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Introduction

Section 163(b) of the Trade Act of 1974 (Public Law 93618, 38 Stat.
1978) directs that, at least once a year, the United States International
Trade Commission submit to the Congress a factual report on the operation of

the trade agreements program. This report is the 32nd report to be submitted
under section 163(b) and.its predecessor legislation. - S

‘Executive Order 11846 of March 27, 1975, defines the trade agreements
program as including: : , -

all activities consisting of, or related to, the negotiation or
administration of international agreements which primarily

concern trade and which are concluded pursuant to the authority
vested in the President by the Constitution, Section 350 of the

Tariff Act of 1930, as amended, the Trade Expansion Act of 1962,
as amended, or the Trade Act of 1974.

The period covered in this report is calendar year 1980, although
occasionally, to enable the reader to understand developments more fully,
events in early 1981 are also reported. The report consists of a preface and
five chapters. The preface sets the stage for the discussion of trade
agreements activities in 1980 by describing the economic and trade performance
of the United States during the year. Chapter I highlights two topics of
special importance in the trade agreements sphere: the administrative
implementation of the Tokyo Round agreements in the United States in 1981--the
year during which most of the codes became operational; and the problem of
economic ad justment in the automobile and steel industries. Chapter 1I
discusses international trade agreements activities that took place within the
GATT during 1980, while Chapter III focuses on trade agreements developments
in other international fora (like the OECD), or bilaterally between the United
States and other countries. Trade relations between the United States and its
ma jor trading partners are treated in Chapter IV, which also describes ma jor
economic and trade policy developments in those countries that have or could
have an effect on the United States. The final chapter covers the
administration of U.S. trade laws and regulations during 1980.

This report was prepared principally in the Commission's Office of
Economics with assistance from the Office of Executive Liaison.



PREFACE
The U.S. Economy and U.S. Trade in 1980

Like other oil-importing industrial countries, the United States in 1980
was greatly affected by the "second oil shock" that started with the Iranian
revolution in early 1979. Partly as a result of this shock, the United States
experienced a sharp but brief recession that was concentrated in the second
quarter of 1980. The economy recovered rapidly during the second half of the
year.

Although real gross national product (GNP) declined at a record
9.9-percent annual rate between January-March and April-June 1980, by
October-December the real GNP was only 0.3 percent below that of
October-December 1979. Within this overall performance,
interest-rate-sensitive sectors fared much worse than others: personal
consumption expenditure (PCE) on durable goods fell at a 43-percent annual
rate from the first to the second quarter and by 4.7 percent on a
fourth-quarter-to-fourth-quarter basis. The corresponding figures for
investment in nonfarm residential structures were a 51-percent annual rate of
decline from the first to the second quarter of 1980 and a 13.5-percent fall
from the fourth quarter of 1979 to the fourth quarter of 1980. Within these
two sectors, PCE for new domestic autos and investment in single family houses
were particularly weak.

By contrast, PCE for services rose 3.0 percent during the year, and net
exports of goods and services rose 14.9 percent. Both increased merchandise
exports and reduced imports contributed to the strong trade performance. The
export rise was broad based, suggesting that the decline of the dollar during
1977 and 1978 had increased U.S. competitiveness. Exports of goods and
services as a share of total U.S. economic output (GNP) were up sharply in
1980, to 9.9 percent from 8.9 percent in 1979 (see fig. 1).

The volume of 0il imports declined about 27 percent from what it was in
1979, reflecting both the economic slowdown and the effects of comservation.
The ratio of U.S. oil consumption to real GNP has been falling at an
increasing rate since 1978.

Despite the lack of large oil price increases, inflation levels were very
high in 1980. The Consumer Price Index (CPI) rose 12.25 percent in 1980,
nearly matching its 1979 rise. The CPI, excluding food and energy, rose 1.5
percentage points faster tham it did in 1979. :

Interest rates were extremely volatile during the year and reached record
highs in March and again in December. 1In 1980, the Federal Reserve placed
less emphasis than before on interest-rate movements and more emphasis on the
direct control of the monetary aggregates. 1/ The ability of the economy to
tolerate record high rates surprised many experts.

1/ The Federal Reserve Board had introduced a new procedure for controlling
thg'money supply in October 1979. This new procedure was based on direct
control of nonborrowed reserves; the old procedure relied on indirect control
of nonborrowed reserves by controlling the Federal funds rate. This change
may have resulted in an interest-rate rise in early 1980 that occurred faster
and went higher than would have otherwise been the case.
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Primarily because the high U.S. interest rates caused large net capital
inflows, the dollar followed the pattern of U.S. interest rates—-first rising
sharply, then falling during April-June, then rising again through the last
half of the year. The dollar closed the year up 5.5 percent on a
trade-weighted basis from its foreign-currency value at the end of 1979.

The unemployment rate, which began the year at 6.2 percent, hit a low of

6.0 percent in February, but then climbed to a 7.8-percent high in May. The
rate edged downward in the ensuing months and ended the year at 7.4 percent.

Evolution of the economy in 1980

By the end of 1979, a 1980 recession was being widely forecast. The
Economic Report of the President said: "The expected recession is likely to
be mild and brief. Decline in real gross national product (GNP) should not
extend much past midyear . . . GNP is forecast to decline by
1 percent . . . ." 1/

The reason for this gloomy outlook for the first half of 1980 was the
surprising strength of the economy in 1979. Real per capita disposable income
grew very slowly during 1979--in part because of the income transfer to
oil-exporting countries that resulted from huge price increases in imported
oil: the unit value of U.S. 0il imports grew from $13.40 in December 1978 to
$26.28 in January 1980. Consumers, however, maintained their living
standards, despite the real-income squeeze, by reducing their personal savings
rate to 4.7 percent in the 1979 fourth quarter—--the lowest rate since 1949.

At the same time consumers and businesses were taking on additional debt,
despite interest rates that had begun to rise sharply in July-December 1979.
Some slowdown in consumer spending in early 1980 seemed inevitable. 2/

The beginning of 1980, however, saw consumer spending remain strong:
there was an unusual amount of speculation in the precious-metals markets;
savings rates stayed low as consumers appeared to be adopting a
buy-before-the-next-price-increase attitude; business credit demands were very
strong, possibly in anticipation of credit restraints. All this was happening
despite interest rates that were soaring above previous highs. By early
March, with the bank prime rate at 17.75 percent and still moving. up, the
Administration felt that "without some additional action these (inflationary
expectations) would validate and further accelerate wage demands and
ultimately lead to an explosion of prices." 3/

In this environment of huge credit demands, the President announced an
anti-inflation plan in a television address on March 14, and urged consumers
to restrict their use of credit. The plan included invoking the Credit
Control Act of 1969, which allows the Federal Reserve to employ a number of
credit restraint measures. The response to the voluntary and mandatory parts
of the program from both consumers and providers of credit was sharper than

1/ Economic Report of the President, transmitted to the Congress,
January 1980, p. 133.

2/ 1bid, p. 132.

3/ Ibid., p. 136.




anticipated. Outstanding consumer installment credit fell in April for the
first time in 5 years. The use of credit slowed even in areas, such as auto
and mortgage loans, that were not covered by the President's program. It is
not clear, however, whether the President's program or the high level of
interest rates was the more important cause of the decline.

Several midyear forecasts predicted that the economic slowdown would
continue until the first quarter of 1981. 1/ Industrial production, however,
increased in August and continued to increase for the rest of the year. Real
GNP grew at a 3.l-percent annual rate during July-December 1980. Although the
auto and housing sectors led the rebound, neither housing starts nor new
passenger auto sales reached their pre-recession levels.

The brevity of the 1980 recession was due in part to businesses
maintaining tight control over inventories in late 1979 and early 1980. Even
when the sharp fall-off in final sales occurred, the involuntary accumulation
of inventories was minimal because output slowed almost immediately. Because
inventory levels were kept low, output recovered quickly once sales
increased. The following tabulation shows a comparison of inventory levels
during the 1974-75 recession with the 1980 recession:

Table l.--Inventory accumulation, nonfarm businesses, 1974-75 and 1980

: 1974 . 1975 : 1980
Item ¢ ITI : IV : 1 : IT1 I : I : IIT : 1V
Billions of 1972 : 7.8 ¢ 13.3 : -15.6 : =12.2 : =1.4 : 0.6 : -3.1 : =5.6
dollars N : : : : : : :
(seasonally : : : : :
ad justed annual : : : : : : :
rates). : : : o : : H :

. . . . . -
. . . .

Source: Bureau of Economic Analysis, U.S. Department of Commerce.

Several factors may have contributed to the smoother inventory cycle in
1980. First, the 1980 recession was widely expected. Second, no fear of a
general raw-materials shortage existed, and thus little precautionary
overstocking occurred. 2/ Third, high interest rates made inventory carrying
costs high. Finally, improved management information systems helped
businesses respond more rapidly to changing economic conditions. }/

1/ For example, see the Federal Reserve's staff projections and the
Organization for Economic Cooperation and Development's forecast for the
United States.

2/ Economic Report of the President, transmitted to the Congress,
January 1980, p. 144.

3/ OECD Economic Surveys: United States, 1980, August 1980, p. 36.




The second half of the year also saw the resurgence of money-supply
growth. After falling below the lower limits of their target ranges in March
and April, the monetary aggregates began increasing rapidly in May. By
September all measures of the money supply were at or above the upper limits
of their target growth ranges.

Although the money stock was growing faster than planned, it was not _
growing fast enough to prevent interest rates from rising once the recession
ended. Thus, interest rates, which had hit their recession lows in June
(T-bills) and July (Federal Funds), began climbing sharply in late July.

The normal lag in obtaining accurate data on current economic conditions
was the primary reason the Federal Reserve mis judged the strength of the
recovery and allowed the money stock to grow so rapidly: "In retrospect, the
persistent high rate of monetary growth since July appears excessive; however,
as events unfolded the picture was one of considerable ambiguity. . . . The
extent of that rebound in economic activity was not clearly apparent until
data were received in late September and October.” 1/

By the November 18 meeting of the Federal Reserve's Open Market Committee
(FOMC), it was clear that: (1) the strength of the economy had been severely
underestimated; (2) in order to meet the money growth targets established in
February and reaffirmed in July, it would be necessary to risk allowing
interest rates to rise to their pre-recession levels.

In addition to expressing concern about the "possibility that the
greater—than-anticipated strength of the recovery in recent months would be
followed in early 1981 by a decline in real GNP," 2/ the FOMC members
"expressed concern about inadvertently contributing to the volatility of
interest rates, because of the implications of such volatility for economic
activity, for inflationary psychology, and for the functioning of financial
markets.” 3/ Although not specifically cited by the FOMC, the international
impact of interest-rate volatility via the exchange markets has, in the

current year (1981), become a significant issue both for the United States and
for its major trading partners.

The decision reached at the November 1980 meeting, and reaffirmed in
telephone conferences on November 26, December 5, and December 12, was to
stick to the money-supply goals established for 1980, "without (open market)
operations being precisely constrained” by the Federal funds ceiling rate of
18 percent.

1/ Statement to Congress by Paul A. Volker (Chairman, Board of Governors of
to Federal Reserve System), "Recent Developments in Monetary Policy," Federal
Reserve Bulletin, vol. 66, No. 12, December 1980, p. 952,

2/ "Record of Policy Actions of the Federal Open Market Committee,” Federal
Reserve Bulletin, January 1981, p. 29.

3/ Ibid., p. 30.




