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INTRODUCTION

The annual Year in Trade, Operation of the Trade
Agreements Program report is one of the principal
means by which the U.S. International Trade
Commission (USITC) provides the U.S. Congress
with factual information on trade policy and its
administration. The report also serves as a historical
record of the major trade-related activities of the
United States, for use as a general reference by
government officials and others with an interest in
U.S. trade relations. This report is the 44th in a series
to be submitted under section 163(b) of the Trade Act
of 1974 and its predecessor legislation.! The trade
agreements program includes “all activities consisting
of, or related to, the administration of international
agreements which primarily concern trade and which
are concluded pursuant to the authority vested in the
President by the Constitution” and congressional
legislation.2

The report consists of the present introduction,
five chapters, a statistical appendix, and an index.
Chapter 1 focuses on special topics—for this edition,
the North American Free Trade Agreement (NAFTA).
Chapter 2 focuses on activities in the General
Agreement on Tariffs and Trade (GATT), the main
area of muliilateral trade agreement activities.
Activities in forums other than the GATT are reported
in chapter 3. Chapter 4 discusses bilateral relations
between the United States and its major trading
partners. Actions taken under U.S. laws, including
decisions taken on remedial actions available to U.S.
industry and labor, are discussed in chapter 5. The
period covered in the report is calendar year 1992,
although events in early 1993 are occasionally
mentioned to help the reader understand developments
more fully. The sections below sketch the policy and
international economic environment within which
U.S. trade policy was conducted in 1992.

Trade Policy in 1992

Progress on international trade issues proceeded
slowly during 1992 against a backdrop of economic
uncertainty in major industrialized countries and
political upheaval in key areas of the world. Much of
Europe was mired in weak growth and high
unemployment, the Japanese economy entered a

slowdown, and the U.S. recovery was relatively weak.
Election campaigns in the United States and England,
political unrest in the former Soviet Union, and the
civil war in the former Yugoslavia were among the
issues dominating the attention of policymakers and
fueling nationalist sentiments. Although multilateral
liberalization  efforts had  difficulty  gaining
momentum, global trade flows expanded at a healthy
clip, and international trade bodies dealt with a wide
variety of trade issues. Among the thomniest issues
considered by the GATT was the increasing tension
between trade and environmental concerns—a subject
made more urgent by the “Earth Summit” held in Rio
de Janeiro, Brazil, in June3 Regional economic
integration efforts accelerated in North America and
Asia but faced several setbacks in Western Europe.
(See figure A for a listing of significant events in
trade during the year) Continued progress in
economic reform was made by many developing
countries and formerly Communist countries.
Mexico’s far-reaching agrarian reform effort, launched
in January 1992, was just one example of such steps.

-The Uruguay Round of multilateral trade
negotiations, in its 6th year during 1992, fell victim
once again to political exigencies. The Round is the
most comprehensive and far-reaching
trade-negotiating effort ever pursued, involving 115
nations and promising improved coverage of the vast
majority of trade in goods, as well as services,
investment, and intellectual property for the first time.
A comprehensive text introduced by GATT
Director-General Arthur Dunkel in late 1991 was
accepted as the basis for further negotiations, and
these proceeded in 1992 along a four-track approach
that subsumed the previous efforts of seven
issue-specific negotiating groups.

Differences between the European Community
(EC) and the United States in the area of agriculture
continued to weigh down the talks, stalling progress
on most other fronts until late in the year. Some
progress on one major arca of unfinished
busincss—rules on trade in services—was made at the
technical level, however. The resolution of the
longstanding U.S.-EC oilseed dispute in late
November 1992 and apparent agreement (refered to as
the “Blair House agreement”) on a formula for

ix



Figure A

June

Selected Trade Events, 1992

February

{wi‘tt{:cnute;upoﬁiconCI,u'Sion,of;tﬁ:
Development (OECD) Council. ~

Feb. 7 — The Treaty on European Union (Maastricht Treaty) signed by EC governments
reflecting commitment to monetary and political union

Feb. 8 — 25 — Eighth quadrennial conference of the United Nations Conference on Trade
and Development (UNCTAD) held in Cartagena, Colombia :

Feb. 18 — United States requests waiver of GATT most—favored—nation obligation to
implement the Andean Trade Preference Act (ATPA)

Apr. 29 - United States names India, Taiwan, and Thailand as priority countries under
the Special 301 provision of the 1988 Trade Act for failure to provide adequate intellectual
property protection

Apr. 29 - United States grants an exception to its embargo on trade with Vietnam to allow
sales of food, medicine, and agricultural supplies

3— President Bush announces U.S. i

/=19 — Ministerial meeting of

June 1 - Russia joins the International Monetary Fund
June 2 — Maastricht Treaty defeated in Danish referendum

June 3 - 14 — “Earth Summit” held in Rio de Janeiro, Brazil; overlap between trade and
environmental policies discussed

June 5 - United States and Taiwan announce IPR accord

June 30 - U.S. steel producers file 84 antidumping and countervailing-duty complaints
against numerous foreign steelmakers

June 30 - United States signs agreements with Japan and Taiwan extending their
restraints on machine tool exports through 1993




Figure A—Continued
Selected Trade Events, 1992

 civil aircraft manufacture
August

Aug. 12 - Completion of negotiations on the North American Free-Trade Agreement is
announced

