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PREFACE

This report is the 35th report to be submitted under section 163(b) of
the Trade Act of 1974 and its predecessor legislation. 1/ The period covered
in the report is calendar year 1983, although occasionally, to enable the
reader to understand developments more fully, events in early 1984 are also
mentioned. The report consists of a summary, an introduction, and five
chapters. The introduction provides background to the report by briefly
covering the world trade situation as well as the economic and trade
performance of the United States during 1983. Chapter I treats special topics
which highlight developments in the trade agreements sphere during the year.
Chapter II concerns activities in the General Agreement on Tariffs and Trade
(GATT), the main area of multilateral trade-agreement activities. Such
activities outside the GATT are reported in chapter III. Chapter IV discusses
bilsteral relations between the United States and its major trading partners.
The administration of U.S. law, including decisions taken on remedial actions
available to U.S. industry and labor, is covered in chapter V.

The trade agreements program encompasses "all activities consisting of,
or related to, the administration of international agreements which primarily
concern trade and which are concluded pursuant to the authority vested in the
President by the Constitution.. . ." 2/ and other legislation. Among such
other laws are the Reciprocal Trade Agreements Act of 1934 (which modified the
Tariff Act of 1930 and started the trade agreements program), the Trade
Expansion Act of 1962, the Trade Act of 1974, and most recently, the Trade
Agreements Act of 1979.

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

This report was prepared principally in the Trade Reports Division of the
Commission's Office of Economics. Assistance was provided by the Commission's
Office of Executive Liaison and Special Adviser for Trade Agreements, the
Office of Tariff Affairs, the Office of Industries, the Office of Data
Systems, and the Research Division of the Office of Economics.

1/ Section 163(b) of the Trade Act of 1974 (Public Law 93-618, 88 Stat.
1978) directs that, at least once a year, the United 3tates International
Trade Commission submit to the Congress a factual report on the operation of
the trade agreements program of the United States.

2/ Executive Order No. 11846, Mar. 27, 1975.
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SUMMARY
SELECTED ISSUES IN TRADE AGREEMENTS ACTIVITIES

The U.S. Generalized System of Preferences (GSP), which grants duty-free
entry to imports of certain products from eligible developing countries, will
expire in January 1985 unless renewal legislation is passed. The
administration has submitted a proposal to extend the GSP and to modify it so
that benefits to least-developed developing countries (LDDC's) are expanded
and benefits to advanced developing countries are reduced unless the advanced
developing countries agree to reduce their trade barriers. Senator Heinz
(R.--Pa.) has proposed an amendment to the administration proposal that would
base eligibility to the GSP on per capita gross national product (GNP). The
Heinz smendment would also eliminate the increased benefits to LDDC's and the
idea of linking advanced developing countries with reproduction in benefits on
U.S. imports trade barriers. If a GSP renewal bill is passed in 1984, it

would probably incorporate aspects of both the administration proposal and the
Heinz amendment.

The Caribbean Basin Economic Recovery Act (CBERA) became law in August
1983. Although some products were excluded, the Act extends duty-free
treatment to most imports from designated beneficiary countries into the

United States. By the end of 1983, twenty of the twenty-seven eligible
--countries had been designated beneficiary countries by the President.
Duty-free access to the U.S. market is provided for 12 years. Safeguard

procedures under the CBERA will be the same as those currently available under
Title II of the Trade Act of 1974.

In late 1981, the United States initiated a bilateral investment treaty
(BIT) program designed to facilitate and protect American investment abroad.
The prototype treaty guarantees U.S. firms the right to transfer funds and to
be free of trade-related performance requirements. It also assures that they
will be treated in a nondiscriminatory manner and will have recourse to review
the decisions affecting them. By yearend 1983, the United States had signed

four such treaties. Those treaties are expected.to go to the Senate for
confirmation in 1984.

During 1983, the work toward a commercial counterfeiting code proposed in
the General Agreement on Tariffs and Trade (GATT) made little headway due, in
part, to the reluctance of developing countries to adopt such a code. If
adopted, a code is likely to require signatories to enact certain customs
rules authorizing the seizure of counterfeit goods. GATT examination and
consultations on the cause and effect of international counterfeit trade,
national and international laws to combat it, and the reasons, if any, that
GATT action is needed should be wrapped up in 1984.



GATT ACTIVITIES DURING 1983

The primary emphasis of the GATT during 1983 was on followup to the work
program proposed at the Ministerial level meeting in late 1982. Foremost on
this agenda were issues such as trade in counterfeit goods, high-technology
products, agricultural products, and preparatory work for a code on
safeguards. Work on these issues and on & host of regular activities was
carried out by the functional committees. The Committee on Trade in
Agriculture was formed this year to tackle problems unique to this sector.
The high level of disputes brought before GATT panels kept up the pace common
in recent years. Reports were adopted this year on disputes of interest to
the United States, notably, the U.S. complaint against spring assemblies
imported from Canada and the U.S. complaints against Canada‘'s Foreign
Investment Review Act. Agricultural issues will head the list of
controversies in 1984, as the panels established in 1983 on the U.S.
complaints against European Community (EC) canned fruit subsidies and citrus
preferences bring forth their findings.

TRADE AGREEMENTS ACTIVITIES OUTSIDE THE GATT

In 1983 the member countries of the Organization for Economic Cooperation
and Development (OECD) recognized the need to “reverse protectionist trends"
at their May Ministerial level meeting. This trade statement went beyond
commitments of earlier years which called on members to only "avoid
protectionist pressures."” Most trade-related activities of the OECD this year
consisted of implementation of projects initiated at the 1982 Ministerial
meeting. The 1982 work program mandated intensification of existing studies
and initiation of new projects on such topics as the trade-related aspects of
investment, services, high technology, and structural adjustment. Analyses of
protectionism, links between economic and trade policies, and means of
strengthening multilateral trade agreements and consultation procedures are
also underway. One concrete accomplishment of the OECD during the year was
the renegotiation of the Arrangement on Export Credits to include semiannual
revisions of interest rates so that updating will not be as serious a problem
for the arrangement as in the past.

The Sixth United Nations Conference on Trade and Development (UNCTAD)
took place in what observers described as "an economic climate in which
developed countries found it extremely difficult to resist protectionist
pressures and to further liberalize trade regimes." UNCTAD participants
addressed a broad range of trade issues, including trade in commodities,
structural adjustment, trade preferences for developing countries, and the
1982 GATT Ministerial. The Conference revealed fundamental differences in the
issues of the developing countries' obligations to resist protectionism, the
definition of protectionist measures, and in the role of GATT in promoting
trade liberalization.

The United States continued to play a role in international commodity
agreements during the year. It joined the new coffee agreement which entered
into force in September, participated in negotiations for a new sugar
agreement, -and agreed to accept the terms of the jute agreement on a
provisional basis. The United States decided not tc join the tin and cocoa
agreements on grounds that they did not appear economically feasible. 2



Currently, no comprehensive mechanism, system, or institution exists to
facilitate international services trade. Instead, services trade is covered
by a diverse set of bilateral agreements, multilateral agreements, and codes
to liberalize trade. 1In December 1983, the United States released a report
that examines the issues confronting services trade. This report is intended
to stimulate broad international discussion of these issues and to present
U.S. objectives relating to services trade for any new round of multilateral
trade negotiations. 1In addition, bilateral investment treaties, which .
partially include services trade, were being negotiated with eleven countries
during the year. Also during 1983, letters of agreement that relate to
international air travel were concluded between the United States and other
countries.

U.S. TRADE RELATIONS WITH MAJOR TRADING PARINERS IN 1983

Disputes over farm and steel trade plagued U.S.-EC relations during
1983. The United States continued to take exception to the EC's subsidies
that support steel firms and enable EC farmers to dislodge surplus produce
outside the EC at below-world-market prices. The United States lobbied the EC
to keep it from instituting new restrictions on imports of certain U.S. farm
products. The U.S. decision to restrict specialty steel imports for 4 years
engendered EC retaliation in early 1984 after compensation negotiations broke
down. The United States registered a $1.35 billion merchandise trade deficit
with the EC in 1983 after years of surplus trade. The year in trade confirmed
recent trends that U.S. imports from the EC are steadily increasing and
exports to the EC are declining.

