phase out aggregate levels
of support, and a series of “early relief measures”
such as freezes on access levels and export and
production subsidies. Canada tabled a separate
paper emphasizing, among other things, the need
for a comprehensive approach covering subsidies
and other access barriers, along with a phaseout
of exemptions and waivers to GATT rules.4

By yearend, the group considered proposals
from the Nordic countries and Japan. The group
agreed that meetings in 1988 would focus on es-
tablishing the negotiating process and further

' USTR, Press release No. 87/31, Oct. 26, 1987.

2 PSE’s have been developed through research under-
taken by the Organization for Economic Cooperation and
Development for several years. It is essentially a meas-
ure of government expenditures on various kinds of na-
tional agricultural support measures. For a review of
n}ce}xln ?ECD research on PSE'’s, see the OECD section
of ch. 3.

3 The Cairns Group includes Argentina, Australia, Bra-
zil, Canada, Chile, Colombia, Hungary, Indonesia, Ma-
laysia, New Zealand, the Philippines, Thailand, and
Uruguay. The group’s name comes from the Australian
city where the members met in August 1986 and called
for “the removal of market access barriers, substantial
reduction of agricultural subsidies and the elimination,
within an agreed period, of subsidies affecting agricul-
tural trade.”

4 GATT, “News of the Uruguay Round of Multilateral
"ll"égge Negotiations,” Press Release No. 011, Nov. 12,

discussions on using some form of aggregate
measurement of support in these negotiations.5

Tropical products

Negotiations on tropical products were in-
cluded on the negotiating agenda in recognition
of the importance of trade in this sector to devel-
oping countries. Negotiators in this group are
compiling background material and proposing
techniques for negotiations.  Negotiations on
tropical products are expected to receive “fast
track” treatment, i.e., to be completed ahead of
some other issues.®

In October, the EC tabled an offer to reduce
progressively or eliminate tariffs and quantitative
restrictions on a wide range of tropical products.
This proposal was seen as a significant advance in
negotiations of the Group on Tropical Products.
The EC was the first major importer to make such
a sweeping offer. Several conditions were linked
to the EC offer, however. The EC called for mul-
tilateral burden-sharing, reciprocity by the main
beneficiaries, and a reduction of export restric-
tions by the dominant suppliers of tropical raw
materials.  Although favorable to the EC ap-
proach, some developing country delegations
questioned why certain products were not in-
cluded in the proposal.”

In November, participants continued to sub-
mit proposals on possible negotiating approaches.
To wrap up the 1987 sessions, the group also
asked the Chairman to prepare a summary of ne-
gotiating proposals for use at the next meetings.
Five African countries tabled a proposal that in-
cluded: (1) harmonization of tariffs on processed
and semiprocessed tropical products at the low
rates; (2) binding of tariff rates, particularly duty-
free entry of raw tropical products; (3) elimina-
tion of internal taxes, global quotas, and
discretionary licensing; and (4) easing sanitary or
technical standards. Another delegation pro-
posed the use of a formula to bind tariffs on tropi-

S8 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. 013, Dec. 21,
1987.

¢ “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 11.

7 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 010, Nov.
3, 1987. Defining which products are “tropical” prod-
ucts and which are to be covered in negotiations has
wrought disagreement among developed and developing
countries. In general, developing countries favor a defi-
nition with broad coverage, whereas developed countries
favor a definition that is narrower in scope. Seven
groups that have been identified under the narrow defini-
tion include (1) tropical beverages, (2) spices, cut flow-
ers, and plants, (3) certain oil seeds and vegetable oils,
(4) tobacco, tobacco products, rice, manioc, and tropi-
cal roots, (5) tropical fruits, (6) tropical wood and wood
products and natural rubber and rubber products, and
(7) jute and hard fibers. Even within these categories,
however, there is disagreement over the product coverage
for negotiations. For more information see Vincent Ca-
ble, “Tropical Products,” in The Uruguay Round: A
Handbook on the Mulitlateral Trade Negotiations, .5
Michael Finger and Andrzej Olechowski, eds., The
World Bank (Washington, DC, November 1987).



cal products at a lower level, combined with re-
quest-offer negotiations to reduce tariffs below
that level.!

The United States presented a proposal in
November referring participants to its proposal
put forth in the agriculture group, noting that the
majority of tropical products are agricultural.
Also, the United States offered a faster track for
the phaseout of restrictions on tropical agricul-
tural products than for other agricultural prod-
ucts. Regarding nonagricultural tropical products,
the United States suggested negotiations employ-
ing the request-offer procedure.2

Safeguards®

Negotiations on safeguards are aimed toward
arriving at a comprehensive agreement. Negotia-
tors envision an agreement that will reinforce the
disciplines of the General Agreement and elabo-
rate on, among other things, transparency, crite-
ria for action such as serious injury, digressivity,*
structural adjustment, compensation and retali-
ation, and means for notification, consultation,
surveillance, and dispute settlement. These basic
elements have been the focus of inconclusive
safeguards discussions in the past.5 Participants
in the safeguards group are first circulating papers
on the various elements and reviewing previous
GATT efforts on safeguards. Subsequently, par-
ticipants will begin to draft and negotiate on the
text of an agreement.®

Two proposals on safeguards were tabled at
the May meeting of the group. Both urged that
article XIX action on safeguards continue to be
taken on a nondiscriminatory basis. Another
delegation proposed a safeguards agreement that
would recommend adjustment assistance to in-
jured domestic producers and allow action at the
border only after a GATT determination. Five
Pacific rim countries tabled a proposal that in-
cluded suggestions for tougher criteria linking the
injury of domestic producers to increased im-
ports, the use of tariffs as the primary means of
safeguard action, improved notification require-
ments, a duration of no more than three years,

' GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 012, Dec.
10, 1987.

2 Ibid.

3 Safeguards are emergency actions by governments,
sometimes covered by GATT art. XIX, to temporarily
restrain imports to protect domestic industries from an
influx of imports and give them time to adjust to compe-
tition. See testimony of Ambassador Clayton Yeutter
before the House Ways and Means Committee on Sept.
25, 1986.

4 Digressivity refers to the principle that safeguards
measures should be enacted so as to be progressively
reduced over time.

& See Operation of the Trade Agreements Program, 31st
Report, 1979, USITC Publication 1121, p. 54, and 34th
Report, 1982, USITC Publication 1414, p. 17.

8 “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 17.
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and possible compensation for less developed
countries affected by safeguard measures.”

Three new proposals were considered in Oc-
tober. One submission suggested, among other
things, an emphasis on compensation rather than
retaliation. It also proposed a requirement for
notification before implementation of a measure®
and creation of a body to settle safeguard dis-
putes. Another proposal called for the elimina-
tion of so-called grey-area measures, safeguard-
like actions that are taken outside the scope of
the GATT. One element of a third proposal was
for developed countries to avoid applying safe-
guard measures to developing countries. All
three proposals agreed that the duration of safe-
guard measures should be limited.?

MTN agreements and arrangements?©

This group’s mandate is to work on improv-
ing the operation of the codes negotiated during

the Tokyo Round (except for the Subsidies Code -

which is addressed in a separate group).'' The
negotiators began by suggesting improvements to
the MTN agreements and reviewing background
papers prepared by the Secretariat. Negotiations
on specific textual changes are the next phase.'2

In its May meeting, the group decided that
all delegations, whether or not signatories to the
codes, would be allowed to participate fully in the
negotiations on the MTN agreements and ar-
rangements. In 1987, much of the discussions of
the group have addressed problems with the An-
tidumping Code. A delegate representing a devel-
oping country expressed several concerns.
Among his concerns, he noted that some signato-
ries” antidumping laws are either inconsistent with
the code or are arbitrarily administered, that an-
tidumping cases are on the rise, and that an-
tidumping actions often result in trade barriers.13

Some elements of the Standards Code and
the Subsidies Code were also discussed in the

7 GATT, “News of the Uruguay Round of Multilateral
Tracigesyegotiations, " Press Release No. NUR 005, July
3, 1987.

e Although art. XIX currently indicates that notification
before implementation is desirable, it is lenient in this
regard and notification usually occurs after implementa-
tion of a safeguard action.

® GATT, “News of the Uruguay Round of Multilateral
Trade N7egotiations," Press Release No. NUR 009, Oct.
27, .

10 The MTN agreements and arrangements, also known
as “codes,” were negotiated during the Tokyo Round.
For descriptions of these instruments and accounts of
recent activities under their auspices, see section on “Im-
plementation of the Tokyo Round Agreements” later in
this chapter.

11 Some of the codes cover NTM's such as antidumping,
subsidies and countervailing duties (CVD’s), standards,
government procurement, customs valuation, and import
licensing. Three other agreements cover sector trade in
bovine meat, dairy products, and civil aircraft.

12 “The Uru_lguag Round - Decisions of 28 Januar

1987 " GA ress Release No. 1405, Feb. 5, 1987,

p.
13 GATT “News of the Uruguay Round of Multilatérad
g‘raldgesglegouanons," Press Release No. NUR 005, July



May meeting. On the Standards Code, one dele-
gation submitted proposals on transparency in the
drafting and implementation of national standards
and certification rules. With respect to the Subsi-
dies Code, one developing country delegation’
raised the prospect of arriving at an agreed inter-
pretation of Subsidies Code article 14:5.2

In September, participants continued discus-
sion of proposed changes in the Antidumping
Code and considered suggestions concerning the
operation of other codes. Views were exchanged
on aspects of the Antidumping Code such as de-
termination of injury and definition of “domestic
industry.” On the Standards Code, ‘a group of
countries proposed a “code of good practice” for
nongovernmental standardizing bodies and ex-
tending major code obligations to local govern-
ments. Another submission proposed changes in
the accession procedures of the Government Pro-
curement Code so as to encourage a greater num-
ber of signatories from developing countries.
Whether to improve aspects of the Import Licens-
ing Code was also discussed.?

By November, the group had examined six of
the MTN codes and had considered specific pro-
posals regarding the Antidumping Code. At the
November meeting, a proposal submitted by a
group of countries questioned the current rele-
vance of the Antidumping Code’s definition of
dumping since exporters are increasingly faced
with antidumping measures when attempting to
adapt to prevailing prices in foreign markets. An-
other proposal was tabled that stressed a need to
examine the Code’s application of the concept of
“like products” to imported components or
parts.4

Subsidies and countervailing measures

Distinct from the group on MTN agreements
and arrangements, this group is examining the
subsidies-related provisions of the General Agree-
ment as well as the MTN code on subsidies and
countervailing measures in order to improve all
GATT rules and disciplines relating to the meas-
ures. The group’s negotiators are submitting and
examining these proposals together with other
background papers and documentation. Drafting
proposals will be tabled and negotiated in the
next phase. 5

1 Ibid.
2 Art. 14:5 of the Code stipulates that developing coun-
tries “should endeavor to enter into a commitment to
reduce or eliminate export subsidies” that are inconsis-
tent with its competitive and development needs.” For a
further discussion of art. 14:5, see Operation of the
Trade Agreements Program, 38th Report, USITC Publi-
cation 1995, July 1987, p. 2-17.
3 GATT, “News of the Uruguay Round of Multilateral
;;adle Negouauons," Press Release No. NUR 009, Oct.
4 GATT “News of the Uruguay Round of Multilateral
'lI‘aadeggIegonauons," Press Release No. NUR 012, Dec.
1
¢ “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 19.

In June meetings, the observation was made
that severe budgetary constraints of national gov-
ernments and increasing awareness of the limited
economic return of subsidies could lead to fruitful
negotiations on subsidies. = Some participants
noted that the rules on subsidies needed to be
clarified, and that once this was accomplished
some of the problems associated with countervail-
ing duty actions could be more easily resolved. A
group of delegations pointed out the need to
agree on the definition of a subsidy. Loopholes
in existing countervailing duty rules, one delega-
tion observed, have lead to unilateral and arbi-
trary interpretations.®

In October, participants continued to dis-
agree on whether the group should focus on
reaching agreement on basic definitions and con-
cepts related to subsidies or whether work should
move ahead to examine substantive GATT rules
on subsidies. One delegation proposed that the
issues could be broken down into three areas: (1)
those for which existing rules are adequate, (2)
those for which rules need to be revised, and (3)
those requiring the negotiation of new rules. The
group also exchanged views on other negotiating
issues such as the criteria and definitions used in
countervailing duty investigations and GATT noti-
fication procedures.” In late October, more sub-
missions were tabled on improving the Subsidies
Code. One proposal noted that the code was in-
adequate with respect to provisions on domestic
subsidies.8

GATT articles

While the work of other negotiating groups
covers issues relevant to numerous articles of the
GATT, this negotiating group has singled out cer-
tain ones for particular attention to improving
their effectiveness and observance. Negotiations
are beginning with the preparation of factual
background papers by the GATT Secretariat on
various articles and their application. Following
this, negotiators plan to submit proposed texts for"
improving the operation of the articles.?

At its May meeting, the group began discus-
sions of three GATT articles that had been pro-
posed for review. The functioning of article
XXIV (on customs unions and free-trade areas)
was criticized for causing unintended discrimina-
tion among contracting parties without adequate
examination and clearance in the GATT. Debate
on article XXVIII (renegotiation of tariff conces-
sions) focused on proposals to redefine the term

8 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 005, July
3, 1987.

7 GATT, “News of the Uruguay Round of Multilateral
Trade Negouauons." Press Release No. NUR 009, Oct.
27, 1987

& GATT, "News of the Uruguay Round of Multilateral
Trade Negouauons," Press Release No. NUR 011, Nov
12, 1987

® “The Uruguay Round - Decisions of 28 January 19 7 ”
GATT Press Release No. 1405, Feb. 5, 1987, p. 13.
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“ principal supplying interest” and “substantial in-
terest.”! Article XVII (on state trading) was criti-
cized for lack of clarity.2

In September, the participants continued dis-
cussions of the articles raised in the May meeting
and considered proposals on suggested changes.
Some countries also proposed more stringent pro-
cedures for the granting of GATT waivers (art.
XXV:5). A submission was tabled calling for re-
view of GATT balance-of-payments provisions,
but a number of participants disagreed with the
idea.3

In October, some delegations expressed their
continued doubts about the need for negotiations
on articles pertaining to balance-of-payments re-
strictions (arts. XII, XIV, and XVIII) and ex-
change controls (art. XV). Meanwhile, one del-
egation requested a review of additional GATT
articles on nonapplication of the agreement be-
tween particular parties (art. XXXV) and acces-
sion to the GATT under procedures designed for
former territories (art. XXVI:5).4 At November
meetings, the group continued to consider various
proposals on the GATT articles under examina-
tion.s

Dispute settlement

Negotiations on dispute settlement will aim to
“ensure prompt and effective resolution of dis-
putes . . . to improve and strengthen the rules and
procedures of the dispute settlement process.”8 In
the initial phase of negotiations, participants in
this group have reviewed submissions that analyze
the functioning of the dispute settlement process
and factual background papers by the Secretariat.
Specific proposals for improvement were also ta-
bled.

Broad agreement was evident in June meet-
ings of the group that the dispute settlement pro-
cedures under the General Agreement have been
working fairly well and that major reforms are not
necessary. Short of major reform, however,
many proposals for improvement have been ta-
bled. Among these proposals are an enhanced
mediation role for the Director General, binding
arbitration, enforceable timetables for the stages
of the process, a mechanism to address blockage

' These terms are used to indicate which suppliers have
the right to participate in the tariff renegotiations.

2 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 004, May
22, 1987.

3 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 009, Oct.
27, 1987.

4 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 011, Nov.
12, 1987.

8 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 012, Dec.
10, 1987.

¢ “The Uruguay Round - Decisions of 28 January 1987,"
GATT Press Release No. 1405, Feb. 5, 1987, p. 20.
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of the adoption of panel reports, and ensuring im-
plementation of adopted recommendations.?

At September meetings, participants tabled
several new proposals and noted the emerging
congruence of views on a number of issues. Such
issues included the enhancement of the consulta-
tion and mediation processes, improvement in
certain procedures, and the removal of obstacles
to adoption and implementation of panel reports.
Some delegations suggested using a single text to
elaborate all the dispute settlement procedures.
The need for a conciliation phase in the dispute
settlement process was particularly emphasized.
Among the many proposals tabled were sugges-
tions for creating a GATT body specifically man-
dated for overseeing dispute settlement or
establishment of regular meetings of the GATT
Council dedicated to dispute settlement.8

In November, the group reviewed proposals
made throughout the year and considered some
new proposals. Six countries jointly submitted a
proposal to hold regularly occurring GATT Coun-
cil meetings on dispute settlement headed by a
separate chairman. Several delegations suggested
that disputing parties should be excluded from the
decisionmaking process in order to facilitate re-
solving disputes. To avoid prolonged negotiations
on terms of reference for each panel, another
delegation proposed the use of standard terms of
reference for all panels.®

Functioning of the GATT system

The objective of this negotiating group is to
improve institutional features of the GATT such
as (1) surveillance and monitoring of trade poli-
cies and practices, (2) the effectiveness of its
decisionmaking, and (3) its relationship with
other international organizations responsible for
monetary and financial affairs. The group plans
to develop texts of understandings or other ar-
rangements relating to these aspects of the func-
tioning of the GATT system.0

GATT surveillance mechanisms were “the
major topic of the June meetings of the group.'
Some proposals suggested a more active role of
the GATT Secretariat in surveillance functions.
A permanent surveillance body was also

7 GATT, “News of the Uruguay Round of Multilateral
’;‘radgesglegoliations." Press Release No. NUR 005, July
, 1987.
¢ GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 009, Oct.
27, 1987.
® GATT, “News of the Uruguay Round of Multilateral
Téadeggegotiations," Press Release No. NUR 012, Dec.
10, 1987.
10 “The Uruguay Round - Decisions of 28 January
1987,” GATT Press Release No. 1405, Feb. 5, 1987, p.
23.
1 Existing GATT mechanisms for surveillance include
the Uruguay Round Surveillance Body monitoring stand-
still and rollback commitments, special GATT Council
meetings held twice a year on developments in the trad-
ing system, the Committee on Trade and Development,
the Balance- of-Payments Restrictions Committee, th2_8
Committees of the Tokyo Round codes, and the Textiles
Surveillance Body associated with the MFA.



proposed. Although participants widely acknowl-
edged that better surveillance would enhance
transparency, they disagreed on whether the pri-
mary function should be to ensure compliance
with GATT rules or to offer an overview of trade
trends and policy.!

In September, the group considered the rela-
tionship between GATT and international finan-
cial organizations. Some delegations advocated
closer cooperation to ensure that trade would be
aptly considered in the formulation of broad in-
ternational economic policies.2

November meetings discussed the possibility
of greater ministerial-level involvement in the
GATT. Some delegations proposed the forma-
tion of a GATT Ministerial body fashioned after
the Consultative Group of 18, an existing body of
the GATT that functions like a steering commit-
tee. Other delegations proposed ministerial par-
ticipation in the annual session of the contracting
parties.3

Trade-related aspects of intellectual property
rights

The objective of the negotiations on intellec-
tual property rights is to promote effective and
adequate protection and to ensure that such pro-
tection is not implemented in ways that may ob-
struct legitimate trade. Negotiators plan to
develop a framework of principles, rules, and dis-
ciplines covering trade in counterfeit goods.

In June, 18 industrial countries submitted in-
formation to the group on their trade problems
experienced as a result of inadequate protection
of intellectual property rights. Nevertheless,
some other delegations persisted in their doubts
about whether all of the issues concern trade and
should be addressed in the group. In view of the
lack of GATT rules covering many of the issues
raised, some delegations called for new rules, and
others argued that this lack of rules confirmed
that some issues are not appropriate for the group
to address.4

By September, the Secretariat had prepared
a compilation of issues for participants to review.
Most issues related to the enforcement, availabil-
ity, scope and uses of intellectual property rights
and their trade effects. Again, participants dis-
agreed over whether the compilation illustrated
significant trade effects or whether it presented
issues exceeding the group’s mandate.5

! GATT, “News of the Uruguay Round of Multilateral
g’radgesglegotialions," Press Release No. NUR 005, July
, 1987.
2 GATT, “News of the Uruguay Round of Multilateral
'2I‘;a(lle9§{7egotiations," Press Release No. NUR 009, Oct.
3 ('iATT,‘ “News of the Uruguay Round of Multilateral
'll‘éadegg;egotiations," Press Release No. NUR 012, Dec.
, 1987.
4 GATT, “News of the Uruguay Round of Multilateral
’;‘radges‘l;legotiations," Press Release No. NUR 005, July
, l ’
% GATT, “News of the Uruguay Round of Multilateral
'21"7rade9§1egotiations," Press Release No. NUR 009, Oct.
, 1987.

In October, the United States tabled a com-
prehensive negotiating proposal regarding protec-
tion of intellectual property rights. The United
States proposed a GATT intellectual property
agreement to reduce distortions and impediments
to trade caused by deficient protection and en-
forcement. The proposed agreement would set
out norms to be implemented at the national
level, with enforcement aided by GATT consulta-
tion and dispute settlement mechanisms. Some
delegations viewed the U.S. proposal favorably,
and others argued that the proposal went beyond
the Uruguay Round Ministerial Declaration.
Other delegations raised concerns that the U.S.
proposals and others tabled thus far raised com-
plicated issues regarding, among other things, the
relationship of GATT action to work in other or-
ganizations such as the World Intellectual Prop-
erty Organization.®

Trade-related investment measures

The group’s mandate is to examine GATT
articles that could apply to trade restrictive and
distorting effects of investment measures and to
develop means to avoid their adverse effects on
trade. In the first stages, negotiators are identify-
ing relevant GATT articles and defining areas of
negotiation. Subsequently, the group will negoti-
ate on proposals tabled by participants.”

