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CHAPTER 1
Introduction

Purpose and Organization
of the Report

This report is the 48th in a series submitted to the
U.S. Congress under section 163(b) of the Trade Act of
1974 and its predecessor legislation.! It is one of the
principal means by which the U.S. International Trade
Commission (USITC or the Commission) provides
Congress with factual information on trade policy and
its administration. The report also serves as a
historical record of the major trade-related activities of
the United States to be used as a general reference by
Government officials and others with an interest in
U.S. trade relations. The trade agreements program
includes “all activities consisting of, or related to, the
administration of international agreements which
primarily concern trade and which are concluded
pursuant to the authority vested in the President by the
Constitution” and congressional legislation.? Regional
or other trade agreements activities without U.S.
participation are not covered in this report.

Summary of 1996 Trade
Agreements Activities

The World Trade Organization

This section summarizes major 1996 trade events
(figure 1-1) described in this report. The World Trade
Organization (WTO) completed its second full year of
operation in 1996. During December 9-13, 1996, the
organization held a Ministenal Conference in
Singapore at which members reviewed the work of the
WTO and made progress on several long-term
initiatives. Agreement was reached to eliminate tariffs
on trade in certain information technology products by
the year 2001. At the conference, the WTO started an
initiative that could lead to an agreement on
transparency practices as part of an effort to fight
corruption in govermment procurement. The
ministerial declaration renewed commitments by
members to observe internationally recognized

Figure 1-1

Selected trade agreements activities, 1996

JANUARY

Jan. 16 United States patrtially suspends economic sanctions against the Federal Republic of Yugoslavia
(Serbia and Montenegro).

Jan. 22 The United States and South Korea finalize an agreement reached in July 1995 on the liberalization of
shelf-life rules on 207 food products including meat products, bottled, packaged and dried foods,
butter, cheeses, and baby foods and formulas.

FEBRUARY

Feb. 21 The United States appeals WTO dispute settlement panel decision that U.S. gasoline regulations
violate international trade rules and do not qualify for exception under WTO natural resource
conservation measures.

Feb. 28 The United States identifies six major drug-producing and transit countries not meeting the goals
and objectives of the 1988 U.N. Convention on Drug Trafficking.

MARCH

Mar. 11 USTR initiates section 301 investigation of Canadian practices affecting periodicals.

Mar. 12 President Clinton signs into law the Libertad (Helms-Burton) Act extending U.S. economic sanctions

against Cuba.

Table continued on next page



Figure 1-1—Continued
Selected trade agreements activities, 1996

MAY

May 7 Hungary accedes to the OECD.

May 8 On request of the United States and four Latin American countries, the WTO establishes a dispute
settlement panel to examine the EU banana import regime.

May 20 WTO establishes dispute settiement panel to investigate U.S. complaint against the EU meat
hormone ban.

May 29 gnited States and Canada conclude 5-year agreement on U.S. imports of softwood lumber from

anada.

May 31 The United States files WTO complaint against Korea'’s testing and inspection procedures for
imported fruit and vegetables.

JUNE

June 4 The United States rejects maritime liberalization package offered by 24 members of the WTO at the
senior officials meeting in Geneva.

June 17 The United States and China reach agreement on protection of intellectual property rights in China
thereby averting U.S. sanctions against China.

June 28 WTO talks on liberalizing maritime services are suspended until 2000.

JULy

July 2 USITC makes an affirmative injury determination in investigations involving imports of broomcorn
brooms conducted under the U.S. global and NAFTA bilateral safeguard laws, but reaches a
negative injury determination in an investigation involving imports of fresh tomatoes and bell
peppers conducted under the U.S. global safeguard law.

July 16 President Clinton suspends for 6 months the right to file claims under title 11l of the Helms-Burton Act.

July 22 The United States and the EU sign agreement compensating the United States for EU enlargement.

July 26 After an annual review of bilateral telecommunications agreements, the United States designates
Korea as a “Priority Foreign Country” because of Korea’s telecommunications procurement practices.

July 30 United States and Taiwan reach agreement on telecommunications market access in Taiwan.

AUGUST

Aug. 2 United States and Japan agree on framework for monitoring and bilateral consultations on
semiconductor market access in Japan.

Aug. 5 President Clinton signs into law the Iran and Libya Sanctions Act of 1996.

Aug. 20 President Clinton signs legislation that extends retroactively the U.S. Generalized System of
Preferences program from July 31, 1995 to May 31, 1997.

SEPTEMBER

Sept. 6 The United States applies triple charges against China for transshipment of textile exports to the
United States.

Sept. 11 USITC makes an affirmative determination in its preliminary antidumping investigation on imports of
vector supercomputers from Japan.

Sept. 18-19  United States and Japan hold bilateral consultations on implementation of the U.S.-Japan Automotive
agreement.

Sept. 20 The United States announces intention to request WTO dispute settlement panel to investigate
“systemic structural” barriers in Japan’s market for photographic film.

OCTOBER

Oct. 1 The United States announces intention to request WTO dispute settiement panel if Korea does not
implement the agreement on shelf-life for imported meats finalized in January 1996.

Oct. 1 The United States announces agreement with Taiwan on market access for medical devices.

Oct. 28 The United States and Mexico sign a 5-year suspension agreement that establishes a minimum price

for U.S. sales of fresh tomatoes imported from Mexico after Commerce makes a preliminary
affirmative determination of LTFV imports in an antidumping investigation involving fresh tomatoes
from Mexico.

Table continued on next page



Figure 1-1—Continued
Selected trade agreements activities, 1996

NOVEMBER
Nov. 8-9

The United States and European Union hold Trans-Atlantic Business Dialogue meetings. Agreement

reached on customs cooperation and progress made on concluding a Mutual Recognition Agreement

covering pharmaceuticals.

Nov. 20 In response to a request by the EU, the WTO establishes a dispute settlement panel to examine the
Helms-Burton Act.

Nov. 22 Poland accedes to the OECD.

Nov. 20-23 APEC ministerial held in Manila.

Nov. 28 President issues proclamation temporarily raising duties on imports of broomcorn brooms under U.S.
global safeguard law.

Nov. 12 After completion of “out-of-cycle review” of protection of IPR in Taiwan, the United States removes
Taiwan from designation under the Special 301.

DECEMBER

Dec. 2 NAFTA dispute settlement panel rules against U.S. complaint on Canadian agriculture tariffs.

Dec. 3 The LIJnited States and Venezuela agree to a 15-month phase-out of U.S. regulations on reformulated
gasoline.

Dec. 9-13 The WTO holds first biennial ministerial conference in Singapore.

Dec. 12 Korea accedes to the OECD.

Dec. 15 United States and Japan reach agreement on access to Japan’s insurance market.

Source: Compiled by the staff of the U.S. International Trade Commission.

core labor standards, developed an action plan for
least-developed countries, urged conclusion of ongoing
negotiations to liberalize telecommunications and
financial services activities, and agreed to meet time
frames for future negotiations on agricultural market
access. The Singapore Ministerial conference is
summarized in chapter 2.

Major work of the WTO in 1996 centered on
organizational work of committees, notifications by
members, new accessions, and dispute settlement.
Many committees observed that notifications by
members, which are essential for assessing compliance
with WTO obligations, continued to lag. During the
year, 16 countries acceded to the organization and
another 33 pursued membership at various stages of
the accession process. WTO membership reached 128
by yearend. The WTO’s dispute settlement mechanism
was particularly active. Over 60 requests for
consultations have been made to the dispute settlement
body since its inception in January 1995, with seven
disputes under consideration by panels and four final
panel- results under review by the WTO Appellate
Body. Developments in the WTO are summarized in
chapter 2.

NAFTA and other Regional
Trade Agreements

NAFTA completed its third full year of operation
in 1996. Major issues involving NAFTA partners
included U.S. restrictions on the operation of Mexican
trucking firms in border states, Canadian tariffs on
agricultural products, and U.S. imports of wool suits
from Canada. NAFTA groups on environmental and
labor aspects of the agreement held consultations
regarding the effect of NAFTA on environmental
protection and on labor markets. Impediments in
Mexico to imports of telecommunications equipment
were the subject of two bilateral disputes in 1996. In
April, the United States said that Mexico was not in
compliance with NAFTA obligations to accept test data
on telecommunications equipment.  Negotiations
occurred, but by yearend Mexico had not implemented
the agreed plan of action for resolving the U.S.
complaint. In addition, a bilateral dispute over
Mexico’s proposed product standards for telecommun-
ications equipment was not resolved by yearend.

In the APEC forum, members focused on
developing individual and collective initiatives to



fulfill commitments made in 1995 in the Osaka Action
Agenda. These action plans include trade and
investment liberalization, trade and investment
facilitation, and economic and technical cooperation.
At their ministerial meeting during November 20-23,
1996, APEC members agreed on the Manila Action
Plan for APEC, which integrated ongoing initiatives
into one package. For a discussion of U.S.
developments in NAFTA, APEC, and other regional
trade agreements in 1996, see chapter 3.

Bilateral Trade Relations

Disputes over bilateral trade issues in 1996 covered
a wide variety of topics. A disagreement with Canada
over interpretation of WTO and NAFTA obligations on
agricultural trade measures was resolved on December
2, 1996. At issue was whether Canada should apply
tariffs on certain agricultural imports, as part of its
WTO obligations to convert nontariff measures in
agriculture to tariffs, or eliminate those new tariffs
pursuant to commitments under NAFTA by the United
States and Canada to remove tariffs on bilateral trade.
A NAFTA dispute settlement panel ruled against the
U.S. complaint. On May 29, 1996, the United States
and Canada concluded an agreement that set terms for
Canadian exports of softwood lumber to the United
States.

U.S.-EU bilateral trade relations largely took place
in the context of the New Trans-Atlantic Agenda.
Progress was made on mutual recognition agreements,
customs cooperation, and the information technology
agreement. Bilateral disputes continued over the EU
hormone ban and the EU banana import regime.

The ongoing U.S. embargo on imports of tuna from
Mexico continued to be a source of bilateral discussion
in 1996. A bilateral effort to bring Mexico’s tuna
fishing practices into conformity with the “dolphin
safe” provisions of the Marine Mammal Protection Act
failed to resolve the dispute. On another issue, on
April 1, 1996, U.S. tomato growers filed a petition
with the U.S. Department of Commerce and the ITC
alleging that a domestic industry is materially injured
or threatened with material injury by reason of less
than fair value (LTFV) imports of fresh tomatoes from
Mexico. On October 28, 1996, following preliminary
affirmative determinations of material injury by the
Commission and LTFV imports by Commerce, the
United States and Mexico signed a 5-year suspension
agreement to establish reference prices for most tomato
imports from Mexico, and the antidumping
investigation was suspended.

Bilateral negotiations with Japan, China, Taiwan,
and Korea concentrated on preserving or expanding
market access on a wide range of products and
services. In Japan, talks centered on U.S. access to
Japan’s market for semiconductors, autos and parts,
insurance, film, paper, and services. In the case of
supercomputers, the United States expressed concern
about  whether  Japan was implementing
market-opening aspects of the bilateral supercomputer
agreement. In addition, a proposed purchase of a
supercomputer from Japan by the National Science
Foundation resulted in the initiation of a U.S.
antidumping investigation of vector supercomputers.
On June 17, 1996, the United States and China reached
agreement on enforcement of IPR protection in China.
China agreed to close 15 factories producing pirated
CDs and take several other steps to boost enforcement
of IPR. On September 6, 1996, the United States
imposed sanctions against China for illegal
transshipment of textiles and apparel products from
China to the United States. The dispute was resolved
in early 1997 when both sides renewed their bilateral
textile agreement. On October 1, 1996, the United
States and Taiwan reached agreement to preserve
market access for U.S. medical devices in Taiwan. A
dispute with Korea over its procurement practices for
telecommunications equipment led the United States
on July 26, 1996 to identify Korea as a “priority
foreign country” pursuant to section 1374 of the
Omnibus Trade and Competitiveness Act of 1988. By
yearend, the two sides had not reached agreement over
the dispute, which could result in U.S. sanctions
against Korea. Disputes with Korea over automobile
market access, shelf-life standards for imported meats,
and import clearance of fruits continued in 1996.

China and Taiwan continued to pursue membership
in the WTO. The United States continued to insist
that China accede to the WTO on ‘“commercially
viable” terms, in particular by conforming its trade
regime to WTO obligations. WTO accession talks
with Taiwan included U.S. requests for market access
for automobiles, agriculture, tobacco, and alcoholic
beverages. Bilateral trade relations with major U.S.
trading partners in 1996 are discussed in chapter 4.

Administration of U.S. Trade
Laws and Regulations

Administration of U.S. trade laws and regulations
in 1996 are summarized in chapter 5. Developments in
U.S. trade programs during the year included:

e The United States conducted investigations
under its global and NAFTA bilateral safeguard



laws in 1996. In investigations of broomcomn
broom imports, jointly conducted under both
safeguard laws, the Commission made
affirmative injury determinations on July 2,
1996. On the same day, in an investigation
under its global safeguard law with regard to
imports of fresh tomatoes and bell peppers, the
Commission made a negative injury
determination.

¢  Under the U.S. NAFTA-related trade adjust-
ment assistance program, Department of Labor
expenditures for FY 1996 reached $157.3
million, up slightly from 1995.

