





THE YEAR IN TRADE:

OPERATION OF THE TRADE
AGREEMENTS PROGRAM

46th REPORT
1994

STINN

AEERRN

L am

UNITED STATES
INTERNATIONAL
TRADE COMMISSION

USITC PUBLICATION 2894
JULY 1995

Prepared in Conformity With
Section 163(b) of the
Trade Act of 1974



U.S. International Trade Commission

COMMISSIONERS

Peter S. Watson, Chairman
Janet A. Nuzum, Vice Chairman

David B. Rohr
Don E. Newquist
Carol T. Crawford
Lynn M. Bragg

Address all communications to
Secretary to the Commission
United States International Trade Commission
Washington, DC 20436



This report was principally prepared by

Robert A. Rogowsky,
Director of Operations

Peter Morici,
Director, Office of Economics

Acting Chief, Trade Reports Division
Chief, Major Trading Nations Branch
Kim S. Frankena

Project Leader
Joanne Guth

Assistant Project Leaders
Janet Whisler
Stephen Wanser

Paul R. Gibson James Stamps
William Greene Christopher Taylor
Thomas Jennings Edward C. Wilson
Magdolna Kornis Michael S. Youssef

Office of the General Counsel
William W. Gearhart

Office of Tariff Affairs and Trade Agreements
Terry O’Brien

Office of Unfair Import Investigations
Jeffrey Whieldon

Office of Industries
Jackie Jones
John Pierre-Benoist
Mary Elizabeth Sweet

With the assistance of
Dean Moore, Information Specialist

Supporting assistance was provided by:
Paula Wells, Secretarial services

Clifford Brown, Helen Troupos, Editorial services
Keven Blake, Cover design
Pamela Dyson, Joyce Bookman, and Paulette Henderson, Designers






CONTENTS

Introduction

Purpose and organization of the TEPOIt . . .. ...ttt e e

Summary of 1994 trade agreements activities
The international economic environment and world trade in 1994

L8 51T B 711~
(@ 1 1T T«

Japan

Chapter 1. Uruguay Round Implementation and Ongoing Negotiations

4L 070 11T To ) o PP
Marrakesh Ministerial Conference . ........... .ot i e i i i
Uruguay Round AZreements ACt .. ... ...c.tttunnnntnt ettt ittt eaeeeeannnnns
INtroduCtion . .. ...ttt e e e e e i
Overview of the implementing bill ........... .. . . i i it
Selected subjects 0f the URAA . ... . ittt i it et i
Changes to U.S. antidumping and countervailing duty laws ............... ...,
Antidumping 1aw . . ... o i e e e e
Countervailing duty law . ... ... . e e e
Changes to SECtion 337 .. ... i it i ettt e
Changes to section 201 . ... .. .. ittt i e i i e e
Sovereignty and the WTO dispute settlement review commission . ............coviiienn.n..
Paying for the Uruguay Round . ........ ... i i e e
Establishing the WTO . . . ... ...ttt it ettt ettt it et
Implementation CONFEreNCe . ... ... ..ttt i it it it
Quad countries and acceptance of the WTO ....... ... ... i
Status of URA ratification . ......... ..o i i i it it i e
Choosing a WTO Director-General . . . . .....ociin ittt it ittt eenennennaneen
Services NEGOtAtIONS . .. ..ottt ittt e et
Framework agreement and SETVICES ANNEXES . ... ..ovvtututnvnennrnenrnraenenenenenennens
Movement of Natural PEISONS . ... ...t tutuitn ittt ittt
FInancial SErviCes .. ... ...ttt i e e i e e e,
Scheduled conclusion for financial servicestalk .. ........ ... ... . i i i
Controversy over "conditional’ MFN approach .............. ..ot iinenn.n..
Alternative financial commitments ... ... ..ottt it
Maritime tranSPOIt SETVICES . . .« ot vttt ettt ettt ettt ee ettt aeaee s eaaneneneanans
TelecOMMUNICAtIONS . ..ottt et ittt et ittt ittt ettt it et
Professional SEIVICES . .. .o . ittt e e e e e e et

Regular GATT activities in 1994

GATT COUNCIL . ..ottt ettt ettt ettt et et i te e et e e eaaaeaens
Trade policy review mechanism .. ...ttt ittt iiiii e
Dispute settlementpanels ............. i e e
U.S. tODACCOMEASUIES . . . ¢ o vttt ettt et iie it ittt i ia e et ea e eneeanennannes
EU common import regime forbananas .............. ... . il i i i

VOOV UNHEWWLWNDNDN= -

U e N e el e el el el e el
ANV ANDERARPWLWWLWNDIN=ROO



CONTENTS-Continued

Chapter 1. Uruguay Round Implementation and Ongoing

Negotiations-Continued

U.S. tuna product import TEStCONS . ... oottt ittt ittt et et e iie i
U.S. gasoline standards .. ...........iuniitiiiintiit ittt i e
U.S. automobile taxes . .. ... ...t i e e e
Polish car import TeStriCtions . . . . . ...ttt i i i e e i e e
U.S. fOOtWear IMPOIES . . .ottt ettt ettt ettt et ettt et e ettt et eenens
GATT COMMULIEES . .. v vttt ettt ittt ettt ettt et et ee e e e ee et iteaeeneanannnns
Tariff CONCESSIONS . .. ...ttt i et e e
Trade and development .. ....... ... ittt i e i
Balance of payments ... ... ...ttt e et e
Trade and enVIrONMENt . . ... ... ...ttt ittt ittt ae e te e teetaeieneraennn
Regional trade arrangements—article XXIV ... ... . i i i e
Accessions and observers—articles XXVI/XXXTIIT ... ...ttt iinnnnnnnnnn.
Tokyo Round codes COMmMIttEEs .. ........ouuiiniiniii ittt iie i iiiineaianaannnn.
INtroduction . . .. ...ttt e e i,
Antidumping PractiCes . . . .. .ottt ittt i e e e e e
Subsidies and countervailing measures .. ... .....ouuturtnnenenenenennneieaanaennn
Customs valuation . ... .. .. ... ittt i i it et e e e e e e,
Import HeensSing . ... ..ot e e e e
Technical barrierstotrade ... ....... ... ittt ittt i i ieiiann.
GOVErNmMENt PrOCUTEIMENE . . . ..o vttt ta e ettt e et e eaeeaee e eneennenaasnnnnennnnn
Tradein civil aircraft .. ... .. . i e e e
International Dairy Arrangement . ...............itititittn ettt
Arrangement Regarding Bovine Meat . .......... ..o i e

Chapter 2. Regional Trade Activities

Asia-Pacific Economic Cooperation .. ...........uiieintneinenennnenrnnneenenenenennnns
L 1 o 3R
Working group and committee activity .. .........cooiin it i i i i i e
Trade and finance Ministers’ MEEtNES . . .. ...ttt ettt iiieeiiieannaannn.
Annual Ministerial Meeting . ... ......itittin ittt i i i e e e e e
APEC leaders’ Meeting .. .. ..ot ittt ittt ite ittt ettt it te e ettt
Future issues and dir€Ctions . . . . .. ...ttt it it i e e e e

Summit of the AMEricas . ... ...ttt i i i i i et e e
INtroduction . .. ... .. ..ttt e e et i
Pre-summit developments .. .. ....... ...t i e et
The sSummIt . .. ... ... i e e e e e e

The North American Free-Trade Agreement . .. ..........uuuiineeinenneeneeneenenenennnnn.
(0 1 o T
Implementation of NAFTA cOmmitments . . . ...ttt iiiineneeennnnn..

Rules of Origin . ... ..ot i i e e i e e
Customs administration . . .. ... ...ttt i i i e i e i i i
MarKing TUIES . . . .ot e e e
AGHiCUIUTE . . . .o e e e
Technical standards ... ........ ... it i i e et e
T 2 (oL O

vi

Page

16
17
17
17
17
18
18
18
18
18
18
19
19
19

26
26
26
26
26
26
27
27



CONTENTS-Continued

Chapter 2. Regional Trade Activities-Continued

Dispute settlement . ...... ... it i e e e
“Deepening” NAFTA ... ... ittt i et e

Status of supplemental agreements to NAFTA
NAFTA’s impact on the Federal-State relationship
Transportation cooperation

NAFTA’s impact on third countries
Prospects for 1995

Chapter 3. Other Trade Agreement Activities

Organization for Economic Cooperation and Development ................. ... ... ....
Introduction ... ... it e
Shipbuilding agreementreached ............. ... ... i

Elimination of subsidies

United Nations conference on trade and development

Chapter 4. U.S. Relations with Major Trading Partners

USITC determination

Other
Japan

Agreements on environmental COOPEration . ............cuviienniniennennnn ...
The North American Agreement on Labor Cooperation . ...............coooveen...

NAFTA @XPansion . . ..o vttt ittt ittt

Injurious pricing discipline . ......... ... i e
Domestic and export credits . .........coiiiiiiii i i e e
Dispute settlement forexportcredits . ... ... i i
Responsive measures tothe U.S. Jones Act .......... ... .. ...,
Review and withdrawalterms ............ ... ittt
Mexico accedes tothe OECD . ... ... .. ittt i e
Bribery recommendationreached ............ ... i i
JULe . . e e e
Natural TUDDET . . ..o i e e e
Tropical imber . .. .. ... ..ottt i i
Wheat . ... e e
Bilateral investment treaty PrOgIam ... .........c.uuiunieunnun oo ennennens

ITA determination . . .......cuoenntini ittt iiin it iiaiareneennnnn
Extraordinary challenge ............ ... i e
European UniOn . ... ...ttt ittt it it ie e eaneneens
Bananas .. ... i e e
Enlargement and U.S. compensation . . .. .....couein i itiennnniinenennennn..

U.S.-Japan framework agreement . . ... .....vueenntetnnttneetneenneenneeenaanns
Sectoral diSCUSSIONS . ..t v ittt ittt i i et e ettt e .
3 P TP
INSULANCE ...ttt it i et et ittt e e e
TeleCOMMUNECAIONS . . ..o vttt ettt tee e et eeeteeeeaeeeaeeeneeanneanaannns
Medical eqQUIPMENt ... ...ttt i i i e e s

47
47
48
48
49
50
50
50
51
52

61
61
61
62
62
62
62
26

63
63
63

65
65
65
66

71
71
73
73
74
74
75
75
76
71

78
80
80
81
83
84

vii



CONTENTS-Continued

Chapter 4. U.S. Relations with Major Trading Partners-Continued

B (23,4 1o J AP
The PESO CIISIS « . . v v v ettt et et et ittt it e e e
ASSIStanCe tO MEXICO - . . . vttt it i e e e et
Mexico’s first year under NAFTA . .. ... it i i e i e et et e e

Economic performance and pOlCIes .. ..... ..ottt i i e e
Foreigntrade . ......... ...ttt i i e e
Foreigninvestment ... ......... ..ottt i i i et e e
Implications Of the PESO CTISIS . . ..ot o vt ittt i e e et it et cie e

LT () N

Foreign investment and privatization . .............c... ittt tineeneeneenaennnn

Trade and current accountdeficit ........... ..o it e

L 15T
GATT/WTO application . .. ... ...ttt ittt i it it iaeanns
Enforcement of intellectual property rights . .. ... ... .. i i
MPFN status and human rights .. ...... ... .. i i i i i i e
Other bilateral developments . . . ... ... it i i i i i

New textile agreement . . . ... ...ttt i i i i e e e
Agreement lifting export sanctions on satellites .................... il
Market acCess a@reemeNt . . . . ..ottt i i i e e e i s