In June meetings, four countries tabled pa-
pers describing the trade restrictive or distorting
effect of investment measures. The papers identi-
fied measures such as local content and export
performance requirements, domestic sales re-
quirements, local equity and remittance restric-
tions, and technology transfer requirements.
Certain GATT articles were cited as relevant to
the trade effects of these measures. The most
frequently cited articles included those on na-
tional treatment (art. III), antidumping and
countervailing duties (art. VI), publication of
trade regulations (art. X), quantitative restrictions
(art. XI), subsidies (art. XVI), and state trading
(art. XVII).8

In October, the group began a detailed ex-
amination of GATT articles identified as relevant
to the trade effects of certain investment meas-
ures. Many participants expressed the view that
art. III (on national treatment) was applicable to
local content requirements that resulted in local
products receiving more favorable treatment than
imported products. GATT provisions on an-
tidumping (art. VI) and subsidies and counter-
vailing measures (art. XVI) were also discussed
with regard to export performance requirements.

8 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 011, Nov.
12, 1987.

7 “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Yeb. 5, 1987, p. 22.

¢ GATT, “News of the Uruguay Round of Multilaterdi9
Trade Negotiations,” Press Release No. NUR 005, July
3, 1987.
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While some delegations argued that export per-
formance requirements could result in dumped
and subsidized exports, other delegations doubted
the link and called for specific evidence of these
effects.’ By early November, the group had com-
pleted its initial review of GATT articles related
to trade effects of investment measures and asked
the Secretariat to prepare a compilation of views
as a basis for further discussion.?

Natural resource-based products

Tariffs, NTM’s, and tariff escalation affect-
ing trade in processed and semiprocessed natural
resource products is the focus of these negotia-
tions. Negotiators are first reviewing the work un-
dertaken since 1982 by the Working Party on
Natural Resources in order to develop a factual
basis and to determine negotiating techniques.
Later, requests and offers may be tabled.3

In April, participants raised several potential
topics for negotiations. Among the topics were
price fixing, dual-pricing policies (resulting in sub-
sidies), restrictive business practices condoned by
governments, government involvement (in terms
of support, subsidy, ownership, and management)
in trade, access to supplies, restrictions, and taxes
on exports, and tariff escalation.# The October
meeting continued discussions of issues raised
earlier. Also, participants reviewed the scope and
definition of issues to be covered by the group.5

At the November meeting, a leading natural
resource-producing country tabled a proposal
calling for the elimination of tariffs and nontariff
measures on natural resource-based products
within 10 years. Under this proposal, all relevant
tariffs would be bound and a freeze would be im-
posed on export subsidies. Participants discussed
this and other proposals and planned how to pro-
ceed to the next phase of negotiations.®

Textiles and clothing

The objectives of the textiles and clothing
negotiations are to develop a means to eventually
integrate this sector into the GATT. Initially, the
work of various GATT groups responsible for
covering these issues is being reviewed, and exist

' GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 009, Oct.
27, 1987.

2 GATT, “News of the Uruguay Round of Multilateral
'f{aclleggegotiations,” Press Release No. NUR 011, Nov.
3 “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 12.

4 GATT, “News of the Uruguay Round of Multilateral
Trade Negotiations,” Press Release No. NUR 004, May
22, 1987.

8 GATT, “News of the Uruguay Round of Multilateral
';'raldgesyegotiations." Press Release No. NUR 010, Nov.
8 GATT, “News of the Uruguay Round of Multilateral
'}'(1)'ad1e9gl7egotiations," Press Release No. NUR 012, Dec.
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ing documentation updated. Later, the group
plans to examine specific techniques for integrat-
ing the sector more fully into the GATT regime.?

Work of Standing Committees

Standing committees of the GATT attended
to their regular responsibilities in 1987, as de-
scribed below. Some committees were less active
this year than in previous years because of the
demands of Uruguay Round activities on the re-
sources of the Secretariat and country delega-
tions. The Group on Quantitative Restrictions
and Other Nontariff Measures is no longer in-
cluded in this section because it was dissolved last
year as having completed its aims. Also, because
the work of the Committee on Trade and Agricul-
ture is presently subsumed by the Uruguay Round
negotiating group on agriculture, it did not meet
in 1987.

The Consultative Group of 18 (CG-18)

The CG-18, which operates like a steering
committee of the GATT, met once in 1987. 8
Discussions of the group focussed on the role of
the Uruguay Round and ongoing GATT activities
vis—vis current economic conditions. Members
observed that continuing tensions in trade policy
are keeping protectionist pressures alive.
Whereas the Uruguay Round may offer medium
and long-term solutions to some of these frictions,
the group noted, existing GATT mechanisms
must be employed to alleviate current trade dis-
putes. The group urged firm observance of the
Uruguay Round standstill and rollback commit-
ments and pushing forward negotiations as rapidly
as possible.

Tariff Concessions

The Committee on Tariff Concessions, man-
dated by the Tokyo Round of Multilateral Trade
Negotiations, was established in 1980. The Com-
mittee manages the gradual reduction of tariffs
and oversees maintenance of GATT tariff sched-
ules.® It also provides a forum for discussion on
any tariff-related concerns. As part of this man-
date, the Committee oversees the GATT arti-
cle XXVIII (amendment of tariff schedules)
negotiations associated with preparations for im-
plementation of the new tariff nomenclature
known as the Harmonized Commodity

7 “The Uruguay Round - Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 13.
For further details on Uruguay Round activities on tex-
tiles see ch. 3.

® The group discusses formative issues and assists the
Contracting Parties in assessing formulation and imple-
mentation of GATT policies. The CG-18 was estab-
lished on a temporary basis in 1975 and was made
permanent in 1979. Its membership, consisting of both
developed and developing country members, rotates an-
nually. 2-10
® GATT Activities 1986, Geneva, June 1986, pp. 23-24.



Description and Coding System (the Harmonized
System).!

During 1987, the bulk of the Committee’s
activity focused on article XX VIII negotiations as-
sociated with member’s transposing tariff sched-
ules into the Harmonized System.2 At the July
deadline for submitting the results of negotiations
to the Committee, five countries had completed
negotiations.3 These countries annexed their
transposed GATT schedules to the text of the Ge-
neva (1987) Protocol.4 As other countries had
not completed their negotiations, the Committee
decided to establish a second Protocol with a
deadline of November to annex the new sched-
ules. Both Protocols enter into force on January
1, 1988.

The Committee continued its ongoing efforts
related to the Harmonized System data base and
the compilation of looseleaf schedules of GATT
tariff concessions.5 More delegations were urged
to join the data base in order to achieve greater
transparency. Also, delegations that had not as
yet submitted their schedules in looseleaf form
were urged to do so. By the end of 1987, 46
contracting parties had submitted the looseleaf
schedules.

Trade and Development

The Committee on Trade and Development
(CTD) is responsible for examining issues of in-
terest to developing countries in the area of inter-
national trade. Under this mandate, the
Committee monitors developments in interna-
tional trade and reports on the effects of these
developments on developing countries’ econo-
mies. Also, the Committee oversees implementa-
tion of the provisions of part IV of GATT and
monitors the operation of the “enabling clause.”¢

' The Harmonized System was implemented by many
countries on Jan. 1, 1988. Developed by the Customs
Cooperation Council in Brussels, the Harmonized System
unifies and standardize the nomenclature used in the
classification of traded goods for duty and statistical pur-
poses. For more details, see the section on the Harmo-
nized System in ch. 1.
2 To adopt this new nomenclature structure, contracting
&arties needed to renegotiate tariff concessions under art.
XVIII to reestablish the balance of concessions
achieved in previous tariff rounds and agreements.
2 These countries were Japan, Finland, Sweden, Nor-
way, and New Zealand.
4 Contracting Parties agreed to use a comprehensive pro-
tocol to publish the results of the Harmonized System
negotiations.
& GATT members view the data base, in conjunction
with the tariff study file, as an important asset in the
Uruguay Round negotiations.
¢ Pt. 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 the following (1) tariffs
accorded under the Generalized System of Preferences;
(2) nontariff measures (NTM's) governed by GATT
codes; (3) tariffs and, under certain conditions, NTM’s
among developing countries under regional or global
trade arrangements; and (4) measures applied to the
least developed countries in particular. The enabling
clause also provides for adherence by developing coun-
tries to the obligations of GATT membership that is
commensurate with each country’s level of economic
development.

During 1987, the Committee met in June and
October to discuss several issues regarding the
trade of developing countries. Members reviewed
developments in the Uruguay Round as well as
recent developments in international trade. The
implementation of part IV and the enabling
clause were also reviewed. Other items of the
Committee’s agenda included an assessment of
the work of its subcommittees, the expansion of
trade among developing countries, and technical
assistance to developing countries.

As part of its review of the implementation of
part IV and the enabling clause, the Committee
considered notifications made by various govern-
ments. For example, Norway notified the Com-
mittee of changes in its GSP scheme that brought
seven additional products and four new countries
under its auspices. Japan also notified improve-
ments in its GSP scheme.

The Committee examined the role of the
Subcommittee on Trade of the Least Developed
Countries in 1987.7 The Committee Chairman
noted that the Subcommittee will be expected to
review Uruguay Round issues relevant to least de-
veloped countries on a continuing basis. He
urged that the Subcommittee meet more fre-
quently than in the past and invited Committee
members to suggest action for future work of the
Subcommittee.

In reviewing technical assistance activities,
representatives of developing countries noted the
usefulness of technical assistance activities in
helping to improve their participation in negotia-
tions. Some delegations raised suggestions on co-
ordination of technical assistance related to the
Uruguay Round negotiations.

Balance-of-Payments Restrictions

Under certain articles of the General Agree-
ment, countries may erect temporary import bar-
riers when experiencing payments imbalances.
Although quantitative restrictions are generally
prohibited by GATT, exemptions under articles
XII and XVIII® can be applied in conjunction

7 The term “least developed countries” refers to those
countries that are the least developed of the developing
countries. The Subcommittee on Trade of the Least
Developed Countries concentrates primarily on the fol-
lowing three issues: (1) expansion and diversification of
the trade of least developed countries, (2) strengthening
of technical cooperation regarding trade, and (3) integra-
tion of these countries into the GATT trading system.
The Subcommittee has also hosted a series of consulta-
tions between the interested least developed countries and
their trading partners.

® Art. XII provides for the implementation of import re-
strictions by contracting parties in order to safeguard the
balance-of-payments 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 re-
serves “to achieve a reasonable rate of increase in its
reserves” are to be maintained only to the extent that the
conditions justify their application and are to be progres-
sively relaxed. In addition, unnecessary damage to the
interest of other contracting parties is to be avoided.

Art. XVIII provides for the terms under which developing
countries may take these and other measures for the pur-
poses of development in exception to normal obligations
under the General Agreement.
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with consultations with the Committee on Balance
of Payments Import Restrictions. In accordance
with procedures and decisions adopted by the
Contracting Parties, the Committee regularly
holds consultations with countries invoking such
restrictions for the duration of the measures.!
The Committee monitors the restrictions and the
country’s progress in moving toward liberaliza-
tion.2 All countries whose trade may be affected
by import restrictions may participate in the con-
sultations.

Both full consultations and consultations un-
der simplified procedures, known as miniconsul-
tations, are undertaken. In 1987, the Committee
conducted full consultations with Israel and India.
Miniconsultations were held with Ghana, Paki-
stan, and Sri Lanka. The Committee recom-
mended that full consultations be held with
Pakistan in 1988.

Textiles

Much of the work related to trade in textiles
in the GATT during 1987 focused on organiza-
tional issues for the textiles negotiating group,
plus the required annual review of textiles and
clothing by the Textiles Committee.3

The Textiles Committee met twice in Decem-
ber 1987, which were the first two meetings of the
group under the 1986 Protocol of Extension.
During the first meeting, the Committee under-
took the annual review of the Multifiber Arrange-
ment (MFA) as required under article 10:4. As
part of the review, the Committee considered re-
ports by the Textiles Surveillance Body (TSB),
the Subcommittee on Adjustment, and statistical
reports on recent developments in demand, pro-
duction, and trade in textiles and clothing.4 The
report by the TSB covered developments in tex-
tiles trade since the inception of MFA IV on
August 1, 1986, as the previous annual report
only focused on issues through MFA III, which
expired on July 31, 1986.5

Textiles and clothing negotiations are in-
tended to develop a means of eventually integrat-
ing this sector into the GATT. Initially, the work

' Declaration on Trade Measures Taken for Balance-
of-Payments Purposes, adopted by the Contracting Par-
ties on Nov. 28, 1979. GATT, Basic Instruments and
Selected Documents, Supp. 26th, p. 205.

2 GATT Activities 1986: Geneva, June 1986, p. 52. The
Committee’s work is based on the Declaration on Trade
Measures Taken for Balance-of-Payments adopted by the
Contracting Parties on Nov. 28, 1979. GATT, Basic
Instruments and Selected Documents, Supp. 26, p. 20S5.
3 For a description of the Textiles Committee, see the
Operation of the Trade Agreements Program, 36th Re~
gzr281984, USITC Publication 1725, July 1985, pp.

4 The TSB’s role is to supervise the implementation of
the MFA.

5 For a discussion of the extension of the MFA, see Op-
eration of the Trade Agreements Program, 38th Report,
USITC Publication 1995, July 1987, pp. 1-7 to 1-12.

of various GATT groups responsible for covering
these issues will be reviewed, and existing docu-
mentation will be updated. Later, techniques for
integrating the sector more fully into the GATT
regime will be examined.®

In late January 1987, the Contracting Parties
agreed on organizational matters for the Uruguay
Round negotiations, including how to handle the
subject of trade in textiles. At the January meet-
ing, a proposal by India, a major textile-produc-
ing country, that a separate group for bringing
textiles under the GATT framework be estab-
lished was accepted by the Contracting Parties.

The negotiating group on textiles held five
meetings in 1987. At the first meeting, the Secre-
tariat was requested to update a 1984 study on
trade in textiles. The updated version was pre-
sented to the negotiating group at its fifth meeting
of the year in December. The Secretariat’s study
reviews the economic importance of textile and
clothing industries in major countries and country
groups, traces the evolution of policies affecting
trade in textiles and clothing of developed and
developing countries, and outlines the activities of
the Working Party on Textiles and Clothing.?

In assessing the work on the updating and
other textile trade-related reports done in the first
year of the group’s work, the members generally
agreed that the accomplishments to date were suf-
ficient to allow the group to proceed to its next
phase of work. The group ended the year agree-
ing that subsequent work would focus on modali-
ties and techniques for achieving the objectives of
the group—integrating the textile and clothing sec-
tors into the General Agreement—based on pro-
posals to be submitted by participants.

In its 1986 report to the Textiles Committee,
the Subcommittee on Adjustment stated that it
would begin in 1987 “to organize its work and to
consider how best to achieve the objective of a
more comprehensive report to the Committee,
and what additional material and information or
supporting analysis it could expect from the Sec-
retariat.”® Part of the Subcommittee’s 1987 work
in this regard focused on how questionnaires used
for collecting textile and clothing trade informa-
tion could be improved. The Subcommittee de-
veloped questionnaires seeking (1) information
on autonomous adjustment processes and govern-
ment policies relevant to article 1:4 and (2) de-

€ “The Uruguay Round—Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 13.

7 The Working Party was set up “to examine the modali-
ties of further trade liberalization in textiles and clothing
including the possibilities for bringing about the full ap-
plication of GATT provisions to this sector.”

® The Subcommittee on Adjustment is responsible for
determining whether or not the provisions of art. 1:4 of
the MFA are being implemented. Art. 1:4 states that
“Actions taken under this Arrangement shall not inter-
rupt or discourage the autonomous industrial adjustment
processes of participating countries.” Also, the article
says that appropriate economic and social policies sRedlli
be enacted to encourage structural adjustment in the tex-
tiles sector of each country.



velopments in textiles and clothing production
and trade, including measures designed to facili-
tate adjustment relevant to article 10:2. Coun-
tries were also encouraged to provide a general
statement about their textiles and clothing policies
and industries. The Subcommittee on Adjust-
ment provided a progress report on its recent
1987 work at the December meeting of the Tex-
tiles Committee. At that time, the subcommittee
reported on the submissions received as of early
November regarding adjustment in member coun-
tries.

Actions Under Articles of the General
Agreement

Emergency Actions on Imports (art. XIX)

Article XIX of the General Agreement, also
known as the “escape clause,” allows GATT
members to escape temporarily from their negoti-
ated GATT commitments and impose emergency,
restrictive trade measures when actual or threat-
ened serious injury to a domestic industry is dem-
onstrated.! A country exercising article XIX is
required to notify the GATT and consult with af-
fected exporting countries to arrange compensa-
tion. The incentive to negotiate stems from the
right of affected countries to suspend unilaterally
“substantially equivalent concessions or other ob-
ligations.”

! Since art. XIX provides that a concession may be sus-

pended, withdrawn, or modified only “to the extent and

for such time as may be necessary to prevent or remedy"”
the injury, the suspensions are of a temporary nature.

Table 2-1
Article XIX actions in effect as of Dec. 31, 1987

In 1987 a number of article XIX actions
were notified or in effect as a result of previous
notifications (see table 2-1). During 1987, the
ECnotified the GATT that it was taking emer-
gency action with respect to imports of certain
squid from Poland. The measures were in effect
from July 10, 1987. The EC (United Kingdom)
implemented emergency measures on urea from
Poland and Hungary in January 1987. The meas-
ures set a quota of 12,000 tons on urea from
Hungary and of 9,000 tons on urea from Poland.
In October 1987, South Africa notified the
GATT that it would take article XIX action on
optical fiber and optical fiber bundles from Octo-
ber 16, 1987. The action imposes a 25-percent
duty on the products previously bound in the
GATT as duty free.

Dispute Settlement (arts. XXII and XXIII)

When a member country fails to respect a
tariff concession or other obligation, or engages in
a trade practice inconsistent with GATT provi-
sions, the General Agreement allows affected
members to seek redress through the dispute set-
tlement procedures of articles XXII and XXIII.
More general in nature, article XXII provides for
bilateral consultations on any matter affecting the
operation of the General Agreement. If article
XXII discussions do not resolve an issue, use of
article XXIII:1 elevates the dispute to a more ad-
vanced stage of consultations.2

2 Under art. XXIII:1, the affected country makes “writ-
ten representation or proposals to the other contracting
party or parties” concerned. When thus approached, a
GATT member is required to give “sympathetic consid-
eration to the representations or proposals made to it.”

Implementing Date
country Type of product notified?
Australia ................. .. ., Filamentlamps ..........c.ciiiiiiiiiiii i, July 1983
Canada ..........coiiiiiiiiiiie. Leather footwear ............... i, July 1982
Canada ...........ciiiiiiiiii e Nonleather footwear .......................... Nov. 1981
Canada ............coiiiiiiiiiiiiia, Yellowonions .........coiiiiiiniiieninnnnnn Oct. 1982
Canada ..........c.ciiiiiiiiiiiiiia, Beefandveal ..............cciiiiiiiiiiinn., Jan. 1985
Chile ........cciiiiiii i i, Edible vegetable oils ................ ... ... ..., Dec. 1985
Chile ...t i i i i, £ T - | Aug. 1984
Chile ........oiiiiii i, Wheat .........ciiiiiiii ittt i Sept. 1985
Chile .........ciiiiii i it Vegetable and oilseed olls ..................... Dec. 1985
European Community ................... Driedgrapes .........ccoviiiiiiiiiinnnnnnnn Nov. 1982
European Community ................... Morello cherries ....... et e e e e July 1985
European Community ................... Sweet potatoes ..............ciiiiiiiniiinn, May 1986
European Community ................... Digital quartzwatches ....................c0.... May 1984
European Community ................... Squid ... e e e e July 1987
European Community ................... 1 T Jan. 1987
South Africa ...............ccviiiininn. Optical fiber andbundles ...................... Oct. 1987
United States .......................... Heavyweight motorcycles ...................... May 1983
United States .......................... Speclalty steel ...............0iiiiiiininn.. July 1983

' Date of distribution of notification.

Source: GATT.
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If bilateral consultations fail to yield a mutu-
ally satisfactory solution, the matter may be re-
ferred to the GATT under article XXIII:2. At
this point, the usual procedure is to refer the dis-
pute to a panel.! The panel reports its findings to
the GATT Council where the decision is made,
on behalf of the Contracting Parties, whether or
not to adopt the report and its recommenda-
tions.2 If an adopted recommendation calling for
elimination of a GATT-inconsistent practice is ig-
nored, the complaining country may request the
Contracting Parties to authorize it to suspend “ap-
propriate” concessions vis—vis the offending
country. However, such authorization is rarely
requested.3

A determination to improve the dispute set-
tlement process formed part of the 1982 Ministe-
rial Declaration and is now a subject of the
Uruguay Round negotiations. Some progress on
modifications has resulted from the 1982 initia-
tive and widespread sentiment that the process
was cumbersome and time consuming. For ex-
ample, a roster of nongovernmental experts to
serve on dispute settlement panels was developed.
In 1987, experts from the roster were called upon
to serve on panels and new names were added to
the list.5

Consultations

During 1987, GATT members held article
XXII consultations, which are relatively informal,
on a variety of issues. Article XXIII:1 consulta-
tions are the next and more formal step in the
dispute settlement process. Article XXIII:1 con-
sultations, which had not reached the panel (art.
XXIII:2) stage by the end of 1987, are described
below.