¢ Following final affirmative determinations by
the Commission and the Department of Com-
merce, eight new antidumping and two new
countervailing duty orders were issued in 1996.
Under section 337, the Commission issued one
general exclusion order following completion
of an investigation, and three temporary limited
exclusion orders.

e The United States Trade Representative
(USTR) initiated nine section 301 investi-
gations in 1996. These included investigations
of Canadian practices affecting periodicals and
practices affecting the automobile sector in
Brazil and Indonesia.

e  After a lapse of more than one year, the U.S.
Generalized System of Preferences (GSP)
program was extended retroactively in August
1996. In addition to extending the program to
May 31, 1997, the legislation also amended the
statute that authorizes the program in several
respects, including the criteria used to
determine the threshold for mandatory
graduation of a country from the program.

* U.S.trade agreements activity in the textiles and
apparel sector included U.S. implementation of
new rules of origin for imports of textiles and
apparel, as required by the Uruguay Round. In
early 1997, the United States reached a new
market access agreement with China, the largest
supplier of U.S. imports of textiles and apparel
products.

Trade Sanctions Activities

On March 12, 1996, the Cuban Liberty and
Democratic Solidarity (Libertad) Act of 1996 was
signed into law. The law, also known as the

Helms-Burton Act, was at the center of disputes with
several U.S. trading partners during the year. The
Libertad Act creates a private right of action in U.S.
courts for U.S. nationals whose property was
confiscated by the Cuban Government to sue Cuban
governmental or foreign investors who profit from use
of those properties. Several U.S. trading partners
objected to the extraterritorial scope of the Act, noting
that its provisions apply to an individual or company,
regardless of nationality or country of residence.
Canada and the EU, as well as Cuba, enacted
legislation to block enforcement of the Libertad Act.
The EU, after a series of consultations with the United
States, formally requested establishment of a WTO
dispute settlement panel to examine the Libertad Act.
On November 20, 1996, the WTO Dispute Settlement
Body agreed to establish the panel, whose members
were named in January 1997. However, on April 11,
1997, the United States and the EU reached a
settlement under which both sides agreed to work
cooperatively to develop, by October 1997, binding
disciplines on dealings in property confiscated in Cuba.
As part of this settlement, the EU suspended the WTO
panel—but retained the right to reinstate it.

The United States took a number of other actions
in 1996 relating to trade and economic sanctions. On
January 16, 1996, a portion of economic and trade
sanctions against certain areas of the former
Yugoslavia were lifted. An exception to sanctions on
trade with Iraq came into force on December 10, 1996.
The exception allows limited petroleum imports from
Iraq and export of certain humanitarian items to that
country. Actions were taken to reinforce economic
sanctions against Cuba, Iran and Libya. For a
discussion of the Helms-Burton Act and other major
U.S. trade sanctions activity in 1996, see chapter 6.

The International Economic
Environment and World
Trade in 1996

International Economic

Environment

World economic growth strengthened slightly in
1996. World real output is estimated to have grown by
3.8 percent in 1996 compared with 3.5 percent in
19953 In the United States, Canada, and the EU
inflation remained relatively low and stable albeit
moderate rates of economic expansion largely
prevailed. Table 1-1 shows economic indicators of the
United States and selected U.S. trading partners.



Table 1-1
Comparative economic indicators of the United States and specified major trading partners, 1995-96

Government Merchandse Current
Real GDP1 Inflation? Unemployment?  budget balance? trade balance account balance3
Country 1995 1996 1995 1996 1995 1996 1995 1996 1995 1996 1995 1996
—— Percent change from —— — Percent — —— Percent —— — Billion dollars — ——— Percent——
previous period

G-7 countries
United States ............ 2.0 2.4 2.4 2.1 5.6 5.4 -2.0 -1.6 -173.4 -187.2 -2.0 -2.1
Canada................. 2.3 1.5 1.6 1.4 9.5 9.6 -4.1 2.7 223 288 -15 0
Japan .................. 0.9 3.6 -0.5 0 3.2 3.3 -3.3 -4.1 131.2 86.8 2.2 1.4
Germany ............... 1.9 1.1 1.9 1.7 9.4 10.3 -3.5 -4.1 70.3 735 07 0.7
United Kingdom . ......... 24 2.4 2.6 2.6 8.2 7.6 -5.7 -4.8 -18.3 212 -04 -0.1
France ................. 2.2 1.3 1.6 1.8 11.7 12.4 -4.8 -4.1 10.8 189 1.1 1.3
taly ..............ool 3.0 0.8 5.7 4.2 12.0 12.2 -71 -6.7 44.0 60.2 25 3.5
European Union ............ 25 1.6 3.0 2.6 11.2 1.4 -5.2 -4.6 136.8 1659 0.7 1.0
Mexico.................... -6.9 4.0 39.1 35.0 6.3 6.0 n/a n/a 71 74 -02 0
Total OECD ................ 2.0 24 5.1 4.4 7.8 7.8 -3.5 -3.3 111.6 83.6 0 -0.1
China ..................... 10.2 9.5 14.8 6.5 n/a n/a n/a n/a n/a na 0.3 -1.2
Taiwan .................... 5.9 5.6 3.7 3.1 n/a n/a n/a n/a 13.6 12.9 1.9 1.8
Korea...............ooont 9.0 6.6 4.5 5.1 n/a n/a n/a n/a -4.7 -12.0 -25 -4.4
HongKong ................ 4.6 4.5 8.7 6.8 n/a n/a n/a n/a -19.7 -209 -23 -2.4
Singapore ................. 8.8 6.5 1.8 1.6 n/a n/a n/a n/a 0.9 2.0 152 13.3
Thailand .................. 8.6 7.3 5.8 5.7 n/a n/a n/a n/a -10.1 -13.0 -8.2 -8.4
Malaysia .................. 9.5 8.2 3.4 3.7 n/a n/a n/a n/a 0.3 1.8 -8.0 -7.5

1 Private consumption deflators percent change from previous year.

2 Percent of total labor force.
3 Financial balances as a percent of GDP.
Note.—1996 data projected by the OECD.

Source: OECD Economic Outlook, 60, December 1996.



In the United States, real output grew by an
estimated 2.4 percent in 1996, faster than the 2.0
percent growth rate realized in 1995. The growth was
attributed to increased consumer spending in the first
half of the year, rising investment spending,
particularly on computers and information-processing
machines, and both relatively lower long-term interest
rates and subdued inflation. Inflation registered 2.1
percent.’ Fixed investment was boosted by a
moderation in unit labor costs based on a surge in labor
productivity.® The Federal budget deficit was estimated
by the Congressional Budget Office to have declined to
$116 billion in 1996 from $164 billion in 1995.”

In major U.S. trade partners, output generally grew
slower than in the United States. In Canada, economic
growth slowed to 1.5 percent in 1996 compared to 2.3
percent in 1995. In the EU, with the exception of the
United Kingdom, output growth was weak with
relatively high unemployment. A slowdown in
domestic and public investment spending weakened
economic growth in several member countries.
Monetary stability has been achieved although at lower
levels of domestic growth. In 1996, foreign exchange
rates returned to levels consistent with balanced growth
following the market turbulence during the spring of
1995. In Japan, the economy recovered moderately,
boosted by a rise in domestic demand largely induced
by intensive public sector investment and expanding
housing construction.®

Growth in developing and emerging economies in
1996 was mixed. In Latin America (including Mexico
and the countries of the Caribbean, Central America,

and South America), aggregate GDP grew in 1996 by
2.7 percent. In the Pacific Rim, economic activity
continued to expand in 1996, particularly in China,
Korea, Taiwan, Singapore and Thailand.

U.S. Balance of Payments Position

The U.S. cumrent account deficit grew to about
$165.1 billion in 1996 (see table 1-2). The deficits on
the merchandise trade and investment income were
partially offset by an increase in the surplus on
services. The U.S. deficit on income from foreign
investment grew in 1996 as payments on foreign assets
in the United States increased to about $205.3 billion,
whereas receipts from U.S. assets abroad increased to
about $196.6 billion. Net inflows of foreign capital
into the United States increased in 1996 to $218.3
billion. Both U.S. purchases of foreign assets and
securities and foreign purchases of U.S. assets and
securities expanded.  The surplus on services trade
rose to about $73.5 billion. The U.S. deficit on goods
and services was about $114.2 billion.?

U.S. Trade in 1996

U.S. merchandise exports reached $612 billion in
1996, up from $576 billion in 1995. Imports rose to
$800 billion, up from $749 billion in 1995. The U.S.
merchandise trade deficit with the world rose from
$173 billion in 1995 to $188 billion in 1996. The
majority of U.S. exports consisted of manufactured
goods, which accounted for 68.4 percent of U.S.

Table 1-2
U.S. trade and current account balances, 1995-96
(Billion dollars)
1995 1996

Merchandise eXpOmS . . ... ... .. . 575.9 611.7
Merchandise Imports .. ... ... . . . . . . e -749.4 -799.3
Balance on merchandisetrade .............. ... . . -173.4 -187.7
BalanCe ONn SeIVICES .. ...t 68.4 735
Balance on goods and Services . ... -105.1 -114.2
Balance oninvestmentincome . ........ ... ... -8.0 -8.4
Balance on goods, services, and iNnCOME ...ttt -113.1 -122.6
Unilateral transfers . ......... .. . . . -35.1 -42.5
Balance on current account . ... ... ... -148.1 -165.1
U.S. assets abroad, net, outflow (-) ...... ... ... . -307.9 -306.8
Foreign assets inthe U.S., net, inflow (+) ...... ... .. ... i 4245 525.1
Net capital inflows (+), outflows (-) ...... ... ... . 116.6 218.3
Income receipts on U.S. assetsabroad ............... ... .. i i 182.7 196.6
Income payments on foreign assets inthe United States .............................. -190.7 -205.3

Source: U.S. Department of Commerce, Bureau of Economic Analysis, U.S. International Transactions, fourth quarter

and year 1996, BEA 97-06.



exports in 1996 (figure 1-2). Chemicals accounted for
10.6 percent of exports, followed by food (9.3 percent),
fuel and raw materials (7.5 percent) and all other goods
(4.2 percent). The majority of U.S. imports were
manufactured goods (73.9 percent), followed by fuel
and raw materials (12.1 percent), chemicals (5.8
percent), food (4.6 percent), and all other goods (3.6
percent).

Figure 1-3 lists U.S. exports, imports, and trade
balances with major trading partners in 1996. Trade
with NAFTA countries accounted for about 30 percent
of total U.S. imports and exports. Of the $208 billion
trade deficit in 1996, Japan accounted for $51 billion,
followed by China ($39 billion), Canada ($37 billion),
the EU ($22 billion), Mexico ($19 billion), and Taiwan
($13 billion). The United States registered a trade
surplus of $3 billion with Korea in 1996.

U.S. exports and imports with the world grew by
nearly 7 percent in 1996. With the exception of

Mexico, where U.S. exports grew by over 22 percent,
U.S. exports to major trading partners grew relatively
slowly in 1996, and U.S. exports to Taiwan fell by 11
percent. U.S. imports from Mexico grew by 20
percent, and imports from China grew by 12 percent.
U.S. imports from Japan fell by 7 percent while
imports from Korea fell by 8 percent.

World Trade

The United States ranked as the world’s largest
merchandise exporter in 1996 followed by Germany
and Japan. World trade in goods and services grew at a
faster rate than world output in 1996 according to IMF
forecasts.l World trade volume is estimated to have
grown by 6.7 percent in 1996, down from the 8.9
percent growth in the previous year. Trade growth in
1996, however, was above the average annual gains of
the previous ten years, and exceeded the 3.8 percent
growth in world output.



Figure 1-2
U.S. merchandise trade with the world, by product sectors, 1996

(Billion dollars)
Other
$24.2 (4.2%)
Manufactures Fuel/raw material
$397.9 (68.4%

Food
$54.3 ( 9.3%)

Chemicals
$61.8 (10.6%)

U.S. Exports

Other

Manufactures $28.8 (3.6%)
$584.0 (73.9%) Fuel/raw material

$95.4 (12.1%)

Food
$36.6 (4.6%)

 Chemicals
$45.6 (5.8%)

U.S. Imports

Note.—Because of rounding figures may not add up to the totals shown.
Source: Compiled from official statistics of the U.S. Department of Commerce.



Figure 1-3

U.S. merchandise exports, imports, and trade balance (customs value basis) with major trading

partners, 1996

Billion dollars
1000

800

SR

R s e

Exports
Imports

Trade Balance

ANNY

—400
Canada EU Japan Mexico China Taiwan Korea World
.__Major trading partners Exports Imports  Trade balance |
Canada $119 $156 $-37
EU 120 141 -22
Japan 64 115 -51
Mexico 55 74 -19
China 12 51 -39
Taiwan 17 30 -13
Korea 25 23 3
World 582 790 -208

Source: Compiled from official statistics of the U.S. Department of Commerce.
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CHAPTER 2
Trade Activities in the WTO and the
OECD in 1996

Singapore Ministerial
Conference

This chapter reviews activities of the World Trade
Organization, (WTO) in 1996. It also describes the
trade-related activities of the Organization for
Economic Cooperation and Development (OECD) for
that year. The WTO is the principal body for
negotiation, implementation, and dispute settlement of
international trade agreements. WTO activities
reviewed in this chapter include the Singapore
Ministerial Conference (SMC) and regular WTO
committee activity. The SMC, the first biennial
gathering of WTO trade ministers, took stock of
activities of the organization during its first two years
of operation and set an agenda for future WTO work.
Throughout the year, actions by standing WTO
committees concentrated on implementation of WTO
commitments by members as well as organizational
issues. The OECD provides a forum for consultation
and policy coordination on economic and trade issues
of interest to members. In 1996, OECD activities
included discussions on so-called new trade agenda
issues on the links and interaction between trade policy
and a number of areas traditionally considered
domestic policy issues, including environmental
policies, investment, competition policy, and labor.

