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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
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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”
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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 conclusion to the Uruguay Round,
U.S. and EU negotiators ultimately arrived at a
compromise that, when submitted to other participants
in the Round, provided the basis for a multilateral
agreement on agriculture.



The three main areas of the agreement on
agriculture are: (1) market access, (2) domestic
support, and (3) export subsidies. In addition,
participants agreed to regular consultations and to
review the agreement before the end of its
implementation period. Participants worked out an
approach designed to reduce trade-distorting domestic
and export subsidies, both on a volume and value basis.
They also agreed to convert all nontariff measures
affecting agricultural imports into tariffs and to bind all
tariffs, thereby improving transparency and
predictability. Developed countries are then to reduce
both subsidies and tariff rates over 6 years (from 1995
through 2000). During that period, support measures
that are consistent with the agriculture agreement may
not be challenged in the GATT/WTO under an agreed
“peace clause,” although countervailing duty action is

not precluded (figure G).

Agricultural Market-Access

Using a process known as “tariffication,”
quantitative restrictions and other nontariff border
measures are, with a few exceptions, to be converted
into ordinary customs duties.22 All tariffs are then to
be bound in the individual country schedules of
concessions.?3  Tariffs on agricultural goods in
developed countries will then be reduced by 36 percent
on average over 6 years, from 1995 to 2000, with a
15-percent minimum reduction required for each tariff
line.2* Developing countries will receive preferential
treatment, having to reduce their tariffs only 24 percent
over 10 years, from 1995 to 2004. Least developed
countries will not be required to reduce their tariffs, but
will be required to bind them.

Figure G
Summary of Agriculture Agreement

LLDC Support bindings/no reduction

government programs.

LLDC Export subsidy bindings/no reduction

Reduction Base Implementation Period
Market Access
DC —36% average 1986-90 1995-2000
LDC -24% average 1995-2004
LLDC Tariff bindings/no reduction
Current Access Maintained
Minimum access

+3% of domestic consumption starting 1995

+5% of domestic consumption by 2000/2004
Domestic Support
DC -20% 198690 1995-2000
LDC -13.3% 19952004

Excluding payments not affecting production, for production limitation, and for certain generalized

Export Subsidies

DC -36% volume 1986-90/1991-92* 1995-2000
—21% value

LDC -24% 1995-2004
-14%

* More recent 1991-92 base year permitted as starting point if 1986—-90 end point is achieved.

Source: Compiled by USITC staff from the Final Act.



A special safeguard clause will be available for
newly “tariffied” agricultural products, allowing
countries to impose a tariff-rate quota in the case of a
surge in imports or of a fall in the price of shipments in
domestic currency below a certain reference level 25
Provisions incorporated into national schedules
establish base levels for access to import markets.
These levels are set at either a minimum of 3 percent of
domestic consumption (with increases over the
implementation period to bring this figure to 5 percent)
or the current level of import access, whichever is
higher.

In lieu of tariffication, special import-access rules
were negotiated in certain cases. Two forms of special
treatment are provided for in the agreement. One is for
designated agricultural products, where minimum
access begins in 1995 at 4 percent of 1986-88 domestic
consumption and expands by 0.8 percent annually until
reaching 8 percent by the end of the 6th year in 2000.
The other is for a product that is the predominant
dietary staple of a developing country member. By this
method, a developing country may accord minimum
access of 1 percent of domestic consumption initially,
expanding that access annually by 0.25 percent
thereafter. Minimum access will thus reach 2 percent
by the end of the 4th year (1998) and 4 percent by the
end of the 10th year (2004). Japan and Korea have
availed themselves of these special rules with regard to
rice imports. Israel has availed itself of these
provisions for sheep, goats, and dairy products of
sheep and goats.

Domestic Support

Developed country participants agreed to reduce
domestic subsidies to agricultural producers by 20
percent over the 6-year period 1995-2000 from levels
prevailing during the base period 1986-88.20 These
reductions are to be made at the sector-by-sector rather
than commodity-by-commodity level and will be based
on Aggregate Measure of Support (AMS) calculations
of support payments in each sector.

Two exceptions to this support reduction were
agreed. Certain support programs are to be excluded
from this AMS calculation, while other support
programs will be considered permissible but subject
nonetheless to countervailing duty action. Domestic
agricultural policies that have a minimal impact on
trade are to be excluded from the AMS calculation.
These policies include support for general government
services,?’ certain direct payments to producers for
so-called “decoupled” programs that do not directly
affect production,2® and programs where support
makes up a low percentage?® of the value of

production.3®  Payments to limit production are
generally permitted, although goods produced with the
help of this support may be challenged through
countervailing duty action. In addition, developing
countries may support their producers with certain aid
that encourages agricultural and rural development.

Export Subsidies

For developed countries, export subsidies are to be
reduced by 36 percent in terms of budgetary outlay
(value) and by 21 percent in terms of quantities
benefiting from such subsidies (volume) by the year
2000 compared with levels prevailing during the base
period 1986-90. Developing countries will reduce their
export subsidies by 23 and 14 percent, respectively,
over a period of up to 10 years, from 1995 to 2004.
The least developed countries are exempt from these
reductions. Subsidy reductions are to be applied to
each specific commodity product or product
categories.3! In other words, countries will not be
permitted to -average together subsidy reductions on
various products whose reductions are greater with
those whose reductions are less to yield the required
overall reduction.32 This “specific”  subsidy
commitment is expected to provide greater discipline
on export subsidies than the alternative “aggregate”
subsidy commitment previously under consideration in
the negotiations. However, because subsidized exports
in some countries had increased since the base period,
negotiators agreed that a more recent 1991-92
timeframe could be used as the starting point for
reductions, provided that the end-point remained the
same as if the 1986-90 period had been used.33

During the negotiations, the EU sought a “peace
clause” that would exempt agriculture from further
challenges under GATT dispute-settlement procedures.
As a result, negotiators developed provisions that
would have members show “due restraint” in the use of
certain remedies that are available under the GATT
where specified types of subsidies or commitments
under the agriculture agreement are involved. The
due-restraint provisions were extended because of a
last-minute compromise between U.S. and EU
negotiators, from the 6 year implementation period
(1995-2000) to a period of 9 years, that is, from 1995
through 2004.

During this period, internal support measures and
export subsidies that fully conform to reduction
commitments contained in the agriculture agreement
and to other criteria will not be subject to challenge on
such grounds as serious prejudice of exports in
third-country markets or nonviolation that leads to
nullification or impairment.34 Subsidized imports will



continue to be subject to countervailing duty
procedures, unless the subsidies are in the form of
domestic support payments that meet the specified
criteria.

Consultation and Review

Negotiations to continue the reform process in
agriculture are to begin 1 year before the end of the
implementation period in the agreement (1999). These
negotiations are to take into account the effect to date
of the reductions implemented on world agricultural
trade, nontrade concerns, special and differential
treatment for developing countries, and the goal of
working toward a fair and market-oriented agricultural
trading system. During the life of the agreement,
members agree to consult annually in the Committee
on Agriculture, to be established under the agreement,
regarding world economic growth and its impact on
agricultural imports and exports, as well as regarding
other related topics.

Sanitary and Phytosanitary
Measures

The Agreement on Sanitary and Phytosanitary
(SPS) Measures was a fourth, but separate,
agriculture-related topic of discussion in the Round.33
The resulting SPS agreement aims to liberalize trade in
agricultural goods and processed food and beverages
by reducing nontariff trade barriers in the form of
arbitrary regulations on such topics as pest and disease
control and food safety. The principle reflected in the
agreement is that members’ efforts to protect human,
animal, or plant life and health within their territories
shall not discriminate arbitrarily or unjustifiably
against another member’s goods. Technical regulations
covering agricultural products were previously subject
to the Tokyo Round Agreement on Technical Barriers
to Trade.

The SPS Agreement recognizes the right of
members to take SPS measures necessary for the
protection of human, animal, or plant life and health.
Such measures cover, for example, quarantine
procedure, food processing and production methods
(PPMs), meat slaughter and inspection rules, approval
procedures for food additives, and the setting of
pesticide tolerance levels. Members are to ensure that
such measures are applied only to the extent necessary
to achieve the desired end, and that they are based on
scientific principles, and are not maintained without
sufficient scientific evidence.30

The agreement aims to make national regulation in
this area more transparent to other members through
such requirements as the publication of regulations,
advance notification procedures, and the establishment
of national enquiry points. Procedural provisions on
control, inspection, and approval procedures annexed
to the agreement serve the same purpose.

Under the agreement, members are to base their
SPS measures on existing and appropriate international
standards, guidelines, and recommendations. However,
the agreement allows members to keep or to introduce
measures that result in a higher or stricter standard of
safety, if there is a scientific justification or,
alternatively, if they reflect a country’s stricter
tolerance or assessment of risk concerning agricultural
health matters.

The agreement does require that members ensure
that any such measure is “not more trade restrictive
than required” to achieve the level of protection they
have established, taking into account technical and
economic feasibility. A footnote clarifies that a
measure is not considered more trade restrictive than
required “unless there is another measure reasonably
available” that achieves the level of protection
established and is “significantly less restrictive to
trade.” The agreement also urges members to accept
the equivalence of other members’ measures, although
different, if an exporter can demonstrate that its
measures achieve the importer’s established level of
health protection.

The agreement provides for the establishment of a
Committee on Sanitary and Phytosanitary Measures.
The Committee is to provide a focal point for
consultations among members, for cooperation with
other relevant organizations in the field, and for
monitoring the process of international harmonization.

Textiles and Clothing

World trade in textiles and apparel during the past
20 years has been largely governed by quotas
negotiated under the Arrangement Regarding
International Trade in Textiles, known as the Multifiber
Arrangement (MFA).

The negotiating objective in the Uruguay Round
for this sector was to phase out the MFA and, thus, to
integrate the sector into the GATT on the basis of
strengthened rules and disciplines. The Uruguay Round
Agreement on Textiles and Clothing will integrate
sector trade into the GATT over 10 years, with the
primary objective of eliminating the quotas. All
members of the WTO will be subject to the agreement
whether or not they are signatories to the MFA.



However, not all signatories to the MFA are members
of the GATT.

The GATT-sanctioned MFA was established in
1974 to deal with problems of market disruption in the
textile and apparel sector while allowing developing
nations exporting these goods to expand their share of
world trade in these products. On December 9, 1993,
the GATT Textile Committee agreed to extend the
MFA, for a sixth time, to December 31, 1994, to bridge
the expiration of the pact with the anticipated adoption
of a Uruguay Round agreement on textiles and apparel.
Under the present MFA, developed countries negotiate
bilateral agreements separately with individual
exporters for the purpose of setting quotas and quota
growth rates. The quotas are a departure from the
GATT as they are applied on a country-specific basis in
contradiction to the nondiscrimination principle, which
requires that all GATT member nations be treated
equally when quotas or other trade restrictions are
applied.

The integration of textile and apparel trade into the
GATT will occur in three stages over a 10-year period
(figure H). At the beginning of each stage, importing
countries must integrate into the GATT products that
are listed in the annex to the agreement and that

account for a specified minimum portion of their
textile sector imports, based on their 1990 trade
volume. As products are integrated into the GATT,
they immediately become subject to normal GATT
rules. At the same time, importing countries must
increase annual growth rates by a specified minimum
percentage for quotas left in place during the
transitional period.

During the three stages, importing countries must
integrate products that account for at least 51 percent
of their sector imports. At the end of the 10-year
transition period, the remaining 49 percent of the trade
must be immediately integrated into the GATT.

For products remaining under quota during the
transition period, the acceleration of annual quota
growth will be based on growth rates in place on the
day before the transition period begins. Because under
the present MFA quota levels and their growth rates are
negotiated separately with each supplier country, they
may differ by country and/or by product. Generally, the
MFA calls for annual quota growth of 1 percent for
wool products and 6 percent for all other goods. For
the major Asian suppliers, however, quota growth is
considerably less.

Figure H
Summary of Textile Agreement

Quota Phaseout

rics, (3) Made—up textiles, (4) Clothing.
Accelerated Quota Growth

Year Share of imports Increase in quota
Stage/Period number to be integrated growth rate
Percent

1. *January 1, 1995- 1-3 16 16

December 31, 1997
2. January 1, 1998— 4-7 17 25

December 31, 2001
3. January 1, 2002— 8-10 18 27

December 31, 2004

January 1, 2005 49 -

Textile products will be integrated into GATT and removed from quota eligibility in these three stages.
During each stage, products will be chosen from all 4 categories of textiles: (1) Tops and yarns, (2) Fab-

Quotas remaining during the transition period will be subject to annual growth rates greater than
those prescribed in current bilateral textile agreements.

*The textile agreement is keyed to the start of the World Trade Organization (WTO), that was initially scheduled
to begin July 1, 1995, but whose deadline was advanced to January 1, 1995 in preparatory talks setting up the
WTO.

Source: Compiled by USITC staff from the Final Act.
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The following illustrates the new accelerated quota
growth rates: at the beginning of stage 1, annual quota
growth now set at 6 percent must be increased by at
least 16 percent or to a 6.96-percent annual growth; at
the beginning of stage 2, by at least an additional 25
percent or to an 8.7- percent annual growth; and at the
beginning of stage 3, by at least another 27 percent to
an 11.07-percent annual growth.

The agreement also requires both developed and
developing member countries to improve access to
their domestic markets for imported textiles and
apparel through such measures as cutting and binding
tariffs, reducing or eliminating nontariff barriers, and
facilitating customs, administrative, and licensing
procedures. For countries that do not achieve improved
market access, the accelerated quota growth rates may
be adjusted accordingly.3”

The agreement contains a transitional safeguard
mechanism to protect against any import surges that
might occur during the phaseout period for products
not yet integrated into the GATT. The transitional
safeguards allow importing countries to set quotas on
uncontrolled products that enter in such increased
quantities as to cause or threaten serious damage to the
domestic industry. Safeguards can be set either by
mutual agreement or by unilateral action, but are
subject to review by the Textiles Monitoring Body, a
body which is to be created under the agreement to
replace the MFA Textiles Surveillance Body and to
supervise implementation of the agreement.38
Safeguards are limited to no more than a 3-year
duration or until the product is integrated into the
GATT. The agreement also contains provisions for
member countries to deal with circumvention of quotas
by transshipment, rerouting, false declarations of
country of origin, and falsification of official
documents.

The United States has quotas on MFA products
from some 40 MFA and non-MFA signatory countries
that together supplied almost 80 percent of these
imported goods in 1993. Some of these countries are
not members of the GATT and, therefore, will not
automatically receive the benefits of the agreement.
President Clinton has already announced that China, an
MFA signatory but not a GATT member, will not
receive the benefit of the MFA phaseout until it
becomes a GATT member. Taiwan, the second largest
supplier after China, is neither an MFA signatory nor a
GATT member. Other smaller non-GATT member
suppliers with which the United States has bilaterals
are Bulgaria, Laos, Lebanon, Nepal, Oman, and
Panama.

Technical Barriers to Trade

The Agreement on Technical Barriers to Trade
(TBT) is the successor to the 1979 Tokyo Round “code
of conduct” by the same name, more commonly known
as the Standards Code. It aims to prevent technical
standards and their application from becoming
unnecessary obstacles to trade. The Uruguay Round
standards agreement supersedes the 1979 Standards
Code; coverage has been broadened from technical
regulations and product standards to a range of
conformity assessment procedures.3® The definition of
the term “technical regulation” is expanded to include
processes and production methods, so-called because
they do not define required characteristics of end
products but rather prescribe the means by which they
must be produced.*® The TBT agreement under the
WTO is to encompass all members, as opposed to the
previous TBT code membership of nearly 40
signatories.41

The preamble to the agreement formally recognizes
that “no country should be prevented from taking
measures necessary to ensure the quality of its exports,
or for the protection of human, animal or plant life or
health, of the environment, or for the prevention of
deceptive  practices, at levels it considered
appropriate.” The new agreement requires that such
measures be applied in a nondiscriminatory fashion
and not in such a way as to constitute a disguised
barrier to international trade. Members must use
international standards and conformity assessment
guides unless such measures are ineffective or
inappropriate, for instance, for climactic or geographic
reasons, to fulfill the desired objective. Members must
justify deviations from international norms upon
request.

Several new guidelines pertain to such
requirements. Technical regulations must neither be
more restrictive than necessary to fulfill a legitimate
objective nor be maintained if the circumstances that
gave rise to their adoption no longer exist or if the
changed circumstances can be addressed in a less
trade-restrictive manner. Conformity assessment
procedures are not to be stricter than necessary to give
the importing member adequate confidence that
products conform with the applicable technical
regulation or standard.

As did the 1979 Code, the agreement continues to
aim at more transparent procedures in creating and
enforcing standards overall by requiring a published
notice of new standards and conformity assessment
procedures at an early stage, and the provision of an
opportunity to comment on them. Coverage of
conformity assessment procedures has been expanded,
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and disciplines made more precise. Conformity
assessment procedures are those required by
governments to determine conformance of a product
with required technical standards or regulations, such
as by registration, inspection, laboratory accreditation,
and so forth.#2 A number of administrative guarantees
are added in an effort to prevent discrimination, ensure
predictable, timely, and confidential operation, and
provide redress. The agreement also encourages
acceptance of conformity assessment procedures by
other members.

Requirements for members to take reasonable
measures to ensure that regional and local governments
and nongovernmental bodies comply with the
fundamental principles of the agreement are more
extensive than in the 1979 Code. Members are required
to formulate and implement positive measures to
support their observance. They must also take
reasonable measures to ensure that regional, local, and
nongovernmental bodies comply with an annex to the
agreement entitled a Code of Good Practice for the
Preparation, Adoption and Application of Standards.

Trade-Related Investment
Measures

The Agreement on Trade-Related Aspects of
Investment Measures (TRIMS) is one of the new areas
addressed under the Uruguay Round agreements. The
agreement would minimize the trade restrictions and
distortions caused by certain investment measures.

The agreement prohibits investment measures that
run counter to the letter or spirit of the GATT, whether
those measures are in fact mandatory or are effectively
required to take advantage of investment incentives.
The principal TRIMS covered under the agreement are
local-content requirements, trade-balancing
requirements, foreign-exchange limitations, domestic
sales requirements, and export performance
requirements.

While all members of the GATT are now bound by
these new investment rules, the TRIMs agreement
arose largely because certain countries used
trade-distorting, restrictive investment measures as part
of their national economic development plans.
Performance requirements in such countries as
Australia, India, Pakistan, the Philippines, and
Venezuela tended to be a serious burden on doing
business abroad—raising input costs, increasing
uncertainty for suppliers, and hindering the
competitiveness of final products, such as cars,
chemicals, pharmaceuticals, and high technology
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goods. Countries with large overseas investments, such
as the United States, undertook to bring investment
requirements and conditions under multilateral
discipline to keep them from proliferating and further
distorting international trade and investment flows.

The agreement provides that no GATT member
will apply a trade-related investment measure that is
inconsistent with obligations under article III of the
GATT on national treatment or under article XI that
prohibits quantitative restrictions. An annex, appended
to the agreement, gives examples of TRIMS that would
violate these principles, and underscores examples of
some of the most obvious banned measures, such as
local-content and trade-balancing*3 requirements** or
foreign-exchange limits.*3

All TRIMs that are inconsistent with the agreement
must be notified and eliminated within a transition
period of 2 years, 5 years, or 7 years for developed,
developing, and least developed countries,
respectively. Each measure that a country wishes to
maintain during this transition period must be notified
to the GATT. A provision regarding ‘“‘competitive
disadvantage” allows a country to apply an investment
measure to a new firm for the duration of the
transitional period, if necessary, to avoid inflicting a
disadvantage on an existing investment, an essential
point for U.S. firms that have already invested abroad
under the previous restrictive investment rules. A
GATT Committee on TRIMS is to be created to receive
these notifications and monitor their elimination.

Within 5 years of the agreement’s entry into force,
the WTO Council for Trade in Goods will review the
operation of the agreement and will consider
expanding the scope of the TRIMS committee into the
area of competition (antitrust) policy.

Antidumping

The antidumping agreement proved to be one of
the more difficult agreements to reach during the
Uruguay Round. The agreement concerns duties levied
on “dumped” imports—imports alleged to be sold at
less-than-normal-value.46 Ilustrative of these
difficulties was the inability of participants in
December 1991 to reach agreement on a draft text on
the matter for inclusion in the first comprehensive
compendium of Uruguay Round agreements, the
so-called ‘“Dunkel text.” This compendium, which
provided the basis for the final negotiations during
1992 and 1993, would have been incomplete if the
GATT Secretariat had not inserted draft agreements on
antidumping and subsidies based on its own authority
and judgement.



The final agreement supersedes a code addressing
similar issues negotiated in the 1979 Tokyo Round.
Formally known as the Agreement on Implementation
of Article VI, it sets forth rules and procedures for
dumping actions relating to (1) constructed price, (2)
cumulation, (3) injury, (4) industry representation, (5)
de minimis dumping margins and negligible import
volumes, (6) duration and review of orders (“‘sunset”
provisions), and (7) independent panel review. Many of
the provisions in the agreement parallel provisions in
the GATT Agreement on Subsidies and Countervailing
Measures.

Industry Representation

The agreement sets standards on who is entitled to
petition for relief under antidumping provisions. This
status is conferred to applicants filing by or on behalf
of the domestic industry. The agreement refines the
term “domestic industry”4’ and details a “bright line”
test to be used by authorities in determining whether an
application has been filed on behalf of it. Specifically,
the agreement provides that investigative authorities
may not initiate an investigation unless the application
is supported by domestic producers whose collective
output constitutes specified proportions of the total
production of the like product in question.*?

Constructed Price

The new agreement clarifies the methodology for
determining whether a product is being sold in a
foreign market at a less-than-normal-value price. New
provisions address the situation of when an export
price cannot be compared with the exporter’s domestic
price, but instead must be compared with a
“constructed” price. A constructed price is typically
derived by adding together estimates of the reasonable
cost of a good at different stages, such as the cost of
production, an appropriate profit margin, and shipping
and service costs. The agreement addresses the criteria
used in allocating costs in these situations so as to
ensure that the comparison of an export price with the
benchmark price chosen or constructed is more
accurate and does not result in arbitrary or inflated
dumping margins.

Injury

The agreement requires that national authorities
invoking antidumping measures show a causal
relationship between dumped imports and injury to the
domestic industry producing like products. This
determination of injury from imports must take into

account all relevant economic factors that contribute to
the state of the industry being examined.

Cumulation

The agreement allows authorities to take into
account the cumulative effect on the domestic industry
of all imports at less-than-normal-value simultaneously
subject to investigation, rather than considering only
the narrower perspective of imports from one or more
clearly offending sources. U.S. law already provides
for cumulation in antidumping cases; the prior Code
was silent on this issue.

De Minimis Dumping Margins

A new rule calls for termination of antidumping
investigations as soon as it is determined that dumping
margins are de minimis, or that the volume of dumped
goods or the injury is negligible. De minimis margins
are defined as less than 2 percent of the export product
price; import volume is considered negligible when
imports from a country equal less than 3 percent of
total imports or when individual countries with less
than a 3-percent share collectively amount to no more
than 7 percent of total imports.*?

Duration And Review Of Orders

A new provision in the agreement provides for the
automatic expiration of antidumping measures after 5
years, unless national authorities determine that injury
is likely to continue or recur if the order is revoked.>°

Notification And Consultation

The new antidumping agreement continues the
requirement that countries which impose antidumping
measures regularly notify all antidumping action to a
Committee on Anti-Dumping Practices. The committee
provides a forum for consultation and discussion of
trade matters relating to dumping and countermeasures
taken.

Independent Panel Review

A key U.S. concern was the scope for independent
review by GATT dispute-settlement panels of
antidumping actions taken by national authorities.
Because the U.S. Congress has long considered strong
and effective antidumping and subsidy rules a priority
of the United States, U.S. negotiators were keenly
interested in preventing any weakening of the U.S.
trade laws. Similar to the present Antidumping Code,
the final antidumping text allows a WTO
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dispute-settlement panel to find an injury decision or
margin finding by national authorities inconsistent with
obligations under the antidumping agreement if it is
not satisfied that these national findings are based on a
proper establishment and an objective evaluation of the
facts. However, the agreement clarifies that panels
should defer to national authorities’ judgement if the
establishment of facts was proper and the evaluation
thereof unbiased and objective. Panels may also review
legal standards applied by national authorities to
determine, in accordance with customary rules of
interpretation of public international law, their
conformity with the antidumping agreement. Panels are
to find such measures to conform so long as they rest
upon one, or more than one, permissible interpretation
of the agreement’s provisions.>!

Circumvention

A major issue under discussion in the Round
pertains to the circumvention of antidumping law by
producers able to move minimal production facilities to
other locations to avoid the imposition of antidumping
duties. Participants, unable to agree on sufficiently
effective anticircumvention rules, ultimately left the
issue out of the antidumping agreement so that national
legislation could address such “diversionary dumping.”
However, a ministerial declaration in the last section of
the Final Act does mark this subject as one in need of
further work with the goal of developing uniform
anticircumvention disciplines.52

U.S. Concerns

The antidumping agreement was a prime concern
for U.S. negotiators during the Round and particularly
during the final weeks of negotiation. The United
States sought to retain the effectiveness of the system it
applies to imports, for example, ensuring that
antidumping investigations—Ilike countervailing duty
investigations under the subsidies agreement—are to
be concluded within 12 months, and in no case, even
under exceptional circumstances, can take more than
18 months. In addition, U.S. negotiators sought to
improve the effectiveness of the GATT antidumping
disciplines for U.S. exporters facing dumping
allegations by foreign countries. U.S. negotiators
largely succeeded in incorporating into the multilateral
agreement many standards that the United States either
proposed or already uses in its own domestic
antidumping legislation.