As a result of this decision, the narrow money supply aggregates grew
little in November and December, and by yearend were well within their target
ranges. The growth of Mzand M3also slowed; these monetary aggregates ended

1980 just above their established upper limits. Although interest rates did
reach their spring highs in mid-December, they soon retreated. Despite this

monetary turmoil, economic growth remained strong in October-December 1980 and
was very rapid in the January-March 1981.

U.S. international transactions in 1980

Balance of payments.--The U.S. current account was in rough balance in
1980 for the second straight year, moving to a $3.7-billion surplus, after a
$0.7 billion deficit in 1979. The most notable aspect of the U.S. trade
picture in 1980 was an improvement in the merchandise trade balance--from a
deficit of $29.4 billion to a deficit of $25.3 billion. 1/ This was achieved
despite a 63-percent increase in the average unit value of petroleum imports
that resulted in the oil import bill increasing by nearly $19 billion from
what it was in 1979.

The services balance--of which the largest component is earnings from
direct investments abroad——was almost unchanged at a surplus of $36.1
billion. This followed several years of improvement and a particularly sharp
gain in 1979, which was largely attributable to a rise in U.S. petroleum
company earnings. The remaining component of the current account-—unilateral
transfers--moved from a deficit of $5.7 billion to a deficit of $7.0 billion.

Main features of the capital account in 1980 included an $8.2 billion
increase in U.S. official reserve assets, as the U.S. Government took
advantage of periods of dollar strength to buy foreign currencies, mainly
German marks. Foreign official reserve assets in the United States were up
$15.5 billion, due principally to increased Organization of Petroleum
Exporting Countries (OPEC) investment in U.S. Treasury and corporate
securities. Net foreign direct investment in the United States was
$10.8 billion, whereas net U.S. direct investment abroad was $18.5 billion.
Both of these flows declined slightly from what they were in 1979. The large
net private capital outflows in 1980 were almost offset by a positive
statistical discrepancy of $35.6 billion. This discrepancy item, which has
grown very rapidly in the past 3 years, is believed to consist of private
capital inflows through unrecorded channels (i.e., not through banks), and to
arise (as a counterpart to the recorded outflows through banks) from a close

integration of U.S. and offshore financial markets via Caribbean branches of
U.S. banks. 2/

1/ Trade figures cited are on an international accounts (IA) basis.

27 Federal Reserve Bulletin, April 1981, "U.S. International Transactions in
1980," vol. 67, No. 4, p. 273.




Merchandise trade.--Year-to-year growth in U.S. export volume slowed to
8 percent in 1980 from 11 percent in 1979 (see table 2). The value of goods
exported was up 22 percent, rising to $223.9 billion. U.S. exports grew
strongly from 1978 through January-March 1980, probably as a result of the
continuing favorable effect on U.S. competitiveness of the depreciation of the
dollar during 1977 and 1978. The flattening of the U.S. export trend line
during April-December 1980 coincided with a sharp dropoff in GNP growth in
ma jor developed country markets. The value of agricultural exports during
1980 grew at the same rate as it did during 1979 (18 percent) despite the
limited embargo imposed by the United States on grains sales to the U.S.S.R.
Lower sales to the Soviet Union were offset by higher sales to nontraditional
markets in Eastern Europe, China, and Latin America.

Table 2.--Percentage change, 1980 from 1979 in value and volume of U.S. trade

Exports : Imports
Item ; Total ; agriSS;;ural ; Agricultural : Total ° peEEZIeum : Petroleum
Value———m- T 23 1B i 18 13 : 32
Volume————; 8 ; 6 ; 10 ; -3 ; - ; -20

Source: Bureau of Economic Analysis, U.S. Department of Commerce.

Import .volume decreased 3 percent from 1979 to 1980. Import value was
up 18 percent to $249.3 billion. There was a sharp decrease in the volume of
0oil imports-—to 7.1 million barrels per day from the 8.81 million barrels per
day in 1979--due to a combination of factors: a lower level of U.S. economic
activity, conservation, substitution of alternative fuels for petroleum, and
slower stock building. 1/ Imports as a percent of petroleum consumption fell
to 42 percent in 1980 from 48 percent in 1979. Sharply higher prices, though,
led to an increase in the oil import bill of $19 billion from what it was in
1979. This represented fully one-half of the total increase in the value of

U.S. imports over 1979 and brought the share of petroleum in total imports to
32 percent.

Nonpetroleum imports, like U.S. exports, had been following an improved
trend since 1978, probably owing to better U.S. price competitiveness. There
was a sharp drop in these imports in April-June 1980, as the United States
went into recession. The decline was concentrated in industrial supplies,
imports of capital goods were only slightly affected.

There were several notable shifts in bilateral merchandise trade
balances in 1980. The U.S. trade surplus with the nine countries of the EC
grew from $9.2 billion to $17.6 billion, as the value of U.S. exports jumped
26 percent. The deficit with OPEC countries rose from $30.5 billion to $38.2
billion. The negative balance with Japan rose moderately~-from $8.6 billion

to $10.4 billion, because of rapid growth of imports of automobile products
and industrial machinery. '

1/ TIbid., p. 271.






CHAPTER I
HIGHLIGHTS AND SELECTED ISSUES IN TRADE AGREEMENTS ACTIVITIES IN 1980

In 1980, the United States and its trading partners in the General
Agreement on Tariffs and Trade (GATT) began the process of implementing the
various tariff and nontariff agreements negotiated during the Tokyo Round of
Multilateral Trade Negotiations (MTN). On January 1, 1980, most of the
industrial-country participants in the Tokyo Round made the first of a series
of generally annual tariff cuts agreed upon in the negotiations. Japan began
its staging on April 1, 1980. When completed, these tariff cuts will have
reduced the average duties on imports of manufactured goods by about
one-third, a cut comparable to that achieved in the Kennedy round of 1964-67.
On January 3, 1980, the United States basic tariff-cutting authority provided

by Section 101 of the Trade Act of 1974 for use in the Tokyo Round
negotiations expired. 1/

Seven of the nine multilateral Tokyo Round agreements on nontariff
barriers to trade also came into effect on January 1, 1980. These included
agreements covering subsidies and countervailing duties, technical barriers to
trade, import licensing procedures, aircraft, a revised antidumping code, and
the two agricultural arrangements covering bovine meat and dairy products.

The agreements covering Government procurement and customs valuation 2/
entered into effect on January 1, 1981. '

To most of the countries of the world 1980 brought growing inflation and
unemployment, rising interest rates and exchange rate instability, and large
trade and payments imbalances. Many countries experienced difficulties in
adjusting to such economic dislocations. Governments were consequently under
pressure to restrict competition from imports and to assist exports by
subsidies or other means. As a symptom of this pressure, a number of trade
disputes arose concerning, among other products, steel, automobiles, textiles,
sugar, tuna, and apples. The interaction of economic adjustment with trade

actions in two key basic industries—automobiles and steel--is discussed more
fully below. |

The economic difficulties of 1980 were also reflected in the low growth
of both world production and world trade--both recording their third lowest
gains since the Second World War. Growth in the volume of world production

1/ Very limited tariff-cutting authority was still available after Jan. 3,
1980, in the form of the so-called “"residual negotiating authority” of Section
124 of the Trade Act. The Sec. 124 authority continued for an additional two
years, and provided a means by which the United States could make final
ad justments in the Tokyo Round package of tariff concessions. This authority
was not used during 1980, but some of the procedural prerequisites for using
it were initiated. _ '

2/ The United States and the European Community (EC) implemented the
ag;éement on customs valuation on July 1, 1980.
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slowed for the fourth consecutive year, to 1 percent in 1980, and year-to-year
growth in the volume of world trade was 1.5 percent, down from 6 percent in
1979. The value of world trade reached nearly $2 trillion in 1980, or
approximately 20 percent more than the value in the previous year. Most of
this increase is attributable to the strong rise in dollar unit values. On an
f.a.s. basis, the U.S. trade deficit decreased compared with that recorded in
1979. U.S. exports increased by about 21 percent, to $220.5 billion, and
imports increased by 17 percent, to $240.8 billion. U.S. trade surpluses with
the European Community and Mexico increased in 1980, compared with that in
1979, but U.S. deficits with Canada and Japan also increased.

MIN Implementation in the United States

Implementation of the vast majority of the tariff concessions negotiated
by the United States in the Tokyo round began on January 1, 1980, when the
first stage of tariff reductions for a few thousand TSUS items were put .into
effect by Presidential Proclamation 4707 of December 11, 1979. The first
stage of tariff reduction for several hundred TSUS items, mainly benzenoid
chemicals subject to thc American Selling Price system, and benzenoid related
chemicals, began on July 1, 1980, when the United States, along with the
European Communities, implemented the Customs Valuation Code, (Presidential
Proclamation 4768 of June 28, 1980).

Most tariff reductions will be made in eight equal stages, with the final
stage becoming effective on January 1, 1987. There are numerous exceptions to
this general rule, however. The United States implemented the full concession
on January 1, or July 1, 1980, for a few hundred TSUS items, delayed the first
stage of implementation until January 1, 1982, for textiles, apparel and steel
products, and varied the staging of concessions for several hundred more TSUS
items to accelerate or slow down the implementation of the tariff
concessions. Other countries have made similar exceptions, notably our
principal trading partners, Canada, Japan, and the European Community. The
implementation of some U.S. tariff concessions is delayed until certain
conditions upon which they are contingent are fulfilled.

The Agreements on Antidumping, Subsidies and Countervailing Duties,
Technical Barriers to Trade (Standards), Licensing, Trade in Civil Aircraft,
and the Arrangements Regarding Bovine Meat and Dairy Products also entered
into force for the United States on January 1, 1980, and the United States,
together with the European Community, implemented the Agreement on Customs
Valuation on July 1, 1980, 6 months before the agreement itself was to become
effective. The United States also began preparations for implementing the
Agreement on Government Procurement, scheduled to become effective
January 1, 1981.

The first step toward implementation of these agreements was taken in
1979 with passage of the Trade Agreements Act of 1979 which approved the
agreements, authorized their acceptance by the President (which would give
them the force of U.S. law as executive agreements) and authorized the
President to take such actions necessary to implement them under U.S. law.
The Trade Agreements Act also made extensive revisions in U.S. statutes on
antidumping, countervailing duties, and customs valuation to bring them into
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conformance with the agreements on those subjects. These revisions in turn
necessitated extensive revisions in the rules of procedure of the U.S.
International Trade Commission and the Commerce Department's International
Trade Administration, which would be administering functions under the revised
statutes on antidumping and countervailing duties, and in the Treasury
Department's customs regulations dealing with valuation. 1In preparation for
the change in valuation practices, the Customs Service held training courses
for its agents throughout the country.

In late 1980, the Secretaries of Commerce and Agriculture established
technical offices in their departments to carry out functions assigned to
those departments by the President under the Agreement on Technical Barriers
to Trade. The Bureau of Standards in the Department of Commerce assumed the
functions of the standards information center called for in that agreement.

Aside from the proclamation of duty-free treatment for the civil aircraft
products covered by the Aircraft Agreement and the waiving of provisions of
the Buy America Act, no other special administrative actions were necessary to
implement that agreement. No special administrative actions by the United
States were required to implement the Licensing Procedures Agreement or the
Arrangements Regarding Dairy Products and Bovine Meat.