Aug. 24 - Korea and China normalize relations

Oct. 10 - United States and China sign a market access agreement easing many Chinese
import restrictions, removing an obstacle to China’s GATT accession

Oct 23 - President Bush signs the Cuban Democracy Act tightening U.S. economic
sanctions against Cuba

Oct. 25 — President Bush signs the Freedom Support Act authorizing U.S. humanitarian,
economic, and technical assistance to the former Soviet Union

over reform of EC oilseeds regime
December
Dec. 2-3 - 48th session of Contracting Parties to the GATT. Decision to actively seek
political level agreement on a Uruguay Round package reached
Dec. 6 - Switzerland rejects the EEA treaty, forcing renegotiation
Dec. 17 - NAFTA is signed by the heads of state in the participating nations
Dec. 21 - The Czech and Slovak Republic, Hungary, and Poland sign Central European
Free-Trade Agreement ‘
Dec. 22 - Japan and the United States agree to extend agreement on procurement by
Nippon Telegraph and Telephone for another 3 years

Dec. 31 - The European Community formally becomes a single, frontier- free market with
more than 90 percent of the measures needed to remove intra-EC barriers in place

Source: Compiled by staff of the U.S. International Trade Commission.
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attaining U.S./EC Uruguay Round agriculture
objectives removed a major stumbling block to the
negotiations. The talks resumed in early December
in an effort to reach political agreement before
yearend. = However, uncertainty surrounding the
change in U.S. administrations and dissatisfaction
among some EC members about the Blair House
agreement weakened the will to come to closure.
With upcoming national elections, France signaled
that it might seek a reopening of the Blair House
accord. Negotiations on the Round did not resume
until late March 1993.

Key regional trade pacts—among them the
NAFTA and the free-trade area agreement among six
rapidly developing East Asian economies belonging to
the Association of Southeast Asian Nations
(ASEAN)*—were concluded successfully, as were a
number of sectoral and bilateral accords. Trade
agreements activities in multilateral organizations
other than the GATT also made some breakthroughs.

Completion of the NAFTA negotiations was
announced in August 1992. The continentwide
agreement is expected to liberalize trade in goods and
services, ease investment barriers, strengthen
intellectual property rights (IPR) protection, and foster
greater cooperation among the three nations on
economic_and other matters. The agreement was
formally signed in December by President Bush,
Mexican President Carlos Salinas, and Canadian
Prime Minister Brian Mulroney. At yearend the
agreement was awaiting submission to each national
legislative body for approval.

NAFTA is expected to serve as a model for the
negotiation of free-trade agreements with other Latin
American countries. In May 1992 President Bush
announced the United States’ intent to enter into
negotiations with Chile toward a free-trade agreement
upon enactment of NAFTA. Negotiation of trade and
investment agreements with other countries of Central
and South America under the auspices of the
Enterprise for the Americas Initiative continued, with
30 accords finalized by yearend. Meanwhile, the
President formally implemented the Andean Trade
Preferences Act with the July 1992 designation of
Bolivia and Colombia as beneficiaries.  Most
countries in the Caribbean Basin, meanwhile,
continued to benefit from preferential tariff and quota
treatment under the U.S. Caribbean Basin Economic
Recovery Act. The proportion of total U.S. imports
from countries benefiting from such preferences
reached an all-time high of 16 percent in 1992.

xii

The Organization for Economic Cooperation and
Development (OECD) renewed and updated its
arrangement on export credits. The tying of such
credit to the purchase of donor country goods and
services has been a longstanding concern of the
United States. The new arrangement represents a
greater level of discipline and cooperation on such
matters than did previous accords. Tied-aid credit will
be subject to greater scrutiny and justification among
OECD members.

The quadrennial meeting of the United Nations
Conference on Trade and Development (UNCTAD) in
February 1992 was marked by major steps toward
institutional reform. Heretofore, the work of
UNCTAD was generally carried out through groups of
countries, divided along political-economic lines.
Known as the “group system,” this division of
responsibilities = contributed to  tension  and
combativeness in many UNCTAD deliberations.
Participants in the 1992 conference agreed
unanimously to abandon the group system, a step
expected to revitalize UNCTAD and ensure greater
participation among members. Moreover, participants
agreed that future UNCTAD efforts would take a
market-oriented approach to developing country trade
objectives, a step both welcomed by the United States
and reflective of the substantial change in economic
thinking within key developing countries over the
previous 4 years.

On the sectoral front, the expiration of voluntary
restraint agreements  on steel, continuation of
quantitative limits on textiles and apparel, negotiation
of new “voluntary restraints” on machine tool
shipments by Japan and Taiwan, and the filing” of
numerous complaints under U.S. antidumping and
countervailing-duty laws by U.S. steelmakers
dominated 1992 developments.

Though occasionally contentious, U.S. bilateral
trade negotiations with key trading partners were
fairly productive in 1992. By yearend the United
States and the EC reported apparent resolution of
several longstanding disputes notably on oilseeds and
development subsidies provided to domestic civil
aircraft makers such as Airbus. U.S. efforts to
influence the Community’s single-market program—a
comprehensive initiative launched in 1985 to remove
all intemal barriers to flows of goods, seryices,
capital, and people by yearend 1992—were somewhat
successful. Tensions over some EC policies such as
government procurement remained, however.