With U.s. exports to and imports from Canada increasing at approximately
the same rate in 1983, the approximately $15 billion deficit in merchandise
trade on the part of the United States continued for the second straight
year. The deficit with Canada accounted for over one-fourth of the total U.S.
merchandise trade deficit in 1983. Despite this deficit, trade relations
between the world's largest trading partners improved considerably during
1983, strengthened by nearly $90 billion in two-way trade. The GATT panel
established in 1982 to look into U.S. objections to Canadian attempts to limit
foreign investment reported its findings in mid-year. Shortly thereafter, the
Canadian Government announced its intention to conduct a comprehensive review
of trade policy with a special emphasis on trade with the United States. A
decision to explore the possibility of sectoral free-trade areas resulted from.
this review and was being considered by both countries at yearend.

Despite continued disagreement in several key areas, 1983 was a fairly
good year for U.S.-Japanese trade relations. The two countries made slow but
steady progress in removing Japan's *“red tape" obstacles to trade and
fostering cooperation in high-technology industries. Japan took steps to open
more of its Government contracts to U.S. suppliers and to make it easier for
foreign goods to be cleared by Japanese regulatory agencies. Nevertheless,
the U.S. merchandise trade deficit with Japan rose by nearly 15 percent from
the 1982 level, and imports in some product categories, including tractors,
machine tools, office machines, and computers increased dramatically. U.S.
exports to Japan, meanwhile, increased modestly from 1982 levels, with most of
the gains being registered in the nonmanufactured goods sector.
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In Mexico, 1983 was the first year of a new administration. During the
year, the U.S. trade deficit with Mexico, which appeared first in 1982,
widened; meanwhile, progress in resolving bilateral commercial issues slowed
considerably. Mexico continued to object to the withdrawal of GSP benefits
from certain Mexican items. The issue of U.S. countervailing duties being
imposed on certain subsidized imports from Mexico also remained unresolved.
The number of countervailing duty petitions against Mexico continued to surge
in 1983.

The industry policy adopted by the Taiwan Government in 1982 was designed
to develop high-tech industries and transform the country from a
labor-intensive economy into a capital-intensive economy characterized by high
technology and skilled labor. The policy began to take effect in 1983 as
Taiwan responded to the world recovery with real GNP growing by 2 percent
during the year. Although the United States and Taiwan are stable trading
partners, issues such as counterfeit trade and a large and growing U.S.
deficit with Taiwan continued to create friction between the two countries.
During 1983 the Taiwan Government attempted to address the counterfeit problem
by adopting a number of initiatives. At the same time, official trade
missions from Taiwan were encouraged to increase purchases from the United
States in order to decrease the size of the bilateral trade surplus.

To slow the growth of its foreign debt, Brazil has taken steps to promote
its exports and restrict imports. As a result of its trade policies, the
United States, which had consistently enjoyed annual trade surpluses with
Brazil from 1968 to 1980, had a bilateral trade deficit with Brazil of
$2.4 billion in 1983. During 1983, major trade issues between the United
States and Brazil were the application of U.S. countervailing duty laws
against Brazilian steel imports, lack of transparency in Brazil's import
licensing process, liberalization of Brazil's restrictive trade policies, and
modification of Brazil's nationalist computer policy.

The United States is Korea's largest export market, and its economic
expansion in 1983 was responsible for 75 percent of Korea's export gains for
the year, resulting in a U.S. trade deficit of $1.8 billion. During the year
the Korean Government attempted to liberalize its trade barriers, but the
United States remained concerned that such measures as emergency tariffs,
tariff quota systems, surveillance monitoring, and import licensing may have
lessened the effects of the liberalization. Korea remained concerned that the
number of its goods allowed to enter the United States under the Generalized
System of Preferences could be reduced.

ADMINISTRATION OF U.S. TRADE LAWS

In 1983, under statutes safeguarding U.S. industries and following
affirmative determinations by the U.S. International Trade Commission, the
President of the United States provided relief for both heavyweight
motorcycles and certain stainless steel and alloy tool steel products. The
Commission and the U.S. Department of Commerce continued to have a large
caseload of antidumping and countervailing duty investigations. The United
States Trade Representative (USTR) proceeded with discussing alleged
violations of trade agreements by foreign governments in response to petitions
under section 301 of the Trade Act of 1974. Most consultations of the USTR ia
this area concerned unresolved trade issues with the EC.



The 1983 annual product review conducted by the USTR under the U.S.
program of the Generalized System of Preferences resulted in competitive-need
exclusions equivalent to $7.1 billion in imports (based on trade in 1982),
"graduations" from duty-free treatment equivalent to $900 million in imports
(based on 1982 trade), and reinstatement of GSP treatment on some products.
The value of additions to items eligible for duty-free treatment from
beneficiaries was smaller in 1983 than in 1982; by contrast, the value of
deletions was larger.






INTRODUCTION

THE GLOBAL PERSPECTIVE

Following a decline in the volume of both world production and trade in
1982, the international economy began to show signs of recovery in 1983. The

International Monetary Fund (IMF) reported that world output increased by

2.1 percent during the year, with industrial countries accounting for

2.3 percent and the developing countries, for 0.9 percent. The revival began
in North America and appeared to have spread to Europe by yearend. World
trade was showing signs of a modest upturn after 2 consecutive years of
decline. 1/ The volume of world trade rose by 2 percent in 1983, while the
value of such trade declined by 2 percent. 2/

In 1983, the trade of the industrial countries declined slightly, falling
to 1.1 percent below the 1982 level. This was the third consecutive annual
decline in the value of the foreign trade of the industrial countries and
followed a decrease of 1.7 percent in 1981 and of 5.2 percent in 1982. The
drop in trade reflected reduced volume as well as reductions in U.S. dollar
unit values.

The attention of policymakers continued to be focused on two aims:
promoting short-term solutions to the debt problems of certain developing
countries and sustaining the recovery in the developed countries. The
international debt issue continued to dominate the economic scene during
1983. Although a number of reschedulings and extensions of emergency credit
took place, long-term policies to address the problem were not advanced. The
tie-in between trade and the ultimate resolution of the debt problem is
unmistakable. Only through increased opportunities for trade can any real
solution come about. Successful management of the medium-term debt problem
and resolution of the longer term problem implies changes in the trade
policies of both creditor and debtor countries. ™"Without a liberal access to
the markets of creditor countries for those goods which the debtor countries
can produce with comparative advantage, their current international
indebtedness cannot be serviced in full, let alone repaid." 3/ Some debtor
countries are still in the process of implementing austerity measures and
other adjustment strategies. Such measures led to a 9 percent decrease in the
level of indebted developing country imports in 1983. The problem of
international indebtedness looms as a threat to the economies of recovering
industrial countries and affected developing countries alike. Fashioning an
adequate response to the problem is the immediate challenge before the
international economic community.

Developed countries focused their attention on sustaining stable growth
and avoiding any resurgence of inflationary pressure. Particular attention
was paid to bringing public sector expenditures under control and to
stabilizing exchange rates. The subsequent section discusses the origin of
the economic recovery by focusing on developments in the United States in 1983.

1/ Primarily as a result of a strong appreciation of the U.S. dollar, the
value of world trade declined in both 1981 and 1982. The volume of world
trade declined by 2 percent in 1982; this was only the third time in the
postwar period that such a drop has occurred. The 1981 level of world trade
was virtually unchanged from that of the year before.

2/ GATT, Press Release, May 25, 1984. 6

3/ GATT, International Trade 1982/83, p. 14.
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THE U.S. ECONOMY AND U.S. TRADE IN 1983

After suffering through a major recession in 1982, the U.S. economy
snapped back smartly in 1983. TIndustrial production increased sharply, while
unemployment fell dramatically. The strength of the recovery helped cause a
sharp increase in U.S. non-petroleum imports. The combination of higher U.S.
imports and lower U.S. exports, partially caused by depressed economic
conditions abroad, created a record U.S. merchandise trade deficit. U.S.
bilateral deficits increased with almost all countries except petroleum
exporting countries.

Economic Performance of the United States

At the end of 1982, most experts predicted that the U.S. economy would
perform rather sluggishly in 1983. Although the longest, deepest, postwar
recession had ended in November 1982, the prospects for a strong economic
recovery in 1983 were not good. Consumer spending and business investment
were not expected to increase much, because interest rates were still very
high by historical standards, although they were down substantially from early
1982 levels. Exports were not expected to provide much impetus to the
economy, because the U.S. dollar was extremely strong in foreign-exchange
markets and because many foreign countries were still in the throes of
recession.

As 1983 unfolded, however, the U.S. economy performed considerably better
than experts had predicted. Although 1983 was expected to be an unusually

weak year compared with the first years of previous recoveries, 1983 turned
out to be a fairly typical first year of a recovery.

