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PREFACE

The annual Year in Trade, Operation of the Trade Agreements Program report is one of the
principal means by which the U.S. International Trade Commission (USITC) provides the U.S.
Congress with factual information on trade policy and its administration. The report also serves as an
historical record 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 45thin a
series submitted under section 163(b) of the Trade Act of 1974 and its predecessor legislation.! The
trade agreements program includes “all activities consisting of, or related to, the administration of
international agreements which primarily concern trade and which are concluded pursuant to the
authority vested in the President by the Constitution” and congressional legislation.2

The report consists of an introduction, five chapters, a statistical appendix, and an index. The
introduction provides an overview of international trade activities and economic conditions in major
areas of the world. Chapter 1 focuses on activities in the General Agreement on Tariffs and Trade, the
main forum of multilateral trade agreement activities. In this year’s edition of The Year in Trade, the
conclusion of the Uruguay Round of trade negotiations is reviewed. The North American Free Trade
Agreement (NAFTA) and economic developments in the Asian-Pacific region are discussed in
Chapter 2. Activities related to trade in other multilateral and regional fora are reported in Chapter 3.
Chapter 4 discusses bilateral relations between the United States and its major trading partners.
Administrative actions taken under U.S. laws, including decisions taken on remedial actions available
to U.S. industry and labor, are discussed in chapter 5. Although the report primarily covers those
events that occurred during calendar year 1993, a discussion of some 1994 developments is included
when such coverage is essential to providing a full understanding of the topic.

1 Section 163(b) of the Trade Act of 1974 (Public Law 93-168, 88 Stat. 1978) directs that “the International
Trade Commission shall submit to the Congress, at least once a year, a factual report on the operations of the trade
agreements program.”

2 Executive Order No. 11846, Mar. 27, 1975.
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INTRODUCTION
Trade Policy in 1993

The year 1993 marked the successful conclusion of
major multilateral and regional trade initiatives — the
Uruguay Round of trade negotiations and passage of
implementing legislation for the North American
Free-Trade Agreement (NAFTA). Bilateral disputes
over agricultural issues, intellectual property rights,
GATT membership and other sectoral issues continued
between the United States and its major trading
partners.

In a speech at American University in February
1993, President Clinton laid down his five economic
goals: increase investment and reduce the budget
deficit; make trade a priority element of national
" security; improve coordination with other major
economies to promote global economic growth;
promote the steady expansion of growth in the
developing world; and encourage market reform in
Russia and the former Soviet Union.! These goals
were intended to complement the President’s domestic
strategy of creating high-wage jobs and improving
productivity.2 Based on these goals, the stage was set
for numerous domestic and foreign policy initiatives.
On international trade and economic matters, Congress
voted aid to Russia and lifted sanctions on exports to
South Africa. Congressional committees considered
the National Competitiveness Act and the Fair Trade in
Financial Services Act.

Multilateral and bilateral trade activities took place
within the context of slow, but improving economic
growth in the United States and of sluggish growth in
the other G-7 (seven major industrialized) countries.
Japan and Germany, the world’s second and third
largest economies, both experienced recessions. Latin
America exhibited sluggish growth while output
declined in Eastern Europe and the former Soviet
Union. The Asian countries, especially the newly
industrialized economies (NIEs) and China, however,
experienced strong economic growth.

World merchandise trade volume increased by 2.6
percent compared with 4.5 percent in 1992, and trade
in services also showed an increase. The United States
was the largest merchandise exporter, with Germany
and Japan following. The United States merchandise

trade deficit increased to $136 billion in 1993, from
$100 billion in 1992. U.S. trade performance with
China, the European Union (EU), Canada, Germany,
the NIEs, and Japan declined.

Political developments in several countries,
involving the displacement of ruling parties in, most
notably, Canada, Japan, Italy, and France had
implications for international trade relations. Some
countries loosened their export control regimes,
following the end of the Cold War. Meanwhile, the
United Nations faced new challenges, some involving
decisionmaking on such trade-related issues as the
imposition of a ban on oil and arms shipments to Haiti
in June 1993. Amidst these economic and political
developments, major multilateral, regional and bilateral
trade activities were taking place, as described below.

Multilateral

The capstone for international trade in 1993 was
the successful conclusion of the 7-year Uruguay Round
negotiations under the GATT on December 15. The
negotiations involved representatives from 117
countries accounting for 85 percent of world trade. The
Uruguay Round spanned the terms of three U.S. Trade
Representatives — Clayton Yeutter, Carla Hills, and
Mickey Kantor. In addition to merchandise trade, the
negotiations extended GATT disciplines to a number of
areas not previously covered, including textiles, trade
in services, investment, and intellectual property rights.
The major achievements of the Uruguay Round are
described in chapter 1 of this report.

The negotiations had been launched in September
1986 in Punta Del Este, Uruguay and were originally
scheduled for completion in 1990. However, by
December 1988, the time of the midterm review in
Montreal, Canada, disagreements remained in
agriculture and in 3 other important areas, while broad
agreements to continue talking were reached in
11 areas. At the December 1990 Ministerial in
Brussels, Belgium, GATT Director General Arthur
Dunkel outlined a draft text of the agreement that

XV



Figure A

Selected Trade Events, 1993

JANUARY

Jan. 1 European Union (EU) formally establishes a single frontier-free internal market.

Jan. 21 The Senate confirms Mickey Kantor as the new United States Trade Representative.

Jan. 27 The Commerce Department’s International Trade Administration imposes provisional
dumping duties on steel imports from 19 countries.

FEBRUARY

Feb. 5 President Clinton reiterates his support for the North American Free Trade
Agreement, but calls for strengthening labor and environmental provisions.

Feb. 17 In a speech at American University, President Clinton expresses his intention to focus
on “fair trade” in international markets as part of a national economic strategy to
expand trade and improve American competitiveness.

MARCH

Mar. 11 Thirty-seven nations representing both developed and third world economies appeal
in writing to the U.S, EU and Japan to bring Uruguay Round to an early conclusion.

Mar. 17 Talks on China’s accession to the GATT end without decision—membership predicted
to be at least a year away.

Mar. 27 The European Union and the European Free Trade Area countries sign an additional
protocol, paving the way for the implementation of the treaty that would establish the
European Economic Area on Jan. 1, 1994.

Mar. 31 The Office of U.S. Trade Representative releases its eighth annual inventory of
foreign barriers to U.S. trade and investment.

APRIL

Apr. 4 President Clinton promises $1.6 billion package of U.S. aid to support Russian
reform, pledges to push for Russian GATT membership.

Apr. 14 G-7 finance and foreign affairs leaders meet in Tokyo to discuss, inter alia, aid to
Russia.

President Clinton designates Ecuador for benefits under the Andean Trade
Preference Act (ATPA).

Apr. 15 GATT members meet to discuss possible membership for Taiwan, the world’s 16th
largest exporter. :

Apr. 16 President Clinton and Japanese Prime Minister Miyazawa agree in principle on the
need to create a “new framework” to address economic tensions between the two
countries.

Apr. 23 The United States and China conclude talks on implementation of bilateral market
access pact.

Apr. 26 U.S. imposes tighter trade sanctions on Yugoslavia in an effort to stop the fighting
there.

Apr. 27 The Clinton administration submits legislation to Congress to extend for 15 months
the GSP program and extends fast track negotiating authority for 120 days.

Apr. 30 USTR identifies Japan and the EU as countries discriminating against U.S. products

xvi

and services in public procurement under Title VIl of the Omnibus Trade, and
Competitiveness Act of 1988, beginning a 60-day consuitation process.



Figure A—Continued

Selected Trade Events, 1993

MAY

May 13 French Prime Minister Balladur announces that France will seek to reopen
negotiations in the Uruguay Round on agriculture and services.

May 14 Quad ministers meet in Canada to discuss Uruguay Round; progress announced.

May 27 The Canadian House of Commons passes NAFTA legislation.

May 28 Clinton extends MFN status to China for 1 year; 1994 renewal is linked to human
rights progress.

JUNE

June 4 U.S. and Russia sign agreement for $700 million in U.S. farm aid.

GATT sets up panel to investigate EC charges that the U.S. erred in imposing
countervailing duties on steel imports.

June 8 EU council approves oilseed accord with United States after France lifts its
opposition.

EU foreign ministers agree to impose counter-sanctions against U.S. in dispute over
public procurement in telecommunications.

June 9 MERCOSUR members change policy, announce free trade zone (not common
market) to be established by Jan. 1, 1995; negotiations on Mexican membership
scheduled.

June 16 The UN Security Council votes to impose a worldwide ban on oil and arms shipments
to Haiti.

June 22 The U.S. House of Representatives votes to extend fast track negotiating authority
until December 15, the target for conclusion of the Uruguay Round.

JULY

July 4 The United States GSP program expires.

July 10 The United States and Japan announce a framework agreement for future trade and
economic negotiations.

July 15 Uruguay Round talks resume following Quad agreement on market access.

July 16 Producers and consumers reach agreement on a global cocoa pact.

July 27 The USITC votes on the final antidumping and countervailing duty cases involving
flat-rolled steel.

AUGUST

Aug. 1-2 EU finance ministers and central bankers expand bands of the European Exchange
Rate Mechanism to 15 percent in the face of intense market pressures.

Aug. 5 The United States and Canada reach agreement on access for U.S. beer sold in
Ontario market.

Aug. 10 President Clinton signs into law a budget reconciliation bill that extends the U.S. GSP
program (retroactively from July 4, 1993) to Sept. 30, 1994.