The extent of economic disarray in the former
Soviet Union and the problems associated with
economic restructuring in Central and Eastern Europe
were painfully apparent throughout the year. While



the EC continued to provide the major share of
financial and other assistance to its Eastern neighbors,
the United States added some 80 products to the list
of items eligible for duty-free treatment after a special
review of the Generalized System of Preferences
(GSP) was completed in mid-June. It also undertook
a review of the entire GSP program, which is slated to
expire in mid-1993 unless renewed. The program
provided 140 beneficiary countries with duty-free
treatment of nearly $17 billion in U.S. imports in
1992.

Although the United States and Canada worked
towards a NAFTA accord, bilateral disputes over beer,
lumber, and automotive content filled headlines with
news of bitter disagreements and acts of retaliation.
At yearend the two sides were engaged in several
trade skirmishes and mutual dumping and subsidy
complaints, even as they agreed to accelerate tariff
reductions associated with the 1988 U.S.-Canada
Free-Trade Agreement and availed themselves of its
dispute-settlement provisions for less . contentious
matters.

The progressive improvement that characterized
U.S.-Mexican relations in the past few years was
capped with the December signing of the NAFTA. At
the same time, relations between the two countries
came under some strain in the final quarter of 1992.
Opposition to the final NAFTA accord by some U.S.
interests intensified, and the Salinas Administration,
although known as market-oriented and friendly to the
United States, imposed several measures that
frustrated U.S. exporters. Mexico’s actions came in
the face of its widening overall trade deficit,
exchange-rate pressures, and renewed worries about
its rising external indebtedness. Meanwhile,
Presidential candidate Bill Clinton’s call for side
accords on environmental and labor matters as a
condition for final approval of the NAFTA accord met
with a degree of concem in Mexico City, over
potential U.S. interference in internal matters.

The United States and Japan formally agreed on
steps to resolve several sectoral matters as an adjunct
to President Bush’s January 1992 meeting with Prime
Minister Miyazawa. However, misunderstanding and
charges of bad faith ultimately surrounded bilateral
accords on auto parts and semiconductors and set the
two countries up for future debate over whether
specific sales and market share “goals” were a
necessary policy option. In June 1992 Japan issued
for the first time its own report chronicling U.S. and
other foreign trade barriers as a counterpoint to the
U.S. annual report on foreign trade barriers. Publicly
chafing at continued U.S. pressure over issues such as
opening its market to foreign rice in the Uruguay

Round, Japan asserted that the economic slowdown
and flagging consumer and business confidence were
the real causes of falling U.S. sales there.

Elsewhere in Asia, U.S. relations improved with
the signing of bilateral market access and IPR
agreements with China, a telecommunications
agreement with Korea, and an agreement to intensify
dialogue with Taiwan on outstanding trade and
investment concerns. A small step towards resuming
trade with Vietnam was also taken in April when
Vietiam was granted an exception to the economic
embargo for purchase of goods to meet basic human
needs. The formally separate but politically linked
GATT applications of China and Taiwan began to
receive serious consideration by yearend, raising the
prospect that two significant U.S. import suppliers
could soon be full-fledged members of the world trade
organization. The region also moved closer to the top
of the U.S. trade policy agenda with the September
announcement that the United States would assume
the chairmanship of the 15-nation Asia-Pacific
Economic Cooperation forum in January 1993.

The International Economic
Environment and World
Trade in 19925

World real output grew at an estimated annual rate
of 0.8 percent in 1992,6 higher than the growth rate of
0.3 percent in 1991 but much lower than the
2.2-percent rate recorded in 1990. The relatively
lackluster growth in world output reflected the
continued sluggish growth in major industrial
countries and in Latin America. Output in Eastern
Europe and the former Soviet Union actually declined.
Asia, meanwhile, continued its strong economic
performance.

World trade grew faster than world output in
1992. GATT estimates show that world merchandise
trade volume grew by 4.5 percent in 1992, up from
3.0-percent growth in 1991.7 The nominal value of
world trade expanded by 5.5 percent, to $3.7 trillion
in 1992, compared with 3.5-percent growth in 1991.
World trade in commercial services is estimated to
have grown by 8 percent, to $960 billion.

In the 24 industrialized countries of the OECD
group, output grew by an estimated 1.5 percent in
1992, from an actual growth rate of 0.8 percent in
19918 Inflation was estimated at 3.5 percent in 1992,
lower than the 4.8-percent rate registered in 1991.
Unemployment rose to 7.9 percent in 1992 from 6.8
percent in 1991. OECD exports increased by 3.7
percent in 1992, compared with a 2.8-percent increase
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in 1991; imports increased by 4.3 percent, compared
with a 2.6-percent increase in 1991.

In developing countries the liberalization of
domestic and trade policies improved growth
prospects. The real output of developing countries
grew by an estimated 6.2 percent in 1992 compared
with an actual rate of 3.2 percent in 1991. Brisk
output gains were recorded in the Middle East, which
expanded by 9.9 percent, and in Asia’s newly
industrializing economies (NIEs),? which expanded at
an estimated rate of 6.6 percent.  Developing
countries in the Western Hemisphere experienced a
growth slowdown, increasing output by 2.7 percent on
average.

Debt remained a major concern for several
developing nations, particularly the least developed.
The International Monetary Fund (IMF) statistics
show that the external debt of all developing countries
increased by an estimated $51 billion in 1992, to
$1,564 billion. Some indebted countries experienced
faster growth in output and in exports than in debt,
and thus their creditworthiness improved. However,
arrears of the severely indebted groups grew rapidly.