The economy got off to a slow start in 1983, with real GNP increasing at
a 2.6-percent annual rate in January-March. Final sales were essentially flat
in the quarter, as nearly three-quarters of the total increase in real GNP was
added to inventories. ‘

The economy surged ahead in April-June, as real GNP increased at an
annual rate of 9.7 percent. The two factors that normally provide much of the
impetus early in recoveries---consumption and housing--contributed greatly to
the sharp increase in the GNP in April-June. A surge in purchases of durable
goods led to the largest quarterly increase in consumer spending in nearly 18

years, and residential construction benefited from the 1982 decline in
mortgage rates.

The pace of the recovery slowed only slightly in the third quarter, as
real GNP rose at an annual rate of 7.6 percent. Business fixed investment and
government purchases increased sharply in July-September.

The pace of recovery slowed somewhat in October-December as real GNP rose
at a 4.5-percent annual rate. Consumer spending and capital investment

increased sharply, but Government spending and residential construction fell
modestly.



From October-December of 1982 to October-December of 1983, real GNP rose
by 6.3 percent, slightly less than the 6.4-percent average for six previous
post-war recoveries. Real GNP fell by 1.7 percent in 1982 and rose by
1.9 percent in 1981.

Reflecting the strong performance of the U.S. economy in 1983, industrial
production increased in every month of the year. At the end of 1983,
industrial production was 16.1 percent higher than it was at the end of 1982
and was 1.9 percent above its previous peak of July 1981.

Capacity utilization at factories, mines, and utilities rose in every
quarter of 1983. In October-December 1982, capacity utilization was
69.0 percent, but by October-December 1983, capacity utilization was 79.2

percent. This was the highest rate since July-September 1981, when capacity
utilization was 80.3 percent.

The unemployment rate, which reached a post-World War II high of 10.7
percent in December 1982, fell throughout most of 1983. The rate fell
modestly during the first half of the year and stood at 10.0 percent in June.
The unemployment fell more rapidly in the second half of the year and ended
the year at 8.2 percent. The decline of 2.5 percentage points in the ”
unemployment rate from December 1982 to December 1983 was the steepest
12-month decline in more than 30 years. From December 1982 to December 1983,
nearly 4 million workers were added to the U.S. work force.

Despite the strong showing by the U.S. economy in 1983, inflation, as
measured by the most popular indexes, was at its lowest level in years. From
December 1982 to December 1983, consumer prices rose by 3.8 percent, the
smallest annual increase since 1972, when wage and price controls were in

effect. Consumer prices rose by 3.9 percent in 1982 and by 8.9 percent in
1981.

From December 1982 to December 1983, producer prices rose by 0.6 percent,
representing the smallest annual increase since 1964. Producer prices rose by
3.5 percent in 1982 and by 7.1 percent in 1981. The GNP deflator rose by 4.1
percent from October-December 1982 to October-December 1983. The GNP deflator
rose by 4.4 percent in 1982 and by 8.9 percent in 1981.

The low inflation rate was an important factor in keeping wage increases
low in 1983. Many collective bargaining agreements have escalator clauses
that directly link wage increases to increases in consumer prices. The
average wage rate of production workers rose by 3.9 percent in 1983. The
average wage rate increased 6.0 percent in 1982 and 8.3 percent in 1981.

The combination of the Payment-In-Kind (PIK) program and a severe drought
across the nation's heartland combined to bring most crop harvests down
sharply from the record 1982 levels. Wheat production was down 14 percent,
soybean production was down 32 percent, feed grain production was down 47
percent, and corn production was down 51 percent. Despite the sharp declines
in agricultural production, crop prices were only about 16 percent higher at
the end of 1983 than they had been at the end of 1982.



Compared with interest rates of the previous 3 years, those in 1983 were
relatively low and stable. Both short- and long-term interest rates, however,
were slightly higher at the end of 1983 than they had been at the end of
1982. The yield on 3-month Treasury bills averaged 9.0 percent in December
1983 compared with 7.9 percent in December 1982. Over the same period, the
yield on 30-year Treasury bonds rose from 11.5 to 11.9 percent. The
combination of a slightly lower inflation rate and slightly higher interest

rates caused real interest rates to increase slightly from December 1982 to -
December 1983.

Interest rates remained fairly stable through the spring, rose during the
summer, and then declined somewhat in the fall before rising at the end of the
year. Short-term rates were at their 1983 lows in January, and long-term
rates hit their lows for the year in April and May. Both rates hit their
peaks for the year in August, when they were about 1.5 percentage points
higher than their 1983 lows. The difference of 1.5 percentage points between
the highs and lows for interest rates in 1983 was the narrowest such range in
years. During 1980-82, short-term interest rates moved over a range that
averaged 7 percentage points each year. Over the same period, long-term
interest rates moved over a range that averaged 3 percentage points each year.

Real interest rates, which have been at historically high levels for the
past 4 years, remained high because of the same factors that keep short- and

long-term interest rates high--the large Federal deficit and high inflation
expectations.

The large Federal deficit put upward pressure on interest rates in 1983.
Federal borrowing amounted to $212.4 billion in fiscal 1983, $77.5 billion
more than in 1982. The large deficit contributed to the high level of
interest rates by increasing the competition between Government and private
borrowers for a limited supply of credit.

Inflation expectations contributed to high nominal and real interest
rates, particularly long-term rates. If investors expect high inflation, they
require that an inflation premium be added to nominal lending rates to
compensate them for the possibility of being repaid in dollars with less
purchasing power. Investors are apparently reluctant to lower their inflation

expectations too rapidly after the long period of.inflation that hurt
fixed-income investors.

The large Federal deficit also kept inflation expectations high in 1983.
Investors feared that the Federal Reserve Board might monetize the
government's borrowing, leading to a surge in the money supply. Large
increases in the money stock generally result in increased iaflation.

, The money stock (M1), which consists of currency and demand deposits,
grew by 9.0 percent from December 1982 to December 1983. Ml grew at a
14.5-percent annual rate in January-June 1983 because of an accommodative
monetary policy that the Fed adopted. The Fed adopted this policy because of
uncertainties surrounding the money stock numbers caused by the new money
market deposit accounts and the Super NOW accounts.



10

The sharp increase in the money stock from the last quarter of 1982
caused the Federal Reserve Board to alter its 1983 target growth range for M1
in February 1983. 1/ The Federal Reserve Board announced that it intended to
let M1 grow by between 4 and 8 percent in 1983. This action was taken because
the Board realized that the original range would result "in a much more
restrictive monetary policy than had been intended.”

At the same time that the M1 growth range was revised in February, the
Federal Reserve Board announced that the M1 range would be a monitoring range
and would not be a targeting range. Also at that time, the Board announced
targeting ranges for the broader M2 and M3 aggregates. This decision
Ttepresented a significant departure from the past, when M1 was given primary
weight in implementing policy.

The Federal Reserve Board revised the M1l growth range again in July 1983
when it became clear that the higher than anticipated level of economic
activity required a larger money supply. The Board announced that it intended
to let M1l grow at an annual rate of 5 to 9 percent from April-June 1983 to
October-December 1983. By making April-June 1983 the base period for future
money growth, the Board indicated that it would not take any action to offset
" the very rapid growth in the money stock in January-March 1983 and that it was
willing to let M1l grow at a substantially higher rate in 1983 than it had

originally announced. Ml grew at an annual rate of 5.7 percent in
July-December 1983.

In 1983, the trade weighted value of the dollar rose by 5.8 percent; in
1982, it had increased 11.7 percent. 2/ Since 1980, the trade-weighted value
of the dollar has increased by 33.0 percent. The value of the dollar peaked
against most currencies in December and reached alltime highs against the
French franc and the Italian lira in that month.

On a bilateral basis, the value of the dollar increased by 26.6 percent
against the French franc in 1983, 17.1 percent against the West German
deutsche mark, 13.9 percent against the British pound, 2.0 percent against the
Japanese yen, and 1.2 percent against the Canadian dollar.

The strength of the dollar against European currencies in 1983 was due
largely to the economic malaise in Europe. The unemployment rate in the EC
was 10.4 percent in 1983, double its 1979 rate. With real growth expected to
average only 2 percent over the next 3 years, the EC's unemployment rate is
unlikely to be reduced significantly in the next few years. Confidence in
Europe's economic prospects has fallen, and as a result, investors prefer to
invest their capital in the United States.

1/ In July 1982, the Federal Reserve Board announced that it intended to let
M1l grow between 2.5 and 5.5 percent from October-December 1982 to the fourth
quarter of 1983.