Aug. 12 President Clinton designates Peru for ATPA benefits.

Aug. 13 The United States, Canada and Mexico announce agreement on labor and
environmental side pacts to NAFTA.

Aug. 27 The United Nations Security Council votes unanimously to lift economic sanctions

against Haiti.
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Figure A—Continued

Selected Trade Events, 1993

SEPTEMBER

Sept. 24 Nine members of the Commonwealth of Independent States agree to form new
economic union.

OCTOBER

Oct. 22 Canada applies for a binational dispute settlement panel under the U.S.-Canada FTA
on the issue of subsidized wheat sales to Mexico by the United States under the
export enhancement program.

Oct. 29 USTR calls on Arab countries to end their long-standing boycott of Israel and U.S.
firms there.

NOVEMBER

Nov. 1 With the entry into force of the Treaty on European Union, also known as the
Maastricht Treaty, the EC is renamed the “European Union.”

Nov. 5 The United States and its Cocom allies agree to speed up the licensing process for
high-tech exports to Russia and Kazakhastan.

Nov. 17 U.S. House of Representatives passes the NAFTA implementation legislation after a
lengthy debate.

Nov. 17-19 The Asia-Pacific Economic Cooperation (APEC) ministerial meeting is held in Seattle,
Washington; ministers adopt a strong statement in favor of successfully concluding
the Uruguay Round.

Nov. 20 The U.S. Senate passes the NAFTA implementation legislation; Senate also passes
legislation to repeal remaining U.S. sanctions against South Africa and promote
bilateral investment and trade there.

DECEMBER

Dec. 1 President Clinton meets with the leaders of 7 Central American countries and
promises to launch an investigation shortly thereafter on the possibility of expanding
NAFTA elsewhere in the hemisphere.

Dec. 8 President Clinton signs the NAFTA Implementing Act into law, effective January 1,
1994.

Dec. 10 European Council endorses the recommendations presented in the EU Commission’s
White Paper on growth, competitiveness, and employment.

Dec. 14 Japan announces it will lift its 30-year ban on rice imports.

Dec. 15 The 117 members of GATT approve text of trade agreement, concluding seven years

of talks under the Uruguay Round.

became the basis for negotiations during the final
stretch of the talks. Progress in the negotiations moved
relatively slowly until the United States and the EU
reached an agreement on agriculture known as the
Blair House accord. This action set the stage for the
Clinton administration to take over negotiations in
1993.

Prospects for success in the Uruguay Round
negotiations appeared dim until the middle of the year,
when differences among EU members over agriculture

Xviii

were finally settled. In July, the leading industrialized
countries announced an agreement on a broad package
that eliminated or sharply reduced tariffs in a number
of key sectors. One of the key events that may have
provided a spur to the negotiations was the passage of
the NAFTA implementing legislation by the U.S.
Congress in November. During the same week that
Congress passed the NAFTA legislation, countries
participating in the Asia-Pacific Economic Cooperation
(APEC) Ministerial announced additional Uruguay



Round market access commitments. Intensive
negotiations and the intervention of world leaders at
critical points during the year helped to bring the
negotiations to a close by yearend. In December, after
almost constant negotiations, an agreement was finally
reached on December 14, only hours before the
deadline on U.S. fast-track negotiating authority was
set to expire. The last-minute negotiations were aimed
at addressing U.S. concerns over antidumping and
subsidy provisions and gaining the EU and Asian
countries’ clear commitment to  agricultural
liberalization. Differences over maritime, financial
services, and film and television rights remained
unresolved and were left for future negotiations.

The final text of the Uruguay Round agreement
calls for the establishment of the World Trade
Organization (WTO). The WTO is expected to go into
operation in 1995 as a successor to the GATT
Secretariat and to facilitate implementation of new or
more effective rules in several areas, including dispute
settlement, antidumping, safeguards, standards, and
agriculture. With the completion of the round,
suggestions for another multilateral round of
negotiations began circulating. Regarding future GATT
work, President Clinton indicated that he hoped that
the trading system would address the issues of
competition policy, labor standards, and environmental
protection.

Not all of the GATT’s attention was focused on the
Uruguay Round in 1993. The GATT Council continued
to meet (eight times in 1993) to consider such issues
such as applications for accession or observer status. A
number of working parties were established to review
accession applications and free-trade agreements,
including NAFTA, and to consider procedural issues.

Regional

The highlight of regional trade activities during
1993 was the passage of NAFTA implementing
legislation. Other important regional events included
the first meeting of APEC leaders, further integration
and moves toward enlargement in the EU, and the
initiation of the Central European Free-Trade
Agreement (CEFTA), in Central Europe. These and
other regional trade activities are summarized below.

North America

Second only in importance to the completion of the
Uruguay Round negotiations was the signing of the
NAFTA implementing legislation by President Clinton
on December 8, 1993. Following a year of intense

public debate, NAFTA implementing legislation was
approved by both Houses of the U.S. Congress in
November. The Mexican and Canadian legislatures
also enacted implementation measures in the fall, and
the NAFTA entered into force on January 1, 1994. The
agreement provides for the elimination of most tariffs
and nontariff barriers to qualifying goods during a
transition period, the liberalization of trade in services
and rules for investment, and the strengthened
protection of intellectual property rights. It also
provides for a dispute settlement mechanism, including
independent binational panels that are modeled after
those of the U.S.-Canada Free-Trade Agreement
(CFTA) to review final antidumping and
countervailing duty determinations.

As promised by President Clinton in the course of
the 1992 U.S. Presidential campaign, the United States
sought the negotiation of supplemental accords to
address environmental and labor concerns. These
supplemental agreements were concluded in August.
Trilateral negotiations on the environmental and
supplemental agreements to NAFTA began in March
and concluded in mid-August. The side agreement on
environment commits the three NAFTA signatories to
ensuring environmental protection and promoting
sustainable development in implementing NAFTA. The
agreement on labor requires the parties to pursue
cooperation on labor issues, including worker safety
and health, child labor, labor law and workers rights.
Each agreement will be overseen by a commission to
encourage compliance and evaluate the effectiveness of
enforcement in each country. NAFTA’s implementation
will be overseen by the NAFTA Trade Commission,
which will have oversight of a variety of committees
and working groups.

Asia

During 1993, the United States also focused its
attention on Asia and the Pacific Rim — not only
because of the growing attractiveness of markets in the
region to U.S. exporters, but also in an effort to give
the Uruguay Round negotiations a push toward
conclusion. In a July speech, President Clinton
described his vision for U.S. relations with the region.
He invited leaders of APEC to meet, for the first time
ever, at the November Ministerial to be hosted by the
United States. At the Ministerial, the APEC leaders
improved upon earlier market access offers and
endorsed a strong statement of support for concluding
the Uruguay Round negotiations by the December 15
deadline. APEC members hoped to provide impetus for
other countries, especially for the EU, to improve their
offers at the table in Geneva. Membership in APEC
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was broadened to include Mexico and Papua New
Guinea; Chile was slated to join the organization at the
1994 Ministerial.

While the Asian Pacific countries were taking
actions within APEC; the members of the Association
of Southeast Asian Nations (ASEAN) were attempting
to move forward their year-old ASEAN Free Trade
Area (AFTA) agreement. The organization agreed to
increase the number of items subject to tariff
reductions beginning on January 1, 1994. Until that
time, tariff-cutting actions by members had been
occurring very slowly, and ASEAN countries had
exempted many product categories. Economic issues in
ASEAN were somewhat overshadowed by efforts to
establish a new regional security mechanism. In
response to the end of the Cold War and to shifts in
security concerns, ASEAN initiated a formal ASEAN
Regional Forum to discuss political and security issues.
This group, an expanded version of the existing
ASEAN Post-Ministerial Conference, includes the
United States and six other major trading partners of
ASEAN. The group is expected to address such issues
as nonproliferation, regional conflicts, and the role of
major powers in Asia.

Europe

The EU continued to take steps toward completing
the integration of its 12-member states, both politically
and economically. The so-called single market, or 1992
program, became formally operational on January 1,
1993. Implementation of the required legislation to
effect this integration, although still incomplete,
continued to progress. As of mid-December 1993, the
EU Council had adopted nearly 94 percent of the
measures originally identified as necessary to create a
single market, and member states had implemented
approximately 87 percent of the measures requiring
transposition into national law. In a reversal of its 1992
referendum, Denmark approved the Maastricht Treaty
on European Union, with specified exemptions, in May
1993. The treaty strengthens political, economic, and
monetary union among EU member states. Other
members followed suit, setting the stage for the
Treaty’s ratification and entry into force on November
1, when the European Union formally came into being.
However, despite such positive steps, economic
recession, high unemployment, and instability in the
currency markets threatened to delay monetary union
and the establishment of a single currency. With regard
to its external relations, the EU actively considered
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membership applications and forged closer ties with its
neighbors to the North and to the East.

Latin America and the
Caribbean

During 1993, the United States pursued its trade
and investment objectives in Latin America and the
Caribbean in the context of the NAFTA and the
Uruguay Round. Countries of the region hoped to
become candidates for future free-trade agreements
with the United States under provisions of the NAFTA.
The United States planned to pursue a “building bloc”
approach to expanding the agreement to other
countries, with Chile receiving the highest priority. In
the meantime, the United States has entered into trade
and investment framework agreements with several
countries of the region.