North America

Output and productivity in the United States, -

Canada, and Mexico rose in 1992. Total exports by
North America increased to $590.5 billion, whereas
regional imports increased to $701.2 billion. Regional
economic integration in North America is expected to
further enhance productivity and increase regional
output and trade.

United States

In the United States real output grew in May
1992 by 2.1 percent after falling by 1.8 percent in
1991. Real personal consumption spending, the major
component of aggregate demand, increased by 2.2
percent, following a decline of 0.6 percent in 1991,
reflecting an improvement in consumer confidence
and a rise in personal income. Real private domestic
fixed investment, bolstered by declining long-term
interest rates, lower unit labor costs, and higher
capital returns, rose by 3.0 percent after declining by
7.0 percent in 1991. Subdued inflation (to an annual
rate of 3.5 percent) allowed the Federal Reserve to
undertake a series of actions to strengthen domestic
demand and increase bank lending. Bank reserve
requirements were reduced, and key interest rates fell
1o their lowest levels in decades.
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- Nevertheless, aggregate demand remained weak
relative to past recoveries. High levels of consumer
and business debt, more cautious bank-lending
practices, and the drag of structural adjustments all
combined to restrain employment and demand growth.
Real Federal Government spending, restrained by the
recession and by the Omnibus Budget Reconciliation
Act of 1990, decreased by 3.2 percent. The Federal
budget deficit deepened in 1992 to $290 billion (or
4.8 percent of GDP) from $269 billion in 1991. The
sluggish economy reduced government revenue at the
same time that the bailout of savings and loan
institutions  required  higher outlays. The
unemployment rate rose to 7.3 percent in 1992 from
6.7 percent in 1991,

In the foreign sector the United States ranked as
the world’s largest merchandise exporter in 1992,
followed by Germany and Japan. However, the
strengthening of domestic demand led to increased
imports. As a result,-the 1992 merchandise trade
deficit rose to $100.1 billion (or 1.7 percent of GDP)
from $82.9 billion in 1991 but was considerably lower
when compared with the 1990 deficit of
$116.8 billion. Exports rose by 6.0 percent in 1992,
W an all-time high of $425.0 billion. Imports
increased by 8.5 percent, to $525.1 billion. Exports
grew in almost every end-use category in 1992:
capital goods gained 6.1 percent, automotive vehicles
and parts gained 16.8 percent, and consumer goods
gained 9.8 percent. Exports of manufactures grew by
6.5 percent, to $329.2 billion, and constituted 77.5
percent of total U.S. exports. Within  the
manufactured  goods  category, exports  of
advanced-technology products gained 5.1 percent; the
United States ran a trade surplus in these products of
$33.3 billion in 1992. Airplanes and parts, scientific
instruments, specialized industrial machinery, and
general industrial machinery recorded the most
positive contributions to the U.S. trade balance in
1992. Imports of oil increased to $38.5 billion in
1992, from $36.9 billion in 1991. Figure B shows
US. exports and imports by aggregate product
sectors.

U.S. trade in services has particularly expanded.
In 1992, U.S. total exorts of services expanded from
$152.3 billion in 1991 to $166.7 billion in 1992; U.S.
imports of services expanded from $100.0 billion to
$107.7 billion in 1992. The U.S. balance on trade in
services mounted to $59.0 billion in 1992 from $52.3
billion in 1991. Exports of services comprised three
main categories—travel, royalties and license fees,
and other private services. The latter included
education, financial services (banking and insurance),
and telecommunications services.  All of these



categories grew in 1992. Foreign travel in the United
States increased from $48.8 billion in 1991 to $54.7
billion in 1992; royalties and license fees expanded
from $17.8 billion to $19.6 billion. Other private
services include receipts of U.S. parent corporations,
U.S. affiliates’ receipts, unaffiliated services (financial
services of banking and insurance, and
telecommunications); these receipts increased from
$46.4 billion in 1991 to $50.9 billion in 1992,

U.S. trade performance improved in 1992 with a
few trading partners but worsened with most (figure
C). On the plus side, the U.S. merchandise trade
deficit with the Organization of Pctroleum Exporting
Countries declined to $11.2 billion from $14.0 billion.
The U.S. surplus with Mexico climbed to $5.7 billion.
However, the U.S. merchandise deficits widened with
Canada, Germany, the NIEs as a group, Japan, and
China. The 1992 trade deficit with Japan and China
increased the most. The U.S. merchandise trade
surplus with the EC declined to $8.8 billion from
$17.0 billion in 1991. The United States incurred a

Figure B

small trade surplus with other Eastern European
countries. Leading U.S. exports and imports to U.S.
major trading partners are highlighted in appendix A.

The U.S. current account!© deficit grew to $62.4
billion in 1992 from $3.7 billion in 1991. The
merchandise trade deficit on a balance-of-payments
basis grew to $96.3 billion in 1992 from $73.4 billion
in 1991. The 1991 surplus on transfer payments
(mainly due to contributions from U.S. allies for the
Persian Gulf War) disappeared and was replaced by a
deficit of $31.4 billion. The U.S. surplus on services
trade increased to $55.1 billion from $45.3 billion in
1991. The U.S. surplus on income from foreign
investment declined to $10.1 billion in 1992, from
$16.4 billion in 1991, due to the decline in earnings of
U.S. affiliates abroad. Net inflows of foreign capital
into the United States increased to $78.0 billion from
$4.8 billion in 1991, reflecting declining U.S.
purchases of foreign portfolio assets and increased
purchases by foreigners of U.S. assets and securities.