1 P
GATT/WTO appliCation . .. ... ..ottt ittt it ettt tie e ieeeneennenns
Protection of intellectual property rights . . ... ... i e e
Wildlife trade sanctions . . ....... ..ottt i i e e e i

Republic Of KOTea . . . .. .ottt i i i i i i e et i e
Dialogue for €conomic COOPETAtION . .. ...ttt it iin ittt
Korea’s “New €CONOMILY™ . .. ...ttt ittt ittt ettt ettt ieen e

0 S o) (o 17<Te1 1T+ PP
Foreign investment notification and approval process ..................oiiiiiiiiiioa..
Liberalization of restricted SECtOrS .. ... ...ttt ittt it it
Financial liberalization . ..............iuniunitintii ittt ittt
Beefand pork .. ... ..o e e e s
Automobile market acCess . . ... ... i i e

Chapter 5. Administration of U.S. trade laws and regulations

Importrelief 1aws ... ... ... e e e
Safeguard aCtiOnS . . . ... ..ottt e e e e
Market diSTUPHON ... ...ttt i i i e e i et
AdJustment @SSISLANCE . . . ...ttt ittt e e e

ASSIStaNCe t0 WOTKETS . ..o\ttt i i i et e
NAFTA-related assistance to WOTKETS . ... ..ooovtnn it it e e e eee e
Assistance to firms and indusStries . ....... ... i i i e e

Laws against unfair trade practiCes . . .. .. ... oottt i e et
Antidumping inVestigations . . . . .. ..ottt e ettt
Countervailing-duty investigations ............ ..ottt i e
Reviews of outstanding antidumping and countervailing-duty orders .........................
Section 337 investigations . . ... ...t e

Other import administration laws and programs . ............ ..ottt

viii



CONTENTS-Continued

Chapter 5. Administration of U.S. trade laws and regulations-Continued
Tariff preference programs

Figures

A. Selected trade events, 1004 . .. ... . i e e e
B. U.S. merchandise trade with the world, by product sectors, 1994 . .......... ... ... ..........
C. U.S. merchandise exports, imports, and trade balance with major trading partners, 1994 ..........

4-1 U.S. trade with Mexico: exports, imports, and trade balance, 1990-94 ........................
4-2. U.S. trade with Mexico, by product sectors, 1994 .. ... ... ... ... i,
5-1 U.S. imports of textiles and apparel covered by the MFA, by major suppliers, 1989 and 1994 . .. ...
Tables

1. Comparative economic indicators of the United States and major trading partners, 1993-94 .......
1-1. Countries that have ratified the URA,asof Jan. 1,1995 ...... ... ... ... . ... ... iivi...
1-2. Contracting Parties to the General Agreement on Tariffs and Trade (GATT) and their accession

dates, as 0f DecC. 31, 1004 .. . i e e e

—
1
w

Countries that maintain a de facto application to the General Agreement following independence

and dates of independence, asof Dec. 31,1994 .. ... ... ... i
Signatories to the Tokyo Round agreements, asof Dec. 31,1994 .......... ... .. ... .........
Summary of international commodity agreements, 1994 .. ... ... ... ... .. . . i,
U.S. bilateral investment treaties, asof Mar. 1, 1995 . ... .. ... .. .. . i ...
Annual foreign investment in Mexico, 1989-1994 .. .. ... ... . L.

1
>

Summary of activity on sec. 301 investigations during 1994
U.S. imports for consumption from GSP beneficiaries and the world, 1994
U.S. imports for consumption under the GSP from leading beneficiaries, and total, 1994
U.S. imports for consumption from CBERA countries, 1992-94
U.S. imports for consumption from Andean countries, 1992-94
Countries with which the United States has textile and apparel quotas, as of March 1995:

U.S. general imports under the Multifiber Arrangement in 1994

u:LhulUlLlhux-buwv—t
AN HE WN = =N =

Appendix

Statistical tables
A-1. U.S. merchandise trade with Canada, by SITC Nos. (revision 3), 1992-94
A-2.  Leading exports to Canada, by Schedule B number, 1992-94
A-3.  Leading imports from Canada, by HTS number, 1992-94
A4, U.S. merchandise trade with the European Union, by SITC Nos. (revision 3), 1992-94
A-5.  Leading exports to the European Union, by Schedule B number, 1992-94
A-6.  Leading imports from the European Union, by HTS number, 1992-94

Generalized system of preferences ............ ...ttt i i
Caribbean basin €CONOMIC TECOVETY ACt . .. o vttt ettt ie e iie e ieee i eee e eaneeannnnn
Andean trade preference act . ......... ... .. i i e e e e e
National security import restriCtions . .. ..........cuitnittn ittt iieiieiaannnnns
Agricultural adjustment act .. ... .. e
Meatimport act of 1970 ... ... . e e e e
U.S. trade programs affecting textile and apparel imports .....................ciiiiiian...
The multifiber arrangement . .. .. ... ... ittt it i it e i e
US.trade in 1994 . .. o e

Page

ix



CONTENTS-Continued

Appendix-Continued

Statistical tables-Continued

A-7.

A-8.

A-9.

A-10.
A-11.
A-12.
A-13.
A-14.
A-15.
A-16.
A-17.
A-18.
A-19.
A-20.
A-21.
A-22.

A-23.

A-24,

A-25.
A-26.

A-27.
A-28.

A-29.
A-30.
A-31.

A-32.
A-33.
A-34,
A-35.

U.S. merchandise trade with Japan, by SITC Nos. (revision 3), 1992-94
Leading exports to Japan, by Schedule B number, 1992-94
Leading imports from Japan, by HTS number, 1992-94 ... ... ... ... .. ... ... ... ...,
U.S. merchandise trade with Mexico, by SITC Nos. (revision 3), 1992-94
Leading exports to Mexico, by Schedule B number, 1992-94
Leading imports from Mexico, by HTS number, 1992-94 .. ... ... ... ... ... ... ... ...,
U.S. merchandise trade with China, by SITC Nos. (revision 3), 1992-94
Leading exports to China, by Schedule B number, 1992-94
Leading imports from China, by HTS number, 1992-94 ... ......... ... ... ... ... ... .......
U.S. merchandise trade with Taiwan, by SITC Nos. (revision 3), 1992-94
Leading exports to Taiwan, by Schedule B number, 1992-94
Leading imports from Taiwan, by HTS number, 1992-94 ........... ... .. ... ....cciven....
U.S. merchandise trade with Korea, by SITC Nos. (revision 3), 1992-94
Leading exports to Korea, by Schedule B number, 1992-94
Leading imports from Korea, by HTS number, 1992-94 ....... ... ... ... ... i,
Antidumping actions reported by signatories to the GATT Committee on Antidumping

Practices during 1994 . ... .. . e e
Countervailing duty actions reported by signatories to the GATT Committee on Subsidies and

Countervailing Measures during 1994 . .. .. ... .. .. i i e
Antidumping cases active in 1994, filed under authority of title VII of the Tariff Act of 1930,

by final outcomes and by USITC investigationnumber ................ ... ...,
Antidumping orders and findings in effectas of Dec. 31,1994 ......... ... ... .. ... ... ...,
Countervailing cases active in 1994, filed under authority of sec. 303 or title VII of the

Tariff Act of 1930, by final outcomes and by USITC investigation number
Countervailing-duty orders and findings in effect as of Dec. 31,1994 ........................
Sec. 337 investigations completed by the U.S. International Trade Commission during

1994 and those pendingon Dec. 31,1994 . . .. ... i e
Outstanding sec. 337 exclusion orders asof Dec. 31,1994 ... ... .. ... ... ... ...,
U.S. imports for consumption of leading GSP-duty-free imports, 1994 . .......................
U.S. imports for consumption and imports eligible for GSP treatment, by import categories

under the Harmonized Tariff Schedule (HTS), 1994 .. ... .. .. .. i i,
U.S. imports for consumption of leading imports under CBERA,1993-94 .. ...................
U.S. imports for consumption under CBERA, by country, 1990-94
U.S. imports for consumption under ATPA, by country, 1993-94 ............................
U.S. imports for consumption of leading imports under ATPA, 1994

Page



List of Frequently Used Abbreviations

ACP
AD
APEC
ASEAN
ATPA
BIT
CBERA
CFTA
CVD
EU
FTA
GATS
GATT
GDP
GSP
HTS

IPR
ITA
MFA
MEN
NAFTA
QECD
SAA
SDRs
SITC
TAA
TRIMs
TRIPs
UNCTAD
URA
URAA
USITC
USTR

and Acronyms

African, Caribbean, and Pacific
Antidumping

Asia-Pacific Economic Cooperation
Association of Southeast Asian Nations
Andean Trade Preference Act

Bilateral Investment Treaty

Caribbean Basin Economic Recovery Act
United States-Canada Free-Trade Agreement
Countervailing Duty

European Union

Free-Trade Agreement

General Agreement on Trade in Services
General Agreement on Tariffs and Trade
Gross Domestic Product

Generalized System of Preferences
Harmonized Tariff Schedule

International Monetary Fund

Intellectual Property Rights

International Trade Administration
Multifiber Arrangement

Most Favored Nation

North American Free-Trade Agreement
Organization for Economic Cooperation and Development
Statement of Administrative Action

Special Drawing Rights

Standard Industrial Trade Classification
Trade Adjustment Assistance

Trade-Related Investment Measures
Trade-Related Aspects of Intellectual Property Rights
United Nations Conference on Trade and Development
Uruguay Round Agreements

Uruguay Round Agreements Act

U.S. International Trade Commission

United States Trade Representative

World Trade Organization






INTRODUCTION

Purpose and
Organization of the Report

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 a historical
record of the major trade-related activities of the
United States to be used as a general reference by
government officials and others with an interest in U.S.
trade relations. This report is the 46th issue in a series
to be 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 the present introduction, five
chapters, a statistical appendix, and an index. Chapter 1
focuses on activities of the General Agreement on
Tariffs and Trade (GATT), including the Uruguay
Round of trade negotiations and the creation of
GATT’s successor organization, the World Trade
Organization = (WTQO). Chapter 2  discusses
developments in regional fora, including Asia-Pacific
Economic Cooperation (APEC), the Summit of the
Americas, and the North American Free-Trade
Agreement (NAFTA). Chapter 3 covers multilateral
activities outside the GATT, and chapter 4 describes
bilateral relations between the United States and its
major trading partners—Canada, the European Union
(EU), Japan, Mexico, China, Taiwan, and Korea.
Chapter 5 discusses the administration of U.S. trade
laws, regulations, and programs. The report covers the
1994 calendar year, and, although occasionally, early
1995 events. The sections below summarize major
trade activities during the year and describe the
international economic environment within which U.S.
trade policy was conducted, including economic
conditions in the United States and its major trading
partners.

Summary of 1994
Trade Agreements
Activities

The year 1994 was marked by the passage of U.S.
legislation implementing the historic Uruguay Round
Agreements (URA), the entry into force of NAFTA,
and announcements of two important regional trade
initiatives, one in the Western Hemisphere and the
other in the Asia-Pacific region. Other subregional
economic integration arrangements not involving the
United States were also active, including the European
Economic Area Agreement and Mercosur in Latin
America. The United States and its major trading
partners continued to disagree over a variety of issues,
including agriculture, intellectual property rights, and
market access. In response to improving political
relations, the United States ended its trade embargo
against Vietnam and joined other nations when the
United Nations imposed and later lifted a
comprehensive trade embargo against Haiti. The
Coordinating Committee on Multilateral Export
Controls, a remnant of the Cold War, was also
abolished. Major trade events during the year are listed
in figure A, at the end of this section.