During 1993, four Andean Pact members (Bolivia,
Colombia, Ecuador, and Venezuela) enhanced their
common market accord to further liberalize their trade
and investment regimes on a regional basis; Peru
committed to join its Andean partners during 1994.
However, in general, progress toward economic
integration within Latin America was slow during 1993
as the leaders focused their attention on domestic
economic stabilization efforts. In 1993, the United
States designated Ecuador and Peru as beneficiaries
under the Andean Trade Preference Act (ATPA),
providing duty-free treatment for certain of their
exports.

Central and Eastern Europe

The United States has supported economic reforms
in Central and Eastern Europe by providing financial,
administrative, and technical assistance to countries of
the region. In 1993, further progress was made toward
improving commercial relations with this area. The
U.S. negotiating agenda included the extension of
MFN tariff treatment and GSP benefits to eligible
countries and the negotiation of bilateral investment
treaties. In September 1993, the U.S. and Hungarian
Governments signed a comprehensive intellectual
property agreement, removing the most difficult
stumbling block to the conclusion of a business and
economic treaty. In November 1993, after a break of 5
years, the United States and Romania reinstated MFN
treatment to their trade. The United States, in
coordination with its 16 partners on the Coordinating
Committee on Multilateral Export Controls (Cocom),
significantly reduced controls on its high-technology
exports to Central and Eastern Europe.



Bilateral

EU

Discussions between the United States and the EU
centered primarily on Uruguay Round issues during
1993, especially as the December 15 deadline for the
conclusion of the negotiations approached. Following a
July meeting of the so-called “quadrilateral” group,
consisting of Canada, the EU, Japan and the United
States, the United States conducted discussions with
the EU on market access concerns. The United States
sought to consolidate and extend pledges made
regarding “zero-for-zero” offers (see Chapter 1), tariff
reductions and tariff harmonization. Tensions arose in
October over agricultural issues when France insisted
that the 1992 Blair House accord between the United
States and the EU needed to be reopened. The dispute
cast a pall over prospects for concluding the Uruguay
Round negotiations. However, eventually the United
States and the EU reached an understanding.

The most important bilateral trade issue between
the United States and the EU was the implementation
of public procurement rules laid out in the EU’s
utilities  directive. The  directive establishes
procurement procedures for public utilities deemed by
the U.S. Government to be discriminatory. A key
aspect of the issue was resolved with the signing of a
Memorandum of Understanding regarding power
companies on May 25. The United States and the EU
negotiated on other remaining procurement issues
(notably telecommunications and services) under the
GATT Government Procurement Code during the
remainder of 1993.

Canada

As noted above, the focal point for U.S.-Canada
trade relations during 1993 was working with the
newly elected Canadian Government in concluding the
NAFTA side agreements on environment and labor.
The NAFTA incorporates and clarifies certain
provisions of the CFTA which was suspended when
NAFTA entered into force on January 1, 1994.
Provisions of the CFTA relating to bilateral tariff
phaseouts, market access for agriculture, and energy
were carried over to the NAFTA. As the NAFTA
negotiations were occurring, other disputes including
durum wheat and lumber were acted on by CFTA
dispute-settlement panels. The U.S. International Trade
Commission voted on the final antidumping and
countervailing duty cases involving flat-rolled steel on

July 27 (see chapter 4 for further information on the
USITC’s vote).

Japan

Early in the year, the Clinton administration
conducted an interagency review of U.S.-Japan trade
relations. The assessment led to a shift in the U.S.
approach: instead of seeking increased access to
Japan’s markets by changing rules or procedures,
future agreements with Japan would focus on
achieving results. On July 9, the two countries reached
an agreement for conducting future negotiations on
both structural and sectoral issues. The U.S.-Japan
Economic Framework for a New Economic
Partnership (Framework) included a provision calling
for regular assessments of progress to be made on the
basis of “objective criteria, qualitative or quantitative
or both.” This phrase became the subject of debate
during bilateral negotiations throughout the remainder
of the year (see chapter 4). By the end of December,
the two countries were ‘“very far apart” in their
negotiating positions in the key sectors of automobiles
and parts, insurance, and government procurement.

In addition to the Framework discussions, several
other sectoral issues drew the attention of U.S. and
Japanese negotiators during 1993, including
construction services, supercomputers, and
semiconductors. While negotiators were headed for an
agreement on major construction projects by the end of
the year, disagreements over implementation of
previous commitments in the latter two sectors
remained at yearend.

Mexico

NAFTA dominated U.S. relations with Mexico in
1993, including the successful negotiations of the side
agreements on labor and the environment and the
passage of NAFTA implementation legislation by the
U.S. Congress. U.S. concerns over Mexico’s
enforcement of intellectual property rights, the
institution of new regulations regarding customs
valuation, and nontariff barriers in the form of sanitary
and phytosanitary standards were the topic of bilateral
discussion during 1993.

Mexico initiated numerous legislative reforms in
1993 to consolidate its domestic economic reform
efforts and to advance implementation of its
commitments under the NAFTA. The most important
new laws covered economic competition, foreign trade,
and foreign investment. These laws are intended to
expand the scope and effectiveness of Mexico’s
antitrust laws and to liberalize restrictions on trade and
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investment. Other legislative measures that were
adopted addressed a wide range of areas, such as
government  procurement, customs procedures,
phytosanitary standards, the maquiladoras, mining,
forestry, and financial services.

China

The annual renewal of China’s MFN status was a
major bilateral issue during 1993. In May, President
Clinton decided to extend MFN to China for another
year beginning July 3. U.S. trade discussions with
China continued to center on market access issues,
trade in services and transshipment of textiles. In the
area of protection of intellectual property rights, the
United States monitored China’s implementation of an
agreement to provide patent protection and to uphold
the international convention on the protection of
copyrights.

Taiwan

U.S.-Taiwan relations started the year with the
signing of a Trade and Investment Framework
Agreement (TIFA) on January 15. The TIFA provides a
mechanism for conducting bilateral discussions on
trade and investment issues. However, such other
issues as Taiwan’s protection of intellectual property
rights and its application to join the General
Agreement on Tariffs and Trade (GATT) occupied
most of the bilateral agenda. By yearend, the United
States put forth an extensive tariff request list and other
requests to be considered during bilateral negotiations
in 1994.

Republic of Korea

U.S.-Korean trade negotiations took place as
Korea’s President Kim Young Sam launched a wide
range of initiatives in 1993 designed to reform Korea’s
political and economic affairs. The economic plan,
called the “New Economy,” is designed to shift
emphasis in economic activity from policy directives
and government influence to individual participation in
economic affairs.

Bilateral discussions with Korea in 1993 centered
primarily on the protection of intellectual property
rights and the improvement of foreign access to
Korea’s beef market, the third largest in the world. In
April, Korea was put on USTR’s priority watch list
under special 301 provisions of the Trade Act of 1974
because of its inadequate enforcement of trademark
and copyright laws. However, by late 1993, following
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stepped-up enforcement efforts by Korea, the United
States decided not to designate it as a priority foreign
country. Despite strong domestic opposition, Korea’s
President lifted the country’s ban on imported rice,
following an agreement with the United States in
conjunction with the Uruguay Round negotiations.

The International Economic
Environment and World
Trade in 1993

World real output grew at an annual rate of 2.2
percent in 1993, higher than the growth rate of 1.7
percent in 1992 but lower than the growth rates
recorded in previous years.? The relatively lackluster
performance reflected the continued sluggish growth or
output contraction in major industrial countries, in
countries of Eastern Europe and in the former Soviet
Union. Much of Asia, meanwhile, recorded strong
economic growth, although Japan experienced a
decline in output.

World trade grew at a faster rate than output in
1993. GATT estimates* show that world merchandise
trade volume grew by 2.5 percent in 1993, a slowdown
from 4.5 percent in 1992. The nominal value of world
merchandise trade fell by 3.6 percent to $3.6 trillion in
1993, after increasing by 5.5 percent to $3.7 trillion in
1992. The decline in world trade value reflects slow
growth in Western Europe and Japan, declining prices
for fuels and other materials, and gains in the value of
the dollar against European currencies. However,
world trade in commercial services was robust,
growing an estimated 3 percent in 1993 to a value of
$1.03 trillion, from $1.00 trillion in 1992.

Trade grew fastest in North America, Asia, and
Latin America in 1993. Aggregated exports from Latin
America, Taiwan, Hong Kong, South Korea, Malaysia,
Singapore, and Thailand jumped by 9.5 percent in
volume, boosted by the rising demand in North
America. The United States, Germany, and Japan were
the three leading merchandise exporters. In commercial
services, the United States ranked first followed by
France, Italy, Germany, the United Kingdom, and
Japan.

In the 24 industrialized countries of the
Organization of [Economic Cooperation and
Development (OECD),3 output grew at an estimated
rate of 1.1 percent in 1993, following a growth rate of
1.7 percent in 1992.6 In the European economies of the
OECD, output contracted by a rate of 0.2 percent.
Continuing balance sheet adjustments, relatively high
interest rates in some countries, and declining



consumer and business confidence weakened overall
European demand.

Policies adopted by the major industrial countries
of the OECD to suppress inflation showed some
success. Consumer price inflation in the OECD
reached its lowest level in many years and was
estimated at 3.3 percent in 1993, down from 4.0
percent in 1992. However, these deflationary stances
restricted price increases and diminished profits,
discouraging new investment spending and hiring.
OECD unemployment rose to 8.2 percent in 1993, its
highest level in many years, compared with a rate of
7.9 percent in 1992.