U.S. merchandise trade with the world, by product sectors, 1992

Manufactured
goods
$329.2/77.5%

Food

$36.5/8.6%

All other goods
$17.9/4.2%

U.S. Exports
(billion dollars and percent)

$41.419.7%

Fuel/raw material

Manufactured
goods
$408.8/77.9%

Fuel/raw
material
$67.6/13.0%

All other goods
$19.1/3.6%

U.S. Imports
(billion dollars and percent)

Note.—Because of rounding, figures may not add to totals shown.
Source: Compiled from official statistics of the U.S. Department of Commerce.

XV



Figure C
U.S. merchandise exports, imports, and trade
balances with major trading partners, 1992
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Source: Compiled from official statistics of the U.S. Department of Commerce.

Canada

Canada’s deep recession, which lasted from the
first quarter of 1990 to the first quarter of 1991,
resulted in a 3.5-percent output contraction. Although
economic activity started picking up in 1992, output
grew by just 1.3 percent. The upturmn in economic
activity was generated by a marked increase in
government spending and in exports. Government
spending on consumption rose by 1.6 percent, and
spending on public investment projects rose by 2.6
percent. Consumer demand revived modestly,
increasing by 0.5 percent.  Private investment
declined by 1.6 percent due to corporate restructuring,
falling capacity utilization, and subdued domestic
demand. In addition, Canada experienced job losses
and an unemployment rate that hit 11.2 percent in
1992, up from 10.3 percent in 1991. Canada’s
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consumer price index rose by 1.4 percent in 1992,
down from an increase of 4.8 percent in 1991.

In the foreign sector Canada’s growing exports
resulted in a merchandise trade surplus of $8.0 billion
in 1992, up from a surplus of $5.9 billion in 1991.
Exports of goods and services increased by 7.0
percent, to $138 billion, and imports increased by 4.3
percent, to $130 billion. Canada’s deficit on the
current account, however, mounted to $25.0 billion,
due to larger payments on foreign investment,
particularly to U.S. corporations.

The value of U.S. trade with Canada totaled
$181.5 billion in 1992, higher than U.S. trade with
Japan and only $7.7 billion lower than U.S. trade with
the 12-nation EC. The United States recorded a
$15.0 billion merchandise trade deficit with Canada,
higher than the merchandise trade deficit in 1991 of
$12.2 billion and roughly 15.0 percent of the total



U.S. trade deficit. U.S. merchandise exports to
Canada rose by 5.7 percent, to $83.2 billion.
Merchandise imports from Canada rose by 8.0
percent, to $98.2 billion. U.S. exports to Canada rose
in 9 of 10 SITC sections (table A-1). Regarding U.S.
exports to Canada, 86 percent consisted of
manufactured goods, 6.0 percent was food, and 5.0
percent was fuel and raw material. Regarding U.S.
imports from Canada, 70 percent was manufactured
goods, 5.0 percent was food, and 18.0 percent was
fuel and raw material. Exports of U.S. services to
Canada climbed from $18.0 billion in 1991 to $18.6
billion in 1992.

Mexico

The Mexican economy in 1992 experienced an
increasing current account deficit, pressures on
exchange rates, and rising interest rates. Real gross
national product grew in 1992 by an estimated 2.6
percent, compared with 3.6 percent in 199111 A
bright spot was the country’s success in taming
inflation. Consumer price inflation declined to 11.9
percent after rising by 18.8 percent in 1991.
Expectations for lower inflation were bolstered by
Mexico’s adoption of conservative fiscal and
monetary policies.

Increased imports and declining exports led to a
merchandise trade deficit of $20.6 billion in 1992.
Foreign direct investment inflows increased by $6
billion, and portfolio investment inflows increased by
$10.6 billion, helping to finance Mexico’s current
account deficit, which was estimated to reach $22.6
billion in 1992. Such inflows produced a substantial
capital account surplus of $23 billion and an increase
in Mexican reserves of $19.3 billion in 1991.

Mexico’s total trade (exports plus imports) with
the United States grew to $73.5 billion in 1992 from
$62.7 billion in 1991. The United States recorded a
merchandise trade surplus of $5.7 billion with Mexico
in 1992, compared with a merchandise surplus of $1.8
billion in 1991. U.S. exports to Mexico rose in all of
the 10 SITC sections (table A-4). Regarding U.S.
exports to Mexico, 80 percent consisted of
manufactured goods, 7 percent was food, and 8.0
percent was fuel and raw material. Regarding U.S.
imports from Mexico, 73 percent consisted of
manufactured goods, 16.0 percent was fuel and raw
material, and the remainder consisted of food and
other goods.

European Community

In the EC, output growth was estimated to average
1.1 percent in 1992, compared with actual growth of

0.8 percent in 1991. Higher interest rates in Germany,
fiscal deficits, and uncertainty about European
Monetary Union (EMU) worked as a drag on EC
economic growth in 1992. Inflation declined to 4.9
percent from 5.4 percent in 1991, and unemployment
increased to 9.7 percent from 9.1 percent in 1991.