The URA provided for significant reductions in
tariffs and nontariff barriers to trade in goods. More
newsworthy, however, was the extension of world trade
rules to traditional areas not previously fully
disciplined, such as agriculture and textiles, as well as
to areas not previously covered, including services,
investment, and intellectual property rights. In
addition, the URA created the WTO, the successor
organization to the GATT Secretariat, to oversee the
agreements. After participants in the Uruguay Round
of trade negotiations signed the resulting agreements
on April 15, attention shifted to securing passage of
national measures to implement them. Debate over the
U.S. implementing legislation focused on such issues
as the renewal of fast-track legislation, the impact of
the agreements on U.S. sovereignty, and funding for
revenues lost from tariff cuts. Although these debates
initially raised doubts about timely Congressional
passage, the implementing bill was signed into law on
December 8, 1994. As of yearend, 81 countries had
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ratified the URA, ensuring the entry into force of the
WTO on January 1, 1995.

Several noteworthy opportunities for expanded
regional trade were achieved in 1994. On January 1,
NAFTA entered into force. The agreement between the
United States, Canada, and Mexico provides for phased
elimination of tariff and of most nontariff barriers to
trade in both industrial and agricultural products,
protection of intellectual property rights, and the
reduction of impediments to investment and services
trade. Trade between the three NAFTA partners
increased during NAFTA's first year; trade between the
United States and Mexico alone rose 24 percent,
resulting in a near balance in bilateral trade. This
contrasts with Mexico’s large trade deficit with Europe
and Asia, which contributed to its peso crisis and
ultimately overshadowed positive trade results of
NAFTA during its first year. On the policy side, 1994
was characterized by the emergence of numerous
technical issues related to start-up operations, including
implementation of NAFTA commitments and the
establishment of NAFTA-related institutions and
working groups. Late in the year, the United States,
Canada, and Mexico formally invited Chile to join
NAFTA and agreed to begin negotiations to that end in
early 1995.

In addition, at a historic summit of western
hemispheric leaders, hosted by the United States in
Miami in December, participants called for the creation
of a free-trade area of the Americas by 2005. Latin
American nations have been particularly active
negotiating and establishing subregional
market-opening and trade-creating agreements, such as
the Group of Three, the Southern Common Market
(Mercosur), and the Association of Caribbean States,
which could act as “building blocks” for expanding
trade in the Hemisphere. In another area of the world,
members of APEC set a long-term goal of achieving
free and open trade and investment in the Asia-Pacific
region by the year 2020.

As in previous years, the bilateral trade agenda
covered a large variety of topics. New concerns
emerged and old ones continued, but a number of
disputes were resolved. Particularly noteworthy were
four sectoral agreements reached with Japan under the
Framework Agreement, committing Japan to open its
markets in insurance, flat glass, and, in the area of
government procurement, telecommunication
equipment and services, and medical equipment and
services. Other accomplishments included a new
agreement controlling U.S. imports of Chinese textiles
and apparel, an agreement with Canada that sharply
reduced wheat shipments to the U.S. market for a

Xiv

period of 1 year, and an interim accord granting
compensation to the United States for withdrawal of
previously negotiated trade concessions when three
new countries joined the EU. Additional developments
reducing trade frictions included a temporary
resolution to the longstanding U.S.-Canadian lumber
dispute, President Clinton’s decision to delink the issue
of China’s human rights record from the annual
renewal of its most-favored-nation status, and the
completion of a series of talks between the United
States and Korea designed to strengthen bilateral
economic cooperation. The main focus of the talks
with Korea was the means to improve Korea’s climate
for foreign investment.

Other areas of disagreement were not resolved. The
level of protection of intellectual property rights (IPR)
was an issue with Taiwan, Korea, and particularly
China; in June, the United States Trade Representative
(USTR) initiated a so-called Special 301 investigation
with regard to practices in China. Agricultural issues
also remained in the forefront. In October USTR
launched a section 301 investigation to determine
whether the EU’s banana import regime discriminated
against U.S. banana marketing and distribution
companies and whether a new Framework Agreement
between the EU and four Latin American countries
would compound any such discrimination. USTR also
initiated a section 301 investigation on Korea’s market
access practices regarding the importation of U.S. beef
and pork. Other unresolved issues involved efforts to
open Japan’s market to U.S. automobiles and auto parts
and to open Korea’s market to imported automobiles.
Market access issues also remained a major sticking
point in negotiations to conclude both China’s and
Taiwan’s accession to the GATT in time to become
founding members of the WTO on January 1, 1995.

Other noteworthy achievements during 1994 were
the negotiation of a number of bilateral investment
treaties (BITs) based on a new prototype treaty and the
conclusion of a major plurilateral shipbuilding
agreement. After nearly 5 years of negotiations, seven
members of the Organization for Economic
Cooperation and Development (OECD) reached an
agreement that eliminates subsidies and other
trade-distorting practices in the shipbuilding sector.
The agreement enters into effect on January 1, 1996,
and will cover 80 percent of world shipbuilding.

Some of the highlights related to the administration
of U.S. trade laws, regulations, and programs in 1994
are listed below:

e At yearend, there were no import relief
measures in effect under safeguard
laws—sections 201 and 406 of the Trade



Act of 1974. Commerce completed two
investigations under section 232 of the
Trade Expansion Act of 1962 (national
security), and the USITC completed one
investigation (wheat) and suspended
another (peanut butter and paste) under
section 22 of the Agricultural Adjustment
Act. The level of investigative activity
remained about average during 1994 under
antidumping and countervailing duty laws
and section 337 of the Tariff Act of 1930.

Under the new NAFTA-related trade
adjustment assistance program,
preliminary data covering fiscal year 1994
(Jan.-Sept. 1994) indicate that 10,345
workers were certified eligible to receive
benefits.

Duty-free imports under tariff preference
programs (Generalized System of

Recovery Act, and Andean Trade
Preference Act) reached 3.2 percent of total
U.S. imports in 1994.

The U.S. legislation implementing the
URA made changes effective January 1,
1995, to a number of laws and programs,
including antidumping and countervailing
duty laws, section 337 of the Tariff Act of
1930, and section 201 of the Trade Act of
1974. Changes also affected the
Agricultural Adjustment Act, the Meat
Import Act of 1979, and the Multifiber
Arrangement.

This legislation also established specific
principles applicable to rules of origin for
U.S. imports of textiles and apparel. The
legislation requires that the rules be
changed to be based on the country of
assembly rather than on the country of

Preferences, Caribbean Basin Economic cutting.

Figure A

Selected Trade Events, 1994

JANUARY

Jan. 1 NAFTA enters into force, starting the gradual phaseout of tariff and other trade barriers
between Mexico, the United States, and Canada.

European Economic Area (EEA) enters into force, linking the EU and five members of
the European Free Trade Association in the world’s largest free-trade area.

Jan. 17 U.S. and China reach an agreement to cut back growth of China’s textile and apparel
exports to the United States and to place restrictions on Chinese silk exports for the first
time. China agrees to U.S. demands for provisions to fight textile fraud in the revised
agreement.

Jan. 18 Japan’s Prime Minister Morihiro Hosokawa announces an action plan to open Japan'’s
construction market to more foreign bidders.

Jan. 24 Clinton administration announces trade initiative focusing on big emerging markets.

Jan. 28 A binational trade panel decision under the United States-Canada Free-Trade
Agreement (CFTA) finds that the USITC failed to demonstrate that subsidized Canadian
softwood lumber exports are injuring U.S. producers.

FEBRUARY

Feb. 3 President Clinton lifts the U.S. trade embargo against Vietnam.

Feb. 25 USTR Michael Kantor terminates a 9-month-long “Special 301” investigation into
Brazil’s intellectual property regime.

MARCH

Mar. 3 President Clinton signs an Executive Order reinstituting the trade provision known as
Super 301.

Mar. 12 The United States and Japan reach a formal agreement regarding cellular phone
service.

Mar. 14 The United States and Russia reach an agreement that will allow specified quantities of

Russian uranium to enter the United States provided they are matched with purchases
of newly mined U.S. products.
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Figure A-Continued

Selected Trade Events, 1994

MARCH—Continued
Mar. 23

USTR Michael Kantor announces that the United States and other countries have
agreed to form a permanent trade and environment committee within the new World
Trade Organization (WTO).

Mar. 29 Japan announces that it is discontinuing its 13-year-old voluntary export restraint on
automobiles to the United States on March 31, the end of its fiscal year 1993.
Shipments had fallen well short of restraint levels.

Mar. 31 The United States and its Western allies formally terminate the Coordinating Committee
on Multilateral Export Controls (COCOM).

APRIL

Apr. 1 Hungary becomes the first former communist bloc nation to apply for EU membership.

Apr. 6 The United States formally launches an extraordinary challenge to the CFTA binational
panel ruling on softwood lumber.

Apr. 11 United States announces that it will ban the importation of certain wildlife products from
Taiwan. The sanctions were imposed in response to a finding that Taiwan had not taken
sufficient measures to stop illegal trade in products of endangered species.

Apr. 13 The United States and the EU reach an agreement to further open their respective
public utility procurement markets, except for telecommunications.

Apr. 15 The United States and more than 100 other countries sign a historic agreement to
reduce tariff and nontariff barriers to world trade in goods and services and to establish
the WTO to supersede the GATT in 1995, capping 8 years of negotiations under the
GATT Uruguay Round.

Apr. 22 Mexico’s financial system officially opens to foreign competition.

MAY

May 4 European Parliament ratifies EU membership for Austria, Sweden, Finland, and
Norway, paving the way for accession on January 1, 1995.

May 12 Mexico, Colombia, and Venezuela (the so-called Group of Three) conclude negotiations
on a free-trade pact that provides for the phaseout of tariff and certain other barriers
and the establishment of a dispute settlement mechanism.

May 21 United Nations imposes a comprehensive trade embargo against Haiti.

May 26 President Clinton announces that he will renew most-favored-nation status for China
and permanently delink China’s trade status from human rights issues with the
exception of the freedom-of-emigration requirements of the Trade Act of 1974.

JUNE

June 7-8 The Organization for Economic Cooperation and Development holds its annual
ministerial meeting.

June 30 USTR Michael Kantor initiates a “Special 301” investigation of China’s intellectual
property rights enforcement practices.

JULY

July 1 USTR announces results of the 1993 review of the U.S. Generalized System of
Preferences (GSP) program; ten additional products become eligible.

July 9 Leaders at the 20th annual Group of Seven (G-7) summit in Naples, Italy, agree to
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maintain momentum toward further trade liberalization, but put off acceptance of a U.S.
proposal to launch a new round of multilateral trade talks. For the first time, Russia
attends the summit. :



Figure A-Continued

Selected Trade Events, 1994

JULY—Continued

July 24

July 26

July 31

The Association of Caribbean States is formally established as 37 Caribbean nations
sign a regional cooperation agreement.

The United States and Japan agree to extend the 1991 transpacific semiconductor
trade agreement for an additional 5 years.

The White House names Japan under title VII of the 1988 Trade Act for discriminating
against U.S. suppliers of telecommunications and medical equipment and services.

AUGUST
Aug. 2
Aug. 3

Aug. 4

Aug. 16

The United States and Canada announce a 1-year understanding on wheat trade.

