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PREFACE

The annual Operation of the Trade Agreements Program report is
one of the principal means by which the U.S. International Trade Com-
mission provides the U.S. Congress with factual information on trade
policy and its administration. The report also serves as a historical re-
cord of the major trade-related activities of the United States, for use as
a general reference by Government officials and others with an interest
in U.S. trade relations. This report is the 38th in a series to be submit-
ted under section 163(b) of the Trade Act of 1974 and its predecessor
legislation.! The trade agreements program includes “all activities con-
sisting 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 Congres-
sional legislation.2 Among such laws are the Reciprocal Trade Agree-
ments Act of 1934 (which modified the Tariff Act of 1930 and initiated
the trade agreements program), the Trade Expansion Act of 1962, the
Trade Act of 1974, the Trade Agreements Act of 1979, and the Trade
and Tariff Act of 1984.

The report consists of a summary, an overview, five chapters, and
appendices. The overview sketches the economic and international
trade environment within which U.S. trade policy was conducted in
1986. Chapter 1 treats special topics that highlight developments in
trade activities during the year. Chapter 2 is concerned with activities in
the General Agreement on Tariffs and Trade (GATT), the main area of
multilateral trade-agreement activities. Such activities outside the GATT
are reported in chapter 3. Chapter 4 discusses bilateral relations be-
tween the United States and its major trading partners. The administra-
tive actions taken under U.S. laws, including decisions taken on
remedial actions available to U.S. industry and labor, are discussed in
chapter 5. The period covered in the report is calendar year 1986,
although occasionally, to enable the reader to understand developments
more fully, events in early 1987 are also mentioned.

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

2 Executive Order No. 11846, Mar. 27, 1975.
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SUMMARY

SELECTED ISSUES IN TRADE
AGREEMENTS ACTIVITIES IN 1986

The U.S. merchandise trade deficit reached
a historical high of $162.3 billion in 1986. Al-
though tensions with some trading partners
mounted, there were also several encouraging de-
velopments in U.S. multilateral and bilateral rela-
tions during 1986. U.S. trade negotiations
focused on three areas in 1986: the initiation of
the Uruguay Round of trade talks, the opening of
formal negotiations on a United States-Canada
Free Trade Agreement, and the extension of the
Multifiber Arrangement (MFA).

The launching of the Uruguay Round of Mul-
tilateral Trade Negotiations in September 1986
culminated almost a year of intensive negotiating
within the General Agreement on Tariffs and
Trade (GATT) Preparatory Committee. The
agenda for the new round was the result of tough
bargaining and compromising among trading part-
ners since each country had its own “shopping
list” for the talks. The United States strongly
supported the upcoming negotiations and worked
hard to ensure that its five priority issues (agricul-
ture, services, intellectual property rights, invest-
ment measures, and GATT dispute settlement)
were included on the agenda.

The major objectives of the Uruguay Round
are to strengthen existing GATT rules and to ex-
tend coverage to new areas of trade such as serv-
ices. The upcoming negotiations are also
expected to shift attention away from tariff reduc-
tions that have already occurred as a result of ear-
lier multilateral trade negotiations (MTN) to
nontariff measures (NTM’S) that have become
increasing barriers to trade in recent years. Other
subjects that will be included in the negotiations
are tropical products, natural resource-based
products, and textiles and clothing. Negotiators
hope to achieve an agreement on safeguards and
improve the operation of the various codes nego-
tiated during the Tokyo Round.

Another important multilateral action during
1986 was an agreement on July 31 to extend the
MFA for 5 more years. The MFA provides a
framework for the negotiation of bilateral agree-
ments between the major textile importing coun-
tries and the textile exporting countries. After
over a year of negotiations, the United States suc-
cessfully gained the inclusion of three key provi-
sions in the agreement that (1) extend MFA
coverage to previously uncontrolled vegetable fi-
bers and silk blends, (2) increase control over im-
port surges, and (3) permit participants to impose
quotas as an antifraud measure. The U.S. negoti-
ating position was strengthened by the near enact-
ment of more restrictive textile legislation that
would have cut or frozen U.S. textile imports

from major supplier countries. The new accord
contains special provisions for small supplier
countries and new entrants into the market. Spe-
cial consideration is also given to least developed
countries and wool-producing countries.

The administration started negotiations with
the Government of Canada on a free-trade agree-
ment in June 1986. Support for formal negotia-
tions had gained momentum throughout 1985,
following President Reagan’s and Prime Minister
Mulroney’s endorsement of the talks at their
March summit and President Reagan’s subse-
quent notification to Congress on December 10.
During another summit in April 1986, the two
leaders reaffirmed their commitment to liberaliz-
ing bilateral trade. The negotiations formally be-
gan in June. The negotiations first turned to an
identification of issues and negotiating principles
before addressing specific barriers to trade and
investment. Several working groups and fact-
finding groups were established to discuss the
various topics to be covered in the negotiations
such as energy, customs matters, services, and in-
tellectual property rights. In January 1987, the
Commission submitted its advice to the President
on the probable economic effects on U.S. indus-
tries and consumers of establishing duty-free
trade with Canada. The Congressional authority
under which the negotiations are being conducted
ends in early 1988.

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

The GATT is a multilateral agreement,
drafted 40 years ago, that sets forth general rules
of conduct for trade between signatory countries.
The GATT has become both a comprehensive set
of rules governing most aspects of international
trade, and a formal organization and forum for
MTN and the resolution of disputes among the
Contracting Parties. In the Tokyo Round of
1973-79—the seventh round of GATT trade ne-
gotiations—NTM’s were addressed in a set of nine
MTN agreements.

In 1986, in addition to their regular agenda,
GATT committees and working groups wrapped
up activities related to the 1982 Ministerial pro-
gram to provide background for the eighth round
of trade negotiations that were launched in Sep-
tember (the Uruguay Round). The Preparatory
Committee, established in November 1985, coor-
dinated the early negotiations on a draft Ministe-
rial Declaration launching the Uruguay Round.
Other notable events in 1986 included the acces-
sion of two new signatories to the GATT—Hong
Kong and Mexico.

In addition, chapter 2 reports on the regular
activities of the committees and working groups of
the GATT in 1986, notifications and gther ac-
tions taken under GATT articles, and “activities
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under the nine Tokyo Round agreements. Six of
the Tokyo Round agreements establish rules of
conduct governing the use of NTM’s (codes on
subsidies and countervailing duties (CVD’s), gov-
ernment procurement, standards, import licens-
ing procedures, customs valuation, and
antidumping), and three are sectoral agreements
covering trade in civil aircraft, bovine meat, and
dairy products.

TRADE ACTIVITIES OUTSIDE
THE GATT

In 1986, the 24 member nations of the Or-
ganization for Economic Cooperation and Devel-
opment (OECD) continued to consult with one
another and to use the organization as a forum
for the facilitation and coordination of policy on a
broad range of economic issues facing industrial-
ized countries. At the OECD’s April Ministerial-
level meeting, the ministers noted recent more
favorable trends in economic growth, inflation,
interest rates, and oil prices. They identified four
specific levels of cooperative policy initiatives that
could support the trends in OECD growth: mac-
roeconomic policies, structural policies, relations
among developing countries, and trade policy. Of
particular note is the increasing recognition of the
need for a revamping of member countries’ agri-
cultural policies in order to encourage structural
adjustment. The ministers underscored their
1985 commitment to the open multilateral trading
system and the need to resist protectionist pres-
sures. The importance of the ongoing MTN on
international trade in services was highlighted.
Other trade-related activities of the OECD fo-
cused on the implementation of existing work
programs covering such topics as trade in agricul-
ture and high-technology trade.

The United Nations Conference on Trade
and Development (UNCTAD) continued to focus
on commodities trade and the problems of pro-
tectionism and structural adjustment. At the an-
nual review of protectionism and structural
adjustment, members were unable to agree on a
continuing work program, with some members
emphasizing the major conference, UNCTAD
VII, coming up in 1987, as the appropriate venue
for discussion of new initiatives. Consideration of
the preliminary agenda for UNCTAD VII was a
major focus of the year’s work. Given UN-
CTAD'’s responsibilities in the area of trade pref-
erence schemes, the attention of certain
committees was focused on the Generalized Sys-
tem of Preferences (GSP) as well as the Global
System of Trade Preferences, negotiations for the
establishment of which began in 1986. This pref-
erence scheme is envisioned to enhance trade
among developing countries, as a supplement to
existing regional or interregional trade arrange-
ments.