The flexibility of EC economic and monetary
policy makers has been hampered by several factors.
As a result, consumer and business confidence flagged
and economic activity remained weak. Pressures have
been building on foreign-exchange and financial
markets. High interest rates in Germany that could
not be matched in other Exchange Rate Mechanism
(ERM) member countries, large fiscal deficits in Italy,
and large current account deficits in the United
Kingdom intensified pressures on the other currencies
associated with the ERM and anchored to the
Deutsche mark. The hike in German interest rates by
the Bundesbank to smother reunification-related
inflationary pressures led to an appreciation of the
mark. Downward pressures on other member
currencies intensified and by September led to the
realignment of some currencies and to the
abandonment of the ERM by some countries. The
Italian lira and the pound sterling left the ERM. The
Spanish, Portuguese, and Irish currencies were
devalued. The currency turmoil placed in jeopardy
EC moves toward monetary integration, which began
in July 1990. (See chapter 4 for additional details.)
To enhance growth and put life back in the Maastricht
Treaty, EC heads of state met in Edinburgh, Scotland
and adopted a growth initiative in December 1992.

EC world exports reached $1.46 trillion in 1992,
and imports reached $1.52 trillion, resulting in a small
merchandise trade deficit. The EC is the top U.S.
trading partner.  Total U.S. trade (exports plus
imports) with the EC rose to $189.2 billion in 1992
from $182.7 billion in 1991. "U.S. exports declined to
$97.3 billion from $97.6 billion, whereas imports rose
to $91.8 billion from $85.1 billion in 1991. In 1992,
U.S. exports to the EC increased in 6 of 10 SITC
sections (table A-7), and imports from the EC
increased in all sections. Of U.S. exports to the EC,
79 percent was manufactured goods; 6.0 percent was
food; and 10.0 percent, fuel and raw material. Of
U.S. imports from the EC, 85 percent consisted of
manufactured goods; 6.0 percent, food; and 5.0
percent, fuel and raw material. U.S. services exports
to the EC rose from $46.5 billion in 1991 to $53.0
billion in 1992. Germany and the United Kingdom
were the top U.S. trading partners in the EC.

Germany

In Germany tight monetary policy, weak foreign
demand, and a hesitant recovery in the castern scction
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dampened economic activity. Real output grew by 14
percent in 1992 compared with a growth rate of 3.2
percent in 1991. Consumer price inflation increased
by 4.8 percent, up from 3.4 percent in 1991
Investment in plant and equipment was virtually flat
in 1992 after rising by 10 percent in 1991, reflecting
deteriorating business expectations and declining net
exports. Germany’s unemployment rate rose to 7.6
percent from 6.4 percent in 1991.

Germany’s 1992 merchandise trade surplus
decreased to $20.0 billion from $24.1 billion in 1991,
and its current account deficit grew to $26.0 billion,
compared with a deficit of $19.8 billion in 1991.
Short-term  capital inflows financed the current
account deficit. Total U.S. trade with Germany rose
to $47.5 billion in 1992 from $45.6 billion in 1991.
The United States registered a merchandise trade
deficit with Germany of $7.6 billion in 1992,
compared with a deficit of $5.7 billion in 1991.

The United Kingdom

The British economy began to stabilize in 1992
after six consecutive quarters of steep output decline.
Overall, output fell in 1992 by 0.9 percent, following
a decline of 1.9 percent in 1991. Consumer spending
began to recover, growing by 0.5 percent, as did
private investment.  Consumer prices moderated,
increasing by 5.4 percent from 7.2 percent in 1991,
but the unemployment rate continued climbing, to
10.1 percent from 8.5 percent a year earliecr. The
monetary policy of the United Kingdom remained
focused on lowering the inflation rate.

Although British merchandise exports in 1992
increased to $191.0 billion (from $182.4 billion in
1991), imports increased to $222.0 billion (from
$201.0 billion), resulting in a trade deficit of $31.0
billion. The British current account registered a
deficit of $22.0 billion, following a deficit of $11.1
billion in 1991. U.S. merchandise exports to the
United Kingdom reached $21.4 billion, and imports
reached $19.6 billion, resulting in a U.S. merchandise
trade surplus of $1.8 billion in 1992. U.S. exports of
service to the United Kingdom inceased from $14.9
billion in 1991 to $17.4 billion 1992. U.S. exports of
services to the United Kingdom increased form $14.9
billion in 1991 to $17.4 billion in 1992.

Asia

Economic activity in Japan slowed in 1992. In
other Asian countries, the introduction of
market-oriented reforms improved the prospects for
continued economic expansion.!? Economic growth
has been particularly strong .in the export-led
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economies of China, Hong Kong, Indonesia, Korea,
Malaysia, Singapore, Taiwan, and Thailand, growing
on average by an estimated 6.5 percent in 1992.

Japan

In Japan, economic activity continued to expand
in 1992 but at a slower pace. Total output grew by
1.8 percent, following a growth rate of 4.4 percent in
1991. Japan’s industrial output fell by 8.0 percent in
1992—a sharper fall than in the mid-1980s, when yen
appreciation restrained the country’s exports. Gross
fixed investment declined by 0.2 percent after rising
by 3.4 percent in 1991. The Bank of Japan’s
Short-Term Survey of Enterprises in Japan showed a
drop in business investment of 13.6 percent. Private
consumption declined by 2.1 percent, following
increases of 2.7 percent in 1991 and 4.2 percent in
1990. Personal consumption spending on consumer
durables and clothing decelerated, reflecting declining
income growth, particularly in wages and bonuses.
Employee compensation increased by 5.3 percent,
compared with a 7.9-percent increase in 1991.
Household disposable income increased by 4.9
percent, following an increase of 6.2 percent in 1991.