2/ Based on a trade weighted index of 17 major currencies as reported in
International Monetary Fund, International Financial Statistics, March 1984.
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Trade Performance of the United States

The U.S. current account 1/ and merchandise trade deficits reached record
highs in 1983. The current account deficit was $40.8 billion in 1983, nearly
triple the previous record deficit of $15.5 billion set in 1978. The current
account deficit was $11.2 billion in 1982, and in 1981, the current account
showed a surplus of $4.6 billion.

Although most of the increase in the current account deficit was caused
by the sharp increase in the merchandise trade deficit, a sharp fall in net
investment income also contributed to the record current account deficit. Net
investment income was $23.6 billion in 1983, its lowest level since 1978.

Net investment income was $27.3 billion in 1982 and $33.5 billion in 1981.

Lower average interest rates in 1983 were primarily responsible for the
decline in investment income.

The merchandise trade deficit was $62.0 billion in 1983, far surpassing
the previous record deficit of $37.4 billion set in 1982. The 1981 deficit
was $36.0 billion.

Despite a sharp decline in petroleum imports, the value of U.S. imports
increased by 5.1 percent in 1983, from $245.5 billion in 1982 to $258.0
billion (table 1). The increase in imports was caused primarily by the sharp
upturn in the U.S. economy and the strong U.S. dollar. The value of U.S.
imports fell by 7.4 percent in 1982.

The value of U.S. exports fell by 5.8 percent in 1983, from
$208.0 billion in 1982 to $196.0 billion (table 1), the second consecutive
annual decline. The decline in the value of exports was primarily the result
of the strong U.S. dollar, the economic malaise in Europe, and the debt
repayment problems of Latin American countries. The value of U.S. exports
fell by 9.2 percent in 1982. _ *

A number of highly indebted Latin American countries have had great
difficulty in meeting their debt obligations. They have had to take strong
measures to reduce their imports and increase their exports to acquire the
foreign exchange they need to pay the interest on their debt. Because trade
with these countries accounts for about 14 percent of total U.S. trade, the
actions of these countries to increase the size of their trade surpluses has
significantly increased the size of the U.S. trade deficit.

1/ The current account includes both merchandise trade and trade in services.
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Table 1.--U.S. trade and trade balances, by selected

trading partners, 1981-83

(In millions of U.S. dollars)

Item 1981 . 1982 - 1983
: Exports
Industrial : :
countries: : : :
Canada——————————-~ : 39,564 : 33,720 : 38,244
Japan——————————~—— 21,823 : 20,966 : 21,894
EC - : 52,362 : 47,932 44,311
All other--——-———- : 16,570 : 15,215 : 13,613
Total————~—————~ : 130,319 : 117,833 : 118,062
Developing : :
countries: :
Oil-exporting :
countries 1/---: 21,527 22,857 16,899
- Mexicos—smanmriem e 17,788 : 11,817 : 9,081
All other-————===~: 51,127 : 48,720 : 46,456
Total-——~—- —————3 90,442 : 83,394 : 72,436
Nonmarket economy : :
countries: : :
China—-————~==———~ : 3,602 : 2,912 : 2,173
U.S.S. R~~~ : 2,431 : 2,612 : 2,002
All other——-————-- 2,267 : 1,297 : 1,338
Total-———————o—- 8,300 : 6,821 : 5,513
Grand total--———-——-—- 229,061 : 208,048 : 196,011
f Imports
Industrial :
countries: : : :
Canada———————————- : 46,826 : 46,791 : 52,545
Japan-———————————-— 39,904 39,931 : 43,559
EC—- e 43,653 : 44,466 : 45,879
All other————-—--—- __ 13,014 . 12,553 : 12,479
Total—————————uu: 143,397 : 143,741 : 154,462
Developing H :
countries: :
Oil-exporting : : :
countries 1/---: 51,789 : 32,724 ¢ 26,487
Mexico——————————~- : 14,013 : 15,770 : 17,018
All other——---—-—- : 51,663 : 49,253 : 56,688
Total-————~——meme : 117,465 : 97,747 : 99,193
Nonmarket economy : :
countries: : :
China—~—~~~—=meee- 2,062 : 2,502 : 2,476
U.S.S.R————-—nmmme : 376 : 247 : 374
All other--——-———-- H 1,739 : 1,248 : 1,459
Total-—————--=—~ : 4,177 : 3,997 : 124,309
Grand total--——----- 265,039 : 245,485 257,964

See footnotes at end of table.
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trading partners, 1981-83--Continued

(In millions of U.S. dollars)

Item 1981 1982 1983
Trade balance
Industrial
countries: : : :
Canadg—~-—-————=——= : -7,262 : -13,071 : -14,301
Japan—--—————-————~- -18,081 : ~18,965 : -21,665
EC———mm e 8,709 : 3,466 : -1,568
All other-——-————-- 3,556 : 2,662 : 1,134
Total-——————mmm -13,078 : -25,908 : -36,400
Developing :
countries:
Oil-exporting : :
countries 1/-—-: -30,262 : -9,867 : -9,588
Mexico—————m—mmeeu: - 3,775 : -3,953 : -7,937
All other-—----——-- -536 : =533 : =9,232
Total-——-—mme—m— -27,023 : -14,353 : -26,757
Nonmarket economy :
countries: : .
China-———————————=; 1,540 : 410 : -303
U.8.S. R~ 2,055 : 2,365 : 1,628
All other-———————- : 528 : 49 : -121
Total-———-—=——--; 4,123 : 2,824 : 1,204
Grand total----—-——- -35,978 : -37,437 : -61,953

1/ The country groupings used in this table follow the designations employed
in Direction of Trade Statistics, published by the International Monetary Fund

(IMF). Although Mexico is the source of over one-half of the crude petroleum
imported by the United States, it is not included among the countries

designated "oil-exporting countries" by the IMF.

Such countries are Algeria,

Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia,
United Arab Emirates, and Venezuela.

Source: Compiled from International Monetary Fund, Direction of Trade

Statistics.
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The U.S. merchandise trade deficit with Latin American countries rose
from $3.3 billion in 1982 to $13.9 billion in 1983. 1In 1981 the United States
had a trade surplus of $7.5 billion with the Latin American countries.
Increases in the bilateral trade deficits with Brazil, Mexico, and Venezuela

accounted for about 80 percent of the increased U.S. merchandise trade deficit
with Latin American countries in 1983.

The U.S. trade deficit with Japan continued to be the largest bilateral
U.S. trade deficit with any country. The U.S. trade deficit with Japan
reached a record $21.7 billion in 1983, almost double the 1980 deficit of
$12.2 billion. In 1982 the U.S. trade deficit with Japan was $19.0 billion.

The U.S. trade deficit with Canada, the largest U.S. trading partner,
changed little in 1983. The 1983 deficit of $14.3 billion was only slightly
higher than the 1982 deficit of $13.1 billion. 1In 1981, the U.S. deficit with
Canada was only $7.3 billion.

The United States usually has large trade surpluses with the EC. 1In
1983, however, the United States had a trade deficit of $1.6 billion with the
EC. The United States had surpluses of $3.5 billion in 1982 and $8.7 billion
in 1981. Lower U.S. exports were primarily responsible for the decline in the
U.S. trade surplus with the EC. U.S. exports to the EC fell from
$47.9 billion in 1982 to $44.3 billion in 1983.

The U.S. trade deficit with oil-exporting countries continued its decline
in 1983. The deficit, which was $40.3 billion in 1980, is now only
$9.1 billion. 1In 1982 the deficit was $9.9 billion.

The decline in the U.S. trade bslance with oil-exporting countries
occurred despite lower U.S. exports. Because oil-exporting countries have
experienced lower earnings recently, they have sharply curtailed their
imports. As a result, U.S. exports to oil-exporting countries fell from
$22.9 billion in 1982 to $16.9 billion in 1983.

The value of U.S. imports of petroleum and petroleum products fell by
11.9 percent in 1983, from $64.7 billion in 1982 to $57.0 billion. Increased
conservation efforts by the United States and lower 0il prices were primarily
responsible for the fall in the value of o0il imports. In 1981 the value of
U.S. imports of petroleum and petroleum products was $80.3 billion.

-The value of nonpetroleum imports increased by 12.4 percent in 1983, from
$177.7 billion in 1982 to $199.8 billion. Imports of machinery and transport
equipment rose by 17.4 percent in 1983, from $72.4 billion in 1982 to
$85.0 billion. In 1981 the value of nonpetroleum imports was $178.8 billion.

The value of U.S. agricultural exports fell slightly in 1983, from
$37.1 billion in 1982 to $36.5 billion. TIncreases in agricultural production
in the rest of the world combined with reduced U.S. agricultural production to
help limit U.S. agricultural exports. 1In 1981, the value of U.S. agricultural
exports was $43.7 billion.