The addition of transparency and due process
requirements—calling for public notice of antidumping
action and public documentation of antidumping
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decisions—was considered important because it injects
some predictability into the often-vague antidumping
procedures used abroad against U.S. exporters. The
adoption into a multilateral agreement of the
cumulation of imports and the exclusion of below-cost
sales in normal export-value calculations—procedures
already used in U.S. antidumping investigations—were
considered important because they insulate the U.S.
use of these techniques from future challenges. The
clarification of such concepts as de minimis dumping
margins and negligible imports, used to trigger
termination of antidumping investigations, is again
seen as providing greater certainty of procedure for all
parties, such as for U.S. exporters. The binding nature
of the WTO’s new dispute-settlement procedure made
the scope of review by international panels of
antidumping cases crucial. The agreement somewhat
circumscribes dispute settlement panels by requiring
deference to national authorities if differences of
interpretation arise from properly gathered and
objectively evaluated facts.

Customs Valuation

The Agreement on Customs Valuation was
negotiated and concluded on a provisional basis earlier
in the Round.>3 Like its Tokyo Round predecessor
accord, the agreement sets out a number of successive
methods by which to determine the customs value of
imports in a consistent and transparent manner. The
same principles and structure created in the earlier
accord are used in expanded form to underpin this
agreement.

Two decisions, one on customs valuation and the
other on the status of declared value, were made part of
the agreement. The latter aims at clarifying how
countries might proceed in cases where fraud is
suspected.’* The decision allows customs officials to
request additional information from importers when
there is a basis for doubting the accuracy of an import’s
declared value. If reasonable doubt continues to exist
following this procedure, the customs administration
may proceed to void the declared value as a basis for
determining the customs value and instead determine
the value following the alternative valuation provisions
of the agreement, giving written reasons and an
opportunity for further response as necessary.

Another text accompanying the agreement clarifies
certain provisions pertinent to developing countries
and the minimum values that may be charged for
imports through sole or exclusive agents, sole
distributors, and sole concessionaires.> The GATT
Committee on Customs Valuation is called on to give a
sympathetic consideration to requests by developing



countries to maintain official minimum values.
Developing countries may also delay application of the
new Valuation Code for up to 5 years, as a form of
special and differential treatment, during which time
they can receive technical assistance concerning the
code and questions of valuation of goods imported by
exclusive agents, distributors, and concessionaires.

Preshipment Inspection

The Agreement on Preshipment Inspection (PSI)
was reached earlier in the Round (1990) on a
provisional basis. PSI is used by a number of
developing countries. Under PSI, purchased goods are
checked at the point of export rather than at the point
of entry—generally by a firm specializing in such
inspections that is under contract with the government
of the importing country—to help prevent fraud,
evasion of customs duties, or foreign exchange
restrictions. PSI can create import barriers by forcing
exporters to renegotiate terms of sales, causing delays
in shipments, or producing other problems.

The agreement states that general GATT principles,
such as nondiscrimination and transparency, and more
specific rules to ensure open trade will apply to private
agencies that provide PSI services for importing
countries. The aim of increasing transparency, although
directed primarily at PSI firms employed by importers,
applies equally to exporter members who must apply
domestic laws and regulations related to PSI in a
nondiscriminatory manner, publish these rules
promptly, and provide technical assistance when
required.

Under the agreement, PSI agencies are required to
perform their duties in a nondiscriminatory, objective,
and transparent manner. Their inspections, in both
quantity and quality terms, must be in accord with the
purchase agreement or with internationally recognized
standards. PSI firms are also required to follow price
verification guidelines that allow exporters the
opportunity to explain their price and to provide
exporters in a timely fashion all necessary procedural
information on how to obtain a clear report. PSI firms
must also follow procedures that ensure the
confidentiality of proprietary business information and
that prevent conflict of interest. The agreement
requires that unreasonable delays be avoided and sets a
limit of 5 working days as a guide for when PSI firms
should clear shipment or provide a detailed explanation
of why not. PSI firms are also required to verify price
provisionally on the basis of a contract and pro forma
invoice, if requested by the exporter.

The agreement sets up a method of appeal by
which exporters’ grievances may be heard and decided.
If a dispute cannot be settled through this appeals
process, the agreement sets up a review procedure
whereby an independent entity—made up of
representatives of PSI firms and exporters—would
form panels to review disputes.5® Panel decisions will
be binding on the parties to the dispute.

Rules of Origin

The Agreement on Rules of Origin was settled on a
provisional basis in 1990. Its aim is to harmonize
nonpreferential rules of origin among all members over
the long term, thus facilitating trade.

Members agreed to develop a harmonization
program that would make rules of origin and their
administration ~ objective, = understandable,  and
predictable. The program will begin as soon as possible
following entry into force of the WTO and will be
completed within 3 years. The GATT Committee on
Rules of Origin and the Technical Committee on Rules
of Origin of the Brussels-based Customs Cooperation
Council (CCC) are to begin work on the program
shortly.>’7 The resulting harmonization would bring
into effect rules of origin that apply such disciplines as
the following:

® origin rules that are administered in a
consistent, uniform, impartial, and
reasonable manner;

® assessments of origin issued within 150
days of being requested and remaining
valid for at least 3 years;

® 1o retroactive application of changes in
origin rules or in new rules of origin; and

® strict confidentiality for proprietary
information provided for purposes of rules
of origin determination.8

Until the joint effort is completed, members’ rules
of origin are required to be transparent and not trade
disruptive, distorting, or restrictive. Their rules must be
administered on a consistent, impartial, reasonable, and
uniform basis. The standard for a “rule of origin” must
be defined by a positive statement, clearly saying what
constitutes “origin” rather than what does not. Any
changes in rules of origin must be published at least 60
days in advance before becoming effective. The
agreement does not cover rules of origin used for
purposes of administering preferential tariffs. However,
an annex to the agreement sets out a model “Common
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Declaration With Regard to Preferential Rules of
Origin” for goods entering under preferential tariff
treatment programs.

Import Licensing

Although import licensing systems are now less
frequently encountered in world trade than in the past,
they are still a common feature in many countries. The
Agreement on Import Licensing Procedures seeks to
discipline and standardize these licensing procedures
so that the administrative discretion and uncertainty
often associated with them can be reduced. It also
creates legal presumptions that licensing not done in
accordance with the agreement has trade-restricting or
-distorting effects.

The agreement defines more precisely the two
types of existing licensing schemes, automatic and
nonautomatic, and aims to increase the transparency
and predictability of each of these systems. It requires
that sufficient information be published in order to
educate traders on how such licenses are granted. It
also strengthens the notification requirements for the
licensing agency and provides guidelines on how to
assess licensing application procedures. Changes in
procedure are to be published at least 21 days in
advance of implementing a change. For automatic
licensing systems—where approval is always
granted—application periods must be at least 21 days,
after which governments may reject other applications.
The agreement also provides that applications may be
filed up to the time of customs clearance, and requires
decisions thereon within 10 working days.

For licensing systems that are not automatic, the
agreement sets a maximum of 30 days for considering
individual applications, and of 60 days for considering
applications simultaneously. For automatic licensing
systems, the agreement also indicates when such
systems are presumed nonrestrictive, whereas for
nonautomatic systems, it is generally the opposite.

For new licensing procedures or for changes to
existing systems, members must notify the GATT
Committee on Import Licensing within 60 days of the
action, with information covering—

® products subject to licensing;
® contact point for licensing information;

® the administrative body to receive
submission of license applications;

® name of place and date when licensing
procedures are to be published;
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® the type of license, automatic or
nonautomatic;

® the administrative purpose of automatic
licensing;

® the measure covered by nonautomatic
licensing; and

® the expected duration of the procedure, if
possible.

If a signatory fails to notify a new or changed
licensing procedure, other members may notify it.

Subsidies

Introduction

The Agreement on Subsidies and Countervailing
Measures aims to broaden the effectiveness of previous
GATT disciplines on subsidies, seeking through greater
definition and classification a more fail-safe treatment
of the subject. For the first time under GATT rules, the
agreement defines “‘subsidy,” using as a basis a concept
used in U.S. countervailing duty legislation of a
financial contribution that confers a benefit to a firm or
to an industry.

In addition, the agreement classifies subsidies into
categories, in an attempt to provide increased
discipline over subsidy use. This prominent feature of
the agreement divides subsidies into prohibited
(so-called “red light”), actionable (“yellow light”), or
nonactionable (“green light”) ones.> It also sets out
rules and procedures that are similar in many respects
to those in the antidumping agreement for actions that
can be taken to offset actionable subsidies.

Prohibited Subsidies

Except as provided for in the Agreement on
Agriculture, the Agreement on Subsidies and
Countervailing Measures prohibits two major types of
subsidies: export subsidies and subsidies subject to
so-called  “local-content” requirements. Export
subsidies are those contingent on export performance,
whether solely or as part of other conditions.
Local-content subsidies are those contingent on the use
of domestic instead of imported goods.

The Dispute Settlement Body (DSB), designed to
carry out the dispute-settlement procedures of the
World Trade Organization, is to be able to authorize
countermeasures in cases where an offender has not
withdrawn subsidies shown to be in the prohibited



category, without any further requirement of proof of
injury. The DSB will have a Permanent Group of
Experts on subsidies at its disposal to help it determine
if a measure in question comes under the prohibited
category.

Actionable Subsidies

A nonprohibited subsidy that negatively affects the
interests of another member is “actionable”
multilaterally and countervailable®® unilaterally to
offset these adverse trade effects. Adverse effects to the
trade interests of another member must be proven
through proof of injury to the domestic industry by
way of price or volume (market share) effects,
demonstration of nullification or impairment of
benefits expected to accrue from such concessions as
tariff bindings, or through demonstration of some other
form of “serious prejudice” to the interests of another
member.

The concept of “presumptive serious prejudice” is
newly introduced by the agreement. A subsidy by one
member is presumed to be damaging to the trade
interests of another member, unless the subsidizing
member can prove that the subsidy in question does not
cause harm. If harmful, the agreement requires the
subsidy or its harmful effects to be withdrawn. A
subsidy is presumed to cause serious prejudice when—

® the total ad valorem subsidy exceeds 5
percent of the cost of the product in
question;6!

® subsidies cover operating losses of an
industry; or

® subsidies cover operating losses of an
enterprise other than one-time,
nonrecurrent infusions aimed at avoiding
acute social problems and at providing time
for longer term solutions to be developed.

Serious prejudice also exists when it is established
that—

® a subsidy is displacing imports of like
productsin the subsidizing country market;

® a subsidy is displacing imports of like
products in third-country markets; or

® the world market share of a particular
subsidized commodity is increasing,
compared with the 3 years before subsidies
were first granted.

Nonactionable Subsidies

“Nonactionable” subsidies are permitted subsidies
either because they are nonspecific—that is, they are
available generally—or because they fall under one of
three categories mutually agreed upon as acceptable
specific subsidies: (1) aid to industrial research and
development (R&D) prior to commercial development,
(2) aid to disadvantaged regions, and (3) aid to adapt
existing facilities to a new environmental law or
regulation.

Government assistance for industrial R&D is
considered nonactionable if subsidies are limited to
75 percent of industrial research costs and subsidies for
“precompetitive development activity” are limited to
50 percent of eligible costs. Precompetitive
development activity starts with applied R&D and ends
with the creation of the first noncommercial prototype.

Government aid for regional development is
nonactionable when provided to regions that are clearly
disadvantaged according to objective and neutral
criteria, on the condition that the assistance is available
generally and not targeted on any specific industry or
group of recipients within eligible regions.

Environmental  subsidies are nonactionable
provided they are a one-time measure limited to 20
percent of the cost of adapting an existing facility to a
new environmental standard imposed by law or
regulation. Such assistance must be directly linked and
proportionate to planned pollution reduction; the aid
cannot cover any manufacturing cost savings that may
be achieved.

Members believing that nonactionable subsidies,
notwithstanding their status, are having serious adverse
effects on a domestic industry may seek a
determination and recommendation on the matter.
These nonactionable subsidy provisions, as well as the
actionable subsidy provisions that presume serious
prejudice, will automatically expire 5 years after the
agreement’s entry into force, unless members are
willing to continue or to modify them.

Application of Countervailing
Measures

For actionable subsidies, the agreement sets out
rules and procedures for applying countervailing
measures. These rules and procedures parallel similar
measures set out in the antidumping agreement
concerning standing, cumulation, injury
determinations, negligible imports and de minimis
margins, duration and review of orders, and
independent panel review.

Under the subsidies agreement, countervailing duty
investigations are to take no more than 12 months to
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complete, save for exceptional -circumstances;
investigations can take no more than 18 months in any
case. As under the antidumping agreement,
countervailing duty measures are to terminate after 5
years unless a review by national authorities
determines that the end of such duties is likely to lead
to a continuation or recurrence of the injury because of
subsidization.

Developing Countries

The agreement imposes less rigorous subsidy
discipline on developing countries, although, unlike the
present situation, such countries will be subject to
increasing subsidy discipline after various transitional
periods. Subsidies are recognized as a legitimate tool
of economic development in developing countries as
well as in those that are in the process of transforming
themselves from centrally planned to market-oriented
economies. Least developed developing countries as
well as developing countries with less than $1,000
GNP per capita income®? are exempt from the
prohibition on export subsidies and may also continue
to use subsidies under the prohibited category for 8 and
5 years, respectively.63 Countervailing  duty
investigations concerning goods from developing
countries are to be terminated if the overall subsidy
level involved is no more than 2 percent (3 percent for
developing countries with under $1,000 GNP per
capita) of the value of the product under investigation
or if the subsidy level is less than 4 percent in volume
terms of total imports of the like product in the overall
importer’s market. For countries moving from centrally
planned to market economies, prohibited subsidies will
be phased out within 7 years of the agreement entering
into force.

Safeguards

Introduction

The Agreement on Safeguards seeks to clarify and
reinforce the disciplines of GATT article XIX (the
so-called GATT *“escape clause”) in order to reestablish
multilateral control over safeguard measures and to
eliminate measures that escape such control. It also
seeks to encourage structural adjustment in industries
benefiting from safeguard measures during the period
that such measures are in effect. Article XIX of the
GATT permits countries to “escape” from their
international obligations when increased imports cause
or threaten serious injury to domestic producers. The
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current article XIX imposes few procedural
requirements and no time limit on such measures, other
than stating that they are to be “temporary.”

Because countries taking actions under article XIX
are required to provide compensation to trading
partners that are adversely affected—or face possible
retaliation, many countries have resorted in recent
years to safeguard-like “grey-area” measures that are
not consistent with article XIX disciplines.

Among other things, the new agreement will
require greater transparency in safeguard proceedings,
provide for time limits on new safeguard. measures,
permit countries to take safeguard measures for up to 3
years without having to pay compensation, and require
the elimination of most existing grey-area measures
within 4 years.

Transparency and Duration

To improve transparency, the agreement defines
terms and sets out procedures for the conduct of
investigations and the taking of safeguard actions. The
agreement requires, among other things, that the
competent authorities overseeing safeguard
investigations publish a notice of the proceedings and
hold a hearing or provide similar opportunity for
interested parties to make their views known. They
must also publish a detailed statement setting forth
their decision and their reasons.

The agreement defines the terms “serious injury,”
“threat” of serious injury, and “industry,” used in
safeguard proceedings. The agreement also sets out
certain economic factors to be considered in
determining whether increased imports cause or
threaten to cause serious injury to the domestic
industry. Safeguard actions are not to exceed that
which is necessary to offset the injury caused.

The agreement imposes limits on the duration of
safeguard measures. These measures are to be applied
only for the period of time that is necessary to prevent
or remedy serious injury to an industry and to facilitate
industry adjustment, but in no case for more than an
initial period of 4 years and, with extensions, a total of
8 years. A provisional safeguard measure imposed,
pending the completion of an investigation, may
remain in effect for no more than 200 days. In addition,
a new measure may not be imposed in general on a
good that has been the subject of a previous action
unless a period of 2 years or a period of time equal to
that of the previous measure has passed, whichever is
longer.



Grey-Area Measures

Countries have often found the “escape” clause
discipline of article XIX a prohibitively costly means
of securing import relief because compensation must
be paid to all affected members on a nondiscriminatory
basis. As a result, countries have at times employed a
safeguard-like mechanism, “voluntary export restraints
(VERs),” which are outside of GATT disciplines.64
VERs typically commit an exporting country to restrict
the export of an offending product for a certain period
of time during which the domestic industry can
restructure.

Under the new safeguards agreement, all future
“grey-area” measures are prohibited, and outstanding
safeguard actions—including grey-area measures—are
to be eliminated within 4 years of the agreement’s
entry into force. However, each member will be
allowed to maintain a single nonconforming import
measure until December 31, 1999, if the involved
exporting member agrees.%5 All new safeguard actions
must be taken under article XIX and will be ended
within 8 years after their first application.

Compensation

The agreement envisages consultations on
compensation for safeguard measures. When
consultations are not successful, members may
withdraw equivalent concessions or obligations.
However, the new agreement alters current article XIX
standards by revoking for 3 years the right to
compensation for other members’ safeguard measures
taken in strict conformance with the new agreement.

Another article XIX procedure altered under the
new agreement that bears on compensation is the
selective application of safeguard measures. In
consultations with a Safeguards Committee to be
established under the new agreement, a member may
be able to depart from the standard safeguard
procedure that requires measures be applied in a
nondiscriminatory manner if it can demonstrate that
imports from certain member countries have increased
disproportionately compared with the total increase in
imports in question.

If such departure can be justified as equitable to all
suppliers, the committee will be able to authorize the
application of more “selective” safeguard measures
rather than requiring the injured member to adhere to
strict apportionment of import quota shares on the
traditional MFN-basis. The duration of these so-called
“selective safeguards” may not exceed 4 years.

Developing Countries

Members are required to apply safeguard measures
on imports from developing country members more
leniently. No safeguard actions are permitted on
products from a developing country whose import
share is no greater than 3 percent or from developing
countries who collectively account for 9 percent or less
of total imports in this product. Developing countries
may apply safeguard measures 2 years longer than the
normal maximum of 8 years and may also more readily
re-apply them.

Services

Introduction

The General Agreement on Trade in Services
(GATS) represents a great advance in world trade
coverage over the present-day GATT. World trade in
services has burgeoned in recent years to comprise
roughly one-quarter of world exports, or $890 billion
of the $3,774 billion in world trade estimated for 1992.
Services, moreover, represent one of the fastest
growing sectors among the major economies,
providing many of the high-technology, high-wage
jobs created in recent years. Thus, the inclusion of
services within the trading system represents a major
step forward in expanding the world trade covered by
multilateral disciplines.

However, partly because of the groundbreaking
nature of the endeavor and its economic importance,
progress on negotiations regarding services has been
slower than those concerning goods. By the close of
the Round on December 15, 1993, agreement had been
reached only on the services framework or GATS;
negotiations on specific market-opening commitments
were to continue, particularly for the service sectors
important enough to be dealt with in separate annexes.

Framework Agreement

The GATS is composed of six parts. The articles of
the framework agreement incorporate many ideas from
the GATT covering trade in goods, such as MFN
treatment, national treatment, market access, and
transparency. Nonetheless, concepts that are sound
when used regarding trade in goods fit less well when
applied to trade in services, and the resultant adaptation
of these concepts to services has slowed progress.

Part I—Scope and Definition

The agreement covers trade in services between
members, defined as—
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® services supplied across national borders,
that is, from one member’s territory into
another’s territory (e.g. U.S. television
broadcasts to Canada);

® services supplied from one territory to a
consumer of another territory (e.g. U.S.
telephone services supplied to M. Jean
Daine, citizen of France);

® services supplied from one territory
through its established entity that provides
these services from another territory (e.g.
Citicorp USA supplying financial services
through its Citicorp branch in Paris,
France);

® services supplied by natural persons of one
territory within the territory of another (e.g.
Mr. John Doe, U.S. citizen, providing
financial consulting services in Paris,
France).

Government procurement of services is not
covered by the GATS with respect to provisions on
MFN, national treatment, and the generalized
market-access commitments set out in part III of the
GATS. However, the GATS stipulates that multilateral
negotiations on government procurement of services
under the GATS will start within 2 years (by 1997) of
the WTO’s entry into force. These talks on government
procurement of services under the GATS will also need
to take into account the plurilateral GATT Agreement
on Government Procurement, whose limited
membership recently extended its contract coverage to
government procurement of services—including
construction services—in negotiations paralleling the
Uruguay Round.

Part II—General Obligations and
Disciplines
The rules and obligations under the GATS are

presented in the specific articles to the agreement.
Brief comments on the major articles are set out below.

Most-favored-nation (MFN) treatment in the GATS
requires members to ‘“accord immediately and
unconditionally to services and services providers of
any other Party, treatment no less favorable than that it
accords to like services and services providers of any
other country.” Although MFN is one of the most
fundamental tenets of the GATT system,
negotiators—from the United States in
particular—realized that granting ‘“unconditional”
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MEFN treatment in services would tend to fix access to
national markets for foreign service suppliers and
freeze it in its current stage of liberalization. Thus,
open services markets would remain open and closed
services markets would remain closed. As a result, a
form of “conditional” MFN treatment was devised by
negotiators whereby MFN treatment would not be
conferred on a country until agreement was reached on
a national schedule of market-opening commitments
for services. This “conditional” MFN came into play
particularly during the financial services negotiations,
described below. Specific exemptions from MFN
treatment under the GATS will be recorded in an
annex. Each exemption is to be reviewed after 5 years
and is limited in principle to 10 years. These
exemptions to MFN treatment will be, in any case,
subject to future liberalizing negotiations.

GATS members are to publish all pertinent laws
and regulations so that foreign service suppliers will be
on an equal footing with domestic ones. Members will
also establish “enquiry points” to provide specific
information and respond promptly to questions on
laws, regulations, administrative guidelines, decisions,
rulings, application of measures, or international
agreements that might affect a service industry.

The agreement sets out provisions aimed at
ensuring that domestic regulation of services is
administered in a reasonable, objective, and impartial
manner. Prompt review of administrative decisions is
also required.

Developing countries will be encouraged to join
the GATS to negotiate commitments to (1) strengthen
the competitiveness of their own service economies
through access to technology on a commercial basis,
(2) improve access to distribution channels and
information networks, and (3) liberalize market access
in sectors and supply channels of export interest to
other members.

The GATS provisions on economic integration,
like GATT article XXIV, expect substantially all
sectors to be covered in any integration scheme, with
no sector, subsector, or industry excluded
automatically.

The agreement requires that all parties provide the
means to recognize service providers, such as
education, experience, licenses, certifications, or other
requirements, by using internationally recognized
criteria or another appropriate approach.

Monopolies and service suppliers with exclusive
rights are neither condemned nor condoned, but are to
refrain from abusing their market-power position in
their own territory. Restrictive business practices in



services will be subject to consultations between
members.

Negotiations on safeguard measures will be
completed within 3 years of the WTO’s entry into
force. In the interim, members may withdraw or
change their schedules of commitments for up to 1 year
after the commitment enters into force.

Members may not place restrictions on
international current-account transactions except for
exchange rate actions in conformity with IMF
obligations. Restrictions on current-account
transactions taken for balance-of-payments reasons
must be nondiscriminatory and temporary and avoid
unnecessary commercial damage.

Similar to GATT articles XX and XXI, exceptions
under the GATS are allowed to protect public morals;
human, animal, or plant life; services contracts against
deceptive practices or default; the privacy of
individuals and confidentiality of records; safety; and
national security. Treatment may differ between
domestic and foreign suppliers of services if the
measures are aimed at making direct taxation of
foreign services firms more equitable, such as avoiding
double taxation.

The GATS calls for future negotiations to develop
rules aimed at avoiding the trade-distorting effects of
subsidies on trade in services. These talks will also
address countervailing procedures and take into
account the role of subsidies in developing countries.

Part IlI—Specific Commitments

Specific framework commitments on market
access and national treatment for different services
sectors are found in members’ national schedules of
commitments, lodged under part III. These schedules
include—

® terms, limits, and conditions on market
access;

® conditions and qualifications on national
treatment;

® any additional commitments;

® timeframe for implementation of
commitments, when appropriate; and

® effective date of such commitments.

Coverage of services sectors in national schedules
are listed in figure 1. Members may withdraw or
modify existing commitments in their national

schedules after the GATS has been in effect for 3 years,
contingent on compensation on an MFN basis.
Compensation may be decided by arbitration in the
absence of a negotiated settlement.

The market-access commitments aim to
progressively lift barriers to or limits on foreign service
suppliers. These disciplines address barriers, such as
limits on the number of services suppliers, people
employed, and total value or quantity of service
transactions allowed in the market and limits because
of economic “needs tests,” to local incorporation rules,
or restricted participation of foreign capital.