Five international commodity agreements
(coffee, sugar, natural rubber, tin, and cocoa)
contain’ specific price-stabilization mechanisms.
The agreements covering wheat, jute, and tropical
timber were not specifically designed to minimize
price fluctuations. Although the United States is
not a signatory to the international commodity
agreements covering cocoa or tin, it is a signatory
to agreements covering coffee, sugar, wheat, jute,
natural rubber, and tropical timber. In 1986, the
wheat and cocoa agreements were renegotiated.
The new wheat agreement expands the scope and
reporting to include information on other grains.
The tropical timber agreement, which entered
into force provisionally in 1985, established its
permanent organizational headquarters in
Yokohama, Japan. The tin agreement virtually
collapsed in 1986, after trading was suspended in
1985 following the tin council’s announcement
that it could no longer support tin prices at the
agreement’s floor level.

In 1986, GATT members agreed to include
international trade in services on the agenda of
the Uruguay Round of trade negotiations. The
United States has long advocated extending
GATT discipline to services where international
rules are limited or nonexistent. The GATT,
OECD, and UNCTAD also continued to conduct
studies and host important discussions on issues
related to trade in services in 1986. In addition
to multilateral efforts on services trade issues, the
United States is exploring bilateral avenues to
open service markets. In 1986, the United States
continued negotiations with Israel concerning free
trade in several service sectors. Similar discus-
sions with Canada were initiated during the year
as part of the United States-Canada free-trade
negotiations.

DEVELOPMENTS IN MAJOR
U.S. TRADING PARTNERS

The U.S. merchandise trade deficit in 1986
was $162.3 billion, of which $139.3 billion (86
percent) was with the countries under review in
this report: the European Community (EC),
Canada, Japan, Mexico, Taiwan, the Republic of
Korea, and Brazil. The largest bilateral merchan-
dise trade deficit was with Japan ($59.1 billion or
36 percent of the total U.S. merchandise trade
deficit) followed by Canada and the EC ($25.2
billion or 16 percent each). The U.S. merchan-
dise trade deficit with the newly industrialized
countries covered in this report totaled $29.8 bil-
lion, or 18 percent of the total U.S. merchandise
trade deficit in 1986.

During much of 1986 the United States and
the EC were involved in agricultural trade dis-
putes largely related to the accession of Spain and
Portugal into the EC and EC import preferences
for Mediterranean citrus, which appears to be fi-
nally resolved.



Trade relations between the United States
and Canada were characterized by trade disputes
as well as efforts at trade harmonization. Intense
discussions regarding the establishment of a bilat-
eral free-trade area were undertaken during the
year. However, steel and softwood lumber im-
ports and Canada’s licensing system for pharma-
ceuticals were subjects of bilateral disputes during
the year.

U.S.-Japanese trade relations were strained
in 1986 by numerous bilateral trade disputes, set
against the backdrop of another record U.S.
trade deficit. During the course of the year, dis-
cussions were held on both new and continuing
disputes, yielding mixed results. A variety of
market access issues were considered, and export
restraints were extended or initiated for several
Japanese exports to the United States.

Several issues vital to U.S.-Mexican trade
were considered in 1986. Mexico’s accession to
the GATT stands as a major move to benefit not
only bilateral trade, but also Mexico’s trade with
other countries. Protection of intellectual prop-
erty rights in Mexico, Mexico’s foreign invest-
ment policy, and a U.S. tax on imported crude oil
were other notable bilateral issues of 1986.

A variety of U.S.-Taiwan trade issues were
successfully addressed in 1986. In particular,
agreements were reached on disputes regarding
protection of intellectual property rights, customs
valuation, market access, and export restraints.

The United States and the Republic of Korea
settled disputes over the sale of foreign cigarettes,
market access for U.S. insurance companies, and
intellectual property rights protection in Korea.
In addition, Korea agreed to extend quotas on
textile exports to the United States.

During 1986, the United States and Brazil
worked toward expanding market access for U.S.
exports of informatics, and extended the Bilateral
Maritime Agreement for another 3 years.

ADMINISTRATION OF U.S. TRADE
LAWS AND REGULATIONS

In 1986 the U.S. International Trade Com-
mission completed five investigations under a ma-
jor statute safegarding U.S. industries from
import injury (sec. 201 of the Trade Act of
1974). The Commission voted in the negative on
electric shavers and parts thereof, metal castings,
apple juice, and steel fork arms, and in the af-
firmative on wood shakes and shingles. Following
the Commission’s affirmative finding in the
shakes and shingles case, the President imposed
relief in the form of a tariff on imports of red
cedar shingles and shakes for a S-year period.
The tariff amounted to 35 percent ad valorem
during the first 30 months of the time period

which is to be phased down to 20 and 8 percent
ad valorem during the final 30 months of the re-
lief period.

The U.S. Department of Commerce and the
Commission continued to have large caseloads of
antidumping and CVD investigations during the
year. Commerce completed 44 final antidumping
investigations in 1986, a decrease from the 53 fi-
nal investigations completed in 1985. The Com-
mission completed 70 preliminary and 45 final
antidumping investigations. Antidumping duties
were imposed as a result of 29 of these investiga-
tions on a total of 14 products from 13 countries.
The Commission completed 26 preliminary and
12 final CVD investigations. Commerce com-
pleted 24 final CVD investigations. Commerce
imposed CVD’s as a result of 13 of these investi-
gations on a total of 10 products from 9 countries.

The Commission completed 20 investigations
in 1986 under section 337. No violation of the
statute was found in 6 of the 20 investigations
completed. Three investigations resulted in ex-
clusion orders. The remaining 11 investigations
were terminated by the Commission prior to issu-
ance of findings.

In September 1985, the President an-
nounced, among other things, that the admini-
stration would be more aggressive in combatting
the use of unfair trade practices by foreign gov-
ernments through the initiation of more section
301 investigations. Four section 301 investiga-
tions were initiated by the President on his own
motion during 1986. Two private section 301 pe-
titions were filed in 1986, one on Argentine dif-
ferential export taxes affecting soybeans and
soybean products, and one on Canadian bans on
exports of unprocessed herring and salmon.

Changes in the GSP program resulting from
the 1986 annual review became effective on
July 1, 1986. As a result of the 1986 review,
products accounting for $13 billion in 1985 im-
ports were removed from the GSP list under the
statutory competitive-need provision. The value
of GSP imports from advanced beneficiary coun-
tries collectively amounted to $11 billion in 1986.
The leading beneficiaries continued to be Taiwan,
South Korea, Hong Kong, Mexico, Brazil, Israel,
and Singapore.

Duty-free imports entering the United States
under the Caribbean Basin Economic Recovery
Act (CBERA) preferences totaled $690 million in
1986 or 11.4 percent of overall U.S. imports
from the region. This figure compares with
$498 million, or 7.3 percent in 1985. Beef was
the leading product imported under CBERA pro-
visions during 1986. Other major agricultural im-
ports included tobacco, coffee, fruits, and
vegetables. Industrial products included chemi-
cals, electrical articles, and jewelry. xv
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OVERVIEW: THE
INTERNATIONAL ECONOMIC
ENVIRONMENT IN 1986

In 1986, the volume of world merchandise
trade increased by about 3.5 percent. This in-
crease was equal to the expansion of world trade
in 1985, but exceeded by a full percentage point
the average annual growth of world trade thus far
in the 1980’s. In real terms, 1986 growth of
world trade was faster than the 3-percent growth
of the world economy. In terms of value, world
merchandise exports passed the two trillion dollar
mark during the year, reaching an estimated $2.1
trillion, an increase of 10 percent over 1985. In
addition to the larger volume, this 10-percent in-
crease reflected the rapid depreciation of the
U.S. dollar, which is used as the standard of
measurement for international trade develop-
ments.

The geographic patterns of world trade meas-
ured in U.S. dollars changed markedly in 1986,
making the previous imbalances even more pro-
nounced. Among the world’s leading trading
countries, the deficit of the United States and the
surpluses of Japan and the Federal Republic of
Germany set new records. The United States reg-
istered an all-time high deficit for the fifth con-
secutive year. The recordbreaking U.S trade
deficit was largely attributable to an accelerated
influx of foreign goods to the U.S. market; the
volume of imports increased by 13.5 percent in
1986 compared with 5.3 percent in 1985.1

The value of U.S. exports edged up by only 2
percent in 1986, whereas West German and Japa-
nese exports rose sharply (by 32 percent and 19
percent, respectively). As a result, for the first
time since World War 11, the United States lost its
preeminent position as the world’s leading ex-
porter, dropping to second place after West Ger-
many. However, these data were strongly
affected by the rapid depreciation of the U.S.
dollar. The sharp currency shifts taking place
since the fall of 1985 added to the dollar value of
Japan’s and West Germany’s exports and re-
duced the value of their imports. For the United
States, these shifts produced the opposite effect,
making exports cheaper and imports costlier.
The comparative performance of major trading
countries, as described above, is therefore at vari-
ance with a trade picture based on volume calcu-
lations. In volume terms, the 1986 export
performance of the United States compared fa-
vorably with West Germany’s, and even more fa-
vorably with Japan’s. According to the GATT,
the volume of U.S. exports increased in 1986

1 U.S. trade volume data are calculated by the Bureau
of Economic Analysis, Department of Commerce. The
same data are used in GATT statistics.

by 4.1 percent, West Germany’s increased by 1.4
percent, and Japan’s export volume declined by

- 1.3 percent.