In preparation for the entry into force of the Agreement on Government
Procurement and in order to ensure that all Federal agencies meet their full
obligations under the agreement, and to delineate responsibilities regarding
the implementation of the agreement, the President issued Executive Order
12260 on December 31, 1980. The executive order mandated that all covered
Federal procurement be conducted in full compliance with the agreement. The
order also delegated authority to the USTR to waive in the case of any covered
purchase the application of any law, regulation, procedure, or practice which
would discriminate against or among the products of parties to the agreement.
On January 1, 1981, the U.S. Trade Representative issued a determination
exercising this authority, thereby waiving, inter alia, the Buy America Act,
and special preferences afforded by the Department of Defense, for all covered
purchases from parties to the agreement. Subsequently, all relevant
regulations were revised to take code obligations into account.

In the MTN the United States had agreed to abolish the so-called
"wine-gallon" method of taxing and levying duties on imported distilled
spirits, which constituted a significant discrimination against imported
products. To implement this concession, the Trade Agreements Act
substantially revised the provisions of the Internal Revenue Code of 1954 on
the taxation of distilled spirits. Corresponding revisions were then made

late in 1979 in the regulations of the Internal Revenue Service implementing
these provisions.

At the same time that the United States was implementing the MIN
agreements domestically, a program was also launched to monitor and enforce
U.S. rights under the agreements in other countries.

Section 901 of the Trade Agreements Act of 1979 amended section 301 of
the Trade Act of 1974 to provide a more effective procedure for insuring
enforcement of U.S. rights under trade agreements and for relief from certain
unfair and burdensome foreign trade practices. An industry, experiencing a
problem with its export trade, may bring its particular problem, whether or -
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Government for resolution under section 301, which, inter alia, authorizes the
President to take action to enforce U.S. rights under any trade agreement and
to respond to a foreign policy or practice that is inconsistent with or denies
U.S. benefits under a trade agreement. The President may take all appropriate
and feasible action within his inherent and statutory authority to enforce
U.S. rights or obtain elimination of the acts, policies, or practices referred
to in section 30l. In addition, he may suspend or withdraw benefits of trade
agreements granted by the United States or impose retaliatory import
restrictions. In May of 1980 the U.S. Trade Representative, which administers

section 301, issued revised regulations for proceedings under that section (19
CFR Part 20006).

The International Trade Administration of the U.S. Department of Commerce
in 1980 devised an elaborate monitoring and reporting procedure for its
commercial attaches abroad to report on developments in their host countries
which may affect U.S. rights under the various non-tariff measures
agreements. The requirements for monitoring activities relevant to operation
of the Customs Valuation Agreement are an example. Commercial attaches are to
report from their posts the following types of information on a continuous
basis: (1) texts of legislation, regulations, judicial decisions,
administrative rulings and procedures relevant to implementing the agreement;
(2) any significant changes in the implementing procedures that come under
consideration following entry into force of the agreement; (3) any complaints
regarding the valuation of goods entering any of the signatory countries from
the United States, together with a full explanation of the facts and details
of the complaints, and an evaluation of the basis for the complaints and
recommendations for action when appropriate. In addition, posts were
instructed to keep abreast of and report important developments in the
agreement that would be helpful to U.S. traders. Similar reporting
requirements were established for each agreement on a continuing basis. The
establishment of these monitoring and reporting requirements indicates the

strong U.S. intent to see that its rights under the various agreements are not
impaired.

Problems of Economic Adjustment in Basic Industries
During 1980, large-scale adjustment of the economic structures of the

United States and other countries continued to cause problems and conflicts in
trade relations. lj Dramatic increases in the relative price of oil versus

1/ One of the basic functions of any economic system is to provide for the
efficient-allocation of productive resources--labor, capital, and so forth.
As economic conditions change, the allocation of resources in an economy must
also change if its output is to increase, or even to be maintained. The term
"structural adjustment” refers to this reallocation process, either at the
level of the individual firm or at the level of industries and regions. Many
kinds of changes could require (or at least indicate the need for) structural
adjustment of an economy: technological change, changes in resource
availability, changes in consumer preferences, and so forth. Ad justments to
these changes are being made continuously in market economies. Though there
are sometimes large costs involved in this process--capital losses or
bankruptcies, "frictional” unemployment as workers move from one line of work

to another--adjustment is essential to the future ability of the economy to
provide stable or ricino inramac.



13

other goods have caused massive payment imbalances in many countries.
Countries have attempted to adjust to the increased price of oil by
introducing policies to reduce their dependence on imported oil and by
increasing investment in energy-efficient equipment. Partly because of the
increasing importance of oil-exporting developing countries, and partly
because many newly industrializing countries with relatively low wage scales
are beginning to export the full range of manufactured goods, traditional
trading relationships are shifting. 1In the past two decades, the industrial
countries' share of world trade has declined, whereas the developing
countries' share has increased, particularly in the case of the traditional
oil-exporting developing countries. As the relative importance of heavy
industries to the gross national Product of developed countries has declined,
the share of employment , investment, and value added in the services sector
has increased at an accelerating rate.

Compounding these ad justment problems in recent years has been the
slowdown in the rate of economic growth and concomitant increase in the rate
of inflation, particularly among developed market economies. As a result, the
costs associated with adjustment are more difficult to absorb. For example,
with high unemployment, workers displaced by plant closings are less likely
to find new work. At the same time, lower profit reduces the ability of firms
to invest in new manufacturing processes or to convert to energy-efficient
equipment.

In the United States, the flexibility of the economy is declining even as
the need to change is increasing. For example, inflation is making it
increasingly less attractive for workers to relocate. This is particularly
true for an older worker whose entire equity may be tied up in his house.

Also, because some industries are characterized by large plant size, are
geographically concentrated, and often dominate their local labor markets,
workers and capital are not reallocated smoothly when structural change occurs.

Problems associated with structural adjustment in basic industries often
become international trade problems. Faced with high inflation, high
unemployment, and stagnant growth, governments have looked for ways to control
the adjustment process and to minimize its impact. 1/ Unfortunately, no
international concensus exists on the appropriate role of governments in
Structural adjustment, or on the distribution of adjustment costs among
economies. 2/ In this situation, some governments have assumed greater direct

1/ In the United States, there was during 1980 great interest in the
coﬁbept of "reindustrialization," and an examination took place within the
Federal Government of the possibility of formulating some sort of "industrial
policy” that would have the government play a major role in facilitating and
coordinating the reallocation of resources in the economy. Though the debate
is not over, the current view is that direct Federal involvement in allocating
capital or in supporting older industries that face ma jor adjustments is
inappropriate. See the Economic Report of the President, Transmitted to the
Congress January 1981, p. 128.

2/ In recent years various committees of the OECD have studied these
ad justment issues. An important result of this work was the adoption, at the
meeting of the OECD Council at Ministerial Level in June 1978, of a document
called Policies for Ad justment: Some General Orientations. These Orientations
recognize the need for adjustment, and call for "a fair sharing of the costs
of adjustment.”
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responsibility for the social consequences of the adjustment process by
nationalizing industries, or by giving subsidies designed to ease--or even to
resist--structural changes. To limit the international pressures on domestic
industries, governments have erected various nontariff barriers such as
quantitative restrictions, voluntary restraint agreements, or reference or
trigger-price mechanisms (TPM), and they have increased the application of
countervailing and antidumping duties. The sections that follow describe

trade actions during 1980 in two industries——autos and steel--that are
undergoing rapid structural change worldwide.

Automobiles

Beginning in mid-1979 and throughout 1980, increased automobile imports
from Japan caused tension among the United States, Japan, and the European
Community. Some U.S. and European auto producers claimed that increased
imports of Japanese cars hurt their industries. Japan contended that high
gasoline prices, economic recession, consumer preferences—-rather than
increased imports-—-were responsible for the problems of the United States and
EC auto industries.

U.S. actions.--On June 12, 1980, the United Auto Workers (UAW) union
petitioned the U.S. International Trade Commission, under section 201 of the
Trade Act of 1974, to recommend imposition of quotas and higher tariffs on car
and light-truck imports for a period of 5 years. The UAW petition stated that
the U.S. auto industry needed temporary relief from import competition to help
it complete retooling to build more fuel-efficient cars. On August 4, the
Ford Motor Co. also filed a petition, asking the Commission to recommend
quotas on car imports and a 25-percent duty on imported lightweight trucks.

In July, President Carter unveiled a $1-billion package of emergency
measures designed to assist auto manufacturers, workers, dealers, and
auto-producing communities. 1In addition, he requested that the Commission
expedite its investigation. The Commission refused the request.

The Commission held hearings on October 8-11 on the question of whether
imported vehicles had substantially injured, or were likely to injure, the
U.S. automobile industry. On November 10, by a 3 to 2 vote, the Commission
determined that automobiles, trucks, and truck bodies and chassis are not
being imported into the United States in such increased quantities as to be a
substantial cause of serious injury, or threat thereof, to the domestic
industries producing like or directly competitive articles. Some
Commissioners cited, as causes of problems faced by the U.S. auto industry, a
decline in demand for automobiles resulting from overall economic
conditions 1/ and a shift in demand away from large cars to small cars, rather
than a shift away from domestic cars to imports.

Congressional action on autos.--Committees of both houses of Congress met
throughout 1980 and into 1981 to discuss the health of the U.S. automobile
industry, the increased volume of automobile imports from Japan, and possible

1/ Economic recession, credit difficulties, rising costs of car ownership.
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methods of resolving the U.S. industry's problems. Witnesses at the hearings
included officials from the Office of the United States Trade Representative,
Depar tment of State, the Congressional Budget Office, Department of Commerce,
United Auto Workers, AFL-CIO, Ford Motor Co., General Motors Corp., Chrysler,
American Motors Corp., Checker Motors Corp., Volkswagen, Automobile Importers
Association of ‘America and the American Imported Automobile Dealers
Association. At the spring 1980 hearings, representatives from the UAW and
Ford Motor Company pushed for import restrictions on automobile imports from
Japan. They also wanted Japan's automakers to build assembly plants in the
United States and suggested passage of local content-requirement legislation
to require a high proportion of U.S.-made parts in U.S.-assembled vehicles.
Other witnesses claimed that import restrictions would not alleviate
unemployment in the U.S. auto industry. Similar opinions were expressed at
hearings held later in the year. Spokesmen for the Carter administration
opposed both import—quota and local content-requirement legislation.

No legislation restricting imports of Japanese automobiles was passed
during 1980. However, following the U.S. International Trade Commission
determination in November of 1980 that automobile imports were not a
substantial cause of serious injury to the U.S. auto industry, hearings were
begun in the Congress to study the possibility of passing legislation
authorizing the President to negotiate auto import restraints with Japan.
President Carter had stated that without a Commission finding of injury due to
imports he lacked the statutory authority to negotiate and implement an
orderly marketing agreement (OMA) on autos with Japan. A resolution was
subsequently passed in the House of Representatives authorizing the President
to negotiate import restrictions on cars, light trucks, and auto parts, but
the Senate did not pass the measure before it ad journed in December.

Bilateral consultations.--Bilateral U.S.-Japanese consultations on the
automobile issue continued throughout 1980. In May 1980, following spring
negotiations, the Japanese Government announced a package of measures designed
to help resolve the automobile issue in a way that did not adversely affect
the general economic relationship between the United States and Japan. The
Japanese statement described "steps the Japanese industry concerned has
decided to take thus far, and the steps the Japanese Government has already
taken or will take, for facilitating entry into the Japanese market of/autos
and auto parts.” In conjunction with these measures, Japan expressed hope
that the United States would make efforts to improve the export
competitiveness of U.S. automobiles.