The World Trade
Organization

The WTO provides a permanent forum for member
governments to address their multilateral trade
relations as well as facilitate the implementation of the
trade agreements negotiated during the Uruguay
Round. Figure 2-1 displays the organizational
structure of the WTO. The following sections describe
1996 activities of the main WTO elements. In
particular, activities of the General Council (including

the Singapore Ministerial Conference, Multilateral
Trade Agreements, and Plurilateral Trade Agreements)
are summarized below.

General Council

The highest authority in the WTO structure is the
Ministerial Conference, which is composed of
representatives of all WTO members and is required to
meet at the Ministerial level at least every two years.
The General Council is the highest authority when a
Ministerial conference is not in session, and thus
directs the daily work of the WTO. The General
Council also convenes in the following forms when
carrying out tasks assigned to those areas—

e Dispute Settlement Body (DSB)

e DSB Appellate Body

¢ Trade Policy Review Body

The following major committees report directly to
the General Council—

e Committee on Trade and Environment!

e Committee on Trade and Development?

e Committee on Regional Trade Agreements

¢ Committee on Balance-of-Payments
Restrictions

e  Committee on Budget, Finance, and
Administration
e  Working Parties on Accession

Multilateral Trade Agreements

Three subsidiary councils covering the WTO
multilateral trade agreements answer to the General
Council—

e Council for Trade in Goods
e  Council for Trade in Services

e Council for Trade-Related Aspects of
Intellectual Property Rights
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Figure 2-1
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Council for Trade in Goods

The Council for Trade in Goods oversees the
multilateral agreements on trade in goods (found in
Annex 1A of the WTO Agreement3). The following
agreements each have a committee or other body that
answers to the Council for Trade in Goods concerning
its respective agreement—

*  General Agreement on Tariffs and Trade 1994
(GATT 1994)%;

¢ Agreement on Agriculture;

¢ Agreement on the Application of Sanitary and
Phytosanitary Measures;

¢ Agreement on Textiles and Clothing;
¢ Agreement on Technical Barriers to Trade;

¢ Agreement on Trade-Related Investment
Measures;

¢ Agreement on Implementation of Article VI
of the GATT 19945;

¢ Agreement on Implementation of Article VII
of the GATT 19945;

¢ Agreement on Preshipment Inspection;
s Agreement on Rules of Origin;
e Agreement on Import Licensing Procedures;

¢ Agreement on Subsidies and Countervailing
Measures; and

¢ Agreement on Safeguards
In addition, the following working parties also report
to the Council for Trade in Goods—

*  Working Group on Notification Obligations
and Procedures, and

¢ Working Party on State-Trading Enterprises.

Council for Trade in Services

The Council for Trade in Services oversees the
General Agreement on Trade in Services (or GATS,
found in Annex 1B of the WTO Agreement). A
number of committees, groups, and working parties
report to the Council for Trade in Services concerning
various aspects of services trade and ongoing
negotiations—

¢  Committee on Trade in Financial Services;

e Committee on Specific Commitments;

¢  Group on Basic Telecommunications;

¢ Negotiating Group on Maritime Transport

~ Services;
*  Working Party on Financial Services; and

*  Working Party on GATS Rules.

Council for Trade-Related Aspects
of Intellectual Property Rights

The Council for Trade-Related Aspects of
Intellectual Property Rights (TRIPs Council) oversees
the Agreement by the same name (the so-called TRIPs
Agreement, found in Annex 1C of the WTO
Agreement). Each of the three WTO subsidiary
councils (goods, services, and intellectual property)
may designate additional bodies to help it carry out its
task, although the TRIPS Council at present conducts
business under the TRIPs Agreement without further
breakdown.

Plurilateral Trade Agreements

In addition to committees directing the multilateral
trade agreements, four plurilateral trade agreements
were carried forward into the WTO from the previous
regime under GATT 1947. The following plurilateral
agreements have oversight committees or councils that
are also required to report to the General Council—

e Agreement on Trade in Civil Aircraft;

e Agreement on Government Procurement;

¢ International Dairy Agreement; and

¢ International Bovine Meat Agreement.

The WTO Ministerial
Conference

Introduction

The WTO held its inaugural Ministerial
Conference in Singapore from December 9-13, 1996.
The Conference’s aim was to review the state of the
multilateral trading system and to chart its future
direction. More than 120 current or prospective WTO
members attended the Singapore Ministerial
Conference (SMC). Trade, Foreign, Finance,
Agriculture, and other Ministers participated in the
plenary and various multilateral, plurilateral and
bilateral business sessions.”

Preparatory discussions during 1996 helped narrow
some of the 40 informal proposals about what should
be placed on the Singapore agenda. These proposals
fell largely into five categories—Uruguay Round
implementation, the built-in agenda, additional
liberalization, least developed countries, and new
issues. Figure 2-2 outlines the basic features of these
Ministerial agenda items.
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Figure 2-2
Agenda of the Singapore Ministerial Conference

Uruguay Round implementation

Numerous reporting requirements for far-reaching and technically complex disciplines have made it difficult
for many countries to comply both administratively as well as substantively with the up to 22 agreements
that comprise the Uruguay Round Agreements (URA). The ministers’ foremost priority at Singapore was to
review the considerable backlog of notifications and consider what improvements could be made to help
existing URA mechanisms work better to ensure full compliance with current obligations.

Built in agenda

Services negotiations continued after the Dec. 1993 Uruguay Round conclusion in the areas of financial
services, movement of natural persons, basic telecommunications, and maritime transport, and were
scheduled to conclude respectively by June 1995, June 1995, April 1996, and June 1996. These sectoral
negotiations have been extended for the most part due to inadequate concessions in the
never-before-negotiated area of services. Ministers hoped that the SMC would reinvigorate these talks,
especially those on basic telecommunications rescheduled to conclude in February 1997.

In addition, the current URA contain provisions that already call for either new negotiations at specified
future dates (agriculture, services by 2000) or for periodic reviews at various times of virtually every major
agreement (e.g. textiles, subsidies, antitdumping, intellectual property, dispute settlement, the U.S. “Jones”
Act) that set in motion implementation discussions that in effect amount to much the same thing.

The Committee on Trade and Environment, established by the April 1994 Marrakesh Ministerial Conference,
presented its initial findings to the SMC.

Tariff initiatives

Australia and Canada proposed that the SMC act as catalyst to liberalize market access over and above that
in the existing URA and “built-in” agenda negotiations, both calling formally for new tariff cuts on industrial
products to be put on the WTO agenda.

The EU and the United States advanced sectoral tariff elimination in pharmaceuticals and information
technology—the latter leading to the Information Technology Agreement (ITA) presently set to enter into
force on July 1, 1997 for completion by 2000.

Least developed countries

Least developed countries (LLDCs) have not integrated themselves into the world economy over the past
decade to the degree that developing countries have.. Studies by the World Bank and others have concluded
that some reforms in the URA could result in a worsening of the terms of trade for LLDCs. The WTO
Director-General and several key developed country participants urged that the SMC highlight the plight of
such countries and adopt measures to address this problem.

New issues

Proposals for launching additional WTO work on “new” issues were put forward by various participants,
with intense discussions of possible new issues for WTO consideration held before the SMC. Mentions of
labor standards, regionalism, competition policy, investment, and government procurement reached the final
declaration, whereas other issues were also discussed such as a review of WTO rules in light of the spread of
regional trading blocs and the increased “‘globalization” of the world economy.
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The United States sought commitments to further
liberalize trade in information technology products,
basic telecommunications, and financial services; to
continue agricultural reform; to advance observance of
internationally recognized core labor standards; to
balance trade and environmental concerns; and to
tackle such new topics as transparency in government
procurement.® Another U.S. objective was that the
meeting set a business-like tone for future Ministerials
and demonstrate the WTO’s credibility as a forum for
meaningful consultation and continuous liberalization.?

According to Acting USTR Charlene Barshefsky,
the SMC resulted in some important advances on a
number of U.S. objectives, particularly with respect to
information technology, government procurement,
labor rights, basic telecom, and agriculture.!0

In the Singapore Ministerial Declaration, the
SMC’s final outcome, WTO members committed
themselves to an open, rules-based trading system and
to observe internationally recognized core labor
standards. The declaration stressed members’ resolve
to fully implement Uruguay Round rulemaking,
liberalization, and notification commitments as well as
those on settlement of disputes; called for completion
of the so-called built-in agenda of the Uruguay Round,
including  outstanding negotiations on  basic
telecommunications and financial services; recognizes
efforts to further lower tariffs; and launched
exploration of WTO work into areas of investment,
competition  policy, transparency in  public
procurement, and trade facilitation.

Ministers from 28 current and prospective WTO
members also issued a Declaration on trade in
information technology products.!! The Declaration,
also known as the Information Technology Agreement
(ITA), had been sought by the United States. The
declaration calls for the elimination of tariffs on certain
information technology products.

The Singapore Ministerial
Declaration

The Ministerial Conference reached consensus on a
Declaration by the concluding session on December
13, 1996. The Singapore Ministerial Declaration,12
which will shape the work of the WTO over the
coming 2 years, covers—

e Trade and economic issues, including the
importance of trade to economic growth,
sustainable growth and development, and

topics of concern to developing and
least-developed countries;

e  Multilateral trading issues, including the
challenges posed by growing integration
among national economies, regional trade
agreements, services negotiations, tariff
elimination on information technology and
pharmaceutical products;

e  WTO institutional 1issues, including
implementation, accession, and the
primacy of WTO dispute settlement in the
conduct of trade relations and settlement of
disputes; and

e Other issues, including core labor
standards, textiles and clothing, trade and
the environment, and future work.

Uruguay Round Implementation

Many WTO members, including the United States,
felt strongly that existing provisions such as
implementation and the built-in agenda should be the
principal focus of Ministers’ attention at the SMC.13
While noting the existence of dissatisfaction with
certain aspects at Singapore, Ministers termed overall
progress in implementation “generally satisfactory.”14
Compliance with notification requirements, a critical
part of proper URA implementation, “has not been
fully satisfactory,” the Ministers said. Ministers urged
countries to renew their efforts to become current in
their notification obligations while supporting efforts
by relevant bodies to simplify the notification
process. 15

Ministers also recognized the importance of
integrating developing countries into the world trading
system, and the significant new commitments made by
developing countries in the Uruguay Round. They
pledged to improve technical assistance to such
members in making needed legislative changes and
preparing required notifications.1®

One major concern to developing countries has
been implementation of the Agreement on Textiles and
Clothing (ATC), which mandates integration of textiles
and apparel trade into multilateral trade rules and
phases out the use of import quotas on textiles and
apparel.!” Exporting countries, represented largely by
the International Textiles and Clothing Bureau (ITCB),
raised a number of concerns that they felt deserved
Ministerial attention. These concerns included
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complaints about integration programs that have
postponed liberalization of trade in most commercially
meaningful items,!® perceived abuses of the
agreement’s special safeguard measures, changes in
rules of origin by the United States that have
negatively affected their trade, and a lack of
transparency in decisionmaking by the WTO Textiles
Monitoring Body, which oversees the ATC.

Importers said they had fully met agreed
commitments and complained that sufficient account
was not being taken of the gradual liberalization
already taking place via required increases in quota
levels. They had their own implementation concerns,
namely that developing countries had neither taken
steps to improve market access and to maintain fair and
equitable trading for textiles, as called for in Art. 7 of
the ATC, nor had they taken sufficient steps to prevent
quota circumvention. Regarding special safeguards, it
was noted that the United States has only applied one
new measure since mid-1995.19

The Singapore Ministerial Declaration confirms
member commitments to full and faithful
implementation of the ATC, stresses the desirability of
progressive integration of textiles and apparel trade
into multilateral trade rules, states that use of safeguard
measures should be “as sparing as possible,” and notes
concerns raised regarding trade distortive measures and
circumvention.20

The Built-In Agenda

The URA commits WTO members to undertake
additional negotiations and review existing disciplines.
This so-called built-in agenda includes negotiations on
specialized services industries and an examination of
whether and how the trading system can better support
environmental objectives (see table 2-1). At
Singapore, Ministers reviewed the status of recently
launched work on the environment, committed to
conclude ongoing negotiations on services, and agreed
to a program of analysis and information exchange in
advance of scheduled negotiations on agriculture and
other topics.

Environment

In response to growing concern over conflicts
between environmental and trade policy objectives, the
1994 Marrakesh Ministerial directed the WTO to
establish a Committee on Trade and Environment
(CTE)?! to examine the relationship between trade and
environmental measures and to recommend
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modifications to the multilateral system that promote
the goal of “sustainable development.”

The CTE reported to Ministers on the status of its
discussions on eight separate work items and made
several recommendations.22 The principal recom-
mendation was that the work of the Committee
continue under its existing terms of reference. The
CTE report also encourages multilateral solutions to
environmental problems of a transboundary or global
nature, notes the benefit of improved coordination
between national trade and environmental policy
makers, encourages continued cooperation between the
WTO Secretariat and the Secretariats of multilateral
environmental agreements (MEAs), and urges
members of MEAs to first seek resolution of any
dispute arising from imposition of a trade measure
pursuant to the MEA under the MEA’s dispute
resolution mechanism.