The Extraordinary Challenge Committee dismisses the U.S. challenge on softwood
lumber from Canada on the grounds that the standards for an extraordinary challenge
have not been met.

Argentina, Brazil, Paraguay, and Uruguay sign common market accord (Mercosur)
designed to boost trade and prosperity in the region. Negotiations of such difficult
issues as rules of origin and common external tariffs continue.

The United States and Japan sign an agreement aimed at ensuring U.S. inventors
quicker processing of their patent applications and overall improved protection of U.S.
intellectual property rights.

SEPTEMBER
Sept. 27

President Clinton transmits to Congress draft legislation implementing the Uruguay
Round Agreements.

OCTOBER
Oct. 1

Oct. 16

Oct. 17

The United States and Japan reach verbal understandings under the Framework talks
for telecommunications and medical equipment and services, flat glass, and insurance.

USTR self-initiates a section 301 investigation on barriers to access the auto parts
replacement market in Japan.

Six members of the Gulf Cooperation Council (GCC) agree to drop their secondary and
tertiary boycotts against Israel.

All U.S. and United Nations sanctions against Haiti are terminated in conjunction with
the restoration to power of President Jean-Bertrand Aristide.

USTR initiates a section 301 investigation of the EU banana import regime.

NOVEMBER
Nov. 1

Nov. 11
Nov. 15

The United States lifts the August 1993 ban on exports of U.S.-built satellites to be
launched by China.

The United States and Japan sign a Framework Agreement on insurance.

The second annual APEC Leaders Meeting is held in Bogor, Indonesia. Leaders agree
to the goal of attaining free and open trade and investment among members no later
than 2020.

European Court of Justice rules that the EU Commission has competence to negotiate
and conclude international agreements on behalf of the member states in the area of
goods trade, but must share competence with member states in the areas of services
trade and trade-related intellectual property issues.
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Figure A-Continued

Selected Trade Events, 1994

NOVEMBER—Continued
Nov. 22

USTR initiates a section 301 investigation on Korean practices related to the
importation of U.S. beef and pork.

Nov. 28 Norway votes for the second time in a referendum not to join the EU. (The first
referendum was in 1972.)

Nov. 29 The U.S. House of Representatives passes H.R. 5110, the Uruguay Round Agreements
Act (URAA), by a margin of 288 to 146.

DECEMBER

Dec. 1 The U.S. Senate passes S. 2167, the URAA, by a margin of 76 to 24.

Dec. 8 President Clinton signs the URAA into law as Public Law 103-465.

January 1, 1995, is confirmed as the date for entry into force of the WTO.

Dec. 9-11 Summit of the Americas countries agree to complete negotiations by 2005 to establish
hemispheric free trade. United States, Canada, and Mexico announce intent to begin
negotiations to expand NAFTA to include Chile.

Dec. 12 The United States and Japan announce a Framework Agreement on flat glass.

Dec. 20 The unexpected devaluation of the peso triggers a financial crisis in Mexico and
adversely affects the financial markets of other countries.

Dec. 21 The United States, EU, Japan, Korea, Finland, Norway, and Sweden sign the
Agreement Respecting Normal Competitive Conditions in the Commercial Shipbuilding
and Repair Industry, culminating 4 and 1/2 years of negotiations in the OECD.

Dec. 26 The United States and EU agree on a 6-month interim package that compensates the
United States for the effects of EU enlargement to include Austria, Finland, and
Sweden.

Dec. 30 United States, EU, Canada and other countries deposit URA ratification documents with
GATT Secretariat in Geneva.

Dec. 31 China suspends implementation of the 1992 U.S.-China market access agreement by

not lifting nontariff barrier restrictions scheduled to be eliminated at the end of 1994.

The International Economic
Environment and World
Trade in 1994

World output grew by 3.5 percent in 1994,
compared with less than 1 percent in 19933 The
relatively strong growth rate reflected healthy
economic recoveries in a number of countries,
including the United States and Canada, as well as the
EU. In the EU, a gradual recovery was under way in
several member countries based on a rebound in the
U.S. economy and on the consequent rise in foreign
demand for EU exports. In Japan, the economy began
to recover in 1994, but remained weak largely because
of the continued poor performance of business
investment. Inflation remained low in all of these
countries.

Xviii

Growth prospects improved in several developing
and emerging economies in 1994 as a result of
economic stabilization programs, including monetary
and fiscal restraints and trade and investment
liberalization policies. In Latin America (including
Mexico and the countries of the Caribbean, Central
America, and South America), economic activity rose
by 3.7 percent in 1994 and inflation was moderate,
although unemployment remained high.* Economic
activity continued to expand in 1994 in the Pacific
Rim, particularly in China, Korea, Taiwan, Singapore,
and Thailand. A ranking of world economies by size
shows that in 1994, 6 of the 12 largest economies were
those of emerging economies: China, India, Brazil,
Russia, Mexico, and Indonesia.5 Table 1 shows
economic indicators for the United States and selected
U.S. trading partners.
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Table 1
Comparative economic indicators of the United States and major trading partners, 1993-94

Unemploy- Govt. Merchandise Current
Real Inflation ment budget trade account
GDP rate ratel balance? balance balance
Country 1993 1994 1993 1994 1993 1994 1993 1994 1993 1994 1993 1994
—— Percent change from— : — Billiondollars — — Percent of GDP -
previous year
G-7 countries:
UnitedStates ............... 3.1 4.0 2.7 2.7 6.8 6.1 3.4 -2.0 -132.0 -152.0 -1.7 -2.1
Canada.................... 2.2 3.7 1.7 0.9 11.2 105 =71 -6.2 1.0 15.0 -3.5 -3.2
Japan ................ ... 0.1 1.0 1.0 0.8 25 29 0.2 -2.0 145.0 138.0 3.1 2.8
Germany .................. -1.1 2.8 3.9 2.6 89 10.0 -3.3 2.7 39.0 43.0 -1.1 -0.7
United Kingdom ............. 2.0 3.5 3.5 2.6 10.2 9.4 7.7 -6.8 -20.0 -20.0 -1.7 -2.1
France .................... -0.7 2.2 21 1.8 1.7 123 -5.8 -5.7 12.0 14.0 0.9 1.4
Haly ........coooiiiiiinat. -0.7 2.2 4.4 3.4 10.4 11.7 -9.6 9.7 34.1 44.0 1.3 2.0
EU .. ... -0.3 2.5 3.8 3.0 1.2 118 -6.3 -6.1 63.9 87.0 0.2 0.2
QECDEurope ................ -0.1 2.3 3.6 2.9 10.7 116 -6.5 -6.0 21.0 39.5 0.3 0.7
Mexico .............oiii. 0.6 2.9 9.8 7.0 3.5 3.7 -21.0 -23.0 -17.8 -19.9 -6.2 -6.6
Total OECD ................... 1.3 2.8 3.4 3.5 8.0 8.2 -4.2 -3.8 9.4 -33.9 0.1 0.1
Billion dollars
China........................ 13.2 11.8 13.0 243 ® ® 3 ® -12.2 53 -6.9 4.8
Korea, Rep.of ................ 5.6 8.3 48 6.4 23; 533 3 23; 1.9 -2.0 0.4 -4.0
Taiwan ..............cciiiin.. 5.9 6.2 29 4.1 3 3 3 3 11.5 11.0 6.7 5.6

1 Percent of total labor force.
2 As a percent of Gross Domestic Product (GDP).
3 Not available.
Note.—Trade and current account balances for China, Korea, and Taiwan are in billion dollars. Also, 1994 statistics are preliminary.

Source: OECD Economic Outlook, No. 56, 1994; IMF, International Financial Statistics, Feb. 1995; China & North Asia Monitor, No. 2, Feb. 1995.



World trade grew at a much faster rate than output
in 1994, according to recently released WTO
estimates.® The WTO reported that the volume of
world merchandise exports grew by 9 percent in 1994,
the fastest rate since 1976, far outstripping the
4-percent rise in 1993. The value of world merchandise
exports rose by 12 percent in 1994 to a record $4.0
trillion. A jump of about 20 percent in trade in office
machines and computer and telecommunications
equipment boosted world trade growth. Exports in this
category accounted for 11 percent of world goods
exported by value. Trade in commercial services
(transportation, travel, and other private services and
income) increased 6 percent to $1.1 trillion during the
year, reversing a trend over the past decade in which
services trade growth on average outpaced
merchandise trade growth. In 1994, the United States
ranked first in terms of services exports, followed by
France and Germany. The United States also ranked
first in terms of services imports, followed by Germany
and Japan.’

By region, merchandise trade recovered sharply in
Western Europe and continued to strengthen in North
America, Asia, and Latin America in 1994. In North
America, exports rose in value by 11.2 percent,
whereas imports grew by 13.8 percent. Latin America’s
exports soared 14.9 percent in value in response to
higher demand in the United States and other industrial
countries, as well as to increased intraregional trade.
Economic recovery in Latin America spurred imports
by 16.5 percent, representing the highest rate of growth
in imports among regions. Western European exports
and imports rose in value by 11.7 and 11.1 percent,
respectively, after posting negative rates in 1993. In
Central and Eastern Europe, imports rose by 9.5
percent and exports increased by 19.4 percent, buoyed
by Western Europe’s economic recovery. The value of
Asia’s exports and imports each grew by more than 15
percent; exports from China alone surged by 32
percent. The United States, Germany, and Japan
remained the world’s leading merchandise exporters, as
well as importers.3

United States

In 1994, the United States posted the largest annual
increase in real gross domestic product since the
1990-91 recession (see table 1).° Consumer spending,
particularly on durable goods, rose briskly, encouraged
by a favorable consumer credit environment and rising
employment. Real nonresidential fixed investment rose
by a strong margin, bolstered by moderately rising
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long-term interest rates, lower unit labor costs,
improved labor productivity, and higher capital returns.
Investment in producers’ durable equipment
particularly escalated. The rise in spending on
consumer durables and producers’ durable equipment,
combined with a partial rebound in housing, propelled
the economic recovery in 1994.10

Real Federal government spending decreased,
reflecting a large decline in national defense spending.
As in the previous year, the decline in government
spending shifted funds toward the private sector for use
in short-term projects, increasing the sector’s liquidity
and encouraging bank lending at relatively moderate
interest rates. The strengthening of economic activity
led to a decline in the unemployment rate to its lowest
level in 3 years.!l Despite strong economic growth,
inflation remained restrained because of the expanding
industrial base generated by a surge in new investment,
as well as of the Federal Reserve’s tight monetary
policy.

In the foreign sector, the United States ranked as
both the world’s largest merchandise exporter and the
world’s leading exporter of services. Merchandise
exports rose by 10 percent to an all-time high of $503
billion, but imports also increased considerably by 13.5
percent to $669 billion.]2 The strengthening of
domestic demand combined with less robust growth
abroad led to a larger increase in imports than in
exports and, thus, to a widening of the 1994
merchandise trade deficit. The U.S. bilateral
merchandise trade deficits with Japan, China, Taiwan,
Canada, and the EU all widened. Japan and China
together accounted for 54 percent of the total U.S.
merchandise trade deficit. Figure B shows U.S. exports
and imports with the world by aggregate product
sectors. Figure C shows U.S. merchandise exports,
imports, and trade balances with major trading
partners. Appendix A lists leading U.S. exports to and
imports from major U.S. trading partners.