Price developments that were unrelated to
the dollar’s slide also shaped 1986 geographic
trade patterns. Conditions in the world market
for primary products remained depressed during
the year: the price of petroleum fell sharply, and
the price of nonfuel commodities continued to
soften. The shrinking cost of these products
played a major role in reducing the import bill of
advanced industrial areas such as Japan and the
EC. For example, 1986 imports of the EC, as
measured in their own accounting unit (ECU),
declined by 17 percent. These significantly
cheaper imports allowed the EC in 1986 to record
their first trade surplus ever.

In contrast, falling oil and mineral prices re-
duced the value of exports from developing coun-
tries, and were a major factor in the swing from a
combined trade surplus position of these coun-
tries in 1985 to a combined deficit in 1986. The
sharp reduction in export earnings also caused
the developing countries’ share in overall world
exports to decline. Notably, the 1986 earnings of
developing countries from primary products were
so depressed that, for the first time, they were
exceeded by revenues generated from manufac-
tured exports. A higher volume of manufactured
exports also contributed to the increased value of
developing countries’ earnings in this sector dur-
ing the year.

On a global scale, the 1986 growth of world
trade in real terms was advanced principally by a
7-percent increase in the volume of mining prod-
ucts exports. In particular, the trade volume of
petroleum and derivatives soared in response to
the sharp fall in the prices of these products. In
contrast, the 3-percent growth of global manufac-
turing exports marked one of the worst perform-
ances in three decades. Sluggish manufactures
trade between the industrial countries, and weak
demand for manufactured products in the oil-pro-
ducing countries and in the severely indebted de-
veloping countries, contributed to the slowdown
in exports of manufactured goods. The volume
of global agricultural trade increased by a modest
1 percent in 1986, continuing a pattern of slow
growth during the 1980’s thus far.

International commitment to resist protec-
tionism was reaffirmed during the year by the
GATT Contracting Parties when they launched
their eighth round of trade negotiations in Sep-
tember. At this meeting in Punta del Este, Uru-
guay, GATT trade ministers called for
strengthening existing GATT rules and expanding
the multilateral trading system to cover major ar-
eas currently not under GATT disciplines such as
services, intellectual property rights, and invest-
ment.

The United States continued to lead efforts
in 1986 to curb protectionist policies wogldwide
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by strengthening the GATT. However, protec-
tionist sentiment continued to mount in the
United States itself as the dollar’s depreciation
failed to bring the expected degree of relief in the
country’s trade situation. Although the 99th
Congress did not pass a comprehensive trade bill,
its activities built momentum towards the trade
legislation currently under consideration by the
100th Congress.
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CHAPTER 1

SELECTED ISSUES IN TRADE
AGREEMENTS ACTIVITIES
IN 1986

INTRODUCTION

This chapter describes three significant trade
developments in 1986: the initiation of the Uru-
guay Round of trade negotiations, extension of
the Multifiber Arrangement (MFA), and progress
in negotiation of a U.S.-Canadian free-trade ar-
rangement.

The Uruguay Round of trade negotiations
will focus on expanding coverage of the GATT to
include new sectors such as services, reducing the
impact of nontariff barriers to trade and increas-
ing overall market access for GATT members.
During 1986, the United States gave priority to
the inclusion of agriculture, services, intellectual
property rights, investment measures, and GATT
dispute settlement on the negotiating agenda.

In another area of multilateral negotiations,
the MFA, which has been in effect since 1974,
was extended for another five years through July
1991. The Protocol extending the MFA expands
the fiber coverage of the MFA, authorizes exten-
sion of unilaterally imposed quotas for a second
year, and addresses such issues as import surges
and fraudulent country-of-origin practices.

Finally, in June 1986, the United States be-
gan formal negotiations on developing a free-
trade agreement (FTA) with the Canadian
Government under “fast track” negotiating
authority from Congress. Plenary negotiating ses-
sions were held to identify specific problem areas
and issues. Working groups were established to
begin substantive negotiations on specific topics.
By year’s end, negotiators were gearing up for a
year of intensive discussions in order to complete
their work before October 3, 1987, the deadline
for the President to notify the Congress of his in-
tention to enter into an agreement and to provide
detailed information on the proposed agreement.

LAUNCHING THE URUGUAY ROUND

A meeting of GATT trade ministers held in
Punta del Este, Uruguay, on September 15-20,
1986, led to the launching of the Uruguay Round
of Multilateral Trade Negotiations (MTN). Fol-
lowing the session, United States Trade Represen-
tative Clayton Yeutter reported that “we achieved
what many thought was impossible—an interna-
tional commitment to resist protectionism,
strengthen existing rules, and expand the multilat-
eral trading system to cover major areas currently
not under effective GATT disciplines.”!

! Testimony of Ambassador Clayton Yeutter before the
House Ways and Means Committee on Sept. 25, 1986.

The resulting Ministerial Declaration con-
tained a standstill and rollback commitment to
curb protectionist actions pending completion of
negotiations.2 It scheduled 4 years of negotia-
tions in which participants are expected to con-
sider proposals to improve the GATT rules,
notably those covering agriculture, safeguards,
dispute settlement, and nontariff measures
(NTM’S). New areas of negotiation on services,
intellectual property rights, and investment were
also included.® For the United States and its
trading partners, the new round may help ease
trade frictions in view of a GATT Secretariat
warning that “continuation of the large current
account deficit in the United States could trigger
a tit-for-tat escalation of protection, leading to a
shrinking of markets worldwide.”4

The decision to launch the new trade round
followed months of discussions in a Preparatory
Committee established by the GATT contracting
parties in November 1985. In its annual report
on international trade, the GATT noted that
“while unusually large trade imbalances in the
world’s three leading trading nations and frequent
and large movements in exchange rates clearly
have added to protectionist pressures, the reluc-
tance of groups of producers to adjust to changes
in comparative advantage remains the primary
challenge to the trading system.” In the perspec-
tive of the GATT Ministerial Session in Punta del
Este,” the report continued, “governments need
to demonstrate the same capacity for major policy
changes in the area of trade as they have in other
areas when the costs of inappropriate economic
policies became too high.”5

Background

The GATT Preparatory Committee began
meeting in January 1986 to solicit proposals for
the negotiating agenda and prepare a draft Minis-
terial Declaration. By June 1986, the date by
which the Committee was to have completed a
draft Ministerial Declaration text, several issues
were still unresolved, including the issue of
whether services would be on the agenda. As a
result, resolution of the final issues was left to the
ministers who were faced with three different
draft texts for a Ministerial Declaration. The fi-
nal text, which was closest to what had been

2 Standstill can be defined as an undertaking by govern-
ments not to introduce new restrictive, or trade distor-
tive, measures that are inconsistent with the General
Agreement. Rollback refers to a phaseout or gradual
elimination of existing inconsistent GATT measures or
their transformation to eliminate the inconsistency. See
GATT Ministerial Session—Background Notes, GATT
Press Release No. 1395, Sept. 10, 1986, pp. 2-3.

3 See full text of the Ministerial Declaration in App. A.
4 GATT, International Trade in 1986 and Current
Prospects, First Assessment by the GATT Secretariat,
Geneva, March 1987, p. 25.

5 GATT, International Trade 1985-86, Geneva.lAlugust
1986, p. 11. -
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labeled the “Group of 48 draft,” resulted from a
compromise effort led by a coalition of developed
and developing countries.!