The United States joined a consensus to adopt the
report and appears to support its caution in certain
areas, such as with respect to whether the WTO should
be formally amended to take into account MEAs.23
The positive elements cited by the United States
included recognition in the report that trade measures
may be needed to achieve environmental objectives,
and that, subject to important conditions, the
exceptions contained in Art. XX of GATT 1994
already allow a WTO member legitimately to place its
public health and safety and national environmental
goals ahead of its general obligation not to raise trade
restrictions or apply discriminatory trade measures.2*
While noting the controversial issue of whether all
ecolabeling programs?3 are covered by the WTO
Agreement on Technical Barriers to Trade, the CTE
stressed the importance of following its procedural
requirements, including those on transparency, and of
ensuring that foreign producers have fair access to
ecolabeling schemes.?6 The United States registered
disappointment, however, that “the CTE has not
significantly —advanced the understanding of
environmental concerns” and that the Committee was
as yet unwilling “to state that $WTO rules should not
hamper the ability of MEAs to achieve their
environmental objectives.”%’

At Singapore, WTO Ministers reviewed the work
and terms of reference of the CTE. The Ministers
agreed that the work of the CTE should continue under
its existing terms of reference, that further work needs
to be undertaken on all items of its work program, and
that they would welcome further participation by
environmental as well as trade experts in the
Committee’s deliberations.2® Although the United
States had proposed to the CTE that WTO Ministers
endorse environmental reviews of trade agreements as



Table 2-1: Highlights of the WTO’s Built-in Agenda

Year

Subject and Action Item

1996

Net Food Importing Countries: Ministers review the Decision on Measures Concerning
the Possible Negative Effects of the Reform Program on Least-Developed Countries at
the Ministerial Conference in Singapore

Environment: Ministers receive report from Committee on Trade and Environment and
decide whether to extend its mandate

1997

Textiles and Clothing: review of the implementation of the agreement
Preshipment Inspection: review of the operation and implementation of the agreement

Basic Telecommunications Services: conclusion of the negotiations on basic
telecommunications by 15 February 1997

Financial Services: negotiations resume in April and conclude on 1 November 1997, at
which time participants in the interim agreement may, for a period of 60 days, modify or

withdraw all or part of their specific commitments and/or list MFN exemptions relating to
financial services

1998

Sanitary and Phytosanitary Measures: review operation and implementation of the
agreement :

Technical Barriers to Trade: review operation and implementation of the agreement

Intellectual Property Rights: further negotiations start with a view to broadening and
improving the agreement

1999

Dispute Settlement Understanding: full review of dispute settlement rules and
procedures

Government Procurement: further negotiations start with a view to improving the
agreement and achieving the greatest extension of its coverage among all Parties on the
basis of mutual reciprocity

Investment Measures: review operation of the agreement and discussion on whether
provisions on investment policy and competition policy should be included in the
agreement

2000

Agriculture: negotiations for continuing the process of substantial progessive reductions
in support and protection

2001

Textiles and Ciothing: review implementation of the agreement

2004

Textiles and Clothing: review implementation of the agreement

Source: The World Trade Organization.
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a means of bringing environmental awareness to bear
when negotiating trade agreements,?® the SMC
Declaration was silent on the matter.30

Services

Negotiations are under way to establish general
disciplines and to build upon market access
commitments associated with the General Agreement
on Trade in Services (GATS). Ministers termed the
results of the various services talks thus far as “below
expectations” and stated that, “We are determined to
obtain a progressively higher level of liberalization in
services on a mutually advantageous basis. . . . In this
context, we look forward to full MFN agreements
based on improved market access commitments and
national treatment.”3!

They pledged to “achieve a successful conclusion
of the negotiations on basic telecommunications in
February 1997” and “to resume financial services
negotiations in April 1997 with the aim of achieving
significantly improved market access commitments
with a broader level of participation in the agreed time
frame.”32  Ministers added that they would aim at
completing work on accountancy and on new
safeguards disciplines under the GATS by yearend
1997. They looked forward to successfully concluding
negotiations on maritime transport “in the next round
of services liberalization.”33

Agriculture and IPR

Negotiations on broadening and improving the
TRIPs agreement are to begin in 1998. Negotiations
on continuing the process of reducing agricultural
support and protection are to begin in 2000.
Agricultural exporters, led by Argentina, had urged
formal preparatory work for the negotiations, whereas
some importers with heavily protected domestic
markets, such as Japan and Korea, were described as
being reluctant to begin discussing renewed
liberalization. In the Singapore Declaration, the WTO
Ministers agreed to a process of analysis and
information exchange on such built-in agenda issues,
noting that the work undertaken “shall not prejudge the
scope of future negotiations.”3*  Acting USTR
Charlene Barshefsky stated that, “Today’s Ministerial
Declaration guarantees that negotiations to continue
the reform process in a number of areas, including
agriculture, will remain consistent with the timetable
agreed to in Marrakesh,” thus offering the United
States an opportunity to address remaining obstacles to
U.S. agricultural exports, particularly import barriers,
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state trading, export subsidies, and unjustifiable
sanitary and phyto- sanitary regulations.3’

Tariff Initiatives

Introduction

Although fulfilling existing provisions under the
URA was considered of prime importance, a number of
WTO members sought to extend the scope of the
multilateral trade system by reaching agreement on
further liberalization of trade in information
technology, as well as helping to better integrate the
least developed countries into the expanding world
trade system, and introducing “new” issues for
consideration as part of the WTO work program.

The Ministers welcomed two tariff initiatives taken
by a number of present and prospective members.
They noted that in a separate declaration, 28 countries
or customs territories had agreed to eliminate tariffs on
trade in information technology products on an MFN
basis. In addition, the Ministers noted, over 400
products had been added to the previously-agreed
“zero-for-zero”  initiative on  pharmaceuticals.
Although Canada and Australia had urged that
industrial tariff liberalization be added to the WTO’s
built-in agenda, no mention of such a change was made
in the final declaration.

Information Technology Agreement

Acting USTR Charlene Barshefsky singled out the
Information Technology Agreement (ITA) as a top
priority for the United States at the Singapore
Ministerial 36  Worldwide production of information
technology products amounted to nearly $1 trillion in
1995 as trade in such products reached nearly $500
billion,37 a figure that makes information technology
trade comparable to the value of world trade in
agricultural products. Seven countries or regional
economic groups account for the bulk of world
information technology trade, according to the WTO:
Japan, the United States, the EU, Singapore, Korea,
Malaysia, and Taiwan.3® For a discussion of the origins
of the ITA, see figure 2-3.

Outcome at Singapore

Agreement on product coverage and the schedule
for phasing out tariffs remained the major hurdles to
concluding the ITA at Singapore. After intensive
negotiations, on December 12, 1996, the United States
and the EU announced a plan to eliminate tariffs on
ITA products. Specifically, they had established the
list of products to be included in the ITA. Various



Figure 2-3
" Origins of the Information Technology Agreement

Negotiation of an ITA was formally launched at the U.S.-EU summit in Madrid in December 1995. The
initiative was just one of a large number of economic, political, and security measures announced in the New
Trans-Atlantic Agenda to reinvigorate the trans-Atlantic partnership. Building on the recommendations of the
U.S. and EU business, the two sides committed to seek an agreement eliminating tariffs on information
technology products by the year 2000. The products proposed such an agreement included computer hardware,
semiconductors and integrated circuits, computer software, telecommunications equipment, parts for these
products, and other information technology equipment.

At their April 1996, meeting in Kobe, Japan, trade ministers from the United States, EU, Japan, and
Canada (the so-called Quad countries) endorsed the concept of an ITA and agreed to attempt to complete
negotiations before the December 1996 WTO Ministerial with a view to initiating tariff reductions on ITA
products in 1997. Ministers also agreed that as many countries as possible outside the Quad should participate
in the ITA, particularly APEC members such as Korea, Taiwan, Malaysia, Indonesia, Thailand, the Philippines,
Singapore, and China. Quad ministers tasked negotiators to work on product coverage.

However, at the same time, progress on the ITA was held up by the EU request for a “balanced” agreement
and by linking negotiations with other nontariff matters. EU concern focused on the possibility that the ITA
would require the EU to grant more significant tariff concessions than the other Quad members. For example,
whereas the United States and Japan agreed in 1985 to apply zero rates on semiconductors, EU tariffs on
semiconductors today range from O to 7 percent (the duty on smart cards is 14:percent). As a result, the EU
demanded that the ITA be a “balanced agreement” and grant “mutual benefits” by including tariff cuts in other
sectors. Southern EU-member states in particular withheld support for the ITA unless they would be
compensated for tariff concessions.

EU efforts to link ITA progress to other activities focused on EU participation in the U.S.-Japan
Semiconductor Arrangement. The EU stated that the only acceptable result from the semiconductor
negotiations would be “the establishment of future industry-to-industry and government-to-government
cooperation on a tri- or plurilateral basis from the very start, without any form of conditionality . . ..” According
to EU officials, EU semiconductor manufacturers strongly supported the linkage so that they could not be
excluded from the benefits of the agreement. The EU also tried to link ITA support with progress on
negotiations to conclude Mutual Recognition Agreements (MRAs) in a number of sectors. Despite these
demands, the United States insisted that the ITA was a separate, simple tariff exercise and concluded a
semiconductor agreement with Japan on August 2.

Following conclusion of the semiconductor arrangement, U.S. and EU officials committed to explore how
the EU could join the semiconductor accord while making a commitment to conclude an ITA. Progress was
difficult, as some EU member states continued to object to the ITA. The United States was determined,
however, not to move forward without EU support. Otherwise, tariff cuts on a most-favored-nation (MFN)
basis under an ITA would permit the EU to be a free rider.

A resolution was finally agreed, which allowed Quad ministers to formally endorse the ITA at their
meeting September 27-28, 1996. The United States and Japan agreed to delay meetings scheduled under the
U.S.-Japan Semiconductor Arrangement until March, 1997, which would permit EU participation after
conclusion of the ITA. Quad ministers pledged to “work together urgently to conclude the ITA by the Singapore
Conference.”

Soon after the Quad meeting, the EU-member states offered their support and granted the EU Commission
amandate to negotiate the ITA. On November 25, 1996, APEC Leaders called for conclusion at the SMC of an

ITA that would “substantially eliminate” tariffs by the year 2000.
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products had proved problematic for one side or the
other, and several such products, such as optical fiber
cables, were not included in the final product list.
Moreover, the United States and the EU had yet to
agree upon the staging schedule for eliminating tariffs
on such key products as semiconductors and local area
network equipment.

In return for EU acceptance of the ITA, the United
States tentatively agreed with the EU to eliminate
import tariffs on brown distilled spirits such as cognac
and whiskey by the year 2000 as well as to abolish
tariffs on white spirits, such as gin, as well as liqueurs,
over five years beginning in 1997.3° Details of this
agreement were scheduled be worked out in early
1997. With this tentative bilateral deal, attention
turned to attracting additional signatories to the ITA.

On December 13, 1996, a total of 28 WTO current
or prospective members, representing about 85 percent
of global information technology trade,® issued a
Ministerial Declaration on Trade in Information
Technology Products. Among other things, participants
declared their intention to bind and eliminate customs
duties and other duties and charges on specified ITA
products listed in the Annex. The 28 participants were
Australia, Canada, the European Union (on behalf of
its 15 member states), Hong Kong, Iceland, Indonesia,
Japan, Korea, Norway, Taiwan, Singapore,
Switzerland, Turkey, and the United States. An Annex
to the Declaration describes modalities for tariff
elimination and contains two attachments with product
descriptions.

The Ministers instructed their respective officials
to make good faith efforts to conclude technical
discussions on product coverage and staging in Geneva
and to complete this work by January 31, 1997, “so as
to ensure the implementation of this Declaration by the
largest number of participants.” In addition, they
invited other members of the WTO to join the technical
discussions and become participants in the ITA.
Nonparticipants will not be eligible to take part in the
regular meetings envisaged to review ITA implemen-
tation and coverage.*! In addition to the 28 countries
formally signing the December 13, 1996, ITA
Declaration, Malaysia, the Philippines and four other
countries reportedly have signaled their intention to
join the agreement. Together these six countries
comprise about 6 percent of global information
technology trade.*?

The Declaration stated that elimination of tariffs
and other duties was to be accomplished in equal
stages: beginning in 1997 and concluding in 2000. It
was, however, recognized that “extended staging of
reductions and, before implementation, expansion of
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product coverage may be necessary in limited
circumstances.”3 Participants that are WTO members
are to bind these concessions in their national tariff
schedules to GATT 1994 and, by virtue of doing so, to
apply such concessions on an MFN-basis. Non-WTO
members are to implement these measures on an
autonomous basis and incorporate them into their
WTO market access schedule for goods upon WTO
accession.*4

In addition to eliminating tariffs, several provisions
of the ITA are intended to address concerns over
nontariff measures. The Declaration states that “Each
party’s trade regime is to evolve in a manner that
enhances market access opportunities for information
technology products.” The regular meetings called for
in the Agreement are to include consultations on
nontariff barriers to trade in information technology
products. WTO dispute settlement will be available to
participants believing their anticipated benefits under
the ITA are being nullified and impaired, whether or
not the measure in question conflicts with provisions of
the GATT 1994.  Participants agreed to afford
sympathetic consideration to requests for consultations
concerning the undertakings outlined in the ITA.45

Differences over classification of ITA products
have also led to trade tensions, for example, in the case
of EU reclassification of local area network equipment
imported from the United States, which is now the
subject of WTO dispute settlement. In an effort to
avoid such problems in the future, ITA participants
agreed on achieving, where appropriate, a common
classification of these products within existing HS
nomenclature. The use of two product lists, with both
equally binding on participants, was also intended to
rectify such problems. The “A” list is presented in
customs nomenclature terms; the “B” list—also
referred to as the product “landscape”—is presented in
commercial terms for additional clarification. The goal
was to achieve maximum certainty of product coverage
in a sector hallmarked by rapid technological change
and continual product advances.