The national-treatment commitments require that
parties treat foreign services and service suppliers in
essentially the same way as domestic ones. Members
may provide formally identical or formally different
treatment in carrying out this commitment, but they
may only choose treatment of foreign suppliers that is
not identical to that received by domestic suppliers if it
does not skew the terms of competition in favor of
domestic service providers.

The section providing for additional specific
commitments, beyond those in the preceding
market-access or national-treatment sections, allows
negotiation of commitments regarding qualifications,
standards, or licensing matters. This could include
agreements for prompt publication of relevant
measures to provide transparency, free-trade
arrangements or mutual recognition agreements, and
guarantees of the free flow of current-account
payments and transfers for services firms benefiting
from sectoral commitments.56

Part IV—Progressive Liberalization

The GATS includes provisions for successive
Rounds of services negotiations to help expand
national schedules of commitments to begin within 5
years of entry into force of the WTO. Due respect is to
be accorded to national policy objectives, both overall
and in specific sectors, and to the particular needs of
developing countries to liberalize in accordance with
their development situation.

Part V—Institutional Provisions

The institutional provisions of the GATS call for
members to consult one another and to utilize
dispute-settlement and . enforcement  measures.
Additional institutional measures provide for joint
action among members (such as waivers) and clarify
the roles of the General Council to arrange for
consultation and cooperation with other international
organizations and of the Council on Trade in Services
to oversee the operation of the agreement.
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Figure |

Select Services Sectors under Discussion in the GATS

BUSINESS SERVICES

security services

COMMUNICATION SERVICES
— basic communications services

— enhanced communications services

— audiovisual services

CONSTRUCTION SERVICES

DISTRIBUTION SERVICES
— wholesale and retail trade and franchising

EDUCATIONAL SERVICES
ENVIRONMENTAL SERVICES

FINANCIAL SERVICES
— banking, insurance, securities

HEALTH SERVICES
PROFESSIONAL SERVICES

TOURISM SERVICES

TRANSPORTATION SERVICES
— air transport

— maritime transport

— advertising, computer services, consulting, market research, rental and leasing services,
— long—distance telephone service and couriers

— cable, fiber optic, microwave, and satellite

— cinema, television, video, cable and satellite pay—per-view TV

- accounting, architecture, engineering, law, medicine

— landing/takeoff rights, and related services

— open-water shipping, port services, and related port services

Source: The White House, “Executive Summary of the GATT Uruguay Round of Multilateral Trade Negotiations,”

Dec. 15, 1993, Washington, DC, p. 20.

Part VI—Final Provisions

The final provisions sets out definitions of terms in
the agreement and also covers how to approach denial
of benefits to non-WTO members. “Nonapplication”
against another member is also allowed, whereby any
member may notify the parties to the agreement that it
will not apply the agreement to another member.

Services Annexes

While the framework agreement provides rules and
disciplines applicable to all services covered under the
General Agreement on Trade in Services, negotiators
considered that certain services sectors would need
additional provisions to make the agreement effective.
The sectoral annexes in the Final Act cover (1)
movement of labor, (2) financial services, (3)
telecommunications, and (4) air-transport services.
Limited success in fleshing out acceptable sectoral
disciplines means that continued negotiations on
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services will focus first on the annexes and on future
additions to schedules of commitments.

Labor Mobility

The Annex on Movement of Natural Persons
Supplying Services commits members to negotiate
particular obligations regarding personnel providing
covered services.

Financial Services

The Annex on Financial Services covers primarily
banking and insurance. It allows national authorities to
take prudential measures to protect investors, deposit
holders, or policy holders so as to preserve the integrity
and stability of the financial system. A separate
understanding provides for liberalization commitments
through an alternative approach that members taking
prudential measures can nonetheless undertake.5”



Negotiators on financial services could not reach a
consensus by the conclusion of the Uruguay Round.
The primary issue at stake was whether MFN treatment
should be extended to foreign suppliers of financial
services on an “unconditional” basis. By the closing
weeks of negotiations, it was evident that a number of
participants were not prepared to put forward offers
that were extensive enough to satisfy the United States
or the EU by the Round’s December 15th deadline. As
a consequence, negotiators agreed formally to postpone
concluding the financial services negotiations, since
doing so would have triggered the United States and
the EU to withdraw access to their financial services
markets by taking a sectoral exemption.

Instead,  negotiators  decided to  apply
across-the-board MFN treatment in financial services
for the first 6 months of the Uruguay Round
agreement, after which countries would be free to
withdraw their financial services markets by taking a
sectoral exemption. In effect, this decision means that
negotiations can continue until July 1, 1995, given a
January 1, 1995, entry into force date for the WTO.

Telecommunications

Members recognize that the telecommunications
sector is both a distinct economic sector and the
underlying means of “transport” for other economic
activities. The primary focus of the annex on
telecommunications is to ensure reasonable and
nondiscriminatory access to and use of public
telecommunications networks and services for all
service suppliers, whether foreign or domestic. The
annex stipulates that measures imposed on access to
these public networks or services should be only those
necessary to safeguard the responsibility of
public-service suppliers to the general public to
provide such networks and to protect the technical
integrity of such systems. Members may also ensure
that other members do not supply services unless
specifically permitted according to commitments stated
in their national schedules. The annex also recognizes
the desirability of providing technical cooperation to
developing countries to promote their own domestic
telecommunication sectors.

Negotiations on specific access commitments dealt
separately with (1) basic telecommunications and (2)
value-added telecommunications. The Final Act
includes an “Annex on Telecommunications,” but
negotiations on Dbasic telecommunications are
scheduled to continue.® At the Round’s end, ministers
established a Negotiating Group on Basic
Telecommunications within the GATS framework to
enter into negotiations to liberalize basic

telecommunications. The group is to begin its work
following the entry into force of the WTO (Jan. 1,
1995) and to conclude its negotiations with a final
report no later than April 30, 1996. The group is open
to governments that signed the Final Act and that wish
to participate.

Air Transport

The annex on air-transport services explicitly
excludes both air-traffic rights and directly related
activities. This exclusion results largely from the view
of key participants, like the United States and
European Union, that the extensive system of
negotiated bilateral treaties conveying air-traffic rights
currently in place functions well and would be difficult
to disentangle. Auxiliary services—composed of
aircraft repair, marketing of air-transport services, and
computer reservation services—are included under the
agreement. The operation of the annex will be
reviewed every 5 years.

Maritime Transport

Discussions during the Round centered around 3
areas of maritime services: (1) open-water shipping,
(2) port services, and (3) auxiliary services at ports. No
agreement could be reached concerning open-water
shipping, where the influence of European cartels that
set their own prices within a territory, known as
“shipping conferences”, could not be overcome. Thus,
no text was agreed for maritime services by the
December 15, 1993, conclusion of the Round.
Ministers did agree to establish a Negotiating Group on
Maritime Transport Services (NGMTS) to enter into
negotiations “aiming at commitments in international
shipping, auxiliary services, and access to and use of
port facilities, leading to elimination of restrictions
within a fixed timescale.”’® The NGMTS, which will
begin upon the 1995 commencement of the WTO, will
conclude its negotiations and make a final report no
later than June 1996.

An explanatory note in the Agreement Establishing
the WTO also affects maritime transport services.”!
The note exempts from provisions under the WTO any
measures taken by a member under specific mandatory
legislation enacted before 1947 that “prohibits the use,
sale or lease of foreign-built or foreign-reconstructed
vessels in commercial applications between points in
national waters or the waters of an exclusive economic
zone.” This “grandfather” clause, exempting from
GATT disciplines the restrictions on foreign access to
national maritime cabotage, is to be reviewed within
the first 5 years of the WTO going into effect, and
every 2 years thereafter. The United States Merchant
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Marine Act of 1920 (the “Jones Act”) is thus the only
legislation currently grandfathered into the Uruguay
Round agreements.

Audiovisual Services

The audiovisual sector was probably the most hotly
debated issue between the U.S. and EU trade ministers
in the closing days of the Round. USTR Kantor and
EU External Affairs Commissioner Leon Brittan spent
several days in virtually nonstop discussions
attempting to come to some compromise over four
separate facets regarding the audiovisual sector: (1)
the EU Broadcast Directive and its television quota
restrictions, (2) future broadcast technologies (such as
cable, satellite, and fiber optic transmission), (3) taxes
levied on blank audio and video cassettes, and (4) taxes
levied on cinema tickets. During their negotiations on
audiovisual services—at times overlapping with those
on intellectual property issues—the EU was unwilling
to yield ground concerning either of the first two topics
but was willing to discuss the second two, subject to
the caveat that tax matters are ultimately the
prerogative of national legislatures.

The EU Broadcast Directive of 1989 requires
member state governments to reserve the majority of
national broadcast time for productions originating in
the Union “where practicable.” Given the widely
acknowledged fact that U.S. television and video
productions typically capture over 70 to 80 percent of
European programming, the directive amounts, in the
U.S. view,”? to a significant trade barrier against the
United States’ second largest export industry.”? The
EU was unwilling to compromise over the issue,
claiming that the right reserved by the directive to
retain most of the available broadcast time for EU
member-state programs seems an unlikely hindrance to
a U.S. industry that already captures three-quarters of
the EU market for television programming.’4

Discussions on programming broadcast through
advanced technologies also failed to achieve results.
Advanced technologies include pay-per-view cable
television and video programs, satellite transmission of
programming, and others, such as fiber-optic
transmission of program broadcasts. Although the U.S.
side offered numerous choices during negotiations,
such as essentially accepting the Broadcast Directive in
its present form provided it was not extended to
broadcast transmission via more advanced
technologies, the EU side sought to retain the right to
regulate  program broadcasting regardless of
transmission mode.
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The member states of the EU levy a tax on the sale
of blank audio and video cassettes to generate revenue
from which compensation for illegal copying may be
paid to singers and artists who hold the intellectual
property right to their recorded performances. These
revenues are shared among the European governments
but not with the United States. Given the sizeable share
of the European market for such radio, TV, and video
broadcast performances, the U.S. industry considers
that it should receive some portion of these tax
revenues.

One stumbling block to this revenue sharing,
however, is the difference in ownership of the
intellectual property rights generated by such
performances. Under the Rome Treaty, the artist,
singer, or performer is granted an inalienable right to
her or his work, whereas in the United States the
performer typically transfers this ownership right to the
producer (production studio, house, or firm). One
European objection against sharing revenues generated
by the cassette tax with the United States is that the
U.S. industry rather than the individual performer
would typically be the beneficiary.

In France, an 11-percent tax levied on cinema
tickets is used to help promote and subsidize national
film producers. The U.S. film industry objects to
supporting the French film industry through this tax.

This particular situation, however, reflects a
broader issue operating as an undercurrent to the
audiovisual negotiations—the issue of national cultural
exemptions. A number of member states asked EU
negotiators to push for a national culture clause that
would exempt from the audiovisual negotiations
domestic makers, that is European producers, of films,
television, radio programs. Such exemption would in
effect insulate those producers whose programs fell
under the designated rubric of “national culture” from
competition with foreign-made productions, typically
films, videos, programs, and the rest emanating from
Hollywood. The United States has steadfastly rejected
any sort of cultural exemption, arguing that the
definition of a vague concept, such as ‘“national
culture”, is open to protectionist abuse as a trade
barrier.

Intellectual Property

Introduction

Intellectual property, which derives its intrinsic
value from creative ideas, is one of two nontraditional
subjects covered for the first time by the new GATT
rules and disciplines.” The Agreement on



Trade-Related Aspects of Intellectual Property Rights
(TRIPS), including Trade in Counterfeit Goods, aims
to apply basic GATT principles, as well as relevant
principles of international agreements on intellectual
property, to the field of intellectual property, where
national standards of protection differ greatly
worldwide, some governments effectively having none
at all.7”® The agreement seeks to provide fundamental
intellectual property rights, effective enforcement
measures, and a multilateral dispute-settlement
mechanism, in addition to transitional arrangements.
With certain exceptions, the agreement is intended to
apply to existing as well as new intellectual property
rights (figure J). The TRIPS agreement contains seven
parts: (I) general provisions and basic principles, (II)
standards regarding the scope and use of particular
intellectual property rights, (III) enforcement
provisions, (IV) acquisition and maintenance of such
rights, (V) dispute settlement, (VI) transition
arrangements, and (VII) institutional and final
provisions.

The principles in part I involve national treatment
and most-favored-nation (MFN) treatment. The
national treatment concept holds that other members
must be accorded treatment no different than that given
to domestic producers and holders of intellectual
property rights. The MFN provision is unusual
regarding intellectual property in that any advantage
given by one government to another government’s
nationals must by extended immediately and
unconditionally to all other member governments, even
if such treatment is more favorable than that given to
the government’s own nationals.””

Specific commitments regarding the various types
of intellectual property are cited under part II of the
agreement, covering the following: (1) copyright and
related rights, (2) trademarks, (3) geographical
indications, (4) industrial designs, (5) patents, (6)
integrated circuits, (7) protection of undisclosed
(propriety business) information, and (8) control of
anticompetitive practices in contractual licenses.

Geographical Indications
Prevent consumer confusion

Not patentable:

Integrated Circuits

Figure J

Summary of TRIPS Agreement

Years

protection  Subject

Copyrights

50 Computer programs

50 Sound recordings

20 Broadcast signals

Trademarks

7 7-year term renewable indefinitely

Additional protection for well-known marks

Stricter protection for wines and spirits

Industrial Designs

10 Protection for design or products embodying the design
Patents

20 Inventions (product or process)

(1) diagnostic, therapeutic, and surgical methods

(2) plant and animal biological process*

(3) products prohibited for public order or morality
(*except micro—organisms or —biological process)

10 Minimum protection for semiconductors according to the Treaty on Intellectual Property
in Respect of Integrated Circuits.

Source: Compiled by USITC staff from the Final Act.
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Copyrights

Participants in the Uruguay Round agreement are
expected to apply all of the substantive economic
provisions of the Berne Convention except its “moral
rights” provision, which aims to protect individual
authors and artists by giving them inalienable rights
over the reproduction of their works.”® Copyright
protection is to be extended for a minimum of 50 years,
if not based on the lifespan of a natural person.

The agreement expands worldwide copyright
protection to computer programs (that is, software),
which are to be treated as literary works with the
50-year minimum protection under the Berne
Convention, to databases, and to mathematical
algorithms. The agreement also covers rental rights,
whereby producers of sound recordings and authors of
computer software are to be given the right to authorize
or prohibit commercial rental of their works.

The agreement gives protection to performers from
unauthorized recording and broadcasting of live
performances. For sound recordings, performers and
producers will receive protection for a minimum of 50
years and protection for existing sound recordings as
required. Broadcast organizations or the subjects of a
broadcast are to have control over the right to
rebroadcast these products for at least 20 years.

Trademarks

The agreement defines. the types of signs
(trademarks) that may be eligible for protection and the
minimum rights that are to be conferred to their
owners. The agreement extends the protection
conferred under the Paris Convention to services and
may require registration of distinctive service marks as
acquired through use. Registration of trade or service
marks provides protection for no less than 7 years and
is renewable indefinitely. Well-known marks will
receive additional protection.

The agreement sets out requirements of use and
nonuse of trademarks and servicemarks. It strictly
limits the unauthorized use of identical or similar
marks likely to prove confusing. The agreement also
prohibits mandatory linking of trademarks and
compulsory licensing of marks.

Geographical Indications

The agreement states that members are to provide
the legal means to prevent an indication that misleads
consumers about the true geographic origin of goods or
that constitutes unfair competition under the Paris
Convention.”  Additional protection is set out for
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geographic indications describing wines and spirits,
even when nothing exists to mislead consumers about
the product’s true origin. Generic terms, such as
“chablis” or “champagne” already in circulation will be
allowed as exceptions, but countries using such
exceptions must be willing to negotiate further to
protect the geographic indication at issue. The
agreement calls for future negotiations to establish a
multilateral system of notification and registration of
geographic indications of wines.

Industrial Designs

Industrial designs that are new or original are to
receive protection for at least 10 years under the
agreement. Owners of these designs are allowed to
prevent products bearing or embodying this design
from being manufactured, sold, or imported. The
agreement also states that the cost of protecting textile
designs should not impair chances for securing such
protection and that members may provide protection
through industrial design or copyright law.

Patents

Members of the Uruguay Round agreement are
expected to comply with the substantive provisions on
the Paris Convention concerning patents. As a result,
20-year patent protection should be available for
inventions, whether products or processes, in virtually
all fields of technology. For the United States, this
protection is  particularly germane in the
pharmaceutical and agricultural chemical industries.
Patent protection over the 20-year period is to extend
from the date of application. The agreement calls for
filing procedures for pharmaceuticals and agricultural
chemicals to be put in place promptly.80

However, certain exceptions are allowed. Products
or processes that by agreement may not be patented are
diagnostic, therapeutic, and surgical methods; plants
and animals and essentially biological processes for the
production of plants or animals (with the exception of
microorganisms and microbiological and nonbiological
processes, which may be patented);3! and inventions
whose commercial exploitation is prohibited for
reasons of public order or morality. Compulsory
licensing of patents without authorization from the
patent owner, such as for governmental use, is
permitted, but only under strict conditions.32 Rights
derived from a patented process are legally part of the
directly resultant product.

The United States, the EU, and Japan, have
apparently agreed to pursue further discussions aimed
at harmonizing differences in their patent applications



and approval procedures. The United States awards
patents on a “first-to-invent” basis, whereas Europe
and Japan use a “first-to-file” basis. It is expected that
ultimately the United States will move closer to the
“first-to-file” basis, but protracted negotiations are
expected before reaching this end.

Integrated Circuits

Members agree to base protection of layout designs
for integrated circuits on the provisions of the Treaty
on Intellectual Property in Respect of Integrated
Circuits (IPIC Treaty). However, the Uruguay Round
agreement contains several additional protections: (1)
a minimum 10-year protection period, (2) extension of
protection to articles incorporating an infringed layout
design, (3) permission for innocent infringers to use or
sell stock in hand or ordered before learning of the
infringement provided they pay a suitable royalty, and
(4) permission for compulsory licensing and
government use under certain strict conditions.

In the closing days of negotiations, the United
States reversed its previous position of accepting
compulsory licensing for semiconductors contingent
upon royalties, refusing to accept compulsory licensing
with “commercial applications” (such as for
semiconductors used in integrated circuitry). As a
result, the final text allows such unauthorized licensing
only for “public noncommercial use.” National trade
laws could thus be used in such situations in which the
licensing of a product with commercial application is
compelled, because no other multilateral or bilateral
agreement has been reached.

Proprietary Business Information

Trade secrets and know-how with commercial
value must be protected against breach of confidence
or similar dishonest commercial practice. Protection of
test data submitted by pharmaceutical and agricultural
chemical firms to governments for marketing approval
must also be protected from unfair commercial use.

Restrictive Business Practices

Licensing practices or conditions that abuse
intellectual property rights, and thereby have an
adverse impact on competition, can be redressed
through consultations between governments. Remedies
against such anticompetitive practices in contractual
licenses must, however, be consistent with the rest of
the Uruguay Round TRIPs agreement.

Enforcement Provisions

The agreement requires member governments to
make procedures and remedies under domestic law to
effectively enforce intellectual property rights available
to nationals and foreigners on a nondiscriminatory
basis. These procedures must not be unnecessarily
complicated or costly, nor entail unreasonable
time-limits or unwarranted delays.

The agreement does not require a judicial system
distinct from that which enforces laws in general nor
any priority enforcement of intellectual property rights.
The agreement specifies particular procedures
concerning fair and equitable treatment, evidence of
proof, injunctions, damages, and other remedies,
including the right of judicial authorities to destroy or
dispose of infringing goods. Parties to the agreement
should also provide for legal redress in the form of
criminal penalties and procedures at the least where
willful trademark counterfeiting or copyright piracy
takes place on a commercial scale. Such remedies
should include fines and imprisonment likely to deter
future acts. Judicial authorities must also have power to
set up provisional measures, particularly where delay
would lead to irreparable harm to the holder of these
rights or where evidence is likely to be destroyed.

Border provisions provide that customs officials
may suspend the release of pirated or counterfeit goods
into domestic circulation. Members must adopt
procedures to allow interested parties to request border
authorities to intercept pirated or counterfeit goods.

Administrative Provisions

The agreement is to be monitored by a newly
created Council for Trade-Related Aspects of
Intellectual Property Rights. The integrated GATT
dispute-settlement system is to be used to hear
complaints. The transitional period leading to the
implementation of the agreement is 1 year for
developed countries, 5 years for developing countries
and those moving from centrally planned to market
economies, and 11 years for the least developed
countries.

Countries with no means to provide patent
protection in a technological area have up to 10 years
to introduce this protection. However, these countries
must accept filings for patent applications for two
specific categories—pharmaceuticals and agricultural
chemicals—from the start of this 10-year transitional
period to preserve the novelty of the invention from the
filing date, although the patent does not have to be
granted until the end of the transition. An exclusive
marketing right for 5 years (or until a patent is granted,
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whichever is shorter) must be granted if authorization
is given during the transitional phase before granting a
patent.

Plurilateral Agreements

Government Procurement

Negotiations on a new Agreement on Government
Procurement (often referred to as the Government
Procurement Code) were called for in the original 1979
agreement. Begun in 1983, these negotiations resulted
in the 1988 revision of the code. The next renegotiation
of the code, while not formally part of the Uruguay
Round, began with and was scheduled to finish with
the conclusion of the Round.

The procurement code departs from the traditional
GATT approach of unconditional and all-inconclusive
MFN treatment. It is limited in membership, and
members are obliged to offer the code’s benefits only
to other signatories. It is also limited in the sense that
each member commits to follow its disciplines only for
specifically designated entities, known as covered
entities. Finally, the agreement allows country-specific
derogations should a signatory find another signatory’s
scope of coverage inadequate.33

The object of the most recent negotiations was
threefold:

(1) to extend coverage of the agreement to
services, including construction services
(the present code covers only goods);

(2) to broaden coverage from only the
central-government level to subcentral
levels of government and entities whose
procurement is closely linked to these
governments, such as public utilities;34 and

(3) to improve the text and disciplines of the
current government procurement code.

Although negotiators settled on a revised text of
the agreement by December 15, 1993, and national
schedules covering central government procurement
entities were well advanced, negotiations continued
into 1994 during the runup to the April 15, 1994,
signing of the Uruguay Round agreements in the hope
of covering more procurement by subcentral
governments and public-sector utilities.85  The
following discussion explains the basic obligations
contained in the new agreement.
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Product Coverage

In addition to broadening the scope of procurement
contracts covered in terms of participating procurement
agencies, the new agreement expands product
coverage. The previous code applied only to
procurement contracts for goods tendered by central
governments. The new government procurement
agreement expands product coverage to services,
including construction services. The agreement will
apply to procurement contracts for goods and services
tendered by central government entities with a value
above a “threshold” of SDR 130,000 (US$182,000)
and above SDR 5 million (US$6.5 million) for
construction services.86 The United States made no
offers in sensitive service sectors, such as
transportation, research and development, or the
management and operation of Federal research centers
and laboratories.8”

Subcentral Coverage

The new agreement also extends entity
procurement coverage from central governments only
to some subcentral governments and
government-owned utilities and corporations. The
United States has offered procurement by all U.S.
executive agencies that are subject to the Federal
Acquisition Regulations, by 24 States, which include
the 5 largest ones, and by federally owned utilities.38
However, at the end of 1993, the entity coverage
negotiations were complete only among the United
States, Israel, Hong Kong, and Korea. These
concessions become effective in 1996 for Israel and in
1997 for Hong Kong and Korea.

Transparency

Like the old agreement, the new accord contains
provisions to enhance transparency. Procurement
entities of central governments are still required to
publish each procurement in a central and readily
available publication. State and local governments may
publish either an annual list of anticipated procurement
or an annual notice on how firms can qualify to bid on
procurement during the year. State and local
procurement entities are also obligated to respond with
specific procurement information to all firms
indicating an interest in the notice, although transmittal
of an invitation to tender regarding any particular
procurement may be limited to selected firms from a
list of qualified firms. The minimum period between
announcement or invitation and the bid deadline under
the agreement remains at 40 days in general, although,
in certain very limited circumstances, the interval may
be reduced to 10 days.



Improved Disciplines

Bid-Protest Procedures

A primary U.S. goal in revising the government
procurement code was to establish a bid-protest
system, whereby firms can challenge alleged breaches
in the agreement’s procedures. Although such a system
already exists in the United States, it is less common
abroad. Under the new agreement, government entities
at all levels must ensure that nondiscriminatory, timely,
transparent, and effective procedures are available for
such challenges. An impartial and independent review
body, free from outside influence during its
appointment and with no vested interest in the
procurement outcome, is required to be made available
for these challenges. Court-like procedures are also
required in the event the challenge body is not a court.
The challenge procedures must include the possibility
of suspending the procurement while the protest is in
process, as well as the possibility of compensation for
loss or damages inclusive of protest and tender
preparation costs, or even reversal of the award
decision after it has been made. Procurement entities
must provide prompt notification, either oral or
written, to all bidders on the contract award, if
requested.

Procurement Specifications and
Offsets Rules

All procurement agencies must provide technical
specifications on a nondiscriminatory basis and are
urged to formulate these specifications based on
performance rather than design standards, using
national or international standards whenever
appropriate. (The Agreement on Technical Barriers to
Trade specifically excludes procurement specifications
from its scope.) Under the agreement, however,
entities may claim exemptions for recycled products or
other “quality of life” restrictions, provided they do not
act as “a means of arbitrary or unjustifiable
discrimination.”