The package of measures, unveiled on May 15, consisted of promises to
eliminate Japanese tariffs on most automotive parts, simplification of
standards and inspection procedures, steps to promote Japan's imports of
U.S.-made auto parts, and a pledge by the Japanese Government to "continue its
policy of encouraging 'economically viable' investment by Japanese motor
vehicle manufacturers in car, truck, and parts facilities in the
United States.” 1/ To promote Japan's imports of U.S. auto parts, the
statement promised that tariffs on almost all auto parts would be reduced to

}/ Japan Insight; United States-Japan Trade Council; No. 20; May 23, 1980;
p. 3.
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zero. 1/ The action replaced an earlier Japanese decision to accelerate duty
reductions on automotive parts agreed to during the Tokyo round of
multilateral trade negotiations. In addition, a Japanese Government-—auto
industry mission was scheduled to travel to the United States to promote
Japanese purchases of U.S. auto parts.

In response to requests by the United States, the statement indicated
that Japan agreed to seven specific changes in Japanese standards and
inspection procedures for imported cars. These were (1) agreeing to supply
quickly information on changes in safety and environmental standards and
inspection procedures, (2) simplifying the documentation that must be
submitted for inspection, (3) approving installation of digital speedometers,
(4) after testing, allowing the use of a new type of emissions—analysis
equipment, (5) extending of the current 4 year time limit for the replacement
of catalytic converters, (6) using a car's date of manufacture
for determining the applicable safety standards instead of the date of
application for inspection (as long as a notarized certificate showing the
manufacture date accompanies the car), and (7) allowing the use of the same
type-approval g/ system for imported cars that is used for Japanese-made autos.

The statement said that the Japanese Government had and would continue to
encourage investment by Japanese auto manufacturers in the United States but
said that "under the free enterprise system, the final decision on such
entrepreneurial matters as investment is the prerogative of the private
sector.” To encourage investment in the United States by Japanese motor
vehicle manufacturers, a team of Japanese public sector and auto parts
industry officials was scheduled to visit the United States in conjunction
with the auto parts buying mission.

The Japanese Auto Components Buying Mission, composed of Japanese auto
manufacturers, auto parts wholesalers, and government officials, visited the
United States during September 1980. The mission was organized jointly by the
U.S. Department of Commerce, the United States Trade Representative, and the
Japanese Ministry of International Trade and Industry (MITI). At bilateral
discussions held before the trip, representatives of the United States and
Japan agreed on some objectives and ground rules. The main purpose of the
parts buying mission was to accelerate the expansion of exports of U.S. auto
parts to Japan. However, it was agreed that Japanese auto manufacturers would
increase their volume of new purchases of U.S.-made components at a pace
consistent with sound business practice; that is, more complex components
would require longer lead times and relatively simple components could be
adopted quickly for original-equipment and replacement markets. Japanese auto
manufacturers also participated in a companion Automobile Components
Investment Mission sent to discuss licensing and joint venture arrangements
for some auto components. Both the Commerce Department and MITI agreed to
monitor results for a 2-year period following the mission.

1/ On Mar. 31, 1981, the Japanese Diet passed a bill to eliminate duties on
many auto parts imported into Japan, effective Apr. 1, 1981.
2/ Approval of a group of similar products based on a sample.
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In early 1981, the Commerce Department issued a First Report on Follow-Up

Activities to the Automobile Components Mission. While stating that it was
then too early to attempt to assess the mission's full achievement, the report
said some increase in Japan's purchases of U.S. auto parts——from earlier
projected 1980 sales of $120 million to actual sales of $139 million—was
already apparent. Some increase was also shown in U.S.-Japanese joint
ventures and licensing agreements in auto parts manufacture. However, certain
U.S. auto parts manufacturers felt the mission was a failure, and some
complained that Japanese participants were not sincerely interested in
purchasing U.S.-made auto parts.

During the latter part of 1980, Japan remained opposed to a formal
agreement or voluntary restraints limiting U.S. automobile imports from
Japan. However, Japanese officials made a number of public statements urging
Japanese car manufacturers to moderate their car shipments to the
United States. 1/

The European Community also experienced a sharp increase in the level of
Japanese automobile imports into the EC market in 1980 (fig. 2). The greatest
increase occurred in those countries without large domestic automobile
industries—--Ireland, Denmark, Belgium, Luxembourg, and the
Netherlands-—displacing autos produced in other EC countries. Even in
Germany, with a large domestic auto manufacturing industry, Japan's share of
the auto market rose from 5.6 percent in 1979 to 10.3 percent in 1980."
Because of the displacement of European-manufactured automobiles by imports

from Japan, the Europeans sought limits on imports of Japanese cars into the
EC.

On November 18-19, shortly after the conclusion of the U.S. International
Trade Commission auto investigation, European automobile industry leaders
traveled to Tokyo to discuss auto trade problems with Japanese automobile
manufacturers. The Europeans were pushing for limits on imports of Japanese
cars into the European Community. The talks were held at a private,
nongovernmental level. Participants had set up the discussions before the
Commission case was concluded, and some sources suggested that the
Commission's negative determination on the automobile investigation weakened

the European officials' bargaining position and prevented their achievement of
limits on car imports. ‘

Before the meeting, several U.S. Congressmen voiced protest that limits
on EC auto imports would violate international trade laws "in complete
disregard to the letter and the spirit of the GATT." They pointed out that

l/ On May 1, 1981, the Japanese Minister of International Trade and Industry
announced that his country would limit passenger car exports to the United
States to a total of 1.68 million units from April 1981 to March
1982--representing a cutback of 7.7 percent. In addition, exports for the
following year (April 1982 through March 1983) will be limited to the sum of
the export ceiling for the first year plus 16.5 percent of the estimated
increase in sales of passenger cars in the U.S. market for that year.
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most EC countries already have limits on car imports from Japan, 1/ stating

that "we have severely restrained ourselves in the name of open trade, while
other nations of the world openly cavort in dividing up markets and setting

cartels.”

Steel

Depressed conditions in the steel industry worldwide stalled recovery in
the EC and the United States in 1980. Against this background, three ma jor
policy developments in steel trade took place: (1) the filing of an
antidumping suit by U.S. Steel Corp. against seven EC steel producers,,
prompting suspension, on March 21, 1980, of the Trigger—Price Mechanism in the
United States; 2/ (2) the withdrawal of the antidumping suit and simultaneous
reinstatement by the U.S. Government of a modified TPM; and (3) the
introduction in the EC of a system of production quotas. :

The implementation of the TPM in 1978 coincided with a change in the
composition of U.S. imports of steel. The previously high Japanese import
market share had been declining since mid-1977, and the EC's market share had
increased. The downturn in market conditions in 1980, coupled with continued
import penetration, led to the U.S. Steel antidumping action against steel
producers in the EC, which had become the source of recent gains in import
markets in the United States.

The antidumping action caused EC concern over the state of U.S./EC trade
relations, it was felt that any increased restrictions on EC steel deliveries
would jeopardize the EC's steel recovery plan. The EC repeatedly expressed
concern to the United States, because they believed that the U.S. antidumping
action and TPM suspension went against the 1977 OECD consensus on steel, which
states that action by producing countries to deal with problems facing their
industry and to facilitate restructuring should not damage traditional trade
flows. 3/ The EC was in a Position to potentially retaliate against U.S. _
exports of other goods, a situation which could have escalated into a trade
war.

The withdrawal of the U.S. Steel antidumping complaints against the
European producers and the U.S. Commerce Department's acceptance of this
withdrawal created the conditions necessary for reinstatement of the TPM, in
modified form, after an interruption of 7 months. The TPM was reinstated on

1/ For instance, Italy limits imports of Japanese cars to about 2,000 per
yeE}, France holds Japanese imports to about 3 percent of their auto market,
and the United Kingdom and Japan have a "gentleman's agreement"” limiting Japan
to about 10 percent of the United Kingdom auto market. See ch. IV of this
report, European Community section, for further description of limits.

2/ The TPM is a reference price; sales below the TPM "trigger” an inquiry
into possible dumping. For more information on the U.S. antidumping action
and the TPM, see ch. V of this report.

_2/ Commission of the European Communities, Fourteenth General Report on the
Activities of the European Communities in 1980, p. 268.
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October 8, 1980, for a period of 5 years. 1/ In announcing its intention to
reinstate the TPM, the Department of Commerce stated that it had based its
decision on, among other things, recognition by the U.S. industry of its
critical need to accelerate the modernization of its facilities, and
recognition by the Commission of the European Communities (CEC) of the need
for adjustment by the European steel industry. As such, it represented a
compromise which accommodated the interests of steel producers in both the
United States and the EC. Producers in the EC retained access to the U.S.
market unhampered by immediate prospects for continued dumping complaints by
U.S. steel firms. In addition, under the new preclearance procedures,_g/
foreign steel suppliers were given the chance to gain exemptions from the
trigger prices. é/ U.S. steel producers were accommodated by the promised
upgrading of TPM enforcement and the introduction of an “import surge"
provision.

In the EC's internal steel market, demand dropped sharply in 1980, and
the capacity utilization rate fell to 58 percent by September, ﬁ/ the lowest
rate ever recorded in the EC. 1In October, the CEC declared that the EC steel
industry was confronted with a "manifest crisis” and invoked article 58 of the
Treaty of Paris, 5/ which allowed the CEC to establish binding production
quotas for all producers of crude steel and most rolled products._g/ This
measure represented the most severe instance of market intervention in the
steel industry yet taken by the CEC. It supplemented the steps that had
already been taken to insulate EC producers from external market disruption.
Since 1978, steel imports into the EC have been subject to antidumping
monitoring by the basic price system (BPS), a device similar to the TPM.
Import-supplying countries are exempted from the BPS if they conclude

bilateral voluntary export restraint (VER) agreements with the EC on yearly
steel shipments. 7/

1/ As a result of further antidumping and countervailing duty complaints
filed by various domestic steel companies at the end of 1981, the TPM was
again suspended by the U.S. Department of Commerce on Jan. 11, 1982.

2/ Under the preclearance procedures, a foreign producer or exporter can
ship steel mill products to the United States at prices below the applicable
trigger prices without "triggering” an antidumping investigation, if he can
prove that his prices are not at less than fair value. If Commerce finds that
a fair value is below the trigger price, it may establish, for the quarter
under consideration, a preclearance price based on the fair value adjusted
where appropriate.

3/ After the reinstatement of the TPM in October 1980, only 1 EC firm, a
Belgian stainless steel wire producer, applied for preclearance.

4/ See Commission Decision No. 2794/80/ECSC of 31 Oct. 1980, Official
Journal of the European Communities No. L291, p. 1. T

5/ Treaty establishing the European Coal and Steel Community, 140.

6/ OJEC L291, art. 2, p. 4 (1980).

zy The first VER's were concluded in 1978 and encompassed nearly all steel
imports to the EC. They have been renewed yearly since then with most
supplying countries.
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Under the production quota system instituted by the EC, the Commission
set quotas on maximum production levels and limits on steel deliveries to EC
customers for each EC steel firm. Limits on steel deliveries to EC customers
were based on a ratio determined by the pattern of a firm's steel deliveries
to its customers in the Community and in third (non-EC) countries during
1977-80. No firm may make steel deliveries to EC customers in excess of the
amount set by its assigned ratio of EC deliveries to total deliveries. l/
Thus, if a firm's exports to third countries are particularly low in the
current period, it will be constrained in the amount of deliveries it can make
to EC customers. In principle at least, this puts added pressure on the firm
to increase exports up to the point where its ratio of Community to total
shipments falls to the base-period ratio. This behavior will allow it make
full use of its quotas for Community deliveries and thus maximize production
under the quota system. 2/

In summary, policy developments in the EC and the United States in 1980
contained two related trends in steel trade. First, producers in the EC
apparently continued to use exports as a means of maintaining capacity
utilization rates, thus creating downward pressure on steel export prices. As
a result, the United States and other major importing countries have
instituted mechanisms to monitor prices of imported steel in order to better
gauge market conditions.