The U.S. trade surplus in services increased
slightly to $60.0 billion in 1994, from $56.9 billion in
1993.13  U.S. services trade grew in almost every
category. Total U.S. trade in services reached $330.6
billion in 1994, a $17.8 billion increase over 1993.
U.S. exports of services in 1994 reached $195.3
billion. Of this total, exports of services to the EU were
$58.4 billion; the United Kingdom, $19.3 billion;
Eastern Europe, $1.8 billion; Canada, $15.7 billion;
Latin America and other Western Hemisphere nations,
$29.7 billion; Japan, $31.2 billion; Australia, $4.1
billion; and other countries in Asia and Africa, $38.8
billion.



Figure B
U.S. merchandise trade with the world, by product sectors, 1994
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Figure C

U.S. merchandise exports, imports, and trade balance (customs value basis) with major trading
partners, 1994
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Canada EU Japan Mexico China Taiwan Korea
Major trading partners Exports Imports Trade balance
Canada 103.6 128.7 -25.1
EU 96.5 109.1 -12.6
Japan 51.1 117.5 -66.4
Mexico 491 48.6 0.5
China 9.2 38.6 -29.4
Taiwan 16.2 26.6 -10.4
Korea 17.5 19.5 -2.0

Source: Compiled from official statistics of the U.S. Department of Commerce.
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The U.S. current account deficit grew in 1994 for
several reasons, including the increased merchandise
trade deficit, a shift in net investment income from a
surplus in 1993 to a deficit in 1994, and an increase in
net transfers. Net inflows of foreign capital into the
United States rose. Both U.S. purchases of foreign
assets and securities and purchases by foreigners of
U.S. portfolio assets expanded. The following
tabulation shows U.S. trade and current
account balances with the world (in billions of dollars,
seasonally adjusted):!4

1993 1994

Merchandise exports ............. 456.9 502.6
Merchandise imports ............. 589.4 669.1
Balance on merchandise trade .... -132.6 -166.5
Balance on services .............. 56.9 60.0
Balance on goods and services ... -75.7 -106.4
Balance on investment income .... 40 -152
Balance on goods, services,

and investment income ......... -71.8 -1215
Unilateral transfers ............... -32.1  -34.1
Balance on current account ....... -103.9 -155.7
Net capital inflows (+),

outflows (-) ..........coooinn. -82.8 -188.9
U.S. assets abroad, net,

outflow (<) .......... ... ...t -147.9 -125.7
Foreign assets in the U.S.,

net, inflow(+) .................. 230.7 314.6

Canada

The growth of Canada’s real output in 1994 was
well above the 1993 rate but unemployment remained
high.15 The upturn in Canada’s economic activity was
generated by a marked increase in exports benefiting
from strongly reviving demand in the United States.
Inflation subsided because of decreased government
and consumer spending and of substantial gains in
productivity. Canada’s growing exports resulted in a
merchandise trade surplus in 1994, which in turn
reduced Canada’s current account deficit from $23.8
billion in 1993 to $18.1 billion in 1994. Excess
payments of investment income over receipts,
particularly to U.S. investors, accounted for the bulk of
the current account deficit.16

Canada is the United States’ largest trading partner,
accounting for about one-fifth of both U.S. exports and
imports. Indeed, two-way trade was the largest
recorded between any two countries in 1994. The
United States recorded a 35-percent increase in its
merchandise trade deficit with Canada. U.S. exports to
Canada rose 12.8 percent, but imports increased 16.5
percent. U.S. exports to Canada, 87 percent of which
consisted of manufactured goods,!” rose in 9 of 10

Standard Industrial Trade Classification (SITC)
sections (table A-1). Manufactured goods accounted
for 71 percent of total U.S. imports from Canada. The
U.S. trade surplus in services with Canada declined
slightly in 1994 to $6.3 billion, reflecting both a
decrease in U.S. exports and an increase in U.S.
imports of services.

European Union

Following a severe recession in 1993, the European
Union (EU) entered a period of recovery in 1994,
propelled by the revival of U.S. economic growth.
However, stubbornly high levels of unemployment
throughout the EU persisted and weakened income
growth and aggregate demand, dampening the overall
recovery.  Maintaining  noninflationary = growth
compatible with low rates of unemployment is still a
challenge to the EU, in part because of the rules of the
Exchange Rate Mechanism (ERM). Monetary
expansion to increase employment has been
constrained by the ERM, which was established to
stabilize exchange rates by anchoring EU currencies to
the German mark. Under the ERM, participants have
had to maintain their currencies’ parities roughly
aligned with the German mark, which requires them to
maintain higher interest rates in line with German
rates. Similarly, fiscal policy has been constrained by
the inability of EU governments to effectively increase
their spending because of high budget deficits.
Economic and monetary union, scheduled for no later
than January 1, 1999, requires participants to reduce
their budget deficits to 3 percent and their public debts
to 60 percent of GDP. However, in 1994 EU countries’
aggregate budget deficits, except for Luxembourg,
averaged over 6 percent, and gross public debt
averaged over 83 percent of GDP, according to OECD
data. EU countries with the highest percentages were
Belgium, with a gross public debt of 142.0 percent of
GDP; Greece, 120.8 percent; Italy, 123.2 percent; and
Ireland, 88.2 percent of GDP.18

EU world exports and imports of goods and
services rose in 1994, yielding higher merchandise
trade and current account surpluses, despite an excess
of payments of investment income over receipts. In
1994, the EU was the United States’ second largest
trading partner, accounting for about 18 percent of total
U.S. trade. The United States registered a trade deficit
with the EU for the second year in a row; Germany,
Italy, France, Denmark, and Luxembourg accounted
for this trade deficit. Over 80 percent of U.S. exports to
and imports from EU markets consisted of
manufactured goods; the remainder consisted of food,
fuel, and raw materials (table A-4). U.S. exports of
services to the EU increased more rapidly than U.S.
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imports, yielding a higher U.S. services trade surplus
($8.0 billion) with the EU in 1994.

Japan

In 1994, economic recovery in Japan was largely
due to rising personal incomes and consumption,
expanding housing construction, and to steadily rising
public investment. Japan’s industrial production rose in
1994 following a substantial decline in 1993.
Unemployment increased slightly, but remained well
below other industrial countries’ rates. Japan’s total
exports of goods increased in 1994, although imports
grew more rapidly yielding a smaller merchandise
trade surplus. The current account surplus was
estimated to have declined slightly to $129.3 billion
from a record high in 1993 due to the rising value of
the yen, which encouraged increased Japanese demand
for services, particularly for travel.19

The U.S. merchandise trade deficit with Japan rose
nearly 11 percent in 1994, accounting for 37.8 percent
of the total U.S. deficit. Likewise, U.S. exports to and
imports from Japan increased almost 11 percent in
1994. U.S. exports increased in 8 of 10 SITC sections,
and imports increased in 7 sections (table A-7).
Sixty-three percent of U.S. exports to Japan consisted
of manufactured goods; 35 percent consisted of food,
fuel, and raw materials. In contrast, nearly 98 percent
of U.S. imports from Japan consisted of manufactured
goods. In 1994, U.S. exports of services to Japan
accelerated faster than imports, reaching a total of
$31.2 billion, a $3.7-billion increase over the previous
year. Imports from Japan were $15.5 billion, resulting
in a U.S. trade surplus in services of $15.7 billion.

Mexico

In December 1994, the Mexican economy suffered
a severe financial crisis and a considerable depreciation
of the peso after support of the currency could no
longer be maintained. Analysts consider Mexico’s
large current account deficit (an estimated 6.6 percent
of the 1994 GDP) the major cause of the crisis. Other
contributing factors were Mexico’s exchange-rate
management policy and heavy reliance on short-term
credit. For more details on Mexico’s economic
performance in 1994, including the peso crisis and its
implications, see the Mexico section of chapter 4 of
this report.

Under the first year of the North American
Free-Trade Agreement, Mexico’s total trade with the
United States grew by 24 percent. U.S. exports
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increased 22 percent, U.S. imports grew 26 percent,
and the bilateral trade was almost balanced. U.S.
exports to Mexico rose in 9 of the 10 SITC sections
(table A-10). Approximately 82 percent of U.S. exports
to Mexico was manufactured goods and the remainder
consisted of food, fuel, and raw materials.
Approximately 77 percent of U.S. imports consisted of
manufactured goods, and the remainder consisted of
food, fuel, and raw materials.

China

The rapid growth of the Chinese economy
continued in 1994. Industrial production remained
strong, increasing overall by 18 percent from its value
the previous year. The growth in this sector was led by
a 28-percent rise in the output of foreign-funded
enterprises,20 whereas the output of state-owned
enterprises grew by only 5.5 percent. The primary
problems in China’s economic performance during
1994 were the high rate of increase in the consumer
price index, the slow growth of agricultural production,
and the serious inefficiency of many state-owned
industrial enterprises.2! Future correction of problems
in the state sector will be particularly difficult since the
required reforms could result in massive urban
unemployment and widespread social unrest.22

The increase in China’s exports in 1994 was a
major factor stimulating the overall growth of the
economy. Preliminary Chinese statistics show that
exports expanded by 31.9 percent to $121.0 billion,
and imports rose by 11.2 percent to $115.7 billion,
turning a $12.2 billion deficit in 1993 into a $5.3
billion surplus in 1994. The export growth rate was
significantly higher than any recorded in recent years.
A limited breakdown of exports by category indicates
that the largest increase was in shipments of machinery
and electronic goods. The exports of foreign-funded
enterprises increased by nearly 38 percent to $34.7
billion in 1994, representing 28.7 percent of the export
total.

U.S. exports to China increased by 6.5 percent and
imports from China expanded by 22.7 percent in 1994,
widening the U.S. bilateral deficit by 28.9 percent.23
The U.S. trade deficit with China accounted for 16.7
percent of the total U.S. deficit. In 1994, U.S. exports
to China increased in 4 of 10 SITC sections, and
imports increased in 8 sections (table A-13).
Eighty-one percent of U.S. exports to China consisted
of manufactured goods, and the remainder consisted of
food, fuel, and raw materials and other goods. By
contrast, 96 percent of U.S. imports from China
consisted of manufactured goods.



Taiwan

In Taiwan, intraregional direct investment and
intraregional trade flows stimulated output growth.
Exports declined as a result of a large increase in
wages and of the appreciation of the Taiwan dollar.
The subsequent easing of Taiwan monetary policy
resulted in weakening the New Taiwan dollar and in
improving the prospects for increased exports,
particularly with mainland China. The U.S. bilateral
trade deficit with Taiwan increased in 1994 by 10.1
percent as exports grew by 4.2 percent and imports by
6.4 percent. U.S. exports to Taiwan increased in 8 of
10 SITC sections, whereas imports increased in 7
sections (table A-16). Approximately 75 percent of
U.S. exports to Taiwan consisted of manufactured
goods, and the remainder of food, fuel, and raw
materials and other goods. In contrast, 97 percent of
U.S. imports from Taiwan consisted of manufactured
goods.

Korea

In the Republic of Korea, output continued to grow
in 1994 largely because of the growth of intraregional
trade and intraregional investment flows. Korea’s trade
balance shifted from a surplus in 1993 to a deficit in
1994 because of buoyant private consumption and
business investment growth. As a result, the current
account deficit grew sharply compared with the level
of the previous year. However, increasing demand in
Europe and South East Asia, as well as the opening of
new markets in the former Soviet Union, increased
Korea’s exports of semiconductors and automobiles.
U.S. exports to Korea increased by 22 percent over the
previous year and imports increased by 15 percent,
resulting in a 22-percent lower trade deficit with Korea
in 1994. U.S. exports to Korea increased in 9 of 10
SITC sections, and imports increased in 7 sections
(table A-19). Approximately 73 percent of U.S. exports
to Korea in 1994 consisted of manufactured goods, and
the remainder of food, fuel, and raw materials and
other goods. In contrast, 97 percent of U.S. imports
from Korea consisted of manufactured goods.