Unlike the previous code, the new procurement
agreement prohibits offsets, except when specifically
reserved as derogations in individual country
schedules. An offset is the award of a procurement
contract conditioned on the acceptance of measures
that encourage local development or improve
balance-of-payments accounts. Examples of offsets are
local-content requirements, investment requirements,
and forced licensing of technology.

Dispute Settlement

With few exceptions, the Dispute Settlement
Understanding under the Uruguay Round agreements
is to be used for disputes regarding the Agreement on
Government Procurement. However, only signatories
of the procurement agreement may avail themselves of
WTO dispute settlement for purposes of enforcing their
rights under the Government Procurement Code. The
agreement provides for the possibility of alternative
remedies in cases where the standard remedy of
withdrawal of inconsistent measures is not available. In
view of the particular nature of procurement, the WTO
Dispute Settlement Body is furthermore urged to
shorten the time involved in deciding disputes arising
under the agreement.

Membership

Concluded under the Uruguay Round agreements
was the issue of finding a means by which to help
developing countries become members of the
Government Procurement Code.8? Negotiators agreed
that initial consultations between current signatories
and candidate governments would be followed by
accession working parties. These working parties will
examine the entity offers of the applicant countries and
the opportunities that would be available in current
signatory markets for the applicant.?®

The present signatories are Austria, Canada, the
EU, Finland, Hong Kong, Israel, Japan, Norway,
Singapore, Sweden, Switzerland, and the United
States. Korea recently acceded to the current code and
will be a member of the revised code. Singapore is a
current member but did not participate in the revision
negotiations, thus it is not certain whether it will
become a member of the revised code. The revised
code is scheduled to become effective on January 1,
1996; Korea will assume its obligations under the code
1 year later, on January 1, 1997. Taiwan, the People’s
Republic of China, and Australia are in various stages
of discussion concerning possible membership.

Bilateral Differences

The ability of signatories to specify particular
procurement entities for derogation from coverage
under national schedules has not only helped advance
the effectiveness and the scope of the agreement but
has also brought to the fore bilateral differences over
its coverage that are as yet unresolved.

The most serious bilateral difference has been
between the United States and the EU. Two issues have
posed difficulties between these two sides in the area
of government procurement: (1) heavy electrical
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power-generating equipment and (2) telecom-
munications goods and services. In May 1993, the
United States and the European Union had finalized a
2-year bilateral agreement providing access to central
government procurement in the field of heavy
electrical power-generating equipment, intended to be
subsumed under the new code.”! A separate bilateral
agreement on procurement in telecommunications
goods and services was expected to parallel the one on
electrical equipment and to be reached in time for the
April 15, 1994, signing of the Uruguay Round Final
Act.92 Once U.S.-EU bilateral agreements in these
areas are in place, swift extension of these agreements
to a number of code signatories is anticipated, notably
to Norway, Sweden, Finland, Austria, and Switzerland,
which are applying for EU membership or are
associated with the EU in a European Economic Area
(EEA).93

Extending coverage to procurement by subcentral
entities and utilities has not been agreed between the
United States and either Japan or Canada. Japan has
refused to reduce its threshold for procurement of
construction services (three times higher than the SDR
5 million agreed among most other parties). Canada is
reluctant to cover its Provincial hydroelectric-
generating utilities known as Crown Corporations.

Civil Aircraft

Negotiations concerning trade in civil aircraft
remained unresolved at the December 15, 1993,
conclusion of the Uruguay Round. Although not
formally part of the Uruguay Round, they had been
scheduled—like the Government Procurement Code
negotiations—to conclude with the Round.®* The
United States and the EU did agree in part—and were
subsequently joined by all other GATT parties—to
bring trade in civil aircraft under the new Agreement
on Subsidies and Countervailing Measures negotiated
in the Round. Bringing the subject of civil aircraft
under the Subsidies Agreement will provide greater
subsidy discipline and improve the likelihood of
resolving disputes in this sector by bringing them
within the integrated dispute-settlement mechanism.

At the December conclusion of the Round, the
United States and the EU agreed to continue
negotiations for 1 year with the aim of clarifying the
U.S.-EU agreement on aircraft in such a way as might
provide a basis for extending such agreement to other
code members of the 1979 GATT Agreement on Trade
in Civil Aircraft.5 The conclusion in July 1992 of a
U.S.-EU bilateral accord over the question of domestic
subsidies and supports granted to Airbus Industrie had
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sparked hopes that this bilateral agreement could be
“multilateralized” to other signatories of the 1979
GATT Civil Aircraft Code.% However, disagreement
over how to account for “government supports” that
are not direct subsidies but are, nonetheless,
subsidization in some form (for example, loans to the
Airbus consortium that are forgiven or never repaid)
precluded a firm U.S.-EU agreement and its extension
to other members of the GATT Aircraft Code.

The U.S.-EU bilateral agreement will remain in
force while the United States and the EU continue
negotiations. The bilateral agreement will continue to
provide special disciplines on direct subsidies for large
civil aircraft of 100 seats or more while the two sides
address further the question of indirect support.97
Since the conclusion of the U.S.-EU negotiations on
December 14, 1993, multilateral disciplines under the
Uruguay Round subsidies agreement apply to civil
aircraft with less than 100 seats. (For further discussion
of the GATT Civil Aircraft Code, the U.S.-EU bilateral
agreement, and the Uruguay Round aircraft
discussions, see the GATT Activities section later in
this chapter.)

Bovine Meat Arrangement

The Arrangement Regarding Bovine Meat was one
of the original codes of conduct agreed during the
Tokyo Round. It came into force January 1, 1980, and
has been extended through the end of 1994. The
Arrangement is part of the Uruguay Round plurilateral
agreements that apply only to a limited membership.
There are 27 signatories that together account for
roughly 90 percent of world exports in fresh, chilled,
and frozen beef and veal (excluding intra-EU trade)
and for about 60 percent of world production and
consumption. The Arrangement is carried out by the
International Meat Council, which holds generally two
regular meetings a year. It seeks to promote expansion
and liberalization of trade in meat and livestock.”8

Dairy Arrangement

The International Dairy Arrangement came into
force January 1, 1980, as one of the Tokyo Round
codes of conduct. It has been extended through
December 31, 1994. The Dairy Arrangement is part of
the Uruguay Round plurilateral agreements that apply
only to a limited membership. The Arrangement is
carried out by the International Dairy Products Council
and has 16 signatories. It oversees trade in certain milk
powders and milk fats, including butter and certain
cheeses. The Arrangement seeks to liberalize world
trade. in dairy products under stable market conditions



and to advance the economic and social importance of
milk and other dairy products in many countries.?®
The United States is not a signatory to the existing
Arrangement and does not intend to join the new
Arrangement.

World Trade Organization

Introduction

The original General Agreement on Tariffs and
Trade (GATT 1947) was negotiated as the chapter on
rules for commercial policy in a larger document,
subsequently negotiated in Havana in 1948, which
would have provided for the establishment of a
governing body, the International Trade Organization
(ITO).190  The ITO was to be a third pillar of the
multilateral system set up following the Second World
War, contemporary with the IMF and the World Bank.
Countries participating in the drafting of the ITO
charter, including the United States, had already agreed
to the General Agreement—a trade agreement granting
tariff concessions multilaterally and also comprising a
body of principles regarding commercial policy that
‘were intended to govern international trade under the
ITO—by the time it became evident that the United
States Senate was unwilling to ratify the ITO treaty.
The General Agreement thus became the standing body
of multilateral rules governing world trade.!01

Over time, the General Agreement and the
multilateral trading system that was built up around it
have taken on some of the functions originally
intended for the ITO. The resulting system has proved
flexible. Member governments meet together regularly
to discuss and resolve trade differences, holding an
annual session of all members to review developments
of the previous year and agree on future directions as
need be. The lack of a definitive institution to
implement the GATT—other than the Geneva-based
GATT, which essentially provides facilities and
operational support—has meant that members have
had wide latitude to handle trade policy as they see fit.

However, this discretion to conduct and enforce
GATT provisions on a self-discipline basis has at times
led to disarray and deadlock. Dissatisfaction by many
GATT members over “free riders” grew because some
contracting parties belonged to certain GATT
disciplines but not to others, or accepted certain GATT
disciplines when in their interest but not as easily if
against their interest.192 A fragmented approach to
administering the various agreements reached under
GATT auspices caused uncertainty, with trade

disciplines often applied unevenly. Exemptions and
loopholes took hold where the most intractable
problems existed, agriculture being one of the most
notable areas in this regard. Members often sought
redress for trade disputes under whichever GATT
instrument appeared to offer the best likelihood of a
favorable solution (known as “forum shopping”).

Consequently, a more consistent and integrated
system of world trade rules, along with an institution
capable of ensuring its coherent operation, has been a
longstanding desire of many GATT contracting parties.
Indeed, the U.S. negotiating objectives set forth in the
Omnibus Trade and Competitiveness Act of 1988
include enhancing the status of the GATT.103 One of
the principal achievements of the Uruguay Round is
the advance it makes toward creation of such a system.

Functions of the WTO

The agreements reached during the Uruguay
Round will be carried out under the single institutional
framework of the World Trade Organization (WTO), a
new body to be established as a result of negotiations
during the Round.1%4 The WTO will not be a United
Nations’ organization, as the original ITO was
conceived to be. The WTO is expected to be an
organization of stature equal to the IMF and World
Bank, although maintaining roughly the GATT
Secretariat’s present size and character.

The WTO’s functions are (1) to facilitate the
implementation, administration, operation, and the
furtherance of the Agreement Establishing the WTO
and the multilateral trade agreements attached thereto;
(2) to provide the framework for operation of the
plurilateral trade agreements; (3) to serve as a forum
for negotiations; (4) to administer the Dispute
Settlement Understanding (DSU) and the Trade Policy
Review Mechanism (TPRM); and (5) to cooperate with
the IMF and the World Bank.

Structure of the WTO

A Ministerial Conference, to be held every other
year, will carry out the WTO’s functions and take
actions necessary to this effect. The Ministerial
Conference is also empowered to make decisions on all
matters under any of the multilateral trade agreements
upon request.

Between Conferences, the General Council will
oversee WTO operation and implementation of the
Uruguay Round agreements, with the following
subsidiary bodies to assist it: the Council for Trade in
Goods, the Council for Trade in Services, and the
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Council for Trade-Related Aspects of Intellectual
Property Rights (TRIPS). These three councils will
report to the General Council and may establish
separate rules of procedure and/or set up their own
subsidiary bodies as needed, such as committees or
working parties, subject to the approval of the General
Council. The General Council will convene as the
Dispute Settlement Body (DSB) or as the Trade Policy
Review Body when carrying out the responsibilities of
the DSU or the TPRM, respectively. The General
Council will rely on groups and bodies mentioned in
the agreements it administers (figure K). Article VI of
the WTO Agreement provides for a WTO Secretariat,
whose Director-General will be selected by the
Ministerial Conference and whose staff is to be
impartial and to operate in accordance with regulations
issued by the Conference.

Operational Domain of the
WTO

As noted above, the WTO is to oversee and carry
out the Uruguay Round agreements found in the
annexes listed in the Agreement Establishing the World
Trade Organization. The multilateral agreements under
the WTO are to be considered a single body of work
and, as such, are binding in their entirety on all WTO
members. The WTO thus should be in a position to
provide an even, consistent, integrated application of
these rules. The WTO will also administer the
plurilateral agreements, which are to be binding only
on those members that have joined them.

The original GATT will continue to be a legally
distinct agreement from the GATT 1994. The terms
“GATT 1947’ and "GATT 1994” are used in WTO
nomenclature to distinguish between the two legally
separate sets of rules and obligations. The GATT 1994
will incorporate (a) the text of the 1947 GATT, as
amended; (b) various GATT legal instruments, such as
tariff protocols, accessions, waivers, and decisions; (c)
understandings negotiated during the Uruguay Round
on how certain GATT articles are to be applied under
the WTO;105 (d) certain changes in terminology to
adjust for the institutional structure of the WTO; and
(e) an exception to part I of the GATT for specific
legislation predating the GATT 1947.106

The GATT 1994 will be a “definitive” agreement,
different from the “provisional” GATT 1947, so-called
because it operates under the Provisional Protocol of
Application (PPA). The PPA provided for the
application of GATT 1947, “provisional” to the
understanding that legislation predating the 1947
GATT rules could supersede applicable GATT rules.
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This exception for pre-1947 legislation (“grandfather”
clause) is relinquished when brought under the
“definitive” GATT 1994, with the sole item remaining
“grandfathered” under the WTO to be legislation
relating to the United States Merchant Marine Act of
1920, commonly referred to as the “Jones Act.”

Resolving Conflicts and Overlap

Procedures have been drawn up to resolve possible
conflicts or overlap, as stated below, between the
Agreement Establishing the WTO and the agreements
on trade in goods in annex 1A that it oversees, or
between any of these agreements:

® if WTO general provisions conflict with
general provisions of an individual
agreement (e.g. SPS, TRIMS), the WTO
prevails;

® if any general provision in a goods
agreement in annex 1A conflicts with more
specific provisions of another goods
agreement (e.g. agriculture), the more
specific provision prevails;

® if general provisions under the Dispute
Settlement Understanding conflict with the
more specific provisions under appendix 2
of the DSU, the more specific provisions
prevail.

Decisionmaking in the WTO

Article IX of the Agreement Establishing the WTO
requires the WTO to continue the informal practice
that has applied within the GATT of reaching decisions
“by consensus.”107  As with GATT 1947, voting
provisions exist for situations in which consensus
cannot be achieved. The U.S. Administration expects
that such procedures will virtually never be used, given
the GATT’s long-standing tradition of
consensus-building aimed at resolving the disputes at
hand rather than of political coalition-building aimed at
garnering sufficient votes.108 Each WTO member will
have one vote, with the European Union being
accorded as many votes as it has members that are also
WTO members.

Failing consensus, voting majorities in the WTO
can have an effect, such as in adopting a definitive
interpretation of provisions in an agreement on trade in
goods or granting a waiver (for which a three-quarters
majority is needed) or an amendment to the agreements
carried out by the WTO (for which a two-thirds
majority is necessary). In the latter case, a signatory’s
sovereign power is still maintained in its right of
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“nonacceptance” of an amendment that it finds violates
a national interest. However, the agreement does
provide a procedure whereby a three-fourths majority
may decide that an amendment which, of such a nature
that members who choose not to accept it may only
retain WTO membership with the consent of the
Ministerial Conference. This provision is virtually
identical to that found in the article XXX
(Amendments) of the GATT 1947, which has never
been invoked. Certain provisions of the multilateral
trade agreements may not be amended unless all WTO
members agree, notably those establishing the core
tenet of most-favored-nation treatment.10%

WTO Membership and
Accession

Existing contracting parties to GATT 1947 are
automatically eligible to become members of the
WTO, provided they have accepted the Agreement
Establishing the WTO and the multilateral trade
agreements attached to it and have submitted schedules
of concessions and commitments for the GATT 1994
and the GATS. Accession to the WTO must be
completed within 2 years of the date from which it
opens for signature.

If not already a signatory, however, an applicant
must first accede to the GATT 1947, accept all
Uruguay Round agreements, and submit schedules of
concessions for trade in agricultural goods, in
industrial goods, and in services. The terms of
accession to the WTO are to be negotiated between the
applicant government and the WTO General Council,
which may approve an accession by a two-thirds vote.

When a country not previously a signatory to the
GATT 1947 accedes to the WTO, existing members are
entitled to invoke a “global nonapplication™ provision
under the Uruguay Round agreements, whereby the
existing member may choose not to apply the
provisions overseen by the WTO in their entirety to the
new member.!l®  Such global “nonapplication”
reservations may result from dissatisfaction with the
balance of concessions obtained in bilateral
negotiations that are part of the accession protocol or
for other reasons. However, “sectoral nonapplication,”
whereby a member would not apply one or two of the
three multilateral trade agreements—goods, services,
and intellectual property—is not permitted.
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Entry Into Force

The target date for the WTO’s entry into force is
currently January 1, 1995.111 However, this date is
contingent on acceptance of the WTO Agreement by
the legislative bodies or by other competent authorities
of member state governments. The final date for entry
into force will be established at a conference at which
officials will examine the status of signatory
ratification to determine when a critical mass should
exist.

Dispute Settlement

Introduction

A significant reason for the creation of the new
rules under the WTO was the need to improve and
simplify the many dispute-settlement procedures that
have arisen under the GATT over time. Contracting
parties to the GATT have often expressed concern at
the slow pace of dispute settlement when contentious
issues are brought forward for resolution. The
perceived flaws of the present system are exemplified
by the ability of a single party to block the
establishment of a panel and even the adoption of a
panel report when considered in its national interest, a
temptation resorted to not infrequently by key major
trading countries. Each step of the process, from the
naming of panelists, to agreement on the panel’s terms
of reference, to adoption of reports, has been subject to
blocking maneuvers.

The dispute settlement understanding adopts a far
more automatic system by which to settle trade
disputes between members,!!2 one that has been
partially in effect under the expedited procedures
adopted at the Montreal Mid-Term Review in April
1989.113  Strict time limits apply to each stage of the
process, and the dynamic for final resolution is
reversed: panel reports are automatically adopted
unless there is a consensus not to do so or the matter is
appealed. In addition to more automatic procedures,
previously disparate dispute-settlement rules are
integrated into a standardized dispute-settlement
process operating under a single Dispute Settlement
Body, permitting more consistent rulings. The creation
of a new appellate body to review rulings by the DSB
should further reinforce this consistency. Finally, an
integrated mechanism carries with it greater incentives
for compliance by opening the possibility for
cross-sectoral retaliation to enforce member rights. The
operation of the new DSU rules will be reviewed
within 4 years of the WTO’s coming into effect.



Dispute Panels

The agreement envisions creation of a Dispute
Settlement Body to hear disputes conceming any of the
agreements in the annexes (except annex 3) to the
Final Act. The DSB will also administer the dispute-
settlement provisions of the plurilateral agreements,
subject to a decision by the parties to those agreements
setting out the terms for the application of the DSU to
the individual agreement. In these cases, only the
pertinent signatories may participate under the relevant
rules.

Dispute settlement will begin with formal
consultations, which must be held within 30 days of a
request. Members (other than the disputants) who
consider they have a substantial trade interest in a
dispute may request inclusion in these consultations.
The complaining party has an automatic right to a
panel if 60 days elapse after its request for consultation
with no resolution achieved.!’4 Unless the DSB
decides not to do so, a panel must be established at the
meeting in which requested or at the following meeting
of the DSB at the latest.!!> Standard terms of
reference for and composition of the panel, as
determined by the Director-General, will be designated
after 20 days unless the parties can decide on special
terms or panelists.]l6 The panel report will be
completed within 6 months!17 and will be considered
by the DSB and disputants for 20 days before its
release to other members. The panel report will be
adopted within 60 days of its release to all members
unless one of the disputants notifies the DSB of its
intention to appeal or unless the DSB agrees by
consensus not to adopt the appellate report.

The agreement makes the dispute process
somewhat more open and transparent than it was
previously. It requires disputants to provide
nonconfidential summaries of their panel submissions
for public purposes. Parties may also make public at
any time their own submissions. The agreement
expressly encourages expert review groups to be
formed to advise on cases where scientific or other
technical information bears critically on a case, such as
when environmental regulations are at stake.!!® Since
the WTO will continue to be a government-
to-government forum, however, direct participation of
nongovernmental interests is not envisioned in the
Final Act.

Appeal, Adoption, Retaliation

The addition of an appellate body is intended to
enhance the integrated nature of the GATT/WTO

dispute-settlement system, providing a means by which
to ensure the consistency of interpretations deriving
from panel findings. Consistent interpretation, in turn,
is expected by analysts to allow creation of a body of
definitive rulings that may be applied across-the-board
if the Ministerial Council so decides.!1®

The appellate body will have seven members, three
of whom will hear any one case. Upon referral of a
report to it, the appellate body will consider only (1)
issues of law covered in the panel report, and (2) legal
interpretations developed from the panel report. A
report on the appeal will be issued within 60 days from
the date of notification to appeal. The appeliate body
report will be adopted by the DSB and accepted
unconditionally by the parties within 30 days after it is
issued to members-at-large.

After the panel process (including appeal) is
complete, the party concerned will be asked to bring its
offending policies into conformity with its obligations
under the relevant agreement within “a reasonable
period of time.” This period is to be determined by the
disputants and the DSB within 45 days of report
adoption or, if need be, within 90 days of adoption
through arbitration. Failing implementation of the
panel report or the provision of mutually agreed
compensation within 30 days following the date agreed
upon for implementation, the DSB will automatically
grant authority to the “winning party” to suspend
concessions or other obligations. The entire dispute-
settlement process, even with recourse to appeal,
should thus be completed within 18 months (figure
L)‘IZO

The amount and type of retaliation proposed is
subject to certain conditions and will be examined by
the DSB before being authorized. It may also be taken
to arbitration. Suspension of concessions are to be in
the same sector and agreement as under consideration
by the panel unless impractical or ineffective. In such a
case, retaliation can be authorized for different sectors
under the same agreement. If the latter is also
impractical or ineffective, suspension of concessions
under another agreement may be authorized if
circumstances are serious enough to warrant it.121

Nonviolation Complaints

A new “nonviolation” provision devises special
rules for disputes where one member considers benefits
negotiated with another member under the GATT are
being “nullified or impaired” without any overt
violation of the agreement.!22 Essentially, these rules
provide that when “nullification and impairment” of an
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Figure L
Summary of Dispute Settlement Stages

Timeline
Day

Period Action

Dispute Panel

Time elapsed

15—-1/2 months appealed
18 months to retaliation

1 Consultations requested.

30 30 Consultations held.

90 60 Panel established if no resolution (or at next DSB meeting).
110 20 Terms of reference, panelists decided.

290 180 Panel consideration.

310 20 Disputants consider panel report.

370 60 Members consider panel

Appeal

430 60 Appeal.

460 30 APPEAL REPORT ADOPTED UNCONDITIONALLY.
Implementation

505 45 Implementation period fixed.

535 30 DSB authorizes retaliation.

12-1/2 months to panel report

report — PANEL REPORT ADOPTED or appeal.

Source: Compiled by USITC staff from the Final Act.

agreement is found without violation thereof, the
member concerned is not obliged to withdraw the
measure but will be encouraged to reach a mutually
satisfactory accommodation. Although arbitration will
continue to be available, determinations as to the level
of benefits nullified or impaired and suggestions as to
means of resolving the dispute will not be binding
upon the parties.123

Other Provisions

The DSU states that members seeking redress for
disputes involving either violation of an agreement or -
“nonviolation” situations “shall abide by” (that is, are
required to use) the rules and procedures of the DSU.
The DSU further states that members “shall not make a
determination that violations have occurred, that
benefits have been nullified or impaired, or that
attainment of any objective of the covered agreements
has been impeded” or suspend concessions unilaterally
except through recourse to and in accordance with the
rules and procedures of the dispute-settlement
understanding agreed under WTO rules. In addition,
members “must make any such determination
consistent with the findings contained in the panel or
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appellate body report adopted by the DSB or an
arbitration award rendered under this
understanding.”124

The EU, Japan, and others have often seen section
301 of the 1974 Trade Act, and its variations of
“Super” and “Special” 301, as the unilateral imposition
of U.S. law outside of U.S. jurisdiction, contrary to
agreed multilateral procedures on dispute settlement.
However, the United States does not interpret this
WTO provision as invalidating or otherwise
constraining U.S. trade law or limiting its options in
the absence of applicable multilateral rules. As with
other language in the Final Act that seems to be
directed at U.S. trade law, the United States
administration does not find its law to be inconsistent
with such provisions because U.S. law currently
requires recourse to GATT dispute settlement in cases
involving a trade agreement, prior to taking other
action. It further points out that section 301 is a useful
vehicle by which private interests can seek
governmental resolution of trade problems being
experienced overseas. The existence of such a process
and the establishment of priorities for negotiations it
implies is not, the Administration says, a prima facie
violation of U.S. international obligations.!2



Marrakesh Ministerial
Conference

At the concluding session in December,
participants agreed to hold a special ministerial session
to sign the Uruguay Round agreements in Marrakesh,
Morocco, on April 12 to 15, 1994.126 At the
ministerial, a total of 111 countries signed the Final
Act committing signatory governments to submit the
Agreement Establishing the World Trade Organization
and Annexes to their competent authorities for
approval; 104 participants also signed the Agreement
Establishing the World Trade Organization, all but 33
of them subject to ratification, which must be
completed within 2 years. The United States was
among the countries that did not sign the Agreement
Establishing the World Trade Organization pending
legislative approval.l27

A Preparatory Committee was established at the
meeting to lay the groundwork for the entry into force
of the WTO. Among the topics it will consider are the
following: (1) how to conduct future work on the
issues of trade and the environment, and of trade in
services, (2) WTO financial and administrative
arrangements, and (3) WTO rules of procedure. The
Preparatory Committee is also empowered “to discuss
suggestions for the inclusion of additional items on the
agenda of the WTO’s work programme.”128

The latter represented a compromise reached after
the United States and several other developed country
members advocated formal inclusion of the issue of
internationally recognized labor rights or “worker
rights” in the ministerial declaration. The U.S.
Congress has specifically directed U.S. negotiators to
seek to address worker rights and fair labor standards
under GATT auspices in both the Tokyo and the
Uruguay Rounds,!?? and the issue was addressed as
well in the Havana Charter of 1948 that would have
created an ITO. However, the GATT Director-General
dissuaded the United States from insisting on such
language in the declaration because many developing
countries had expressed deep concern about its
potential for protectionist abuse.