The Uruguay Round is the eighth round of
negotiations conducted under GATT auspices.
Previous trade rounds held since the GATT’s in-
ception were as follows:

Year
Geneva negotiations .... 1947
Annecy negotiations .... 1949
‘Torquay negotiations 1950-1951
Geneva negotlations .... 1955-1956
Dillon Round ........... 1959-1962
Kennedy Round ........ 1963-1967
Tokyo Round .......... 1973-1979

Twenty-three countries were among the origi-
nal Contracting Parties to the GATT that partici-
pated in the first round of tariff cutting exercises,
the Geneva Round, in 1947. In that round,
45,000 tariff concessions were exchanged, repre-
senting cuts in tariffs on about one-half of world
trade volume at the time.2 For the United States,
the duties were reduced overall by an average of
about 21 percent during this round.® The next
three rounds were relatively low key. During the
Annecy (1949) and Torquay (1950) Rounds, the
GATT was heavily involved with the accession
negotiations for 16 new countries to join the Gen-
eral Agreement. The 1955-56 Geneva negotia-
tions occurred at a time when much attention and
resources were directed toward the formation of
the European Community (EC). After the EC
was established in 1957, the Dillon Round
launched large-scale tariff negotiations related to
the EC’s new common customs tariff (under art.
XXIV:6 on customs unions and free-trade areas).
Concurrently, other GATT members held a mod-
est round of tariff negotiations that yielded about
4,400 tariff concessions.4

Beginning with the Kennedy Round
(1963-67), trade rounds began to adopt a
broader scope in terms of both tariff and non-
tariff coverage. In the Kennedy Round, new
across-the-board tariff negotiating methods were
adopted that resulted in average tariff cuts of

' The draft text (GATT document W-47/Rev. #2) was
formulated by the Group of 48 which included the United
States, the 12 EC countries, Japan, Australia, Austria,
Canada, Switzerland, New Zealand, the 4 Nordic
countries, the 5 Association of Southeast Asian Nations
(ASEAN) countries, Bangladesh, Chile, Colombia,
Cyprus, Ghana, Hong Kong, Jamaica, Korea, Mexico,
Pakistan, Romania, Sri Lanka, Turkey, Uruguay, Zaire,
Hungary, Poland, Kuwait, Senegal, and Trinidad and
Tobago. See Yu, Diane C. and Blum, Charles H.,
“The New GATT Round Preliminary Developments, and
Future Plans: A Report from the Administration,” in
U.S. Trade Law and Policy, Commercial Law and
Practice Course Handbook Series, No. 408, Practicing
Law Institute: 1987, p. 412.

2 GATT Focus, March 1987.

3 Phillipe Lavergne Real, The Political Economy of U.S.
Tariffs, Ph.D. thesis, University of Toronto, 1981.

4 GATT Focus, March 1987.
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35 percent for industrial products staged over 5
years. In addition, negotiations addressed major
NTM'’s for the first time, resulting in the first an-
tidumping code, and an agreement which was not
subsequently implemented to modify U.S. cus-
toms valuation rules. Although trade in agricul-
ture was given particular attention, cuts in tariffs
on agricultural products were not substantial. A
focus on trade problems of developing countries
resulted in formal recognition of a preferential
mechanism in favor of the developing countries
and faster implementation of concessions on
products of interest to them.

In the Tokyo Round, the scope of negotia-
tions broadened still further. Tariff cuts covered
trade valued at US$300 billion, reducing the du-
ties of industrialized countries to a weighted-aver-
age value of about 4.7 percent, compared with
about 35 percent prior to GATT establishment.5
Not only were new codes concluded covering
nontariff measures, but codes were framed to
cover trade in the meat, dairy, and aircraft sec-
tors. Using a tariff cutting formula, the biggest
cuts were generally applied to the highest duties
resulting in a rough harmonization of industrial-
ized countries’ tariff rates.®

The trend toward expanded coverage re-
mains an element of trade negotiations in the
Uruguay Round, with the inclusion of new areas
such as services, intellectual property rights, and
investment. As of December 31, 1986, the
GATT had 92 members whose total merchandise
trade accounted for nearly 85 percent of world
trade in 1984.7 In 1984, U.S. tariff rates were at
an average overall level of 3.7 percent, including
duty-free imports. However, duties on some
products, particularly textiles and wearing ap-
parel, remained much higher. With tariffs of in-
dustrial countries at such low levels, an
across-the-board tariff cutting formula may not be
found to be useful. Emphasis may instead fall on
increasing market access generally and on certain
sectors such as agriculture, in particular, and on
reducing the impact of nontariff barriers to trade.

U.S. Negotiating Priorities

As part of its international economic strat-
egy, the United States has pushed for a new
round since the conclusion of the 1982 Ministe-
rial meeting. Although the United States is con-
cerned about a broad range of topics covered in
the Uruguay Round, in public statements and in
negotiations leading up to the round, U.S. offi-
cials have emphasized five main areas of nego-

s Ibid.

e See Alan Deardorff and Robert Stern, “The Effects of
the Tokyo Round on the Structure of Protection,” in
Robert Baldwin and Anne Krueger, eds., The Structure
and Evolution of Recent U.S. Trade Policy, University
of Chicago Press, 1984, pp. 370-375.

7 GATT, International Trade 1985-86, Geneva, Augtls‘lz
1986, pp. 161-162.



tiating priority. These areas include agriculture,
services, intellectual property rights, investment
measures, and GATT dispute settlement.! In
Congressional testimony prior to the September
Ministerial session, Ambassador Yeutter stated
that the U.S. “stake in a strong and open trading
system . . . is real and actual,” and emphasized
the importance of the U.S. priority issues to the
private sector.2

Reasons behind the focus on these issues re-
flect important U.S. economic and trade trends.
In his May testimony, Yeutter noted, for exam-
ple, that the United States is still the largest ex-
porter of agricultural products with agriculture
accounting for 17 percent of U.S. exports. This
factor made it imperative, he said, “that we bring
agriculture under effective trading rules and disci-
plines, by eliminating import restrictions on agri-
cultural products, treating agricultural export
subsidies no differently than subsidies for indus-
trial products, and eliminating other barriers to
market access.”® In services trade, Yeutter indi-
cated that the sector accounts for about $60 bil-
lion in U.S. exports. He said that the United
States needs “to act now to develop meaningful
rules to discipline government actions that restrict
or distort the movement of services internation-
ally—before protectionism in this sector curtails
our access to foreign markets.”* Intellectual
property rights emerged as an issue because the
U.S. private sector has become increasingly con-
cerned about international piracy in recent years,
particularly in industries such as computer soft-
ware and pharmaceuticals.5 Investment policies
have also caused concern because of their ten-
dency to distort trading patterns.

The United States expended considerable ef-
forts on the five priority issues® that dominated
highly contentious debate throughout the year.
Reaching agreement on agriculture called for
hard bargaining with EC negotiators, who resisted
U.S. pressure in response to “powerful farm
blocs, particularly in France, and the Commun-
ity’s extensive export subsidy policies.”? U.S.

' See, inter alia, Economic Report of the President,
January 1987, pp. 141-145, and Address by Ambassa-
dor Clayton Yeutter before the U.S. Chamber of Com-
merce on Sept. 10, 1986, Department of State Bulletin,
Nov. 1986.

2 “U.S. Objectives in the New Round of Multilateral
Trade Negotiations,” Testimony of Ambassador Clayton
Yeutter before the U.S. Senate Committee on Finance,

May 14, 1986.

3 Ibid.

4 Ibid.

¢ Ibid., p. 409-410.
¢ Ibid., p. 409.

7 Ibid., p. 411.

and “hardline” developing country delegates bat-
tled over the inclusion of “new issues” —services,
intellectual property rights, and investment—on
the agenda.® Services’ inclusion was most strenu-
ously opposed by the Brazilians and Indians who
saw disadvantages to opening up trade in a sector
in which the United States had a distinct lead.®

Investment was the most strongly opposed of
any of the U.S. agenda items. Developing coun-
try reservations stemmed from their “fear that
expanding investment disciplines would interfere
with their national economic development priori-
ties” and relinquish national sovereignty.'® Com-
promises were finally struck on the new issues
that enabled the major parties to conclude that
their concerns were addressed.

Setting the Agenda

Structure of the negotiations

The Ministerial Declaration established a
Trade Negotiations Committee (TNC) that began
meeting before the end of 1986 to initiate its task
of coordinating negotiating activities. The TNC,
chaired by GATT Director General Arthur
Dunkel, is responsible for oversight of every as-
pect of the negotiations. Also formed were a
Group of Negotiations on Goods (GNG), chaired
by Director General Dunkel, and a Group of Ne-
gotiations on Services (GNS), chaired by Ambas-
sador Felipe Jaramilla of Colombia. Both groups
will report to the TNC. By the end of January
1987, the TNC adopted decisions concerning the
standstill and rollback commitment and the struc-
ture of negotiations.

Issue-specific negotiating groups

The GNG also designated the 14 issue-spe-
cific negotiating groups in which national dele-
gates will address the various Uruguay Round
agenda items. The 14 subgroups are scheduled to
begin meetings throughout the spring of 1987.

These negotiating groups that will report to
the GNG and their designated chairmen'' are
listed on the following page:

€ The “hardline” countries, also known as the “group of
10”, consisted of Brazil, India, Nicaragua, Argentina,
Cuba, Egypt, Nigeria, Peru, Tanzania, and Yugoslavia.
® Diane C. Yu and Charles H. Blum, “The New GATT
Round Preliminary Developments, and Future Plans: A
Report from the Administration,” in U.S. Trade Law
and Policy, Commercial Law and Practice Course
Handbook Series, No. 408, Practicing Law Institute:
1987, p. 412.