XXV
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CHAPTER 1
Uruguay Round Implementation
and Ongoing Negotiations

Introduction

The Uruguay Round Agreements (URA) were
formally signed at a special ministerial meeting held
under the auspices of the General Agreement on Tariffs
and Trade (GATT) on April 15, 1994. Ministers at the
meeting also decided that member countries would aim
to have both the agreements and the World Trade
Organization (WTQ), created to carry out the
agreements, enter into force in early 1995. Multilateral
activity in 1994 focused on securing passage of
national measures to implement the URA, and this goal
was achieved. By late December, all of the major
developed countries had passed the legislation or taken
the other steps necessary to permit final ratification of
the URA and their entry into force on January 1, 1995.
The process of selecting the first Director-General of
the WTO went less smoothly, however; it was not until
March 1995 that governments could agree on Renato
Ruggiero to take the position. Negotiations on issues
left unfinished at the end of the Uruguay Round also
continued in 1994. Regular GATT activity slowed in
anticipation of the change to the WTO, although
accession negotiations intensified.

This chapter discusses the formal signing of the
URA, preparations for establishing the WTO, the status
of implementation of the agreements, and key aspects
of the U.S. implementing legislation. It also describes
ongoing services negotiations and regular GATT
activities during the year.

Marrakesh Ministerial
Conference

At the conclusion of the Uruguay Round in
December 1993, participants agreed to hold a special

ministerial session to sign the Uruguay Round
Agreements in Marrakesh, Morocco, on April 12 to 15,
1994. Of the 125 countries that participated in the
Round, 111 countries signed the Final Act! at the
ministerial. This act committed signatory governments
to submit the Agreement Establishing the World Trade
Organization and its Annexes (WTO Agreement) to
their Parliaments or other appropriate bodies or
officials for approval, and to complete the ratification
process within 2 years of signing.

In addition to the Final Act, Ministers approved
three further decisions. The decision entitled “Trade
and Environment” established the standing Committee
on Trade and Environment under the WTO.2 The
second, “Organizational and Financial Consequences
flowing from the Implementation of the Agreement
Establishing the World Trade Organization,”
considered staff and resource needs for the WTO. The
third, “Decision on the Establishment of the
Preparatory Committee for the World Trade
Organization,” established a Preparatory Committee
(PrepCom) to lay the groundwork for the entry into
force of the WTO.

The PrepCom was charged with considering (1)
how to set out future issues concerning trade and the
environment, (2) financial and administrative
arrangements for the WTO, and (3) WTO rules of
procedure. The PrepCom was also “to discuss
suggestions for the inclusion of additional items on the
agenda of the WTO’s work programme.”® This last
item represented the ministerial compromise resulting
from the debate over whether to mention
internationally recognized labor rights (“worker
rights”) in the Marrakesh declaration, an idea
advocated by the United States and France but opposed
staunchly by many developing countries because of its
potential for protectionist abuse.*



Uruguay Round
Agreements Act

Introduction

Following the Marrakesh Ministerial Conference,
the U.S. administration and Congress drafted
implementing legislation, and in late November and
early December 1994, the legislation was passed by a
wide margin.5 On November 29, the House of
Representatives passed H.R. 5110, the Uruguay Round
Agreements Act (URAA), by a margin of 288 in favor
and 146 against. On December 1, the Senate passed an
identical bill (S. 2467) by a margin of 76 for and 24
against. Both houses followed “fast-track” procedures,
meaning that no amendments were permitted and that
Members of Congress could vote only for or against
the proposed legislation. The bill was signed into law
December 8, 1994, as Public Law 103-465, exactly 1
year after President Clinton signed the North American
Free-Trade Agreement (NAFTA) implementing bill.6
Passage of implementing legislation by the United
States cleared the way for other countries to ratify the
agreements so that the WTO could come into being on
January 1, 1995. The Japanese Parliament (the Diet)
approved the agreements on December 8;7 the
European Union (EU) completed its approval process
on December 22, 1994.8

In the United States, debate over the implementing
legislation initially raised doubts about timely
congressional passage. Debate focused on issues such
as the renewal of fast-track legislation, the impact of
the agreements on U.S. sovereignty, and funding for
revenues lost from tariff cuts under the URA. Early in
the debate, the administration sought to include
renewal of fast-track authority in the implementing
legislation. However, the administration’s fast track
proposal, tabled in June, also included negotiating
objectives relating to labor standards, and trade and the
environment. Inclusion of these objectives proved
controversial. To expedite passage of the URA
legislation, in September the administration announced
that it would not include fast-track renewal authority in
its draft implementing bill.

Once these issues appeared to be resolved
satisfactorily? between the Congress and the
administration, the President formally transmitted the
implementing legislation to Congress on September 27,
1994.10 However, the formal vote on the legislation
was delayed when Senator Emest Hollings (D-South
Carolina), chairman of the Senate Commerce
Committee and an opponent of the agreement, insisted

that the full 45 days allowed under fast-track rules for
study of the bill would be necessary before his
committee would report it out for a vote. Although a
congressional vote on the bill had been anticipated in
early October, this action delayed the vote until after
midterm elections. Following the threat by the
President to recall the Senate after the midterm
elections, both the House and Senate set dates for an
expedited debate and vote on the bill—November 29
and December 1, respectively.

Further doubts about timely passage of U.S.
implementing legislation briefly arose when
congressional midterm elections in November shifted
control of both the House of Representatives and the
Senate to the Republican Party—for the first time since
1948. However, subsequent discussions between the
President and Republican leaders resulted in agreement
on additional U.S. monitoring of the implementation of
the agreements’ dispute settlement provisions, which
helped ensure congressional acceptance (see section
below on the Dole plan).

Overview of the Implementing
Bill

The URAA contains eight titles with various
subtitles and provisions, as follows:1!

Title I—General Provisions relating to the Uruguay
Round Agreements

e  Approves the agreements and the
Statement of Administrative Action
(SAA).12

e Explains the relationship of the
agreements to Federal and State law.

e  Authorizes the U.S. tariff modifications
agreed to in the agreements.

e Sets out consultation, notice, and report
requirements during dispute settlement.

e Sets out U.S. objectives for areas where
negotiations have been extended,
including financial services, basic
telecommunications, and trade in civil
aircraft.13

Title II—Antidumping and Countervailing Duty
Provisions

e  Amends U.S. antidumping (AD) and
countervailing duty (CVD) laws to
conform to the URA.



Title

III—Additional ~ Implementation

Agreements

Amends U.S. import safeguards law to
conform with the URA.14

Establishes how the United States intends
to employ section 301 (including

“special” and “super” 301) law on foreign
trade barriers and unfair trade practices.!>

Amends U.S. law that pertains to unfair
import practices in violation of
intellectual property rights.16

Authorizes the phaseout of bilateral
textile import quotas and amends existing
U.S. law to conform to other parts of the
URA related to textiles and clothing.

Amends U.S. law to include the new
coverage, thresholds, and timeframes of
the GATT Government Procurement
Agreement negotiated under the URA.

Amends U.S. law to implement the
GATT Agreement on Technical Barriers
to Trade (TBT).17

Title IV—Agriculture-related Provisions

Implements agricultural provisions of the
URA, such as converting commodity
import restrictions under section 2218 to
tariff equivalents as part of the
“tariffication” process in the URA.

Title V—Intellectual Property

Amends U.S. laws concerning
copyrights, trademarks, and patents to
implement the Agreement on
Trade-Related Intellectual Property
Rights (TRIPs).

Title VI—Related Provisions

Extends the U.S. Generalized System of
Preferences (GSP) until July 31, 199519
and U.S. customs users fee rules to meet
obligations under the URA.

Title VII—Revenue Provisions

Enacts the “pay-as-you-go” procedures
required by the Budget Enforcement Act
of 1990 for the URAA.

of

Title VIII—Pioneer Preferences

e Requires the Federal Communications
Commission (FCC) to issue licenses for
personal communications services (PCS)
provided over the public broadband
communications spectrum.20

Selected Subjects of the
URAA

Several of the amendments made to U.S. trade laws
by the URAA are described in further detail below,
including amendments to the U.S. antidumping and
countervailing duty laws, section 337 of the Tariff Act
of 1930, and the U.S. escape clause (safeguard) law.
U.S. legislation relating to U.S. sovereignty and the
WTO is also described in this section. The URAA
implementation of textile and apparel rules of origin is
described in chapter 5.

Changes to U.S. Antidumping
and Countervailing Duty Laws

The URAA amended U.S. antidumping and
countervailing duty laws in several respects to bring
them into conformity with the Uruguay Round
Antidumping Agreement?! and the Agreement on
Subsidies and Countervailing Measures (hereafter
Subsidies Agreement). These two agreements set out
substantive and procedural rules for the conduct of
antidumping and countervailing duty investigations.
Unlike the predecessor codes negotiated during the
Tokyo Round, the new agreements are binding on all
WTO members.

U.S. antidumping and countervailing duty laws (19
U.S.C. 1671 et seq.) are administered by the U.S.
Department of Commerce (Commerce) and the U.S.
International Trade Commission (the Commission or
USITC). Petitions are filed with both Commerce and
USITC. In general, if Commerce finds dumping or a
countervailable subsidy, and if the USITC finds that a
domestic industry is materially injured or threatened
with material injury, or the establishment of an industry
is materially retarded, by reason of such dumped or
subsidized imports, then Commerce issues an
antidumping duty or a countervailing duty order. An
antidumping duty or countervailing duty equal to the
margin of dumping or the amount of subsidy, as
appropriate, is collected on the imported merchandise
subject to the order.22

One of the major U.S. goals in the antidumping
and countervailing duty negotiations was to improve



the transparency of foreign proceedings to help protect
U.S. exporters from arbitrary actions by foreign
governments, particularly as more countries adopt such
laws. Many of the changes reflected in the Uruguay
Round antidumping and countervailing duty
agreements reflected provisions in existing U.S. law.
Thus, U.S. law was already largely consistent, both
substantively and procedurally, with both agreements.
Nonetheless, the URAA made several changes to U.S.
law and procedure in order to conform them to the
Antidumping and Subsidy Agreements’ new
provisions. Some of the more significant changes are
described below.

Antidumping Law

Fair comparisons

The URAA established a new “fair comparison”
methodology that deducts an amount for the importer’s
profit from the U.S. price and provides for a level of
trade adjustment in the foreign market. This
methodology compares domestic with foreign market
price by avoiding or adjusting for differences between
sales that affect price comparability. The basic fair
comparison requirements of the Tokyo Round
antidumping agreement were carried over in the new
agreement, but article 2.4 of the new WTO
Antidumping Agreement sets out in much greater
detail the methodology that countries should use to
calculate normal value, export price, and any necessary
adjustments in order to achieve the required ‘“fair
comparison.” The URAA brings U.S. law into
conformity with the agreement by setting out the
various adjustments for export price and constructed
export price that Commerce must make.23

Sunset reviews

The URAA requires antidumping and
countervailing duties to be revoked after 5 years unless
a determination is made (in a “sunset” review) that
revocation would likely lead to a continuation or
recurrence of dumping or subsidization and injury. The
act also contains special rules for reviewing the
approximately 400 “transition” orders, findings, and
suspended investigations that existed on the date the
WTO entered into force with respect to the United
States. These reviews are required by the WTO
Antidumping and Subsidies Agreements, which for the
first time set a time limit on the imposition of
antidumping and countervailing measures.