The value of U.S. nonagricultural exports fell by 6.2 percent in 1983,
from $170.4 billion in 1982 to $159.9 billion. 1In 1981 the value of U.S.
nonagricultural exports was $186.2 billion. '
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CHAPTER I
SELECTED ISSUES IN TRADE AGREEMENTS ACTIVITIES IN 1983

OVERVIEW

Chapter I of this report contains several brief special sections on trade
issues. The topics covered have been selected because they were particularly
important in the year or because they provide background information on an
increasingly important topic for which a summary may be useful to the
recipients of the report. The four special topics highlighted this year
include renewal of the General System of Preferences (GSP), the Caribbean

Basin Initiative (CBI), bilateral investment treaties, and commercial
counterfeiting.

With the expiration of the current GSP program coming up in January 1985,
the Congress will try to deal with the question of renewal in 1984. The
administration made a proposal this year that would change significantly the
concept and operation of the U.S. GSP system . This section compares the
administration proposal with the current GSP system and discusses the issues
of graduation, reciprocity, and bilateralism raised by the proposal.

A law implementing the key trade provisions of the administration's CBI
was passed this year. The provisions of the CBI are reviewed in this section,
and CBI's likely trade and economic effects are discussed.

The Bilateral Investment Treaty (BIT) program, under way since 1979, is
an ambitious effort by the United States to deal with trade-related investment
issues in the absence of near-term prospects for multilateral action in this
area. In the near future, the first of the treaties being negotiated under
this progrem may be submitted to the Congress for ratification. This section
reviews the origin of the BIT program, the model treaty that has been
developed, and the status of the negotiating effort.

Trade in counterfeit products has become increasingly important in recent
years, and efforts to control it are underway on multilateral, bilateral, and
national levels. This section summarizes the dimensions of the problem and
reviews the status of the attempts to conclude trade agreements to bring
counterfeiting under control.

GSP RENEWAL

The Generalized System of Preferences is a program of tariff preferences
granted by the United States to developing countries to assist their economic
development. It is intended to encourage them to diversify and expand their
production and exports. The GSP was established under title V of the Trade
Act of 1974 and was implemented on January 1, 1976. GSP treatment was
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originally extended to about 140 developing countries on approximately 2,700
items out of approximately 7,200 items in the U.S. tariff schedule. The
authority for the program expires on January 3, 1985.

The GSP currently allows approximately 3,000 items from eligible
developing countries to enter the United States duty free. The value of U.S.
imports receiving GSP duty-free treatment grew from $3.0 billion in 1976 to
$10.8 billion in 1983. GSP imports represented 4.2 percent of total U.S.
imports in 1983. Customs duties foregone because of the GSP amounted to
$577.6 million in 1982. 1/

Background

The concept of a generalized system of preferences was first introduced
in the United Nations Conference on Trade and Development (UNCTAD) in 1964.
Developing countries claimed that their ability to grow and develop
economically was being retarded because they were unable to compete on an
equal basis with developed countries in the international trading system. The
developing countries argued that if they were granted tariff preferences, they
could increase their exports, diversify their economies, and thereby decrease
their dependence on foreign aid.

By 1970, agreement was reached in UNCTAD on the GSP. As initially
conceived, the GSP programs were to be (1) temporary, unilateral grants of
tariff preferences by individual developed countries to developing countries;
(2) designed to extend benefits to sectors of developing countries that were
not competitive internationally; and (3) designed to include safeguards to
protect domestic industries in the donor countries that were sensitive to
import competition from articles receiving preferential tariff treatment.

Within these guidelines, each "donor" country was allowed to establish its own
GSP.

In the early 1970's the United States and 19 other developed countries
established GSP programs. 2/ Before the various GSP systems were initiated,
however, the developed countries obtained a waiver of article I of the General
Agreement on Tariffs and Trade (GATT), the most-favored-nation (MFN) clause,

which says that trade between Contracting Parties must be conducted on the
basis of nondiscrimination.

As a result, a 10-year MFN waiver was granted by the GATT in June 1971.
The waiver stated that the GSP systems could be established, but that they
must be "generalized, non-discriminatory and non-reciprocal." The waiver was
replaced in 1979 with an agreement known as the enabling clause. It provides
the legal basis for "special and differential™ treatment for developing

1/ The United States collected a total of $8.7 billion in customs duties in
1982,

2/ Australia, Austria, Cansda, Finland, Japan, New Zealand, Norway, Sweden,
Switzerland, and the EC.
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countries. The agreement, which has no expiration date, requires that
developing countries accept the principle of graduation, under which such
countries lose preferential treatment from developed countries as they become
wealthier or more competitive in the world market.

Other Countries' Programs

The GSP programs of the EC, Japan, and the United States together account
for about 85 percent of global GSP trade. 1In 1980, GSP imports under the EC's
program totaled $9.3 billion, or 2.5 percent of total EC imports; GSP imports
under the Japanese program totaled $4.9 billion, or 3.4 percent of total
Japanese imports.

Although each GSP program covers a different set of countries and a
different set of products, many countries and products are eligible for all
the GSP programs. Changes to the programs are implemented individually and
are not related to each other. All of the programs include safeguards to
protect sensitive domestic industries from imports.

° Many GSP programs treat individual developing countries differently,
depending on their economic situations. Some programs, including the U.S.
program, limit GSP imports of certain products from certain countries if those
countries are already competitive in those products. Some programs provide
the least developed developing countries (LDDC's) with greater benefits than
other developing countries. 1/ The present U.S. program has no special
provisions for the LDDC's.

The U.S. program is the only one that provides for duty-free entry on all
eligible items. Most other programs generally reduce tariffs and accord
duty-free treatment to a few selected products.

Some programs allow a certain quantity of imports to enter the country
duty free. Once the quotas are filled, MFN duties are levied on imports of
the product. The quotas are generally country specific.

In most systems, industrial goods are accorded the most preferential
tariff treatment, and agricultural items are subject to slightly higher
tariffs. Textiles, leather products, petroleum, and steel are generally
considered sensitive in most countries and are excluded from most programs.

All GSP donor countries, except for the United States and Canada, have
renewed their programs through 1990 or beyond. Canada is expected to renew
its program by July 1984.

Present U.S. program

The U.S. GSP program is administered by the United States Trade
Representative (USTR). An interagency committee chaired by the USTR is
responsible for advising the President on the key program igsues: country

eligibility, product coverage, competitive-need exclusions, and discretionary
graduation.

17
1/ The term least developed developing countries and its abbteVIatlon,

LDDC's, is drawn from par. 3.(d)(i) of the U.S. Tariff Schedules.
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Main elements of the present program
Country eligibility

Approximately 140 countries and territories were eligible for the GSP in
1983. Section 502 of the Trade Act of 1974 contains three criteria that the
President should use in deciding whether a country should be eligible for
duty-free treatment of its products under the GSP: (1) level of economic
development of the country; (2) whether other developed countries extend
preferential tariff treatment to the country; and (3) the extent to which the

country has assured the United States that it will provide equitable and
reasonable access for U.S. exports to its markets.

Most developing countries have been designated as eligible for the GSP.
Countries may be excluded from the program for a variety of reasons.
Communist countries.are excluded unless they are members of the GATT and the
International Monetary Fund (IMF) and they fulfill certain other conditions.
Members of the Organization of Petroleum Exporting Countries (OPEC) are
excluded unless they signed a bilateral trade agreement with the United States
before January 3, 1980. Also excluded are countries that do not adequately
compensate U.S. parties when U.S. property is nationalized and countries that
do not help prevent international narcotics trade. The President reviews the
list of eligible countries annually. The last change in the list of countries

eligible for the GSP was in May 1980, when Afghanistan was removed from the
list because of the Soviet invasion.

Product coverage

Approximately 3,000 products, mostly manufactured and semimanufactured

goods, are eligible for the GSP. The Trade Act of 1974 excludes certain
import-sensitive products from the GSP:

(1) textile and apparel articles that are subject to
textile agreements;

(2) watches;

(3) import-sensitive electronic articles;

(4) import-sensitive steel articles;

(5) import-sensitive semimanufactured and manufactured
glass products;

(6) certain footwear items; and

(7) any other articles that the President determines to be

import sensitive.