10 Ibid., p. 411.

1" GATT Press Release No. 1406, Feb. 10, 19873



Ambassador Lindsay Duthie (Australia) ............. Group 1 .... Tariffs
Group 2 .... Nontariff Measures
Group 3 .... Natural Resource-Based Products
Group 4 .... Textiles and Clothing
Aart de Zeeuv (The Netherlands) .................. Group 5 .... Agriculture
Paul L. K. Seong (Malaysia) ...............cccvuutn Group 6 .... Tropical Products
Vice Chair: Ambassador Slaka Coulibaly (lvory Coast)
John M. Weekes (Canada) ..............co0vvnennn Group 7 .... GATT Articles
Vice Chair: Dr. Chulsu Kim (Korea) Group 8 .... MTN Agreements and Arrangements
Ambassador Georges A. Maciel (Brazil) ............ Group 9 .... Safeguards
Michael D. Cartland (HongKong) .................. Group 10 ... Subsidies and Countervailing Measures
Ambassador Lars E.R. Anell (Sweden) ............. Group 11 ... Trade-Related Aspects of Intellectual Property
Rights and Trade in Counterfeit Goods
Ambassador Tomohiko Kobayashi (Japan) .......... Group 12 ... Trade-Related Investment Measures
Ambassador Julio Lacarte-Muro (Uruguay) .......... Group 13 ... Dispute Settlement
Vice Chair: Julius Katz (United States) ............. Group 14 ... Functioning of the GATT System

Standstill and rollback surveillance mechanism

GATT members viewed the development of
protectionism since the end of the 1970’s as ne-
cessitating the adoption of firm standstill and roll-
back commitments that would go beyond simple
efforts by governments to do their best to avoid
introducing or maintaining protectionist meas-
ures.! Standstill commitments are not as impor-
tant today in the area of tariffs, because over 90
percent of the tariffs of most industrialized coun-
tries are already bound as a result of previous tar-
iff negotiations. During the Uruguay Round,
nontariff measures are likely to be the main focus
of standstill and rollback commitments.

Less contentious than some other issues, but
equally important, the strong standstill and roll-
back commitment quelled some developing coun-
tries’ fears that the “moratorium” on protectionist
actions would not be taken seriously by developed
countries. The commitment calls for members to
refrain from taking trade actions inconsistent with
the GATT and to phase out existing GATT-in-
consistent measures. The standstill, in particular,
is also intended “to ensure that, while the nego-
tiations are progressing, no participant will seek to
improve its bargaining position by introducing
new trade restrictive or distorting measures.”2

The TNC has agreed on the means of surveil-
lance to oversee the implementation of this com-
mitment. Under procedures for overseeing the
standstill commitment, a Surveillance Body will
be formed. Participants may bring actions or
measures taken by itself or other members to the
attention of this body through notification to the
GATT Secretariat. Notifications so addressed to
the Surveillance Body will then be circulated to
all participants, along with any comments or other
factual information received. The Surveillance
Body will examine the information and forward a
record of its proceedings to the next meeting of

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

2 Speech delivered by GATT Director General Arthur
Dunkel before the International Chamber of Commerce
in New Delhi, GATT Press Release No. 1407, Feb. 11,
1987, p. 4.
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the TNC.3 Procedures on rollback commitments
will operate in a similar fashion except that con-
sultations concerning a possible rollback commit-
ment will be undertaken by interested parties and
the results reported to the Surveillance Body.4

Negotiating topics
Agriculture

The negotiating objectives of the Agriculture
Group are to achieve greater liberalization of
trade in agriculture through (1) improving market
access, (2) improving the competitive environ-
ment, and (3) minimizing the adverse trade ef-
fects of health and sanitary regulations.
According to the negotiating plan adopted in late
January, the negotiators will seek initially to iden-
tify major problems, drawing upon the work ac-
complished since 1983 in the Committee on
Trade in Agriculture, and gather further informa-
tion on agricultural measures and policies. Also
in the early phase, the group will begin considera-
tion of the basic principles of world agricultural
trade and circulate various participants’ proposals
on how to achieve the negotiating objectives. Ul-
timately, the group plans to negotiate on the
wording of substantive GATT rules intended to
strengthen agricultural coverage, decide on multi-
lateral commitments to be undertaken, and ex-
change concessions, as appropriate.5

Services

The objectives of the GNS are to expand and
liberalize services trade by establishing a multilat-
eral framework of principles and rules and elabo-
rating possible disciplines for individual service
sectors. Only the initial phases of services nego-
tiations were hammered out in the January 1987
meetings. This phase will consist of discussing a
list of elements, which includes definitional and

3 “The Uruguay Round—Decisions of 28 January 1987,”
GATT Press Release No. 1405, Feb. 5, 1987, p. 4.

4 Ibid.

8 See ch. 4 section on the EC for a discussion of 1-4
U.S./EC views on agricultural issues in the Uruguay "~
Round.



statistical issues, broad concepts, existing arrange-
ments, and current practices that are perceived as
barriers.1

Intellectual property rights

The objective of negotiations on intellectual
property rights is to promote effective and ade-
quate protection and to ensure that such protec-
tion is not implemented in ways that may obstruct
legitimate trade. Negotiators will work toward de-
veloping a framework of principles, rules, and
disciplines covering trade in counterfeit goods.2
In the initial negotiating phase, GATT provisions
with possible application to intellectual property
rights will be identified. At the same time, prior
GATT work on trade in counterfeit goods will be
reviewed and other factual information will be
submitted.® Following the review of information
and suggestions, specific texts will be drafted and
tabled by participants, and negotiations on the
texts will begin.

Investment

Of the various investment-related issues origi-
nally suggested by the United States for inclusion
in the Uruguay Round, the resulting topic for ne-
gotiation focuses on trade-related investment
measures (TRIM’s). The group will examine
GATT articles that could apply to trade restrictive
and distorting effects of investment measures and
the means to avoid adverse effects on trade.# In
the first stages, negotiations will identify relevant
GATT articles and define areas of negotiation.
Subsequently, the group will negotiate on propos-
als tabled by participants.5

Dispute settlement

Negotiations on dispute settlement will aim to
“ensure prompt and effective resolution of dis-
putes . . . to improve and strengthen the rules and
procedures of the dispute settlement process.”®
In the initial phase of negotiations, participants in
this group will review submissions that analyze the
functioning of the dispute settlement process and
factual background papers by the Secretariat.
Specific proposals for improvement will be tabled,
and negotiation on the proposals will ensue. In

' For a lengthy discussion of GATT and other multilat-
eral developments in the areas of services trade see

ch. 3. “The Uruguay Round—Decisions of 28 January
198275, ” GATT Press Release No. 1405, Feb. 5, 1987,
p. 25.

2 A code on counterfeit goods, along with one on
safeguards, was one of the “unfinished” codes of the
Tokyo Round. See Operation of the Trade Agreements
Program, 31st Report, 1979, USITC Publication 1121,
June 1980, pp. 56.

2 The GATT Group of 'Experts on Trade in Counterfeit
Goods issued a report (GATT Document No. L/5878)
that will be reviewed by the group.

4 “The Uruguay Round—Decisions of 28 January 1987,
GATT Press Release No. 1405, Feb. 5, 1987, p. 22.
8 Ibid.

¢ Ibid., p. 20.

view of recent difficulties regarding compliance
with adopted findings of GATT dispute settlement
panels,7 it is notable that the negotiations also aim
to develop a mechanism for overseeing and moni-
toring compliance with adopted recommenda-
tions.8

Tariff concessions

Although taking second place to nontariff
concerns for the first time in the history of the
GATT, tariff reductions will nevertheless remain
an important aspect of negotiations. Tariff-cut-
ting exercises, traditionally featured in trade
rounds, have substantially reduced tariff levels
over the last 40 years. Tariff negotiations entail
binding commitments not to impose tariffs above
an agreed level on specific products. At times, an
across-the-board, tariff-cutting formula was used,
with general rules for departures from the for-
mula.

The agreed negotiating objectives for tariffs
call for the reduction or elimination of tariffs. In
the initial phase, participants will submit proposals
on possible tariff-cutting approaches. The neces-
sary statistics and information including tariff
study files and the Harmonized System data bank
will be put in order for use in negotiations. Sub-
sequently, the bilateral phase of negotiations on
individual tariffs will begin.?

Nontariff measures

As tariff levels have fallen, governments have
recognized the impact on trade of nontariff meas-
ures. A look at the issues included in the Minis-
terial Declaration shows that the Uruguay Round
will focus more than previous rounds on reducing
and regulating the use of NTM’s. In negotiations
on nontariff barriers, the central aim, like that in
tariff negotiations, is to liberalize global market
access.