Colombia requested consultations in Febru-
ary 1987 with the EC concerning import duties
affecting Colombian bananas exported to Italy.
In July, Colombia informed the Council that the

' The panel is composed of persons selected from the
delegations of contracting parties not engaged in the dis-
pute and sometimes of another individual chosen from a
roster of candidates compiled by GATT members. The
panel members are expected to act as disinterested me-
diators and not as representatives of their governments.
2 Panel reports normally contain suggested remedies that
the Contracting Parties may choose to adopt as recom-
mendations to the disputing parties. Bilateral settlement
among parties to a dispute is possible at every phase of
the process, up until final adoption of a panel report by
the Council.

3 According to the final paragraph of art. XXIII, after
such suspension by the complainant, the offending coun-
try also has the right (within 60 days) to withdraw from
the GATT.

4 For further details on proposals to improve the dispute
settlement process, see Review of the Effectiveness of
Trade Dispute Settlement Under the GATT and Tokyo
Round Agreements, (Investigation No. 332-212), USITC
Publication 1793, December 1985.

5The Contracting Parties adopted the roster proposal at
the end of 1984. In November 1985, they approved a
list of candidates for this roster and since that time have
continued to maintain the list and have called upon indi-
viduals from the list to participate in panels.
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consultations under article XXII:1 had led to a
satisfactory settlement of the matter.

In November 1987, Argentina requested arti-
cle XXII:1 consultations with the EC regarding
one aspect of the EC implementation of the Har-
monized Systems due to be implemented on
January 1, 1988.

Panels requested by the United States

Canadian measures on exports of unproc-
essed salmon and herring.—In March 1987, the
United States informed the Council that it has
conducted article XXIII:1 consultations with Can-
ada regarding Canada’s ban on the export of un-
processed herring and salmon and requested the
establishment of a panel. The Council agreed
and the panel was formed by April 1987. The
report of the panel was presented to the Annual
Session of the Contracting Parties in December.
The Contracting Parties did not adopt the report
but agreed to refer the report to the Council for
consideration.8

EC Third-Country Meat Directive.—In Octo-
ber 1987, the Council considered a request by the
United States to establish a panel on the EC’s di-
rective setting regulations for meat-handling facili-
ties. The United States argued that the regulation
was inconsistent with article III (on discrimination
against imported products) and nullified or im-
paired U.S. benefits under the GATT. At the
December Annual Session of the Contracting Par-
ties, the establishment of a panel was authorized.?

Indian import restrictions on almonds.—In
June 1987, the United States informed the Coun-
cil that it was holding article XXIII:1 consulta-
tions as well as consultations under the dispute
settlement provisions (article 4.2) of the Import
Licensing Agreement concerning India’s licensing
regime and tariffs affecting U.S. almond exports.
In July, the United States requested that a panel
be established on the issue. In November, the
Council agreed to establish a panel and author-
ized the Council Chairman to consult with the
parties on the members and terms of reference
for the panel.

Japanese restrictions on imports of herring,
pollock, and surimi.—In November 1986, the
United States requested a panel to examine Japa-
nese import restrictions on herring, pollock, and
surimi. The Council considered the U.S. request
at the meeting on November 5 and 6 and again
on November 21, but agreed to revert to the mat-
ter and did not establish a panel. In March 1987,
the dispute was settled as a result of bilateral dis-
cussions between Japan and the United States.

8 Canada agreed to adoption of the panel report at the
meeting of the GATT Council in March 1988.

7 For further details see the “European Community” seq
tion of ch. 4.



Japanese restrictions on imports of certain
agricultural products.—In October 1986, a panel
was established at the request of the United States
to examine Japanese restrictions on imports of
certain agricultural products. The United States
argued, among other things, that the Japanese re-
strictions, in effect since 1963, on 12 categories
of agricultural products,! are administered con-
trary to GATT article XI, which deals with quan-
titative restrictions. In February 1987, the parties
agreed to the panel’s terms of reference and
members.

In December, the report of the panel was
presented at the Annual Session of the Contract-
ing Parties. The Contracting Parties agreed to re-
fer the report to the Council for consideration.?

Followup on EC tariff preferences on citrus
products.—In 1984, the report of the panel exam-
ining this U.S. complaint was completed.® How-
ever, the report was unable to achieve adoption
by the GATT Council. Frustrated with EC block-
age of the Council’s adoption of the panel report,
the U.S. President instituted unilateral action un-
der section 301 of the Trade Act of 1974.
Through these means, the dispute was finally re-
solved in August 1986 with an agreement between
the United States and the EC. According to the
United States Trade Representative (USTR), final
implementation of the terms of this agreement
awaits passage of the U.S. omnibus trade bill by
the Congress, which contains a provision granting
the U.S. President authority to effect the agreed
upon tariff reductions.4

Panels examining U.S. measures

Complaint by the EC on Section 337 action
on aramid fibers.—In June 1987, the EC in-
formed the Council that it had requested consul-
tations under article XXIII:1 with the United
States in April and May with little response. In

' The products involved are preserved, concentrated, or
sweetened milk and cream; processed cheese; dried legu-
minous vegetables; starch and inulin; groundnuts; pre-
pared or preserved meat of bovine animals; certain other
sugars and syrups; fruit puree and pastes; fruit pulp and
pineapple; fruit and vegetable juices; tomato ketchup and
sauce; and certain food preparations. See GATT, GATT
Activities 1986, Geneva: June 1987, p. 56.

2 For further details see the “Japan” section of ch. 4.

® The United States contended that EC tariff preferences
on imports of citrus products from Mediterranean coun-
tries violated MFN obligations and thus nullified and
impaired benefits to the United States of negotiated tariff
concessions. The panel concluded that the EC prefer-
ences would be inconsistent with art. I:1 of the General
Agreement unless the preferences were otherwise permit-
ted under provisions of the GATT or under a decision of
the Contracting Parties. To redress the adverse effects
the United States had suffered as a result of the prefer-
ences, the panel suggested that the EC reduce the most-
favored-nation (MFN) tariff rates on fresh oranges and
lemons, or extend the period of application of lower
MFN tariff rates on fresh oranges and reduce the MFN
tariff rates on fresh lemons. See GATT, GATT Activi-
ties 1984, Geneva, June 1985, p. 37.

4 For more details on this subject, see the section of ch.
5 on the enforcement of trade agreements and responses
to unfair foreign trade practices, the U.S./EC citrus dis-
pute.

July, the EC requested the Council to establish a
panel to examine the U.S. section 337 (patent in-
fringement) case on aramid fibers. In October,
the Council established a panel. By November,
the panel’s members had been chosen and its
terms of reference were established.

Complaints by Canada, the EC, and Mexico
regarding U.S. Superfund reauthorization.—In
November 1986, the EC requested article XXII:1
consultations with the United States on internal
taxes on petroleum, petroleum products, and
chemical derivatives.5 In November, Canada also
requested article XXIII:1 consultations with the
United States on the superfund measure, and
Mexico requested further information on the leg-
islation. In February 1987, the Council consid-
ered requests from Canada and the EC to
establish a panel on the matter, and a request by
Mexico for the good offices of the Director Gen-
eral.® In June 1987, the panel report was pre-
sented to the Council and adopted. The Council
also took note of the U.S. statement that the pen-
alty rate was not likely to be applied. In Decem-
ber, several contracting parties urged the United
States to take measures to comply with the rec-
ommendations of the panel report.

EC complaint on tax reform legislation on
small passenger aircraft.— In December 1986,
the EC requested article XXII:1 consultations
with the United States on transitional rules for
U.S. tax reform with respect to small passenger
aircraft. The EC argued that the exemption for
U.S.-manufactured aircraft from the general abo-
lition of the investment tax credit and accelerated
depreciation provisions gives U.S. producers an
advantage over foreign suppliers.

The EC asked the Council to establish a
panel in April 1987 and again in May 1987. The
Council took note of the position of the EC and
other countries that the U.S. tax measure was in-
consistent with the nondiscrimination require-
ments of article III of the GATT and of the U.S..
statement that the measure was no longer in ef-
fect. The EC agreed that a panel would not need
to be established at this time, but urged that a
panel be established promptly if the U.S. takes
action to revive the measure.

Complaints by Canada and the EC on the
customs user fee.— In November 1986, Canada
requested article XXIII:1 consultations on U.S.
customs user fees, which became effective on De-
cember 1, 1986, as part of the Omnibus Budget

% The complaint concerned the “Superfund Reauthoriza-
tion and Amendments Act of 1986, " particularly the
increased tax on petroleum with a differential between
8.2 cents per barrel for domestic oil and 11.7 cents per
barrel on imported petroleum products. The EC argued
that the tax differential discriminates against imported
products and is therefore contrary to GATT art. III,
which deals with national treatment.

¢ Use of the good offices of the Director General i 20151
of special procedures made available to developing -
tries to resolve a trade dispute.



Reconciliation Act of 1986.1 In March 1987, the
Council considered requests by the EC and Can-
ada to establish a panel. The parties had agreed
to the panel members and its terms of reference
by May 1987. In November, the report of the
panel was completed and circulated to the par-
ties. It was scheduled for consideration by the
Council in 1988.2

EC complaint against Japan on the U.S./Ja-
pan semiconductor arrangement.—In March
1987, the EC requested that the Council establish
a panel to examine the arrangement between the
United States and Japan on trade in semiconduc-
tors.3 The United States is not a party to the
case, but was, however, given special third-party
status. The Chairman of the Council was author-
ized to hold consultations between the parties. In
April, the Chairman reported on the consulta-
tions and the Council agreed to establish a panel.
Negotiations on the terms of reference and mem-
bers of the panel were completed in June 1987.4

Canadian complaint against U.S. restrictions
on imports of products containing sugar.—At the
request of Canada, the Council agreed to estab-
lish a panel in March 1985 to examine a U.S.
action imposing quotas on certain articles con-
taining sugar. Formation of the panel was de-
ferred, however, because of bilateral discussions
between the United States and Canada on the is-
sue. No further progress on bilateral discussions
was reported in 1987.5

Nicaraguan complaint against the U.S. trade
embargo.8—In July 1985, Nicaragua requested
the formation of a panel on the U.S. imposition
of a trade embargo against Nicaragua.” The
panel report was considered at the Council meet-
ing in early November 1986 and the Council
chairman agreed to discuss the report with the
parties, but the discussions yielded no positive re-
sults.

' Canada argued that the imposition of the fees on an ad
valorem basis does not correspond to the cost of provid-
ing the service of processing the import of a product.

2 The report was adopted at the February 1988 Council
meeting.

3 In August 1987, the EC and the United States held
consultations under art. XXIII:1 concerning certain as-
pects of the U.S./Japan semiconductor agreement. No
panel has been requested.

4 The panel issued its report and sent it to the Council
for consideration in early 1988.

¢ On May 19, 1985, the President modified the original
proclamation that was the subject of Canada’s complaint
by deleting several products that contain only small
amounts of sugar from the quota list. Quotas on the
remaining products are to remain in effect until the
President has acted on a report by the USITC on the
matter. Canada postponed further action in the GATT to
await the outcome of any further Presidential action. As
of May 1988, the President had not acted on the
USITC’s report submitted in September 1985, nor had
he released the report to the public.

¢ Effective May 7, 1985, the President banned all trade
with Nicaragua (Executive Order No. 12513, May 1,
1985) and justified this measure under art. XXI (national
security exemption) of the GATT.

7 The Council agreed in October 1985 to establish a
panel with the U.S. understanding that the role of the
panel would not entail any judgment on the validity of
the use of national security exceptions (art. XXI).
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Nicaragua continued to raise the issue in the
Council throughout 1987, and the Chairman con-
tinued to attempt to hold consultations among the
parties. In November 1987, Nicaragua com-
plained to the Council of the continued imposi-
tion of the trade embargo against Nicaragua for
an additional six months. Nicaragua requested
and the Council Chairman agreed to facilitate fur-
ther consultations between the parties.

Cases among other countries

EC complaint on Japanese measures affect-
ing imported wines and alcoholic beverages.—In
July 1986, the EC requested consultations with
Japan about the level of customs duties, structure
of the liquor tax system, and labeling practices
affecting wines and alcoholic beverages. Canada
also joined in the consultations. In February
1987, the Council agreed to establish a panel.

The panel concluded that Japanese taxes on
certain imported alcoholic beverages were incon-
sistent with article III:1 and 2 regarding discrimi-
nation against imported products. Further, the
panel found that taxes on certain liquors were ap-
plied in a manner that afforded protection to do-
mestic producers. At the same time, the panel
did not find that Japanese labeling practices on
liquor bottles were inconsistent with its GATT ob-
ligations. The panel recommendation, adopted
by the Contracting Parties, recommended that Ja-
pan bring its taxes on certain alcoholic beverages
into conformity with GATT obligations.

EC complaint on certain practices of a Ca-
nadian Provincial (Quebec) liquor board.—In
March 1985, the Council established a panel un-
der article XXIII:2 at the request of the EC. The
EC alleged certain practices of the Quebec liquor
board, in particular a markup on the sale price of
certain alcoholic beverages, as well as other forms
of restriction and discrimination, are inconsistent
with the GATT.8 As a result, the EC claimed the
Quebec liquor board actions resulted in imports
receiving less favorable treatment than domestic
products. The panel report ruling against the Ca-
nadian practices was completed and circulated to
the parties in November 1987. After the report
was circulated, Canada and the EC attempted to
arrive at a bilateral solution.® In March 1988, the
report was adopted by the Council.

Followup on South African complaint on Ca-
nadian (Ontario) sales tax.—The dispute between
South Africa and Canada began in May 1983
when the Provincial Government of Ontario ex-
empted the Canadian Maple Leaf gold coin from
the 7 percent Ontario retail sales tax, but did not
exempt imported gold coins from the tax. The
Council established a panel in November 1984.
The panel report was considered bythe Council in
September and November 1985 but was not

® The importation, distribution, and sale of alcoholic
beverages in Canada is controlled by Provincial liquo2-16
boards.

® European Report, No. 1361, Nov. 28, 1987, p. V- 8.



adopted.!  Although Canada reported to the
Council in February 1986 that the Provincial tax
measure had been rescinded, it will not agree to
adoption of the report. Canada and some other
delegations remain opposed to certain rulings of
the panel.2

Customs Unions and Free-Trade Areas
(art. XXIV)

The GATT permits regional trading arrange-
ments among countries that agree to abolish trade
barriers between each other under article XXIV
of the General Agreement as an exception to the
general rule of MFN treatment. This exception
recognizes the value of “closer integration of na-
tional economies through freer trade.” These
country groupings must meet certain rules that are
meant to ensure that the arrangements facilitate
trade without causing harm to trade with outside
countries.® Therefore, the GATT normally sets
up working parties to examine trade aspects of
newly formed customs unions or free-trade areas
and requires the members of such arrangements
to report on its functioning on a biannual basis.

In March 1987, the Council agreed to estab-
lish a working party to examine the Third ACP-
EEC Convention of Lom. Consultations to
designate a chairman lasted until July 1987, when
a chairman was finally designated and the work-
ing party began its examination.

In October 1985, the Council established a
working party to examine the U.S.-Israel Free-
Trade Agreement. In May 1987, the Council
considered and adopted the working party’s re-
port. The Council also agreed that the U.S. and
Israel, in accordance with GATT practice under
article XXIV, would report every two years on
developments under the agreement.

In October 1987, Canada and the United
States informed the Council of the free-trade ar-

rangement concluded between them on October
3, 1987.

In February 1986, the GATT Council agreed
to set up a working party under article XXIV:5 to
examine the effect of the accession of Spain and
Portugal to the EC. The working party, whose
membership consisted of all interested parties,
also examined the information on the accession
package with a view to determining
whether or not tariff and other trade-related
changes resulting from enlargement conformed to
the GATT.

' The report concluded that the Ontario retail sales tax
was not consistent with the national treatment provisions
of art. III:2 that require equal treatment of domestic and
imported products. It further suggested that the Con-
tracting Parties call on Canada to ensure that the actions
of the Ontario Province conform to those obligations.
GATT, GATT FOCUS, February-March 1986, pp. 1-2.
2 For example, Canada agreed with the panel finding
that the measure violated national treatment provisions of
the GATT but not with the finding that the measure vio-
lated MFN principles since only the Canadian Maple
Leaf, and no other gold coin, whether produced in Can-
ada or any country abroad, were exempted from the tax.
GATT, GATT FOCUS, Ibid.

24GATT, GATT Activities 1986, Geneva: June 1987, p.

During 1987, negotiations on enlargement by
the EC were continued with several interested
contracting parties.4 Argentina was concerned, in
particular, about the effect of Spain’s accession
on its trade relations with the EC. During 1986,
negotiations were a source of considerable tension
in U.S.-EC trade relations, reaching a peak at
which the United States threatened substantial
trade retaliation if the compensation issue were
not resolved. Most U.S.-EC issues related to en-
largement were resolved bilaterally in early 1987.5

Negotiations on Modification of Schedules
(art. XXVIII)

Article XXVIII provides the mechanism by
which a contracting party may modify or withdraw
tariff concessions. The contracting party wishing
to take this action must enter into negotiations
not only with the contracting parties primarily
concerned, but also with other contracting parties
having a substantial interest in the concession.
The article is based on the principle of compensa-
tory adjustment in the tariffs on other products to
maintain a balance of concessions.® Its provisions
are also used when a tariff rate is adjusted, or a
product is reclassified for administrative or judi-
cial reasons. Contracting parties wishing to take
recourse to the provisions of article XXVIII must
notify the GATT and submit a request to the
Council for authorization to enter into negotia-
tions.

Negotiations on the adjustments to GATT
tariff schedules are being undertaken in conjunc-
tion with adoption of the Harmonized System tar-
iff nomenclature by certain contracting parties.”
Article XXVIII is the vehicle for negotiations on
compensation due as a result of changes in GATT
bound tariff rates affected by conversion to the
Harmonized System. Extensive bilateral discus-
sions were held during 1987 wunder article
XXVIII. During 1987, the United States held
Harmonized System discussions under article
XXVIII with many of its trading partners, as did
many other contracting parties, to protect the
value of previously negotiated GATT trade con-
cessions.

Accessions to the GATT (arts. XXVI and
XXXIII)

Article XXXIII contains the normal proce-
dures for accession under which the Contracting
Parties may accept the accession of a new mem-

4 The aim of the negotiations was to determine any com-
pensation due to trading partners as a result of changes
in bound tariff levels. The main elements of art.
XXIV:6 negotiations were (1) to determine whether or
not any GATT bound tariffs had been altered, (2) to
examine whether or not and to what extent trade was
affected by the changes, and (3) to negotiate compensa-
tion, when appropriate.

¢ For more details on this subject, see the ch. 2 section
on EC enlargement.

& Art. XXVIII states that “in such negotiations and
agreement, which may include provision for compensa-
tory adjustment with respect to other products, the con-
tracting 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.”

7 See also the section in ch. 1 on the Harmonizex | 7
System.
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ber by a two-thirds majority vote.! Article XXVI
provides for accession under simple procedures
for former territories applying the GATT rules on
a de facto basis.2

The Uruguay Round negotiations continued
to spark significant interest during 1987 in seek-
ing accession to the GATT by nonmember coun

' The process of accession under art. XXXIII can be
complex and time consuming. Application sets off a
series of negotiations in which the applicant offers trade
concessions to existing contracting parties as an “entry
price” for joining the GATT. Normally, a working party
is established to study the country’s request and informa-
tion on its trade patterns and the administration of its
trade regime. Although unilateral tariff concessions have
been the most traditional form of entry concessions,
countries joining the GATT in recent years have fre-
quently been asked to make nontariff concessions such
as paring down export subsidies, or refraining from
dumping practices. Once accepted, however, new mem-
bers would be on equal footing with other members in
negotiating new agreements and mutual tariff reductions
in the Uruguay Round.

2 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 con-
tracting party establishing the fact, be deemed a con-
tracting party.” Nations not in this category must
accede under the procedures of art. XXXIII.

tries.® During the Tokyo Round, a number of
countries that were not contracting parties were
allowed to participate fully in negotiations. For
this round, however, the rules on participation
are more restrictive.4

In 1987, Botswana and Antigua and Barbuda
joined the GATT under the simple article XXVI
declaration. Morocco joined in 1987 undergoing
the full entry negotiations. In 1987 10 applica-
tions were under consideration. China, Costa
Rica, Tunisia, Algeria, Bulgaria, and Bolivia and
Lesotho applied for full accession.5 Honduras, El
Salvador, and Guatemala—each applied for provi-
sional membership.

The total number of Contracting Parties in
1987 was 95. A full list of GATT members, as of
December 31, 1987 is presented in the following
tabulation:

3 During 1986, Hong Kong (previously represented by the
United Kingdom) and Mexico acceded to the GATT.

4 In the Tokyo Round, allowance was made for countries
that were not contracting parties to participate in nego-
tiations. However, Part 1, Section F of the Ministerial
Declaration of the Uruguay Round essentially limits par-
ticipation in these negotiations to contracting parties or
countries that have applied for accession to the GATT as
of a certain date. A copy of the Ministerial Declaration
is contained in app. A of Operation of the Trade Agree-
ments Program, 38th Report, 1986, USITC Publication
1995, July 1987.

s 9I.éessotho became the 96th Contracting Party in early
1988.