The ITA breakthrough at Singapore was
highlighted by Acting USTR Barshefsky as the
principal achievement at the SMC,*¢ and welcomed by
various leading U.S. firms and associations as a
valuable step offering concrete benefits to both
producers and consumers.%’ The American Electronics
Association estimated that in 1995 U.S. exports of
products affected by ITA tariff elimination were $76.5
billion and that tariffs paid by U.S. information
technology exporters averaged $5 billion. ASEAN, the
EU, and Asian Newly Industrialized Economies (Hong
Kong, Korea, and Taiwan) account for the bulk of such
tariff charges.*® Two leading U.S. information



technology firms, Compaq and IBM, estimated that on
a global basis they will save over $100 million each as
aresult of the tariff elimination envisaged in the ITA.49

ITA Timetable

Final conclusion and formal implementation of the
ITA is slated to occur in 1997 provided that the rate of
participation and staging are acceptable to participants.
The following steps are envisaged in the Declaration
and its Annex before the ITA is implemented on the
target date of July 1, 1997—

¢  Talks on the phasing-in of tariff cuts as well
as any additions to product coverage and
country participation are to be concluded
by January 31, 1997.

¢  Modifications to tariff schedules are to be
submitted to other participants by March 1,
1997.

¢ Reviews and consensus approval of tariff
schedules are to be completed by April 1,
1997. Also by that date, a meeting is to be
convened under the auspices of the WTO
Council on Trade in Goods to review the
state of acceptances. Participants are to
implement the agreed changes “provided
that participants representing 90 percent of
world trade in information technology
products have notified their acceptance,
and provided that the staging has been
agreed to the participants’ satisfaction.”
The WTO will calculate the share of world
trade covered.

¢ Each participant is to submit the approved
modifications to its tariff schedule to the
WTO. In accordance with WTO rules,
these changes may be implemented after a
90-day period elapses. Thus, in order to be
implemented on July 1, 1997, the WTO
would need to be notified of the proposed
modifications by April 1, 1997.

¢ Participants are to meet by September 30,

1997 to consider divergences in
classification of information technology
products.>0

Pharmaceuticals

During the Uruguay Round, the United States and
16 other major trading countries had agreed to the
reciprocal elimination of duties on over 6,000
pharmaceutical products and chemical intermediates
(the latter to be used primarily for the production of
pharmaceuticals) and their derivatives. The agreement

was a result of a “zero-for-zero” initiative by the
United States, whereby it offered to eliminate tariffs in
particular sectors in return for reciprocal commitments
by other trading partners’!  The 17 countries
participating in the pharmaceutical zero-for-zero
agreement also agreed to conduct a review, at least
once every 3 years, to identify products to be added by
consensus to the national market-access schedules
section concerning pharmaceuticals.>2

The first review was conducted under the auspices
of the WTO Council for Trade in Goods. The review
resulted in agreement on the addition of 262
pharmaceutical and 234 intermediate products to the
list of products, as well as the deletion of 25 products
from the previously agreed list that had erroneously
been included in the prior agreement. The 496
products and their derivatives, as specified, are to be
provided duty-free treatment once the agreement is
implemented. On October 11, 1996, the WTO was
notified of these changes via a communication from
the EU on behalf of the members concerned (the
United States among them).3 The notification said
that it had been agreed that duty-free treatment on the
extra products and their derivatives would be
implemented by April 1, 1997.

Least-Developed Countries

At Singapore, Ministers adopted a draft WTO Plan
of Action for the Least-Developed Countries, aimed at
providing a comprehensive approach for measures
taken in favor of these countries. Least-developed
countries (LLDCs) have been designated since 1971 by
the United Nations Economic and Social Council on
the basis of per capita income as well as more recently
by a number of other socioeconomic indicators.>*
Initiatives similar to the WTO action plan have been
launched by other multilateral agencies, including the
United Nations Conference on Trade and Development
(UNCTAD), the World Bank, and the International
Monetary Fund.

The WTO action plan foresees closer cooperation
between the WTO and other multilateral agencies, such
as those that are engaged in promoting growth in the
LLDCs, through better coordination of national and
international aid efforts, appropriate macroeconomic
policies, and improved market access and supply-side
measures. The WTO has already been directed toward
this goal by several ministerial decisions and
declarations taken under the Uruguay Round
Agreements—

e the Decision on Measures in Favor of
Least-Developed Countries;
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e the Declaration on the Contribution of the
World Trade Organization to Achieving
Greater Coherence in Global Economic
Policymaking; and

* the Decision on Measures concerning the
Possible Negative Effects of the Reform
Program on Least-Developed and Net
Food-Importing Developing Countries.

The action plan agreed at Singapore focuses on
three main elements: implementation of the Decision
on Measures in Favor of Least-Developed Countries,
human and institutional capacity-building in LLDCs,
and possible improvements in market access. Under
the first element, WTO members will step up efforts to
help LLDCs meet their notification obligations. In
addition, the WTO Committee on Trade and
Development will review implementation of the
decision and promote more broadly the provisions
under the URA that favor LLDCs. Under the second
element, WIO members will give LLDCs priority
when providing technical assistance and will cooperate
closely with other multilateral agencies to help build
human and institutional capacity in the trade area. This
activity will include training courses for public and
private sector representatives and others supporting
export diversification. Under the third element,
ministers were presented with an array of options from
which they might choose that could improve the
market access in developed countries for exports from
LLDCs. These possibilities include granting duty-free
access to LLDC exports, making use of the provisions
of the WTO Agreement on Textiles and Clothing to
provide LLDCs with increased market access
opportunities, extending benefits to LLDC suppliers
unilaterally, and providing preferential market access
to LLDC exports. In addition, the WTO Secretariat
will assist nonmember LLDCs wishing to accede to the
WTO in drawing up their Memorandum of the Foreign
Trade Regime and their schedules of concessions in
goods and commitments in services.

New Issues for WTO
Consideration

A number of proposals for new WTO work were
put forth at Singapore and are set out here in order of
their appearance in the ministerial declaration.> These
topics reflected various members’ priorities for work
beyond the WTO’s built-in agenda.
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Core Labor Standards

At Singapore, Ministers declared—

We renew our commitment to the
observance of internationally recognized core
labour standards. The International Labour
Organization (ILO) is the competent body to set
and deal with these standards, and we affirm
our support for its work in promoting them. We
believe that economic growth and development
fostered by increased trade and further trade
liberalization contribute to the promotion of
these standards. We reject the use of labour
standards for protectionist purposes, and agree
that the comparative advantage of countries,
particularly low-wage developing countries,
must in no way be put into question. In this
regard, we note that the WTO and ILO
Secretariats  will continue their existing
collaboration. 5%

The Clinton Administration had placed priority on
trade and labor standards among the new issues to be
discussed at Singapore. It had unsuccessfully sought to
have a working party set up to examine the matter at
the April 1994 Marrakesh Ministerial, which closed the
Uruguay Round. Observance of core labor standards>’
was a matter of concern as the administration considers
domestic labor groups are increasingly unlikely to
support the trade liberalization needed to spur global
growth.38

A study released by the OECD in May 1996
examined the relationship between core labor standards
and trade flows. Based on a review of available
literature addressing a range of possible linkages, it
concluded that concerns by developing countries that
observing core labor standards would undermine their
economic performance or competitive position were
probably unfounded. Instead, it said, observance of
core labor standards may actually reinforce long-term
development prospects.’®

In large measure supported by Norway, the United
States initially sought: (1) a political declaration on the
desirability of promoting internationally recognized
core labor standards and (2) the establishment of a
WTO Working Party to examine ways in which the
WTO might cooperate with other institutions in
identifying the links between trade and core labor
standards and a potential WTO role in furthering their
observance.%0 Specifically, the United States sought to
launch “a non-negotiating and non-prejudicial dialogue
in the WTO on how observance of core labor standards
and trade liberalization can be mutually supportive;”t!
the United States was not proposing to negotiate wage



rates, harmonize labor costs or to justify protectionist
measures.52

These ideas generally met with lukewarm
support3—or outright opposition®*—from  other
developed countries and virtually uniform opposition
from developing countries. Opponents said that the
WTO lacked a legitimate role in fostering core labor
standards. They added that linkage of trade and labor
standards  would lead to abuse by protectionist
interests and could undermine the comparative
advantage of developing nations. Both before and
during the conference, the issue eluded consensus, until
finally the United States reportedly threatened to
withhold its support for the entire declaration unless it
attained some measure of satisfaction on the labor
issue. The language ultimately agreed has been
interpreted variously, with the United States taking the
view that “This negotiation was extraordinarily
difficult and the convergence of views achieved is no
small accomplishment . . The effort made at
Singapore will help ensure collaborative efforts
between the WTO and the [LO.”%5 Others stressed that
the declaration does not set the relation between trade
and labor standards on the WTO agenda.

Regionalism

The Ministerial Declaration reaffirms members’
commitment to ensure that regional agreements are
complementary to and consistent with WTO rules,
stating that—

The expansion and extent of regional trade
agreements makes it important to analyze
whether the system of WTO rights and
obligations as it relates to regional trade
agreements needs to be further clarified.56

Present WTO rules permit regional trade
agreements (RTAs) subject to certain requirements,
notably that such agreements have as their primary
purpose to facilitate trade among signatories and do not
increase the general incidence of barriers to the trade of
non-parties. Regional arrangements must be notified
to the WTO and are subject to review and regular
reporting requirements.

Most WTO members agree that RTAs promote
further liberalization and may speed integration of
developing and transition economies into the world
economy. Nevertheless, with the rapid increase in both
the number and coverage of regional trade
agreements—144 RTAs have been notified to the WTO
involving nearly all of its 128 members—some WTO

members were of the view that the conference should
adopt tighter disciplines on RTAs.67

At Singapore, Korea successfully sought an
explicit statement in the Ministerial Declaration on the
primacy of the multilateral trading system in the
conduct of trade relations. In addition, Korea, Japan,
Australia and other participants sought to expand the
mandate of the Committee on Regional Trade
Agreements to include an examination of the adequacy
of existing WTO rules and procedures on RTAs. This
would complement the Committee’s existing charge to
consider the systemic implications of regional trade
agreements.

Vigorous discussions regarding the systemic
implications of regional trade arrangements divided
between those countries that do and those countries
that do not participate in RTAs. The former said it was
premature to revise the newly created committee’s
mandate until it had completed outstanding reviews,
whereas the latter felt strongly that existing rules and
procedures were inadequate.8 U.S. negotiators in
particular appear reluctant to reopen current WTO
rules, saying that insufficient attention is being paid to
existing rules and procedures and that many RTAs
among developing countries have not been duly
notified. The United States also believes that some of
the EU’s many preferential agreements are inconsistent
with existing WTO requirements.

Competition Policy

At Singapore, Ministers agreed to establish a
working group to—

study issues raised by Members relating to the
interaction between trade and competition
policy, including anti-competitive practices, in
order to identify any areas that may merit
further consideration in the WTO framework. 69

The General Council is to determine after two years
how the work of this body will proceed. The existence
or activity of the Working Party is not to prejudge
whether negotiations will be initiated in the future.
The multilateral trade system contains few formal
links to the distinct area of competition policy, also
known as antitrust policy.’0 Both areas of competition
and trade policy have similar goals of improving
consumer welfare and ensuring economic efficiency
through fair competition among producers. However,
competition authorities increasingly face firms whose
reach extends beyond their jurisdictions and whose
actions abroad may lead to trade frictions over
questions of market access being obstructed,
previously negotiated benefits being undermined, and a
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host of other issues with implications for domestic
consumers. The review of the WTO Agreement on
Trade-Related  Investment  Measures (TRIMs
Agreement)—scheduled as part of the URA before
2000—is in part designed to present the multilateral
trade system with the opportunity to augment the
agreement with complementary provisions addressing
competition policy, among other issues.

As the principal advocate, the EU sought to launch
a WTO work plan on competition at Singapore.’!
Other countries, such as Korea and Japan, made it clear
that such competition work would also need to include
issues related to trade policy such as subsidies and
antidumping.”?> The United States said that—although
it favors development of sound antitrust policies
worldwide—it could only support a much narrower
and “educative” endeavor by the WTO because the
United States believes that the time is not ripe to
launch negotiations on a comprehensive framework of
WTO rules.”3

Investment

At Singapore, WTO Ministers agreed to “establish
a working group to examine the relationship between
trade and investment” on the understanding that the
work “shall not prejudge whether negotiations will be
initiated in the future” and shall be “without prejudice
to work in UNCTAD” and other fora.”* The General
Council is to determine after 2 years how its work
should proceed.

Comprehensive, widely applicable rules designed
to liberalize foreign direct investment (FDI) do not yet
exist; instead, some 1,160 bilateral, regional, and
plurilateral agreements currently govern FDI. During
the Uruguay Round, an expanded WTO role in
investment was created; however, investment coverage
under these provisions is far from complete. Further
consideration of investment provisions is likely by or
before 2000, the scheduled date to review the TRIMs
Agreement as well as to renew negotiations under the
General Agreement on Trade in Services (GATS)
where a number of investment-related provisions are
also found.

WTO members differ on whether and where to
negotiate new international rules on investment. The
United States considers negotiations taking place in the
OECD to conclude a multilateral agreement on
investment by May 1997 as the best chance to obtain a
high-standard investment agreement.”> The United
States took the position at Singapore that it “is satisfied
that the WTO work program on investment will not
endanger the OECD investment negotiations.”76
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Alternatively, some developing country WTO members
would prefer exploring issues concerning trade and
investment in a broader forum such as UNCTAD.”’

Transparency in Government
Procurement

At Singapore, Ministers agreed to—

Establish a working group to conduct a study
on transparency in government procurement
practices, taking into account national policies,
and based on this study, to develop elements for
inclusion in an appropriate agreement.”8

No deadline was set for completion of these tasks.
Technical assistance by the WTO Secretariat will be
available to facilitate participation by less-developed
countries in this work.