To meet the objectives of the reduction and
elimination of NTM'’s, negotiations will first focus
on examining the issues and completing the data
base.1® Participants in the Nontariff Measures
Group will submit proposals on barriers they want
addressed and possible negotiating techniques
that could apply. Following this phase, negotia-
tors are scheduled to table detailed requests for
bilateral or plurilateral negotiations on specific
measures.’! This facet could consist of tradeoffs

7 For background, see Review of the Effectiveness of
Dispute Settlement Under the GATT and Tokyo Round
Agreements, USITC Publication 1793, December 1985.

e “The Uruguay Round—Decisions of 28 January 1987,"”
GATT Press Release No. 1405, Feb. 5, 1987, p. 20.

® Ibid., p. 9.

10 See section in ch. 2 on Quantitative Restrictions and
Nontariff Measures for information on the data base thus
far developed by that group.

1" “The Uruguay Round—Decisions of 28 January
1987,” GATT Press Release No. 1405, Feb. 5, 1987,
p. 10. 1-5



to eliminate and reduce nontariff barriers mod-
eled after the concession swapping associated with
tariff negotiations.

Other negotiation topics

One of the key concerns of trade
policymakers in the 1980’s has been that trade
liberalization and GATT rules have not benefited
all sectors equally. Such sectors as tropical prod-
ucts, natural resources, and textiles are important
in this regard. Developing countries showed par-
ticular concern about the adequacy of GATT
rules with respect to trade in tropical products.
Developing as well as developed countries (such
as Canada) complained of GATT inattention to
problems of trade in natural resources. In addi-
tion, developing countries insisted on including
textiles and clothing negotiations because of their
concern that these have been too long removed
from direct GATT coverage by the MFA.!

Other rulemaking activities on the new round
agenda include subsidies (closely linked to agri-
culture issues) and safeguards, as well as other
articles of the GATT such as those covering state
trading or balance of payments restrictions.
GATT rules also will be examined with an eye to
the strengthening of the GATT as an institution in
order to enhance its international credibility.

Tropical products.—Negotiations on tropical
products were included on the negotiating agenda
in recognition of the importance of trade in this
sector to developing countries. Negotiators in this
group will first compile background material and
propose techniques for negotiations. After this
phase, tropical products negotiations are slated
for “fast track” treatment as early as possible in
1988.2

Natural resource-based products.—Tariffs,
NTM'’s, and tariff escalation affecting trade in
processed and semiprocessed natural resource
products will be the focus of these negotiations.
Negotiators will first review the work undertaken
since the 1982 Ministerial session by the Working
Party on Natural Resources with a view to devel-
oping the factual basis and techniques to be
used.® Later, requests and offers will be tabled.4

Textiles and clothing.—Textiles and clothing
negotiations are intended to develop a means
to eventually integrate this sector into the GATT.
Initially, the work of various GATT groups re-
sponsible for covering these issues will be

! For information on the operation of the MFA, see chs.
I and IV.

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

p. 11.

3 For information on the Working Party on Natural
Resources, see ch. 2.

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

p. 12.
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reviewed, and existing documentation will be up-
dated. Later, techniques for integrating the sec-
tor more fully into the GATT regime will be
examined.5

GATT articles.—In addition, the rules them-
selves are targeted for improvement. Members
hope that strengthening the rules will help close
the loopholes and stem the evasion of rules that
has troubled trade relations. Work of other nego-
tiating groups covers issues relevant to numerous
articles of the GATT. For this negotiating group,
certain articles have been singled out for particu-
lar attention to improving their effectiveness and
observance. Among such articles are XVII on
state trading enterprises, XXIV on customs un-
ions and free-trade areas, and XXVIII on proce-
dures to use in modifying or withdrawing
concessions.

Negotiations will begin with the preparation
of factual background papers by the GATT Sec-
retariat on various articles and their application.
After these are reviewed, negotiators plan to sub-
mit proposed texts for improving the operation of
the articles.®

Safeguards.’7—Negotiations on safeguards will
be conducted with the intent of arriving at a com-
prehensive agreement. Similar efforts during the
Tokyo Round and as part of the 1982 Ministerial
work program were unsuccessful in this regard.8
Negotiators reportedly envision an agreement that
will reinforce the disciplines of the General
Agreement and elaborate on, among other things,
transparency, criteria for action such as serious
injury, digressivity,® structural adjustment, com-
pensation and retaliation, and means for notifica-
tion, consultation, surveillance, and dispute
settlement. These basic elements have been the
focus of safeguards discussions in the past.10

Participants in the safeguards group plan first
to circulate papers on the various elements and
review previous GATT efforts on safeguards.
Participants will then draw up a draft text and
proceed to negotiate on the text “as expeditiously
as possible.” 11

MTN agreements and arrangements.—One
aspect of negotiations will hinge upon improving

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

€ Ibid., p. 16.

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

® See Operation of the Trade Agreements Program, 31st
Report, 1979, p. 54, and 34th Report, 1982, p. 17.

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

19 See Operation of the Trade Agreements Program, 31st
Report, 1979, p. 54, and 34th Report, 1982, p. 17.

" “The Uruguay Round—Decisions of 28 January ].6
19877. " GATT Press Release No. 1405, Feb. 5, 1987,
p- 17.



the operation of the codes negotiated during the
Tokyo Round. Some of the codes cover NTM’s
such as antidumping, subsidies and countervailing
duties (CVD’s), standards, government procure-
ment, customs valuation, and import licensing.
Three other agreements cover sector trade in bo-
vine meat, dairy products, and civil aircraft.1

The negotiators will start by suggesting im-
provements to the MTN agreements and review-
ing background papers prepared by the
Secretariat. Negotiations on specific texts will fol-
low.2

Subsidies and countervailing measures.—Dis-
tinct from the group on MTN agreements and ar-
rangements, this group will examine the
subsidies-related provisions of the General Agree-
ment as well as the MTN code on subsidies and
countervailing measures in order to improve all
GATT rules and disciplines relating to the meas-
ures. The group’s negotiators will submit propos-
als and examine these proposals together with
other background papers and documentation.
Drafting proposals will then be tabled and negoti-
ated.3

Functioning of the GATT System.—The ob-
jective of this negotiating group is to improve
institutional features of the GATT such as
(1) surveillance and monitoring of trade policies
and practices, (2) the effectiveness of its
decisionmaking, and (3) its relationship with
other international organizations responsible for
monetary and financial affairs. The group plans
to develop texts of understandings or other ar-
rangements relating to these aspects of the func-
tioning of the GATT system.4

Uruguay Round Prospects

The Uruguay Round negotiations were
scheduled for completion in 4 years by the Minis-
ters in Punta del Este. However, the Tokyo
Round, with its work on a number of new non-
tariff barrier and sectoral codes, took 6 years to
complete. Reportedly, U.S. proposals for “fast
tracking” certain issues have not been well re-
ceived by other GATT members who fear their
own priority issues may then be relegated to lesser
status. Further, many of the issues to be covered
have presented serious obstacles to negotiators in
recent years and in previous rounds. One exam-
ple is agriculture, which remained a distant sec-
ond to negotiations on industrial products in
previous .rounds. A dramatic shift in political

' For details on activities of the Tokyo Round codes, see
ch. 2.

2 “The Uruguay Round—Decisions of 28 January 1987,"”
GATT Press Release No. 1405, Feb. 5, 1987, p. 18.

3 Ibid., p. 19.
¢ Ibid., p. 23.

will and climate may be required to alter existing
national agricultural policies. Safeguards is an-
other example. Talks of negotiations on a safe-
guards code have continued intermittently since
the Tokyo Round, yet significant disagreement
still remains on a number of fundamental con-
cepts.5 Finally, although services are included on
the roster of Uruguay Round agenda items, it was
relegated to a separate section (part II) of the
Ministerial Declaration, indicative of a compro-
mise that may conceal the fact that services are
not yet fully accepted by all members as an ap-
propriate or integral area of GATT negotiations.
Discussion of services was until recently consid-
ered a distinct, extra GATT exercise.b

Nevertheless, the initial procedural questions
have been ironed out and the negotiating groups
have set what is considered to be an ambitious
schedule of meetings in the first half of 1987 to
begin fine tuning negotiating procedures and de-
ciding among various specific negotiating propos-
als.

EXTENSION OF THE MULTIFIBER
ARRANGEMENT

On July 31, 1986, negotiators from most ma-
jor textile-importing and textile-exporting coun-
tries agreed to a protocol extending the
Arrangement Regarding International Trade in
Textiles, known as the MFA. Established under
the aegis of the GATT, the MFA is a compact
that provides the framework for the negotiation of
bilateral agreements between importing and ex-
porting countries, or for the unilateral action by
importing countries in the absence of an agree-
ment, to control textile and apparel trade among
its signatories. Specifically, it allows the signato-
ries to establish quantitative limits on textile and
apparel imports to prevent market disruption in
the importing country—restrictions that would
otherwise be a departure from GATT provisions.
All the principal importing and exporting coun-
tries except Taiwan are MFA signatories.