1/ Specifically, the ratio is based on the pattern of deliveries in those
"12 months of the period from July 1977 to June 1980 in which the total
production of the four groups of rolled products was highest."

2/ Assume, for example, a production quota of 100 units, a delivery ratio
of 0.9 and foreign exports of 5 units. The maximum allowable amount of EC

X . The
x+5
solution x = 45 shows that, even though the production quota is set at 100
units, the firm may not deliver more than 50 units in all. By increasing its
exports to 10 units, however, the new solution for allowable EC deliveries is
x = 90, permitting the firm to fill its entire production quota.

internal deliveries,lg units, will be determined by .9 =







CHAPTER II
GATT ACTIVITIES DURING 1980

Introduction

The year 1980 marked the beginning of the post-Tokyo Round period of the
operation of the General Agreement on Tariffs and Trade (GATT). It was the
year in which the member countries of the GATT moved out of the period of
lengthy multilateral trade negotiations (MTN) on revised and improved rules
for international trade and into a period of implementation of those rules and
of establishing new GATT bodies to administer those rules. The activities of
GATT in 1980, however, extended well beyond MTN-related matters. The program
for future GATT work, which had been drawn up in 1979 after substantial
completion of the Tokyo Round, was carried forward with particular attention
to issues affecting trade with developing countries. In the area of dispute
settlement, a record 13 trade conflicts were submitted to the GATT in 1980 for
conciliation and arbitration. This reflected the difficulties faced by many
countries in adjusting to rapid economic change and the resulting pressures on
governments either to restrict competition from imports or to assist exports
through the use of subsidies or other means. But as a GATT report points out,
although these disputes are evidence that the international trading system is
under stress, they also show that governments are continuing to put their
faith in GATT rules as a basis for overcoming trade problems and as a way of
pPreventing growing protectionism. 1/

As of yearend 1980, 85 countries were full members of the GATT, two were
provisional members, and 30 former territories of contracting parties were
applying the GATT de facto, pending final decisions on their future commercial
policy. A list of these countries appears on the following page.

The GATT Council of Representatives is the central organ of the GATT and
oversees the operation of the General Agreement between sessions of the
Contracting Parties. 2/ It supervises the agendas of the sessions and the
work of working parties and other bodies established by the Contracting
Parties, handles most technical matters, and reviews the reports of working
parties and other subsidiary bodies. It then makes recommendations to the
Contracting Parties on the adoption of these reports. Established in 1960,
the Council is composed of representatives of all contracting parties willing
to accept the responsibility of memebership therein. The Council met seven
times in 1980. 1In November 1980, the Council reported on its work since the
35th session of the Contracting Parties in November 1979.

1/ GATT Activities in 1980, General Agreement on Tariffs and Trade, Geneva,
1981, p. 6.

2/ Contracting Parties (capitalized) refers to the GATT members acting
jointly as a body.

23
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GATT Membership at Yearend 1980

Contracting Parties to the GATT (85)

Argentina
Australia

Austria
Bangladesh
Barbados

Belgium

Benin

Brazil

Burma

Burundi

Cameroon

Canada

Central African Republic
Chad

Chile

Congo

Cuba

-Cyprus
Czechoslovakia
Denma rk

Dominican Republic
Egypt

Finland

France

Gabon

Gambia

Germany, Fed. Rep. of
Ghana

Acceded Provisionally (2)

Colombia

Countries to whose territories the GATT has been a

Greece
Guyana
Haiti
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Ivory Coast
Jamaica
Japan
Kenya
Korea, Republic of
Kuwait
Luxembourg
Madagascar
Malawi
Malaysia
Mauritania
Mauritius
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway

Tunisia

Pakistan

Peru
Philippines
Poland
Portugal
Romania

Rwanda

Senegal

Sierra Leone
Singapore
South Africa
Spain

Sri Lanka
Suriname
Sweden
Switzerland
Tanzania

Togo

Trinidad and Tobago
Turkey

Uganda

United Kingdom
United States of America
Upper Volta
Uruguay
Yugoslavia
Zaire

Zimbabwe

lied and which now, as

independent States= maintain a de facto application of the GATT pending final
decisions as to their future commercial policy (30)

Algeria Guinea-Bissau
Angola Kampuchea
Bahamas Kirbiati

Bahrain Lesotho

Botswana Maldives

Cape Verde Mali

Dominica Mo zambique
Equatorial Guinea Papua New Guinea
Fiji Qatar

Grenada St. Lucia

St. Vincent

Sao Tome and Principe
Seychelles

Solomon Islands
Swaziland

Tonga

Tuvalu

United Arab Emirates
Yemen, Democratic
Zambia
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A discussion follows of some of the key issues before the GATT Council in
1980.

The GATT Secretariat

On October 1, 1980, Arthur Dunkel of Switzerland assumed the position of
Director-General of GATT, succeeding Olivier Long of Switzerland who had
served in that position since May 1968.

In June 1980, Mr. William B. Kelly, Jr. of the United States, a former
assocjate U.S. Trade Representative, became one of GATT's two Deputy
Directors-General. Mr. Kelly succeeded Mr. Gardner Patterson, also of the
United States. The other GATT Deputy Director-General post continued to be
held by Mr. Madan G. Mathur of India. Mr. Mathur has held the post since 1973.

GATT work program

In 1979, the Consultative Group of Eighteen (CG-18) proposed a post-MTN
work program for the GATT. The work program was adopted by the Contracting
Parties at the annual session in November 1979. It included the following
elements: 1implementation of MTN results, regular and systematic review of
developments in the trading system, cooperation and consultation in
agriculture through the multilateral agricultural framework, action on export
restrictions and charges, continuation of the process of trade liberalization,
attention to structural adjustment and trade policy, promotion of trade policy
measures by both developed countries and LDC's with a view to assisting LDC's
in their development efforts, acknowledgement of the importance of a new round
of trade negotiations among LDC's, continuation of the technical assistance
activities of the GATT initiated at the outset of the Tokyo round, and
readaptation of these activities to meet the requirements of the LDC's. The
work program did not specifically include minimum import labor standards or
rules of origin, although these items remained on the CG-18 agenda.

At the annual session of the Contracting Parties in November 1980, the
Contracting Parties reaffirmed their intention to pursue the agreed Work
Program in order to consolidate and complete the trading system. The
delegations cited the following elements of the work pProgram as most
important: implementing the MTN results; obtaining the widest possible
participation by Contracting Parties in the MTN agreements; improving the
multilateral safeguard system; determining GATT's role in the relationship
between structural adjustment and trade policy (with emphasis on containing
protectionist pressures and facilitating trade liberalization)-: increasing
attention to trade in agricultural products; increasing trade liberalization
and improving access to markets; negotiating on the future of the Multifiber
Arrangement; and strengthening GATT's role and its mechanisms, to maintain the
integrity of the GATT system.



Accessions to the GATT

Colombia.--On November 28, 1979, the Contracting Parties adopted a
decision permitting Colombia to accede to the General Agreement on the terms
set out in the Protocol for the Accession of Colombia. Annexed to the

Protocol was a schedule containing 36 items on which Colombia had bound its
most-favored-nation tariff rate. The schedule reflects the results of tariff
negotiations between Colombja and contracting parties undertaken in connection
with Colombia's accession to the GATT. The text of the protocol was approved
by the Contracting Parties at the meeting of the GATT Council on

November 16, 1979. The Colombian delegation signed the accession protocol on
April 17, 1980, subject to ratification in conformity with the constitution of
Colombia. On December 7, 1980, the Colombian Senate unanimously approved
Colombia's accession to the GATT. Colombian actions for accession were
expected to be completed in 1981.

Mexico.--Following Mexico's application to accede to the General
Agreement, an examination by a GATT working party of Mexico's foreign trade
regime, and Council apprcval of the text of a draft protocol for Mexico's
accession to the GATT, Mexican President Lopez Portillo announced on
March 18, 1980, that Mexico was postponing GATT membership indefinitely. The
Mexican president said that GATT membership at that time would not give Mexico
the flexibility it needed for its economic development. However, Mexico
continued to attend various council and committee meetings of the GATT with
observer status.

China.--Tentative inquiries were made in 1980 by the Peoples Republic of
China concerning possible GATT membership. This raised a question as to how
and whether the GATT structure could deal with a developing nommarket economy
country with a trade potential the size of China's. In addition, some
procedural questions arose concerning the status of GATT membership held by
China when the GATT was negotiated in 1947. 1In 1080, the United States held
preliminary informal discussion with its major developed trading partners on
how to deal with these issues when, and if, the Peoples Republic of China
formally requests membership in the GATT. During these discussions, the U.S.
position was that it would accept Chinese membership in the GATT. However,
the United States had not formulated a definitive position on the specific
terms of accession that would be acceptable.

Consul tative Group of Eighteen

The Consultative Group of Eighteen (CG-18) was established by the GATT
Council in July 1975 on a provisional basis. 1Tts mandate was renewed several
times, and at the GATT Council meeting in November 1979, the CG-18 presented a
report recommending that it be established as a ‘permanent GATT body. The
Council agreed to the establishment of the CG-18 as a permanent body, with a
mandate identical to the original mandate except for the elimination of
various references to the provisional character of the CG-18 and a reference
to the Trade Negotiations Center.
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The CG-18 consists of high-level representatives, nominated by
governments, with trade policy responsibilities in their countries. Tts
purpose is to provide GATT, on a continuing basis, with a small but

representative group in which existing and emerging trade policy issues can be
discussed.

The group's membership includes 18 countries representing both developed
and developing countries. The membership rotates as appropriate. In 1980,
member countries included Argentina, Australia, Brazil, Canada, Egypt, the
European Communities and their member states, Hungary, India, Japan, Malaysia
for ASEAN (Association of Southeast Asian Nations), Nigeria, Norway for the
Nordic countries, Pakistan, Peru, Spain, Switzerland, the United States, and
Zaire.

In 1980, the CG-18 met two times--in July and in October. In addition,
an informal meeting was held in September to discuss the {ssue of structural
adjustment of national economies in response to changes in competitive
conditions. Topics discussed at the meetings included the current economic
situation and its implications for trade policies, structural ad justment and

trade policy, the trade policy aspects of the North-South dialogue, and future
work of the group.

In its discussion of the current economic situation and implications for
trade policy, the CG-18 exchanged views on current trends and prospects in the
international economy. Members agreed that it was essential, in the present
persisting economic difficulties, to continue to resist protectionist
pressures, and to make the fullest use of the opportunities and procedures
which GATT offers for resolving trade problems. 1In this context, the CG-18
drew attention to the special difficulties of developing countries,
particularly those problems arising from their heavy debt burden. The
payments position of such countries can be restored only through the expansion
of their export earnings, and any increase in protectionism can make this
process very difficult. Consequently, it was jndicated that new coherent
proposals for the improvement of market access and the increase of trade flows
are urgently needed.