Every year, a GSP product review is conducted by the Executive Branch in
which producers, workers, importers, and foreign governments can submit
petitions to add or remove products from the GSP. Approximately 300 items
have been added to the GSP since its inception as a result of these petitions;
31 products have been removed. The President, with the advice of the U.S.
International Trade Commission, decides which petitions to accept. Two
principal factors are considered in the product review: (1) the probable
economic effect that GSP treatment for an article would have on U.S. producers

of competing articles; and (2) the probable economic effect that GSP treatment
would have on the beneficiary countries that export the article.

18-
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Competitive-need limits

The Trade Act of 1974 contains competitive-need limits that are designed
both to protect U.S. industries and to insure that the benefits of the program
are received by countries that truly are deserving. The competitive-need
rules state that if, in any calendar year, imports of an eligible product from
an eligible country either (1) exceed a given dollar amount ($53.3 million in
1983) 1/ or (2) account for more than 50 percent of total U.S. imports of that
product for that year, then imports of that product from that country cannot
receive duty-free treatment under the GSP in the following GSP year. 2/ A
country may be redesignated for GSP treatment in an excluded product if
imports of that product from that country fall below the competitive-need
limits in a subsequent year.

In 1983, 39.9 percent of the value of otherwise eligible products from
beneficiary countries was denied GSP treatment because of these limits. The
value of trade excluded from GSP treatment because of the competitive-need
limits was $7.1 billion in 1983.

As originally enacted, the Trade Agreements Act of 1979 allowed the
President to waive the competitive-need limits on any imported article if the

value of total imports of the article into the United States amounted to less
than $1 million a year. 3/ As a result of this de minimis waiver, imports of
206 products, valued at $47 million, were exempted from the competitive-need
limits in 1983.

Discretionary graduation

The President may use his discretionary authority to graduate a country
out of duty-free status, on a product-by-product basis, if he believes that
the country's exports of that product to the United States do not need
duty-free status to be competitive. Exclusions due to discretionary
graduation are over and above the statutory competitive-need limits. The
policy of discretionary graduation was outlined in the President's 1980 Report
to the Congress on the First Five Years' Operation of the U.S. Generalized
System of Preferences (GSP) and was begun in March 1981. The policy was
intended to expand the benefits of the program for the LDDC's by selectively
limiting GSP duty-free imports from seven advanced developing countries:
Brazil, Hong Kong, Israel, the Republic of Korea (Korea), Mexico, Singapore,
and Taiwan. 4/ The value of trade excluded from the GSP because of
graduation, on the basis of the previous year's trade, was $443 million in
1981, $651 million in 1982, and $900 million in 1983.

1/ The competitive need limit is adjusted annually to reflect changes in the
nominal U.S. gross national product.

2/ The GSP year begins 90 days after the close of the calendar year.

3/ The $1 million figure was established in 1979 and is adjusted annually to
reflect changes in the nominal U.S. GNP. 1In 1983 the de minimis value was
$1.3 million.

4/ These seven countries together accounted for 73.9 percent of the trade
that came in under the GSP in 1983 and for about 74 percent of the duties
foregone because of the GSP in 1982.
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Criticisms of the present progran

The present GSP system has been criticized by some for allowing most of
the benefits of the program to go to the more advanced developing countries.
Many critics believe that the advanced developing countries do not need the
GSP for their products to be competitive in the United States and argue that
these countries should be removed entirely from the program. Removing the
advanced developing countries from the program would presumably allow the
lesser developed countries to enjoy greater benefits. Much of the discussion

on the renewal of the GSP deals with how to treat the advanced developing
countries and the LDDC's.

Many U.S. labor groups object to the GSP, claiming that the program
damages U.S. interests. Some trade associations have endorsed the general
idea of the GSP but have argued that much greater care should be taken to
insure that U.S. industries are not hurt by the program.

Administration's Proposal for GSP Extension

Before the administration's proposal was drafted, the interagency Trade
Policy Staff Committee sponsored public hearings in New York, San Francisco,
and Washington, D.C. More than 80 witnesses presented testimony concerning
the extension of the GSP, and over 100 other interested parties supplied
written comments.

On August 1, 1983, Senator Danforth (R.--Mo.) introduced the
administration's proposal to amend and extend the U.S. GSP system. On
August 4, 1983, Ambassador Brock, the United States Trade Representative,
presented testimony on the bill before the International Trade Subcommittee of
the Senate Finance Committee. A second day of hearings was held on

January 27, 1984, in which Commission Chairman Eckes and several
private-sector witnesses testified.

As of February 15, 1984, the administration's proposal had not yet been
introduced in the House of Representatives. Nonetheless, the Trade

Subcommittee of the Ways and Means Committee held hearings on the
Administration's proposal on August 3, 1983, and on February 8 and 9, 1984.

Several administration witnesses testified along with various private-sector
representatives.

The administration's proposal, called the Generalized System of
Preferences Renewal Act of 1983, would extend the U.S. GSP for 10 years. It
would change the program to take greater account of both the level of economic
development of a beneficiary country and the degree to which that country's
markets are open to U.S. exports. The administration's proposal would
substantially expand the President's discretionary powers to decide which
products from which countries would be eligible for GSP treatment.
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Broadly speaking, the administration argued that the program should be
extended for five main reasons:

(1) to continue to promote the economic development of
developing countries through trade rather than
through aid;

(2) to provide greater access for U.S. exports in the
markets of developing countries;

(3) to help integrate developing countries into the
international trading system;

(4) to assist developing countries in generating
sufficient foreign exchange to meet their
international debt obligations; and

(5) to maintain the program's role as an important
element of U.S. foreign policy towards developing
countries.

Under the administration's proposal, the President would decide which
products from which countries would be eligible for GSP treatment by examining
the same set of factors that he looks at under the present system. 1/ The
proposal would give greater weight than the current system to the level of
economic development of a beneficiary country and to the degree of market
access that country gives to U.S. exports.

Change in competitive-need rules

The administration's proposal calls for a three-tier competitive-need
system to be established, i.e., different rules would apply to advanced,
midlevel, and least developed beneficiary countries. Advanced beneficiaries
would be subject to more restrictive competitive-need limits than under the
current program: duty-free treatment on a product would be withdrawn if the
country supplied 25 percent of the value of total U.S. imports of the product
or 25 million dollars' worth of imports of the product in a year. 2/ Midlevel
beneficiaries would be subject to the current limits: 50 percent of the value
of total U.S. imports in a particular product, or $53.3 million of imports in

1/ In determining if a country's product should be eligible for GSP
treatment or if discretionary graduation should be used, the President
considers a number of factors, including the country's competitiveness in the
product; the country's level of development; the degree to which the country's
markets are accessible to U.S. exports; the extent to which other major
developed countries have extended preferential treatment to the country; and
the overall economic interests of the United States, including the sensitivity
of U.S. producers and workers to imports.

The policy of discretionary graduation is not specifically addressed in
the Trade Act of 1974. The administration’'s proposal would explicitly give
the President the power of discretionary graduation.

2/ The $25 million limit would be adjusted annually to reflect chhlinges in

the nominal U.S. gross national product, using calendar year 1983 as the base
period.
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the product in a year. LDDC's would not be subject to any competitive-need
limits. 1/ The President would designate the LDDC's and would review the
designations periodically thereafter.

It is anticipated that the program's top seven beneficiaries (Taiwan,
Korea, Hong Kong, Mexico, Brazil, Singapore, and Israel) would be designated
as advanced beneficiaries and that the 26 countries identified in general
headnote 3(d) of the Tariff Schedules of the United States (TSUS) as LDDC's
would be designated as least developed. 2/ All other countries would be
designated as midlevel. The President would have the authority to reclassify
a beneficiary or to remove it as a beneficiary at any time during the program.

Within 2 years after the proposal is enacted into law, the President
would conduct a general review of eligible products to determine which
countries already had a sufficient degree of competitiveness relative to other
beneficiary developing countries. These countries would then be subject to
the tighter competitive-need limits.

Reciprocity

Before the new competitive-need limits would take effect under the
proposed system, advanced and midlevel beneficiary countries would be allowed
to negotiate to have the limits waived on a product-by-product basis. Through
bilateral discussions, the United States would seek to eliminate or reduce the
beneficiary country's barriers to trade in goods and services and
trade-related investment practices on a nondiscriminatory basis. 1In addition
to tariffs and traditional nontariff barriers such as quotas, the discussions
would include other trade-distorting practices such as investment performance
requirements and violation of intellectual property rights. 1In short, the
administration's proposal would allow the President to try to gain reciprocal
trade advantages from developing countries.

The President would consider the results of these discussions in
determining whether to waive the competitive-need limits for advanced and
midlevel beneficiaries. Before any competitive-need limits are waived, the
probable economic effects on U.S. producers and workers would also be analyzed.