As a result, only an oblique reference in the
Marrakesh Declaration was possible.130  In the
Declaration ministers also agreed, among other things,
“with immediate effect, and until the date of entry into
force of the WTO, not to take any trade measures that
would undermine or adversely affect the results of the
Uruguay Round negotiations or their
implementation.”131

Finally, ministers considered and approved three
decisions. Specifically, Ministers adopted the Decision
on Trade and the Environment that establishes a
standing Committee on Trade and Environment under
the WTO. The Committee is scheduled to report to
ministers within 2 years of the entry into force of the
WTO (by January 1997). At the time, the Committee is
to make recommendations on its future workplan and
ministers are to review its recommendations and its
terms of reference.!32

There are 21 countries in various stages of
accession to the GATT.!33 The majority of the
countries are not considered likely to become GATT
members until after the WTO comes into effect.
According to USTR officials, the decision adopted by
ministers on acceptance and accession of the
Agreement Establishing the World Trade Organization
essentially highlights the fact that so-called “original”
membership in the WTO, starting January 1, 1995, will
offer no more practical benefits than membership at a
later date.

The Decision on Organizational and Financial
Consequences flowing from the Implementation of the
Agreement Establishing the World Trade Organization
states that the Preparatory Committee shall consider
the resource requirements and staff conditions of
service for the WTO and prepare recommendations in
this regard. The GATT Secretariat apparently believes
it will be necessary to bolster its present staff resources
in certain areas and to attain parity in compensation for
WTO Secretariat staff with staff of the IMF and the
World Bank.

Regular GATT Activities
in 1993

GATT Council

The GATT Council carried out its standard review
of activities during 1993, despite its primary focus on
concluding the Uruguay Round.!3* The GATT
Council met eight times in 1993. Due to the pressing
demands of the round, the annual report of the GATT
Council of Representatives to the Contracting Parties
was made at the session held on January 25 to 27,
1994. At this 49th Session, the Council reported in
large measure on:

® a number of trade restrictions, involving
primarily the EU and the United States, as
well as the operation of the Trade Policy
Review Mechanism;
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® dispute-settlement matters, involving
again primarily the EU and the United
States as well as Canada, Japan, Korea, and
Venezuela;

® a review of a number of regional trade
agreements, primarily involving the EU or
EFTA as one partner with another
partner(s) from Central or Eastern Europe
or members of the former Soviet Union;

® waivers, primarily related to renegotiation
of tariff schedules as part of accepting the
Harmonized System;

® accession of new members, observer
status, or status as a contracting party; and

® administrative matters, such as budget,
personnel, and procedural issues.

A brief summary of action taken in each of these
areas is provided below.

Trade Policy Review Mechanism

The TPRM reviewed the trade policies of nine
members during 1993: Bolivia, the EU, India, Kenya,
Malaysia, Mexico, Philippines, Poland, and South
Africa. This compared with 13 reviews conducted in
1992, and 8 in 1991. The reviews of Israel, Peru,
Senegal, Turkey, and the United States were postponed
to 1994 because of the effort needed to complete the
Uruguay Round.

Dispute Settlement

Three dispute panels were established during 1993,
and the GATT Council continued to monitor the
implementation of panel reports from previous years.

Panel on EU Banana Import
Regime

Five Latin American banana-producing countries
(Colombia, Costa Rica, Guatemala, Nicaragua, and
Venezuela) pursued two panel requests against the
European Union in 1993 regarding its import
restrictions on bananas. These producer countries had
sought the good offices of the GATT Director-General
~ beginning in September 1992 to help resolve the issue
of quantitative import restrictions on bananas
maintained by a number of EU member states.
Unsuccessful in this approach, a panel was formed in
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February 1993 and issued a report under expedited
procedures in June 1993, concluding that the
restrictions as well as the tariff preference accorded to
ACP countries for bananas were inconsistent with the
GATT’s nondiscrimination principle and prohibition on
the use of quantitative restraints.!35

In June 1993, another panel was formed to
examine the EU-wide banana import regime that was
scheduled to go into effect July 1, 1993. In March
1994, the EU reached an accord with four of these
producer countries!3¢ that increased the import quota
allocated to these Central American countries in return
for their agreement to withdraw their GATT complaint
and not challenge the import regime in GATT for the
duration of the agreement (December 31, 2002).
However, controversy continues, both within the EU
and among Latin American producers, over the
compromise.

Panel on U.S. Automobile Taxes

In May 1993, a panel was formed at the request of
the EU to examine the GATT consistency of U.S.
legislation on taxes levied on automobiles. Three
separate automobile taxes were considered: (1) the
corporate average fuel efficiency (CAFE) payment, (2)
payments related to energy efficiency requirements
(the so-called “gas guzzler” tax), and (3) a luxury tax
on cars. The EU asserted that a high proportion of
these taxes falls on imported cars, violating GATT
article III on national treatment.137

Panel on U.S. Tobacco Measures

In August 1993, the United States enacted a
measure that imposed a 75 percent domestic content
requirement on the U.S. manufacture of cigarettes as
well as additional fees on imported tobacco.l38
Following requests in 1993, a panel was formed in
January 1994 at the request of Brazil, Chile, Colombia,
El Salvador, Guatemala, Thailand, and Zimbabwe to
examine the U.S. measures.!3%

Monitoring of Previous Disputes

On August 5, 1993, the United States and Canada
announced that they signed a memorandum of
understanding (MOU) that terminated the retaliatory
duties on beer imports from one another.!40 The
understanding resolved two GATT panel reports, one
on U.S. measures on sale and distribution of alcoholic
and malt beverages, and the other on import,
distribution, and sale of alcoholic drinks by provincial
marketing agencies in Canada. Both panels had been
established in 1991.



GATT Committees

Committee on Trade and
Development

During 1993, the committee considered the impact
of the Uruguay Round on developing countries, as well
as the possibility of extending the Generalized System
of Preferences (GSP) to the Central and East European
countries through the GATT “Enabling Clause” that
permits contracting parties to give preferential import
treatment to developing countries despite the MFN
obligations under the GATT.

The committee also debated the trade and
environment issue—in conjunction with the GATT
Group on Environmental Measures and International
Trade—particularly the GATT contribution to the
followup to the United Nations Conference on
Environment and Development (UNCED) or “Earth
Summit,” held in 1992. Being the principal GATT
body involved with the trade interests of developing
countries, it was agreed through informal debate in the
committee that the general outline of the GATT
contribution to UNCED would focus on specified
aspects of the links among sustainable development,
environment, and trade.l4!

Group on Environmental Measures
and International Trade

During 1993, the Group on Environmental
Measures and International Trade continued its 3-track
“rules-based” agenda, begun with its activation in
October 1991. The three elements of its work program
cover (1) trade provisions of multilateral
environmental agreements, (2) transparency of trade
and environment measures, and (3) environmental
packaging and labeling requirements.!42

Trade provisions of multilateral
environmental agreements

The group’s discussions have focused primarily on
extraterritoriality: the use of trade measures to help
protect environmental resources beyond a member’s
borders as well as their use applied separately to
nonmembers of a multilateral environmental agreement
(MEA). One approach to integrating trade and
environment measures might be to accept the trade
provisions found in MEAs as they exist, justifying
them under GATT article XX provisions, which grant
wide latitude for members to use trade measures to
protect human, animal, or plant safety and health.

Another approach under consideration by the group
would define conditions for when trade measures used
under an MEA would be accommodated under GATT.
This approach would require well-defined criteria,
including a definition of what constitutes an MEA as
well as guidelines on specificity for trade measures
taken under an MEA. In turn, these criteria raise issues
of what circumstances would make use of trade
measures a ‘“‘necessity” to achieve environmental
policy and what dispute-settlement process might be
used should conflicts between an MTA and another
GATT arise.

Transparency of Policy Measures

The group agreed on several important points, such
as the importance of transparency of trade and
environment measures in order to build trade
confidence and minimize distortions. There also
appears to be a consensus that transparency
requirements for environmental measures should be no
more stringent than for other policy areas that might
affect trade. The creation of national enquiry points, as
required under the Standards Code, appears to be a
possible solution to providing ongoing transparency.
Another is providing notification of a national
environmental rule beforehand with the opportunity to
comment, as opposed to following its implementation.

Environmental packaging and
labelling requirements

The technical nature of this subject elicited
valuable information from members in 1993,
particularly the problems caused by eco-labeling
systems based on life-cycle analysis for exporting
developing countries. The group concluded that it will
need to study further a number of broader questions
pertaining to regulatory vs. market-based approaches to
packaging and labeling requirements, mandatory vs.
voluntary measures, the scope for harmonization and
mutual recognition of different country schemes,
different approaches to setting criteria (such as
processes and production methods — PPMs), and
certification schemes for eco-labeling.

Committee On Tariff Concessions

The committee oversees renegotiations under
GATT article XXVIII of member tariff schedules that
incorporate concessions. The committee is presently
involved with balancing concessions that resulted from
members converting to the Harmonized System (HS)
of tariff nomenclature that went into effect January 1,
1988. By the end of 1993, 98 out of 115 GAIT
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members had adopted the HS, but only 21 members
had filed HS tariff schedules, with a number of these
done incorrectly. In 1993, the United States finished its
article XXVIII negotiations with Egypt, India, and
Tunisia.l43

Committee On Budget

The committee met to finalize the 1993 budget and
present estimates for the 1994 budget. The United
States provides approximately 15 percent, or US$11
million, of the annual GATT budget.144

Committee on Balance-of-payments

In 1993, the committee held balance-of-payments
examinations with Israel, Nigeria, Philippines, Poland,
South Africa, and Turkey.

Regional Trade Arrangements
(Art. XXIV)

Article XXIV requires notification and review of
any departures from the GATT principle of
most-favored-nation (MFN) treatment due to formation
of regional trade arrangements. In 1993, working
parties concluded their review of agreements between
the European Free Trade Area (EFTA) and Turkey, and
between the Baltic states (Estonia, Latvia, and
Lithuania) and Norway, Sweden, and Finland. A
review of the EU’s Lomé Convention IV with 69
African, Caribbean, and Pacific (ACP) states was
completed without any firm conclusion as to its
conformity with GATT trade rules.

Working parties set up in 1993 on regional trade
agreements included those between EFTA and
Bulgaria, Israel, and Romania; between Switzerland
and the Baltic states; and between the recently
separated Czech and Slovak Republics. At the 1993
annual meeting in January 1994, working parties were
also formed to examine the North American
Free-Trade Area (NAFTA) as well as the Southern
Cone Common Market, known as MERCOSUR.145
MERCOSUR is to be examined both by an article
XXIV working party and, using less stringent criteria,
by the GATT Committee on Trade and Development,
which is charged with representing the interests of
developing country members of GATT.
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Accessions and Observers

Ten new members joined the GATT during 1993,
with most acceding under article XXVI:5(c) which
permits a country with full autonomy over the conduct
of its external commercial relations and that was
formerly a territory of another GATT contracting party
to become a contracting party upon notification to the
GATT. Mali, Swaziland, Saint Lucia, Dominica, Saint
Vincent, Fiji, Brunei, and Bahrain all acceded to the
GATT in 1993 under article XXVI terms, sponsored
primarily as former colonies or protectorates of the
United Kingdom or France. In addition, the separate
states of the Czech Republic and the Slovak Republic
acceded under the standard article XXXIII accession
terms, based on bilateral tariff negotiations. (See table
1-1 for a list of the Contracting Parties to the GATT in
1993.)

In 1993, ten working parties were formed to
examine applications to become GATT members:
Albania, Armenia, Belarus, Croatia, Jordan, Latvia,
Moldova, Russia, Saudi Arabia, and Ukraine. These
were in addition to working parties set up in 1992 to
examine applications by Chinese Taipei,4¢ Ecuador,
and Slovenia, and those set up in 1991 to examine
applications by Bulgaria, Honduras, and Mongolia. A
number of working parties begun in 1991 and 1992 are
expected to complete their work in 1994.

Discussions in the Working Party on the Status as a
Contracting Party of China continued in 1993, but a
“focused discussion” on aspects of China’s economic
policies left many of the questions posed unresolved
(see ch. 4 for a further discussion). In 1993, observer
status was extended to Azerbaijan, Croatia,
Kyrgyzstan, and Macedonia, bringing observer status
for members of the former Soviet Union to 9 out of 12:
Armenia, Azerbaijan, Belarus, Estonia, Kyrgyzstan,
Latvia, Lithuania, Moldova, and Ukraine. Georgia,
Tajikistan, and Uzbekistan had no GATT affiliation by
the end of 1993. Three out of five Yugoslav states
became observers: Croatia, Macedonia, and Slovenia.
In June 1993, the GATT Council confirmed its initial
June 1992 decision that the Federal Republic of
Yugoslavia (Serbia/Montenegro) was not the legal
successor to the GATT seat held formerly by the
Socialist Federal Republic of Yugoslavia. Neither
Bosnia nor Serbia/Montenegro have current GATT
affiliation.

Tokyo Round Codes

The conclusion of the Uruguay Round in 1993 and
the future entry into force of the World Trade
Organization will alter the operation of the Tokyo



Table 1-1

Contracting Parties to the GATT: Status as of December 31, 1993

Contracting Parties to the GATT (114)

Antigua and Barbuda
Argentina

Australia

Austria

Bahrain’
Bangladesh
Barbados

Belgium

Belize

Benin

Bolivia

Botswana

Brazil

Brunei Darussalam’
Burkina Faso
Burundi

Cameroon

Canada

Central African Republic
Chad

Chile

Colombia

Congo

Costa Rica

Cote d'lvoire

Cuba

Cyprus

Czech Republic!
Denmark
Dominica’
Dominican Republic
Egypt

El Salvador

Finland

Fiji!
France
Gabon
Gambia
Germany
Ghana
Greece
Guatemala
Guyana
Haiti

Hong Kong
Hungary
Iceland
India
Indonesia
Ireland
Israel

ltaly
Jamaica
Japan
Kenya
Korea, Repubilic of
Kuwait
Lesotho
Luxembourg
Macau
Madagascar
Malawi
Malaysia
Maldives
Malil

Malta
Mauritania
Mauritius

Mexico
Morocco
Mozambique
Myanmar
Namibia
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway
Pakistan
Peru
Philippines
Poland
Portugal
Romania
Rwanda
Saint Lucia’
Saint Vincent
and the Grenadines'
Senegal
Sierra Leone
Singapore
Slovakia'
South Africa
Spain
Sri Lanka
Suriname
Swaziland!
Sweden
Switzerland
Tanzania
Thailand

Togo
Trinidad and
Tobago
Tunisia
Turkey
Uganda
United Kingdom
United States
of America
Uruguay
Venezuela
Yugoslavia?
Zaire
Zambia
Zimbabwe

Countries to whose territories the GATT has been applied and that now, as independent states,
maintain a de facto application of the GATT pending final decisions as to their future commercial

policy (19)

Algeria Papua New Guinea Tonga

Angola Qatar Tuvalu

Bahamas Saint Christopher United Arab Emirates
Cambodia and Nevis Yemen

Cape Verde Kiribati

Equatorial Guinea Sao Tomé and Principe

Grenada Seychelles

Guinea-Bissau

Solomon Islands

1 New member in 1993.

2 The GATT Council confirmed in 1993 its decision that the Federated Republic of Yugoslavia (Serbia and
Montenegro) was not the successor to the signatory of the Socialist Federated Republic of Yugoslavia.. The individual
successor states are in the process of applying to the GATT separately.

Source: GATT, “Mali is 105th GATT member,” Focus, newsletter, No. 96, Jan.-Feb. 1993, p.8; GATT, Swaziland
Becomes a Contracting Party to GATT, press release, GATT/1566, Feb. 12, 1993; GATT, Saint Lucia Becomes a
Contracting Party to GATT, press release, GATT/1572, Apr. 14, 1993; GATT, Czech Republic and Slovak Republic
Accede to the GATT, press release, GATT/1573, Apr. 16, 1993; GATT, GATT Membership Rises to 110 with the
Accession of Dominica, press release, GATT/1574, Apr. 22, 1993; GATT, St. Vincent and the Grenadines Becomes a
Contracting Party to GATT, press release, GATT/1578, May 18, 1993; GATT, Fiji Becomes a Contracting Party to
GATT, press release, GATT/1600, Nov. 25, 1993; GATT, Brunei Darussalam and Bahrain Join GATT, press release,

GATT/1602, Dec. 14, 1993.
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Round codes of conduct, the latter of which had been a
result of the Tokyo Round negotiations and entered
into effect largely at the beginning of 1981. (See table
1-2 for a list of the signatories to the Tokyo Round
agreements in 1993.) Under the Uruguay Round
package, the subjects covered by five of these codes!47
will be overtaken by the WTO and the limited
membership of these codes will be expanded
automatically to all WTO members. The operation of
the four remaining codes!48 will continue according to
the rules set out by each code and applicable to each
code’s own membership, but will be overseen by the
WTO under the plurilateral trade agreements in annex
4 of the WTO agreement.

Committee on Antidumping
Practices

In April 1993, the committee adopted a panel
report on Korean antidumping duties on imports of
polyacetal resins from the United States and Japan. The
panel found that the Korean injury determination was
not consistent with the GATT Antidumping Code.!4?

The committee was also presented with a panel
report on U.S. antidumping duties on imports of fresh
and chilled Atlantic salmon from Norway. The panel
found that the United States had acted inconsistently
with sections of the code regarding “like product”150
and “fair price”!5! comparisons. The United States
agreed to adopt the report.132

Committee on Subsidies And
Countervailing Measures

In April 1993, the committee heard a panel report
on U.S. countervailing duties (CVD) on imports of
fresh and chilled Atlantic salmon from Norway. The
panel concluded that the U.S. action was not
inconsistent with the GATT Code on Subsidies and
Countervailing Duties (or Subsidies Code).153

The committee also heard a panel report on U.S.
countervailing duties on imports of softwood lumber
from Canada. The panel found that the U.S. interim
duties were inconsistent with the code. However, it
found that the U.S. self-initiation of a CVD
investigation on October 31, 1991, was not a violation.
The committee agreed to reconsider the report at a later
date.15% In June, a panel was formed to examine U.S.
countervailing duties on imports of certain hot-rolled
carbon steel products from the EU.
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Committee on Customs Valuation

During 1993, the committee reviewed the
implementation and administration of the agreement by
Argentina, Mexico, and Romania. The committee also
welcomed new members of Bolivia, the Czech
Republic, Morocco, and the Slovak Republic. There
are now 45 signatories to the Customs Valuation
Code,155 as well as 24 observers, four of which are not
GATT contracting parties.!50

Committee on Import Licensing

During 1993, the committee reviewed notifications
made to it concerning requirements under the
Agreement on Import Licensing Procedures. At the end
of 1993, there were 29 signatories to the agreement.

Committee on Technical Barriers to
Trade

The committee conducted its 14th annual review of
the Agreement on Technical Barriers to Trade (TBT),
also known as the Standards Code and discussed the
expansion of the code under the WTO.

In 1993, the committee welcomed the Czech
Republic, Indonesia, Malaysia, Morocco, the Slovak
Republic, and Thailand as new members,!57 although
the agreement will become binding under the WTO on
all members. New observers to the agreement in 1993
included Chinese Taipei and Saudi Arabia, making a
total of 46 signatories, 24 countries and 7 international
organizations.158

Committee on Government
Procurement

In 1993, the committee began to consider Aruba’s
application for membership, and extended the
application of the 1979 GATT Agreement on
Government Procurement (also known as the
Government Procurement Code) to Portugal as a new
member. It also considered the panel report on U.S.
procurement of a sonar mapping system, issued in
1992.159 The committee also focused on concluding
negotiations on a revision of the Government
Procurement Code.

Arrangement Regarding Bovine
Meat

The International Meat Council came into
operation January 1, 1980, and has been extended
through December 31, 1994. It comprises



Table 1-2

Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1993

[Accepted (A); accepted, subject to ratification (S); provisional acceptance
(P); reservation, condition, declaration, or any combination (*)]

Gov’t Dairy Customs Import Civil Anti-

Stan- procure- Subsi- Bovine prod- valu- licen- air- dump-
dards ment dies meats ucts ation sing craft ing

Contracting party:
Antigua &Barbuda ..............
Argentina.................... S
Australia .................... A

Austria ...................... A....

Bahrain ........................

Bolivia .........................
Botswana ......................
Brazil ....................... A
Brunei Darussalam ..............
BurkinaFaso ...................

Burundi ........................
Cameroon ............ccvuninn..

Canada ..................... A....

Central African Republic ..........
Chad .................iiin...

Chile........................ A
Colombia .......................
Congo ...t
CostaRica .....................
Coted'lvoire ....................

CYprus .......covviiiiiinnnan...
Czech Republic .............. A*
Denmark .................... A*
Dominica .......................

Greece . .....covvvivvunnnn.. A

See footnotes at end of table.
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Table 1-2—Continued
Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1993

[Accepted (A); accepted, subject to ratification (S); provisional acceptance
(P); reservation, condition, declaration, or any combination (*)]

Gov't Dairy Customs Import Civil Anti-
Stan- procure- Subsi- Bovine prod- valu- licen- air- dump-
dards ment dies meats ucts ation sing craft ing
Contracting party—Continued:

Ireland ......... ... . A e Ao
Israel .......... ... ... .. ... A....A....... A
taly ... A e Aol
JAMAICA . . .. e e e e e
Japan............. ... o A A...... A ... .. A..... A A....... A..... A A ...
KON oo e
Korea ....................... A A A A ...
UL . ..o e e e e e e e e e e
LeSOtho . ... e A
Luxembourg ................. A e Ao
1Y = o7 T
= Lo £= T = E=T 2= T
Malawi . . ... e A
Malaysia .................... A e
MaldIVES ..o e e e e e e
1= 1
Malta ... e
MaUR NI . . .o e e e e e
MaURIUS . .. e i
Mexico ............ ... ... ... A A* L. AL A ...
Morocco .............. ... ... A A
MOZambDIQUE . . . ..o i
Y= L 0 - O
NI . . .o e e e e e
Netherlands ................. A e Aol
New Zealand ................ Ao A ... A..... A.... AL Ao A ...
A [T =T 13- O
A T 1=
Nigeria ... A A
Norway ..................... A....A....... A A A AL A..... A....A ...
Pakistan .................... A A Aol A ...
=1
Philippines .................. Ao A A
Poland ... S..... A..... A....S....... Ao A ...
Portugal ..................... A e Ao
Romania .................... A A..... A.... AL A..... A....A .....
Rwanda ..................... S e
£ 0T -
St VINCENT e e e e
£ T= g T=T - |
£ 1T ¢ 2= T =T o =
Singapore ................... A A A............ A ...
Slovak Republic .............. A e - N A............ A ...
South Africa . ... e A A.... AL A
Spain ............ i A A....A .....
S LaNKA . . oo e e e
£S04 o= 4T PP
£V - U o P
Sweden ..................... A....A....... A..... A..... A....A. ... A..... A....A .....
Switzerland .................. A....A....... A.....A . ... A....A....... A..... A....A .....

See footnotes at end of table.
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Table 1-2—Continued
Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1993

[Accepted (A); accepted, subject to ratification (S); provisional acceptance
(P); reservation, condition, declaration, or any combination (*)]

Gov'’t Dairy Customs Import Civil Anti-
Stan- procure- Subsi- Bovine prod- valu- licen- air- dump-
dards ment dies meats ucts ation sing craft ing

Contracting party—Continued:
L= U Lo -
Thailand .................... A e
e o o
Trinidad & TODAGO . ... .ottt e e
Tunisia ...................... A A e

United Kingdom .............. A e Ao
United States ................ A....A....... AL AL AL A..... A....A ...
Uruguay . ... A..... AL A

VBN ZUEBIA . . . e e e e e e e e e
Yugoslavia®.................. - R S ..... - W a....... - R a......
74 1] -
4= 5 1 1 - 1
ZimMbabWe . ... e e e A

Noncontracting parties:
Bulgaria ... A ... A e
(07 1=
LoD To [
P AN AMA . .o e e e e e e e
Paraguay ... ... P o
RUSSIA . .. e

Total signatories ................ 45 ...12...... 26 ....26 ....16 ... 32 ...... 28....22...26 ....

1 The EEC is a signatory to all the agreements. Because the Standards Agreement and the Civil Aircraft
Agreement cover matter that go beyond the authority of the EEC, each of the EEC member states is a signatory to
these agreements.

2 Hong Kong, which had been applying several of the codes under the auspices of the United Kingdom, changed
its status under the codes in 1986, and is now a signatory in its individual capacity.

3 The membership shown for the Socialist Federal Republic of Yugoslavia (SFRY) is excluded from the totals
following GATT Council decision of June 1993 that the Federal Republic of Yugoslavia (FRY, Serbia and Montenegro)
is not the successor state of the SFRY.