Because of the decline in aggregate demand in
major OECD countries, real OECD exports increased
by only 1.6 percent in 1993, down from a 5.1 percent
increase in 1992. Imports increased by 2.3 percent in
1993 compared with a 5.2 percent rise in 1992.7

In developing countries,® prospects for growth
continued to improve as a result of the adoption of
more market-oriented policies and trade liberalization
measures. Real output of developing countries grew by
an estimated average rate of 6.1 percent in 1993
compared to 6.2 percent in 1992. Debt remained a
major concern for several developing nations,
particularly for the least developed ones. International
Monetary Fund (IMF) statistics show that the external
debt of all developing countries increased to an
estimated $1,476.4 billion in 1993, from $1,389.6
billion in 1992. Some indebted countries experienced a
faster growth in output and in exports than in debt,
improving their credit worthiness. However, arrears of
the severely indebted countries grew rapidly.

North America

Output and productivity in North America rose
substantially in 1993 compared with the previous year.
Regional economic integration is expected to further
enhance productivity and increase regional output and
trade.

United States

In the United States, real output grew by 2.9
percent in 1993, following a 2.6-percent growth rate in
1992.% Total industrial output grew by 4.3 percent, and
manufacturing output rose by 5.0 percent.l0 Real
personal consumption spending, the major component
of aggregate demand, increased by 3.3 percent in 1993,
following a 2.6-percent increase in 1992. Consumer
spending on durable goods rose briskly at a rate of 7.4

percent, encouraged by declining short-term interest
rates and rising incomes. Real nonresidential fixed
investment, bolstered by declining long-term interest
rates, lower unit labor costs, improved labor
productivity, and higher capital returns, rose by a
strong 11.7 percent in 1993 after rising by only 2.9
percent in 1992. Investment in producers’ durable
equipment particularly escalated, surging by 16.2
percent following an increase of 6.9 percent in 1992.
The rise in spending on consumer durables and on
producers durable equipment, together with a partial
recovery in housing, combined to spark an economic
recovery in the second half of 1993, despite a decline
in government spending.

Real Federal Government spending decreased by
0.7 percent in 1993, reflecting a large decline (7.1
percent) in defense spending. The Federal budget
deficit declined in 1993 to $255 billion, from $290
billion in 1992. The decline in the budget deficit
shifted funds toward the private sector and increased
the sector’s liquidity. The strengthening of economic
activity led to a decline in the unemployment rate to
6.4 percent by the end of 1993, from 7.3 percent in
1992.11  Inflation (measured by the GDP price
deflator) was 3.3 percent. However, the strengthening
of domestic demand led to increased imports and to the
widening of the 1993 trade deficit of goods to $135.6
billion, from $100.1 billion in 1992.12  Although
exports rose to an all-time high of $439.3 billion,
imports increased to $574.9 billion.

Exports of goods grew in almost every end-use
category in 1993: capital goods gained $6.2 billion,
automotive vehicles and parts and engines rose $4.6
billion, and consumer goods increased $3.0 billion.
Exports of manufactures grew by 3.9 percent to $296.2
billion, from $285.2 billion, and constituted 67.3
percent of total U.S. exports (figure B). Within the
manufactured  goods  category, exports  of
advanced-technology products rose, and the United
States ran a trade surplus in these products of $27.2
billion in 1993. Airplanes and parts, scientific
instruments, specialized industrial machinery, and
general industrial machinery recorded the most
positive contributions to the U.S. trade balance in
1993.13

U.S. trade performance improved in 1993 with a
few trading partners but worsened with most, including
Canada, Germany, the Newly Industrialized Economies
(NIEs),!4 and Japan. Figure C shows U.S. merchandise
exports, imports, and trade balances with major trading
partners. Leading U.S. exports and imports to U.S.
major trading partners are highlighted in appendix A.
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Figure B

U.S. merchandise trade with the world, by product sectors, 1993

Manufactured
goods
$296.2
67.3%

Food
$39.4
9.0%

$34.1
All other goods  Chemicalsand  7-8%
$24.5 related products
5.6% $45.1
10.3%
U.S. Exports

(billion dollars and percent)

Fuel/raw material

Manufactured
goods
$427.0
74.3%

Food
$28.3
4.8%

Fuel/raw
material
$70.0
12.2%

Chemicals and
related products
$28.5

5.0%

U.S. Imports
(billion dollars and percent)

All other goods
$21.1
3.7%

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

The U.S. current account deficit grew to $109.2
billion in 1993, from $66.4 billion in 1992, reflecting
the increased merchandise trade deficit and a decline in
the surplus on investment income. The U.S. surplus on
services trade declined slightly to $55.7 billion, from
$56.4 billion in 1992.15 Services receipts were $186.8
billion compared with $179.7 billion in 1992; services
payments were $131.1 billion compared with $123.3
billion. The U.S. surplus on income from foreign
investment declined to $66 million in 1993, down from
$6.2 billion in 1992. Receipts of income on U.S. assets
abroad decreased slightly to $110.3 billion, and
payments were slightly below $110.3 billion. Net
inflows of foreign capital into the United States
increased to $82.5 billion, f_g_om $78.6 billion in 1992.
U.S. purchases of foreign portfolio assets and
purchases by foreigners of U.S. assets and securities
both increased.

U.S. trade in services grew in almost every
category and increased with major trading partners,
including the EU, Canada, Japan and other Asian
countries, and Latin America. Exports of travel reached
$56.5 billion, followed by the “other private services”

XXiv

categoryl® ($56.4 billion), other transportation ($23.5
billion), royalties and license fees ($20.4 billion), and
passenger fares ($17.8 billion). U.S. imports of
services grew in several categories, with travel leading
the way ($42.3 billion), followed by “other private
services” ($33.6 billion), other transportation ($24.5
billion), passenger fares ($11.3 billion), and royalties
and licence fees ($4.8 billion).

Canada

Canada’s real output grew by 2.4 percent in 1993,
well above its 1992 growth rate of 0.7 percent.!” The
upturn was generated by a marked increase in exports
to the United States. Moreover, low inflation, increased
government and consumer spending, and productivity
gains aided the turnaround. Public investment climbed
by 4.1 percent in 1993. Gross fixed investment rose by
2.7 percent after a precipitous decline of 5.4 percent in
1992. Consumer demand continued to revive,
increasing by 1.6 percent, following a 1.0-percent
increase in 1992. Canada’s industrial production rose
by 4.6 percent in 1993, following an increase of 0.4
percent in 1992. Canada’s unemployment eased a little,



Figure C

U.S. merchandise exports, imports, and trade balances with major trading partners, 1993
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but fluctuated around 11.2 percent. The consumer price
index rose by 1.7 percent in 1993, following a
1.1-percent increase in 1992. The rise in consumer
prices reflected a growing budget deficit, which, by
crowding out investment funds, exerted upward
pressures on long-term interest rates. In addition, the
depreciation of the Canadian dollar increased Canada’s
import prices and the general price level.

Canada’s merchandise trade surplus stood at $9.1
billion in 1993, up from a surplus of $7.4 billion in
1992. Merchandise exports increased to $140.4 billion,
and imports increased to $131.3 billion. The deficit on
invisible trade increased slightly to $28.7 billion, from
$28.5 billion in 1992. Canada’s deficit on the current
account declined to $19.5 billion, from $22.9 billion in
1992.18 Excess payments of investment income over
receipts, particularly to U.S. investors, accounted for
the bulk of the deficit. Canada’s current account deficit
as a percent of GDP reached 3.6 percent in 1993.

Canada is the largest U.S. trading partner. In 1993,
the value of U.S. trade with Canada (exports plus
imports) totaled $202.4 billion, higher than the value of
U.S. trade with Japan ($152.2 billion) or with the
12-nation EU ($187.7 billion). In 1993, the United
States recorded a $18.6 billion merchandise trade
deficit with Canada, higher than the merchandise trade
deficit in 1992 of $15.0 billion, and roughly 13.7
percent of the total U.S. trade deficit. U.S. exports to
Canada rose to $91.9 billion. Imports from Canada
rose to $110.5 billion. U.S. exports to Canada rose in 8
of 10 SITC sections (table A-1). Regarding U.S.
exports to Canada, 77 percent consisted of
manufactured goods, and the remainder consisted of
food, fuel, and raw materials. Manufactured goods
accounted for 65 percent of total imports from Canada.
U.S. exports of services to Canada increased to $18.7
billion, from $17.7 billion in 1992. Imports increased
to $9.0 billion, from $8.5 billion.
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Mexico

The Mexican economy suffered slow growth, an
increasing current account deficit, pressures on
exchange rates, and high interest rates. Real GNP grew
in 1993 by an estimated 1.9 percent, following a 2.7
percent growth in 1992.19 Consumer price inflation
declined to 8 percent in 1993, from a rate of 12 percent
in 1992. The improvement reflected changed
expectations in light of Mexico’s continued fiscal and
monetary restraint. Increased imports and declining
exports, because of the appreciation of the exchange
rate, led to a merchandise trade deficit of
approximately $15 billion. Exports totaled $50.5
billion, and imports increased to $65.5 billion. Foreign
direct investment inflows increased by $6 billion, and
portfolio investment inflows increased by $16.6
billion. These helped to finance Mexico’s current
account deficit, which was estimated at $20 billion in
1993. Investment inflows produced a capital account
surplus of $23 billion and an increase in Mexico’s
foreign reserves of around $19.3 billion.