Contracting Parties to the GATT (95, plus 1 provisional accession)

Antigua and Denmark
Barbuda' Dominican
Argentina Republic
Australia Egypt
Austria Finland
Bangladesh France
Barbados Gabon
Belgium Gambia
Belize Ghana
Benin Greece
Botswana' Guyana
Brazil Haiti
Burkina Faso Hong Kong
Burma Hungary
Burundi Iceland
Cameroon India
Canada Indonesia
Central African Ireland
Republic Italy
Chad Israel
Chile Ivory Coast
Colombia Jamaica
Congo Japan
Cuba Kenya
Cyprus Korea
Czechoslovakia Kuwalit

Luxembourg South Africa
Madagascar Spain

Malawi Sri Lanka
Malaysia Suriname
Maldives Sweden
Malta Switzerland
Mauritania Tanzania
Mauritius Thailand
Mexico Togo
Morocco! Trinidad and
Netherlands Tobago
New Zealand Tunisia’
Nicaragua Turkey

Niger Uganda
Nigeria United Kingdom
Norway United States
Pakistan Uruguay
Peru West Germany
Philippines Yugoslavia
Poland Zaire
Portugal Zambia
Romania Zimbabwe
Rwanda

Senegal

Sierra Leone

Singapore

' New members in 1987.
2 Provisional accession.

Countries to whose territories the GATT has been applied and that now, as independent states, maintain

a de facto application of the GATT pending final decisions as to their future commercial policy (29)

Algeria Grenada

Angola Guinea-Bissau
Bahamas Kampuchea
Bahrain Kiribati

Brunel Lesotho

Cape Verde Mali

Dominica Mozambique
Equatorial Guinea Papua New Guinea

Fiji Qatar

St. Christopher Tonga
and Nevis Tuvalu
St. Lucia United Arab
St. Vincent Emirates
Sao Tome and Yemen, People’s
Principe Democratic
Seychelles Republic of

Solomon Islands

Swaziland
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IMPLEMENTATION OF THE TOKYO
ROUND AGREEMENTS

The following section describes the imple-
mentation and operation of the nine Tokyo
Round agreements and arrangements (informally
referred to as the Tokyo Round codes) during
1987,1 as carried out by their respective adminis-
trative committees or councils.2 Six of these
agreements establish rules of conduct governing
the use of NTM’s (subsidies and countervailing
duties, government procurement, standards, im-
port licensing procedures, customs valuation and
antidumping), and three are sectoral agreements
(civil aircraft, bovine meat, and dairy products).
GATT members are not required to join the
codes, and not all have chosen to do so. For this
reason, code signatories have assessed the record
of operation of the agreements since their entry
into force and focused on ways to improve their
operation and encourage more GATT members
to accede. The current status of participation in
each of the agreements, as of yearend, is shown
in table 2-2.

Code on Subsidies and
Countervailing Duties

The Code on Subsidies and Countervailing
Duties, also referred to as the Subsidies Code,
elaborates upon provisions of the General Agree-
ment concerning the use of subsidies and CVD’s.
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 trading interests of
another party and that countervailing measures
do not unjustifiably impede trade.® During 1987,
no new signatories acceded to the code, thus 2§
signatories remain (Spain and Portugalwithdrew
as individual members and are now members un-
der the auspices of the EC).4

' The Tokyo Round agreements, published in GATT,
Basic Instruments and Selected Documents, Supp. 26,
pp. 8-188, 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 imple-
mented earlier (July 1, 1980), by the United States and
the EC.

2 The Committees or Councils, composed of the signato-
ries of each code, are charged with overseeing implemen-
tation of code provisions and meet two or more times a
year on a regular basis. Meetings may also 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 dis-
putes among signatories.

3 If one signatory’s subsidized exports cause material
injury to another signatory's domestic industry, the in-
jured party may either impose CVD'’s to offset the mar-
gin 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.

‘hSee table 2-2 for a full listing of this Code’'s member-
ship.

Each year, the Committee on Subsidies and
Countervailing Measures reviews national legisla-
tion, reports on CVD actions, and notifications
on subsidy programs submitted by signatories. In
1987, the Committee also undertook dispute set-
tlement procedures regarding certain issues raised
by signatories.

Dispute Settlement5

During 1987, the Committee continued its
handling of two disputes raised in 1986 and held
consultations on a new complaint. Following up
on the two 1986 cases, the Committee examined
reports of panels established after unsuccessful
conciliation efforts. No previously outstanding
panel reports were adopted by the Committee this
year.®

In June 1987, the Committee adopted the
report of the panel on the U.S. countervailing
duty on Canadian softwood lumber products. A
special conciliation meeting held in July 1986
failed to resolve the issue and the Committee
agreed in August 1986 to establish a panel. How-
ever, since the United States and Canada were
able to arrive at a bilateral solution, the full panel
report was not released. The report was instead
limited to a brief factual description of the pro-
ceedings and some details of the bilateral solu-
tion.

5 A dispute may be brought for settlement under the Sub-
sidies Code when the issues involved are covered by the
Code and when parties to the dispute are Code signato-
ries. Under Code dispute settlement procedures, a signa-
tory whose exports are affected may request consultations
with the exporting country. If consultations do not yield
a mutually acceptable solution, conciliation by the Code
Committee is available. If conciliation also fails, the
Committee sets up a panel upon the request of either
party, and draws on the panel’s findings to make recom-
mendations to the disputing parties. Finally, if the Com-
mittee determines that its recommendations have not
been implemented within a reasonable period of time, it.
may authorize the injured party to take countermeasures.
& Panel reports on EC export subsidies on wheat flour
and on pasta products were submitted to the Committee
in 1983 but are still pending. The United States indi-
rectly addressed the issue of pasta subsidies by raising
the tariffs on certain pasta products in retaliation for EC
blockage of adoption of the panel report on citrus prefer-
ences in July 1985. See the discussion of the EC citrus
preferences in Operation of the Trade Agreements Pro-
gram, 37th Report, 1985, USITC Publication 1871, June
1986, p. 243. For a detailed discussion of wheat flour
and pasta disputes, see the Operation of the Trade
Agreements Program, 34th Report, 1982, pp. 23-25.

A panel report on the U.S. definition of industry con-
cerning wine and grape products, completed in March
1986, also awaits adoption. In February 1985, the
Committee established a panel to investigate the dispute
concerning an EC complaint that certain provisions of
the U.S. Trade and Tariff Act of 1984 contravened the
Code. The complaint questioned the U.S. definition of
industry for wine and grape products under which grape
growers were temporarily granted standing, as part of the
wine-producing industry, to file petitions with the USITC
alleging injury or threat of injury resulting from2dyghped
or subsidized wine imports.
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Table 2-2

Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1987

(Accepted (A); signed, acceptance pending (S); provisional acceptance (P); new member 1987(*))

Gov't
procure-
ment

Stand-

Countries ards

Subsi-
dies

Bovine
meats

Dairy
prod-
ucts

Customs
valu-
ation

Import
licen-
sing

Civil
air-
craft

Anti-
dump-
ing

Contracting Parties:

Argentina
Australia .......
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Luxembourg . ...
Malawi
Mexico ........
Netherlands ....

New Zealand ...
Nigeria .........
Norway
Pakistan

»

>>

Switzerland . . ...
Tunisia* ........
Turkey .........
United Kingdom .
United States ...
Uruguay
West Germany ..
Yugoslavia
Zimbabwe ......

Noncontracting Parties:

Bulgaria ........
Guatemala .....
Lesotho ........
Paraguay
Total
signatories ... 39 12
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' Reservation, condition, declaration, or any combination.
Because the Standards Agreement and the Civil Aircraft Agreement
cover matters that go beyond the authority of the EC, each of the EC member States is also a signatory to these

2 The EC is a signatory to all the agreements.

Agreements.

3 Hong Kong, which had been applying several of the Codes under the auspices of the United Kingdom, changed its

status under the Codes in 1986 and Is now a signatory In its individual capacity.

4 Provisional accession to the GATT.

Source: The GATT
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In October 1987, the Committee considered
a panel report on Canadian countervailing duties
on EC beef. The EC first complained in an
August 1986 meeting of a Canadian CVD investi-
gation on imports of boneless manufactured or
processed beef from the EC. By October 1986,
the Committee had agreed to establish a panel.
At the request of Canada, however, consideration
of the panel report was postponed and a special
meeting regarding the dispute was held in Decem-
ber.

In May 1987, a special meeting was held for
consultations regarding a U.S. complaint on
Canada’s imposition of a countervailing duty on
imports of grain corn from the United States.'

Notification and Review

Through Committee review of notifications,
signatories can examine each others’ subsidy pro-
grams and raise questions regarding consistency
with the agreement.2 Under the exercise in which
signatories submit national CVD laws for exami-
nation by the Committee, 22 of the 25 members
have thus far presented their legislation. During
1987, the Committee examined the legislation of
India, Korea, Pakistan, and the Philippines. The
Committee was also notified of amendments to
countervailing duty laws or regulations by Austra-
lia, Brazil, and Japan.

Signatories are also required to submit semi-
annual reports on all CVD actions. These reports
were discussed by the Committee, and members
exchanged information on cases of particular in-
terest. For the first half of 1987, signatories noti-
fying that no countervailing duty actions were
taken included Austria, Brazil, Chile, Finland,
Hong Kong, India, Israel, Japan, Korea, the Phil-
ippines, Sweden, Switzerland, Turkey, and Yugo-
slavia. Countervailing duty actions were notified
by Australia, Canada, New Zealand, and the
United States. For the second half of 1987,
countervailing duty actions were notified by the
EC, Canada, and the United States.® A summary
of semiannual reports on CVD actions taken in
1987 appears in appendix table B-1, except for
the report of the United States.4

Group of Experts on the Calculation of a
Subsidy

The Group of Experts is charged with resolv-
ing signatories’ differing interpretations on the
calculation of the amount of a subsidy. The
Group of Experts submitted no new draft guide-
lines to the Committee in 1987. Moreover, the
draft guidelines submitted to the Committee in

! See also the “Canada” section of ch. 4.

2 GATT art. XVI:1 requires all GATT members to re-
spond once every 3 years to a questionnaire regarding the
host country’s subsidy programs and to update these
notifications in the intervening years.

"1 9Ssescond half 1987 notifications received as of May

4 U. hS SCVD actions are discussed and listed separately
in ch. §.

1985 on application of the concept of specificity
remain unadopted due to U.S. concerns. In June
1987, the Committee agreed to suspend the ac-
tivities of the Group due to the heavy workload
required of several members in the Uruguay
Round negotiations. The Committee agreed that
the Group would reconvene as necessary.

Government Procurement Code

The Government Procurement Code entered
its seventh year of operation in 1987.1 The Code
requires governments to allow foreign firms to
compete for Government contracts for goods that
meet specified criteria.2 It also establishes com-
mon and more transparent procedures for provid-
ing information on proposed purchases, opening
and awarding bids, and settling disputes.

The Committee on Government Procure-
ment, which administers the Code, met five times
in 1987. The primary focus of the Committee’s
work concerned phase two of renegotiation of the
agreement as required in article IX:6(b). The
Committee also discussed problems in implemen-
tation and administrative matters.

Renegotiations

During 1987, the Committee pursued objec-
tives agreed upon at its November 1986 meeting
relating to phase two of the renegotiations under
article IX:6(b).® The Committee assigned the In-
formal Working Group on Negotiations additional
responsibilities.# The Committee decided that the

‘2The 12 signatories to the agreement are listed in table
-2.

2 Most governments employ procurement practices that
limit foreign competition. Art. III of the GATT specifi-
cally states that GATT rules restricting the use of inter-
nal 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. Countries that sign the Agreement on Government -
Procurement agree not to discriminate against other sig-
natories in procurements by specific government agencies
(referred to as code-covered entities) under certain con-
ditions. Each signatory selects which of its agencies it
will submit to code coverage. For further details, see the
Operation of the Trade Agreements Program, 37th Re-
port, 1985,_ USITC Publication 1871, p. 71.

3 Article IX:6(b) provides that no later than 3 years after
the Code enters into force, negotiations must be under-
taken to broaden and improve the agreement. The
renegotiations, formally launched at the Committee’s
November 1983 meeting, had three main aims: (1) im-
proving the Code’s operation; (2) exploring the possibil-
ity of applying the agreement to service and leasing
contracts; and (3) broadening the Code, by covering
additional entities, and/or by lowering the minimum con-
tract amount, below which purchases are exempt (the
threshold level).

The Committee completed the first phase of renegotia-
tions on November 21, 1986. The committee made de-
cisions on textual amendments to the agreement, on the
inclusion of goods leasing contracts, on how to calculate
the threshold in national currencies, and on procedures
for finalization of the text of a Protocol of Amendments.
4 The Informal Working Group was established in 1985
to redraft proposals to the Code. The group mefifl [Feb-
ruary, May, July, and October 1987.

2-21



Informal Working Group would handle broaden-
ing and improvements in addition to service con-
tracts. The Informal Working Group met in July
and October and adopted detailed work plans in
the areas of broadening coverage and including
service contracts. The first stage of the work pro-
gram on broadening the agreement will entail sub-
missions from members with a view to clarifying
the possible spheres of application that the agree-
ment might cover. This phase is to be completed
by February 1988. The second phase of the work
plan will involve an elaboration of the appropriate
approaches to expanding the agreement. The
situation will be reviewed and negotiations will
take place on the basis of agreed techniques and
modalities during the third stage of the work plan.

In the area of service contracts, the first stage
of the work plan will consist of clarifying the ap-
plicability of the procurement Code to service
contracts and to identifying the problems to be
further examined. The examination will be car-
ried out on the basis of information submitted by
members.

At its October meeting, the Committee
agreed that members will continue to limit appli-
cation to transactions involving more than
150,000 special drawing rights (SDR) until the
date of entry into force of the Protocol Amending
the Agreement (Feb. 14, 1988). New thresholds
will take effect on that date on the basis of SDR
130,000 in accordance with the Committee’s de-
cisions of November 1986.1

Problems in Implementation

The EC’s practice of netting out value-added
taxes (VAT) before determining whether or not
the value of a contract falls below the Code’s
threshold requirement has been a recurring im-
plementation issue since 1982. A solution to this
dispute was proposed by the EC at the Commit-
tee’s meeting on February 12, 1987, whereby the
EC would reduce its threshold by the equivalent
of the average effective rate of the different VAT
regimes in the EC, or 13 percent. This proposal
would be implemented jointly with the new
threshold for contracts (130,000 SDR’s) provided
for in the amendments to the agreement. The
United States accepted this solution on the condi-
tion that the 13 percent was the average effective
rate for the EC, that no major changes to the
overall average level of VAT were foreseen and
that this was a practical, nonlegalistic solution. A
deadline of February 27, 1987, was set for mem-
bers to submit their objections to the proposal.
At its May meeting, the Committee noted that it
had received no objections, and therefore the
proposed solution was formally adopted.

The Committee continued its review of 1985
national statistics at three of its meetings in 1987.

' See Operation of the Trade Agreements Program, 38th
Report, 1986, USITC Publication 1995, p. 2-18.

2-22

Proposals were presented to improve statistical
work including a more detailed breakdown of
product categories, introduction of statistical
analysis and greater comparability between na-
tional statistics. The deadline for submission of
1986 statistics was set for September .30, 1987.
The review of the 1985 statistics was concluded at
the Committee’s October 1987 meeting with the
proviso that any outstanding questions could be
taken up at the first meeting in 1988.

Administrative Matters

The Committee examined national imple-
menting legislation and practices at its meetings of
February, May, and October 1987. At the Octo-
ber 1987 meeting, it was agreed that information
from the EC concerning the accession situation of
Spain, Portugal, and Greece would be circulated
at a later date. The Committee took note from
one member concerning its revised national legis-
lation and from another member concerning its
new procedures in the area of supercomputer
procurement. The Committee conducted its sev-
enth annual review at the October 1987 meeting.

Standards Code

The Standards Code, formally known as the
Agreement on Technical Barriers to Trade, en-
tered into force on January 1, 1980. Its aim is to
ensure that technical regulations and product
standards? do not create unnecessary obstacles to
trade.® As of December 31, 1987, there were 39
signatories to the Code.# The Committee on
Technical Barriers to Trade, which administers
the Code, met three times in 1987 to exchange
information and discuss problems in implementa-
tion, improvements to the Code, and possible ex-
pansion of its coverage. The Committee
continued discussions regarding mutual accep-
tance of test data generated by other parties, im-
proving transparency in bilateral standards
agreements, increasing transparency in the activi-

2 Compliance with a technical regulation is mandatory,
and compliance with product standards is voluntary.
Both technical regulation and standard are terms refer-
ring to a technical specification for a product, which
includes any of the following: (a) the specification of
the characteristics of a product, including, but not lim-
ited to, levels of quality, performance, safety or dimen-
sions; (b) specifications related to the terminology,
symbols, testing and test methods, packaging, or mark-
ing or labeling requirements applicable to a product; or,
Eci administrative procedures related to the application of
a) or .

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

4 Mexico became a signatory in 1987. At its meeting in
March 1987, the Committee agreed to grant observe?-22
status to the People’s Republic of China. The 39 signa-
tories to the Code are listed in table 2-2.



ties of regional standards bodies, and developing
proposals for consideration in the Uruguay
Round. The fourth meeting on Procedures for
Information Exchange was held in conjunction
with the October Code Committee meeting. The
Committee also met in restricted session on four
occasions to pursue its investigation of a case
raised by the United States against the EC’s Ani-
mal Hormone Directive.

During 1987, the Committee continued its
discussion of various approaches to the issues of
testing, inspection, and type approval. Facilitat-
ing the mutual acceptance of test data and reduc-
ing the unnecessary costs of duplicative testing
and burdensome administrative procedures were
identified by the United States as key areas for
improving the Standards Code in 1985 during the
Code’s “third year review.” The following year,
the Committee agreed that any testing and inspec-
tion activities carried out by members should be
based on the principles and rules of internation-
ally recognized “guides” on laboratory recogni-
tion issued by the International Standards
Organization and the International Electrotechni-
cal Commission. In 1987, the Committee
adopted a U.S. proposal recommending that
members provide information on steps taken to
implement these principles and rules in their in-
spection and testing activities. Several members
presented information on the implementation of
these “guides” in their countries. The subject of
testing, inspection, and type approval will con-
tinue to be discussed during the Uruguay Round
talks.

Since 1985, the United States has expressed
concerns about the lack of transparency in the
activities of regional standards bodies such as the
European Conference of Postal and Telecom-
munications (CEPT).! During telecommunica-
tion talks between the United States and the EC
in February 1987, the CEPT announced that it
was considering establishment of a sixty-day pe-
riod during which interested parties could submit
comments to CEPT on its draft standards. The
United States views this as a positive step.

The Committee discussed how its work on
standards could be organized to serve in a sup-
portive role for the Uruguay Round, particularly
the relation of the Committee’s work to that of
the Uruguay Round Negotiating Group on MTN
Agreements and Arrangements. The Committee
compiled a non-exhaustive list of subjects that
might be addressed in the Uruguay Round to fur-
ther clarify, improve, or expand the standards
Code. The United States supported the inclusion

' At the Committee’'s October 1986 meeting, the United
States noted that some regional bodies do not provide
opportunities for suppliers from non-member countries to
participate in the development of their standards or re-
ceive certification under their system. The United States
specifically cited the CEPT as one such organization.

of testing, inspection, and type approval?; trans-
parerncy in bilateral standards-related agreements;
transparency in regional standards activities; and
processes and production methods as topics for
discussion. At its June 1987 meeting, the Com-
mittee agreed that the list would be submitted to
the Negotiating Group on MTN Agreements and
Arrangements.

The EC’s animal hormone directive was
again a topic of discussion in 1987. In January
1987, the United States initiated bilateral consul-
tations with the EC under art. 14.1 of the Code’s
dispute settlement procedures. Bilateral consulta-
tions were held in February and the United States
submitted a written proposal under art. 14.2, but
the two sides failed to reach a compromise. At
the March 1987 meeting of the Committee, the
United States notified the Committee that if a
resolution to the issue were not reached in the
near future, it would request an investigation of
the matter by the Committee under art. 14.4 of
the agreement. Accordingly, after another round
of talks in April, the United States resubmitted its
request for an investigation which was then initi-
ated on May 22.2 The Committee’s investigation
into the case ended inconclusively in September
1987 when the Committee agreed to meet again
as appropriate.4

Agreement on Import Licensing
Procedures

In 1987, the Committee on Import Licensing
held four meetings (the seventeenth through the
twentieth) in March, May, September, and Octo-
ber. In addition, signatories held informal con-
sultations during the vyear. Discussions on
compliance with the Agreement on Import Li-
censing Procedures (the Agreement) and on the
work program continued.5 Signatories communi-
cated to the Committee changes in their laws,
regulations and administrative developments rele-
vant to the Agreement, and updated their re-
sponses on the GATT questionnaire on import
licensing procedures. The Committee also re-
quested new information regarding the documen-
tation signatories required for entry into their
customs territory.

2 “Type approvals” authorize the sale of all products of a
particular type from a particular company. See Opera-
tion of the Trade Agreements Program, 36th Report,
1984, USITC Publication 1725, p. 67, fn. 2.

2 Under the terms of the Agreement, either Party to a
dispute may request the establishment of a Technical
Experts Group (for issues relating to questions of a tech-
nical nature) or Panel if, after 3 months of the Commit-
tee’s investigation, no satisfactory solution has been
reached. In July, a U.S. request for a Technical Ex-
perts Group was blocked by the EC.