8 Despite universal agreement on the need for a safe-
guards code, wide disagreement persists over whether or
not safeguard measures should be applied selectively and
whether or not grey area measures, such as voluntary
export restraints, should be covered by the proposed
safeguards code. Although discussions continued in
1985, the Contracting Parties only incrementally nar-
rowed their differences on most of these central issues.

¢ The 1982 Ministerial Declaration called for a review of
services trade to be conducted outside official GATT
channels in which interested contracting parties would
informally exchange examinations of problems in various
service sectors. The United States and at least 12 of its
major trading partners participated in the exercise. By
the end of 1984, the Contracting Parties had agreed to
discuss these issues more formally under GATT auspices
and to draw upon the GATT Secretariat for assistance.
The first formal exchange of information on services
took place in February 1985. 1-7
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The protocol of extension, called MFA IV,
expands the fiber coverage of textiles and apparel
to include not only cotton, wool, and manmade
fibers but also previously uncontrolled silk blends
and vegetable fibers. However, it excludes from
quota historically traded textiles such as bags,
sacks, luggage, carpetbacking, mats, and carpets
of fibers such as jute, coir, sisal, abaca, maguey,
and henequen. The Protocol also authorizes ex-
tension of unilaterally imposed quotas for a sec-
ond year, provides for cutbacks in highly
underused quotas and their subsequent reinstate-
ment if needed, and establishes a mechanism for
charging illegally transshipped merchandise to
quotas of the true country of origin.

Origin of the MFA1

World trade in textiles and apparel has been
subject to some form of government control since
the 1950’s,2 when the growth in U.S. imports of
cotton textiles, especially from Japan, generated
pressure in the United States for import re-
straints. Under the then newly enacted Agricul-
tural Act of 1956, the President was authorized,
under section 204,3 to negotiate agreements with
foreign governments to limit their exports of agri-
cultural or textile products to the United States.
Pursuant to this authority, the United States nego-
tiated a S-year voluntary restraint agreement
(VRA) on cotton textile exports from Japan for
the period 1957-61.

However, cotton textile imports from other
countries increased rapidly,4 with the result that
the United States began to seek a more compre-
hensive approach to controlling textile and ap-
parel imports. In May 1961, the President
announced an assistance program for the textile
industry that included calling for a conference of
the principal textile-importing and textile-export-
ing countries to develop an international agree-
ment governing textile trade. In July 1961, a
textile conference was held under GATT auspices
that culminated on July 21, 1961, with the draft-
ing of the Arrangement Regarding International
Trade in Cotton Textiles. The Arrangement con-
sisted of the following three major sections: a
statement of principles and objectives recognizing
the need for cooperative action to facilitate ex-
pansion of world trade without causing disruption
of individual markets; a “short-term arrange-
ment” for the period October 1, 1961-Septem-

' A more detailed history of the MFA and the textile
trade agreements which preceded it may be found in The
History and Current Status of the Multifiber Arrange-
ment, USITC Publication 850, January 1978.

2 Prior to 1941, U.S. and Japanese textile producers
entered into interindustry agreements that limited exports
of some Japanese textile products to the United States.

3 Public Law 84-540, approved May 28, 1956, 70 State.
200, as amended by Public Law 87-488, approved June
19, 1962, 76 State. 104, 7 U.S.C. 1854.

4 U.S. cotton textile imports increased from 492 million
square yards in 1958 to 1.1 billion in 1960.
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ber 30, 1962, which established circumstances
and rules for restricting trade in cotton textiles;
and creation of a Provisional Cotton Textile Com-
mittee to consider “. . . a long-term solution to
the problems in the field of cotton textiles . . .”
The Arrangement was accepted by 16 countries®
that accounted for over 90 percent of the free
world’s trade in cotton textiles.

The Long-Term Arrangement Regarding In-
ternational Trade in Cotton Textiles was con-
cluded in February 1962, and set out the
framework within which  participating countries
could regulate trade in cotton textiles. This
agreement was initially in force for 5 years, but
was extended twice—in 1967 and 1970—and by
1973 had 82 signatories.

During the 1960’s, the use of manmade fi-
bers in textiles increased rapidly, and importing
countries felt the need to control imports of tex-
tiles and apparel of manmade fibers in addition to
those of cotton. Recognizing the need for special
attention to be paid to the difficulties arising out
of international trade in textiles, the GATT
Council, in June 1972, set up a working party on
textiles to conduct a factfinding study of the eco-
nomic, technical, social, and commercial ele-
ments that influence world trade in textiles. In
April 1973, the Council instructed the working
party to identify and examine the problems that
exist in international trade in textiles and to seek
multilateral solutions to these problems. A pro-
gress report submitted in June 1973 to the Coun-
cil served as the basis for the drafting of what is
now the MFA.

The MFA, which entered into force in Janu-
ary 1974, covered trade in most textile products
manufactured from cotton, wool, and manmade
fibers. Article 1 provides the basic objectives of
the MFA which are as follows:

to achieve the expansion of trade, the re-
duction of barriers to such trade and the
progressive liberalization of world trade in
textile products, while at the same time
ensuring the orderly and equitable devel-
opment of this trade and avoidance of dis-
ruptive effects in individual markets and
on individual lines of production on both
importing and exporting countries. In the
case of those countries having small mar-
kets, an exceptionally high level of imports
and a correspondingly low level of domes-
tic production, account should be taken of
the avoidance of damage to those coun-
tries’ minimum viable production of tex-
tiles.

& These countries were Australia, Austria, Canada,
India, Japan, Pakistan, Portugal, Spain, Sweden, the
United Kingdom (also representing Hong Kong), the
United States, and at that time five members of the 1-8
EC—Belgium, France, Germany, Italy, and the Nether-
lands.



In addition, a principal aim of the MFA is “to
further the economic and social development of
developing countries and secure a substantial in-
crease in their export earnings from textile prod-
ucts and to provide scope for a greater share for
them in world trade in these products.”

The MFA was considered to represent a
compromise between the interests of the devel-
oped importing countries and the developing ex-
porting countries. It enabled the importing
countries to apply selective restraints on particular
textile products from particular sources, under
certain prescribed circumstances. The exporting
countries, although generally opposing impedi-
ments to free trade, accepted the MFA, at least
in part, because it appeared to provide assurance
of access to the developed countries’ markets and
to reduce the likelihood of other, less predictable,
forms of trade restrictions.

The MFA, an Exception to the GATT

The MFA'is an exception to the MFN prin-
ciples of the GATT in that it permits import re-
strictions on other than an MFN basis. Under
GATT rules, the United States, or any other sig-
natory country, is required to provide no less fa-
vorable treatment to any one contracting party
than it does to all other contracting parties and
restore the balance of concessions if import re-
strictions are imposed. GATT rules also require a
product-by-product determination that imports
were a cause of serious injury, or the threat
thereof, to the domestic market before import re-
straints can be imposed.

The MFA, however, allows importing coun-
tries to limit imports without having to compen-
sate their trading partners affected by the
restraints. Restraints on imports may be estab-
lished through negotiation of bilateral agreements
under article 4 or through “calls” or requests for
consultations to set limits in cases of market dis-
ruption, whether or not a bilateral agreement ex-
ists, under article 3. If agreement is not reached
following article 3 consultations, a unilateral limit
can be imposed without compensation. Limits
may apply to one or a small number of suppliers,
rather than to all suppliers as required by the
nondiscrimination principle of the GATT.

Structure of the MFA

The MFA set the terms under which coun-
tries can establish controls on international trade
in textiles and apparel, primarily through the ne-
gotiation of bilateral agreements between import-
ing and exporting countries. Articles 2, 3, and 4
are particularly significant, as they address trade
restrictions. Article 2 deals with phasing out of
pre-MFA restrictions. Article 3 covers situations
of actual market disruption by imports from coun-

tries either not covered by existing bilateral agree-
ments or not covered by consultation clauses
under an existing bilateral agreement and pro-
vides that if a mutually agreeable solution is not
found, unilateral restraints may be imposed. Ar-
ticle 4 addresses the circumstances and provisions
necessary for the establishment of bilateral agree-
ments. Under article 4, only bilateral agreements
are recognized under the MFA, and unilateral re-
straints based on the risk of market disruption
would fall outside of the scope of the MFA.