Mexico’s total trade with the United States grew to
$78.9 billion in 1993, from $73.5 billion in 1992. The
United States recorded a trade surplus of $1.6 billion
with Mexico in 1993, down from a surplus of $5.7
billion in 1992. U.S. exports to Mexico rose in 6 of the
10 SITC sections (table A-4). Approximately 73
percent of U.S. exports to Mexico was of manufactured
goods, and the remainder consisted of food, fuel, and
raw materials.

European Union

In 1993, the EU confronted a severe recession and
double digit unemployment. Real output declined by
0.3 percent in 1993, following a growth rate averaging
only 1.1 percent in 1992. The 1993 decline in real GDP
was only the second time that a decline has been
recorded in the 35-year history of the EU.

The costs of German unification generated ripple
effects in the European Monetary System and acted as
a drag on EU economic growth. Germany’s borrowing
to pay for unification prompted the Bundesbank to
keep key interest rates higher than in other EU
countries in an effort to curb inflation. In addition, the
deflationary stance adopted by Germany and other
members continued to push down inflation rates in the
EU to levels not experienced in several decades.
Unable to raise prices, producers in the EU
experienced dwindling profits and had to trim payrolls
to maintain profitability. Unemployment in the EU
increased to 11.9 percent in 1993, from 9.8 percent in
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the previous year. Industrial production fell by 3.5
percent, its biggest drop since a fall of 6.8 percent in
1975.

Uncertainty lingered among consumers and
investors because of the inability of individual
governments to spur aggregate domestic demand either
through monetary or fiscal policies. The monetary
policies of individual countries are constrained by
Exchange Rate Mechanism (ERM) rules, the system
which was devised by the Union to stabilize EU
exchange rates and which effectively anchors EU
currencies to the German mark and German interest
rates. The narrow exchange-rate band of the ERM
proved to be flawed because bands were too rigid,
obliging governments to maintain parities and
corresponding interest rates that financial markets
decided were unsustainable. As pressures to continue
devaluing some currencies beyond a certain point
mounted and as the associated costs of accommodating
such devaluations (selling central banks reserves)
became prohibitive, several countries opted out of the
ERM. This uncertainty, in addition to other factors, led
to the shattering of the ERM. Some stability and calm
were restored in the foreign exchange markets after
instituting wider exchange rate bands. However,
Britain and Italy chose to stay out of the system to
retain freedom in managing their economies.

Several EU countries view wider bands as a return
to the flexible exchange rate system with its inherent
exchange rate instability. Other factors contributing to
the breakdown of the ERM included divergent
domestic monetary policies, high fiscal deficits, and
large public debts in individual EU countries. Those
governments that opted to stay in the ERM had to keep
interest rates in line with German rates, which were
above the levels warranted by their domestic needs.
Similarly, fiscal policy was constrained by high budget
deficits in 1993. EU countries’ aggregate budget
deficits reached 7.1 percent of their GDP, and gross
government debt reached 63.4 percent of GDP. More
government spending would thus require raising taxes,
a highly untenable proposal in a period of falling
demand, dwindling incomes, and rising
unemployment.

EU real exports of goods and services increased by
0.4 percent in 1993, whereas real imports declined by
5.6 percent. The EU recorded a merchandise trade
surplus of $38.9 billion compared with a deficit of
$12.5 billion in 1992, a surplus on services and
investment of $10.4 billion, a deficit on investment
income of $35.1 billion, and a current account deficit
of $19.9 billion.



Total U.S. trade with the EU fell to $187.7 billion
in 1993, from $189.2 billion in 1992. The United
States incurred a trade deficit with the EU of $5.3
billion in 1993, compared with a surplus of $5.5 billion
in 1992. U.S. exports declined to $91.2 billion in 1993,
from $97.3 billion, whereas imports rose to $96.5
billion, from $91.8 billion (table A-7). Sixty-five
percent of U.S. exports to the EU markets consisted of
manufactured goods, and the remainder consisted of
food, fuel, and raw materials. Seventy-three percent of
U.S. imports consisted of manufactured goods, and the
remainder consisted of food, fuel and raw materials.

U.S. exports of services to the EU increased to
$56.7 billion in 1993, from $54.4 billion. Imports of
services from the EU increased to $48.9 billion, from
$46.5 billion. The United States recorded a services
trade surplus of $7.8 billion.

Germany

During 1993, the German economy continued to
adjust to unification. As in the previous year,
Germany’s tight monetary policy, weak foreign
demand, rising labor costs, high interest and exchange
rates, and a hesitant recovery in eastern Germany led to
a decline in overall economic activity. Real GDP
contracted by 1.2 percent in 1993 in the whole of
Germany compared with a positive growth rate of 2.1
percent in 1992. The western German economy went
into recession in mid-1992, and western Germany’s
GDP fell 1.9 percent in 1993. Investment in plant and
equipment declined by 15.0 percent, business
expectations deteriorated, and exports declined.

In eastern Germany, economic growth was mainly
led by the expansion in the construction sector, which
received huge transfer payments from western
Germany to improve the region’s infrastructure.
Expansion in the construction sector did appear to be
spreading to other sectors particularly to
manufacturing. East German products gradually
enjoyed increased domestic and foreign demand,
although East German enterprises had yet to gain a
foothold in western export markets. East German real
GDP grew by 6.5 percent in 1993 after growth of 10
percent in 1992.20

In Germany, consumer price inflation declined to
4.1 percent, from 4.7 percent in 1992. The national
unemployment rate rose to 8.3 percent, from 6.4
percent in 1992. Germany’s merchandise exports
declined to $363 billion in 1993, from $406 billion in
1992, but imports decreased to $324 billion, from $374
billion. As a result, Germany’s 1993 merchandise trade
surplus increased to $39.0 billion, from $32.2 billion in

1992. Germany’s deficit in invisible trade increased to
$59.0 billion, from $57.5 billion, and the deficit in the
current account declined to $20.0 billion, from $25.3
billion in 1992. As had occurred in the previous year,
short-term capital inflows financed the current account
deficit.

Total U.S. trade with Germany declined to $46.0
billion in 1993, from $47.5 billion in 1992. The United
States registered a trade deficit with Germany of $10.2
billion in 1993, compared with a deficit of $7.6 billion
in 1992. U.S. exports to Germany in 1993 increased in
3 of 10 SITC sections, and imports from Germany
increased in 7 sections. Approximately 75 percent of
U.S. exports to Germany consisted of manufactured
goods, 4.3 percent of food, 5.4 percent of fuel and raw
material, and 15.3 percent of other. In contrast, 81
percent of U.S. imports from Germany was
manufactured goods.

United Kingdom

The United Kingdom’s economic recovery seems
to have gathered momentum in 1993, following six
consecutive quarters of recession and steep output
decline. Overall, output increased in 1993 by 1.8
percent after a negative growth of 0.6 percent in 1992.
Consumer and business confidence improved.
Consumer spending recovered, growing by 2.2 percent
compared with 0.2 percent in 1992. Gross investment
rebounded by 1.6 percent after a decline of 0.6 percent
in 1992. Private residential investment led the
recovery, surging by 7.1 percent after a large decline in
1992. Public investment in infrastructure and
transportation likewise increased by 3.7 percent.
Consumer prices moderated, increasing by 3.4 percent
in 1993, down from a 5.0-percent increase in 1992.
However, the unemployment rate continued to climb,
reaching 10.7 percent from 10.1 percent a year earlier.
Although the United Kingdom abandoned the ERM
monetary system, the British monetary policy
continued to focus on lowering the inflation rate to
levels prevailing in other ERM member countries.

The United Kingdom’s merchandise exports
reached $181 billion in 1993, slightly lower than in
1992. Imports declined to $201 billion, from $211.4
billion in 1992. The trade deficit of around $20 billion
was slightly lower than the $23.5 billion deficit in
1992. The United Kingdom’s surplus on invisible trade
declined from $8.4 billion in 1992 to $3 billion in
1993. 1It’s current account registered a deficit of $17
billion, following a deficit of $21.0 billion in 1992.
Since U.S. exports to the United Kingdom reached
$24.5 billion and imports reached $21.3 billion, U.S.
trade marked a surplus of $3.2 billion in 1993. U.S.
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exports of services to the United Kingdom increased to
$18.8 billion from $17.5 billion in 1992. Imports of
services from the United Kingdom increased to $17.3
billion, from $14.3 billion in 1992, resulting in a U.S.
services trade surplus of $1.5 billion.

Asia

In Japan, economic activity continued to slowly
expand. In other Asian countries, export-led growth
and the introduction of market oriented policies and
reforms improved the prospects for continued
economic  expansion. Economic growth was
particularly strong in China, Hong Kong, Indonesia,
Korea, Malaysia, Singapore, Taiwan, and Thailand.
Output in these countries is estimated to have grown on
average by 6.5 percent in 1993. U.S. total trade in
goods with major Asian trading partners reached $350
billion. While exports increased to $123 billion,
imports increased to $226 billion, resulting in a trade
deficit of about $103 billion. U.S. trade in services
with the region totaled $100.7 billion. U.S. exports of
services rose to $64 billion, and imports rose to $36.7
billion, resulting in a services trade surplus of $27.3
billion.