4 See the ch. 4 section on the EC for further details on
this issue.

8 The Agreement on Import Licensing Procedures entered
into force on Jan. 1, 1980, committing signatory govern-
ments to simplify procedures importers must follow to
obtain licenses. Products traded internationally are
sometimes subject to bureaucratic delays and additional
costs as a result of cumbersome import-licensin -
tems. Such systems act, therefore, as barriers go?ﬁter-
national trade.
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At the March meeting, China asked to be
admitted as an observer. Several signatories, in-
cluding the United States, welcomed the request,
and China was granted observer status on that
date. On March 27, the Agreement entered into
force for Poland, after Poland’s instrument of
ratification was accepted in February. Poland
signed the Agreement in April 1986. Mexico be-
came a signatory in July, subject to ratification by
its Government. As of October 9, 1987, the
Agreement had 27 signatories.” In the 1987
meetings, the

Committee discussed the relationship of its
work to the Uruguay Round. Signatories agreed
that certain records issued by the Committee
should be transmitted to the Negotiating Group
on the MTN Agreements. Many stressed that a
free flow of information in both directions be-
tween the Committee and the Negotiating Group
was desirable.

Customs Valuation Code

The Customs Valuation Code establishes a
uniform system of rules to determine the customs
value for imported goods.2 The Code provides
detailed rules for determining the value of im-
ported goods used as a basis for assessing ad
valorem customs duties. The rules are designed
to promote a fair, uniform, and neutral system of
valuation and to preclude the use of arbitrary or
fictitious values.3 With greater uniformity of
practices applied by signatories, exporters and im-
porters are able to estimate more reliably how
their goods will be valued by customs authorities.
In 1987, Spain followed Portugal’s 1986 action
and withdrew from the Code individually in order
to be represented by the EC. Mexico and Zim-
babwe joined the Code in 1987, bringing to 27
the total number of signatories.# In May 1987,
the Committee granted China observer status to
attend meetings. China becomes one of three
countries with observer status (including Bulgaria
and Ecuador) that are not contracting parties. In

' For a full listing of the signatories, see table 2-2.

2 The Customs Valuation Code, formally titled the
Agreement on Implementation of Article VII, entered
into force internationally on Jan. 1, 1981, although the
United States and the EC agreed to implement the agree-
ment on July 1, 1980.

3 The Code establishes a primary method of valuation
and a series of alternative methods to be applied in a
prescribed sequence. First, the transaction value method
is applied when 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, the
second alternative is to use the transaction value of an
“identical” good sold to the same importing country.

The third method uses the transaction value of a “simi-
lar” goods that is 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., and most other
countries use c.i.f.

‘hSee table 2-2 for a full listing of this Code’s member-
ship.
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addition, India requested and was granted a fur-
ther extension of its request for delayed imple-
mentation of the provisions of the Code.5 India
promised, however, that it would be in a position
to fulfill Code obligations in the near future when
enactment of amendments to customs legislation
is completed.

Committee Activities

During 1987, 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 ad-
ministration. Technical assistance, to aid devel-
oping countries as they join and prepare for
application of the Agreement, continues to be a
priority activity. During 1987, the Committee ex-
amined the national implementing legislation of
Argentina, Brazil, Czechoslovakia, Korea, and
Lesotho.

In 1987, the Committee continued its review
of the status of the application of two decisions
adopted in 1984—one on the treatment of interest
charges and the other on the valuation of com-
puter software. Both items will remain on the
agenda as long as relevant material is being sub-
mitted by signatories for review.

At its May and November meetings, the
Committee continued to discuss the activities of
private inspection companies involved in the valu-
ation of goods on behalf of governments (a prac-
tice known as preshipment inspection). The
issue, raised by the United States, also drew con-
cern from other signatory countries.® One ob-
server country that employs preshipment
inspection submitted a statement of its govern-
ment’s position regarding the practice. The Com-
mittee agreed to keep the matter on the agenda
pending further developments.

Technical Committee

In October 1987, the Technical Committee
reported that it had adopted two instruments
elaborating on technical matters. One adopted
text commented upon the application of para-
graph 2 of the decision of the Committee on Cus-
toms Valuation on the valuation of carrier media
bearing software for data processing equipment
(VAL/8). The second item adopted was an advi-
sory opinion on the conversion of currency in
cases where a contract provided for a fixed rate
of exchange.

5 Of the Code’s 27 signatories, 21 (counting the EC
member countries as one unit) are currently applying the
agreement and the remainder have delayed application
under the provisions of art. 21:1 of the agreement.
Those now applying the Agreement include Australia,
Austria, Botswana, Brazil, Canada, Czechoslovakia, the
EC, Finland, Hong Kong, Hungary, Japan, Korea, New
Zealand, Norway, Romania, South Africa, Sweden,
Switzerland, the United States, and Yugoslavia.

¢ The United States raised the issue in the committee as
a result of a sec. 301 petition filed by the Florida Ex-
porters’ Association. The petition was withdrawn as a
result of a commitment made by the USTR to pursue the
matter on several fronts, including the Code Committee.
See also, Preshipment Inspection Programs and theg_24
Effects on U.S. Commerce, USITC Publication 2003,
August 1987.



Antidumping Code

The Antidumping Code prescribes the proper
conduct for antidumping investigations and the
imposition of antidumping duties based on provi-
sions of the General Agreement.! It sets guide-
lines for the use of these measures and related
practices such as retroactive application of an-
tidumping duties and price undertakings.2 The
Code also obligates developed countries to give
special consideration to the developing countries
before applying antidumping duties. In July
1987, Mexico signed the Code ad referendum,
bringing to 24 the total number of signatories.3

Committee Activities

Regular activities of the Committee on An-
tidumping Practices include reviewing national
antidumping legislation and antidumping actions
reported by signatories. The Committee has
charged an ad hoc group with drafting recom-
mendations on the interpretation and implemen-
tation of various aspects of the Code. The results
of the group’s work are then reviewed by the
Committee. The Committee is also responsible
for conciliation of formal disputes among signato-
ries.

Notification and Review

The Committee discusses questions raised by
members regarding the consistency of national
legislation with the Code’s provisions and com-
plaints by parties regarding antidumping actions
taken against their exports. During 1987, the
Committee received notification of amendments
to antidumping laws of regulations from Austra-
lia,4 Brazil,5 the EC,® and Japan?. It also re-
viewed the antidumping legislation of Sweden,®8
India,® Korea,' and Pakistan.!!

! The agreement, formally called The Agreement on
implementation of Article VI of the GATT, was negoti-
ated during the Tokyo Round in 1973-79 as a replace-
ment 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 line 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 of the
dumping is eliminated.”

3 See table 2-2 for a full listing of the Code members.

4 Customs Notice No. 87/169 on new procedures for the
processing of petitions.

8 Decree No. 93.941 of Jan. 16, 1987, and Customs
Pglsi;y Commission Resolution No. 00-1227 of May 14,
1987.

8 Council Regulation No. 2336/86 on collecting duties
upon imports into Spain and Portugal, Notice on proce-
dures for reimbursement of antidumping duties, and
Council Regulation No. 1761/87.

7 Guidelines for the conduct of antidumping and counter-
vailing duty investigations.

® Ordinance on Dumping and Subsidy Investigations of
Sept. 5, 198S.

® The Customs Tariff (Second Amendment) Act of 1982
and related Customs Tariff Rules of 1985.

19 Art. 10 of the Customs Act and Art. 4 of the Presi-
dential Decree of the Customs Act.

11 Ordinance No. III of 1983.

Parties to the Code report antidumping ac-
tions to the Committee on a semiannual basis.
During the first half of 1987, countries reporting
that no antidumping actions were taken included
Austria, Brazil, Czechoslovakia, Hong Kong,
Hungary, India, Japan, Norway, Poland, Sin-
gapore, Sweden, Switzerland, and Yugoslavia.
Antidumping actions reported by Australia, Can-
ada, the EC, Finland, and Korea for the first half
of 1987 and by Canada and New Zealand for the
second half are contained in appendix table
B-2.12 Actions undertaken by the United States
are also reported to the Code Committee; how-
ever, these are discussed and listed separately in
chapter 5.

Ad Hoc Group on Implementation of the
Code

During 1987, the Committee considered a
draft recommendation regarding the definition of
input dumping'3 that had been submitted in 1984
by the ad hoc group. The Committee remained
unable to agree to adopt the recommendation.
Meanwhile, the ad hoc group continued to dis-
cuss proposed recommendations on 3 subjects:
(1) price undertakings in antidumping proceed-
ings involving imports from developing countries,
(2) revision of price undertakings, and (3) termi-
nation of price undertakings.'4 Although discus-
sions of methods for determining a constructed
value and cumulative injury assessment were con-
cluded, the group was unable to agree on draft
recommendations to submit to the Committee.
The group agreed to discontinue its discussions on
the issue of definition of “sale” and to revert to
the matter in the future.'s

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. This Code also seeks to eliminate NTM’s,
such as the use of official export credits and cer-
tain government purchase policies. No new coun-
tries joined the Code in 1987, leaving at 22 the
total number of signatories.1®

12 Second half 1987 notifications received as of May
1988.

13 Input dumping refers to export sales of a product,
whether or not itself dumped, that contains inputs pur-
chased internationally or domestically at dumped prices.
4 An “undertaking” normally occurs when the investigat-
ing country accepts an offer by the exporter concerned to
take unilateral price-related action so as to eliminate the
injury caused by the imports. When an undertaking is
accepted, the investigation is terminated without duties
being imposed.

8 In March 1984, the EC requested the Committee to
conciliate a dispute with Canada over a Canadian an-
tidumping investigation against sales of electric genera-
tors from Italy. Conciliation was postponed because the
Committee sought the assistance of the ad hoc group,
particularly in examining the Code’s definition of a sale.
Conciliation has not resumed to allow for the continuing
efforts by the ad hoc group.

'; §ee table 2-2 for a full listing of this Code’snfefnber-
ship.
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The Committee on Trade in Civil Aircraft
held two regular meetings and two special meet-
ings in 1987. In 1986, the Committee finalized
work on the transposition into the Harmonized
System nomenclature of the Annex to the Agree-
ment, which enumerates the products covered by
the Code. In December 1986, the Committee
adopted the Protocol Amending the Annex to the
Agreement. The protocol was open for signature
throughout 1987 and entered into force on Janu-
ary 1, 1988, for those signatories who have ac-
cepted it. The Committee also exchanged views
on further negotiations aimed at improving the
Agreement, U.S. aircraft maintenance regula-
tions, ways to improve statistical reporting of air-
craft trade data, and government mandated
offsets in civil aircraft sales.

U.S. officials requested the first special meet-
ing of the GATT Aircraft Committee in March in
order to discuss the Airbus dispute within the
GATT framework.! The United States alleges
that the Airbus project is contrary to the obliga-
tions of the Airbus partner governments under
the Civil Aircraft Code, specifically articles 4 and
6, which prohibit unfair inducements for potential
purchasers and trade distorting subsidies. The
Committee agreed that clarification of these arti-
cles would be discussed in regular ongoing ses-
sions, as long as the discussion related to civil
aviation in general rather than Airbus in particu-
lar. In 1987, the Aircraft Committee met for a
second special session in July, as well as several
informal meetings, to discuss interpretation of ar-
ticles 4 and 6.

International Dairy Arrangement

The primary objectives of the GATT Interna-
tional Dairy Arrangement (IDA) are to expand
and liberalize world trade in dairy products by im-
proving international cooperation.2 Activities un-
der the arrangement, which also includes
protocols on certain milk powders, milk fat (in-
cluding butter), and certain cheeses, are coordi-
nated by the International Dairy Products
Council.3 With no new members joining in 1987,
16 signatories (including the EC representing its
member states) constituted the total membership
of the IDA4 The United States is no longer a
member.5 During the Council’s two meetings in

' For a discussion of the Airbus dispute, see the ch. 4
section on the EC.

2 GATT, Basic Instruments and Selected Documents,
Supp. 26, p. 91.

3 The three protocols annexed to the Arrangement are
the Protocol Regarding Certain Milk Powders, the Proto-
col Regarding Milk Fat, and the Protocol Regarding Cer-
tain Cheeses.

4 See table 2-2 for a full list of members.

% For a discussion of the controversy over reduced-price
sales of surplus butter stocks that led to U.S. withdrawal
from the arrangement, effective Feb. 14, 1985, see Op-
eration of the Trade Agreements Program, 36th Report,
1984, USITC Publication 1725, p. 72.
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1987, it evaluated the world market for dairy
products,® assessed price levels, and reviewed the
functioning of the Arrangement.

With respect to market conditions the Coun-
cil observed that the world market for dairy prod-
ucts had shown improvement in 1987 and that
efforts to contain world milk production were be-
ginning to show results. Further, it concluded
that the international market for butter and anhy-
drous milk fat remained fragile as some country
efforts to dispose of dairy surpluses in early 1987
had contributed to market uncertainties through-
out the year. Also, 1987 import demand for
cheese and milk powders recovered from the low
levels of 1986.

During 1987 price reviews, the Council de-
cided to raise minimum export prices for certain
dairy products. Effective June 25, 1987, mini-
mum prices per ton for skimmed milk powder
and buttermilk powder were raised to $765 from
$680, and prices for whole milk powder were
raised to $900 from $880. Then, on September
23, 1987, the minimum export prices were raised
again to $825 per ton for skimmed milk powder
and buttermilk powder, to $950 per ton for whole
milk powder, and to $1,120 per ton for certain
cheeses.

At its September meeting, the Council re-
viewed the functioning of the IDA. The Council
agreed to devote some of its subsequent meetings
to discussion of working methods such as improv-
ing documentation and exchange of information
for the Committee and Council proceedings.

Arrangement Regarding Bovine Meat

The Arrangement Regarding Bovine Meat
(the Arrangement) promotes international coop-
eration towards expansion, liberalization, and sta-
bilization of trade in meat and livestock.” Total
membership of the Arrangement is 26 signato-
ries.8 The signatories include all major beef ex-
porting and importing countries, except the
U.S.S.R. Under the Arrangement, the signato-
ries collect and distribute data on production and
trade. They also consult on market conditions
and discuss problems raised by members.

During 1987, the International Meat Council
(IMC), which administers the Arrangement, con-
tinued to consider several proposals intended to
improve its effectiveness. The Council did not
adopt the proposals but agreed to continue to dis-
cuss them in its next meetings. The proposals
suggest the use of several objective criteria or in-

¢ To accomplish this task, the Council normally consid-
ers such items as national policies, food aid, data re-
garding products, and reports of the Committees that
oversee the three protocols.

7 GATT, Basic Instruments and Selected Documents,
Supp. 26, p. 84.

® See table 2-2 for a full listing of Code members. 2-26



dicators for determining the presence and
extent of imbalances within world meat markets.!

The IMC also discussed a background paper
prepared by the Secretariat on support and inter-
vention mechanisms in place in producer coun-

1 These proposals stem from discussions held over the
past few years to consider complaints by members, such
as Argentina, New Zealand, and Uruguay, about per-
ceived imbalances in the international meat market.
These members claimed that EC subsidies on bovine beef
exports, contrary to art. I of the Arrangement, had
boosted the EC’s market share, making it a major world
supplier, and destabilized the world meat market. For
further details, see the Operation of the Trade Agree-
ments Program, 36th Report, 1984, USITC Publication
1725 p. 73.

tries. The IMC agreed that the Secretariat should
continue to send an annual questionnaire on bo
vine meat to certain contracting parties and
GATT observers that are not members of the Ar-
rangement.

The Meat Market Analysis Group (MMAG)
is a subsidiary body of the IMC that is responsible
for reviewing the situation and outlook for the bo-
vine meat market. The MMAG observed that
since mid-1986, price recovery had occurred in a
number of the international markets for bovine
meats. However, the MMAG noted that a trend
of decreasing beef and veal consumption is occur-
ring in an increasing number of countries.
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CHAPTER 3

TRADE ACTIVITIES OUTSIDE
THE GATT

INTRODUCTION

Although the General Agreement on Tariffs
and Trade (GATT) provides the broad interna-
tional framework for conducting international
trade, several other organizations also deal with
international trade issues, notably the Organiza-
tion for Economic Cooperation and Development
(OECD and the United Nations Conference for
Trade and Development (UNCTAD). The
OECD and the UNCTAD provide forums for
consultation and policy coordination on issues in-
cluding, 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 inter-
national obligation required of GATT members.
Nevertheless, the work of these organizations
often complements the work 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 and 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 interna-
tional commodity organizations. It also covers
the U.S. bilateral investment treaty program, the
U.S.-Israel Free-Trade Area Agreement, the
U.S.-Soviet Grain Agreement, and progress on
trade agreements in the services sector.

ORGANIZATION FOR ECONOMIC
COOPERATION AND DEVELOPMENT

The OECD is essentially a forum for industri-
alized countries to consult and coordinate a broad
range of economic issues facing them.! Its objec-
tives are to (1) promote the financial stability and
economic growth of members, (2) promote sound
economic development of nonmembers, and (3)
expand world trade on a multilateral, nondis-
criminatory basis. Its decisions are not binding
on individual members. The following section is
limited to the organization’s main trade-related
activities.

Ministerial Declaration

On May 12 and 13, representatives from the
OECD met in Paris for their annual ministerial

1 Current members of the OECD are Australia, Austria,
Belgium, Canada, Denmark, Finland, France, West
Germany, Greece, Iceland, Ireland, Italy, Japan, Lux-
embourg, the Netherlands, New Zealand, Norway, Por-
tugal, Spain, Sweden, Switzerland, Turkey, the United
Kingdom, and the United States. The Commission of
the EC and Yugoslavia, under special status, also take
part in activities of the organization.

conference. Highlights of the conference were a
commitment made by the ministers to advance
reform of agricultural trade and a pledge by West
Germany to expand its domestic economy.

On the subject of agricultural trade, the final
communiqu issued by the ministers urged mem-
ber countries to develop a more rational approach
in their domestic agricultural policies. They
pledged “a progressive and concerted reduction
of agricultural supports” across all commodities
and countries. Despite the political difficulty of
the task, the ministers declared that the swelling
farm-production supports, which artificially boost
prices and lead to immense agricultural surpluses,
must be superseded by a new system. Specifi-
cally, the communiqu stated that price guarantees
or other production-support measures should be
replaced by direct farm income support. The
United States greeted the consensus on agricul-
ture as a significant step forward, giving political
impetus to the Uruguay Round of GATT negotia-
tions, in which liberalizing trade in agriculture is a
major objective.

Turning their attention to international trade
in general, the ministers made several points.
They noted that competitive international mar-
kets provide “the most powerful means of pro-
moting economic efficiency and growth.” In
urging discipline in strengthening and expanding
the open multilateral trading system, they called
for a reversal of restrictive trade measures. Re-
strictive trade measures, they noted, interfere
with markets and structural adjustment efforts,
harm consumer interests, reduce investment in-
centives, and thus hamper economic growth.

On the subject of the Uruguay Round of
GATT negotiations, the ministers committed
themselves to resisting protectionist trends and
producing results beneficial to all countries, de-
veloped and developing. To that end, the minis-
ters vowed that OECD member countries would
advance comprehensive proposals on the various
negotiating topics in the GATT discussions, abide
by their standstill and rollback commitments, and
resist domestic protectionist pressures.

In another development at the conference,
West Germany made a commitment to expand its
economy in June if domestic economic growth
falls below a 2-percent annual rate. The United
States had long been urging West Germany and
Japan to take action to stimulate domestic de-
mand, thereby to rely less on export-led growth
and to help cut the U.S. trade deficit. The Ger-
man commitment was part of an agreement in
which Japan repeated its pledge to stimulate its
domestic economy and the United States pledged
to reduce its budget deficit.

Agricultural Trade

The question of how to reform world agricul-
tural trade has been a subject of OECD work for
several years. An economic report presénked by
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the OECD Secretariat at the ministerial meeting!
singled out distortions in agricultural trade as the
issue that requires the most immediate attention.
The report also cited reversing the erosion of the
international trading system as the top priority of
member governments. Agricultural support pro-
grams, the report noted, are costly and breed ten-
sion among trading partners that can threaten the
open-trading system as a whole. The report
stated that there is no economic justification for
protecting agricultural trade from market forces.
It also noted that if social grounds for farm sup-
port policies exist, such assistance should be sepa-
rated from production incentives.

A methodology developed by the OECD in
its recent work on agricultural support programs
measures the relative levels of assistance provided
by member governments. The system uses pro-
ducer and consumer subsidy equivalents to deter-
mine the share of assistance in the value of each
country’s agricultural output.2 For 1985, the

' OECD, National Policies and Agricultural Trade
(Paris, 1987).

2 Both of the subsidy equivalents are designed to measure
all policies that assist producers and consumers of agri-
cultural commodities. The producer subsidy equivalent is
defined as the payment that would be required to com-
pensate farmers for the loss of income resulting from the
removal of a given policy measure. The consumer sub-
sidy equivalent corresponds to the implicit tax on con-
sumption resulting from a given policy measure and to
any subsidies to consumption. They are a broader
measure of assistance than nominal or effective rates of
protection. See OECD, National Policies and Agricul-
tural Trade, 1987.

Table 3-1

OECD determined that the subsidy equivalent
represented 70 percent of the value of output of
major agricultural products in Japan. The com-
parable figure for the United States was 20 per-
cent, and for the EC, 40 percent.

The OECD, which released its report on the
subsidy equivalents during the ministerial meet-
ing, found that, during 1979-81, on average
about 32 percent of the sales value of the 11 com-
modities studied consisted of the subsidy equiva-
lent. The OECD’s findings are summarized in
table 3-1. The OECD also found that the bulk of
the subsidies in member countries are accounted
for by Japan, the United States, and the EC.
Dairy products and rice top the list of individual
commodities subsidized in OECD countries, ac-
cording to the report, with the subsidy equivalent
making up over 60 percent of their sales values.
Wool and soybeans, at about 10 percent each,
had the lowest subsidy element in the sales values
of each of the commodities studied.