On the subject of structural adjustment, the CG-18 recommended to the
GATT Council that it establish a Working Party to develop specific proposals
for the future work of GATT relating to structural adjustment and trade
policy. The Council agreed to establish such a Working Party and invited it
to report back to the Council by March 1981.

The CG-18 also discussed the trade policy aspects of the North-South
dialogue at its July meeting, but was unable to agree on what the role of the
GATT should be in these global negotiations. Since the nature of the
contribution GATT could make would be easier to determine after the Special
Session of the United Nations General Assembly began work on the global
North-South negotiations, the CG-18 decided to return to this subject at a
later meeting.
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On its future work program, the CG-18 agreed that the problems of trade
in services, export restrictions and charges, restrictive business practices,
rules of origin, and dispute settlement would be taken up at later meetings.
The CG-18 agreed that the secretariat should continue its study of trade in
services, focusing on the links between trade in goods and trade in services
and on the relevance of the existing commitments under the General Agreement
and the MTN codes for trade in services. In addition, the CG-18 decided that
the secretariat should prepare a factual note on the different rules of origin
currently applied by GATT Contracting Parties in international trade.

Committee on Trade and Development

The Committee on Trade and Development, a standing body of GATT, each
year reviews issues of trade interest to developing countries, including an
examipation of how member countries are putting into practice the provisions
of Part IV of the General Agreement. Among the provisions of Part IV is an
undertaking by developed member countries, to the fullest extent possible, to
reduce and eventually to eliminate trade barriers on products currently or
potentially of particular export interest to developing countries, and to
refrain from setting up new barriers.

The Committee's role has been strengthened in the post-MTN period. At
the annual session of the Contracting Parties in November 1979, a work program

containing five main elements was drawn up for the Committee. The work
program included:

(1) work on trade and development policies including trade
liberalization in areas of special interest to developing countries;

(2) supervision of the implementation of the "enabling clause"” 1/
negotiated in the MTN;

(3) examination of protective action by developed countries against
imports from the developing countries;

(4) work on structural adjustment and trade of developing countries;

(5) special attention to the problems of least-developed countries.

As part of the implementation of the work program, two subcommittees were
established in 1980. The Subcommittee on Protective Measures is to examine
any new protective measures taken by developed countries against imports from

I] The so—calledgﬂghabling clause” allows GATT contracting parties to
provide differential treatment in favor of developing countries in respect of
(1) tariff preferences accorded under the Generalized System of Preferences;
(2) nontariff measures governed by codes negotiated under GATT auspices;

(3) tariff and, under certain conditions, nontariff preferences granted to one
another by developing countries in the framework of regional or global trade
arrangements; and (4) special treatment of least-developed countries. For
further explanation, see the 31st OTAP report, p. 51.
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developing countries in the light of the relevant provisions of the General
Agreement, particularly Part IV. The subcommittee met two times during 1980.
It agreed on procedures for its work and examined a number of protective trade
measures brought to its attention. The Subcommittee on Trade of
Least-Developed Countries is concerned with the trade problems of
least-developed countries, especially with regard to commercial policy and
technical assistance. The Subcommittee met once in 1980 and discussed its
future work plan.

The Committee held three meetings in 1980 and considered the following
matters: (1) annual review of GATT member countries' implementation of
Part IV and operation of the so-called enabling clause; (2) review of
developments in international trade that have a bearing on the trade and
payments position of developing countries; (3) work on trade liberalization;
(4) structural adjustment and the trade of developing countries; (5) technical
assistance to developing countries; and (6) expansion of trade among
developing countries.

The Committee laid the groundwork for its future activities on trade
liberalization in areas of special interest to developing countries. These
areas were identified as tropical products, advance implementation of tariff
concessions, tariff escalation for developing countries in developed country
markets, and quantitative restrictions and other nontariff measures.

Textiles Committee

The Textiles Committee held its third meeting under the extended
Arrangement Regarding International Trade in Textiles (also known as the
Multifiber Arrangement, or simply MFA) on July 8-9, 1980. At the time of the
meeting, 42 parties in the MFA had accepted the Protocol of Extension:
Argentina, l/ Austria, Bangladesh, Bolivia, l/ Brazil, Canada, Colombia,
Czechoslovakia, Dominican Republic, the European Economic Community, Egypt, l/
El Salvador, Finland, Ghana, Guatemala, Haftt, Hungary, India, Indonesia,
Israel, Jamaica, Japan, Korea, Malaysia, Mexico, Pakistan, Peru, the
Philippines, Poland, Portugal on behalf of Macao, Romania, Singapore,
SriLanka, Sweden, Switzerland, Thailand, Trinidad and Tobago, Turkey, United
Kingdom on behalf of Hong Kong, United States, Uruguay, and Yugoslavia. Four
former participants in the MFA (Australia, Nicaragua, Norway, and Spain) had
not accepted the extended protocol by the date of the meeting. Furthermore,
Paraguay had neither confirmed its original acceptance of the MFA, nor
accepted the Protocol of Extension. The 42 countries accepting the Protocol
of Extension accounted for four-fifths of the $84 billion worth of world trade
in textiles and clothing in 1979.

At the meeting, the Textiles Committee considered a report by the
Textiles Surveillance Body (TSB). The TSB supervises the implementation of the
MFA on all cases where bilateral agreements concluded under the MFA have
varied from the provisions of the MFA's Annex B (which sets out, for bilateral
arrangements involving restrictions on textile imports, the base levels and

1/ Accepted subect to completion of internal procedures. Egypt subsequently
completed the ratification procedure and notified the GATT secretariat of its
ratification with effect from Sept. 1, 1980.



30

percentages to be applied in specifying growth rates, and provisions for
flexibility). 1In the discussion following presentation of the report, the
developing countries, in a joint statement, noted that the large number of
variations from the framework of the MFA showed the great extent to which
importing countries were using the so-called “"reasonable departures” clause,
which allows them to place temporary restrictions on textile imports in
particular cases. In practice, the developing countries said, some importing
countries had departed from the norms and disciplines of the MFA in all of the
agreements concluded by them, and not only in particular cases. Moreover,
although importing countries are urged to return to the framework of the MFA
in the shortest possible time, there is no mechanism for reviewing the
situvation or for setting a time-frame for the elimination or phasing-out of
restraints.

Developing countries complained also that the MFA worked in such a way
that textile imports from developed countries or from developing countries not
members of the MFA were favored at the expense of textile imports from
developing countries that were MFA participants. In addition, developing
countries said, the MFA was tailored to the interests of developed countries
and the operation of the MFA had failed to provide adequate protection against
restrictions imposed on developing country exports. Bilateral negotiations
had been conducted under the threat of unilateral action by the importing
countries and efforts were made to maintain restrictions already in force.
Developing countries had agreed to the "reasonable departures” clause with the
expectation that the developed importing countries would adapt to the changes
in world market conditions through necessary structural adjustment measures.
However, the economic viability of the textile sector in most developed
countries had not improved, and they therefore had resorted to departures from
the framework of the MFA.

Representatives from developed countries expressed the belief that the
MFA had contributed to the stable development of world textile trade by
helping to adjust the interests of exporting countries with those of importing
countries. They noted that a large part of the variations catalogued in the
TSB report were permitted when reviewed in the context of the MFA as a whole.
For the most part, the variations, which had resulted from changing economic
conditions, had provided the flexibility necessary for the orderly expansion
of trade. Thus, the catalogue of variations should not be regarded as
constituting a catalogue of departures.

In December 1980, the Textiles Committee met, as required under
Article 10:5 of the MFA, to consider whether the Arrangement should be
extended, modified, or discontinued. l/ Discussions were low-key with general
agreement that continuation of the arrangement in some form would be
desirable. No signatories had detailed positions on the form the new
arrangement should take. The parties agreed that further discussions would be
held in the spring of 1981.

i/ Article 10:5 requires the Textiles Committee fo meet not later than one
year before the expiration of the MFA to determine the future of the
Arrangement. The extended MFA expires at the end of 1981.
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Tariff Affairs

Extension of time-limit for acceptance of the Geneva (1979) Protocol and
the Supplementary Protocol.--On November 24, 1980, the Contracting Parties
extended until June 30, 1981 the time-limit for acceptance of the
Geneva (1979) Protocol and the Supplementary Protocol which were the products
the Tokyo Round negotiations. The time-limit for acceptance of the Protocols
had been extended once before. 1/ 1In making its decision, the Contracting
Parties urged individual contrazfing parties that had schedules annexed to the
Protocols but that had not yet accepted the Protocols to make every effort to
do so in the near future.

Committee on Tariff Concessions.--The GATT Work Program provided for the
establishment of a Committee on Tariff Concessions. In January 1980, the
Council agreed to establish this Committee with a mandate to supervise the
task of keeping the GATT schedules up to date, to monitor the staged
implementation of the Tokyo round tariff reductions, and to provide a forum
for discussion of questions relating to tariffs. At the GATT Council meeting
in November 1980, the Committee presented a summary of its activities. These
included the establishment of a "loose-leaf” system for maintaining schedules
of tariff concessions (see below), supervising the first stage of tariff
reductions granted in the Tokyo Round, development of a proposal for
procedural guidelines for negotiations under Article XXVIII (see below), and
development of a proposal that the Committee should serve as the forum for
examination of adjustments of specific duties under Article IT:6(a) of the
General Agreement.

Introduction of a loose-leaf system for the schedules of tariff
concessions.-—At its meeting in January 1980, the GATT Council considered a
formal proposal by the Director-Genmeral for the establishment of a loose-leaf
system for the schedules of tariff concessions which are annexed to the GATT
and form a part of that agreement. The proposed loose-leaf system would
modify the Decision of November 1968 on the certification of changes to
schedules. Although a number of delegations welcomed the proposal in
principle, other delegations wanted time to consider how such a system would
affect their national customs tariff, initial negotiating rights, and so
forth. Hence, it was decided to postpone consideration of the loose-leaf
system until the GATT Council meeting in March 1980.

At that time, the Director-General submitted a revised proposal on the
introduction of a loose-leaf system for the schedule of tariff concessions.
The proposal noted that the existing system for the publication of tariff
concessions had become outdated. With more than forty legal instruments
(Protocols and Certifications) containing tariff concessions, it had become an
extensive and time-consuming process to determine the status of a particular
concession. Therefore, the Director-General proposed that the schedules of
tariff concessions be published in the form of a loose-leaf document that
could be continuously updated to reflect rectifications, modificatious,
withdrawals, and new concessions resulting from action under Articles II,
XVITT, XXIV, XXVII, or XXVIII. The basis of the Joose-leaf system would be a
general consolidation of schedules. These consolidated schedules were to be
submitted by September 30, 1980.

1/ It is the established GATT practice for the Contracting Parties or the

Council to decide on an extension of the time-limit for the acceptance of such

™oL o - . -
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The Director-General also proposed that initial negotiating rights
(INR's) be indicated in the loose-leaf schedules. 1/ This would make the
loose-leaf system as easy to use as possible and would remove the need for
contracting parties to consult underlying documents. Furthermore, he
proposed a rule that previous INR's would not be valid unless they were
indicated in the loose-leaf schedules. Since the incorporation of previous
INR's into the schedules would require time-consuming research into old
negotiating records, the Director-General proposed that INR's be indicated in
the loose-leaf schedules beginning on September 30, 1981, but that earlier
schedules and negotiating records remain the official sources for interpreting
concessions until January 1, 1987.