Japan

In Japan, economic activity continued to slow in
1993, largely because of the weakness of the financial
sector and the ensuing cutbacks in business and
consumer spending. GDP growth was flat (zero
percent) in 1993, following 1.3 percent growth in
1992. Japan’s industrial production fell by 4.2 percent
in 1993 after dropping by 8.0 percent in 1992. Gross
fixed investment declined by 2.3 percent, and private
nonresidential investment fell by 8.5 percent in 1993.
Private consumption spending increased by only 0.4
percent. The effects of falling asset prices on the
financial system and on personal income continued to
be felt despite the Japanese Government’s progressive
easing of monetary policy and increasing public
spending. Official discount rates were lowered during
the year to 2.5 percent, from 6.0 percent. Public
investment increased by 12.7 percent in 1993,
following a rise of 12.2 percent in 1992.

Despite the increase in public investment, private
consumption flattened and aggregate final demand
stagnated, resulting in a downward spiral in output,
incomes, and profits. Personal consumption spending
on consumer durables and clothing decelerated,
reflecting declining income growth, particularly in
wages and bonuses.
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Corporate investment in plant and equipment
continued to decline because of capital stock
adjustments and debt repayments. Japan’s Ministry of
Finance estimated that investment in plant and
equipment would decrease by 13.9 percent in
manufacturing and by 0.5 percent in nonmanufacturing
in 1993.

Inflation in Japan was only 1.0 percent, reflecting
the deflationary impact of the recession. Unemploy-
ment rose to 2.5 percent, from 2.2 percent in 1992.

Japan’s exports of goods increased to $361 billion
in 1993, from $340 billion in 1992; imports increased
to $241 billion, from $233 billion in 1992. Japan’s
merchandise trade surplus grew to $120.4 billion, from
$107.0 billion in 1992, because of weak import
demand. The current account surplus was estimated to
have reached $131.3 billion, from $117.6 billion in
1992.

The U.S. merchandise trade deficit with Japan rose
in 1993 to $60.2 billion, from $49.7 billion in 1992.
U.S. exports to Japan in 1993 totaled $46.0 billion, or
the same level as in 1991-92. Imports increased to
$106.2 billion, from $95.5 billion in 1992. U.S. exports
increased in 5 of 10 SITC sections, and imports
increased in 8 sections (table A-10). Forty-nine percent
of U.S. exports to Japan consisted of manufactured
goods; 38 percent of food, fuel and raw material; and
13 percent of other. In contrast, over 94 percent of U.S.
imports from Japan consisted of manufactured goods.

U.S. trade in services with Japan totaled $42.2
billion. U.S. exports of services to Japan rose to $27.1
billion in 1993, from $26.1 billion in 1992, and imports
rose to $15.1 billion, from $13.5 billion, resulting in a
trade surplus on services of $12 billion.

Korea

In the Republic of Korea, output growth slowed
somewhat to 4.3 percent in 1993, from 4.7 percent in
1992. Tight monetary policy lowered consumer price
inflation to 5.5 percent, from 9 percent in 1992.
Korea’s trade balance shifted from a $2.2 billion deficit
in 1992 to a surplus of $1.0 billion in 1993. The
current account deficit declined sharply to $1.0 billion
in 1993, from $4.5 billion in 1992. The increasing
demand in Europe and South East Asia, as well as the
opening of new markets in the former socialist
countries, increased Korea’s exports. Because Korea’s
exports in 1993 totaled $78 billion and imports totaled
$77 billion, the trade surplus totaled $1 billion.

U.S. trade with Korea totaled $31.3 billion
compared with $30.7 billion in 1992. U.S. exports to
Korea increased slightly to $14.4 billion, from $14.2



billion in 1992; imports increased to $17.0 billion,
from $16.5 billion in 1992. The United States
registered a trade deficit with Korea of $2.6 billion, up
from $2.3 billion in 1992. In 1993, U.S. exports to
Korea increased in 5 of 10 SITC sections, and imports
increased in 7 sections (table A-13). Fifty-eight percent
of U.S. exports to Korea in 1993 consisted of
manufactured goods, and the remainder consisted of
food, fuel and raw materials, and other goods. In
contrast, 94 percent of U.S. imports from Korea
consisted of manufactured goods.

Taiwan

In Taiwan, output grew by 6.0 percent in 1993
despite a sharp deceleration in private sector
investment. Exports declined as a result of a large
increase in wages and of the appreciation of the New
Taiwan Dollar (NTD). Subsequent easing of Taiwan
monetary policy resulted in a weakening of the NTD
and improved the prospects of increased exports. The
inflation rate declined to 3.5 percent in 1993. Taiwan’s
total exports were approximately $82 billion; its
imports, approximately $72 billion. Taiwan’s
merchandise trade surplus declined to $10 billion, from
$12.8 billion in 1992.

Taiwan’s total trade with the United States rose to
$40.6 billion in 1993, from $39.1 billion in 1992. U.S.
exports to Taiwan grew a little, increasing to $15.6
billion, from $14.5 billion in 1992; U.S. imports
increased to $25.0 billion, from $24.5 billion. The U.S.
bilateral trade deficit narrowed slightly to $9.4 billion,
from $10.0 billion. In 1993, U.S. exports to Taiwan
increased in 8 of 10 SITC sections, and imports
increased in 7 (table A-16). Sixty-two percent of U.S.
exports to Taiwan consisted of manufactured goods,
and the remainder of food, fuel and raw materials and
other. In contrast, 95 percent of U.S. imports from
Taiwan consisted of manufactured goods, and the
remainder consisted of food, fuel and raw materials
and other.

China

Several policy initiatives, such as the removal of
price controls and increasing openness to foreign
investment, accelerated China’s rate of economic
growth. Data released by China’s State Statistical
Bureau on the performance of the Chinese economy in
1993 showed that GDP grew in 1993 by 13.4 percent,
following a growth rate of 12.8 percent in 1992. The
total value of industrial output grew by 21.1 percent,

and the total value of agricultural output rose by 4.0
percent. Output of foreign-funded enterprises grew by
48.8 percent; output of collective enterprises by 28.5
percent; and output of State-owned enterprises, by 14.4
percent. China’s data showed that the actual amount of
foreign investment realized in 1993 was $25.8 billion,
a 134-percent increase over 1992. The cumulative
figure of foreign investment in China since 1979 was
$56.9 billion.

The Chinese economy faced several major
economic problems in 1993, including excessive
investment in fixed assets, overgrowth of money
supply, and high inflation. Foreign investment financed
an estimated 30-percent rise in fixed investment. The
accelerated growth boosted inflation rates to 23
percent. China has adopted several austerity measures
to cut inflation. Government expenditures were cut by
20 percent, and some infrastructure projects were
scaled back; interest rates were raised, and bank
lending was placed under controls.

China’s foreign trade is expected to grow more if
unimpeded by political pressures or by a decline in
foreign investment. China’s total merchandise trade
reached $195.7 billion in 1993. China’s merchandise
exports slowed down in 1993, and imports increased
because of the growth in domestic demand. Exports
increased 8 percent to $91.7 billion, and imports
increased by 29 percent to $104 billion. Much of the
$12.3 billion trade deficit, the first one for China since
1989, can be attributed to trade carried on by the
foreign-funded sector. Trade in this sector amounted to
$67.1 billion, one-third of the nation’s total, with
exports of $25.3 billion and imports of $41.8 billion.
Imports of equipment and raw materials by this sector
increased sharply in 1993, reflecting a surge in the
growth of foreign investment in China. Exports of
more sophisticated consumer durables seemed to be
expanding. China’s foreign reserves dwindled to $20
billion.

China’s total trade with the United States increased
to $40.0 billion in 1993, from $32.8 billion in 1992.
U.S. exports to China increased to $8.6 billion, from
$7.3 billion; however, imports also increased to $31.4
billion, from $25.5 billion. As a result, the U.S. trade
deficit with China widened to $22.8 billion, from $18.2
billion in 1993. In 1993, U.S. exports to China
increased in 6 of 10 SITC sections, and imports
increased in 7 (table A-19). Seventy-six percent of U.S.
exports to China consisted of manufactured goods, and
the remainder of food, fuel and raw material, and other
goods; 94 percent of U.S. imports consisted of
manufactured goods.
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Latin America

Growth continued to recover in Latin America,
following the implementation of growth-oriented
structural economic changes that earned the region a
new confidence in world financial markets. Although
marked differences remained in performance among
individual countries, aggregate output of Latin
America as a whole is estimated to have grown at a
3.5-percent rate in 1993, from 3.0 percent in 1992.
Output, growth, and investment were particularly
buoyant in such countries as Argentina, Chile, and
Colombia that have introduced market-oriented
policies. Latin America’s current account deficit is
estimated at $40 billion in 1993. However, net capital
inflows of $50 billion financed the deficit and
increased foreign exchange reserves by $10 billion.

Latin America’s total merchandise trade with the
United States increased to $69.0 billion, from $66.1
billion. U.S. exports to Latin America increased to $35
billion, from $33.6 billion in 1992, and imports
increased to $34.0 billion, from $32.6 billion. The
United States posted a $1.0 billion trade surplus with
Latin America in 1993. The largest U.S. trading
partners in Latin America during 1993 were Brazil
(whose total trade with the United States was $13.5
billion), Venezuela ($12.1 billion), Colombia ($6.1
billion), the Dominican Republic ($5.0 billion), and
Chile ($4.0 billion). Manufactured goods accounted for
66 percent of U.S. exports to Latin America in 1993,
and energy and chemical products accounted for nearly
one-third of imports. U.S. exports of services to Latin
America (including Mexico) rose to $28.5 billion, from
$26.7 billion in 1992, and imports rose to $23.8 billion,
from $22.6 billion. Imports increased to $23.8 billion,
from $22.5 billion in 1992. The United States recorded
a surplus on services trade with Latin America of $4.7
billion.