The OECD research concluded that world
markets are unable to further absorb the surplus
production brought on by the high subsidy levels.
This situation sharpens trade tensions, increases
commodity price fluctuations, hampers economic
growth, precipitates retaliatory trade measures,
hinders growth in the developing countries, and
does not effectively support farm incomes. The
OECD concluded that such circumstances, if al-
lowed to continue, could cause “dire conse-
quences,” leading to “a cycle of gluts and
shortages that could not fail to damage the world
economy.”

Producer subsidy equivalents by commodity and country, average 1979-81

(In percent)

Mediter
Nordic ranean OECD
United Austra- New coun- coun- aver
Commodity States Canada EC lia Japan Zealand tries’ tries? Austria age®
Dairy ........... 48.2 66.5 66.8 20.8 83.3 18.0 70.8 -68.4 77.9 63.5
Wheat .......... 17.2 17.6 428.1 3.4 95.8 5-8.2 56.6 10.7 621.1 21.5
Coarse grains .... 13.1 13.3 27.9 2.9 107.1 5.3 54.7 14.8 19.5 19.0
Beef and veal .... 9.5 13.1 52.7 4.0 54.9 12.5 61.6 17.6 42.9 30.0
Pigmeat ........ 6.2 14.5 21.7 2.7 14.0 7.4 23.5 16.7 32.2 16.5
Poultry meat ... .. 6.3 25.7 16.4 2.5 20.5 4.7 43.4 19.4 28.4 14.0
Sugar ........... 17.1 12.5 25.0 8-5.0 48.4 () 33.4 39.7 39.4 26.6
Rice ............ 5.4 () 13.6 14.4 68.8 ") () 41.9 (7) 61.0
Sheep meat ..... (7) (7) 45.0 3.1 (7) 18.2 63.5 14.8 (7) 28.5
Wool ............ (") (7) (M) 3.9 () 16.3 0 26.9 (7) 9.4
Soybeans ........ 6.9 () 36.2 ) 108.1 () (7) 21.9 (7) 9.0
Average, 1979-81 16.0 23.9 42.8 4.7 59.4 16.5 56.1 26.1 42.8 32.1
! Finland, Iceland, Norway, Sweden, and Switzerland.
2 Portugal, Spain, and Turkey.
3 Based on national currencies converted to U.S. dollars at prevailing exchange rates.
4 Common and durum wheat.
5 Negative numbers indicate a tax on producers.
8 Wheat and rye.
7 Not calculated. 3

Source: OECD, National Policies and Agricultural Trade, Paris, 1987.
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Export Credits Arrangement

The Arrangement on Guidelines for Offi-
cially Supported Export Credits (the arrange-
ment) was designed to regulate government-
sponsored subsidies on export credits. Every 6
months (in January and July) the OECD rates are
subject to automatic revision to reflect changes in
the market rates of interest among member coun-
tries.1

Change in Export Credit Rules

After a 3-year campaign by the United States
to strengthen international discipline in the use of
mixed credits, representatives of the OECD
agreed in March 1987 on a strategy for restrain-
ing the use of subsidized export credits to devel-
oping countries. The so-called “mixed credits”
reduce the effective interest rate on loans by mix-
ing development aid with commercial export fi-
nancing.

The new rules, taking effect in phases, will
make mixed credits more expensive for lending
countries. Prior to the rule change, countries
with relatively low interest rates enjoyed a built-in
competitive advantage over higher interest-rate
countries like France, Italy, and the United King-
dom. The advantage enjoyed by low interest-rate
countries will be ended under the new plan.2

The scheme set up a two-stage transition to a
more transparent system of export credits. In
July 1987, the minimum grant element of a
mixed-credit offer to developing countries rose
from 25 percent to 30 percent. In July 1988, the
grant element will rise to 35 percent. The mini-
mum grant proportion of mixed-credit offers to
the least developed countries will climb to 50 per-
cent. Raising the grant element is intended to
ensure greater transparency of the system and to
deter the use of mixed credits as a tool of export
promotion by making them more costly.

! For a more complete discussion of the automatic ad-
justment mechanism, see the Operation of the Trade
Agreements Program, 35th Report, 1983, USITC Publi-
cation 1535, pp. 118-119.

2 Three low interest-rate countries—Japan, Austria, and
Switzerland—withheld final approval of the plan until the
very end of negotiations because of this factor.

Table 3-2

The participants also agreed to revamp the
method for calculating the grant element of
mixed credits. Revision of the grant-element for-
mula will make it more difficult for exporting
countries with low interest rates to meet the mini-
mum grant-element thresholds. Previously, a
10-percent interest rate was used in determining
the subsidy element of mixed credits. On the ba-
sis of a proposal offered late in the negotiating
process, greater reliance on market interest rates
as a guideline will be used for calculating the
grant element under the revised scheme.

Another aspect of the revision increased the
minimum interest rates on commercial loans that
benefit from subsidies on official export credits.
This change eliminates subsidies on export credits
to relatively rich countries and reduces those sub-
sidies in other cases. Recipients most likely to be
affected by this particular modification are the
Soviet Union and OPEC members.

Interest-Rate Change

Minimum interest rates that member coun-
tries may now charge on officially supported ex-
port credit offers are presented in table 3-2.2
Minimum interest rates for export-financing of-
fers set by the automatic adjustment mechanism
fall into three categories of recipient countries
(relatively rich, intermediate, and relatively poor)
for two main time periods of financing (2-5 years
and over 5 years). The short term interest rates
rose by six-tenths of 1 percentage point for all
three country groups to 10.15 percent for rela-
tively rich, 8.85 percent for intermediate, and
8.00 percent for relatively poor. Long-term inter-
est rates for relatively rich and relatively poor
countries also rose by the same increment, to
10.40 percent and 8.00 percent respectively.
Long-term interest rates for intermediate coun-
tries were unchanged at 9.35 percent. Interest
rates were last changed on July 15, 1986.

3 The OECD-authorized minimum interest rates are re-
viewed each January and July and are subject to auto-
matic revision. A movement of one-half of one percent
in the weighted-average bond rates denominated in U.S.
dollars, West German marks, British pounds sterling,
French francs, and Japanese yen induces automatic ad-
justment of the minimum interest rates.

Minimum interest rates, for officlally supported export credits, by repayment periods,' guidelines set on

Jan. 15, 1988

(In percent)

2 to 5 years Over 5 years
Country type? Present Former Present Former
Relatively rich ....................... 10.15 9.55 10.40 9.80
Intermediate ......................... 8.85 8.25 9.35 9.35
Relatively poor® . ...................... 8.00 7.40 8.00 7.40

! The rates adopted in July 1986 are shown in the “Former” column.

2 Relatively rich countries are defined as having a per capita Gross National Product (GNP) over $4,000; intermedi-
ate countries, per capita GNP between $681 and $4,000; and relatively poor countries, per capita GNP below $681.
3 Countries in this category are eligible for financing from the International Development Association, which provides

interest-free loans to the least developed countries.
Source: OECD.
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Information, Computer, and
Communications Policy

In December 1987, a meeting of the OECD’s
Information, Computer, and Communications
Policy Committee was convened. The meeting
focused on challenges and opportunities pre-
sented by information technology and the need to
improve conditions for international diffusion and
trade in this sector. Specific subjects discussed at
the meeting were information and communica-
tions technologies for economic development, ex-
periences and challenges of telecommunications
policies, and improving international rules affect-
ing telecommunications. The final outcome of
the meeting was a Chairman’s concluding state-
ment, which contained observations and recom-
mendations by and for member countries.?

On the subject of information and communi-
cations technologies for economic development,
the concern was expressed that the potential for
economic growth and job creation offered by in-
formation and communication technologies was
not being fully realized. Constraints on diffusion
of information and communications technologies
were linked to insufficient training in the tech-
nologies and a lack of awareness by workers,
managers, and the public of the benefits the tech-
nologies may produce. Intellectual property pro-
tection, tariffs, nontariff barriers, and data
privacy were also identified as issues imposing
constraints on diffusion of information and com-
munications technologies. Many member coun-
tries shared the view that coordination of
government and private-sector initiatives would
help remedy this problem.

On the subject of experiences and challenges
of telecommunications policies, the Chairman’s
conclusions noted that diverse approaches to tele-
communications policies in member countries are
being undertaken that reflect national interests
mixed with increasingly larger international di-
mensions of telecommunication policy. In line
with this observation, the Chairman stated that
member countries are less focused on competition
versus monopoly in determining telecommunica-
tions policies and instead are concerned with the
direction and pace of establishing new regulatory
and market structures in the sector.

The Chairman’s conclusions made several
points regarding establishment of rules affecting
the global information economy. It was noted,
for example, that liberalizing international trade
in information and communications services will
be essential for world growth in new and related
sectors. The conclusions stated that goals of lib-

' OECD, “High level meeting of the Committee for In-
formation, Computer and Communications Policy, The
Information Economy: Policies and International Con-
sensus, Chairman's Concluding Statement,” OECD,
Dec. 3-4, 1987.
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eralizing international trade in information and
communications services should include general
trade concepts such as transparency, nondis-
crimination, and universality, plus more specific
issues such as differences in national standards,
intellectual property regimes, and demands for
privacy protection. In addition, creating universal
rules governing information and communications
technologies was stressed as an essential require-
ment to ensure diffusion of the technologies
worldwide at the lowest possible cost.

Investment

When the OECD was formed, in 1960, the
free international movement of private capital
flows was cited as a generally desirable objective,
with members agreeing to “pursue their efforts to
extend the liberalization of capital movements.”
In 1961, this principle of liberalization was em-
bodied in the Code of Liberalization of Capital
Movements (the Code), to which all members ad-
here. The Committee on Capital Movements and
Invisible Transactions (CMIT) oversees applica-
tion of the Code. Its oversight functions include
scrutinizing restrictions and recommending re-
laxation or removal.

In 1987, the OECD released a report detail-
ing investment restrictions in member countries.?
The report, the organization’s most comprehen-
sive to date,? outlines laws, regulations and ad-
ministrative practices employed by member
countries and their States, Provinces, regions,
autonomous units, etc., as they affect foreign in-
vestment. The report is intended to serve as a
reference tool to those in business and govern-
ment in the member countries as well as to the
CMIT for its work in promoting liberalization of
investment restrictions. The report contains (1)
descriptions of general (not sector-specific) meas-
ures affecting foreign investment, (2) listings of
restrictions on local financing, including access to
domestic capital markets or requirements for in-
vestment to be financed through capital imported
from abroad, and (3) an inventory of sector-spe-
cific controls and impediments to direct invest-
ment.

Another study published by the OECD in
19874 highlights two major developments in inter-
national direct investment. The first is the growth
of the United States as a host of international in-
vestment. The role of the United States as a host
of OECD foreign investment grew from 29 per-
cent of all OECD international investment during
1975/79 to 53 percent during 1980/83. The
study also reported that foreign investment from
the United States dropped by more than one-half
in the 1980s.

2 OECD, Controls and Impediments Affecting Inward
Dgir%c)t Investments in OECD Member Countries (Paris,
1987).

3 Previous surveys of regulations and administrative prac-
tices affecting foreign investment in OECD countries
were published in 1979 and 1982.

4 OECD, International Investment and Multinationa
Enterprises: Recent Trends in International Direct A=
vestment (Paris, 1987).



The other development detailed by the
OECD study is the fall in direct investment in de-
veloping countries following the 1981-82 reces-
sion. This change, characterized as a “serious
concern” by the OECD, is seen, in part, as a re-
sponse to the debt crisis faced by some develop-
ing countries. A parallel trend in international
investment from the OECD countries over the last
decade is a fall in investment in Latin America
and a rise in investment in the newly industrial-
ized countries of South and East Asia.

Protectionism and Structural
Adjustment

At the May ministerial meeting, OECD min-
isters noted recent progress in efforts to under-
take structural adjustment policies, but pointed to
“major distortions and rigidities” that plague
OECD economies. Improving the growth poten-
tial of member economies requires more competi-
tion in product markets, responsiveness in the
factor markets, and an efficient public sector, the
ministers stated. To ensure effective, growth-ori-
ented adjustment policies, the ministers agreed
that international economic cooperation must lie
at the foundation of national economic adjust-
ment efforts. Whereas the fruits of such efforts
may only be realized in the medium term, minis-
ters agreed that economic opportunities, confi-
dence in the future, efforts to strengthen
noninflationary growth and reduce employment
would receive a boost from immediate implemen-
tation of such policies.

By the end of 1987, the OECD reported that
recent developments in structural reform of trade
policies had been mixed. In its semiannual report
on trade and economic developments,! the
OECD singled out discussions on trade liberaliza-
tion currently underway in the Uruguay Round of
GATT negotiations as “the most positive develop-
ment” regarding liberalization of trade in tradi-
tional and new areas. The report pointed out that
some major recent liberalization efforts, such as
the U.S.-Canada Free-Trade Agreement or con-
tinued reduction of intra-EC barriers, have been
bilateral or regional and not multilateral. The
OECD termed the continuing use of bilateral ap-
proaches as unfortunate, but noted that such ef-
forts are increasingly made pursuant to GATT
rules. In the wake of the stock market crisis of
late 1987, the OECD stressed the heightened im-
portance of further progress in liberalizing world
trade flows. Similarly, in reference to recent re-
strictive actions, such as a prospective U.S. trade
bill, the report termed “recent and prospective
developments in trade policies” a particular mat-
ter for concern. The report predicted that more
unilateral protectionist measures would weaken
confidence and adversely affect world economic
performance.

' OECD, OECD Economic Outlook No. 42 (Paris, De-
cember 1987).

CUSTOMS COOPERATION COUNCIL

In 1987, the Council (whose members now
number 102) focused upon the task of obtaining
the entry into force of the Harmonized System
Convention.2 The Convention entered into force
on January 1, 1988, and as of January 15, 1988,
had 38 Contracting Parties (including Canada,
the EC, and Japan) and 15 signatures subject to
ratification. The Interim Harmonized System
Committee completed its work and began the
transition to the Harmonized System Committee
provided for in the Convention.

The Council’s funding problems, which had
become serious during 1986, became critical in
1987, with the United States and other nations
failing to supply full arrearages and current assess-
ments. The situation resulted in the implementa-
tion of a hiring freeze and compelled reductions
in expenditures. Despite this fact, the Council’s
work in the application and enforcement of the
agreements for which it is responsible continued
in 1987. During 1987, the Council pursued its
efforts to simplify and further harmonize customs
procedures and documentation, encourage trade
mark and copyright protection, and fight illegal
drug trafficking. The Council also prepared a
manual for use by airlines and customs service or-
ganizations on electronic data transmission and
the treatment of consignment carriers.

UNITED NATIONS CONFERENCE ON
TRADE AND DEVELOPMENT

UNCTAD was created as an organ of the
United Nations General Assembly in 1974 for the
purpose of promoting international trade, espe-
cially with a view to accelerating economic ad-
vancement of developing countries. Since its
inception, UNCTAD’s role has been limited
largely to exchanges of views on trade and aid
programs among countries that are at different
stages of economic development and have differ-
ent economic systems.3

UNCTAD convenes in conference once
every 4 years. In the interim, the Trade and De-
velopment Board (TDB), UNCTAD’s governing
body, oversees UNCTAD’s functions.# The TDB
holds two or more regular sessions per year and
an occasional special session. In 1987, the TDB
held the second part of its 33d session in March,

2 See section of ch. 1 on the Harmonized System.

3 UNCTAD's membership is open to all countries that

are members of the United Nations or of any of the

agencies related to the organization.

4 The TDB implements conference decisions, initiates

research studies on trade and related development prob-

lems, and carries out preparatory work for the confer-

ences. Seven committees aid the TDB with its work:

the Committees on (1) Commodities, (2) Manufactures,

(3) Invisibles and Financing Related to Trade, (4) Ship-

ping, (5) Preferences, (6) Transfer of Technology,

%_7) Economic Cooperation Among Developing Counfries.
hese committees meet every 2 years.



a special session in May largely devoted to prepa-
rations for UNCTAD VII, and the first part of its
34th session in October. Also in 1987, UN-
CTAD'’s seventh quadrennial conference bringing
together all member countries was held in Ge-
neva. The following sections discuss the trade-re-
lated topics that have been the focus of ongoing
work since UNCTAD VI, the outcome of UN-
CTAD VII, and activities of the organization
since the conference.

UNCTAD VII

The seventh quadrennial UNCTAD confer-
ence was held in Geneva from July 7 to August 3,
1987. Marathon bargaining sessions between the
developed and developing countries finally re-
sulted in a mutually acceptable declaration 3 days
after the Conference was scheduled to end. The
key topics of the conference were international
trade, primary commodities, debt and financial
resources for development, and the problems of
the least developed countries. The Final Act of
the conference reflects areas on which all mem-
ber countries were able to agree on an assessment
of the issues in the four areas and on recom-
mended policies and measures.

The United States entered the conference
with several main objectives. First, the United
States sought to redirect UNCTAD discussions to
a constructive exchange of ideas and policy dia-
logue on economic development. In the U.S.
view, the organization has strayed from this focus
in recent years, with the United States instead be-
coming the target of criticism by the developing
countries in UNCTAD. In line with this goal of
returning UNCTAD’s focus to its original pur-
pose, an attempt was made to limit the organiza-
tion’s involvement in issues more appropriately
the work of other international organizations,
such as the IMF, the World Bank, and the
GATT. Second, the United States sought to in-
troduce consideration of the importance of the
private sector in development. This topic has
never previously been the subject of extensive
UNCTAD deliberations. Third, the United States
tried to persuade developing countries of the im-
portance of structural adjustment of their own
economies to contribute to a domestic environ-
ment conducive to development. Finally, the
United States emphasized that it did not come to
UNCTAD VII to engage in a month-long word-
by-word drafting exercise, which characterizes
many UN conferences. The United States main-
tained that such an attempt to paper over real dif-
ferences between countries through ingeniously
drafted texts would be futile as those differences
would remain long after the conference ad-
journed. Instead, the United States sought to
have a final outcome delineating areas of conver-
gence and divergence.

Major U.S. objectives on international trade
at the conference included urging respect for the
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responsibilities and primacy of the GATT in de-
fining trading rules and undertaking multilateral
trade negotiations, emphasizing the role of the
private sector and free markets in development,
and encouraging recognition by member states of
the importance of domestic economic policies in
helping to solve problems of international trade.
The United States maintained that the role of or-
ganizations such as UNCTAD in the Uruguay
Round had been clearly defined in a decision of
GATT’s Trade Negotiations Committee on ob-
server organizations.

The developing countries at UNCTAD
sought a “blueprint for a universal, non-discrimi-
natory, comprehensive, stable and predictable
trading system.” This goal was based on their as-
sessment that the present international trading
environment contains a plethora of restrictions
and discriminatory arrangements detrimental to
the trade interests of developing countries. The
developing countries also sought respect by devel-
oped countries for commitments to standstill and
rollback of protectionist measures, special and
differential treatment of developing countries, im-
proving both market access and GSP schemes, a
role for UNCTAD in the Uruguay Round, and an
expanded mandate on trade in services.

Of key importance to the United States was
the recognition in the Final Act of the “critical
role” of the Uruguay Round in the international
trading system. Although no specific role for UN-
CTAD in the round was defined, the Secretariat
was instructed to “follow closely” developments
in the round, and to provide technical assistance
on request to developing countries to facilitate
their participation in the round. The UNCTAD
Secretariat’s existing mandate to study trade in
services was reaffirmed and slightly expanded to
include analysis of issues such as the implications
of technological change on services.

The document that resulted from negotia-
tions at the conference is refered to as the Final
Act. Although the trade section of the Final Act
contained no mention of the private sector, mar-
ket forces, or domestic policies, UNCTAD did
hold an “Enterprise Symposium” during the 2
days preceding the conference, which empha-
sized the importance of entrepreneurship in de-
veloping countries. One of the recommendations
regarding international trade in the Final Act of
UNCTAD VII was for governments to consider
establishing independent, transparent national
mechanisms, similar to the USITC, to evaluate
protectionist measures sought by firms or sectors.

In the area of primary commodities, the ma-
jor U.S. objectives were recognition of the crucial
role of market forces and the private sector in
commodity sectors, discussion of commodity is-
sues in a producer-consumer context (rather than
a developed-developing country context), assur-
ance of GATT’s competency regarding tradé e-
gotiations on commodities, and encouragement of



the UNCTAD Secretariat to analyze global struc-
tural changes affecting the commodity sectors.

The Final Act recognized the need for im-
proved functioning of commodity markets and
the improvement of existing commodity agree-
ments, and noted that the Common Fund for
Commodities might soon be implemented.! The
conference also recognized the opportunity pre-
sented by the Uruguay Round for improving mar-
ket access, which, along with price-stabilization
agreements, is a major issue of importance to de-
veloping countries.

On the subject of debt and resources for de-
velopment, major developing-country proposals
included convening an international conference
on money and finance aimed at reforming the in-
ternational monetary system; IMF surveillance of
exchange rates, trade and capital flows, and fiscal
equilibrium of principal developed countries; and
boosting international liquidity through a new al-
location of Special Drawing Rights (SDRs) by the
IMF.

The proposals for an international confer-
ence on the monetary system and IMF surveil-
lance of developed countries were rejected.
Agreement was reached that commercial banks
should be more flexible in debt renegotiations, al-
though the United States resisted demands that
banking regulations be changed to facilitate debt
relief for developing countries. The debt strategy
endorsed by UNCTAD notes that rescheduling
programs should consider the medium term de-
velopment objectives of developing countries.
While not rejecting the current case-by-case debt
strategy, this wording recognizes the complaint by
debtors that their 5-year economic planning pro-
grams may be pushed aside when short-term aus-
terity is required by debt rescheduling.
Concerning the SDR allocation, the United States
maintained that a need for new international li-
quidity had not been convincingly demonstrated.

