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INTRODUCTION

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

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

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

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

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

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






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

Economic Performance of the United States

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

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

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

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

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

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



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

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

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

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

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

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

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



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

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

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

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

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

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

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

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

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

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

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




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

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

Trade Performance of the_United States

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

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

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

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

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

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

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



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

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

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

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

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

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

The value of service exports increased 15.7 percent, from $120.7 billion
in 1980 to $139.7 billion in 1981, whereas the value of service imports
increased 16.4 percent, from $84.6 billion in 1980 to $98.5 billiom in 1981.
Thus, the surplus in services trade increased from $36.1 billion in 1980 to
$41.2 billion in 1981. This was the sixth consecutive annual increase in the
services balance. A sharp increase of receipts from net portfolio investment
more than offset a sizable drop in the return from direct investments. For
the first time in more than 30 years, foreign direct investment in the United
States ($18.6 billion) in 1981 exceeded U.S. direct investment abroad
(47 billiom).






SUMMARY

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

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

Selected Issues in U.S. Trade Agreements Activities

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

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

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

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

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

International Trade Agreements Activities During 1981

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

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

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

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

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

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

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

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

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

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

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

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

Administration of U.S. Trade Laws

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

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



13

CHAPTER 1
SELECTED ISSUES IN TRADE AGREEMENT ACTIVITIES IN 1981
The U.S. Trade Agenda for the 1980's

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

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

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

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

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

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

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

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

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

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

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

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

over the same period.

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

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

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

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

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

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

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