Central and Eastern
Europe/Former Soviet Union

Tightened financial policies in Eastern European
countries led to some stabilization in growth and
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output recovery in Poland and slightly improved
expectations for recovery in a few other countries.
Poland’s GDP grew at an annual rate of 4 percent in
1993. In other countries, expectations of output
recovery were hampered by high rates of inflation and
the breakdown of the distribution system. The private
sector expanded, but at a slower pace than anticipated.
Negative growth and rampant inflation were still
recorded to varying degrees in several Central and
Eastern European countries (CEEC)2! and the former
Soviet Union in 1993. According to the OECD, CEEC,
as a group, recorded a zero output growth in 1993,
following a 4.9-percent loss of output in 1992. In the
former Soviet Union, output declined by 11 percent in
Russia and by 20 percent in Ukraine. Inflation ranged
from 21 to 25 percent in the Czech Republic and
Slovakia to 275 percent in Romania, to 900 percent in
Russia, and to 4,000 percent in Ukraine. Although
stabilization policies were instituted in several
countries, production bottlenecks, reduction of
industrial inputs and spare parts, the breakdown of
traditional distribution channels, and hyperinflation
contributed to the decline in the region’s economy.

Central and Eastern Europe and Commonwealth of
Independent States’(CIS) world trade declined in 1993
but at a lower rate than in 1992. CEEC’s exports
totaled $38.6 billion in 1993 and $43.1 billion in 1992,
whereas imports totaled $46.4 billion in 1993 and
$45.5 billion in 1992. Consequently, the CEEC
suffered a trade deficit of $7.8 billion. Increased trade
with Western Europe made up for part of the decline in
trade with the former Soviet Union. Since exports
totaled $65.6 billion and imports totaled $58.3 billion,
the former Soviet Union marked a merchandise trade
surplus of $7.3 billion.

U.S. trade with the CEEC totaled $9.6 billion. The
former Soviet Union’s trade with the United States
totaled $5.7 billion in 1993. U.S. exports to the region
increased to $3.7 billion in 1993, from $3.6 billion in
1992. The United States sustained a merchandise trade
surplus with the former Soviet Union of $1.7 billion.22
U.S. trade in services with eastern Europe increased to
$3.1 billion in 1993, from $2.52 billion in 1992.
Services exports grew to $1.8 billion, and imports grew
to $1.3 billion.
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CHAPTER 1
Uruguay Round Concludes

Introduction

Seven years of talks in the Uruguay Round of
multilateral trade negotiations were formally concluded
on December 15, 1993, after intensive bilateral
bargaining between the two principal participants in
the talks—the United States and the European Union
(EU)—{finally produced a basis for wider agreement.
The Round’s results, forged by participants totalling
117 by the closing day, represent the most
comprehensive  trade  agreement in history.!
Implementation of the resulting package of market
access and of other commitments is now targeted for
January 1, 1995.2

Scope of the Package

Negotiations to reduce tariff and nontariff barriers
to goods remained a central focus of the Round.
Indeed, the final result—including an overall reduction
of tariffs by 40 percent—exceeded the goal of a
one-third reduction established at the outset of the
negotiations. In addition, the Uruguay Round resulted
in the most extensive change to the multilateral trade
system since its establishment following World War
IL3 In 1947, the world-trading community created a
set of rules and disciplines to govern world trade
known as the General Agreement on Tariffs and Trade
(GATT). But because an agreement to establish an
institution to oversee these rules was never
implemented, the GATT Secretariat filled some of the
resulting structural void. As a result of the Round, a
more solid institutional basis for the multilateral
trading system was created. In addition, coverage in
terms of issues and countries was expanded, and rules
and disciplines over a variety of administrative aspects
of trade were strengthened.

The Uruguay Round trade agreement is in fact a
series of agreements negotiated since the talks opened
in September 1986 in Punta del Este, Uruguay. A
number of the Uruguay Round agreements were
reached provisionally in earlier years, notably in
negotiations leading up to the Brussels ministerial
meeting in December 1990. The agreements enhance

previous GATT disciplines by further reducing tariff
and nontariff barriers to trade in industrial and
agricultural goods, strengthening discipline over
domestic and export-related government subsidies for
agriculture, and reintegrating textiles trade into the
multilateral trading system. In addition, the
increasingly important areas of services, intellectual
property, and trade-related investment measures are
brought within the scope of the multilateral trading
system for the first time.

These agreements—collectively entitled the Final
Act Embodying the Results of the Uruguay Round of
Multilateral Trade Negotiations (Final Act)*—are
treated as a single package for purposes of acceptance
and application. Their implementation will be overseen
by a to-be-created World Trade Organization (WTO).
The WTO is to provide a more solid institutional basis
to the multilateral trading system. Unlike such
multilateral institutions as the International Monetary
Fund (IMF), the World Bank, and the GATT
Secretariat established following the Second World
War, the WTO will not be part of the United Nations
system.” However, it is expected to be commensurate
in stature with these economic institutions. The WTO
is to administer the agreements in an integrated and
consistent fashion, notably through an improved
dispute-settlement mechanism and an appellate
procedure.

Structure of the Package

The Final Act has three major parts. In the first
part, participants agree to adopt a number of decisions
and declarations negotiated during the Uruguay Round.
Signatory governments also agree to submit to their
legislature or other competent authority the corollary
Agreement Establishing the World Trade Organization.

The second part of the Final Act is the Agreement
Establishing the World Trade Organization that will
legally embody and operate the Uruguay Round
package of agreements. Four annexes encompass the
substance of the Uruguay Round agreements and
sketch out the operational domain of the WTO



Figure D
Final Act Embodying the Results of the Uruguay Round (December 1993)

Part! Final act
Part Il Agreement establishing the world trade organization

(Agreement
Numbers)
Annex 1A: Agreements on trade in goods

1 General agreement on tariffs and trade 1994
Understanding on the interpretation of article 11:1(b)
Understanding on the interpretation of article XVII
Understanding on balance-of-payments provisions
Understanding on the interpretation of article XXIV
Understanding on the interpretation of article XXV
Understanding on the interpretation of article XXVIII
Understanding on the interpretation of article XXXV

Uruguay Round protocol to GATT 1994

Agreement on agriculture

Agreement on sanitary and phytosanitary measures

Agreement on textiles and clothing

Agreement on technical barriers to trade [standards]

Agreement on trade-related investment measures [TRIMS]

Agreement on implementation of article VI [antidumping]

Agreement on implementation of article VII [customs valuation]

10 Agreement on preshipment inspection

11 Agreement on rules of origin

12 Agreement on import licensing procedures

13 Agreement on subsidies and countervailing measures

14 Agreement on safeguards

@ o000
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Annex 1B  General agreement on trade in services [GATS] and annexes

Annex 1C  Agreement on trade-related aspects of intellectual property rights, [TRIPS] including

trade in counterfeit goods

Annex 2 Understanding on rules and procedures governing the settlement of disputes

Annex 3 Trade policy review mechanism

Annex 4: Plurilateral trade agreements

Agreement on trade in civil aircraft
Agreement on government procurement
International dairy arrangement
Arrangement regarding bovine meat

coow

*Brackets indicate a more familiar form, name or abbreviation.




Figure D—Continued

Final Act Embodying the Results of the Uruguay Round (December 1993)

Part lll Ministerial decisions and declarations

(Agreement
Numbers)

economic policymaking
3 Decision on notification procedures
4 Customs valuation

and sole concessionaires
5 Technical barriers to trade

on trade in services

S@=pao

governing the settlement of disputes

1 Decision on measures in favor of least-developed countries
Declaration on the contribution of the WTO to achieving greater coherence in global

a. Decision regarding cases where customs administration have reasons to doubt
the truth or accuracy of the declared value
b. Texts relating to minimum values and imports by sole agents, sole distributors,

a. Proposed understanding on WTO-ISO standards information system
b. Decision on review of the ISO/IEC information center publication
6 Decision on measures concerning the possible negative effects on the reform program
on least-developed and net food-importing developing countries
7 General Agreement on Trade in Services

a. Decision on institutional arrangements for the general agreement on trade in
services
b. Decision on certain dispute settlement procedures for the general agreement

Decision concerning paragraph (b) of article XIV

Decision on negotiations on basic telecommunications

Understanding on commitments in financial services

Decision on financial services

Decision concerning professional services

Decision on movement of natural persons

8 DeC|S|on on implementation of article XXIV:2 of the agreement on government procurement
9 Decision on the application and review of the understanding on rules and procedures

10 Decision on improvements to the GATT dispute settlement rules and procedures
11 Agreement on implementation of article VI of GATT 1994
a. Decision of anti-circumvention
b. Decision on standard of review for dispute settlement panels
12  Decision on dispute settlement pursuant to the agreement on implementation of article VI of
GATT 1994 or part V of the agreement on subsidies and countervailing measures 1994

Source: Compiled by USITC staff from the Final Act.