The final agenda item focused on the prob-
lems of the least developed countries.2 The Final
Act identifies the primary importance of national
development efforts by this group of developing
countries, calls upon developed countries to meet
the internationally agreed upon aid targets, and
recommends easing debt repayment and resched-
uling terms for those countries.

At the fall 1987 meeting of the TDB, a deci-
sion was passed formally integrating the outcome
of the conference into UNCTAD’s ongoing
work.® The decision instructed intergovernmen

! For a discussion of the Common Fund for Commodi-
ties, see the following section.

2 The least developed are those countries having an aver-
age GDP per capita of about $200, most of which are
located south of the Sahara in Africa.

3 TDB Decision 350 (XXXIV) “Arrangements for the
follow-up and for the review of the implementation of the
Final Act of UNCTAD VII.”

tal bodies of UNCTAD to follow up and keep un-
der review implementation of policies and meas-
ures in the Final Act that fall under the terms of
reference of their respective bodies. The TDB
also decided to review the interrelationships
among policies and measures defined in the Final
Act that pertain to the TDB’s regular agenda item
on the interdependence of problems of trade, de-
velopment finance and the international mone-
tary system, and to contribute to international
cooperation aimed at improving the systems,
structures, and arrangements that underpin inter-
national economic relations.

The Integrated Program for
Commodities and the Common Fund

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.® The
purpose of the Integrated Program for Commodi-
ties (IPC) is to “expand and diversify the trade of
developing countries, improve and diversify their
productive capacity, and improve their productiv-
ity and increase their export earnings. . . .”4
Eighteen commodities were initially identified for
IPC action. To date, agreements covering natural
rubber, jute, and tropical timber have been con-
cluded within the framework of the IPC.5

In 1980, the Common Fund for Commodi-
ties (CFC) was conceived by developing countries
as a mechanism with three accounts. The First
Account is to provide financing on attractive
terms for price stabilization activities through in-
ternational buffer stock operations. The Second
Account is to provide concessional loans or grants
to developing country producers for such activi-
ties as productivity improvements, research, mar-
ket promotion, and vertical diversification. The
Third Account within the Fund was proposed in
1985 by the Group of Experts on Compensatory
Financing of Export Earnings Shortfalls. The
purpose of this compensatory financing facility
would be to even out the earnings developing
countries obtain from their export commodities.

3 Most international commodity agreements use buffer
stocks as their price-controlling mechanism. As com-
modity prices fall to a predetermined floor, the buffer
stock manager begins buying to halt the price decline and
build up stocks. Conversely, when prices rise to a pre-
determined ceiling, the manager begins selling to restrain
increases in market prices.

4 Proceedings of the United Nations Conference on
Tra7de and Development, vol. 1, Report and Annexes,

S In addition to the agreements on natural rubber, jute
and tropical timber negotiated within the IPC framework,
there is provision for international commodity agreements
covering coffee, sugar, wheat, cocoa, and tin. For a
detailed discussion of U.S. participation in all interna-
tional commodity agreements, see the section that fo3=7
lows, entitled “Negotiation and Operation of
International Commodity Agreements.”



The CFC, designed to finance commodity
buffer stock operations for price stabilization, re-
quires ratification by 90 member states account-
ing for at least two-thirds of the Fund’s directly
contributed capital of US$470 million to become
operational. While the number of states ex-
ceeded 90 in 1986, it was not until UNCTAD VII
that several more countries, the largest being the
Soviet Union, announced their intentions to ratify
the Common Fund, virtually assuring that the
two-thirds threshold will also be met. The United
States does not participate in the Common Fund
or buffer-stock operations, preferring to rely on
market forces to determine commodity prices.
The conference recognized that entry into force
of the Common Fund “might further the conclu-
sion of international commodity agreements with
economic provisions.”

By the end of 1987, the CFC had received
nearly enough ratifications to bring the agreement
into force. On December 9, 1987, the Soviet Un-
ion became the 99th country to finish ratification
procedures for the agreement. Its 5.78 percent
of directly contributed capital to the Fund
brought the proportion of ratifications to 66.00
percent, 0.67 percentage points shy of the level
needed to complete the operation requirements.
This final threshold is expected to be overcome in
the near future, as several other UNCTAD mem-
ber states are in the process of ratifying the agree-
ment.

In September 1987, the second session of
the Intergovernmental Group of Experts on the
Compensatory Financing of Export Earnings
Shortfalls was held.! The group noted that the
Final Act of UNCTAD VII recognized shortfalls
in commodity export earnings for developing
countries as an obstacle to development and di-
rected the Group to take account of the implica-
tions of these shortfalls. Members of the group
agreed that such shortfalls negatively affect eco-
nomic and social development, particularly for
the least developed and the highly indebted coun-
tries which are most heavily dependent on com-
modity export earnings. The group noted that the
IMF was in the process of reviewing the opera-
tions of its Compensatory Financing Facility
(CFF), which is designed to stabilize export earn-
ings. The group reaffirmed its conclusions from
the first session, that commodity export earnings
shortfalls were a “matter of concern” to the en-
tire international community, and announced it
would make further recommendations after the
IMF completes its CFF review.

! The first session of the group was held in 1986. See
USITC, Operation of the Trade Agreements Program,
38th Report, 1986, USITC Publication 1995, July 1987,
p. 3-6.
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Protectionism and Structural
Adjustment

Resolution 159 (VI), adopted at UNCTAD'’s
sixth conference in 1983, called upon the TDB to
undertake an annual review of the problems of
protectionism and structural adjustment, to for-
mulate appropriate recommendations concerning
protectionism, to review and monitor trade devel-
opments; and, when appropriate, to make general
policy recommendations concerning structural ad-
justment. In addition, a new work program man-
dated by the 28th TDB session in March 1984,
invited governments to provide information on
factors relevant to the issues of protectionism and
structural adjustment in the course of the TDB
annual review.2

Documentation prepared by the UNCTAD
Secretariat for the annual review of protectionism
and structural adjustment included “Problems of
Protectionism and Structural Adjustment, Part I:
Restrictions on Trade.”3 In its review, the Secre-
tariat outlined trade actions and trade-related leg-
islation in 1986 and provided an assessment of
trade measures taken by developed and develop-
ing countries.

The Secretariat made three main observa-
tions regarding restrictions on trade during the
previous year. It noted that (1) although there
has been pressure for protectionist legislation in
many developed countries, no major changes
were enacted by legislatures, including that of the
United States, during 1986; (2) certain socialist
countries, including China, have taken steps to
facilitate international trade; and (3) a prominent
feature of trade actions is “continued resort to bi-
lateral solutions to trade frictions.”

On the subject of relaxing trade restrictions,
the Secretariat observed that although some non-
tariff measures (NTM’s) had been relaxed by
certain developed countries, other measures were
introduced in different sectors. The use of
NTM'’s by developing countries was characterized
as “pervasive in all sectors.” “Positive develop-
ments” regarding observation of standstill com-
mitments by developed countries were noted by
the Secretariat, but little rollback of protectionist
measures was accomplished.

In its report to the TDB on protectionism
and structural adjustment, the Secretariat also
considered the subject of whether developing
countries, in practice, receive special and differ-
ential treatment by the developed countries.

2 See the Operation of the Trade Agreements Program,
36th Report, 1984, USITC Publication 1725, p. 85, for
a discussion of this work program.

3 UNCTAD, “Protectionism and Structural Adjustment,
Problems of Protectionism and Structural Adjustment:
Part 1, Introduction and Restrictions on Trade; and Part
2, Trends in Production and Trade in All Sectors al}dg
Their Underlying Factors.” TD/B/1126 Parts I and 1I,
Jan. 22, 1987.



Four main findings were presented on this topic:
(1) detailed analysis of tariffs and NTM’s cast
doubt on whether developing countries receive, in
practice, special and differential treatment; (2)
even considering preferential tariff rates for de-
veloping countries, the trade-weighted average
tariff rates applied by developed countries to im-
ports from developing countries in 1983 were
higher than those applied to imports from all
countries for food products, chemicals, and
manufactures; (3) major developing country ex-
ports were labor-intensive products, which faced
unusually high tariffs even under GSP benefits;
and (4) NTM’s on nonfuel imports of developed
countries from developing countries affected a
larger part of such imports than from developed
countries.

In Part II of its review of protectionism and
structural adjustment, “Trends in Production and
Trade in all Sectors and their Underlying Fac-
tors,” the Secretariat noted recent changes in the
structure of production and trade, and delineated
the main policy features of the international re-
structuring process.

In reference to structural changes in produc-
tion and trade, the Secretariat stated that agricul-
tural production increased substantially during
1975-85, and did so at a faster rate in developing
countries than in developed countries or in East-
ern Europe. The share of agricultural products in
total world trade, however, declined over the
same period. A long-term decline in real agricul-
tural prices was also found by the Secretariat.

In the industrial sector, a marked slowdown
of growth between the periods 1975-79 and
1979-83 was observed by the Secretariat for all
groups of countries. In addition, during
1980-84, the UNCTAD Secretariat observed that
the value of total world trade fell by 1.2 percent
per year, and trade in manufactures increased by
1 percent per year.

The Secretariat’s report on protectionism
and structural adjustment to the TDB delineated
the main elements of the policy aspects of the in-
ternational adjustment process. It stated that the
agricultural sector in many developed countries
continues to be insulated from the international
competition and adjustment process. In the in-
dustrial sector, however, the pace of structural
change was observed to be faster in developed
countries than in developing countries or in East-
ern European countries. Still, policies intended
to maintain noncompetitive industries have, ac-
cording to the Secretariat, “continued to retard
structural adaptation in the industrial sector.”

On the subject of structural adjustment, the
Secretariat’s report to UNCTAD VII presented
several observations and policy options for mem-
ber countries. In recognizing the importance of
domestic adjustment efforts, the Secretariat noted
that “unless domestic policies are adequately re-

lated to international discipline, serious risks to
economic stability and performance will inevitably
emerge.” To facilitate domestic structural adjust-
ment in a transparent and predictable manner,
the Secretariat recommended that governments
establish independent agencies from which do-
mestic industries could request assistance and
protection. In line with domestic policy readjust-
ments, reform of the international trading system
should also be undertaken, the Secretariat stated.
Adherence to commitments of standstill and roll-
back of protectionist measures by countries is
necessary in this context, according to the Secre-
tariat. Other policy options suggested by the Sec-
retariat included periodic review by member
countries of their protectionist measures with a
view to reconsidering the appropriateness of con-
tinuing such measures, and replacing nontariff
measures with most-favored-nation tariff rates or
tariff quotas to improve transparency of restric-
tions and facilitate liberalization.

The Final Act of UNCTAD VII contained
several elements of the Secretariat’s policy op-
tions regarding protectionism and structural ad-
justment. It stated that the annual review of
protectionism and structural adjustment by the
TDB should continue as currently mandated,
should be expanded to take into account the spe-
cial interests of developing countries, and should
analyze the main components and effects of
structural adjustment policies and policy options.
Another element of the Final Act encouraged
governments to establish transparent national
mechanisms for evaluating requests for protec-
tionist measures by firms or sectors. It also recog-
nized both the importance of a healthy
international economy for facilitating structural
adjustment and the relevance of domestic policies
in the international economy.!

Trade Relations Among Countries Hav-
ing Different Economic and
Social Systems

Promoting trade and economic cooperation
among countries having different economic and
social systems2 has been one of UNCTAD’s sub-
jects of particular interest.® In its report to

' For a discussion of the outcome of UNCTAD VII, see
the preceding section.

2 The subject “Trade Relations Among Countries Having
Different Economic and Social Systems” can refer to
either East-West trade or East-South trade, the latter
being trade between centrally planned economy countries
of Eastern Europe and the developing countries. “Inter-
systems trade” is another way to express the same con-
cept.

3 For a discussion of recent UNCTAD work on this sub-
ject, see Operation of the Trade Agreements Program,
38th Report, July 1987, USITC Publication 1995, pp.
3-7 to 3-8. See also a report by the UNCTAD Secre-
tariat, “Promotion of trade and economic co-operation
among countries having different economic and social
systems, with particular consideration given to the intéi-
<1es9t§6of developing countries.” TD/B/1104, June 25,
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UNCTAD VII' The Secretariat noted that the
potential for growth in intersystems trade has
been hampered by slow growth in the world econ-
omy. However, it noted that not only a healthy
economy but also “new measures” aimed at in-
creasing this trade were needed. The Secretariat
. proposed that a program of such measures be
considered by the conference.

In a decision of September 1985,2 the TDB
requested that an ad hoc group of experts meet
for 1 week sometime before the convening of
UNCTAD VII “to consider prospects for trade
and economic cooperation among countries hav-
ing different economic and social systems . . . in-
cluding ways, means and measures for expanding
the volume and diversifying the structure of this
trade and development of economic coopera-
tion,” with particular emphasis on East-South
trade. The ad hoc group of experts met in Janu-
ary 1987, and reported to the Spring session of
the TDB. In its report, the group concluded that
economic factors such as low economic growth,
and political factors such as “the deteriorated cli-
mate of East-West relations in the early 1980’s”
resulted in only moderate growth rates in intersys-
tems trade compared with earlier periods. The
group observed that expansion of intersystem
trade and economic cooperation depended on a
healthy, predictable international economic con-
text, including respect for trade rules and princi-
ples, financial liquidity for indebted countries,
stable and adequately remunerative commodity
prices, and greater access to world markets.

Several issues were raised and proposals
made during the meeting of the ad hoc group of
experts on intersystems trade. These included
adherence to the rules and principles of the inter-
national trading system, increasing the share of
manufactured goods imported by the socialist
countries of Eastern Europe from developing
countries, and improving GSP programs. The
group also stated that the role of UNCTAD in
promoting intersystems trade and economic coop-
eration should be enhanced. To that end, the
group of experts concluded that UNCTAD should
continue analysis of intersystems trade, and im-
prove the efficiency and scope of its consultative
machinery.

In the Final Act of UNCTAD VII dealing
with international trade, members agreed on sev-
eral points related to intersystems trade. They
agreed that further analytical work should be un-
dertaken by UNCTAD on the subject, with par-
ticular attention to East-South trade. It was
recommended that such work should use better
and more transparent statistics and consider

' UNCTAD “Revitalizing Development, Growth and In-
ternational Trade: Assessment and Policy Options,”
June 1987, TD/B/329/Rev. 1.

2 Board Decision 321 (XXXI), Sept. 27, 198S5.
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“product structure, geographical coverage and the
respective roles played in this trade by various de-
veloping countries.” The Conference requested
that the TDB consider specifying a program
aimed at increasing promotion of intersystems
trade, in particular East-South trade. In the same
vein, the Secretariat was requested to undertake
consultations for strengthening trade relations
among countries having different economic and
social systems, particularly East-South trade. As
a means to promote East-South trade, the social-
ist countries of Eastern Europe were requested by
the conference to broaden their economic rela-
tions with developing countries, particularly
through diversifying imports from developing
countries; further improve their GSP schemes; fa-
cilitate credit and financing to developing coun-
tries; continue and expand economic assistance
to developing countries; and pay special attention
to the need of the least developed countries.

Trade Preference Schemes

The Generalized System of Preferences

The GSP is a framework under which devel-
oped countries provide preferential tariff treat-
ment to certain goods exported by developing
countries.® The system was designed to facilitate
the industrialization of developing by giving them
Preferential Tariff Rates in developed-country
markets, thus accelerating their economic growth.
The UNCTAD Special Committee on Preferences
is responsible for overseeing the GSP.

In its annual review of the GSP, the Commit-
tee on Preferences summarized major develop-
ments regarding the implementation of GSP
schemes worldwide and advanced several conclu-
sions for improving the effectiveness of GSP as a
tool of trade policy.# The Committee noted that
GSP programs have made a significant contribu-
tion to the export earnings of developing coun-
tries. In 1986, over $40 billion worth of imports
from developing countries were granted prefer-
ences in developed-country markets. In 1976,
when all GSP schemes were in place, the figure
was $12 billion. Part of the growth in the value of
preferences the Committee identified was caused
by higher numbers of beneficiary countries, ex-
panded product coverage of preference schemes,
and liberalization of some limits on GSP pro-
grams.

3 For a discussion of the operation of the U.S. GSP sys-
tem in 1987, see ch. 5. See also the Operation of the
Trade Agreements Program, 35th Report, 1983, USITC
Publication 1535, };5) 15-25, for a detailed discussion of
the renewal of the U.S. GSP program.

4 UNCTAD, Trade And Development Board, Special
Committee on Preferences, “Review of the Implementa-
tion, Maintenance, Improvement and Utilization of the
Generalized System of Preferences,” TD/B/C.5/18L,(
Aug. 7, 1987.



In its annual review of GSP, the committee
pointed out, however, that despite these improve-
ments, the benefit of GSP for increasing develop-
ing country export earnings could be higher. For
example, GSP aids only about one-fourth of de-
veloping country exports of dutiable products
(one-third for the least developed countries).
Other limitations cited as reducing the potential
benefit of GSP programs for developing countries
were that preferential tariff margins provided by
GSP programs have been eroded by post-Tokyo
Round MFN tariff reductions, and that there has
been some growth in restrictions in some
schemes, including “graduation” of a country out
of beneficiary status.

The committee identified four possible ways
to improve the effectiveness of GSP as a tool of
trade policy. These ways are: (1) granting across-
the-board duty-free treatment, including agricul-
tural goods; (2) further liberalizing limitations on
GSP schemes imposed by preference-giving coun-
tries; (3) expanding product coverage of GSP
benefits to include more products of interest to
both the developing and the least developed
countries, such as footwear, textiles, and agricul-
tural products; and (4) further liberalizing and
harmonizing rules of origin.

The Global System of Trade Preferences

Negotiations for the establishment of a
Global System of Trade Preferences (GSTP) be-
gan in 1986. The GSTP is envisioned as a
mechanism to boost significantly the trade among
developing countries. Increased trade is envi-
sioned through creation of a preferential trading
system that would reduce both tariff and nontariff
barriers between developing countries.  The
GSTP would supplement existing regional or in-
terregional trade arrangements and would cover
both manufactures and primary products. Devel-
oped countries, which do not participate in GSTP
meetings, stress the importance of observing the
principles of transparency and universality in the
implementation of the program.’

NEGOTIATION AND OPERATION OF
INTERNATIONAL COMMODITY
AGREEMENTS

The negotiation of international commodity
agreements grew out of the concern of both pro-
ducing and consuming nations over the disruptive
effects of wide 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, commodi-
ties policy has been in the forefront of North-

' For a more detailed discussion of the goals of the
GSTP, see Operation of the Trade Agreements Program,
38t§ Isteport 1986, July 1987, USITC Publication 1995,
p. 3-8.

South dialogue. UNCTAD is the forum most ac-
tively involved in this issue.

The following sections summarize the opera-
tion in 1987 of international commodity agree-
ments covering coffee, sugar, wheat, cocoa, and
tin, as well as the IPC agreements on natural rub-
ber, jute, and tropical timber. Five of these
agreements (coffee, sugar, natural rubber, tin,
and cocoa) contain specific price-stabilization
mechanisms designed to reduce fluctuations in
prices, improve long-run producer earnings, and
deliver a steady, adequate, and reasonably priced
supply of the commodity to consumers. These
agreements provide 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. In price-stabilization arrangements,
the proposed price range must be compatible with
the long-term market trend. In addition, the
price-affecting mechanism must be sufficiently
flexible to cause prices to move in both upward
and downward directions. In contrast, the agree-
ments covering wheat, jute, and tropical timber
are not specifically designed to minimize price
fluctuations. Instead, they seek to promote re-
search and market development.

At the end of 1987, the United States was
participating in six of the eight international com-
modity agreements, specifically those covering
coffee, sugar, wheat, jute, natural rubber, and
tropical timber. The United States may enter into
international commodity agreements through ex-
ecutive agreements, treaties requiring ratification
by a two-thirds majority of the Senate, or specifi-
cally enacted legislation. A treaty is the custom-
ary route. In general, the U.S. Government has
reservations concerning international price-stabili-
zation schemes on the grounds that they might
create long-term market distortions. In the U.S.
view, world markets should be allowed to operate
freely and without government interference. U.S.
policy is generally to promote research and devel-
opment funding rather than market intervention.
The United States is willing, however, to consider
participating in commodity agreements if the mar-
ket demonstrates a need for the agreements, if
they are determined to be economically sound
and market oriented, and if they offer a balance
between producer and consumer interests.

In 1987, the United States completed ratifi-
cation procedures for the new International
Wheat Agreement, which had been renegotiated
in 1986. Also in 1987, a new agreement for co-
coa entered into effect, and agreement was
reached on a renegotiated natural rubber agree-
ment. The agreement covering tin has ceased to
function for all practical purposes since the col-
lapse of the price of tin in 1985.

Somewhat higher prices for certain metals
and agricultural raw materials in 1987 ?ivil the
previous year'’s level resulted in an overall rise in
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the IMF’s index of nonoil commodity prices. Af-
ter 3 years of consecutive declines, the index rose
by over 6 percentage points to 79.4 in 1987.1
Agricultural raw materials, on average, were
priced 33.5 percent above 1986 levels, reflecting
both strong demand and cuts in the supply of cer-
tain commodities. Metal prices went up by 19.1
percent in 1987, caused by supply difficulties, sig-
nificant increases in consumption of the com-
modities in developed countries, and low
inventories.