An increase in public spending cushioned the
impact of the decline in investment and consumption
spending. Public investment by central and local
governments exhibited steady growth estimated at 10
percent in real terms. Overall, the Japanese economy
still operated at a high (93.5-percent) level of capacity
utilization. The inflation rate in Japan rose slightly,
by 2.2 percent from 2.1 percent in 1991.

The contraction was unusual in its severity and
also in its causes, notably the bursting of the bubble in
domestic asset prices that followed the extremely
rapid expansion of domestic credit in the late 1980s.
Some analysts have suggested that the current
economic contraction could put strains on the ties that
bind Japanese industrial conglomerates and their
affiliated suppliers (keiretsu) and could raise the cost
of capital in Japan. Analysts also warn that Japan’s
high rates of saving might dwindle as demographic
trends and consumer habits change and full access to
world markets becomes increasingly uncertain as
major trading partners Bristlc at Japan’s persistent
trade surplus. Other analysts believe that Japan will
adjust successfully 1o its present economic problems
by applying conservative macroeconomic policies
combined with well-known corporate flexibility in
restructuring production and adapting to financial
problems, as it has in past recessions.!3

Against this background and out of concern about
the effect of falling asset prices on the financial
system and personal income, the Japanese
Government progressively eased monetary policy in



1992, cutting the official discount rate from 6.0
percent to 3.25 percent. A number of measures were
announced to reduce the burden of nonperforming real
estate debt on bank balance sheets and to relieve
downward pressure on the stock market. However,
corporate investment in plant and equipment
continued to decline because of capital stock
adjustments, debt repayments, and flagging optimism
in the face of declining sales and profits.

Japan’s exports of goods increased by 7.9 percent,
to $330.9 billion in 1992 from $306.6 billion in 1991.
Imports declined to $198.5 billion from $203.5 billion
in 1991. Japan’s merchandise trade surplus grew to
$132.3 billion from $103.0 billion in 1991, according
to Japan’s Ministry of Intemational Trade and
Industry. The current account surplus is expected to
reach $117.6 billion for the full year 1992 (3.25
percent of gross domestic product (GDP)), up from
$72.9 billion in 1991. The rise in the merchandise
trade surplus is expected to be a source of continued
friction between Japan and its trading partners.

The U.S. merchandise trade deficit with Japan
rose to $49.7 billion in 1992 from $45.1 billion in
1991. U.S. exports to Japan in 1992 declined to $45.8
billion from $46.1 billion in 1991; imports increased
to $95.5 billion from $91.2 billion in 1991. U.S.
exports increased in 5 of 10 SITC sections, and
imports increased in 7 sections (table A-10). Of U.S.
exports to Japan, manufactured goods accounted for
60 percent; food consisted of 23.0 percent; fuel and
raw material, for 15.0 percent; and the remainder, 2
percent. In contrast, 97 percent of U.S. imports from
Japan consisted of manufactured goods. Exports of
services from the United States to Japan were valued
at $26.4 billion in 1992, up from $24.7 billion in
1991.

Korea

In Korea, output growth slowed to 6.5 percent in
1992 from 84 percent in 1991. Tight monetary
policy lowered domestic demand. Inflation slowed
from 10.0 percent to 7.0 percent. Korea’s mercnadise
trade deficit declined from $7.0 billion to $2.0 billion,
and the current account deficit declined by almost
half, to $4.5 billion from $8.7 billion in 1991.
Increasing demand in Europe and South East Asia, as
well as the opening of new markets in the formerly
socialist countries, spurrcd Korea’s exports, which
totaled $75.1 billion in 1992, up from $69.6 billion in
1991. Imports totaled $77.3 billion, up from $76.6
billion in 1991, resulting in a trade deficit of
$2.2 billion in 1992.14

U.S. trade with Korea totaled $30.7 billion in
1992, down from $32.1 billion in 1991. The United

States registered a trade deficit with Korea of $2.3
billion in 1992. U.S. exports to Korea declined from
$15.2 billion in 1991 to $14.2 billion in 1992, and
imports declined from $16.9 billion in 1991 0 $16.5
billion. In 1992, U.S. exports to Korea increased in 4
of 10 SITC sections and imports increased in 5
sections (table A-13). Of U.S. exports to Korea in
1992, 68 percent consisted of manufactured goods;
9.0 percent, of food; 22.0 percent, fuel and raw
material; and 2.0 percent, other goods. Of U.S.
imports from Korea, 97 percent consisted of
manufactured goods.

Taiwan

In Taiwan, output growth slowed to 6.7 percent in
1992 from 7.3 percent in 1991. Exports declined as a
result of a large increase in wages and the
appreciation of the Taiwan dollar. Private
consumption and investment increased, pushing the
inflation rate up to 5.0 ‘percent from 3.6 percent in
1991. Taiwan investment in the mainland, estimated
at over $3 billion, was an important factor boosting
trade with China. Total Taiwan exports were $81.0
billion; its imports, $72.0 billion. The Taiwan
merchandise trade surplus declined to $9.0 billion
from $15.8 billion in 1991.