Even though the administration proposal would apply different rules to
the three classes of beneficiaries, the administration does not believe it

violates any GATT rules. The administration argues that its proposal conforms

1/ Under the current GSP system, the only ways in which the President can
waive the competitive-need limits for a country are (1) using the de minimis
provision or (2) if the beneficiary country meets the following three
criteria: (a) the country has had a historical preferential trade
relationship with the United States; (b) the United States and the country
have a treaty or trade agreement in force covering economic relations between
them; and (c) the country does not discriminate against, or impose
unjustifiable or unreasonable barriers to, U.S. commerce. This waiver has
never been exercised.

The administration's proposal keeps these waivers in the GSP system, as

well as providing for the more favorable treatment for the LDDC's described
above.

2/ The United Nations recognizes 10 additional countries as least

developed. Some of these countries might also be designated as least
developed in the U.S. GSP system.
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to the terms of the MFN waiver and waiver extension because it is
nondiscriminatory and nonreciprocal. The proposal is nondiscriminatory
because it requires the President to apply the same criteria to all GSP
eligible products, except the products of the LDDC's, in deciding which
products should be subject to lower competitive-need limits. The exemption of
the LDDC's from competitive-need limits is consistent with the terms of the
GATT waiver extension, which suthorizes special preferential treatment to
foster the trade and economic development of such countries. The
administration argues that its proposal is nonreciprocal because it does not
require beneficiaries to provide concessions in exchange for GSP benefits and,
instead, merely places greater emphasis on market access as one of several
factors that the President is to consider when deciding whether a product is
highly competitive.

Implementation procedure

After the proposal is enacted, the administration would conduct the
various activities required to implement the new system. During this
transition period, the GSP. program would operate along essentially the same
lines it does now. It is expected to take about 4 years to implement the new
system fully.

During the transition period, the President would propose the
implementing regulations and would designate the three beneficiary groups, and
the private sector would be asked to comment on the value of possible
concessions from beneficiary countries. Interested parties would be invited
to identify those trade barriers that, if reduced or eliminated, would most
benefit U.S. interests. The United States would seek concessions to be
applied on only a nondiscriminatory basis to products of all countries, and
not just to U.S. products.

Bilateral discussions would then be held with interested advanced and
midlevel beneficiaries. Beneficiaries would be expected to identify those
eligible products on which they would like to have competitive-need limits
waived. The United States would then determine what concessions it would
require to waive the competitive-need limits. 1/

The United States would attempt to avoid waiving the competitive-need
limits on a product for one beneficiary without waiving the limits for all
beneficiaries. Thus, if one beneficiary seeks to waive the competitive-need
limits on a particular product, the United States would attempt to obtain
concessions not only from that beneficiary, but also from any other
beneficiary that might benefit if the limits on that product were waived.
This approach, if successful, would help avoid any claim that certain
beneficiaries were being discriminated against.

On the basis of these bilateral discussions, a list of GSP products for
which competitive-need limits might be waived would be established. Advice
would be sought from the Commission and from interested parties on the
probable economic effects on U.S. industries and workers of the proposed
competitive- need waivers.

1/ The administration would take into account that Singapore and Hong Kong

have very few import restrictions to eliminate, provided that these tduntries
vow to maintain their free- -trade philosophy.
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Once the advice is provided, a second round of discussions would be held
with advanced beneficiaries and interested midlevel beneficiaries. Final
agreements would be sought on what competitive-need limits would be waived and
what trade barriers would be reduced. Beneficiaries that liberalize their

trade would be expected to maintain any concessions for the duration of the
U.S. GSP program.

Senator Heinz's Amendment

On Jenuary 25, 1984, Senator Heinz (R.-Pa.) proposed an amendment to the
administration's proposal. The Heinz amendment bases eligibility for the GSP
primarily on per capita GNP levels. In addition, the Heinz amendment would
delete the never-used section of the Trade Act of 1974 that allows the
President to waive the competitive-need limits in certain circumstances. The
Heinz amendment would also change the administration's proposal in that the
competitive-need limits for LDDC's would not be waived, and the President
would not be allowed to waive the competitive-need limits for advanced and
midlevel developing countries that have agreed to reduce their trade barriers.

The Heinz amendment includes a list of 49 countries that would
automatically be eligible for GSP benefits. Most of these countries, shown
below, have a per capita GNP of less than $680:

Bangladesh Guinea-Bissau Philippines
Benin Haiti Rwanda
Bolivia Honduras Senegal
Burma Indis Sierra Leone
Burundi Indonesia Somalia
Cameroon Kenya Sri Lanka
Central African Lesotho Sudan
Republic Liberia Tanzania
Chad Madagascar Thailand
Congo, People's Malawi Togo
Republic Mali Uganda
Egypt Mauritania Upper Volta
El Salvador Mozambique Yemen Arab Republic
Ethiopia Nepal Yemen, People's
Democratic Republic
Gambia Nicaragua Zaire
Ghana Niger Zambia
Guinea Pakistan Zimbabwe

Although these countries would be eligible by statute for the GSP, the
President would be able to remove them from the program on the basis of the

criteria set forth in section 502(b)(1-7) of the Trade Act of 1974. 1/

1/ Sec. 502(b)(1-7) of the Trade Act of 1974 gives several specific
conditions under which a country automatically becomes ineligible for the GSP.
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Any other developing country could become eligible for the U.S. GSP
system under the Heinz amendment only if it had already signed the GATT
subsidies code (or entered into an equivalent agreement with the United
States) 1/ or if it signed a congressionally approved agreement with the
United States that eliminates nontariff barriers to investments and to trade
in goods and services. The President would have to notify Congress of his
intent to make a country eligible for the GSP under the provision, along with
his reasons for making the decision. The President could terminate any
designation by giving a 60 days' notice to Congress and the country whose
eligibility is to be terminated.

The Trade Act of 1974 does not explicitly list which countries are
eligible for GSP; it lists only countries that are ineligible. The Heinz
amendment would add 13 countries to the ineligible list. It would remove
Poland and the Republic of South Africa from the ineligible list of the 1974
act. Most of the countries on the list, shown below, have a per capita GNP of
more than $4,000:

Andorra Qatar

Bahrain San Marino

Bermuda Saudi Arabia

Brunei Spain

Kuwait United Arab Emirates
Liechtenstein

Vatican City

Libya

The Heinz amendment would add footwear, handbags, luggage, flat goods,
work gloves, and leather wearing apparel to the list of import-sensitive
products that are excluded from the GSP. These goods are also excluded from
the Caribbean Basin Initiative, legislation passed in 1983.

Related Issues

In addition to the renewal of the GSP system, Congress is considering two
other tariff-reducing measures--the establishment of a free-trade area with
Israel and the establishment of a free-trade area with members of the
Association of Southeast Asian Nations. 2/

If a GSP renewal bill is passed in 1984, it may be tied to one or both of
these other tariff-related measures and would probably incorporate aspects of
both the Administration's proposal and the Heinz amendment.

CARIBBEAN BASIN INITIATIVE

The Caribbean Basin Economic Recovery Act became law in August 1983. The
background of the act, various provisions of the act, and its expected effects
are discussed below. Although some products were excluded, the act extends
duty-free treatment to most imports from designated beneficiary countries into
the United States. By the end of 1983, 20 of the 27 eligible countries had
been designated beneficiary countries by the President.

1/ The subsidies code is a GATT agreement that establishes the rules by
which countries can take countervailing action against subsidized imports.
2/ Indonesia, Malaysia, the Philippines, Singapore, and Thailand.
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Background

The impetus for the Caribbean Basin Economic Recovery Act (CBERA) came in
1981 when the Reagan administration began to formulate a comprehensive
economic package to develop the Caribbesn Basin area. The administration's
approach was first presented in the administration's "White Paper" on U.S.
trade policy given to Congress by Ambassador Brock in July 1981. The approach
was formalized in the Caribbean Basin Initiative (CBI), an economic recovery
program for the Caribbean Basin announced by President Reagan on February 24,
1982, in an address to the Organization of American States.

The CBI is part of a multilateral effort by the Governments of Canada,
Colombia, Mexico, and Venezuela to respond to the economic and social problems
in the Caribbean Basin. As part of this effort, Canada has expanded its
foreign assistance to the region. Colombia has begun a technical assistance
program and has announced plans for greater financial aid and more
concessionary trade policies. Mexico and Venezuela have established a "joint
0oil facility"” to provide low-interest loans to Caribbean Basin countries; they
are raising the funds for the facility through their sales of o0il products to
the region. Through the CBI, the United States is offering duty-free access
to the U.S. market to provide eligible Caribbean Basin countries with
potentially larger exports in traditional export items as well as expanding
exports into nontraditional products.