Coffee

The current International Coffee Agreement
(ICA) entered into force provisionally in October
1983 and definitively on September 11, 1985.
The United States participates in the ICA along
with 74 other nations, including 50 producing
countries that account for more than 99 percent
of the coffee entering world trade. The agree-
ment covers a 6-year period that may be ex-
tended for an additional 2 years under the
present terms. The International Coffee Organi-
zation (ICO) administers the ICA under rules and
regulations established by the International Cof-
fee Council (ICC).

In 1986, the terms of the ICA remained es-
sentially unchanged from those of the previous
year. The agreement has no provision for a
buffer stock, but does provide for export quotas
to stabilize prices. However, in February 1986,
as coffee prices had increased above the ceiling
specified in the agreement, the ICO suspended all
coffee export quotas. Following the suspension,
coffee prices declined significantly through 1986
and part of 1987. The ICO composite price
reached a low in July 1987 and placed significant
pressure on producer countries to reinstate quo-
tas. On October 6, 1987, producer and con-
sumer members of the ICO finally agreed on a
compromise quota system for the 1987/88 crop

' The index is calculated in dollar terms with 1980=100.

Table 3-3

year. The ICC agreed to establish the global quo-
ta at 58 million 60-kilogram bags (a bag is equiva-
lent to about 132 pounds), of which 54.4 million
were allocated to the larger producers entitled to
a “basic” quota. The remaining 3.6 million bags
were assigned to the smaller producers, which are
exempt from quota cuts.

In 1987, the trigger prices for upward and
downward quota movement remained unchanged
from those in effect since 1981/82. The trigger
prices operate so that if the 15-day moving aver-
age of the composite indicator price is at or below
$1.20 per pound, the export quotas are reduced
on a pro rata basis by an amount of 1.0 million
bags. If the indicator price is at $1.15 or below,
the quotas are adjusted downward an additional
1.5 million bags. Likewise, if the 15-day moving
average of the composite indicator price is at or
above $1.40 per pound, the export quotas are in-
creased by 1 million bags, and are increased an
additional 1.5 million bags if the 15-day compos-
ite price is at or above $1.45 per pound. The
export quotas are suspended when the 15-day
composite price is at or above $1.50 per pound.
The export quotas may be increased or decreased
further, depending on additional changes in the
15-day moving average of the composite indicator
price. Quotas can be reduced a maximum of 7.0
million bags during the 1987/88 crop year. Cuts
and increases will be effective after intervals of
only 10 working days in contrast to the 15-day
period required previously.

Special arrangements were designed for the
first quarter (October-December) of the 1987/88
crop year in order to allow the ICO composite
coffee price to reach the preferred level of $1.30
in an orderly manner. These arrangements were
to be suspended if prices reached $1.15 during
the quarter and the regulations for the rest of the
year would take effect. A rise in the index
price above $1.15 per pound on November 23
resulted in the suspension of the transitional ar-
rangements. Table 3-3 indicates that during
1983-87, the monthly average of the ICO’s com-

Green coffee: International Coffee Organization monthly average composite indicator prices, on the

basis of the 1979 agreement, 1983-87

(Per pound)

Month 1983 1984 1985 1986 1987
January ..........eiiiiiiiinn. $1.27 1.38 $1.35 $2.04 $1.18
February ..................... 1.24 1. 1.33 1.91 1.16
March .............ccvvvvnnnn 1.23 1.43 1.32 2.04 1.01
April ..o 1.23 1.44 1.32 1.92 1.04
May .......oiiiiiiiiiiii, 1.26 1.48 1.32 1.77 1.11
June ... ...l 1.24 1.45 1.31 1.54 1.02
July ..o 1.24 1. 1.21 1.49 .96
August ......... .o, 1.25 1.43 1.20 1.54 .98
September . 1.27 1.42 1.19 1.81 1.05
October .. .. 1.36 1.36 1.26 1.63 1.1
November . 1.37 1.38 1.41 1.49 1.16
December .................... 1.40 1.34 1.75 1.31 1.15

Average ..............00n0nn 1.28 1. 1.33 1.71 1.08

Source: Compiled from ICO data reported by the U.S. Department of Agriculture and the U.S. Department o%'lz

Commerce.
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posite indicator price (1979 basis) ranged from
96 cents to $2.04 per pound.

In 1987, the monthly average composite in-
dicator price ranged from a low of 96 cents per
pound in July to a high of $1.18 per pound in
January. The relatively low composite prices dur-
ing 1987 were primarily due to the prospect of a
substantially increased harvest in South America
and the fact that export quotas were suspended
from January-September.

For coffee year 1987/88, the ICO agreed to
limit imports from nonmembers to 297,118
60-kilogram bags. Country limits were specifically
provided. However, this area continues to be a
source of dispute between producers and consum-
ers as some producers are willing to sell to non-
members at a lower price once their export
quotas to members have been exhausted. As a
result, prior to the suspension of the quota sys-
tem, a two-tier market had developed and coffee
had been illegally shipped from quota to non-
quota markets. U.S. Department of Agriculture
(USDA) officials report that those members who
support tighter controls propose to pursue en-
forcement through the ICO and not bilaterally.

Market shares for the 1987/88 crop year
were set by a producer-developed formula that
provided that 70 percent of the quotas for the
countries with basic quotas were considered the
fixed part of the quota and 30 percent would be
based on verified stocks. The fixed part is de-
rived from an average of exportable production
for coffee years 1982/83-1987/88 (excluding the
lowest year) and an average of exports to mem-
bers for 1982/83-1987/88 (excluding the lowest
year). These quotas were then further adjusted
for historical and political factors. USDA officials
report that in return for consumer acceptance of
the producer-based formula for 1987/88, which
changed the formula so that 84 percent of the
quota was fixed (based on exportable production
and a percentage for exports to member coun-
tries) and 16 percent based on verified stocks at
the end of the 1987/88 crop year.

Sugar

The 1984 International Sugar Agreement
(ISA) entered into force on January 1, 1985, fol-
lowing expiration of the 1977 ISA. The 1984
ISA is an administrative agreement that contains
no market stabilization mechanisms. It was
scheduled to be in existence through 1986 to
gather statistics and sponsor the negotiation of a
new agreement. In late 1986, the agreement was
extended through 1987. The United States has
participated in both the 1984 ISA and its prede-
cessor agreements. The International Sugar Or-
ganization (ISO), located in London, administers
the agreement.

The market stabilization mechanism of the
1977 ISA functioned through a system of buffer

stocks and export quotas that were manipulated
to dampen fluctuations in the free-market price
of sugar. The 1977 ISA was generally ineffective
in controlling the free-market price of sugar.!
Under the auspices of the 1984 ISA, negotiations
are under way to work out a new agreement,
more effective than the 1977 ISA. During
1982-84, the target price range in the ISA was 13
to 23 cents per pound. The actual price has been
below that range since February 1982. Table 3-4
presents the world market prices for 1982-87.

The 1987 ISA was concluded on September
11, 1987. Like the 1984 ISA, it is merely an
administrative agreement with no economic provi-
sions to control prices through a system of buffer
stocks. The only change the 1987 ISA makes
with regard to previous agreements is the method
of financing the ISO. Rather than an even split
between importers and exporters, importers are
liable for only 42.5 percent of the costs, with ex-
porters accountable for the remaining 57.5 per-
cent. This change was made primarily to
distribute more equitably the burden of payment
between the two groups since there are more ex-
porters than importers that are signatories to the
ISA.

The 1987 ISA was to run for 3 years begin-
ning January 1, 1988, and be renewable annually
for a maximum of 2 additional years. However,
the 1987 ISA has not yet come into force because
of a lack of sufficient signatories. As of Decem-
ber 29, 1987, only the exporting countries of Ar-
gentina, Austria, Belize, Colombia, Congo, Costa
Rica, Cuba, the EC, Fiji, Guatemala, Guyana,
Nicaragua, Peru, and Swaziland and the import-
ing countries of Finland, Japan, Norway, Sweden,
and West Germany were signatories to the new
agreement. Ratification of the 1987 ISA by the
signatory countries is also required before it
comes into force; as of January 7, 1988, only the
EC, Fiji, Guyana, and South Africa had ratified
the agreement. The 1984 ISA has been extended
until March 1, 1988, to give the other signatory
countries time to ratify the 1987 ISA.

! The ineffectiveness of the 1977 ISA in regulating sugar
prices was in large part the result of sugar’'s unique char-
acteristics. Sugar is one of the most widely grown crops
in the world, owing to the fact that identical refined
sugar is obtained from tropically grown sugarcane 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 mar-
ket. The free market thus bears a disproportionate share
of sugar shortages and surpluses, with price instability
being the result. When crop failures reduce supplies,
producing countries supply their domestic needs first,
preferential arrangements second, and free-market de-
mand 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 plum-
met. Furthermore, since sugarcane is a perennial crop
that requires about 20 months from planting to reach full
production (which then is continued for several yea3s)3
the price swings are usually extended (especially those on
the down side).



Table 3-4

Raw sugar: Monthly world market prices on the basis of the 1977 agreement,' 1982-87

(In cents per pound)

Month 1982 1983 1984 1985 1986 1987
January ....... 12.90 6.03 6.97 3.62 4.86 6.49
February ...... 13.07 6.43 6.64 3.70 5.57 7.38
March ........ 11.26 6.20 6.42 3.83 6.95 7.56
April .......... 17.83 9.58 5.99 3.42 8.33 6.68
May .......... 8.11 9.45 5.61 2.82 7.63 6.73
June .......... 6.84 10.74 5.53 2.78 6.33 6.44
July ... 7.80 10.53 4.54 3.18 5.55 6.10
August ........ 6.77 10.56 4.05 4.39 5.57 5.62
September . ... 5.76 9.43 4.10 5.12 4.68 6.10
October ....... 5.03 9.69 4.64 5.01 5.39 6.65
November ..... 6.52 8.33 4.36 5.48 5.95 7.26
December ..... 6.31 7.67 3.55 5.32 5.73 8.25

Average ..... 9.02 8.72 5.20 4.06 6.04 6.77

1 ISA, monthly average prices (f.0.b., Caribbean ports, bulk basis), calculated in accordance with art. 61 of the

1977 agreement.

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

Wheat

The International Wheat Agreement (IWA),
unlike most intergovernmental commodity agree-
ments, has had no provisions for buffer stocks,
intervention price ranges, or export quotas. The
IWA consists of a Wheat Trade Convention and a
Food Aid Convention. As part of its responsibili-
ties, the IWA has provided for technical studies,
food aid pledges to less developed nations by ex-
porting nations and wealthier importing nations,
and information collecting. The various functions
of the IWA are administered by the International
Wheat Council, the only commodity organization
to which the United States belongs as an export-
ing nation.!

The original agreement for the IWA, negoti-
ated in 1971, was extended eight times; the last
extension expired June 30, 1986. A new IWA
was negotiated and signatures were affixed in
June 1986; the new expiration date is June 30,
1989. The new IWA was ratified by the U.S.
Senate November 17, 1987, and signed by the
President December 18, 1987. While continuing
the functions and organizational structure of the
old agreement, the new IWA expands the scope
of research and reporting to include information
of other grains besides wheat; it also increases
pledges under the Food Aid Convention. The
renewed IWA still has no power to intervene in
markets to regulate prices. The principal differ-
ence between the old and the new IWA is that
the new arrangement now down-plays the lan-
guage of the previous arrangement regarding
eventual price intervention.

' For further details about the IWA, see the Operation of
the Trade Agreements Program, 33rd Report, 1981,
USITC publication 1308, pp. 89-90.

3-14

During marketing year 1987/88,2 world utili-
zation of wheat3 rose to 521.4 million metric tons
(mmt), from 517.4 mmt the previous year. Total
world production in 1987/88 was down to 500.8
mmt, from 500.9 the previous year. During the
same period, world wheat exports rose from 97.8
mmt to 100.1 mmt.4

According to the USDA, U.S. exports of
wheat in marketing year 1987/88 rose from 37
mmt to 40 mmt, i.e., the United States accounted
for 40 percent of world wheat exports. Total
non-U.S. world wheat exports declined to 60.1
mmt in 1987/88, from 60.8 mmt the previous
year. The world wheat situation is characterized
by persistent growth in import demand, largely for
milling quality wheat, as importing countries con-
tinue to respond to relatively low world wheat
prices. Export prices for wheat® having declined
over several years, rebounded during 1987 to
$110 in January 1987, and to $125 in December
1987.8 ‘

The USDA projects that U.S.S.R. wheat im-
ports during 1987/88 will hit the highest levels
since 1984/85. Heavy wheat imports are likely as
a result of attractive world wheat prices and the
reduced quality of the 1987 Soviet wheat crop
(substantially below the quality of the crop of last

2 July 1987 to June 1988, using U.S. Department of
Agriculture projections as published in various Foreign
Agriculture Service publications.

2 World wheat and wheat flour utilization based on an
aggregate of differing local marketing years from World
Grain Situation and Outlook, USDA- FAS, FG 14-87,
December 1987.

4 The same figures apply to world imports since world
exports and world imports are equal.

$ Basis FOB, U.S. dollars per metric ton, U.S. Gulf,
No. 2 hard winter wheat.

8 As of Dec. 8, 1987, “Export Prices for Wheat and
Corn,” USDA-FAS, World Grain Situation and Out-
look,. If CIF Rotterdam prices are considered, U.S-14
No. 2 Dark Northern Spring Wheat, 14 percent protein,
was quoted as of the same date at $147.



year). The U.S.S.R. has purchased both milling
and feed quality wheat from the European Com-
munity; it purchased milling wheat from the
United States under the Export Enhancement
Program.?

Cocoa

Agreement on the 1986 International Cocoa
Agreement (ICCA)2 was reached in July 1986;
the 1986 Agreement replaces the 1980 agree-
ment, which expired on September 30, 1986.
The 1980 ICCA replaced the ICCA of 1975 and
its predecessor, the ICCA of 1972. The United
States has not been a member of any of the
ICCA:'’s for a variety of reasons. Most notably the
U.S. Government believes that buffer stock
agreements generally do not work, that the agree-
ments have been inadequately funded, and that
unrealistic price ranges are specified in the agree-
ments.3

In January 1987, the 1986 ICCA went into
effect as the requisite number of cocoa producing
and consuming member countries provisionally
ratified the accord.4 Unlike the previous agree-
ment, the world’s largest producer of cocoa—the
Ivory Coast—is a member of the ICCA. The re-
newed agreement is scheduled to be in effect for
3 years; after that time it can be extended for an
additional 3 years if a new agreement has not
been developed.

The basic mechanism of the 1986 ICCA is
the same as that of the 1980 ICCA: a
250,000-ton buffer stock (of which 100,000 tons
of cocoa is to be carried over from the 1980
ICCA). Additionally, there is provision for a
Withholding Scheme in case the buffer stock is
unable to maintain prices within the designated
range. The buffer stock is to be financed by a
1.4-cent per pound levy on member exports and
on member imports from nonmembers. The
1986 ICCA provides for semiautomatic adjust-
ment mechanisms and price reviews.

Prices will be adjusted automatically by 115
SDR’s/ton, up or down, if they are not within the
mandatory intervention levels and if the buffer
stock manager has bought or sold 75,000 tons of
cocoa within a 6-month period. Prices in the new
ICCA are to be based on Special Drawing Rights
(SDR’s) to moderate currency fluctuations.5 The
price ranges of the 1986 ICCA are as follows:

' For a discussion of the U.S.-Soviet Grain Agreement,
see the following section.

2 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 U.S. Department of State, “International Commodity
Agreements,” GIST, August 1985.

4 Ratifications by countries accounting for 80 percent of
world exports and 65 percent of world imports are
needed for the agreement to enter into force.

© For 1987, the average SDR exchange rate was 0.77
SDR/U.S. dollar.

SDR’slton Aprox.
centsl/ib.

Upper intervention price

(mustsell) ............. 2,155 132
May sell price ........... 2,100 129
Median price ............ 1,820 111
May buy price ........... 1,540 94
Lower intervention price

(must buy) ............ 1,485 91

Cocoa prices under the agreement are deter-
mined by reference to a daily price and an indica-
tor price expressed in SDR’s per ton. The daily
price is the daily average quote for cocoa beans of
the nearest 3 active futures-trading months on the
London Cocoa Terminal Market and on the New
York Coffee, Sugar, and Cocoa Exchange at the
time of the London daily close. The indicator
price is the average of the daily prices over 10
consecutive market days.

The Withholding Scheme is a second line of
defense for price stabilization. Under the super-
vision of the buffer stock manager, the scheme
provides for the withholding of a maximum of
120,000 tons of cocoa from the market by pro-
ducers if the indicator price is at or below the
lower intervention price for 5 or more consecutive
days, or when either 80 percent of the maximum
capacity of the buffer stock has been filled, or
when the net financial resources of the buffer
stock are only sufficient to purchase 30,000 tons
of cocoa. The release of cocoa from the With-
holding Scheme would begin when the indicator
price has been at or above the median price for
10 consecutive market days. Buffer-stock sales
cannot begin until all cocoa has been released
from the Withholding Scheme.

Tin

Although the Sixth International Tin Agree-
ment (ITA), which was to formally expire on
June 30, 1987, was granted a 2-year extension by
delegates to the International Tin Council (ITC)
in April 1987, for all practical purposes the agree-
ment has ceased to function.® Export quotas, the
principal mechanism used by the ITC to manage
tin prices, have not been reimposed since they
expired in March 1986. In addition, since the
ITC Buffer Stock Manager, who formally inter-
vened on the London Metal Exchange (LME)7 to
support tin prices, announced in October 1985
that he could no longer support tin prices at the
ITA floor price of $5.65 per pound due to credit
problems, the price of tin has fallen to as low as
$2.40 per pound.! Since the tin-price collapse in
1985, the ITC has concentrated on fighting legal

¢ The Sixth ITA has been ratified by 6 producer coun-
tries, including Australia, Indonesia, Malaysia, Nigeria,
Thailand, and Zaire, and by 19 consumer nations. The
United States is not a member of the Sixth ITA.

7 Because of the tin price collapse and ITC credit prob-
lems, tin is no longer traded on the London Metal Ex5
change (LME) and is now traded on the Kuala Lumpur
Tin Market (KLTM), a much smaller market.
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challenges by creditors and issuing statistical re-
ports. Given the problems associated with the op-
eration of the Sixth ITA, there were no plans in
1987 to begin negotiations for a Seventh ITA.

Declining tin prices prompted steps to bolster
prices by the Association of Tin Producing Coun-
tries (ATPC), a group of tin producers formed in
September 1983 to leverage higher prices for tin.2

On March 1, 1987, the ATPC agreed to limit tin

exports among all member nations to no more
than 96,000 metric tons from March 1 to Febru-
ary 29, 1988. In addition, China and Brazil, the
two largest producers outside the ATPC, agreed
not to take advantage of these quotas to increase
exports. Despite these quotas, tin prices have re-
mained far below the former ITA floor price, with
prices on the Kuala Lumpur Tin Market remain-
ing near $3.00 per pound throughout 1987. Tin
traders attributed the price weakness to certain
ATPC countries who exceeded their export quo-
tas and to larger than expected exports by China.
Chinese exports of tin in 1987 increased seven-
fold over exports for 1986 despite Chinese prom-
ises to restrain exports. Recently, the ATPC
announced that producer inventories of tin fell
from 104,000 metric tons at the end of 1985 to
60,000 metric tons on July 1987 and were ex-
pected to reach 40,000 metric tons by February
1988. The ATPC feels that when inventories fall
to 20,000 metric tons, tin prices should
strengthen as demand and supply are brought into
balance.

The sale of surplus tin from the U.S. Govern-
ment stockpile by the General Services Admini-
stration (GSA) continued as a controversial issue
within the world tin community. By yearend
1987, GSA had disposed of 4,075 metric tons of
tin, down 26 percent from the total of 5,490 met-
ric tons disposed of in 1986.2 The drop in sales
reflected U.S. sensitivity to the concerns of tin-
producing countries, which feared further price
declines. The Association of Southeast Asian
Nations (ASEAN) has long urged the GSA to
abide by the Memorandum of Understanding
(MOU) between its tin-producing countries and
the United States. The MOU, a nonbinding reso-
lution that is in effect through 1988, informally
limits GSA tin sales to 3,000 metric tons per an-
num in order to avoid depressing tin prices.
However, the GSA position is that the terms of
the MOU allow sales above the 3,000 metric ton
limit if the United States consults with the
ASEAN nations prior to such sales.

' See Operation of the Trade Agreement Program, 38th
Report, 1986, USITC Publication 1995, pp. 3-13 and
3-14, for a complete discussion of the tin-price collapse.
2 The ATPC consists of Malaysia, Indonesia, Thailand,
Australia, Bolivia, Zaire, and Nigeria, and acts inde-
pendently of the ITC. The ATPC was formed by pro-
ducers who felt that tin prices established by the ITC
were too low.

3 The entire U.S. strategic tin stockpile as of Dec. 31,
1987, equaled 177,053 metric tons.
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Natural Rubber

The International Natural Rubber Agreement
(INRA), which was finalized and signed on Octo-
ber 6, 1979 (INRA 1979), came into force provi-
sionally on October 23, 1980.4 The United
States joined INRA in May 1981. The purpose
of INRA, the first commodity agreement con-
cluded under UNCTAD’s Integrated Program for
Commodities, is to stabilize world prices without
disrupting long-term market trends and to ensure
adequate supply. The buffer stock established in
the agreement provides the mechanism to keep
prices and supply stable. The current agreement
expired in 1985, but was extended for a 2-year
period through October 23, 1987, by the Interna-
tional Natural Rubber Organization (INRO),
which administers the provisions and supervises
the operations of the agreement.

On March 20, 1987, the major producing
and consuming countries of natural rubber
reached a new accord (INRA 1987) and decided
to allow the current INRA arrangements to lapse
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