Source: GATT, GATT Activities 1992, Geneva, June 1993, annex IV, pp. 173-175, GATT, Focus, No. 100, July 1993,
p.5; and official GATT documents.

Union for contracts concluded before December 31,
1993, and delivered before March 31, 1994.162

27 signatories, representing 38 countries.!60  In
November 1993, the signatories agreed to discuss
revision of procedural rules and an update of the
Arrangement once the Uruguay Round concluded.

Committee On Trade In Civil
Aircraft
The Agreement on Trade in Civil Aircraft, also-

International Dairy Arrangement

The International Dairy Arrangement came into
operation January 1, 1980 and has been extended
through December 31, 1994, with 16 signatories.16! In
June 1993, the GATT Committee of the Protocol
Regarding Milk Fat gave a derogation from the
minimum export price for butter (US$1,350/ton) for
supplies shipped to countries of the former Soviet

known as the Civil Aircraft Code, remains in effect
while the two dominant members, the United States
and the EU, attempt to fashion a bilateral agreement
that addresses their concerns over subsidies involved in
the production of large civil aircraft. Once an
acceptable bilateral agreement is reached, it is expected
that the U.S.-EU bilateral agreement will provide the
basis for a revision of the present Civil Aircraft Code
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that would, in effect, “multilateralize” or extend it to
other signatories. The effort to renegotiate the Civil
Aircraft Code once the United States and the EU have
settled a number of bilateral issues stems from a
longstanding U.S.-EU dispute over subsidies involved
in financing the Airbus Industrie consortium. The
various milestones pertaining to the Airbus dispute are
reviewed below.

GATT Civil Aircraft Code (1979)

The GATT Agreement on Trade in Civil Aircraft
was negotiated during the Tokyo Round as one of the
separate “codes of conduct” and entered into effect on
January 1, 1980. The Agreement established a GATT
Committee on Trade in Civil Aircraft to oversee the
code, which comprised 22 signatories as of November
9, 1993: Austria, Canada, the EEC, Belgium,
Denmark, France, Germany, Greece (subject to
ratification), Ireland, Italy, Luxembourg, the
Netherlands, Portugal, Spain, the United Kingdom,
Egypt, Japan, Norway, Romania, Sweden, Switzerland,
and the United States.

Signatories to the Agreement agreed to eliminate
import duties on civil aircraft and the bulk of aircraft
parts. The Agreement applies to all civil aircraft;
engines and their parts and components; all other parts,
components, and subassemblies of civil aircraft; and all
ground flight simulators and their parts and
components.

Although the agreement does not prohibit
government financial support directly, it does require
signatories to “seek to avoid adverse effects” from such
supports and requires civil aircraft prices to be “based
on reasonable expectations of reimbursement of all
costs.”163  Article 6164 of the agreement provides that
the 1979 GATT Subsidies Codel%5 applies to trade in
civil aircraft, but does not specify precisely how to

apply it.

U.S.-EC Airbus Disputes (1990)

The United States initiated discussions in October
1984 in the Aircraft Committee on the effects on
industry competitiveness of EC member state support
for the Airbus Industrie consortium, with consultations
held with the principal governments involved in
1986.166

In 1990, the United States continued to press the
EC for more effective disciplines on aircraft
development and production subsidies, raising the
issue of German Government guarantees to ensure
against exchange-rate movements as part of an
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agreement with Daimler-Benz to take over and
privatize Deutsche Airbus.167 The United States filed
a complaint over such exchange-rate guarantees with
the Subsidies Committee in 1990, but only proceeded
to formally request a dispute panel in 1991, following
EC rejection of U.S. proposals concerning aircraft
subsidies. The United States also sought consultations
concerning all subsidies and supports for Airbus
Industrie.16® In 1992, the panel ruled in favor of the
United States over the German exchange-rate scheme,
finding the program to constitute an export subsidy
prohibited under the Subsidies Code.

U.S.-EU Agreement on Civil Aircraft
(1992)

Following the 1992 panel finding,16° the United
States and the EC agreed to resume bilateral
negotiations on aircraft trade issues, leading in July
1992 to a bilateral accord formally entitled the
U.S.-EU Agreement concerning the Application of the
GATT Agreement on Trade in Civil Aircraft, which
provides for special disciplines concerning support for
large civil aircraft of 100 seats or more.l70

The bilateral agreement addresses government
supports, a broader concept than subsidies; prohibits
production supports; limits development supports to 33
percent of cost and requires their repayment with
interest;171 and limits indirect supports to 3 percent of
the annual commercial turnover of the civil aircraft
industry covered by the agreement or to 4 percent of
the same turnover of any one firm for the products
covered by the agreement.

Uruguay Round Aircraft Negotiations
(1993)

Trade in civil aircraft was one of the two issues left
unresolved at the conclusion of the Uruguay Round
when the U.S. and EU negotiators—Ambassador
Mickey Kantor and EU External Affairs Commissioner
Sir Leon Brittan—concluded their discussions on
December 14, 1993. In a statement issued under the
heading of “points resolved on December 14,”
Ambassador Mickey Kantor observed the following:

We have agreed to resolve our differences on
aircraft in a way that is equitable and serves the
interests of both countries. We have to bring aircraft
under the new Subsidies Agreement, which will result
in greater discipline of subsidies and a stronger, more
rapid, binding dispute resolution system. We have also
agreed to continue negotiations for one year, aimed at
broadening and improving the 1979 GATT Agreement
on Trade in Civil Aircraft.172



The conclusion to the Uruguay Round aircraft talks
leaves the text of the 1979 multilateral GATT
Agreement on Trade in Civil Aircraft as well as the
complementary disciplines agreed to in the 1992
bilateral agreement between the EU and the United
States in force without change. The Agreement to
continue negotiations for 1 year is aimed at refining the
1992 agreement in order to accommodate opinions and
programs outside the United States and the EU. After
these refinements have been made, a document will be
presented to other GATT members for signature.
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CHAPTER 2
Regional Trade Activities

The United States pursued two key regional
initiatives in 1993: the North American Free Trade
Agreement (NAFTA) and expanded cooperation with
its economic partners in the Asia-Pacific region. Both
of these efforts and developments within the Asso-
ciation of Southeast Asian Nations (ASEAN) are
chronicled below.

The North American
Free-Trade Agreement

Introduction

On December 8, 1993, President Clinton signed
into law the North American Free-Trade Agreement
Implementation Act.! The U.S. enactment was a key
step toward NAFTA’s entry into force on January 1,
1994. It also marked the culmination of a long, and at
times, fractious domestic debate about the desirability
of pursuing expanded trade ties within North
America.2

During the 1992 Presidential election campaign,
candidate Clinton promised that, if elected, he would
support NAFTA if accompanied with stronger
provisions on labor and environment.3 As President,
he continued such an approach.* Negotiations towards
that end began in March and were completed in
mid-August.

Meanwhile, a diverse coalition of opponents
argued against the accord, citing continued economic
uncertainty and concerns about additional job losses to
Mexico, given wide disparities in wages and labor and
environmental protection. While labor unions were
almost uniformly against NAFTA’s passage and put
heavy pressure on Congress to reject the accord, the
various environmental organizations split ranks. Many
said they favored closer ties with Mexico, but felt more
should be done to mitigate their fundamental concemns
with the NAFTA as signed on December 17, 1992.

Proponents emphasized that the United States
would be better off with NAFTA than without it. Not

only would U.S. market access to the growing Mexican
market improve, thereby helping U.S. workers, they
said the accord would also cement and give credit for
the extensive economic reforms undertaken by Mexico
over the past decade and set a positive tone for future
relations with the rest of Latin America. Moreover,
they suggested that the unprecedented cooperation on
environmental, labor, and illegal immigration matters
NAFTA spawned would surely be better than the status
quo. Meanwhile, Mexican President Salinas de Gortari
publicly stated that the NAFTA would not be reopened
and urged Congress not to spumn a
“once-in-a-generation  opportunity” to stabilize
U.S.-Mexican trade relations.

Differences over NAFTA likewise came to
symbolize a larger debate about America’s future
direction. Some critics, concerned about a perceived
emphasis on foreign over domestic economic concerns
and incremental diminution in U.S. autonomy over
such matters as environmental protection, urged a more
cautious approach to international economic
engagements.> President Clinton was among those
casting NAFTA as emblematic of the unbroken
bipartisan postwar consensus in favor of liberalized
trade and as representative of the confidence and
constructive engagement that should characterize U.S.
trade policy in the future® NAFTA was not an
alternative to a domestic economic strategy, President
Clinton assured, but part and parcel of a larger plan for
economic revival by expanding access to lucrative
foreign markets.”

On November 9, Vice President Gore and
Presidential candidate Ross Perot debated NAFTA’s
merits on national television. Formal debates in the
House and Senate followed shortly thereafter. Lost jobs
and attendant damage to families and communities,
head-to-head competition with lower wage,
less-protected Mexican workers with little ability to
effect democratic change, loss of U.S. sovereignty, and
the role and cost of NAFTA-related bureaucracies and
tribunals were among the concerns raised by various
Congressional representatives.® A sense of historic
opportunity, the need for American economic
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leadership in global and hemispheric affairs, the chance
to expand trade with Mexico and enhance
competitiveness vis-a-vis Japan and Europe, the
beneficial effects on U.S. interests of improvements in
Mexican living standards and conditions, and the need
to harness and benefit from inevitable economic
change were among the reasons cited by various other
members for supporting the accord.®

The Implementing Bill

Congress ultimately approved the NAFTA
legislative package on November 20, just 16 days after
it was submitted by President Clinton for its
consideration. The legislative package consisted of the
final text of the NAFTA, an implementing bill, and a
Statement of Administrative Action (SAA). The
implementing bill had been developed by the
Administration in cooperation with appropriate
Congressional committees. !0

Under “fast track” procedures, the bill, once
introduced, could not be amended. Passage by both
houses of Congress was required.!! Thus, a majority
of either house could have disapproved the bill and
effectively killed the agreement. The House vote on
November 17 was seen as key: the final count was 234
in favor and 200 opposed. The U.S. Senate approved
the bill by 61 to 38 on November 20.

The implementing legislation is divided into six
titles, as follows:

Title I:

® approves NAFTA and the Statement of
Administrative Action submitted by the
President to Congress on November 4;

® authorizes the President to exchange notes
with Canada and Mexico to put NAFTA
into effect when several conditions are met;

® states that NAFTA will result in no change
to Federal law other than those made by the
bill or to State law other than as a result of
Federal action to help make consistent or
invalidate inconsistent State laws;

®  bars private suits to enforce NAFTA;

® calls for issuance of the regulations
required or appropriate to implement
NAFTA within 1 year after entry into force
(rules of origin regulations must be issued
by Jan. 1, 1994);
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authorizes  establishment of  and
appropriations for the United States
Section of the Secretariat established by
Chapter 20 of NAFTA;

suspends portions of the United
States-Canada Free-Trade Implementation
Act of 1988,

requires Congressional approval before
other countries may join NAFTA, states
Congressional intent regarding future
accessions,!? and requires reports to
Congress on potential candidates for
free-trade area negotiations.

Title II:

concerns customs: tariffs, rules of origin,
duty drawback, country of origin marking,
and administrative and enforcementissues;

authorizes the President to proclaim
changes in the U.S. tariff schedule;

legislates NAFTA's rules of origin.

Title III:

implements NAFTA’s safeguard, intel-
lectual property, temporary entry,
standards, and government procurement
provisions;

establishes special monitoring regimes for
various agricultural goods.!3

Title IV:

pertains to antidumping and countervailing
duty laws;4

extends to Mexico the right to binational
panel review of final AD/CVD orders;

establishes objectives for future subsidy
negotiations with NAFTA countries. !5

Title V:

establishes a transitional adjustment
assistance program;

requires the President to submit to
Congress a comprehensive study on
NAFTA’s operation and effects by January
1, 1997,

authorizes establishment of commissions
related to agreements on labor and
environment;



® contains  revenue-raising  measures
designed to offset NAFTA-related
expenses.

Title VI:

® enacts the Customs Modernization and
Informed Compliance Act,1® making
improvements in Customs’ enforcement
capabilities generally and regulatory audit
procedures;

® authorizes the National Customs
Automation Program, permitting
electronic filing of customs forms,
payment of duties, and fees.

The Statement of Administrative Action describes
the NAFTA and the bill, and indicates the regulations
needed to implement them. It also elaborates on such
matters as environmental, health, and safety standards
in response to concerns raised about the implications of
the pact for federal-state relations and the limitations
NAFTA might place on Federal regulatory authority.

Supplemental Agreements

The NAFTA implementing bill was accompanied
by several supplementary agreements and reports that
represented the fulfillment of pledges made by the
then-candidate Clinton in endorsing the accord. Chief
among them were supplemental agreements with
Canada and Mexico on environmental and labor
cooperation and on emergency action. Accords on the
three matters were announced on August 13, 1993
(figure M). Presidents Clinton and Salinas and Prime
Minister Campbell signed the agreements in their
respective capitals on September 14.

All three of these accords were executive
agreements, and did not require domestic legislation or
formal approval by Congress. However, the
implementing bill made NAFTA’s entry into force
contingent on the exchange of diplomatic notes with
Canada and Mexico providing for the entry into force
of the supplemental agreements on labor and
environment.17 The bill also provided authority for the
establishment of the requisite multilateral and bilateral
commissions and administrative offices.!8

Labor and Environmental
Cooperation

The supplemental agreements on labor and
environmental cooperation are regarded as the most

ambitious of the three and are fairly similar in format.
They are applicable throughout the territories of the
United States and Mexico. The agreements bind
Canada with respect to all matters subject to Canadian
federal control. Canada committed itself to take
measures necessary to bring its Provinces into
conformity with the supplemental agreements and is
limited in its ability to avail itself of the supplmental
agreements’ dispute-settlement procedures according
to the extent of its Provincial participation.

These two agreements have broad objectives. The
labor agreement’s aims include improving working
conditions and living standards, promoting principles,
such as freedom of association, and fostering
compliance with and effective enforcement of labor
laws. Key goals of the environmental agreement are
fostering the conservation, protection and improvement
of the environment, promoting sustainable
development, and increasing cooperation on and
enhanced enforcement of environmental laws and
policies.1?

In each agreement, the parties commit to ensuring
that their laws and regulations provide for high levels
of protection and that domestic procedures will be
available to sanction or remedy violations,?® and to
enforcing effectively their laws and regulations
through appropriate governmental action?!  The
parties commit that they will promptly publish and
promote public awareness of their laws and regulations
and assure fair, open, and impartial administrative and
judicial procedures.22

Both  supplemental  agreements  establish
commissions made up of councils of ministers,
coordinating secretariats, and advisory bodies to foster
cooperation among the three parties on a broad range
of issues and to monitor relevant laws and their
enforcement. The structure and functions of these
bodies are slightly different for each agreement.

The Environmental Council is authorized to
consider and develop recommendations on a range of
environmental issues.23 It is also charged with
cooperating with the Free-Trade Commission created
by NAFTA on such matters as consultations under
NAFTA article 1114 on whether a country has waived
or derogated from environmental measures in order to
attract investors. It is also tasked with “considering on
an ongoing basis the environmental effects of the
NAFTA.24  Subject to the Council’s direction, the
Environmental Secretariat is empowered to develop
annual monitoring and fact-finding reports.25 It may
also consider submissions from non-governmental
organizations regarding failure by a party to enforce its
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Figure M

NAFTA-related developments in 1993

JANUARY

Jan. 19 United States and Canada agree that CFTA will be suspended upon NAFTA's entry into
force, but CFTA art. 708 will continue its application.

FEBRUARY

Feb. 5 In his first official comments on NAFTA since being sworn in, President Clinton
reiterates his intention “to move forward with NAFTA while establishing a process to
provide adequate protection to workers, to farmers, and to the environment.”

MARCH

Mar. 5 More than a dozen environmental groups urge Present Clinton to seek stronger
enforcement mechanisms to accompany the NAFTA, including the creation of a
three-country commission to investigate and punish violations of pollution-control laws.

Mar. 17-18 First round of supplemental negotiations on the environment, labor, and import surges
held in Washington, D.C. Additional rounds held April 13-15, May 19-22, June 8,

July 8-9, July 19-23, and July 29-30.

APRIL

Apr. 22 Former Presidential candidate Ross Perot makes clear his opposition to NAFTA in
testimony before the Senate Banking Committee; announces that he plans a major
public campaign on the accord; and releases a book co-authored with Pat Choate
deriding NAFTA.

Apr. 23 United States, Canada, and Mexico agree to rectify the December 17, 1992 NAFTA
text by exchanging diplomatic notes.

MAY

May 27 Canadian House of Commons passes NAFTA bill by a vote of 140 to 124.

JUNE

June 17 Canadian Senate approves the NAFTA bill.

June 30 Judge Charles Richey rules that the NAFTA is subject to the National Environmental
Policy Act, a finding which would have required the Administration to prepare a detailed
formal environmental impact statement on it.

AUGUST

Aug. 13 Supplemental agreements regarding environmental and labor cooperation and an
understanding on emergency action (import surges) are announced.

Aug. 16 The National Governors’ Association approves a resolution affirming its support for
NAFTA.

Aug. 19 President Clinton names Chicago banker Richard M. Daley to spearhead his campaign
for NAFTA passage.

Aug. 26 Conservative critic Pat Buchanan announces that he is forming a group to oppose
NAFTA, citing concerns about a loss in U.S. sovereignty and the cost to U.S. taxpayers
for environmental clean-up in Mexico.

Aug. 28 Democratic Whip David E. Bonoir (D-MI.) announces that, rather than mobilizing

support for NAFTA, he will actively oppose the accord’s passage.

58




Figure M—Continued

NAFTA-related developments in 1993

SEPTEMBER

Sept. 3 President Clinton recruits Republican and former Congressman Bill Frenzel to head
effort to win Congressional support for NAFTA.

Sept. 14 Presidents Clinton and Salinas and Prime Minister Campbell sign supplemental
agreements on labor and environment in respective capitals. Presidents Bush, Ford,
and Carter attend the Washington signing ceremony and join Presidents Reagan and
Nixon in endorsing the accord.

Sept. 15 Leaders of six environmental groups announce support for NAFTA.

Sept. 22 House Majority Leader Richard Gephardt (D-MO) finally announces his position on
NAFTA: opposed.

Sept. 24 Court of Appeals for the District of Columbia Circuit unanimously decides that the
National Environmental Policy Act does not require the Administration to prepare an
environmental impact statement for NAFTA.

OCTOBER

Oct. 3 Jesse Jackson leads a rally in Canada condemning NAFTA. Union leaders, meeting in
San Francisco, uniformly denounce the accord.

Oct. 4 A written statement by Mexican President Carlos Salinas published in the Washington
Post states that neither renegotiating NAFTA nor rescheduling NAFTA's entry into force
“are real options at this stage.”

Oct. 19 President Salinas calls NAFTA a test of U.S. relations with Latin America and warns
that the region would “feel cheated” if the agreement was jettisoned.

Oct. 27 Following defeat of the Conservative Party in Canada’s general elections, Prime
Minister-designate Jean Chretien announces that Canada may not implement NAFTA
without changes to preserve Canadian energy reserves and to rewrite unfair trade
rules.

NOVEMBER

Nov. 4 Ad referendum agreement reached on creation of a Border Environmental Cooperation
Commission (BECC) and a North American Development Bank (NADBank).

Nov. 4 President Clinton submits NAFTA and implementing legislation to Congress, along with
a statement explaining the administrative measures that are needed to bring the
agreement into force.

Nov. 9 Vice President Gore and Ross Perot debate NAFTA’'s merits in a nationally televised
debate moderated by Larry King. A USA Today/CNN/Gallup poll shows marked
increase
in support for NAFTA after the debate, with those previously having “no opinion”
swayed most.

Nov. 17 U.S. House of Representatives approves NAFTA implementing legislation by a 234 to
200 vote.

Nov. 20 U.S. Senate approves NAFTA implementing legislation by 61 to 38 vote.

Nov. 22 Mexican Senate ratifies the NAFTA as a treaty by a vote of 56-2.
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Figure M—Continued

NAFTA-related developments in 1993

Prime Minister Chretien announces intention to proclaim the NAFTA after agreement

subsidies/countervailing duties; Canada issues statement on energy security and water

Presidential Proclamation published in the Federal Register to put into effect the revised

ongoing disputes.

President Clinton determines that Canada and Mexico had completed the necessary
steps to implement the NAFTA and supplemental accords and transmits the required

DECEMBER
Dec. 2
reached to establish Working Groups on dumping/antidumping and
rights.
Dec. 8 President Clinton signs NAFTA implementing bill into law.
Dec. 20
U.S. tariff schedule, remove Mexico from GSP eligibility.
Dec. 27
report to Congress.
Dec. 30 Canada proclaims (enacts) NAFTA implementing legislation.
Dec. 30

United States exchanges diplomatic notes with Canada and Mexico to bring NAFTA and
the supplemental accords into effect on Jan. 1, 1994. Canada and the United States
suspend the CFTA while NAFTA is in effect and make transitional arrangements for

Source:

environmental rules, and, under certain circumstances,
to develop a factual record regarding such matters.26

The Labor Council is charged with promoting
cooperative activities between the Parties regarding
occupational safety and health, human resource
development, labor statistics, and worker benefits and
compensation. The staff of the Labor Secretariat will
initially be limited to 15 positions.2? It is charged with
the preparation of periodic reports on such topics as
labor law and administration, labor market conditions,
and human resource development. It may also prepare
studies on any matter at the Council’s request.28

Each agreement provides vehicles for the provision
of public advice and recourse to trilateral dispute
settlement mechanisms to consider complaints about
failure to enforce domestic laws.2® When disputes are
not satisfactorily resolved within a reasonable time,
both agreements also permit ultimate recourse to fines
or trade sanctions,30 if well-founded complaints are
demonstrably linked to goods or services that are
traded among the parties or that compete with goods or
services of the complaining party.3! Such penalties
would be the last step in a process designed to
encourage early and amicable resolution of the
problem at hand.
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Compiled by staff of the U.S. International Trade Commission.

Understanding Concerning
Emergency Action

Reflecting President Clinton’s concern that
NAFTA should be accompanied by additional
mechanisms to deal with import surges, the United
States, Canada, and Mexico reached an understanding
regarding chapter 8 of the NAFTA, Emergency
Action.32 They agreed to establish a working group to
consider any issue related to emergency actions taken
or contemplated under the GATT article XIX or under
NAFTA chapter 8. The working group will also serve
as a forum for examining trade, productivity,
employment, and other economic factors with respect
to any good. Such examinations will take place upon
request of any party and with the concurrence of two of
the three parties.

Border Environmental
Infrastructure Agreements

On November 3, 1993, the United States signed an
ad referendum agreement with Mexico to establish a
Border Environmental Cooperation Commission
(BECC) and a North American Development Bank
(NADBank). The two agencies are to coordinate,
oversee, and help fund environmental infrastructure



projects along the U.S.-Mexico border. The NADBAnk
was specifically created to serve the BECC as a source
of financing. Up to 10 percent of its capital shares will
be available for purposes other than environmental
infrastructure, including the promotion of community
adjustment and investment. The United States and
Mexico will each provide $225 million in paid-in
capital to NADBank, which is expected to offer up to
$2.0 billion in loans and partial guarantees. An
additional $2.0 billion in World Bank and the
Inter-American Development Bank funding is expected
to support U.S.-Mexico border environmental
activities.33

“Paying” for NAFTA

As required by the “pay-as-you-go” provisions of
the Budget Enforcement Act of 1990 and the 1993
Omnibus Budget Reconciliation Act, the North
American Free-Trade Agreement Implementation Act
provided funding for all of the lost tariff revenue, along
with the incremental appropriations associated with the
implementation of the NAFTA and associated
agreements.3* Funding came in the form of (a) a
projected reduction in Commodity Credit Corporation
outlays because of improvements in commodity
markets after NAFTA goes into effect; (b) a projected
increase in governmental efficiency resulting from the
implementation of an electronic fund transfer system
for business withholding and other tax deposits; (c) a
temporary increase in the air and sea
passenger-processing fees, a temporary lifting of
current statutory exemptions from such fees,3 and an
extension of the time period such passenger- and
merchandise-processing fees will be in effect (through
fiscal year 2003); and (d) an improved enforcement of
tariff laws and detection of fraud by the U.S. Customs
Service as a result of increased access to certain tax
information.

Accompanying Report on
Environmental Issues

The President transmitted a report on
environmental issues to Congress along with the
legislative package. The report addressed such topics
as Mexico’s pollution control regime and the potential
environmental effects of the NAFTA. Its issuance
reflected a continued willingness by the Administration
to address the relationship of trade agreements to
environmental objectives, even in the absence of a
requirement to do so0.3¢ Indeed, in expressing

satisfaction with a unanimous decision by the Court of
Appeals of the District of Columbia affirming the
Administration’s  contention that a  formal
environmental impact assessment was not required for
the NAFTA, the Administration expressed its
continued commitment to insuring that environmental
issues arising in connection with NAFTA are
“seriously considered” and “effectively addressed.”3’
Six leading environmental groups — the World
Wildlife Fund, National Wildlife Federation, the
Environmental Defense Fund, Conservation
International, the Natural Resources Defense Council,
and the Audubon Society — ultimately endorsed
NAFTA.