The CBI is designed to foster economic development in the Caribbean Basin
primarily through economic stimulus to the private sector. To promote

private-sector development, the administration's proposal originally contained
three basic mechanisms: a free-trade arrangement (FTA), investment
incentives, and expanded economic assistance. Under the FTA, designated
beneficiary countries in the Caribbean Basin would receive duty-free treatment
on their exports (with some notable exceptions) to the United States for 12
years. Investment incentives were to come from tax proposals and bilateral
investment treaties. Expanded economic assistance to several of the Caribbean

countries was proposed from supplemental Economic Support Funds under the
Foreign Assistance Act.

The President first submitted the CBI to Congress on March 17, 1982. The
House passed a modified version of the President's proposal, but the Senate
did not act cn either version in 1982. The President resubmitted the
House- passed version of the bill on February 23, 1983, and after being further
modified, the CBERA was passed in July and signed into law in August 1983. 1In
its final form, the CBERA contained the free-trade arrangement but did not
include the investment incentives; the supplemental financial assistance
received sepavale congressional approval.

The Caribbean Basin Economic Recovery Act

The centerpiece of the CBERA is a one-way free-trade area that provides
duty- free access to the U.S. market for 12 years. Under the CBERA, the
President may proclaim duty-free treatment for all eligible articles from any
designated beneficiary country. Articles that are not eligible for duty-free
treatment are textile and apparel articles subject to textile agreements of

the multifiber agreement, certain leather products, footwear, canned tuna,zgnd
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petroleum and petroleum products. 1/ To protect domestic price-support
programs, imports of sugars, sirups, and molasses will receive duty-free
treatment, but only to the quota limits currently in effect. 2/ To qualify
for duty-free treatment for sugar, beef, and veal products, an eligible
country must present the United States with an acceptable plan for food
production that insures adequate food and nutrition levels for the country's
domestic needs. Finally, watches and watch parts are not eligible if they
contain any material that originated in a Communist country.

A product will be eligible for duty-free treatment if it meets certain
rules-of-origin requirements. Under these requirements, the product must be
imported directly from a beneficiary country into the customs territory of the
United States and the value added by the beneficiary country, or by any two or
more beneficiary countries (including Puerto Rico and the U.S. Virgin Islands)
must equal or exceed 35 percent of the product's customs value at the time of
entry. 3/ 1In addition, products that include foreign components must be
substantially transformed, not simply repackaged or diluted, within the
beneficiary country to produce a new and different article of commerce.

Under the CBERA, only 27 countries are eligible for duty-free access to
the U.S. market. 4/ To be designated as a beneficiary country, each of these
eligible countries must satisfy seven mandatory criteria, some of which may be

1/ A list of excluded textile products by TSUS numbers is contained in
Correlation: Textile and Apparel Categories with Tariff Schedules of the
United States Annotated, U.S. Department of Commerce, Revised Jan. 1984,

PP. 118-124. Certain leather products excluded are certain leather, rubber,
and plastic gloves, TSUS items 705.35 and 705.85-86; luggage, handbags, and
flat goods, TSUS items 706.05-706.16, 706.21-706.32, 706.34, 706.36, 706.38,
706.41, 706.43, 706.55, and 706.62; certain leather wearing apparel, TSUS
items 791.76. Footwear excluded are TSUS items 700.05-700.27, 700.29-700.53,
700.56-700.89, and 700.91-700.95. Canned tuna excluded are TSUS items 112.30,
112.34, and 112.90. Petroleum and petroleum products excluded are in pt. 10,
of Schedule 4, of the TSUS.

2/ Caribbean countries not receiving duty-free treatment on sugar products
under the U.S. GSP in 1983--the Dominican Republic and Barbados--will be
subject to absolute quotas free of duty. The remaining countries will receive
the same duty-free treatment for sugar exports to the United States that they
currently receive under the GSP. 1If the Secretary of Agriculture recommends a
change in quotas to protect the domestic price-support program for sugar, the
President may change the quotas on sugar for countries that are not eligible
for the GSP and may suspend the duty-free treatment for the remaining
countries.

3/ U.S.-made components may constitute 15 percent of the 35-percent
value-added requirement.

4/ The list of eligible beneficiary countries and territories includes:
Anguilla, Antigua and Barbuda, the Bahamas, Barbados, Belize, Costa Rica,
Dominica, Dominican Republic, El1 Salvador, Grenada, Guatemala, Guyana, Haiti,
Honduras, Jamaica, Nicaragua, Panama, Saint Lucia, Saint Vincent and the
Grenadines, Suriname, Trinidad and Tobago, Cayman Islands, Montserrat,

Netherlands Antilles, Saint Christopher-Nevis, Turks and Caicos Island, and
the British Virgin Islands.
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waived by the President on national economic and security grounds. 1/ 1In
addition, the President is required to take into account 11 discretionary
criteria when designating a beneficiary country. 2/ As of December 31, 1983,

only seven eligible countries had not been designated as beneficiary countries
with duty-free access to the U.S. market. 3/

Under title B of the act, convention expenses incurred in certain of the
designated beneficiary countries are allowed as business expenses for income
tax purposes. Countries must qualify for this portion of the act by entering
into an agreement with the United States to exchange tax information. These

countries must also not discriminate against U.S. convention sites in their
tax laws.

Safeguard procedures under the CBERA for domestic industries will be the
same as those currently available under title II of the Trade Act of 1974.
Domestic industries--including those in Puerto Rico, the U.S. Virgin Islands,
and other U.S. insular possessions--may petition the U.S. International Trade
Commission for import relief from serious injury or threat of serious injury

1/ Under the mandatory criteria the President may not designate a country if
it: (1) is a Communist country; (2) fails to meet certain criteria regarding
expropriation of U.S. property; (3) fails to recognize arbitral awards to U.S.
citizens; (4) provides preferential treatment to the products of another
developed country which adversely affects trade with the United States;

(5) engages in the broadcast of U.S.-copyrighted material without the consent
of the owner; (6) does not take adequate steps to cooperate with the United
States to prevent narcotic drugs from entering the United States; or (7) has
not entered into an extradition treaty with the United States. The President
is authorized to waive criteria 1, 2, 3, and 5 for national economic and
security reasons.

2/ The 11 discretionary criteria are as follows: (1) an expressed desire by
the country to be designated; (2) the economic conditions in the country
(3) the extent to which the country is prepared to provide equitable and
reasonable access to its markets and basic commodity resources; (4) the degree
to which the country follows the accepted rules of international trade;

(5) the degree to which such country uses export subsidies or imposes export
performance requirements and local content requirements which distort
international trade; (6) the degree to which the trade policies of the country
as related to other CBI beneficiaries are contributing to revitalization of
the region; (7) the degree to which a country is undertaking self-help
measures to promote its own economic development; (8) the degree to which
workers in such country are afforded reasonable workplace conditions and enjoy
the right to organize and bargain collectively; (9) the extent to which such
country protects the intellectual property rights, including patents and
trademarks, of foreign nationals; (10) the extent to which such country
prohibits its nationals from engaging in the broadcast of copyrighted material
belonging to U.S. copyright owners without their express consent; and (11) the
extent to which such country is prepared to cooperate with the United States
in administering the provisions of the CBERA.

3/ Those countries not yet designated by the President are Anguilla, the
Bahamas, Guyana, Nicaragua, Suriname, Cayman Islands, and Turks and Caicos
Islands. :
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that is caused by imports from the Caribbean Basin. 1/ For perishable
products, the President is, however, authorized to restore MFN duty levels
immediately pending completion of the Commission investigation provided that
the Secretary of Agriculture recommends immediate relief. If the Commission
recommends import relief, the President may withdraw duty-free treatment for
imports from all sources or impose duties on imports from beneficiary
countries that differ from duties imposed on nonbeneficiary countries. Other
provisions of the CBERA require the Commission to prepare annual reports that
assess the economic effect of the duty-free treatment 2/ and the Secretary of
Labor to prepare annual reports that review the effect of the act on U.S.
labor.

In addition to safeguards, the CBERA provides measures that benefit U.S.
insular possessions in general and Puerto Rico and the U.S. Virgin Islands in
particular. All products that enter the mainland from U.S. insular
possessions will receive treatment as favorable as products from designated
beneficiary countries. Further, the maximum amount of foreign content that is
permitted for duty-free treatment of products from U.S. insular possessions is
increased from 50 to 70 percent. Under title B of the<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>