(figure D). They cover the (1) multilateral trade
agreements for goods (A), services (B), and intellectual
property  rights (C); (2) dispute-settlement
understanding; (3) trade policy review mechanism; and
(4) plurilateral trade agreements first negotiated during
the Tokyo Round, which, although administered by the
WTO, will continue to operate under a limited
membership. A provision in the WTO agreement

requires that “Each Member shall ensure the
conformity of its laws, regulations and administrative
procedures with its obligations as provided in the
annexed Agreements.”®

Several of the multilateral agreements contained in
annex 1 bear further elaboration here. The multilateral
Agreements on Trade in Goods found in annex 1A



include 14 different agreements on goods, such as on
agriculture, investment measures, rules of origin,
subsidies, and so on. Two of the 14 agreements, the
General Agreement on Tariffs and Trade 1994 and the
Uruguay Round Protocol to GATT 1994, play a
structural role in helping to carry out the results of the
Round. The first, the Agreement on GATT 1994,
incorporates the text of the 1947 GATT (“GATT
1947”) as well as various legal instruments (such as
waivers and accession protocols) that have since been
adopted’ plus several understandings explaining how
particular articles from GATT 1947 will be treated or
interpreted under the WTO.8 The second, the Uruguay
Round Protocol to GATT 1994, provides the vehicle by
which national schedules of concessions are
incorporated into the Final Act. Each member will
annex its national schedule to the Protocol (figure E),
indicating its concessions under four general
categories: most-favored-nation (MFN) tariffs;
preferential tariffs; nontariff concessions; and subsidy
limits on agricultural goods (figure E).

The multilateral General Agreement on Trade in
Services (GATS) found in Annex 1B is also included in
the final Uruguay Round package of agreements.
However, as further explained in the section on
services, negotiations on national schedules of
market-access commitments and sectoral exemptions
are to continue through June 30, 1995.

The third part of the Final Act contains a number
of decisions reached by participants on how certain

subjects should be treated under the WTO. They
primarily center around issues such as according due
concern to developing countries’ interests; technical
matters, such as customs valuation or notification
procedures;  decisions pertaining to ongoing
negotiations in certain services sectors, such as
financial, telecommunications, or professional
services; and dispute-settlement issues, especially
antidumping and subsidies.

Organization of this Chapter

The following sections describe the 1993
developments in each of the principal subjects under
negotiation in the Uruguay Round, the agreements
reached, key issues remaining to be resolved, and any
necessary background information. The multilateral
agreements included in annex 1A on trade in goods, in
annex 1B on trade in services, and in annex 1C on
intellectual property rights are discussed first, generally
in the order found in the Final Act. Following the
multilateral agreements, the plurilateral agreements are
described. The World Trade Organization and the
Understanding on Dispute Settlement are then
explained, along with a brief summary of the
Marrakesh ministerial meeting in April 1994 that
officially concluded the Uruguay Round and began the
preparatory process for the establishment of the World
Trade Organization. Finally, regular GATT activities in
1993, including accession negotiations, are reviewed.

Figure E

Outline of Uruguay Round Protocol to GATT 1994

Part | Most—Favored—Nation Tariffs
Sec. |
A.  Agricultural products
B. Agricultural products
Sec. |l
Other products
" Part Il Preferential Tariffs
Preferential tariffs
Part Ill Non—Tariff Concessions
Non-tariff concessions
Part IV Agricultural Products
Agricultural products

Sec. I Domestic support
Sec. Il Export subsidies
Sec. lll. Export subsidies

— tariffs on a most—favored—nation basis
— tariff quotas on a most—favored—nation basis

— tariffs on a most—favored—nation basis

(if applicable)

— commitments limiting subsidization

— total AMS commitments

— budgetary outlay and quantity reduction commitments
— commitments limiting the scope of export subsidies

Source: Compiled by USITC staff from the Final Act.



Multilateral Agreements on
Goods, Services, and
Intellectual Property

Market Access

With the issue of agriculture resolved in principle
the previous year with the U.S.-EU Blair House
agreement,” Uruguay Round negotiations in the first
half of 1993 were able to move forward to focus on the
key outstanding issues—notably market access. By the
Tokyo summit meeting of the world’s seven major
industrialized governments (G-7) in July 1993, the
“quadrilateral” or “quad” countries had agreed on a
market-access package that would eliminate tariffs in
some industrial sectors, substantially reduce tariff
barriers in others, and harmonize tariffs in yet another
area.!0 As announced on July 7, the quad countries
agreed to the following market-access provisions for
industrial goods:!!

® Tariff and nontariff elimination in eight
sectors: (1) pharmaceuticals, (2)
construction equipment, (3) medical
equipment, (4) steel—subject to a
multilateral steel agreement (MSA), (5)
and beer and products subject to certain
agreed exceptions: (1) furniture, (2) farm
equipment, and (3) spirits;!2

® Tariff harmonization at low rates for
chemical products;!3

® Tariff reduction negotiations, aimed
particularly at tariffs of 15 percent and
above, with a goal of reducing such “tariff
peaks”; and

® Tariff reduction negotiations for other
products that will lower overall tariff rates
by an average of at least one-third.

The announcement listed the industrial sectors
slated for mutual tariff elimination (“zero-for-zero”
offers) by the quad countries. By this package the
world’s major traders aimed at providing a minimum
market-access framework for the other participants in
the Round to consider while they were preparing their
final “best offers” for the approaching conclusion of
the Round.

With the fundamentals of a market-access package
worked out at the July summit, key participants in the
Round sought to add to the zero-for-zero sectors and to
reduce tariffs for other product areas. Textiles and
electronics were among the most difficult areas tackled
by negotiators.

The November 1993 ministerial meeting of the
Asia-Pacific Economic Cooperation (APEC) forum
provided a vehicle for building momentum in the
closing days of the Round. An improved market-access
package was the result.! By the December 15
conclusion of the Round, toys and paper had been
added to the sectors whose tariffs would be eliminated
by the major industrial countries and significantly
reduced or eliminated by many developing country
markets as well.1> Deep tariff cuts of 50 to 100
percent on electronics items (for instance,
semiconductors, semiconductor manufacturing
equipment, computer parts) were also tentatively
agreed upon. Market-access talks continued into 1994,
in an effort to add wood, certain nonferrous metals
(such as copper), and distilled “white” spirits to the
duty elimination list (figure F).16

Submission of draft commitment schedules to the
GATT Secretariat was scheduled for February 15,
1994, with a 6-week verification period to follow.
However, in an effort to reach a maximum package of
tariff reductions, negotiations continued through
February, with the due date for final commitment
schedules extended to March 31, 1994.17 Controversy
over contingent market-access offers made in the
closing days of negotiations in December 1993,
particularly the U.S. offer to reduce electronic tariffs in
exchange for further concessions from Japan regarding
wood, leather goods, white spirits, and nonferrous
metals, re-emerged in February 1994, threatening
previously agreed upon offers.

By April 1994, these disagreements had been
worked out, resulting in an overall tariff reduction in
the Round of approximately 40 percent. Japan agreed
to reduce the duty on refined copper from a specific
rate of 15 yen per kilogram!8 (equivalent to about 8
percent ad valorem based on the exchange rate and the
price of copper at the time of agreement) to 3 percent
ad valorem over 5 years. Japan also agreed to eliminate
duties on a range of bromine chemicals. These
concessions ensure that U.S. import duties on certain
items of interest both to Japan and to Korea will be
eliminated as part of the market-access offers.1?

Tariff reductions under the market-access
agreement are to be phased in beginning January 1,
1995, with equal annual tariff reductions scheduled in



Figure F

Summary of Tariff Elimination Sectors (Zero-for-Zero Initiatives) in Market Access Negotiations

Tariff Elimination
Agricultural equipment
Construction equipment
Medical equipment
Beer
Furniture
Paper
Pharmaceuticals
Steel
Toys
Whiskey and brandy

Tariff Reduction
Semiconductors
Semiconductor manufacturing equipment
Computer parts

Tariff Harmonization
Chemicals

Different classes at 0, 5.5, and 6.5 percent harmonized tariff rate.

Source: The White House, “Executive Summary Results of the GATT Uruguay Round of Multilateral Trade Negoti-

ations,” Dec. 15, 1993, Washington DC, pp. 2-8.

general over 5 years. Tariffs are to be eliminated on
that date for the zero-for-zero sectors, whereas tariff
reductions for certain sensitive sectors, such as textiles,
will be phased in over 10 years.

Agriculture

Primary products—agriculture—have always been
covered under the General Agreement. However,
GATT rules have been essentially ineffective in
disciplining the host of border measures that have
arisen largely as a result of internal agricultural
policies. Because of distortions in world agricultural
trade emanating from such domestic policies, the
subject of agriculture received prominent attention in
the 1986 Punta del Este declaration launching the
Uruguay Round. Agriculture proved to be probably the
most contentious issue over the entire 7-year span of
the Round, although playing a somewhat more muted
role in the final year of negotiations. The Blair House
agreement of November 1992 resolved the main
outstanding issues, which, with further adjustment in
1993, allowed a final agriculture accord based on the
“Dunkel text” to be put in place by December 15,
1993.20

France voiced considerable opposition to the Blair
House agreement from its announcement on November
20, 1992, saying that the agreement exceeded the terms
of the internal reform of the common agricultural
policy that was finally agreed to by member states of
the European Union in May 1992. The new
conservative government that resulted from the March
1993 parliamentary elections, although adopting a less
vocal approach than the previous Socialist government,
continued to tell the EU Commission that France might
veto the EU acceptance of the agriculture agreement
for reasons of “national interest” if additional
improvements were not forthcoming. To this end,
France pressed EU negotiators in 1993 to seek
“interpretation and clarification” of the Blair House
agreement from the United States.

In September 1993, Ambassador Kantor issued a
statement intended to end speculation that the
agreement might be reopened.?!  Nonetheless, in
working toward a co<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>