“Side” Agreements with Mexico

The package transmitted by President Clinton to
the Congress on November 4 included three
freshly-initialed agreements with Mexico about
NAFTA itself. Two of the exchanges of letters —
dealing with sugar and with frozen concentrated orange
juice (FCOJ) — will cause substantive changes in the
way NAFTA is implemented. However, trade in those
products is still slated to be fully liberalized in the 15th
year after NAFTA’s entry into force. The third one
represented Mexico’s commitment to engage in early
negotiations toward the acceleration of tariff
reductions.

Sugar

In the case of sugar, the two countries agreed to
modify the basis for determining the quantity of sugar
that must be accorded duty-free entry. NAFTA ties the
determination of the quantity of sugar which is entitled
to duty-free entry to each Party’s net production
surplus. In the understanding reached on November 3,
1993, the definition to determine whether a country is a
net sugar producer was explicitly expanded to include
consumption of high fructose corn syrup. Moreover,
the annual fixed ceiling on the amount of sugar entitled
to duty-free entry will be changed in the years 2000 to
2007 to the. smaller of the Party’s net surplus
production, or 250,000 metric tons. Previously,
absolute ceilings would have ceased to apply if a
country was or was projected to be a net surplus
producer for two consecutive years. These changes
came as a result of U.S. concern that Mexico could
divert sugar into the export market by substituting high
fructose corn syrup for sugar in the manufacturing of
such products as soft drinks.
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Frozen Concentrated Orange Juice

For frozen concentrated orange juice,3® the two
countries agreed to establish a tariff snap-back
mechanism that would be applicable during NAFTA’s
first 14 years of operation.3® The United States is
permitted to impose a tariff up to the then-applicable
most-favored-nation rate on frozen concentrated
orange juice imported from Mexico if frozen
concentrated orange juice futures prices drop below a
trigger level equal to the average price of the past 5
years for the month in question, and if annual imports
have exceeded a specified quantity (70 million gallons
single strength equivalent from 1994 through 2002, or
90 million gallons in years 2003 through 2007). The
duty snap-back will cease to apply if the futures price
is above the historical price for 5 consecutive days.
NAFTA already provided for a tariff-rate quota with a
higher duty rate on imports above 40 million gallons,
but that tariff was slated to decline by 15 percent from
the applicable MFN rate during the first 6 years of
NAFTA’s operation.

Tariff Acceleration

Reflecting concerns expressed by particular
industries throughout 1993 about the pace of Mexican
tariff elimination under NAFTA, Ambassador Kantor
sought a commitment from Mexico to engage in
negotiations toward an acceleration of that schedule.
Such negotiations were envisioned in article 302.3 of
the NAFTA and authorized in section 201(b) of the
implementing bill. Ambassador Kantor requested that
these negotiations be conducted on an expedited basis,
and expressed particular sympathy for the requests
made by producers of wine and brandy, flat glass,
home appliances and bedding components. Mexico
agreed to be available for such talks.*0 In its
November 4 Statement of Administrative Action, the
Administration pledged to give priority to reducing
imbalances in duty treatment among the three NAFTA
partners and reducing Mexican and Canadian tariffs
that are considerably higher than U.S. tariffs
(mentioning the above-cited items and dry beans,
cream cheese, and potatoes).?!

The United States published a request for petitions
for accelerated tariff elimination in the Federal
Register of December 23, 1993.42 On December 29,
the Office of the United States Trade Representative
(USTR) announced that Canada would also participate
in the exercise, expected to be conducted in two
stages.*> An expedited round of consultations would
deal with priority items and be completed as soon as
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practicable in 1994; the remaining items would be
considered thereafter.

Presidential Determination;
Canadian and Mexican

Implementation

The President’s authority to bring the NAFTA into
force was contingent upon several steps. Among them
was a Presidential determination that Canada and
Mexico had completed the necessary steps to
implement the NAFTA and the uniform regulations
called for in article 511 of the agreement, and the
issuance of a report to Congress explaining the steps
Mexico had taken to implement the commitments
contained in chapter 19 regarding binational panel
review and in Annex 1904.15 of the NAFTA regarding
the operation of its antidumping and countervailing
duty laws.44

Canada’s House of Commons passed NAFTA
implementing legislation on May 27, and its Senate
approved the bill June 17. The legislation was
proclaimed (enacted) by the Canadian Government on
December 30, after newly elected Prime Minister Jean
Chretien had fulfilled a campaign pledge by securing a
commitment from the United States and Mexico to
engage in future work on dumping and subsidies. Two
trilateral working groups were charged with
completing this effort by December 31, 1995.45

The Mexican Senate ratified NAFTA as a treaty on
November 22. Under Mexican law, treaties thus
ratified have the force of law and take precedence over
conflicting domestic legislation. Mexico had already
passed a revised Foreign Trade Law to conform with
many NAFTA obligations in June 1993 (discussed in
the “Mexico” section in chapter 4 of this report);
regulations on how the dumping and countervailing
duty portions of the law would be administered were
published in the official gazette in late December.

On December 27, President Clinton determined
that Canada and Mexico had completed the necessary
steps to implement the NAFTA and supplemental
accords, transmitted the required report to Congress,
and directed the Secretary of State to exchange
diplomatic notes with Canada and Mexico to bring
NAFTA into effect. Diplomatic notes were exchanged
with Mexico and Canada on December 30.

Canada and the United States had earlier agreed
that the U.S.-Canada Free Trade Agreement would be
suspended while NAFTA was in effect.6 Certain
portions of the CFTA are adopted by reference in the
NAFTA—notably the schedules of tariff concessions
previously accorded by the United States and



Canada*’—or, by mutual agreement, remain in effect
irrespective of their non-inclusion in the NAFTA
itself.#8 Interim arrangements for the handling of
ongoing disputes under CFTA dispute-settlement
procedures were also made.*®

U.S. Implementation

By early 1994, the United States was well on its
way to implementing most of the important regulations
and other administrative actions needed to implement
NAFTA. On December 15, 1993, President Clinton
issued a proclamation putting into effect the U.S. tariff
concessions, terminating Mexico’s status as a
beneficiary of the U.S. Generalized System of
Preferences (GSP) in accordance with the NAFTA
implementing bill, and making other changes in
customs procedures and treatment required by NAFTA
(for example, waiving fees imposed under section 22
of the Agricultural Adjustment Act).’ On December
27, President Clinton signed an executive order to
effect certain administrative actions, such as waiving
Buy America and requiring agencies to provide 75
days notice before imposing new technical
requirements needed to bring NAFTA into force.1
The National Administrative Office for the North
American Agreement on Labor Cooperation was
established effective January 3, 1994, through a notice
published in the December 30 Federal Register.5?
Interim rules of origin regulations,® proposed
country-of-origin marking rules,* and interim rules on
other customs matters have also been published,>> as
have a variety of standards- and services-related
notices.5®

Next Steps

NAFTA’s operation will be overseen by the
Free-Trade Commission, composed of the parties’
three trade ministers.5’ The inaugural meeting of the
Commission was held on January 14, 1994. The
meeting focused on early implementation of the
agreement and formally launched the process of
consultation and further liberalization envisioned by
the NAFTA. NAFTA itself creates some 22 committees
and working groups to accomplish these aims.>8
Subsequent agreements call for the establishment of 12
more.>® The Committees began meeting in early 1994
to establish longer term work plans.

Moreover, the implementing legislation and
Statement of Administrative Action impose numerous
requirements upon the Administration to pursue
matters with NAFTA partners or to take domestic

action not strictly required by NAFTA itself. For
example, the Administration agreed to pursue the
inclusion of additional international environmental
agreements in article 104 of the NAFTA, thereby
giving them precedence over the NAFTA if conflicts
arise.0 The implementing bill also mandated the
establishment of an end-use certificate program for
wheat and barley within 120 days after enactment6!
and the identification by the end of April 1994 of any
new Canadian act, policy or practice affecting cultural
industries that is actionable under “Special 301"
provisions.%2 In addition, the President promised to
request the U.S. International Trade Commission to
conduct investigations under Section 22 of the
Agricultural Adjustment Act regarding wheat and
peanut butter imports.%> Both investigations are now
under way.%

Some of the steps expected to have been completed
by January 1, 1994, are still not completed. At this
writing, none of the rosters for the various
dispute-settlement panels called for in the agreement
has been finalized, nor have the rules of procedure for
general dispute settlement called for in NAFTA article
2012. Although lists of State and Provincial measures
that do not conform with the requirements of NAFTA
chapter 14 and will be “grandfathered” were
exchanged on January 14, 1994, the three parties
agreed that, for certain types of measures, the deadline
for finalizing reservations would be extended until
June 30, 1994. Country-of-origin-marking rules and
the terms of reference for newly created working
groups on subsidies and dumping also remain under
discussion and review.

Efforts to establish the institutions that will carry
out the NAFTA and the supplemental agreements on
environment and labor continued into 1994. Agreement
on the desirability of creating an International
Coordinating Secretariat (ICS) for the NAFTA to be
housed in Mexico City was announced at the January
14, 1994, NAFTA Ministerial. While locations for the
other two secretariats have recently been announced —
the Labor Secretariat will be located in Dallas and the
Environmental Secretariat will be located in Montreal,
Canada — the directors have yet to be selected and
other issues remain unresolved.

Several paths toward the eventual goal of free trade
in the Western Hemisphere are being explored by the
United States in conjunction with its NAFTA partners,
including permitting other countries to accede to
NAFTA. The U.S. Congress, meanwhile, included a
requirement for several reports related to possible
future free-trade agreements. On May 1, 1994, the U.S.
Trade Representative submitted a report listing the
countries that are the best prospects for free-trade
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agreements with the United States. The President is
directed by the NAFTA implementing bill to make
proposals to Congress for the initiation of free-trade
negotiations with one or more countries by July 1,
1994.

Economic Cooperation in
The Asian Pacific Region

Introduction

Several foreign and domestic developments
sparked an increased interest by the United States in
the Asian Pacific region during 1993. U.S. companies
have grown increasingly interested in the potential
investment and trade opportunities in the region. The
Asian-Pacific region contains some of the fastest
growing economies of the world, accounting for over
one-half of global GNP. In 1992, for example, real
GNP growth ranged from highs of 12.8 percent in
China, 8.0 percent in Malaysia and 7.5 percent in
Thailand to lows of 1.5 percent in Japan, 0.9 percent in
Canada and 0.6 percent in the Philippines.5> Average
real GNP growth for the 15 economies of the
Asia-Pacific Economic Cooperation (APEC) was 2.6
percent in 1992 compared with 1.0 percent for the
European Community. The APEC countries accounted
for more than half of global GNP in 1990, or $11
trillion.% In terms of trade, U.S. exports to the
Asian-Pacific region were higher than to either Europe
or Latin America, totalling $132 billion in 1993.
However, the United States ran a trade deficit with the
region of $98 billion, mostly accounted for by Japan
and China.

On July 7, in a speech delivered at Waseda
University in Tokyo, President Clinton called for the
creation of a “new -Pacific community,”6” including
Japan, the United States, and other economies of the
region. While the concept of community was not
explicitly defined in the speech, the most likely vehicle
for further pursuit of the goal was the Asia-Pacific
Economic Cooperation forum, the only governmental
organization with membership on both sides of the
Pacific. The United States has been a supporter of
APEC since its initiation in 1989.68 During 1993, the
United States was the host for the first meeting of
leaders from member economies and for the annual
Ministerial meeting.

The Asian countries also took steps toward closer
trade and economic ties among themselves.
Apprehensions about the prospects for a successful
conclusion of the Uruguay Round and moves towards
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regional integration in the EU and NAFTA resulted in
more interest in fostering trade among Asian countries.
The lowering of tariff and nontariff barriers by
individual countries and a growing recognition of the
need to attract foreign investment contributed to this
trend. In the past, countries of the region viewed the
Association of Southeast Asian Nations (ASEAN)
largely as a vehicle for conducting a dialogue on
security interests. Only recently have these economies
turned more toward ASEAN as a focal point for
furthering their economic interests through the Asian
Free Trade Area (AFTA). In 1993, steps were taken
towards rescheduling the phase-out of tariffs among
member countries, beginning on January 1, 1994. The
following section provides background information
and a summary of 1993 developments in APEC and
ASEAN.

APEC

Background

APEC was established in 1989 as an informal
consultative forum at a Ministerial Conference in
Canberra, Australia. The 12 original members of
APEC included the 6 ASEAN economies, the United
States, Korea, Japan, Canada, Australia, and New
Zealand.®® The founding purpose of the organization

- was to promote official economic cooperation in the

region.”® The members of APEC recognized the need
for an effective means of strengthening the multilateral
trading system, providing an opportunity to assess
trade and investment in the Asian Pacific region and to
identify common economic interests. The “Three
Chinas”—China, Taiwan and Hong Kong—joined
APEC in 1991, bringing the total membership in
APEC to 15 countries.”!

The chairmanship of APEC is rotated annually
among members. The United States chaired the
organization during 1993.72 The Chair is responsible
for hosting annual meetings of foreign and economic
ministers in the region. Since 1989, five annual
ministerial meetings have been held in Canberra,
Singapore,  Seoul, Bangkok, and Seattle.”3
Preparations for each Ministerial are carried out by
lower level working groups and Senior Officials
Meetings (SOMs) held throughout the year. During
1993, five Senior Officials meetings were held in
preparation for the Seattle ministerial hosted by the
United States in November.”4 The Senior Officials
oversee 10 working groups, created during the 1990
ministerial, covering broad issue areas. The working
groups include trade and investment data, trade
promotion, investment and industrial science and



technology, human resources development, regional
energy cooperation, marine resources conservation,
telecommunications, transportation, tourism and
fisheries.

All APEC decisions are based on the principle of
unanimous consent. This means that just one member
can block a decision. Some observers have noted that
such procedures could eventually frustrate progress on
certain issues given the disparity of political systems
and levels of economic development represented in the
organization.

Developments During 1993

Leaders’ Meeting

There were several main accomplishments by
APEC during 1993. Probably the most significant
event was the first meeting of leaders from the APEC
economies on November 20, 1993, at Blake Island,
near Seattle, Washington.”>

The Leaders’ Meeting occurred immediately
following the fifth Senior Officials Meeting and
Ministerial held November 17 through 19. In a Vision
Statement issued following their day-long meeting, the
leaders reaffirmed their commitment to the reduction
of trade and investment barriers in the region and to the
“development of APEC as a forum for producing
tangible economic benefits to the region”.’® They also
called for a meeting of APEC finance ministers to
consult on broad economic issues, including
macroeconomic developments and capital flows. This
was a departure from the position taken earlier by
ministers who had opposed holding such a meeting for
fear that a meeting of finance ministers could become a
forum for negotiations on trade or economic policies.

The APEC leaders pledged their “utmost efforts to
bring the Uruguay Round to a successful conclusion by
December 15.” Just one day before the Leaders
Meeting, the APEC ministers had adopted a strong
statement calling for concrete steps to be taken during
the Round on market access for industrial goods,
agriculture, and services, and on a strengthened system
of rules and disciplines. Each APEC economy
participating in the Round offered specific sectoral
commitments for improving market access, building on
the package of initiatives that had been announced by
the United States, Japan, the EU, and Canada in July.
The Ministerial Meeting Joint Statement challenged
other Uruguay Round participants and the European
Union specifically to improve their own offers in
Geneva.”” From the United States viewpoint, which
had stressed the need to send a strong and clear

message to the EU, adoption of the ministerial
statement was an important step in moving toward the
conclusion of the Round. Other APEC members had
agreed that APEC should adopt a leadership role in
attempting to jumpstart the Uruguay Round talks.

Trade and Investment Framework

Before the Leaders’ Meeting, Ministers had agreed
to the adoption of a “Declaration on the APEC Trade
and Investment Framework,” which outlines guidelines
for future APEC policies on trade and investment in
the region. The Framework establishes principles for
future cooperation on economic issues, including
APEC’s intention to work toward development through
“open regionalism,” and reaffirms its commitments to
strengthening the multilateral trading system under
GATT.

The ministers established a Committee on Trade
and Investment (CTI) to implement the Framework
with the objective of creating a “coherent APEC
perspective and voice on global trade and investment
issues and increase cooperation among members on
key issues.”’8 The CTI is expected to build upon the
work of the Informal Group on Regional Trade
Liberalization. The 1994 work program for the
committee includes reviewing the results of the
Uruguay Round and its implications for the region,
pursuing efforts to simplify and harmonize customs
procedures in the region, examining the investment
environment and means to enhance investment in
APEC, and identifying APEC’s possible role in the
area of standards and conformance. Korea will chair
the CTI during 1994. The United States and Australia
will serve as co-vice chairs.

Other Issues

Throughout 1993, APEC discussions at the Senior
Officials and Ministerial level centered on several
other major issues, including future directions for
APEC, the pace and scope of institutionalization,
membership, the APEC work program, and
organizational issues. While APEC ministers made
decisions relating to various aspects of these topics at
the November Ministerial, additional issues were left
to be addressed by APEC Senior Officials and
Ministers over the long term.

APEC has been moving gradually towards
institutionalization, with the establishment of a
Secretariat in 1992. However, there is considerable
debate within the organization about the pace and
extent to which this should occur. In general, members
prefer that APEC remain a loose, consultative forum
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and that it avoid the EU’s more bureaucratic approach
to handling regional economic issues.

One of the most controversial issues addressed by
APEC in 1993 was consideration of a recommendation
by the Eminent Persons Group (EPG) for the creation
of an Asia Pacific Economic Community by 1996.7°
The Bangkok Ministerial in 1992 had recommended
the establishment of a group of “persons with high
calibre and international repute within the region” to be
nominated by member APEC countries to “develop a
vision of trade in the Asia Pacific region to the year
2000.” The vision was to include “trends in economic
growth, trade and investment, and the regional and
global trade policy environment; a policy for
advancing APEC’s development through strengthened
economic and trade linkages; identification of the main
barriers to expanding trade in the region and ways to
reduce these barriers; and identification of priorities in
future multilateral trade negotiations and the evolution
of GATT.” 1In 1993 the EPG, chaired by C. Fred
Bergsten, comprising 11 distinguished academics,
former government officials and businessmen, was
established. The EPG met three times in 1993 to
develop its vision for APEC.

The EPG report, presented at the November 1993
Ministerial, recommended that APEC take specific
initiatives in the areas of trade liberalization, trade
facilitation, technical cooperation, and
institutionalization in order to move toward a goal of
free trade and investment within the region. In making
its recommendations, the EPG called on APEC to
respond to three perceived threats to the continued
vitality of the Asian Pacific region: 1) the erosion of
the global trading system; 2) the evolution of inward
looking regionalism; and 3) the risk of fragmentation
within the Asia/Pacific region.80

The EPG report’s recommendations generated
considerable debate at both the Senior Officials and
Ministerial level, reflecting differences in views
between ASEAN members and the developed
countries over how fast APEC should move toward
institutionalization. The United States, in particular,
had hoped that APEC would endorse the EPG’s
concept of creating a free trade area or grouping.
However, some members objected to the use of the
term “community” to describe the ultimate goal for
APEC and felt that it was premature for APEC to adopt
all of the EPG’s recommendations. Following
numerous discussions, the reference to forming a
community was left out of the Joint Statement of
Ministers. Instead, the ministers declared that they
“warmly welcomed” the EPG report’s “broad thrust
and direction,” noting that its vision served as an
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“important foundation and catalyst for future regional
cooperation.”8!  The Ministers, reflecting APEC
members’ preference for consultation and consensus,
and viewing the document as a vehicle for discussion
rather than a mandate, directed the APEC Secretariat to
give broad distribution to the EPG report within the
region.

With regard to addressing specific EPG
recommendations, the ministers agreed to group them
into three categories: (1) recommendations closely
related to APEC’s ongoing work - that would be
implemented promptly, (2) recommendations related to
the outcome of the Uruguay Round that would require
additional consideration, and, (3) recommendations
relating to long-term trade liberalization, that is,
moving toward a free trade area that would require
further elaboration by the EPG. The EPG, upon the
advice of Senior Officials, was directed to provide
ministers with more specific proposals on how to
realize its long-term vision at their next Ministerial to
be held in Indonesia in 1994.

Organization and Structure

At the November 1992 Ministerial in Bangkok,
APEC agreed to establish a Secretariat in Singapore.32
The Secretariat began functioning in 1993 with an
Executive Director and 11 staff members. The majority
of APEC members strongly favor a small Secretariat
with a limited budget and have stated that they want to
ensure that a UN or EU-like bureaucracy is not created.
In November 1993, ministers voted the FY 1994
budget to remain at the FY 1993 level of $2 million.
During 1993, there was discussion at the Senior
Officials Meetings and Ministerial about how to
address the increasing numbers of overlapping
committees and projects within APEC. Proposals to
rationalize APEC’s structure were developed, and
ministers directed Senior Officials to provide
recommendations on restructuring APEC at the 1994
Ministerial 83

Membership and Non-member
Participation

During 1993, there were consultations in APEC
regarding the admission of Mexico, Papua New
Guinea, and Chile as members. Following informal
discussions at the November Ministerial, Mexico and
Papua New Guinea were admitted immediately to
APEC as members, while it was decided that Chile
would be admitted at the 1994 Ministerial. In the
interim, however, Chile was encouraged to participate
in the activities of the Working Groups. Additional



membership decisions were deferred for 3 years during
which time the Senior officials will develop policies
and recommendations on membership. Guidelines for
nonmember participation were also adopted by the
ministers. Although they are not APEC members,
groups such as ASEAN, the Pacific Economic
Cooperation Council (PECC) and the South Pacific
Forum, have attended APEC meetings as observers and
contributed to APEC’s work. The EU has requested
observer status in APEC, but no action was taken in
1993 to address the request.

Other Actions

Other actions taken at the 1993 Ministerial
included endorsing the work of the ad Hoc Group on
Economic Trends and Issues with regard to exchanging
key economic statistics, carrying out studies on trade
and investment issues, and discussing economic
developments in the region. The Ministers also
endorsed and approved the vision and policy
statements of the 10 working groups. They recognized
the importance of the private sector in APEC activities
by directing Working Groups to expand their outreach
to the private sector and pledging to find additional
ways to broaden private sector participation in APEC,
particularly through the CTI committee. In addition,
the Ministers praised the work of the Secretariat while
reiterating the desire of members to keep its staff and
budget lean in order to avoid the “Brussels” syndrome.

ASEAN and AFTA

ASEAN

ASEAN was established in 1967 in Bangkok and
succeeded the Association of Southeast Asia. The
original signatories to the Bangkok Declaration were
Indonesia, Malaysia, the Philippines, Thailand, and
Singapore. Brunei joined ASEAN in 1984. ASEAN
holds annual meetings of ministerial-level
representatives from member countries. The permanent
secretariat for ASEAN was established in 1976 and
located in Jakarta, Indonesia.8* The ASEAN economic
ministers oversee five permanent committees, each
hosted by a different member state, that were
established to implement ASEAN’s economic goals.3>

The major purposes of ASEAN, as stated in the
Bangkok Declaration, are to promote economic
growth, expand trade, promote regional peace and
stability, and improve transport and communications.
Throughout the 1970s and particularly after the fall of
South Vietnam, ASEAN’s focus was on preserving
peace and countering Communism in the region.8¢ In

1976, following the signing of the Declaration of
ASEAN Accord, ASEAN’s emphasis began to shift
from politics to economics. Members decided to focus
on expanding productivity through establishing
regional manufacturing facilities, cooperating on basic
commodities and production processes, enacting
preferential trading arrangements, and harmonizing
trade and investment policies.8”

ASEAN also holds regular dialogue meetings with
the United States, the European Union, Australia,
Canada, Japan, New Zealand, and the United Nations
Development Programme to encourage investment,
trade, and economic growth. These postministerial
conferences among ASEAN foreign ministers have
become important in facilitating communication
between ASEAN and its major developed trading
partners.38

Several market-sharing or production-cooperation
schemes have been attempted under ASEAN, including
the Preferential Trading Arrangements (PTAs), the
ASEAN Industrial Joint Venture (AIJV), the ASEAN
Industrial Complementation (AIC), and the ASEAN
Industrial Projects (AIP).3° In general, these programs
have been difficult to implement because member
countries have sought exemptions and because
nontariff barriers have diminished the effects of tariff
cuts.

AFTA

In July 1991, at the annual postministerial
conference, ASEAN foreign ministers issued a
communiqué endorsing a proposal that had been put
forth by Thailand to create an ASEAN free-trade area
and set up a working group to submit
recommendations at the annual summit in January
1992.90 At the annual meeting of ASEAN ministers in
October 1991, the Prime Minister of Thailand Anan
Panyarachun further encouraged the establishment of
an ASEAN Free-Trade Area (AFTA) by the year
2000.°1 In explaining the reasons for his proposal,
Prime Minister Anan said: “ASEAN countries had no
other choice but to integrate or become a small player
in a large playing field.”92

At the fourth annual ASEAN summit held in
January 1992, the six ASEAN countries signed the
Singapore Declaration or framework agreement to
further economic cooperation and the Common
Effective Preferential Tariffs (CEPT)?? agreement that
would lead toward the AFTA.94 The AFTA would
reduce tariffs on manufactured and capital goods and
processed agricultural products to between 0 and 5
percent over a period of 15 years, or by 2008. Fifteen
types of manufactured goods were to be subject to
tariff reductions immediately. The tariff reductions
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were to occur in two stages, with the first beginning on
January 1, 1993. The more advanced economies of
Thailand, Malaysia, Brunei, and Singapore had favored
a faster schedule for the elimination of tariffs, while
Indonesia and the Philippines wanted to move more
slowly.95 Because of the inability of members to agree
on a common list of products to be covered, the initial
tariff cuts were delayed.