The Council adopted the Director-General's proposal on the loose-leaf
system and also adopted a decision on the Procedures for Modification and
Rectification of Schedules of Tariff Concessions. At the GATT Council meeting
in November 1980, the Vice-Chairman of the Committee on Tariff Concessions
noted that no contracting parties had been able to observe the
September 30, 1980, deadline for the submission of draft consolidated
schedules. At a December 1980 meeting of the Committee on Tariff Concessions,
a number of countries, including the United States, indicated that they hoped
to submit their schedules in 1981; however, other countries were unable to
indicate a specific time-frame. The Chairman of the Committee did not set a
new deadline, but urged countries to submit schedules as soon as possible.

Procedures for negotiations under Article XXVIII.-—-At meetings in July
and October 1978, the GATT Council had initiated consideration of procedural
guidelines for renegotiations under Article XXVIITI, on the basis of a proposal
made by the Director-General. These guidelines would supersede the guidelines
that have been in effect since 1957. The matter was further discussed by the
Committee on Tariff Concession in July and October 1980. TIn November 1980,
the Committee presented to the Council a proposal for revised guidelines. The
guidelines would not substantially change Article XXVIIT procedures, but would

spell out more precisely the procedures for conducting negotiations. The
Council adopted the guidelines.

Update of nontariff measures inventories

As part of the continuing process of trade liberalization, the GATT
Contracting Parties, in November 1979, agreed that the Secretariat should
update the inventories of nontariff measures {NTM's). These inventories,
which cover trade in both agricultural and industrial goods, were prepared as
an information base for the Tokyo Round of multilateral trade negotiations.
The inventories are unpublished and list hundreds of NTM's notified by
governments as obstacles to their exports or as unfair advantages to their
competitors. Although the inventories had served a very useful purpose during
the MTN, both in the search for multilateral solutions and in bilateral and

1/ Formerly, INR's were indicated only in the working documents of schedules
in connection with negotiations or with consolidation of s-hedules.
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plurilateral negotiations on individual barriers, they had both, as the result
of the negotiations and because of the passage of time, become obsolete. Many
notifications had become outdated either through the lapse of time since their
insertion into the Inventories some 10-12 years earlier or through the
elimination of the underlying measures resulting from bilateral or
plurilateral negotiations. An even greater number of measures representing,
in some cases, entire sections of the Inventories are now covered by the
various NTM codes negotiated in the Tokyo Round; these measures have been or
will be brought into line with the respective code provisions by the
signatories.

In order to obtain a clear picture of the situation on NTM's in the
post-Tokyo Round era, the Director-General proposed that the Inventories be
fully updated, but maintain their basic structure. Contracting parties would
be invited to confirm which of the notifications they had made earlier they
wished to maintain. At the same time, they could amend existing notifications
or submit new notifications for inclusion in the Inventories. Before a
notification would be included in the Inventories, the contracting party
maintaining the underlying measure would be asked for comments, and these
would be included in the Inventories together with the notification.
Notifications against nonmembers of the GATT that nonetheless participated in
the MTN would be deleted from the Inventories. As in the past, the
Inventories would be open-ended, that is, contracting parties would be free in
the future to request the inclusion of new notifications or the amendment or
deletion of existing notifications.

At the GATT Council meeting in March 1980, the Council agreed on the
updating of the Inventories of Non-Tariff Measures, according to the

procedures outlined by the Director-General, and requested the secretariat to
begin the updating process.

Multilateral Agricultural Framework

In April 1979, the Trade Negotiations Committee, which was guiding the
Tokyo round negotiations, recommended that the Contracting Parties increase
active cooperation in the agricultural sector within an appropriate
consultative framework. In November 1979, the Contracting Parties requested
the Director-General to consult with interested delegations on this matter and
to report to the next regular session of the Contracting Parties.

In November 1980, the Director-General reported that, after consultations
with a large number of delegations, there appeared to be complete agreement on
two points: first, that the GATT must respond constructively and adequately
to the recommendation of the Trade Negotiations Committee, and second, that it
must deal effectively with the substance of agricultural trade problems. The
Director-General reported that the GATT is already heavily involved in matters
of agricultural trade through several of the NTM agreements negotiated during
the Tokyo Round, through the meat and dairy arrangements, and in some of its
panel work. However, there is no general forum in the GATT for the discussion
of agricultural trade. In such a forum, contracting parties could pursue and
maintain agricultural trade policies consistent with the objectives and
principles of the GATT, with a view toward preventing Adifficulties from
turning into disputes. On the basis of his consultations, the
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Director-General concluded that the CG-18 could provide a forum of this kind.
He therefore proposed that the Contracting Parties request the CG-18 to
provide adequate additional time in its future meetings to review matters
affecting agricultural trade and to receive information on activities in the
agricultural sector. The Contracting Parties approved the proposal.

Import restrictions for balance of payments reasons

GATT article XII permits a contracting party to restrict the quantity or
value of imports in order to safeguard its external financial position and its
balance of payments. These restrictions are to be relaxed as conditions
improve and are to be eliminated when conditions no longer justify their
institution or maintenance. Article XVIII, section B permits a developing
country to control the general level of its imports by restricting the
quantity or value of merchandise to be imported for the purpose of
safeguarding its external financial position and insuring a level of reserves
adequate for the implementation of its program of economic development. A
contracting party applying new restrictions or raising the general level of
its existing restrictions by a substantial intensification of the measures
applied under article XIT or article XVIII, section B is required to enter
into consultations with the Contracting Parties.

To implement these provisions, the Contracting Parties in November 1960
established procedures under which the contracting party concerned is required
to furnish detailed information promptly for circulation to other members.

The Committee on Balance of Pavments Restrictions then conducts the
consultations with all contracting parties whose trade is likely to be
affected by the restrictions. Procedures for the consultations were approved
in April 1970, and in December 1972 simplified procedures were approved for
regular consultations with developing countries. In November 1979, the
Contracting Parties adopted a Declaration on Trade Measures Taken for Balance
of Payments Purposes.

In 1980, the Committee on Balance of Payments Restrictions carried out
full consultations with Greece, Jsrael, South Korea, the Philippines,
Portugal, and Tunisia.

For each consultation, a basic assessment of the financial sjituation of
the country concerned is first provided by the International Monetary
Fund (IMF). The Committee's report then includes assessments of the balance
of payments situation and finmancial difficulties of the country concerned,
trade policy and changes in restrictive measures, the balance of payments
outlook and prospects for liberalization (taking into account such factors as
official foreign reserves, total external debt, and exchange rate policy), the
system and method of restriction (such as licensing, quotas, surcharge, or the
conversion from specific duties to ad valorem equivalents), alternative
measures to restore equilibrium, and the effects of the restrictions.

For cases concerning developing countries where full consultations are
judged to be unnecessary, there are simplified procedures permitting the
consultations to be completed on the basis of a written statement by the
consulting country, unless the Committee considers it desirable to have a
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further examination on the basis of the IMF report or other discussion.
In 1980, Bangladesh, Egypt, Ghana, India, Tndonesia, Pakistan, Peru, and Sri
Lanka consulted under the simplified procedures scheme.

Article XIX--Emergency action on imports of particular products

Article XIX (the “"escape clause”) permits the suspension of tariff
concessions or other obligations with respect to imports that, as a result of
unforeseen circumstances and of obligations incurred under the GATT, are being
imported in such increased quantities as to cause or threaten "serious injury
to domestic producers . . . of like or competitive products.” Since
article XIX provides that a concession may be suspended, withdrawn, or
modified only "to the extent and for such time as may be necessary to prevent
or remedy” the injury resulting from the concession, the suspensions are
legally of a temporary nature. Although many of the emergency actions taken
under article XIX have never been rescinded, contracting parties, which
believe that the emergency has passed, may demand that the concession be
reinstated and may invoke the dispute-settlement procedures of the GATT if no
action is taken.

During 1980, the United States notified the GATT that it was rescinding
or had rescinded article XIX actions on the following products: ball bearings
(terminated April 30, 1978); and specialty steel (terminated
February 13, 1980).

In March 1980, the United States informed the GATT Counc il that on
March 24, 1980 the President of the United States had decided to deny import
relief to producers of leather wearing apparel and therefore would not take
action under article XIX. This followed a notification by the United States
dated February 12, 1980 reporting a proposed article XIX action on this
item. 1/

During 1980, six emergency actions were notified under article XIX, as shown
in the following tabulation:

1/ On January 24, 1980 the President had received a determination from the
U.S. International Trade Commission that coats and jackets of leather were
being imported into the United States in such increased quantities as to be a
substantial cause of serious injury or threat therecof to the domestic industry
producing articles like or directly competitive with the imported articles.
Under Section 202 of the Trade Act of 1974, the President has 60 days
following the receipt of a recommendation from the Commission for the
provision of import relief to determine the method and amount of import relief
he will provide or determine that the provision of such relief is not in the
national economic interest of the United States.



Date Notifying country Product Type of measure
Jan. 1, 1980----Tnited States Porcelain-on-
steel cooking
ware-—-—————————————— Tariff increase
Feb. 19, 1980---EEC Yarn of synthetic
fibers————-——vmeeu-- Quantitative
restrictions
May 7, 1980----- Spain Cheeses——==--—--—————= Partial
suspension of
imports
June 11, 1980---EEC Mushrooms:
cultivated
mushrooms in brine--Subject to import
document
Preserved v
mushroomg——-=—————- Suspension of
import licenses
Sept. 15, 1980--Australia Certain works trucks
and stackers—-—---—- Quantitative
restrictions

Dec. 2, 1980----United States Preserved mushrooms—-—-Tariff increase

Conciliation and dispute settlement

The General Agreement is organized as a system of reciprocal rights and
obligations to be maintained in balance. When a country fails to respect a
tariff concession ot other obligation, the General Agreement provides a means
to achieve a "satisfactory adjustment of the matter” through the dispute
settlement articles XXII and XXIII. These articles allow the affected parties
to suspend reciprocal "concessions or other obligations . . . as they
determine to be appropriate in the circumstances."”

Article XXII provides that contracting parties shall afford adequate
opportunity for other contracting parties to consult on any matter affecting
the operation of the General Agreement. 1If this does not lead to a resolution
of a dispute, the affected party may proceed under article XXIII:1 to "make
written representations or proposals to the other contracting party or parties
which it considers to be concerned.” Thereupon, "any contracting party thus
approached shall give sympathetic consideration to the representations or
proposals made to it." If the bilateral discussions fail to produce a
settlement within a "reasonable” time, the matter is referred to the
Contracting Parties under article XXIII:2. At this point, the procedure
increasingly used is to refer the dispute to a panel on complaints, usually
composed of three (sometimes five) individuals selected from contracting
parties not involved in the dispute. The panel members are expected to act as
disinterested mediators and not as representatives of their governments. The
panels usually meet several times and issue a report containing draft
recommendations to be formally issued under the aegis of the Contracting
Parties. Normally, these recommendations call for disputing parties to settle
their differences by some means short of withdrawal of concessions, the GATT's
ultimate sanction.
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In 1980, a record 13 international trade disputes (of which 10 involved
agricultural products) were brought before the GATT Council under the
article XXTI and XXIII procedures. This number of trade disputes reflected
not only the severe economic difficulties faced by many countries during 1980,
but also the increased willingness of countries to make use of GATT procedures
in settling their trade disputes.