In April 1996, the world’s four major trading
powers—the United States, the EU, Japan, and
Canada—agreed “to initiate work on an interim
arrangement on transparency, openness, and due
process in government procurement, which would help
to reduce corruption as an impediment to trade.””® The
goal was to conclude such an agreement by yearend
1997.

The proposal was primarily intended as an interim
step towards broader acceptance of disciplines in an
area heretofore exempted from multilateral WTO rules.
Efforts to broaden participation in the plurilateral WTO
Agreement on Government Procurement (GPA) have
met with limited success, partly because the
agreement’s disciplines are considered too rigorous and
complex by potential signatories.30 At present, the
GPA contains extensive disciplines with respect to
nondiscrimination and transparency, but applies to just
23 WTO members.

The proposal advanced by the United States in
May was for a strictly procedural WTO agreement
intended to ensure transparency, openness, and due
process in government procurement. It was envisaged
that such an agreement would be applicable to all
WTO members and would commit members to
publicize procurement opportunities, set out specific
evaluation and award criteria, and provide an
opportunity to challenge procurement decisions before
an independent review authority. The interim
agreement would apply to both goods and services and
would be subject to the WTO’s dispute settlement
understanding 8! It was made clear that such an
arrangement would not deal with the existing price and
other preferences for national suppliers. Agreeing to
negotiate such an interim agreement would not imply a



commitment to join the GPA, the United States
explained. By the SMC, a considerable degree of
consensus had been attained,®2 such that Ministers
could agree to establish a working group aimed at
developing such an agreement.

Other Issues

In addition, several institutional issues were raised
at  Singapore—accession, WTO goals, WTO
decisionmaking, as well as launching a new round of
multilateral ~ trade  negotiations. Regarding
membership, the ministerial declaration stresses that
applicants for membership—such as China—must
contribute “to completing the accession process by
accepting WTO rules and offering meaningful market
access commitments,” while at the same time Ministers
hoped to bring the 28 present applicants “expeditiously
into the WTO system.”83 Regarding WTO goals, the
Declaration states, “In pursuit of the goal of sustainable
growth and development for the common good, we
envisage a world where trade flows freely,”84 alluding
to comparable goals set out in RTAs such as the
Asia-Pacific Economic Cooperation forum and the
Free Trade Area of the Americas. Neither issue of a
WTO steering committee nor of launching a new round
of multilateral trade negotiations was addressed in the
final declaration, although the idea of launching a
“Millennium Round” is reported to have ‘“received
wide support from developed and developing
countries.”83

WTO Committee Activity

Introduction

The regular review of WTO committee activity
during 1996 took place in the context of the first report
to the ministerial conference since the establishment of
the WTO on January 1, 1995. Rather than limiting the
scope of review to the calendar year, as done under the
previous GATT 1947 system, each committee typically
reported activities from the time of its initial meeting
in mid-1995 through preparation of its report in fall
1996. In general, the committees met roughly three or
four times during this 1995-96 period, adopted
individual rules of procedure and reporting formats for
their committees, and examined the implementation of
their respective agreements. A foremost concern of the
varions committees was the extent to which
notifications—needed to gauge compliance with the
various agreements’ obligations—continued to lag,

sometimes seriously. In general, committees took into
consideration notifications made through October
1996, gauged against an approximate total of 111 WTO
members at that time that were required to submit
notifications (the EU-15 counted as a single member).

General Council86

The General Council functions as the foremost
WTO body overseeing implementation of the Uruguay
Round Agreements (URA) and operation of the WTO
in the absence of a ministerial level conference such as
at Singapore in December 1996. In addition, the
General Council also convenes in the form of the
Dispute Settlement Body (DSB) as well as the Trade
Policy Review Body (TPRB) to carry out the separate
tasks charged to those bodies. The Council for Trade
in Goods, Council for Trade in Services, Council for
Trade-Related Aspects of Intellectual Property Rights
report to the General Council. In addition, several
committees outside of the subsidiary council structure
report directly to the General Council—

e  Committee on Trade and Environment
(reports to the ministerial conference when in
session);

¢  Committee on Trade and Development (plus
its Subcommittee on Least Developed
Countries);

e Committee on Regional Trade Agreements;

e  Committee on Balance of Payments
Restrictions; and

e Committee on Budget, Finance, and
Administration.

During 1996, the council considered the following
administrative matters: the finalization of goods and
services schedules and the protocol of accession for the
United Arab Emirates; the composition of the Textiles
Monitoring Body; reports from the Committee on
Balance of Payments Restrictions and the Committee
on Budget, Finance, and Administration; the
establishment and approval of the rules of procedure
for the Committee on Regional Trade Agreements; and
the establishment of a working party under the
Preshipment Inspection Agreement. In addition, the
council extended waivers concerning implementation
of the Harmonized System (HS); extended waivers
concerning renegotiations of schedules; extended the
time limit for the introduction of HS changes to WTO
schedules of tariff concessions originally set for
January 1, 1996; and extended waivers for preferential
trade arrangements involving developing countries.
The council heard statements from members about
particular issues, as well as considered other issues
such as derestriction of WTO documents; cooperation
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with intergovernmental and nongovernmental organi-
zations as well as their possible observer status; and
staff-related matters such as pensions.

Membership and Accessions

WTO membership reached 128 on December 13,
1996 (table 2-2). In addition, there were another 33
countries in various stages of seeking accession to the
WTO (table 2-3). During 1996, the following 16
countries acceded to the WTO—Qatar, Fiji, Ecuador,

Haiti, St. Kitts and Nevis, Benin, Grenada, United
Arab Emirates, Rwanda, Papua New Guinea, Solomon
Islands, Chad, Gambia, Angola, Bulgaria, and Niger.87

At Singapore, the General Council took action on a
number of further requests for accession. The council
approved the protocol of accession and the report of
the working party for Mongolia and Panama. The
council established WTO working parties (some
transformed from working parties under GATT 1947)
to examine the accession request of Georgia,
Kazakstan, Kyrgyz Republic, Oman, Saudi Arabia,

Table 2-2

WTO Members (128 as of December 13, 1996)

Angola Ghana Nigeria

Antigua and Barbuda Greece Norway

Argentina Grenada Pakistan

Australia Guatemala Papua New Guinea
Austria Guinea Paraguay

Bahrain Guinea Bissau Peru

Bangladesh Guyana Philippines
Barbados Haiti Poland

Belgium Honduras Portugal

Belize Hong Kong Qatar

Benin Hungary Romania

Bolivia Iceland Rwanda
Botswana India Senegal

Brazil indonesia Sierra Leone
Brunei Darussalam Ireland Singapore
Bulgaria Israel Slovak Republic
Burkina Faso italy Slovenia

Burundi Jamaica Solomon Islands
Cameroon Japan South Africa
Canada Kenya Spain

Central African Republic Korea Sri Lanka

Chad Kuwait St. Kitts and Nevis
Chile Lesotho St. Lucia
Colombia Liechtenstein St. Vincent and the
Costa Rica Luxembourg Grenadines
Cote d'lvoire Macau Suriname

Cuba Madagascar Swaziland

Cyprus Malawi Sweden

Czech Repubilic Malaysia Switzerland
Denmark Maldives Tanzania

Djibouti Mali Thailand
Dominica Malta Togo

Dominican Republic Mauritania Trinidad and Tobago
Ecuador Mauritius Tunisia

Egypt Mexico Turkey

El Salvador Morocco Uganda

European Community Mozambique United Arab Emirates
Fiji Myanmar United Kingdom
Finland Namibia United States
France Netherlands Uruguay

Gabon New Zealand Venezuela
Gambia Nicaragua Zambia

Germany Niger Zimbabwe

Note.—WTO membership as of December 13, 1996. Zaire acceded to the WTO on Jan. 1, 1997.
Source: WTO, “Membership of the World Trade Organization,” WT/L/113/Rev.5, Nov. 15, 1996; WTO website at

http://www.wto.org/memtab2_wpf.html.
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Table 2-3

Countries seeking membership through WTO Working Parties on accession (33 as of

December 13, 1996)

Albania Congo Laos
Algeria Croatia Latvia
Armenia Estonia Lithuania
Belarus Georgia Macedonia
Cambodia Jordan Moldova
China Kazakhstan Mongolia
Chinese Taipei Kirgyz Republic Nepal

Oman Ukraine
Panama Vanuatu
Russian Federation Vietnam
Saudi Arabia Uzbekistan
Seychelles Zaire
Sudan

Tonga

Note.—Countries seeking membership as of December 13, 1996. Zaire acceded to the WTO on Jan. 1, 1997.

Source: WTO, “Membership of the World Trade Organization,” WT/L/113/Rev.5, Nov. 15, 1996; WTO website

http://www.wto.org/memtab2_wpf.html.

Seychelles, Tonga, and Vanuatu. The Working Party
on the Accession of China held its first meeting as a
WTO working party on March 22, 1996. China was
invited to revise its current proposals or make new
ones so that new impetus can be given to China’s
accession negotiations and work regarding the several
annexes to its draft accession protocol can advance.38
Since December 1994, work on China’s accession has
been conducted in informal meetings.8

Committee on Regional Trade
Agreements??

The majority of WTO committees had a
counterpart under the GATT 1947 system. In February
1996, however, the WTO established a new
committee—the Committee on Regional Trade
Agreements (CRTA)—to consolidate the many
separate working parties that were previously created
under the GATT to review the formation of regional
trade arrangements for consistency with multilateral
trade rules. The committee held its first meeting May
21-22, 1996, and, at later meetings, considered
procedural matters and adopted a work program.

Regional trade agreements may be notified to one
of three WTO bodies, each on a different basis—

e the Council for Trade in Goods, where
working parties may be established to
examine regional trade agreements
involving goods;?!

¢ the Council for Trade in Services, where
working parties may be established to
examine regional trade agreements
involving services: 92 or

¢ the Committee on Trade and Development,
where working parties may be established
to examine regional trade agreements
involving trade preferences among
developing countries.?3

The work program of the CRTA includes over 30
regional trade agreements that GATT/WTO members
have notified through October 1996 (table 2-4)94
Whereas the vast majority of working parties are
established under the Council for Trade in Goods (or
previously under GATT 1947), one working party has
been established under the Committee on Trade and
Development to examine MERCOSUR (which will use
relevant provisions of both GATT 1994 and the
Enabling Clause in its examination) and two working
parties were established under the Council for Trade in
Services, one to examine trade in services concerning
NAFTA and another concerning the EU enlargement to
15 members.95

In addition to the CRTA’s mandate to examine
individual regional trade agreements for their
consistency with multilateral rules and procedures—
those adopted by the Council for Trade in Goods,
Council for Trade in Services, and Committee for
Trade and Development—the terms of reference for
the CRTA also include consideration of the “systemic
implications” of regional trade agreements for the
multilateral trading system and development of
recommendations to be presented to the General
Council. Discussions on systemic issues have been
intense but as yet remain unresolved, with some
members advocating changes to Article XXIV while
others highlight that the committee’s mandate already
charges it to examine all regional trade agreements—
including those among developing countries even
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Table 2-4
Regional trade agreements notified for
WTO examination

Notifications carried over—
EU Enlargement: Austria Finland Sweden (goods)
NAFTA (goods)
EFTA-Hungary
EFTA-Israel
EFTA-Poland
EU-Czech Republic
EU-Hungary
EU-Poland
EU-Slovak Republic
MERCOSUR: Argentina Brazil Paraguay Uruguay
NAFTA (services)
EU Enlargement: Austria Finland Sweden (services)
EU-Bulgaria
EU-Romania
EU-Estonia
EU-Latvia
EU-Lithuania
EFTA-Bulgaria
EFTA-Romania
EFTA-Slovenia
EU-Turkey

Notifications before June 1996—
Faroe Islands-EU
Faroe Islands-Iceland
Faroe Islands-Norway
Faroe Islands-Switzerland
Slovenia-CEFTA

Notifications after June 1996—
EFTA-Estonia
EFTA-Latvia
EFTA-Lithuania
Romania-Czech Republic
Romania-Slovak Republic
EU (services for EU-12 under the Treaty of Rome)

Source: WTO, “Attachment |— Status of Examination of
Regional Trade Agreements,” Report (1996) of the
Committee on Regional Trade Agreements to the
General Council, WT/REG/2, Nov. 6, 1996, pp. 6-7; and
WTO, “Regional Trade Committee Set to Examine 23
Agreements This Year,” Focus, June-July 1996, No. 10,
p. 10.

if they are not notified under Article XXIV and at
times are not notified at all.9

Dispute Settlement Body?’

Introduction

As of January 7, 1997 the DSB had received 64
requests for consultations dealing with 44 distinct
matters since it began operation in January 1995, with
seven active panels under way.”8 Of the final panel
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reports resulting from consultations, four have been
forwarded to the WTO Appellate Body—on
reformulated gasoline, taxation of alcoholic beverages,
cotton and man-made fiber underwear, and desiccated
coconut. Appointment of members to the Appellate
Body was finalized in November 1995.9° On February
15, 1996, working procedures for the Appellate Body
were circulated and on February 21, 1996, the
Appellate Body received its first case.

Reformulated Gasoline Panel and
Appeal

In April 1995, the WTO established its first dispute
panel to examine a complaint by Venezuela concerning
standards set by the United States for conventional and
reformulated gasoline that Venezuela claimed
discriminated against imports of gasoline. Brazil
joined this dispute in May 1995, and the joint panel
issued its findings in January 1996.100

The panel found that in certain instances the
treatment of gasoline imports under the regulation
issued by the U.S. Environmental Protection Agency
(EPA) was inconsistent with certain provisions of
GATT 1994, notably Article II:4 (National
Treatment), and that this treatment could not be
justified under Article XX (General Exceptions), the
article often used to justify action taken for
environmental purposes that may conflict with
multilateral trade rules.