The URAA requires Commerce and the USITC to
conduct a sunset review no later than 5 years after: (1)
the issuance or finding of an antidumping or
countervailing duty order, (2) the suspension of an
investigation, (3) the injury determination in a
countervailing duty proceeding under new section 753
of the Tariff Act of 1930, or (4) a prior 5-year or
changed circumstances review.24 Reviews are initiated
automatically, and determinations are made on an
orderwide rather than a company-specific basis.2> If
no domestic interested party responds to the notice of
initiation of a review, Commerce within 90 days after
initiation of a review issues a final determination
revoking the order or terminating the suspended
investigation. If interested parties provide “inadequate
responses” to a notice of initiation, Commerce and the
USITC conduct an expedited review based on the facts
available. To reduce the burden on all parties, foreign
interested parties (including foreign governments) may
waive their participation in a Commerce sunset review,
and in such cases Commerce will conclude that
revocation or termination would be likely to lead to
continuation or recurrence of dumping or
countervailable subsidies with respect to the submitter.
Also, the USITC is permitted, in consultation with
Commerce, to group S5-year reviews together when
appropriate.

Under special rules for reviewing transition orders,
findings, and suspended investigations, Commerce and
the USITC may not begin their reviews earlier than 18
months before the fifth anniversary of the entry into
force of the WTO26 (January 1, 1995). Commerce and
the USITC have 18 months in which to complete each
review and must complete all reviews no later than 18
months after the fifth anniversary of the entry into
force of the WTO. However, Commerce may not
revoke or terminate a transition order before such fifth
anniversary date, unless the petitioner requests an
accelerated review.2?

Duty absorption

The URAA requires an examination of “duty
absorption” during administrative reviews, if
requested. Duty absorption may occur when the
merchandise of a foreign producer or exporter subject
to antidumping duties is sold in the United States
through a related importer, providing an opportunity to
absorb these duties by reducing or eliminating the
importer’s profit. Upon request, Commerce must
determine during the second and fourth administrative
reviews whether antidumping duties have been
absorbed by a foreign producer or exporter whose
merchandise is sold in the United States through a



related importer. Commerce must notify the USITC of
its findings, and the USITC must take such findings
into account when conducting 5-year sunset reviews.28

Comparing U.S. and foreign market
prices

The URAA requires that Commerce compare U.S.
and foreign market prices on an average-to-average
basis in investigations, while providing a preference
for average-to-individual comparisons in reviews. The
Uruguay Round Antidumping Agreement generally
requires that comparisons during investigations be
average-to-average,2 but allows average-to-individual
comparisons when the pattern of export prices (or
constructed export prices) differs significantly among
purchasers—i.e., where “targeted dumping” may be
occurring.30 Targeted dumping refers to a situation
where an exporter sells at a dumped price to particular
customers or regions, but at higher prices to other
customers or regions.

Startup production

The URAA established a special adjustment for
startup production costs, since a firm may experience
unusually high costs when it is “starting up” a new
product or new production facilities. The WTO
Antidumping Agreement includes a new requirement
that cost calculations—for both constructed value and
cost of production—be adjusted “appropriately” for
startup operations. Commerce is to make this
adjustment only if (1) a company is using new
production facilities or producing a new product that
requires substantial additional investment, and (2)
production levels are limited by technical factors
associated with the initial phase of commercial
production.3!

Captive production

The URAA established a special provision for
captive production. The provision addresses situations
in which vertically integrated U.S. producers sell a
significant volume of their domestic production to U.S.
customers (the merchant market) and transfer
internally a significant volume of their production of
that same product for further internal processing into a
distinct downstream article, i.e., into captive
production. When determining market share and
factors affecting financial performance of the domestic
industry in such instances, the URAA has directed the
USITC to focus primarily on the merchant market if

three specified conditions are met. Although not
required by the Antidumping or Subsidies Agreements,
the United States regards this provision as consistent
with the agreements.32

Anticircumvention

The URAA made certain changes to the
anticircumvention provisions in U.S. law. Negotiators
were unable to agree on a specific text in the Uruguay
Round regarding circumvention of antidumping orders
(or of countervailing duty orders). Nevertheless, the
URAA amended U.S. law to address circumvention
when carried out through so-called “screwdriver”
assembly operations, either in the United States or in a
third country.33 Rather than focus, as previously, on
the difference in value between the subject
merchandise and its imported components, the URAA
shifted the focus of U.S. anticircumvention inquiries
toward the nature of the process performed,
specifically, whether the process of assembly or
completion in the United States (or a third country) is
minor or insignificant, and whether the value of the
parts imported into the United States (or a third
country) is a significant proportion of the total value of
the finished product.

Countervailing Duty Law

Definitions

The URAA incorporated into U.S. law the
Subsidies Agreement’s definitions of “countervailable
subsidy” and “specificity,” which largely reflected
existing U.S. law or practice. (Subsidies pertaining to
agriculture are addressed separately under the WTO
Agreement on Agriculture.) The Subsidies Agreement
defines for the first time in any GATT agreement the
term “‘subsidy” and requires that a subsidy, in order to
be “actionable,” must be “specific” to an enterprise or
industry (or group thereof) within the jurisdiction of
the granting authority.3* (Government assistance that
is both generally available and widely and evenly
distributed throughout the jurisdiction of the
subsidizing authority is not considered to be an
actionable subsidy.)

Injury investigations for section 303
orders
The URAA established rules for injury

investigations where such investigations were not
previously required. Under the WTO Subsidies



Agreement, all countries are entitled to an injury test in
countervailing duty investigations. Prior to the
Uruguay Round, generally only countries belonging to
the GATT Subsidies Code were entitled to an injury
test in U.S. countervailing duty investigations. The
URAA provides for an injury test for outstanding CVD
orders under former section 303 of the Tariff Act of
1930 where no injury test was provided. In general, a
domestic industry seeking continuation of such a
countervailing duty order must request a USITC injury
investigation within 6 months of the date on which the
country whose merchandise is subject to the order
becomes a WTO member. If no request is received,
Commerce will revoke the order and refund with
interest any estimated duties collected. In conducting
its investigations, the USITC is to perform a
prospective analysis similar to that required in sunset
injury reviews.35

“Dark amber” subsidy disciplines

The TURAA implemented the Subsidies
Agreement’s stricter disciplines on so-called “dark
amber” subsidies. The agreement categorizes subsidies
generally into prohibited, permitted but actionable, and
nonactionable—known as “red light,” “yellow light,”
and “green light” subsidies, respectively. Article 6.1 of
the agreement further delineates four types of
yellow-light subsidies, known as “dark amber”
subsidies, that are automatically presumed to cause
harm to other countries’ industries. Under the URAA,
Commerce is required to notify USTR when, during an
investigation, it has reason to believe that a “dark
amber” subsidy is involved. In such situations,
Commerce is to recalculate those subsidies that it
investigates in CVD proceedings, using a
cost-to-the-government method to determine whether
there is reason to believe that the merchandise in
question benefits from subsidies in excess of 5 percent
ad valorem. As with prohibited (red light) subsidies,
the United States Trade Representative (USTR) is to
evaluate the information in order to decide whether to
initiate a WTO dispute settlement proceeding; USTR
would take this action under authority provided in
section 301 of the Trade Act of 1974.36

Nonactionable subsidies

The URAA implemented the three categories of
nonactionable (green light) subsidies in article 8 of the
Subsidies Agreement. Three types of nonactionable
subsidies are permitted under the Subsidies
Agreement—for research, for regional development,
and for certain environmental improvements. Under

the URAA, Commerce is to ensure that (1) foreign
governments do not abuse the limited privilege
accorded by the Subsidies Agreement to use green
light subsidies, and (2) the United States takes full
advantage of its rights under article 8 of the Subsidies
Agreement. USTR is to provide Commerce with
subsidy notifications and accompanying information;
Commerce will in turn analyze the material, have
USTR seek additional information as appropriate, and
notify USTR should it believe that a violation of article
8 exists. U.S. industry may submit to Commerce for
evaluation information it may have concerning
possible violations. USTR is to invoke procedures
available under article 8 if it determines the conditions
and criteria for a nonactionable subsidy program are
not being met. Under article 8 procedures, a WTO
member may request a review of the subsidy by the
Secretariat, request the Committee on Subsidies and
Countervailing Measures to review the findings of the
Secretariat, and may request that the determination of
the Committee be submitted to binding arbitration.

Challenging green light subsidies

The URAA authorizes the USTR to take action
under section 301 where green light subsidies are
found to cause “serious adverse effects.” Article 9 of
the Subsidies Agreement allows a WTO member to
challenge a green light subsidy that has serious adverse
effects on a domestic industry. U.S. industry may
submit to Commerce for evaluation information it may
have concerning the existence of serious adverse
effects. If Commerce makes an affirmative
determination, it must notify USTR. If USTR
subsequently determines that there is reason to believe
that a subsidy program is causing serious adverse
effects, USTR (unless the domestic industry concerned
objects) is to invoke the procedures of article 9 and
request consultations. If no mutually satisfactory
solution is reached within 60 days, USTR is to refer the
matter to the WTO Subsidies Committee. Should a
foreign country not comply within 6 months with a
recommendation made by the Subsidies Committee,
USTR is to make a determination under section 304 of
the Trade Act3’ as to what action to take under section
301 of the Trade Act to carry out the permitted
retaliation.38

Expiration of green light provisions

The URAA provides for the automatic expiration
of the green light provisions of U.S. countervailing
duty law 5-1/2 years after the WTO Agreement enters
into force. It also sets out procedures to be followed if



the green light provisions in U.S. law are to be
extended.3?

Changes to Section 337

Under section 337 of the Tariff Act of 1930 (19
U.S.C. 1337), the USITC conducts investigations into
certain alleged unfair practices in import trade. Most
complaints filed under this provision involve
allegations of patent infringement, trademark
infringement, or misappropriation of trade secrets.*
The URAA amends section 337 to address, among
other things, a 1988 GATT panel report that found
certain procedural aspects of section 337 violated U.S.
national treatment obligations under article III of
GATT 1947. The panel report, adopted in November
1989, cited four areas where section 337 proceedings at
the USITC against imported goods differ from
proceedings in U.S. Federal district courts in
infringement actions brought against domestically
produced goods:

e  Section 337 imposes time limits on the
USITC, but imposes none on Federal
district courts;

e  Counterclaims are not permitted at the
USITC, but are permitted in district
courts;

e Aright holder may seek relief against
domestically produced goods only in
district court, while relief against
imported goods may be sought at both the
USITC and district court, creating the
possibility that actions could be
maintained against imported products
simultaneously in two separate fora; and

o  General exclusion orders are available
remedies at the USITC, but not available
in district court proceedings.