EEC restrictions on imports of apples from Chile.—-At the beginning
of 1979, the EC Commission undertook consultations with southern hemi sphere
supplying countries (Argentina, Australia, Chile, New Zealand, and South
Africa) in order to achieve voluntary restrictions of their apple shipments to
the Community. Negotiations for similar arrangements had been carried out
with these countries in 1976. Agreements were reached between the EEC and
Argentina, Australia, New Zealand, and South Africa, but negotiations broke
down in March 1979 between the EEC and Chile. The EEC had asked Chile to
limit its apple exports to the EEC to 42,000 tons during the market year then
in progress. Since Chile had already contracted for the sale of 60,500 tons
of apples to the EEC, one—third of which had already been shipped, the
Government of Chile proposed that the EEC restrictions be applied only to
later shipments. The EEC re jected this proposal and, on May 5, 1979,
suspended its imports of apples from Chile. 1/ The prohibition was lifted on
August 15, 1979.

The Government of Chile contended that this safeguard measure by the EEC
contravened the provisions of the General Agreement because (a) it was applied
retroactively; (b) it was discriminatory, applying only to apples of Chilean
origin; (c) the EEC had bound its customs tariff within GATT on the apples
concerned; and (d) it was contrary to commitments contained in Part IV of the
General Agreement relating to the special trade needs of developing
countries. After intensive bilateral consultations did not lead to a
solution, Chile requested that the GATT Council, at its meeting of
July 25, 1979, establish a panel under article XXITI:2 to examine the
compatibility of the EEC measure with GATT provisions. The Council agreed to
establish the panel. The Council considered the report of the panel at its
meeting of November 10, 1980. The report of the panel found that the EEC's
suspension of apple imports from Chile was not a restriction similar to the
voluntary restraint agreements negotiated with the other southern hemisphere
suppliers because (a) there was a difference in transparency between the two
types of action; (b) there was a difference in the administration of the
restrictions--in the Chilean case it was an import restriction, while in the
case of other southern hemisphere suppliers, it was an export restraint;
and (c) import suspension was unflateral and mandatory while the export
restraint was voluntary and negotiated. The panel also determined that there
had been no public notice given of the quantity or value of permitted imports
under the voluntary restraint agreements; and that Chile should have received

1/ Although Chile considered that the EEC had taken a safeguard action that
should have been notified under article XIX, the EEC said that the import
restraints were not a "hidden article XIX safeguard action.” The EEC said the
wording of the notification borrowed from the language in article XI, which
permits restraints on agricultural imports necessary to the enforcement of
governmental measures that operate (1) to restrict the quantities of the like

domestic preduct to be marketed or (2) to remove a temporary surplus of the
like domestic product.
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a greater quota share than 42,000 tons, because of its greater export capacity
and its signed commercial contracts with EEC importers. Consequently, the
parel found that the EEC measure was not in conformity with provisions of
article XIIIL of the General Agreement concerning nondiscriminatory :
administration of quantitative restrictions. Because the EEC action was not
in accordance with the provisions of article XITI, the panel concluded that
there was a prima facie case of nullification or impairment of benefits
accruing to Chile within the meaning of article XXIII. The panel considered
that Chile's economic interests had been adversely affected and recommended
that the two parties should consult bilaterally with a view to arriving at a
mutually satisfactory solution. The EEC agreed to enter into bilateral
consultations with Chile. The Council adopted the panel's report.

EEC restrictions on imports of poultry from the United States.--On
May 1, 1980, the United Kingdom implemented legislation prohibiting imports of
U.S. poultry not chilled by air or by immersion in a counter-flow of water.
This process was specified in a British regulation implementing corresponding
EEC directives. However, poultry produced in the United Kingdom would not
have to comply with the new regulation, because processing plants in the
United Kingdom received a derogation from the regulation until
August 15, 1982. As a result of the United Kingdom action, U.S. poultry
exports to the United Kingdom decreased sharply after May 1, 1980.

The United States held article XXITI:1 consultations with the United
Kingdom and the EEC. The United States contended that its GATT benefits were
being nullified and impaired as a result of the discriminatory action by the
United Kingdom. 1In particular, the United States considered the U.K. action
to be a violation of GATT article III which prohibits internal taxes and
regulations that discriminate against imports. 1/ The EEC said (1) that the
U.K. plants in question had only been granted tghporary derogations in order
to allow them to adjust to the processes required by the Community
regulations;(2) that there was no significant impediment to the volume of U.S.
exports, since the exporting firms were sufficiently dynamic to be able to
ad just rapidly to the requirements of the EEC directives, as indeed almost all
EEC poultry-producing plants had already done; (3) that the authorities of
exporting third countries had long ago been advised of the need to comply with
the EEC directive; (4) that certain U.S. exporting firms had converted their
chilling processes without any delay or difficulty while other were still
making the necessary adjustments; and (5) that the number of U.X. plants
benefiting from the derogation was declining steadily. The EEC also pointed
out that other provisions in the General Agreement besides article III were
also relevant to the case, in particular article XX which provides for
measures to protect the life or health of humans, animals, and plants.

At its meeting in October 1980, the GATT Council agreed to establish a
panel, pursuant to article XXIIT:2, to examine the U.S. complaint.

l/ The United States first raised this issue in the Committee on Technical
Barriers to Trade (the Standards Committee) hut decided not to pursue the
matter under the Standards Agreement when it appeared that expeditious relief
in that forum would be unlikely. For further details see the section on
activities under the Agreement on Technical Barriers to Trade.
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Australian complaint on EEC sugar export subsidies.--In 1978, Australia
complained to the GATT Council that the EEC, by subsidizing its sugar exports
through a system of refunds, had gained more than a fair share of the world
sugar market, and had thereby contravened its obligations under GATT
article XVI covering the use of export subsidies. A panel on the matter was
established; it presented its report in November 1979. The report concluded
(a) that the export refunds of the EEC were a subsidy; (b) that the EEC had
significantly increased its exports of heavily subsidized sugar; (c) that the
EEC system of sugar exports had depressed prices, had a destabilizing
influence on world markets, and thereby had caused serious pre judice to all
sugar exporters, including Australia; and (d) that the EEC sugar export system
contained no element to prevent it from obtaining more than an equitable share
of world export trade in sugar. However, the panel was unable to reach a
conclusion on the question of whether the subsidies had resulted in the EEC
"having more than an equitable share of world export trade” in sugar.

The issue was examined at several GATT Council meetings in 1980.
Australia pointed out that, since the panel had found the EEC to he in hreach
of article XVI:1, the Contracting Parties were entitled to ask the EEC what
action it intended to take and in what time frame it would remove the
prejudice and threat of pre judice to Australia and other sugar exporting
countries. The representative of the EEC stated that there was no evidence to
show that the EEC sugar policy had caused harm to the world sugar market, and
that the panel had been unable to quantify the damage to Australia caused by
the EEC sugar policy. The EEC was willing to engage in discussions and
consultations, but only on the basis of precise, quantifiable data. Moreover,
the EEC wondered whether it was appropriate to question the EEC policy at a
time when world sugar prices were increasing. The representative of Australia
re jected the argument that the EEC sugar policy could not be called into
question when sugar prices were rising, and noted his Govermment's concern
that when the price of sugar fell, the EEC system would still be in operation.

In November 1980, the Contracting Parties requested the EEC to discuss
with them the possibility of limiting the subsidization. The Director-General
of GATT was invited to organize the discussions in a working party and to
submit a report to the Council within 3 months. The EEC agreed to this
request and the discussions began in December 1980 in a working party which is
also discussing Brazil's complaint on EEC sugar export subsidies (described
below).

Brazilian complaint on EEC sugar export subsidies.--In November 1978, the
GATT Council set up a panel to examine a complaint by Brazil that the sharp
increase in EEC sugar exports had been made possible through the use of
substantial subsidies which, in recent years, consistently exceeded the
international price of sugar. The subsidies thus granted had allowed the EEC
to obtain a more-than-equitable share of the world sugar trade, and, through
market displacement, had reduced sales opportunities and diminished export
earnings for Brazil and a'l other contracting parties that exported sugar.
The EEC had thereby caused serious prejudice to the interests of such
contracting parties and hampered efforts being made to stabilize the world
market by means of the International Sugar Agreement, 1977 (ISA).
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The panel presented its report at the GATT Council meeting in
November 1980. The panel concluded that the EEC system for granting refunds
on sugar exports must be considered to be a form of subsidy and thus subject
to the provisions of article XVI. The panel noted that Brazil and the EEC
agreed with this interpretation. The panel stated that Brazilian sugar
exports had been extremely low in 1976, but attributed this to factors other
than competition from EEC sugar. Furthermore, the panel noted, Brazilian
exports in 1977 had approximately corresponded to the quantities available for
export. Therefore, the panel concluded, although the EEC share of world
export trade in sugar had increased somewhat in 1976 and 1977, this increase
was not considered to be unusual and did not explain the reduced market share
of Brazil in these years. For the years 1978 and 1979, the panel found that
the EEC share of world export trade in sugar was significantly higher than in
previous representative periods. 1In contrast, Brazil's market share was
smaller than the averages for previous representative periods, and comparable
to its share in 1977. Further expansion of Brazilian exports in 1978 and 1979
was limited by Brazil's commitments under the ISA, but Brazil had filled and
even exceed slightly its reduced ISA export quotas in both years. The panel
found that there was no clear and general evidence that EEC exports had
directly displaced Brazilian exports. TIn only a few markets of minor
importance was there simultaneously a decline in Brazilian sales and an
increase in imports from the EEC.

The panel found, in light of all the circumstances related to the
complaint, and especially taking into account the difficulties in establishing
clearly the causal relationships between the increase in EEC exports, the
developments of Brazilian sugar exports, and other developments in the world
sugar market, that it was unable to conclude that the increased share had
resulted in the EEC "having more than an equitable share of world export trade
in the product,” in terms of article XVI. However, in view of the quantity of
EEC sugar made available for export with maximum refunds and the unlimited
funds available to finance export refunds, the panel concluded that the EEC
system of granting export refunds on sugar had been applied in a manner which,
in the particular market situation prevailing in 1978 and 1979, contributed to
depressed sugar prices in the world market. Tt also found that this

constituted a serious prejudice to Brazilian interests, in terms of
article XVI.

The panel found that the EEC system of export refunds for sugar did not
include any pre-established effective limitations on either production, price,
or the amounts of export refunds. Moreover, the EEC system had not been
applied in a manner that would effectively 1imit either exportable surpluses
or the amount of refunds granted. Neither the system nor its application
would prevent the EEC from having more than an equitable share of world export
trade in sugar. The panel concluded that the EEC system and its application
constituted a permanent source of uncertainty in world sugar markets and
therefore constituted a threat of serious pre judice in terms of article XVI.

The Council adopted the report and invited the EEC to discuss the
possibility of limiting its subsidies on sugar exports. The EEC agreed to the
request. In December 1980, the working group (described above in the

EEC/Australia case) began discussions on both the EEC/Brazil case and the
EEC/Australia case.
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EEC tariff quota on imports of beef from Canada.-—-At the GATT Council
meeting in March 1980, Canada referred to the EEC's tariff quota on high
quality grain-fed beef, which had been established as part of the Tokyo Round
agreements. The relevant paragraph of the EEC Regulation establishing the
quota provided for the import of 10,000 tons of grain-fed beef and outlined
product specifications with the notation "beef graded USDA choice or prime
automatically meets the definition above.” An annex to the Regulation
indicated that the U.S. Department of Agricul<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>