On February 21, 1996, the United States appealed
the panel findings. On April 29, 1996, the Appellate
Body upheld the findings of the panel report that the
EPA provisions do not comply with WTO rules, but the
Appellate Body did adjust certain reasoning by the
panel related to the conservation of exhaustible natural
resources under Article XX. The Appellate Body
report and the panel report as adjusted were adopted on
May 20, 1996.10!

Alcoholic Beverage Tax Panel and
Appeal

In September 1995, the WTO established a dispute
panel to examine a complaint by Canada, the European
Communities, and the United States that taxes on
certain liquors in Japan discriminated against imported
liquors. A joint panel issued its findings in July 1996,
finding that the Japanese tax system that levied a
substantially lower tax on a domestic alcohol
(“shochu”) than on imported alcohols (such as
whiskey, cognac, or white spirits) was inconsistent
with GATT 1994 Article II:2.



On August 8, 1996, Japan appealed the panel
findings. On October 4, 1996, the Appellate Body
upheld the findings of the panel report that the
Japanese Liquor Tax Law is inconsistent with Article
IO but the Appellate Body did adjust certain legal
reasoning by the panel. The Appellate Body report and
the panel report as adjusted were adopted on
November 1, 1996. On December 24, 1996, the United
States applied for binding arbitration to determine the
reasonable period of time for implementation by Japan
of the recommendations of the Appellate Body.!02

Underwear Panel and Appeal

In March 1996, the WTO established a dispute
panel to examine a complaint by Costa Rica regarding
U.S. restrictions on imports of cotton and man-made
fiber underwear, applied under the transitional
safeguards provision of the WTO Agreement on
Textiles and Clothing (ATC).103 The panel report was
circulated to WTO members on November 8, 1996,
concluding that U.S. action was inconsistent with
Article 6 of the ATC. On November 11, 1996, Costa
Rica filed a notice of appeal concerning the
permissible temporal scope of application of
transitional safeguard action under the ATC.104

Desiccated Coconut Panel and
Appeal

In March 1996, the WTO established a dispute
panel to examine a complaint by the Philippines
concerning countervailing duties on imports of
desiccated coconut imposed by Brazil. 105 The panel
report was circulated to WTO members on October 17,
1996, concluding that the provisions relied on by the
Philippines were inapplicable to the dispute. On
December 16, 1996, the Philippines notified its
decision to appeal against certain issues of law and
legal interpretations of the panel.!06

Active Panels

Panels active at the end of 1996 were examining
the following seven complaints—

¢ India vs. U.S. measures affecting imports
of woven wool shirts and blouses; 107

e Ecuador, Guatemala, Honduras, Mexico,
United States vs. EU regime for the import,
sale, and distribution of bananas;108

e  United States, Canada vs. EU measures
affecting meat and meat products
containing hormones;!%%

e United States vs. Canada’s measures con-
cerning periodicals;!10

e United States vs. Japan’s measures
affecting consumer photographic film and
paper;111

e EU vs. United States’ measures concerning
the Cuban Liberty and Democratic Soli-
darity Act;112 and

e United States vs. India’s patent protection
for pharmaceutical and agricultural chemi-
cal products.!13

Operation of the DSB

The committee report by the DSB included several
initial overall observations on the operation of the DSB
during 1995 and 1996. First, the number of matters
referred to the DSB under the WTO has been
considerably greater than was the case under the
GATT. The major trading partners remain the main
participants, both as complaining and responding
members, but developing country members have made
increasing use of the dispute settlement system under
the WTO. Second, there have been a significant
number of settlements reached under the DSU, not
only as a result of panel decisions but moreover
following consultations that have led to settlements
without formal panel procedures. Third, following a
General Council decision adopted in July 1996,
transparency for the WTO dispute settlement system
has increased in that all WTO documents—including
panel reports unless otherwise specified—are to be
circulated as unrestricted subject to certain
exceptions.114

Trade Policy Review Body!l5

The Trade Policy Review Mechanism (TPRM) was
established provisionally in 1989 as part of the
Montreal mid-term review of progress of the Uruguay
Round and formally established under the WTO as part
of the Uruguay Round Agreements. Reporting to the
General Council, the task of the TPRB is to evaluate
the full range of individual members’ trade policies
and practices and their impact on the functioning of the
multilateral trading system. The TPRB has reviewed
approximately half (57 of 108, counting the EU-15 as
one) the members of the WTO—those accounting for
98 percent of all members’ trade in goods and
services—at least once since 1989. These evaluations
take place on different review cycles—every two years
for the four largest trading countries or entities in
world trade (the “quad” members—Canada, the EU,
Japan, and the United States), every four years for the
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next 16 largest economies, every six years for
remaining WTO members, with a longer interval
envisaged for least developed economies. In 1996,
members agreed to make every second review of the
“quad” members an interim review and, if need be, to
apply greater flexibility in scheduling reviews for all
countries. The TPRB also recognized that greater
efforts may be needed to better integrate the remaining
half of WTO members under the TPRM and thus into
the multilateral trading system.!16

During 1996, the WTO Secretariat reviewed the
following 15 countries as part of the TPRM to assess
these countries’ trade policies for consistency with
WTO multilateral trade rules: Morocco, Venezuela,
Dominican Republic, Czech Republic, Switzerland,
Singapore, Norway, Zambia, Colombia, Korea, New
Zealand, Brazil, United States, Canada, and El
Salvador.

Council on Trade in Goods!”

The Council on Trade in Goods is the largest of the
three subsidiary councils (goods, services, and
intellectual property), overseeing operation of 13
multilateral  trade agreements and their 12
corresponding committees set out below in order of
appearance in the URA. The WTO Agreement on
Preshipment Inspection (PSI) has no committee,
although the Independent Entity called for in the
agreement for purposes of settling PSI disputes became
operational in 1996. In addition, several other bodies
also report to the Council for Trade in Goods, such as
the Working Party on State Trading Enterprises, the
Working Group on Notification Obligations and
Procedures, and regional agreements involving trade in
goods that are notified to the council before being
referred to the Committee on Regional Trade
Agreements.

Committee on Market Access!!8

The committee supervises the implementation of
Uruguay Round concessions relating to tariffs and
nontariff measures, including concessions by acceding
countries, addressing market access issues not covered
by another WTO body. In addition, the committee
covers matters related to the WTO Integrated Data
Base (IDB). Nearly all WTO members use the
Harmonized Commodity Description and Coding
System (HS), a customs nomenclature administered by
the World Customs Organization (WCO). In 1993,
amendments were agreed to the HS that were to take
effect January 1, 1996. A number of countries,
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however, were unable to implement these changes in

time. As a result, in 1996 the committee extended 33

waivers for amendments to the HS through April 1997.

In addition, the committee also extended 11 waivers as

a result of Article XXVIII (Modification of Schedules)
renegotiations that were still outstanding.

Committee on Agriculture!l?

The committee has focused on agricultural market
access commitments, particularly tariff and quota
commitments as well as agricultural safeguards, in its
systematic review of the provisions of the agreement.
This focus has generated a number of questions
concerning tariff rate quotas (TRQs) such as how to
allocate TRQs between countries receiving preferential
and nonpreferential terms, to state trading enterprises,
how to auction off licenses for such TRQs, and similar
questions that may relate to the connection between the
WTO Agreements on Agriculture, Import Licensing,
and Trade-Related Investment Measures. Unlike many
committees, notifications to the Committee on
Agriculture seem to have been satisfactory although at
times incomplete or submitted late. Future issues for
the committee will include export credits to help
prevent the circumvention of export subsidy
commitments as well as preparations for new
agriculture negotiations to be initiated one year before
the end of the 1995-2000 implementation period.

Committee on Sanitary and
Phytosanitary Measures!20

The Committee on Sanitary and Phytosanitary
Measures oversees implementation of the Agreement
on the Application of Sanitary and Phytosanitary
Measures. In 1996, it adopted working procedures and
established lists of national enquiry points to respond
to requests for information regarding sanitary and
phytosanitary (SPS) measures, to be updated regularly.
The committee also established lists of national
notification authorities, those authorities responsible
for notifications concerning sanitary and phytosanitary
measures. The committee began drafting guidelines for
the practical implementation of article 5.5 (Assessment
of Risk and Determination of the Appropriate Level of
Sanitary or Phytosanitary Protection), which aims to
achieve a consistent application of different levels of
SPS protection against risks to human, animal, or plant
life or health without becoming a disguised restriction
on international trade. The committee is also
developing a procedure to monitor harmonization of
SPS measures along the lines of existing international
standards.



Textiles Monitoring Body12!

The Textiles Monitoring Body (TMB) consists of a
chairman and 10 members appointed to oversee the
implementation of the Agreement on Textiles and
Clothing (ATC). The ATC requires notifications
concerning (1) restrictions under the Multifiber
Arrangement (MFA) that were in force at the end of
1994 that were carried over to the ATC (article 2.1), (2)
the first stage integration of textile trade under GATT
1994 rules (articles 2.6 and 2.7), (3) non-MFA
restrictions remaining in place (article 3.1), and (4)
transitional safeguards regarding textile trade (article
6.1).

Only four WTO members (Canada, the EU,
Norway, and the United States) notified MFA
restrictions to be carried over into the ATC. Forty-two
members—most  of those that were so
required—notified the products that they were required
to integrate into GATT 1994 on January 1, 1995, under
terms of the ATC. Twenty-nine countries notified that
they maintained non-MFA restrictions, although a
number of these further elaborated that the measures
notified did not actually restrict trade or were being
phased out. Only seven WTO members renounced
their rights to use the transitional safeguards for textile
trade permitted under the ATC, whereas 51—a
substantial part of the membership—notified their
desire to retain the right to use them. The remaining
half of WTO members have failed so far to notify
whether or not they wish to retain the right to use these
provisions.

In 1996, the Council on Trade in Goods held
discussions about the implementation of the ATC in
which concerns were expressed that the first stage of
integration programs carried out by four importing
members in January 1995 had not been commercially
meaningful. Papers submitted by representatives of
both the exporter camp (such as Brunei, Hong Kong,
India, Indonesia, Korea, Malaysia, Pakistan,
Philippines, Singapore, Thailand) and the importer
camp (such as Canada, EU, Norway, United States)
helped focus discussions. At issue was that virtually
all products integrated during the first stage had never
before been subject to quantitative restrictions, and
further concerns were raised that the second stage
integration in January 1998 may not be any more
commercially meaningful. As a consequence, the
progressive improvement of access to markets and the
smooth transiion from MFA to GATT/WTO
disciplines was being disrupted. Similar complaints
from the exporter camp were made concerning the use
of transitional safeguards permitted under the
agreement in particular the 25 consultation requests

made by the United States in 1995 and 1996 as well as
7 by Brazil. Members responding from the importer
camp indicated that these actions were perfectly
legitimate and consistent with the provisions of the
agreement. Nonetheless, the Singapore Ministerial
Declaration confirmed the commitment of WTO
members to the full and faithful implementation of the
ATC, as well as directing that the use of safeguard
measures under ATC provisions should be as sparing
as possible.122

Committee on Technical Barriers to
Tradel?3

The committee discussed implementation of the
Agreement on Technical Barriers to Trade (TBT)
through one-time and periodic notifications. These
included national laws and regulations concerning
standards (article 15.2); standards bodies required and
those that have volunteered to accept the Code of Good
Practice under Annex 3(c); changes in technical
regulations and conformity assessment procedures;
establishment of national enquiry points to answer
trade-related technical questions about technical
regulations, standards, and assessment procedures; and
standards agreements reached with other countries that
may have significant trade effects. However, by late
October 1996, only 42 WTO members had notified
their laws and only 60 bodies (of an estimated 600 or
more standardizing bodies worldwide) had notified
acceptance of the code. The committee also discussed
environmental labelling programs and measures
(“ecolabelling”), including with the Committee on
Trade and Environment. The issue involved is whether
ecolabelling schemes, in particular criteria based on
nonproduct processes and production methods (PPMs),
are covered under provisions of the TBT Agreement.

Committee on Subsidies and
Countervailing Measures1?4

The committee created an Informal Group of
Experts in 1995 and also established in 1996 a
Permanent Group of Experts. The informal group will
help develop an understanding among members on the
calculation of ad valorem subsidization (Annex IV of
the agreement). The permanent group will help with
advice on prohibited subsidies and related matters
under the agreement. The committee reviewed
available notifications, which are to include full
subsidy notification, subsidies inconsistent with the
agreement, subsidies maintained as part of
transformation into a market economy, nonactionable
subsidies, subsidies linked to privatization programs,
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countervailing duty laws and regulations, and
semiannual reporting of countervailing duty action
taken. The committee also concluded that additional
efforts are needed to submit full and complete notifi-
cations on a timely basis.!25

Committee on Antidumping
Practices126

The committee received and examined notification
of members’ antidumping laws and regulations as well
as antidumping actions taken.!?” The committee also
requested notification of the competent national
authorities involved in initiating antidumping action.
The committee formed an Ad Hoc Group on
Implementation to discuss topics and prepare
recommendations for the committee on issues where
agreement seems possible. The committee also
authorized the chairman to undertake informal
consultations to develop a framework for future
discussions on the issue of anticircumvention,
including the possible scope of the issue and whether
existing mechanisms might not be sufficient. The
committee also concluded that additional efforts are
needed to submit full and complete notifications on a
timely basis.