In an effort to ensure fair treatment to the
exporting countries, annex B of the MFA pro-
vides criteria for year-to-year quota growth as well
as percentage standards for flexibility, i.e., shift-
ing quota from one year to another and for in-
creasing the quota for individual categories within
a group of several categories provided that the ag-
gregate limit for the group is not exceeded. In
practice, however, annex B standards are not al-
ways adhered to when the category in question is
considered sensitive by the importing country.
When the MFA was renewed in 1977 and 1981,
the developed countries negotiated the authority
to depart from the provisions of annex B and sub-
sequently entered into some bilateral agreements,
particularly with major suppliers, which provided
for reduced growth and/or flexibility for certain
products and in certain instances precluded all
use of flexibility for import-sensitive categories.

The MFA also created the Textile Surveil-
lance Body (TSB) to supervise the functioning of
the Arrangement. The TSB is composed of a
chairman and eight members chosen from coun-
tries nominated by the GATT Textiles Committee
and appointed by the parties to the Arrangement.
The TSB receives notification of all actions taken
and agreements concluded under the MFA, ex-
amines them for conformity with the MFA, dis-
cusses those in dispute with the principals
concerned, and offers, when appropriate, non-
binding recommendations to the governments in-
volved. It reports at least annually to the GATT
Textiles Committee.

MFA 1 was in effect during 1974-77, and
MFA 1I spanned the period 1978-81. During
MFA 111, 1982-July 1986, trends of reduced em-
ployment and increased import penetration in the
United States continued. U.S. textile and apparel
employment declined from 1.9 million employees
in 1982 to 1.8 million in 1985. Mill consumption
of fibers increased by 18 percent from 9.4 billion
pounds in 1982 to 11.1 billion pounds in 198S.
During the period, however, import penetration
increased significantly from 16.4 percent in 1982
to 23.4 percent in 1985. U.S. imports of cotton,
wool, and manmade-fiber textiles and apparel,
those products then covered by the MFA,
increased from 5.9 billion square yard equivalents
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(SYE)'in 1982 to 10.6 billion SYE in 1985, or by
80 percent. Imports from countries with which
the United States had bilateral agreements in-
creased by 67 percent, from 5.0 billion SYE in
1982 to 8.3 billion SYE in 1985. Apparel imports
increased by 47 percent during the period from
3.4 billion SYE to 5.0 billion SYE; fabric imports
increased by 63 percent to 2.4 billion SYE; yarn
imports increased by 152 percent to 1.3 billion
SYE; and imports of miscellaneous textile prod-
ucts increased by 219 percent to 1.8 billion SYE.

1985-86 Developments in MFA
Negotiations

On July 23, 1985, talks concerning renewal
of the MFA formally began in Geneva. These
negotiations continued for slightly more than a
year and culminated on July 31, 1986, with the
signing of a protocol of extension, continuing the
MFA for an additional S years, or through July
1991. At the start of negotiations, none of the
major participants had submitted official propos-
als but their views regarding renewal were gener-
ally known.

Negotiating positions

A group of 21 developing exporting countries
had held a workshop in Mexico City during April
1985, at the end of which they issued a joint com-
munique.2 In the communique, they called for a
return to “full application of GATT provisions,
with a movement towards trade liberalization.”
Points specifically addressed included application
of unconditional MFN treatment and of the prin-
ciple of comparative advantage; prohibition of
quantitative restrictions, including voluntary ex-
port restraints; and differential and more favor-
able treatment for developing countries.
However, many, particularly the smaller, export-
ing countries recognized that the MFA provided a
certain order and stability to textile and apparel
trade. Without the structure of the MFA, the
dominant, long-established suppliers would have
a definite advantage over new, smaller suppliers,
which in fact benefit from certain clauses of the
MFA that guarantee them access to importing
countries’ markets.

In the United States, the Textile and Apparel
Trade Enforcement Act of 1985 was introduced
in Congress in May 1985. This bill, which in-
itially had 290 cosponsors in the House and 52 in
the Senate, called for strict limits on textile trade
and would have resulted in reductions in import
levels from the major suppliers. The President
vetoed the bill in December 1985; however, he

' Square yard equivalents (SYE's) is the standard unit of
measurement for all textiles and apparel products and is
used in the administration of the U.S. textile trade
agreements program. In this system, 1 dozen woven
shirts equals 24 SYE, 1 pound of cotton yarn converts

to 4.6 SYE, and so forth.

2 Textile Asia, August 1985, p. 22.
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stated that he was directing the United States
Trade Representative to “most aggressively
renegotiate the MFA on terms no less favorable
than present.” The threat of an override of the
President’s veto by Congress helped strengthen
the U.S. position in the MFA negotiations. The
EC was concerned the bill’s enactment could re-
sult in diversion of shipments from the affected
exporting countries to its market.2 The develop-
ing countries, particularly major suppliers to the
U.S. market, did not want stricter limits or cut-
backs affecting their shipments to the United
States. All countries were faced with the prospect
that enactment of the bill could cause a total
breakdown of the MFA.

The European Commission had expressed its
belief that the EC should aim at liberalizing trade
in textiles and apparel. As negotiations began,
the EC also stated its belief that moves toward
liberalization should be made within the frame-
work of the MFA .4 The EC, with support from
the United States, expressed concern that the im-
portance of promoting growth in exports from
small suppliers and new entrants be addressed in
MFA 1V and, as a result, MFA IV allows restric-
tions on imports from least developed countries to
be “significantly more favorable” than those ap-
plied to other sources. Both the EC and the
United States wanted more explicit provisions for
dealing with circumvention of the MFA through
transshipment and fraud.

The Canadian Textile Institute had urged its
Government to support renewal of the MFA past
July 1986 and to include coverage of such fibers
as silk, ramie, and linen.5

July 31, 1986,. extension of the MFA

On July 31, 1986, after over a year of inten-
sive negotiations, the parties to the MFA agreed
to a protocol extending the MFA for a period of
S years or until July 31, 1991. An integral part of
the protocol was the Conclusions of the Textiles
Committee, which establishes guidelines for cer-
tain procedures and policies to be followed by
participants in regulating their trade in textiles
and apparel. The provisions of these conclusions
form the basis of MFA IV and differentiate it
from the initial MFA and the two previous proto-
cols of extension.

The participants stressed the importance of
liberalizing trade in textiles and apparel and that
the final objective is the application of GATT
rules to textile and apparel trade.® However, this
issue is not more specifically addressed; neither a
timeframe for a phaseout is mentioned, nor is an
extension of the MFA beyond July 1991 pre-
cluded. The participants agreed to give full and

s Ibid., p. 26.
+ Ibid.
s Ibid., p. 22. 1-10

¢ “Protocol Extending the Arrangement Regarding
International Trade in Textiles,” 31 July 1986.



due consideration to all factors related to market
disruption or the threat thereof in requests for ac-
tion under article 3 of the MFA.

The Committee confirmed that participants
could agree to any mutually acceptable solution to
the growth and flexibility provisions of the MFA,
but that in no case should such growth and flexi-
bility be negative. They reaffirmed their commit-
ment to article 6 of the MFA concerning
restraints on exports of new entrants and small
suppliers and they established guidelines in this
regard permitting restrictions on imports from
least developed countries to be “significantly
more favorable” than restraints on imports from
other sources. They also agreed to give special
regard to the needs of those wool-producing de-
veloping countries whose economy and textile
and apparel trade are highly dependent on the
wool sector.!

An antifraud provision was adopted to ad-
dress the concerns of the EC and the United
States relating to false declarations of country of
origin and of quantity and type of products. Un-
der this provision, participants agreed that adjust-
ments in charges to quotas as a result of
circumvention involving false country of origin
under Article 8 would be decided through consul-
tations between the countries concerned, that the
exporting countries must cooperate and exchange
available information and documentation, and
that the inability to reach a mutually satisfactory
solution would be referred to the TSB. The
TSB’s powers were expanded to include broader
authority to interpret the MFA. Provision also
was made to allow for an increase in membership
of the TSB..

Largely at the insistence of the United States
and Canada, MFA IV provided for invocation of
articles 3 and 4 on imports of textiles of the previ-
ously uncontrolled vegetable fibers, particularly
linen and ramie, and silk blends. The importing
country must demonstrate that such imports are
directly competitive with domestically produced
products of cotton, wool, or manmade fibers and
are causing or threatening to cause market disrup-
tion. However, the conclusions stipulate that re-
straints will not be applied to historically traded
textile products of jute, coir, sisal, abaca, ma-
guey, and henequen. This expansion of the fibers
covered by the MFA was strongly opposed by
China and India. China is the world’s largest pro-
ducer of ramie fiber and silk and has significantly
increased its exports of ramie and silk products
since 1983. India, a leading producer of jute, has
been conducting research on methods of process-
ing this fiber to make it more acceptable for use
in apparel.

MFA 1V permits importing countries that
have imposed quotas under article 3 to continue
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