The URAA addressed all four of these areas. First,
it amended section 337 to eliminate the time limits on
section 337 investigations. Instead, it directs that the
USITC complete investigations at the earliest
practicable time and that the USITC set target dates for
completion of investigations. Second, it amended
section 337 to permit counterclaims, although once a
counterclaim is raised, the respondent must file a
notice of removal of the counterclaim with a district
court of proper venue. Third, to ensure that a
respondent in a section 337 proceeding is not required
to defend its products at the same time in a Federal

district court action, the URAA amended title 28 of the
U.S. Code to require a Federal district court hearing an
infringement case to stay its proceedings with respect
to any claim that involves the same issues pending
before the USITC, if requested to do so by a
respondent in a section 337 case. When a district court
dissolves its stay after the section 337 proceeding is
completed, the USITC record may be offered as
evidence in the court’s proceedings to the extent
permitted under the Federal Rules of Evidence and
Federal Rules of Civil Procedure.#! Fourth, taking
note of the fact that the GATT panel had noted that
there might sometimes be objective reasons why
general exclusion orders are necessary, the URAA
amended section 337 to authorize the USITC to issue
limited exclusion orders unless the USITC determines
that a general exclusion order is necessary to prevent
circumvention of a limited order, or there is a pattern
of violation of section 337 and it is difficult to identify
the source of the infringing products. This change was
viewed as a codification of past USITC practices.

Changes to Section 201

The URAA amended sections 201-204 of the Trade
Act of 1974*2 to implement the changes required to
conform the U.S. safeguards law with the new WTO
Agreement on Safeguards. Because U.S. law was
already largely consistent with the Agreement on
Safeguards, relatively few changes were required.

In addition to certain technical changes, the URAA
made two significant changes to sections 201-204.
First, it revised the critical circumstances provision in
section 202(d) of the Trade Act to speed up the time
for making a critical circumstances determination and
implementing provisional relief, and revised the
statutory definition of critical circumstances to
conform with the definition in Article 6 of the
Safeguards Agreement.*> Under the revised time
schedule, if an industry, in a petition filed under section
202(a), alleges that critical circumstances exist, the
USITC must determine within 60 days of the filing of
the petition whether such circumstances exist and, if
so0, transmit a recommendation for provisional relief to
the President. The President then has 30 days in which
to decide what if any provisional relief action to take.
Any provisional relief generally would remain in effect
pending completion of a full 180-day USITC
investigation, which would commence after the critical
circumstances phase, and any review by the President
of USITC recommendations made as a result of the full
investigation. To accommodate the limitation on such
measures in article 6 of the agreement, amended



section 202(d) provides that the period of provisional
relief may not exceed 200 days.*4

Second, the URAA added a new section 202(i) to
the Trade Act that requires the USITC to promulgate
regulations to provide access to confidential business
information under protective order to authorized
representatives of interested parties who are parties to
an investigation under section 202. The Statement of
Administrative Action approved by the Congress as
part of the URAA stated that it was expected that the
USITC regulations would generally follow the
appropriate provisions in section 777 of the Tariff Act
(relating to administrative protective orders issued in
the course of antidumping and countervailing duty
investigations) and the regulations issued by the
USITC thereunder.43

Sovereignty and the WTO
Dispute Settlement Review
Commission

A key issue for many members of Congress in
deciding whether to vote for or against U.S.
implementing legislation was how U.S. laws and
sovereignty might be affected by the agreements. Some
members of the public expressed concern that the
WTO would unacceptably infringe on U.S. Federal,
State, or local sovereignty. Indeed, negotiations in the
Round had involved a number of issues subject to an
admixture of Federal, State, and local control in the
United States. For example, U.S. States are the primary
regulators of services. Also, U.S. Federal obligations
agreed in the Uruguay Round concerning product
standards will now extend to the sub-Federal (i.e.
State) level.

Concern focused on the dispute panel process
under the Dispute Settlement Understanding (DSU).
Concern was expressed that dispute settlement panels,
which would be closed to outside representation and
participation, might serve as ‘“secret tribunals” that
would order changes in U.S. law. Concern was also
expressed that new international standards in the URA,
applicable at both national and sub-Federal level, could
give rise to WTO actions undercutting or overriding
U.S. environmental standards at the Federal, State, or
local level that provide greater environmental
protection or are considered more appropriate to the
circumstances. Still others warned that the United
States would be outvoted on important issues where
each country, no matter how small, would have one
vote equal to that held by the United States.*®

The USTR sought to allay such concerns during
congressional debates.” Moreover, U.S. implemen-
ting legislation states that dispute panels will have no
authority to order changes in any Federal, State, or
local law or regulation. Section 102 of the implemen-
ting legislation states as follows:

No provision of any of the Uruguay Round

Agreements, nor the application of any such

provision to any person or circumstance, that

is inconsistent with any law of the United

States shall have effect.

USTR officials also pointed out that concerns that
the United States will be outvoted on important issues
is contradicted both by GATT tradition to operate by
consensus and by the WTO itself. For example, article
2:4 of the Dispute Settlement Understanding states that
“Where the rules and procedures of this Understanding
provide for the DSB [dispute settlement body] to take a
decision, it shall do so by consensus.” The article
states that a consensus exists “if no Member, present at
the meeting of the DSB when the decision is taken,
formally objects.”

The Statement of Administrative Action that
accompanied the implementing legislation provides a
description of the significant actions needed to
implement the agreements into U.S. law and, as such,
represented an “authoritative expression” by the
administration of its views regarding the interpretation
and application of the URA for purposes of U.S.
international obligations and domestic law.*8 The
SAA makes clear that the WTO will have no power to
change U.S. law and that U.S. law will take precedence
in any situation where there is a conflict between U.S.
law and any of the agreements. In the case of a ruling
in dispute settlement proceedings, only the U.S.
Congress and U.S. administration will have the power
(1) to decide whether to implement such a dispute
panel recommendation, (2) to decide how to implement
it, and (3) to order any change of U.S. law.#® Should a
State-level practice be the subject of a WTO dispute,
the U.S. administration agreed to involve the States in
an indirect manner and to work with the States
concerned to bring them into conformity with U.S.
obligations under the URA.

Nonetheless, an additional safeguard was agreed in
late November 1994 as the administration aimed to
ensure passage of the bill in the Senate. The WTO
Dispute Settlement Review Commission—often called
the “Dole plan” for its sponsor, Senator Robert Dole
(R-Kansas)—was announced November 23, 1994.
Under a bill introduced in the new Congress, S. 16, the
commission will consist of five Federal appellate
judges, each of whom will serve for a term of 4 years
that will be appropriately staggered. The commission



members would be appointed by the President after
consultation with the congressional leadership.

The commission will review only final dispute
settlement reports, that is, reports adopted after panel
consideration or after Appellate Body consideration.50
The commission will consider whether a panel or the
Appellate Body:

e Exceeded its authority or terms of
reference (or failed to apply article 17.6
on standard of review in the case of the
Uruguay Round Antidumping
Agreement);31

e  Added to the obligations or diminished
the rights that the United States assumed
under the agreements; or

e  Acted arbitrarily or capriciously, or
otherwise departed from the procedures
set out for panels and the Appellate Body
in the agreements.

In light of the above points, the commission will
determine whether these actions materially affected the
outcome of the report.

The commission will have 120 days from the
report’s adoption to issue a determination. Following
an affirmative determination, Congress may pass a
joint resolution that calls upon the President to
negotiate new dispute settlement rules to correct the
problem identified by the commission. If the
commission makes three affirmative determinations
within any 5-year period, Congress may pass a joint
resolution withdrawing approval of the WTO
Agreement.52

Paying for the
Uruguay Round

The Budget Enforcement Act of 199053 established
a “pay-as-you-go” mechanism to ensure that any new
legislation passed by the Congress does not increase
the deficit. Under this act, new legislation that
increases mandatory spending or decreases Federal
receipts for any year through FY 1998 triggers
automatic mandatory spending cuts unless the costs of
legislation are offset.54 Whereas House of
Representatives’ rules require a full offset for revenues
lost over a period of 5 years, the Senate’s rules require
a full offset for revenues lost over a 10-year period.

Although virtually all sides agreed that the
short-term costs of lost tariff revenues were likely to be

small relative to the revenue gained due to the
long-term dynamic benefits of the agreements in terms
of greater economic growth, jobs, and exports, this
procedural difference between the two houses
heightened concerns for passage of the bill in the
Senate.>> The net shortfall in Federal tax revenue was
estimated by the Office of Management and Budget to
be about $12 billion over the next 5 years36 and by the
Congressional Budget Office (CBO) to be $11.5 billion
over 5 years and $31.8 billion over 10 years.>’

Options examined in an effort to balance this
revenue shortfall included: reduced spending on
agriculture; further reduction of the section 936 tax
exemption for investments made in Puerto Rico;
reduced tax write-offs on such items as industrial
inventories held, percentage depletion allowances,
advertising, meals, and foreign source income
preferences; as well as increased passenger fees for
cruise ships.’® A variety of revenue measures were
agreed in September by House and Senate conferees
just sufficient to cover the 5-year $12 billion shortfall
required under House procedural rules.® However,
the Senate could only account for the revenue shortfall
over the 10-year period required under its procedural
rules by voting for a waiver of the budget rule—a more
difficult hurdle requiring a super majority of 60 votes
compared to a simple majority required to pass a trade
agreement. Nonetheless, prior to the 76 to 24 vote in
favor of the URAA, the Senate voted 68 to 32 to
approve a budget waiver.90

Establishing the WTO

Implementation Conference

At their meeting in Marrakesh, Ministers agreed to
hold a subsequent conference to determine whether a
critical mass of countries would be in a position to
implement the WTO on January 1, 1995, as agreed. At
the Implementation Conference of the Preparatory
Committee for the WTO, held on December 8, 1994,
the committee chairman—Mr. Peter Sutherland—
proposed and it was so agreed that the committee
confirm January 1, 1995, as the date of entry into force
of the WTO, based on the committee’s understanding
that members were committed to making every effort
to conclude their ratification processes by that date.6!

The conference also adopted several decisions to
provide for the orderly transition from the GATT to the
WTO. It adopted the decision on ‘Transitional
Co-Existence of the GATT 1947 and the WTO
Agreement,” which provides for a 1-year co-existence
of the two institutions to allow time to settle



outstanding disputes. However, the decision provides
that the CONTRACTING PARTIES (that is, the
Contracting Parties acting as a collective body) may, in
the event of unforeseen circumstances, extend the
termination date of GATT 1947 for up to 1 additional
year.52 Moreover, the conference invited members of
the Tokyo Round Agreement on Antidumping
Practices and Agreement on Subsidies and
Countervailing  Measures to  maintain  their
dispute-settlement mechanisms for a period of 2 years
after the WTO begins operations, because antidumping
and countervailing duty cases are often more
complicated technically and thus can take longer to
resolve than cases arising under the General
Agreement.93  Finally, the decision provides further
time to GATT Contracting Parties to complete the
ratification process and still qualify as so-called
founding members of the WTO.

The decision on “Avoidance of Procedural and
Institutional Duplication” aims to minimize duplication
while the GATT 1947 and the WTO co-exist. Thus, the
decision considers notifications to and meetings of a
WTO body—for example the Committee on Subsidies
and Countervailing Measures—to automatically meet
notification and meeting requirements under
procedural rules for GATT 1947. Joint meetings will
follow WTO rules of procedure, although members of
the GATT 1947 bodies are free to hold separate
meetings as appropriate.

The decision on “Participation in Meetings of
WTO Bodies by Certain Signatories of the Final Act
Eligible to Become Original Members of the WTO”
enables countries eligible to become original WTO
members, but unable to complete their domestic
approval process, to participate in the WTO while
completing the ratification procedures. More
specifically, the decision allows countries that were
Contracting Parties to GATT 1947 as of the
Implementation Conference to function as WTO
members but without decision-making rights in WTO
bodies (except the Textiles Monitoring Body) during
the first 7 months the WTO is in force, that is, through
July 31, 1995. '

The “Transfer Agreement between GATT 1947,
ICITO and the WTO” and the agreement’s annex
containing the “Transfer