Committee on Customs
Valuation128

The committee examined notification of national
legislation and adopted the decisions agreed as part of
the URA concerning customs valuation. A large
number (51) of developing country members notified
their delayed application of the agreement permitted
under article 20.1, and the committee recommended to
the Ministers at Singapore that technical assistance for
developing countries be made available to help them
effectively implement the agreement.

Committee on Rules of Originl??

The  committee  officially  launched the
Harmonization Work Program on July 20, 1995, in
conjunction with the Technical Committee on Rules of
Origin (TCRO) established under the auspices of the
World Customs Organization. The program, with
TCRO work scheduled for completion by July 20,
1998, has three phases: (1) the definition of goods
wholly obtained in one country, and of minimal
operations or processes not conferring origin; (2)
substantial transformation, represented by changes in
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tariff classification; and (3) substantial transformation,
as determined by supplementary criteria. The first
phase is largely completed except for two remaining
issues—one, the origin of recovered articles shipped
beyond the boundaries of the consumer country (such
as scrap metal or parts shipped abroad for recovery)
and, two, goods produced on ships or vessels offshore
which leads to the unresolved definition of the term
“country.” Phase two is ongoing, even as work will
soon commence on phase three. The committee
expressed concern over lagging notifications; by
October 1996, about one-half of the members had
notified their nonpreferential and preferential rules of
origin as required.

Committee on Import Licensing!30

The committee received notifications of laws and
regulations pertinent to import licensing. These include
notifications concerning sources where licensing
procedures are published (article 1.4a), responses to the
annual questionnaire on import licensing procedures
(article 7.3), and the conformity of domestic legislation
on licensing with the agreement (article 8.2b).
Twenty-four developing country members have
notified their delayed application of the automatic
licensing provisions (article 2.2) permitted under the
agreement. The committee expressed concern over
lagging notifications. In addition, Guatemala,
Honduras, Mexico, and the United States requested
consultations with the EU in the committee concerning
the EU import regime regarding bananas.

Committee on Trade-Related
Investment Measures!31

Early in 1995, the committee received notification
from members of trade-related investment measures
inconsistent with the agreement, as well as notification
from other members that they have no TRIMs. By fall
1996, roughly 24 countries had notified TRIMs that are
not in conformity with the agreement. The committee
recognized that issues raised concerning these
notifications include their timing and adequacy, the
recent introduction or modification of measures
covered under the agreement, and the consistency of
notified measures with other WTO agreements—such
as the Agriculture Agreement or Subsidies Agreement.
The committee also recognized that a future issue for it
to consider is whether provisions on investment policy
and competition policy should supplement the
agreement.



Committee on Safeguards!32

In 1996, the committee adopted its rules of
procedure and proceeded with its examination of
notifications made. = These notifications include
safeguard laws and regulations (article 12.6);
pre-existing Article XIX measures (article 12.7);
so-called “grey area” measures (articles 11.1 and 12.7);
timetables for elimination or legitimation of such
nonconforming grey area measures (article 11.2);
Initiation or other action concerning safeguard
measures (article 12.1); and required consultations
(article 12.5).

The committee expressed concern over lagging
notifications, observing that only about 60 percent of
members had submitted their safeguards legislation by
October 1996 even though the deadline to do so had
been in March 1995. The very few notifications of
pre-existing Article XIX measures also raised the
question of whether few such measures existed or
whether members have failed to date to notify them. In
late 1995 and again in 1996, the committee reviewed
notifications from Korea, the United States, and
subsequently Brazil, concerning the initiation of
safeguards investigations.

Preshipment Inspection Entity

On May 1, 1996, the independent entity established
by the General Council in December 1995 under the
WTO Agreement on PSI became operational. The
agreement sets out standardized procedures for
preshipment inspections—the practice of employing
specialized private companies to check shipment
details such as price, quantity, and quality of goods
ordered overseas. PSI is currently employed by some
30 developing countries, mainly in Africa, to
compensate for inadequacies in administrative
infrastructure and thus to avoid trade delays and
safeguard national financial interests. The agreement
calls for an independent review procedure to resolve
disputes between an exporter and a PSI agency. The
independent entity (IE) will be jointly administered by
an organization representing PSI agencies—the
International Federation of Inspection Agencies
(IFIA)—and another representing exporters—the
International Chamber of Commerce (ICC). A single
independent trade expert or a three member panel,
selected from the list of experts maintained by the IE
from nominations, will decide a dispute referred to it
by majority vote within eight working days from its
being filed.!33 To date, the IE has received no requests
for an independent review.

Working Party on State Trading
Enterprises!34

The working party was established in early 1995 as
part of the Understanding on the Interpretation of
Article XVII of GATT 1994. Article XVII pertains to
state trading enterprises and the working party is
charged with reviewing notifications on these
enterprises, and with ultimately developing a list of
relationships  between governments and such
enterprises. In 1996, the working party began to review
the new and full notifications received from members.
The working party has received 45 such notifications
since its establishment (counting the EU-15 as one).

Working Group on Notification
Obligations and Procedures!3>

The working group was formed following the
establishment of the WTO to review the notification
obligations and procedures under the agreements in
Annex 1A to the WTO Agreement, the agreements
involving trade in goods. The group sought to
rationalize requirements, avoid duplication, and
improve compliance with notification obligations
because of the important role played by timely and
complete notifications in carrying out the URA,
particularly given the increase in such notifications
resulting from the Round. The working group
concluded that there were 175 notification obligations
or procedures resulting from Annex 1A, falling into
three categories—(1) periodic or regular notifications,
of which there were 26 semiannual, annual, biennial, or
triennial notifications; (2) one-time notifications, to
provide startup information of existing situations at the
entry-into-force of the various URA; and (3) ad hoc
notifications, required when a WTO member takes
certain action. The group concluded that, once the
heavy burden of one-time notifications was met, only a
few areas might warrant actual changes in reporting
requirements so as to avoid duplicative notification—
for example, in the areas involving the WTO
Agriculture Agreement and Subsidies Agreement.
Another conclusion concerned the need for extensive
and focused technical assistance for at least certain
developing country members in order to improve the
rate of compliance with notification obligations for the
URA.

Council for Trade in Services!36

Beginning in 1995 and continuing into 1996, the
Council for Trade in Services discussed and adopted
various rules and procedures, such as for modification
and rectification of national schedules of commitments
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in services and for notifying established contact points
regarding services. In addition, several other bodies
also report to the Council for Trade in Services: the
Committee on Specific Commitments, Committee on
Trade in Financial Services, Group on Basic
Telecommunications,!37 Negotiating Group on
Maritime Transport Services, Working Party on
Professional Services, and Working Party on GATS
Rules.

A number of trade agreements involving services
were notified to the council under GATS article V
(Economic Integration), which were forwarded to the
Committee on Regional Trade Agreements for
examination concerning their consistency with
GATT/WTO trade rules and disciplines. These
notifications included the “Economic Integration
Agreement” submitted by the EU (modifying the
Treaty of Rome regarding services for the EC-12138
prior to enlargement), Australia and New Zealand’s
Closer Economic Relations, and three EU agreements
(so-called Europe agreements) separately with the
Slovak Republic, Hungary, and Poland.

The Committee on Specific Commitments and the
Working Party on GATS Rules are involved with
developing procedures that help administer the GATS
framework agreement, as well as being involved
previously with services negotiations indicated under
the GATS built-in agenda. During 1996, the Group on
Basic Telecommunications, the Negotiating Group on
Maritime Transport Services, and the Working Party on
Professional Services were involved in completing the
extended negotiations originally indicated for
particular service sectors at the December 1993
conclusion of the Uruguay Round.!3?

The Committee on Specific Commitments is
developing procedures to assist with technical aspects
of commitments made in the national schedules on
services. The Working Party on GATS Rules is
considering how to implement the negotiations built
into the GATS. These include Article X (Emergency
Safeguard Measures) negotiations on emergency
safeguard measures in services,!40  Article XIII
(Government Procurement) negotiations on
government procurement in services,!4! and Article
XV  (Subsidies) negotiations on trade-distorting
subsidies in services.!42 The Singapore Ministerial
Declaration noted that more analytical work will be
needed in these three areas of emergency safeguards,
procurement, and subsidies.143
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Financial Services Negotiations

The Committee on Trade in Financial Services was
involved during 1996 in ensuring the adoption of the
Interim Agreement on Financial Services (formally, the
Second Protocol to the GATS), agreed in July 1995.
The interim agreement entered into force September 1,
1996 and will continue through 1997.144 Schedules of
commitments attached to the interim agreement may be
modified or withdrawn during the final 60-day period
of the agreement, starting November 1, 1997, in effect
initiating new negotiations on trade in financial
services. The committee intends to resume discussions
concerning these new negotiations in April 1997.

Movement of Natural Persons
Negotiations

The Agreement on the Movement of Natural
Persons (formally, the Third Protocol to the GATS)
was concluded in July 1995 as part of the extended
service sector negotiations beyond the end of the
Uruguay Round. It was opened for acceptance through
June 30, 1996. The deadline for acceptance was
extended through November 1996, so that several
members could complete their acceptance procedures
(Belgium, Greece, Portugal, Spain, and Switzerland).

Telecommunications Services
Negotiations

The Negotiating Group on Basic Telecom-
munications (NGBT) began deliberations in May 1994
and concluded in April 1996 as part of the extended
negotiations on service sectors following the
conclusion of the Uruguay Round. However, despite
conclusion of the NGBT negotiations on April 30,
1996, participants agreed to further extend the deadline
until February 15, 1997 regarding commitments to be
made under national schedules—negotiations that
continued in the Group on Basic Telecommunications
(GBT).

During 1996, the NGBT endeavored to conclude
the Agreement on Basic Telecommunications Services
(formally, the Fourth Protocol to the GATS), scheduled
to enter into force January 1, 1998. Once in force, the
schedules of commitments on basic telecommuni-
cations services will constitute part of the GATS
schedules in force since January 1, 1995.145 The
protocol agreed in April 1996, along with the
commitments negotiated by February 1997, is open for
acceptance until November 30, 1997.



At the April 1996 conclusion of negotiations, there
were 53 full participants and 24 observers who
submitted 34 schedules of commitments representing
48 governments. These schedules reflected
commitments in the areas of voice telephony; local,
long distance, and international telephone service; data
transmission services, cellular and other mobile
telephone service; private leased circuit services; and
satellite services. Thirty of the 34 schedules embraced
commitments related to procompetitive regulatory
disciplines  involving  competition  safeguards,
interconnection, licensing, and the independence of
regulators. The following section summarizes the
objectives of the basic telecommunications talks,
commitments made by major U.S. trading partners, and
the outcome of the negotiations.

Objectives of the Negotiations

The Ministerial Decision establishing the NGBT
mandated conclusion of negotiations regarding basic
telecommunications services by April 30, 1996.146
However, after the United States indicated that current
offers were not sufficiently trade liberalizing,
participants agreed to extend negotiations further. The
Council for Trade in Services issued on April 30, 1996
the Decision on Commitments in Basic Telecom-
munications  that  established a  one-month
period—from January 15 to February 15,
1997—during which members could improve, modify,
or withdraw their offers and list of MFN exemptions
without penalty. In addition, the Decision replaced the
NGBT with the GBT.

The Ministerial Decision directed members of the
NGBT to negotiate with a view to the “progressive
liberalization of trade in telecommunication transport
networks and services.”!4” The telecommunications
annex to the GATS defines transport networks as the
“telecommunication infrastructure which permits
telecommunications between and among defined
network termination points.”14®  Consequently, the
talks focused not only on basic service provisions, but
on ownership and control of telecommunication
facilities.

During negotiations, the United States endeavored
to obtain a level of openness similar to that of the U.S.
market after passage of the Telecommunications Act of
1996. The Act provides for competition in the local,
long distance, and international calling markets,
through all telecommunication infrastructure (e.g.,
wireline, radio-based, and cable television), and allows
for 100 percent indirect ownership of U.S.
telecommunication firms.149  Specific aspects of the
U.S. approach were to obtain foreign commitments to

market access and national treatment, and foreign
adoption of pro-competitive principles. u.s.
negotiators urged the adoption of a reference paper
tabled in the NGBT setting out pro-competitive
principles, not only to establish agreement on common
regulatory approaches to basic telecommunications,
but to preserve the meaningfulness of commitments on
value-added telecommunication services, which were
scheduled prior to December 1993.150  The
telecommunications annex guarantees access to
infrastructure necessary to provide value-added
services, but does not impose disciplines in areas such
as leased line pricing!>! and interconnection
requirements!52, which significantly affect the
competitive position of value-added service providers.
Pro-competitive principles include:

e safeguards against anti-competitive
practices, including cross-subsidization,
among monopolies or other firms with
market power;

e timely and cost-based interconnection
under non-discriminatory terms, condi-
tions, rates, and quality;

e transparent and  nondiscriminatory
universal service requirements!33 that are
no more burdensome than necessary;

¢ transparent and publicly available licen-
sing criteria and reasons for denial;

¢ independence of regulators and suppliers
of basic telecommunication services; and

e publication of international accounting
rates.

In short, the ultimate objectives of negotiations
over basic telecommunication were to benefit
telecommunication service suppliers by increasing
investment opportunities and establishing competitive
markets abroad; benefit telecommunication consumers,
including multinational corporations, by achieving
lower prices and broader service offerings; and
increase business opportunities for manufacturers of
telecommunication, computer, and aerospace
equipment. 14

Summary of Commitments on Basic
Telecommunications

OECD Member Countries. Although the
European Union and the United States had not
negotiated mutually acceptable offers by the April
1996 extension, they did negotiate such offers by the
fall of 1996. Both scheduled commitments that reflect
recent efforts to deregulate and liberalize their markets
for telecommunication services. The 1996 