On October 8, 1993, in conjunction with the 35th
annual meeting of ASEAN economic ministers, the
AFTA Council attempted to reinvigorate AFTA by
announcing that AFTA would be relaunched on
January 1, 1994. During their meetings, the ministers
agreed to a list and schedule for tariff reductions on
32,000 items beginning in January 1994 (except
Brunei, which would initiate the cuts in June 1994).
Agricultural products are excluded from the list. AFTA
local content requirements were set at 40 percent;
however, details on how this would be calculated had
not been decided. In reaching the agreement, one
leader noted that ASEAN was moving forward with its
plans for a free trade area because the developed world
appeared to be moving toward protectionism and that
ASEAN countries were concerned about the
then-stalled Uruguay Round talks.%

United States’ Relationship with
ASEAN

ASEAN has served as an important organization
for the U.S. Government for discussing security
matters and economic matters with ASEAN
members.”” In 1989, the ASEAN-U.S. Initiative
(AUI) proposed a number of ways in which trade,
investment, and economic relations could be enhanced,
including the negotiation of bilateral investment
treaties with individual countries. In 1990, ASEAN

Figure N ,
Regional institutions and arrangements

agreed that implementation of the AUI would be
contingent upon the conclusion of the Uruguay Round
and that, in the meantime, the U.S. dialogue would take
place annually before the ASEAN ministerial meeting.

On December 21, 1990, the United States signed a
Memorandum on Trade and Investment with ASEAN,
which established a Trade and Investment Cooperation
Committee (TICC) to monitor trade and investment
relations and to identify trade and investment
opportunities. On October 11, 1991, the United States
signed a Trade and Investment Framework Agreement
(TIFA) with Singapore in accordance with the
memorandum.”® The United States is expected to
eventually sign TIFAs with other ASEAN countries,
furthering free trade in the region.

On November 20, 1993, the United States initiated
a new commercial program with ASEAN entitled the
“ASEAN-U.S. Alliance for Mutual Growth” (AMG).
The purpose of the program is to expand trade and
stimulate economic growth between the United States
and ASEAN. The program will initially focus on the
following areas: (1) infrastructure development,
including transportation, telecommunications, electric
power, manufactures, and environmental technology;
(2) trade and commercial development, including
informational and promotional activities by various
U.S. government agencies; (3) investment and.
technology, including mechanisms for sharing
technology and protection of intellectual property
rights; (4) small and medium enterprise development;
(5) financing, including interagency coordination with
the private sector; and (6) policy development,
including establishing a policy dialogue to discuss
intellectual property rights and standards issues. Senior
Officials from the United States and ASEAN were
scheduled to hold their first meeting on implementing
the AMG in early 1994.9°

AFTA

Agreement reached in January 1992 among the six ASEAN members to phase out

(ASEAN Free Trade Area) tariffs on selected items over a 15-year period.

APEC
(Asia-Pacific Economic
Cooperation)

A regional forum established in 1989 aimed at promoting economic cooperation
among the economies of the Asia-Pacific. Membership as of January 1, 1994
included— Australia, Brunei, Canada, China, Hong Kong, Indonesia, Japan, Korea,

Malaysia, New Zealand, the Philippines, Singapore, Taiwan, Thailand, the United
States, Mexico, and Papua New Guinea.

ASEAN

A regional political and economic organization established in 1967. Its founding

(Association of Southeast purpose was to promote economic growth, trade, regional peace and stability.

Asian Nations)

Membership includes Brunei, Indonesia, Malaysia, the Philippines, Singapore, and .

A regional consultative grouping (formally known as the East Asian Economic
Grouping) proposed by Malaysia in 1990. In 1993, ASEAN agreed to incorporate the

Thailand
EAEC
(East Asian Economic
Caucus) concept in some form under APEC.
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peppers, and frozen concentrated orange juice.

14 Chapter 19 of the NAFTA requires Mexico to
make a number of changes in its antidumping and
countervailing duty laws, primarily related to the
process for conducting such investigations. Section
402 of the NAFTA implementing bill establishes a
process in the United States for preparing the roster
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committees and for selecting panelists and committee
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Judiciary Committees. Section 402(h) of the bill also
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by then-President Bush.

17 NAFTA Implementation Act, sec. 101(b)(2).
18 |bid., secs. 531-544.
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dispute settlement procedure.

22 Environmental Agreement, arts. 4 and 7.
Labor Agreement, arts. 6, 7, 4, and 5.
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24 |pid., art. 10.6.
25 |bid., arts. 12 and 13.

26 |pid., arts. 14 and 15. The Commission is not
permitted to pursue matters subject to pending
judicial or administrative proceedings or to develop a
factual record on any matter without the Council’'s
expressed instruction based on a two-thirds vote.
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28 |bid., art. 14.
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sanctions against its products, Canada agreed to
make panel-ordered remedies directly enforceable in
Canadian courts, but the United States and Mexico
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an international tribunal. Environmental Agreement,
annex 36A; Labor Agreement, annex 41A.

31 Environmental Agreement, art. 24; Labor
Agreement, art. 23.
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CHAPTER 3
Other Multilateral Trade Agreement
Activities

The Organization for Economic Cooperation and
Development (OECD) and the United Nations
Conference on Trade and Development (UNCTAD)
both provide a forum for consultation and policy
coordination on economic issues of interest to their
members. Bodies associated with UNCTAD, such as
the international commodity organizations, provide a
basis for coordinating and regulating certain aspects of
international trade. The work of these organizations
generally complements the work done in the GATT.
The following sections detail activity by these
organizations in 1993.

Organization For Economic
Cooperation and
Development

Introduction

Since its founding in 1960, the OECD has provided
a forum for discussion and cooperative action among
the 24 industrialized countries. The primary goal of the
OECD is to foster sustainable economic growth among
its members. In the ministerial communique issued
annually at their mid-year meeting, OECD economics
ministers focus on ways to carry out the structural
reform of their economies necessary to promote growth
and create jobs.

Communique Focus

At their 1993 meeting on June 2-3, ministers
focused on the pressing need to conclude the Uruguay
Round. They wunderscored the importance of
strengthening multilateral trade policy rules, reforming
agriculture to reduce the fiscal burden on national
governments that reduces world savings, curbing the
economic distortions caused by industrial subsidies, !
and liberalizing international investment and services

rules. They viewed reform in these areas as likely to
eventually require changes in national policy in such
areas as labor markets, human resources, migration,
and the environment.

Trade Issues of the 1990s

The OECD often serves as a forum for discussing
emerging economic topics, preparatory to their
negotiation in the GATT or elsewhere. In looking
beyond the Uruguay Round, the OECD ministers
decided in 1991 to embark on new work in order to
explore the trade issues of the 1990s. In light of the
increasing globalization of business and the world
economy, this work involves examining the links and
interactions of trade policy with other areas considered
largely domestic in nature. The issues to be pursued
initially, as reaffirmed in the 1993 communique,
include trade policy and its connection to (1)
environmental policies, (2) investment policy, and (3)
competition/antitrust policy. The OECD’s work on new
trade issues is being carried out by the Trade
Committee in cooperation with other relevant OECD
committees.

Trade and Environment

Work on trade and the environment is the most
advanced of the new OECD agenda items. The aim is
to study the interrelation between trade and
environment policy, including how to better integrate
the two to ensure the compatibility of trade and
environmental policies and thereby contribute to the
achievement of sustainable development. The goal is
also to ensure that trade policy does not unwittingly
undermine legitimate environmental goals.

The Joint Experts Group on Trade and
Environment, established jointly by the Trade
Committee and the Environment Committee in 1991,
presented the Procedural Guidelines for Integrating
Trade and Environment Policies to the OECD
ministers at their June 1993 conference.2 OECD
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ministers endorsed the guidelines, which include a call
for greater transparency and for consultation with
interested parties during the development of trade or
environment policy when one is likely to affect the
other field significantly. They also called for
examination of policies and agreements in each field to
assess their impact on the other area and identify
possible alternatives that could address concerns.?
These guidelines for policy behavior by member
countries are intended as a first step in the OECD that
will include further analytical work on 10 issues,
although negotiation of trade and environment issues
are likely to continue.*

The joint experts group took up examination of
each of the 10 subjects at their July and September
1993 meetings:

(1)  Criteria and methodology for conducting
examinations, reviews, and followup of trade
and environmental policies and agreements;

(2) Effects of trade liberalization on the
environment;

3) Processes and production methods (PPMs);

(49) Trade and environmental principles and
concepts;

(5)  Dispute settlement and economic instruments;
6) Environmental subsidies and trade;

(7) Use of trade measures for environmental
purposes;

(8)  Life-cycle management and trade;
(9)  Harmonization of environmental standards;
(10)  Environmental policies, investment, and trade.>

In December, the OECD Environmental Policy
Committee held a ministerial session over 2 days to
discuss many of the issues involved in integrating
environmental concerns into trade policies, particularly
in the interim leading up to the signing of the GATT
Uruguay Round in Marrakesh, Morocco, during April
12-15, 1994.6 The high-level group discussed trade
and the environment from different viewpoints, such as
industry, labor, nonprofit bodies, and policymakers.
Among the issues discussed were the use of trade
instruments to achieve environmental goals; trade
liberalization and the environment, focusing largely on
developing country concerns; and the future role of
GATT in taking up environmental issues as part of
trade policy decisionmaking.
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Most delegates agreed that the GATT is the key
forum for negotiation of trade and environment issues,
and expressed support for the effort to create a GATT
Committee on the Environment to serve this role. A
key concern raised was how to constructively engage
developing countries in discussions of trade and
environment issues. The developing countries tend to
view environmental protection as less pressing than
other development objectives and fear that developed
countries are using environmental objections to impose
requirements that are detrimental to these other
objectives.

Trade and Investment

Recent OECD work on investment policy has
focused on preventing distortion of investment flows.
This issue has been made increasingly important by the
globalization and strategic alliances of business
worldwide.”

Discussions have focused on the feasibility of a
Wider Investment Instrument (WII). A WII could
improve the 1990’s economic environment by
providing agreed common investment standards for the
treatment of investors and by ensuring that the benefits
and responsibilities of a liberal investment regime are
equitably shared8 The Trade Committee, in
conjunction with the OECD Committee on Capital
Movements and Invisible Transactions (CMIT) and the
Committee on Investment and Multinational
Enterprises (CIME), had launched joint work in
support of this aim. Discussions in 1993 yielded
substantial progress on identifying the possible
contents of a WII, raising the possibility of a
negotiating mandate being extended at the 1994
ministerial meeting to pursue a WII when the group’s
feasibility findings are presented.

The group has explored different elements
considered likely to be part of a WII including
liberalization, investment protection, dispute settlement
provisions, and a balance of commitments. Various
members consider different components more or less
desireable, but most anticipate combining into one
instrument the OECD codes of liberalization® with
additional elements added over time. A broader
approach encompasses an expanded definition of
investment under the liberalization component, with
binding or strong commitments from subnational
entities, commitments both before and after a WII is
reached, and strict standstill requirements on
investment restrictions (for instance, exceptions only
for national security and public order). Under the
investment protection or dispute settlement element,
some members want investor access to arbitration and



more generally, are considering whether social policy
or environmental issues should be included.!® Many
members expected that a WII, once established, could
be open to non-OECD countries.

Trade and Competition Policy

The Trade Committee and the Competition Law
and Policy Committee continued their joint effort to
address the overlap between trade and competition
policy. Progress during 1993 continued to be slow
because of difficulty in developing agreed goals and
objectives for joint work. Trade officials are attempting
to ensure that foreign firms seeking market access
abroad do not face artificial barriers, whereas
competition policy experts are as yet unclear as to the
specific barriers that must be addressed.!!

Specific objectives from a trade perspective that
might be incorporated into the joint group’s work
include (1) establishing better international cooperation
and coordination between trade and competition
officials, (2) realizing the full benefits of trade
liberalization through appropriate competition policy,
(3) eliminating trade advantages resulting from lax
competition rules or enforcement, (4) abolishing
institutional barriers for market entry, such as
distribution system barriers, and (5) developing a
multilateral framework for integrating competition into
trade rules, possibly along the lines of that suggested in
the 1947 Havana Charter seeking to establish an
International Trade Organization.!2

The following types of restrictive conduct by
enterprises have been selected as priority areas from
both the competition and trade policy perspectives that
are thought to merit further examination: vertical
restraints, distribution systems, abuse of monopoly
power, and horizontal agreements among industries in
different countries. Indepth analysis of particular
examples of these generic issues has been undertaken
and has already provided a basis from which to
compare policy goals, concepts, different analytical
methods, as well as institutional processes in both the
trade and competition areas. The aim of this work is to
uncover a common framework from which to analyze
further trade and competition policy issues that overlap
during future negotiations.13

In December, the OECD Committee on
Competition Law and Policy (CLP) held a week-long
session to discuss trade and competition linkages,
vertical restraints, international agreements, and other
topics. In discussions, international cooperation or
bilateral antitrust agreements were raised as two
possible means by which to deal with international

cartels or other horizontal agreements, and with other
problems such as jurisdictional limits. Delegates
discussing a multilateral antitrust code, such as
envisioned under the 1947 Havana Charter, considered
an international antitrust code unlikely in the near
future. Many members also considered the GATT as a
less likely forum for international antitrust work,
preferring the smaller OECD forum.14

At the session’s conclusion, the group agreed to
refine their work program to find language that would
avoid prejudging the work program’s conclusion. It
also agreed to explore ways to improve notification of
merger investigations, under the 1986 OECD Council
recommendation concerning merger investigations,!3
and ways to better share confidential information
among investigators.16

United Nations Conference
on Trade and Development

The United Nations Conference on Trade and
Development (UNCTAD) was created by the United
Nations (UN) in 1964. Its purpose is to promote
international trade as a means of accelerating the
economic advancement of developing countries.
UNCTAD is composed of 187 member states,
including the 184 members of the United Nations plus
Monaco, Switzerland, and Vatican City. UNCTAD
convenes at the ministerial level approximately once
every 4 years. UNCTAD VIII, the most recent
ministerial conference, was held in February 1992.17

UNCTAD is the main forum for the General
Assembly to deliberate on issues of international trade
and economic cooperation. UNCTAD also provides a
platform for countries at different stages of economic
development, or with different economic systems, to
exchange views on trade and aid programs. UNCTAD
oversees the Generalized System of Preferences (GSP)
and monitors and initiates international commodity
agreements.

Negotiation and Operation of
International Commodity

Arrangements

UNCTAD is the primary organization within the
UN system responsible for international commodity
policy and commodity trade. In this role, UNCTAD
promotes the negotiation of international commodity
agreements among producing and consuming countries
to stabilize market conditions for a wide range of
primary products of vital economic importance to
developing countries.
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At the end of 1993, the United States was a
member of 4 international commodity agreements
covering jute and jute products, natural rubber, tropical
timber, and wheat. In September 1993, the United
States announced that it was ending its participation
under the coffee agreement and it did not accede to a
one-year extension of the agreement. The United States
participated in negotiations for agreements covering
cocoa and sugar, but did not sign them. These
agreements are described in earlier reports in this
series.]8  Table 3-1 and the following sections
summarize significant developments related to the
agreements during 1993.

Cocoa

After four sessions of negotiating conferences over
the past year failed to conclude a new International
Cocoa Agreement (ICCA), a special meeting of the
Cocoa Council was held June 8-11, 1993, in London. A
new agreement was formulated and later adopted at the
July 1993 cocoa negotiating conference in Geneva.
This new agreement replaced the old ICCA, which
expired September 30, 1993. The new ICCA will last
for 5 years, with provisions for two yearly extensions.
Previously, a buffer stock scheme was utilized to
influence global market prices. The new pact will focus
on production management and consumption
promotion. To minimize depression of market prices,
the 230,000-ton buffer stock remaining from the old
ICCA will be liquidated over the next 4-1/2 years (in
monthly installments), at a rate of 51,000 tons per year.

The United States was not a signatory to any
previous ICCA, nor is it expected to be a signatory to
the new pact. Two major producers, Malaysia and
Indonesia, share this position. In order for the new
ICCA to become operative, five exporting countries,
representing at least 80 percent of exports, and
consuming countries, representing at least 60 percent
of total imports, must participate.

Coffee

In June 1993, after a series of failures to negotiate
a new International Coffee Agreement (ICA), the
International Coffee Organization (ICO) agreed to
extend the current ICA for another year to September
30, 1994. The ICA will continue to exist as a forum for
international cooperation on coffee matters, and allow
time for the negotiation of a new agreement.

On September 27, 1993, the United States notified
the ICO that it could no longer justify participation in
the ICA. Thus, it would not accede to the 1-year
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extension. Funding for continued participation was
denied by lack of Congressional support and the U.S.
coffee industry’s strong preference for a “free coffee
market.” The United States has been an active member
of the ICO since its inception more than 30 years ago.

In early July, a group of several Latin American
coffee-producing countries signed an agreement
establishing a confederation of coffee producing
countries. In efforts to increase world coffee prices,
Brazil, Colombia, Costa Rica, El Salvador, Guatemala,
Honduras, and Nicaragua agreed to a “coffee retention
scheme” whereby members would withhold 20 percent
of their exportable production from the market,
beginning October 1, 1993. African producers later
agreed to join with Latin American producers in
establishing a joint-retention scheme that would
account for nearly 90 percent of global coffee exports.
Meetings were held in late September to officially
inaugurate the Pact, which was implemented on
October 1, 1993.

The retention scheme is based on target price
ranges of the 20-day moving average of the ICO
composite coffee price for “Other Milds & Robustas.”
The formula to retain or release exports is as follows:

1) prices below 75 cents per pound: 20 percent
retention;

2) prices between 75 and 80 cents for 20 days: 10
percent retention;

3) prices between 80 and 85 cents for 10 days: 0
retention; and

4) prices above 85 cents: a controlled release of
stocks.

Members who export less than 400,000 bags annually
would be exempt from retention.

The new “Association of Coffee Producers” (ACP)
has 28 members and is headquartered in Brazil. The
Association will focus on coordinating the production
and marketing policies of producing countries,
promoting coffee consumption, and supporting
programs that would increase international market
prices for coffee. Documents on controls relating to the
retention plans will be centralized in the New York
office of the National Federation of Coffee Growers of
Colombia.

Jute and Jute Products

The International Jute Agreement (IJA), which is
administered by the International Jute Organization
(IJO) assisted by the International Jute Council (1JC),



"e|qedlidde 0N

196pnq OS] eyl 0} suolinquiuco siequew Bululwielep Jo} ejnwio) jussedsuel) B JO Xoe| 8y} Jo esnedeq VS| €661 8yl ubis lou pip selels peliun eyl |

eishejepy
wewebuele Jndwn-y uoneziuebio Jeqqny jueweelby Jeqgny Jeqqny
8¢c SOA  )oois Jeyng SOA eleny| [einjeN [euolieussiu] [einjeN [euoljeusslul "ttt ttcCc jeInjeN
ysepe|bueg uogeziuebiQ einp weweelby sinp sjonpoid
6¢ () 8UoN SeA ‘exeyq [euoneusiy] |euopeussu;  ***** enl pue enp
uedep uonezjuebiQ Jequi weweeliby Jequi| Jequuy
1S () oUoN SOA ‘BWBYONOA [eoidoy] [euoijeulsiu) {eoidou] jeuoneussju] *ccc e jeaidos)
pue|bug uoneziuebiQ yeeym weweelby Jesym
9€ () 8UON SOA ‘uopuo] {euoljeusslu] feuopeuleup  *ctccccttct JROYM
pue|bug uoyeziuebiQ Jebng Wewsesiby Jebng
1€ () 6UoN |SBA ‘uopuo] [euoeuisiu] feuonjeuseyu] 000 gebng
puejbug uonezjuebiQ esyon sweeiby 880D
VS () oUON oN ‘uopuot jeuoljeusslu]| [euoijeuseyp " AR -1-T1T %)
‘Jelew
ey} wouy
sueeq £909
o seljddns
uIployyim
lo} sweyos e
SepNjoul Yoiym
eswebuelre puejbug uoleziuebiQ 020D Juewesiby 20D
op (z)  >poos seyng N “Uopuo] [euoieusell| [eUOIEUIBIY| ***"t**++* B000O
sloquiepy €661 edAL Aiojeubis uojjeso uojiezjuebio uewealby Aypowwod
lejol uj pesn 's’N

wisjueyIe| [041UCD

£661 ‘siuawaaibe Aypowwod jeuopeulalul jo Alewwing

L-€ dlqeL

77



has been in operation since January 9, 1984. The IJA
operates without the use of export quotas, buffer
stocks, or price stabilization measures. The IJA is
scheduled to expire in January 1996.

In 1993, the IJC held two meetings. These
meetings, held during April and November in Dhaka,
Bangladesh, focused on administrative and financial
matters, review of the jute situation and policies
affecting jute production and trade.

Natural Rubber

The International Natural Rubber Agreement
(INRA II) was set to expire on December 28, 1993, but
the International Natural Rubber Council extended the
1987 agreement for one year to allow time to negotiate
a new agreement. A United Nations Conference on
Natural Rubber is to be held under the auspices of
UNCTAD during April 5-15, 1994, to negotiate the
successor agreement.!® Until November 1993, a
decision on renegotiation was at an impasse mainly
because producing and consuming members disagreed
on revisions to the lower Reference Price.20 This
disagreement began in February 1993 when the
International Natural Rubber Organization Council
postponed a decision to lower the Reference Price
because of opposition by the producing member
countries.2! However, according to the provisions of
the agreement, the lowering of the Reference Price
when the Daily Market Indicator Price (DMIP)?? falls
below the Lower Intervention Price?3 for a period of
6 months prior to review is supposed to be automatic.

Sugar

Although the United States participated in the 1992
negotiations for a new International Sugar Agreement
(ISA), it is not a signatory of the 1992 ISA. The United
States was a signatory to the previous 1987
International Sugar Agreement. The 1987 ISA
operated for its initial 3-year term and through two
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1-year extensions. Sixteen countries undertook action
pertaining to the new 1992 ISA in 1993. These actions
dealt with either notification of provisional application
of the Agreement, ratification of the Agreement,
accession to the Agreement, or approval of the
Agreement.

By December 31, 1993, the ISA had 31 members,
including 9 new members gained during calendar year
1993, based on the official communications received
by the ISA from the Office of Legal Affairs of the
United Nations. The ISA has not contained economic
provisions to control prices since 1984.

Tropical Timber

The International Tropical Timber Council (ITTC)
met three times in 1993 and in January 1994 in
Geneva, Switzerland. These rounds of ITTC
discussions resulted in the expansion of the 1983
agreement. By the year 2000, the tropical
timber-producing  countries  agreed that the
internationally-traded tropical timber must be
harvested under a sustainable yield program. In
addition, the member countries of the northern
hemisphere agreed that they must strive to obtain
sustainable yields on their temperate and boreal forest
by the year 2000. The International Tropical Timber
Agreement is scheduled to expire March 31, 1994.

Wheat

The International Wheat Council (IWC) in
November 1992 extended the International Wheat
Agreement (IWA) until June 30, 1995. A new
executive director of the IWC was appointed from the
United States in August 1992 despite the fact that the
United States was then in arrears in its financial
obligations to the IWC. Technically, under the
provisions of the agreement, the United States had lost
its vote. The U.S. account has been current since
November 1992.
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CHAPTER 4
U.S. Relations With Major
Trading Partners

This chapter reviews trade relations and principal
bilateral trade issues with seven major U.S. trading
partners in 1993: the European Union (EU),1 Canada,
Japan, Mexico, China, Taiwan, and the Republic of
Korea (Korea). An analysis of U.S. trade flows with
these partners was provided in the introduction to this
report.

The European Union

During the first half of 1993, the U.S.-EU bilateral
trade relationship was marked by a dispute over EU
implementation of discriminatory public procurement
rules. Issues related to finalizing the Uruguay Round
dominated the U.S.-EU trade relationship during the
second half of 1993. Throughout 1993, the United
States monitored the EU’s full agenda on integration
and enlargement to ensure that no new barriers to trade
were created. Both the “1992” program and the
Maastricht Treaty entered into effect. The EU also
made significant progress in negotiating closer trade
relationships with its European neighbors; for example,
the European Economic Area agreement entered into
force on January 1, 1994, and the EU nearly completed
membership negotiations with four countries, which
are expected to join the Union on January 1, 1995.

Public Procurement

The long-running U.S.-EU dispute over public
procurement intensified on February 1, 1993, when the
new U.S. Trade Representative Mickey Kantor
announced that the Clinton administration intended to
impose sanctions on the EU under Title VII of the
Omnibus Trade and Competitiveness Act of 1988.2
These sanctions came in response to EU
implementation on January 1 of the so-called Utilities
Directive, which the United States contends
discriminates against foreign firms bidding on EU
public utility contrac<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>