Total Taiwan trade with the United States rose to
$39.1 billion in 1992 from $35.7 billion in 1991.
U.S. exports to Taiwan increased to $14.5 billion from
$12.7 billion in 1991; U.S. imports increased to
$24 .5 billion from $22.9 billion. The U.S. bilateral
trade deficit narrowed slightly, to $10.0 billion. In
1992, U.S. exports to Taiwan increased in 6 of 10
SITC sections while imports increased in 7 (table
A-16). Of U.S. exports to Taiwan, 74 percent
consisted of manufactured goods; 9.0 percent, of food;
11.0 percent, fuel and raw material; and 5.0 percent,
other. Of U.S. imports from Taiwan, 97 percent
consisted of manufactured goods.

China

Policy initiatives such as a significant reduction
in price controls and increased openness to foreign
investment accelerated economic growth in China.
According to China’s State Statistical Bureau, GDP
grew by 12.8 percent in 1992. Major economic
problems in 1992 included excessive spending on
capital projects, overgrowth in the money supply, and
fairly high price rises in urban areas. The increase in
the cost of living from 1991 to 1992 ranged from 4.7
percent in rural areas to 10.9 percent in medium and
large cities. Investment in fixed assets increased by a
total of 37.8 percent over 1991. Industrial production
rose by 20.8 percent in 1992. Output  of
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foreign-funded enterprises grew by 48.8 percent.
Output of collective enterprises grew by 28.5 percent,
and output of state-owned enterprises grew by 14.4
percent.

China’s further opening to the outside world also
boosted its foreign trade. China accounts for more
than 10 percent of world trade in clothing, footwear,
and other leather goods. Exports of more
sophisticated consumer durables seem to be
expanding. China’s merchandise exports amounted to
$86 billion in 1992, 18.2 percent higher than in 1991.
Manufactured goods rose to 80 percent of total
exports. Imports increased to $81 billion, up by 26.4
percent over 1991, led by raw materials and
machinery and transportation equipment.

China’s total trade with the United States
increased to $32.9 billion in 1992 from $25.1 billion
in 1991. U.S. merchandise exports to China increased
to $7.3 billion from $6.2 billion; imports increased to
$25.5 billion from $18.9 billion. As a result, the U.S.
trade deficit with China widened to $18.2 billion from
$12.6 billion. In 1992, U.S. exports to China
increased in 7 of 10 SITC sections, and imports
increased in 8 (table A-19). Of U.S. exports to China,
82 percent consisted of manufactured goods; 5.0
percent, food; 12.0 percent, fuel and raw material; and
1.0 percent, other goods. In contrast, 93 percent of
U.S. imports consisted of manufactured goods, and
the remainder consisted of food, fuel and raw
material, and other goods.

Latin America [excluding
Mexico]

In Latin America, growth recovered in a number
of countries following the implementation of
market-oriented policies.!> The ensuing structural
economic changes earned these countries new
confidence in world financial markets and allowed
limited access to new credit financing. Moreover,
foreign direct investment flows to these countries
increased, helping to finance deficits on their current
accounts.  Debt-servicing problems, although no
longer the crises of the 1980s, are still a major
concern for several Latin American countries.

Although marked differences remain in
performance among individual countries, aggregate
output of Latin America as a whole is estimated to
have risen at a 3.0-percent rate in 1992. Colombia’s
output growth hovered at 2.0 percent. Chile’s and
Panama’s output growth exceeded 8.0 percent, and
growth in Argentina exceeded 6.0 percent. In other
Latin American countries the situation is mixed, due
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to political uncertainty and weak fiscal disciplines.
Domestic  stabilization  policies and external
adjustment efforts in Ecuador, Guatemala, Nicaragua,
Panama, Peru, and Venezuela are expected to enhance
economic progress in the future. Output growth is
accelerating in Argentina while inflation is declining
to about 15 percent, due to the initiation of an
adjustment program. In Brazil output growth
remained unchanged at the 1991 level of 1.0 percent.
Inflation is estimated at 25 percent per month.

Latin America’s total merchandise trade with the
United States increased to $63.3 billion in 1992 from
$56.5 billion in 1991. U.S. exports to Latin America
increased to $31.6 billion from $27.0 billion, and
imports rose to $31.6 billion from $29.5 billion. The
United States posted a $132 million trade surplus with
Latin America in 1992 versus a $2.4 billion trade
deficit in 1991. The largest U.S. trading partners in
Latin America during 1992 were Brazil (whose total
trade with the United States was $13.0 billion),
Venezuela ($12.8 billion), Colombia ($6.0 billion), the
Dominican Republic ($4.3 billion), Argentina ($4.2
billion), and Chile ($3.6 billion). Machinery and
equipment accounted for one-third of U.S. exports to
Latin America in 1992, and energy and chemical
products accounted for nearly one-third of imports.
U.S. exports of services to Latin America (including
Mexico) rose from $24.8 billion in 1991 to $27.0
billion in 1992.

Central and Eastern Europe
and the Former Soviet Union

Negative growth and rampant inflation were
recorded to varying degrees in Eastern Europe and the
former Soviet Union. Shortages of industrial inputs
and spare parts, thc breakdown of traditional
distribution channels, hyperinflation, and the collapse
of budgetary and monctary controls have contributed
to the decline in the regional economy. Moreover,
analysts observed that foreign-exchange reserves are
inadequate to sustain a credible exchange-rate peg to a
major currency—a prerequisite for macroeconomic
stabilization.!6  According 10 the International
Monetary Fund (IMF), Eastern European countries as
a group recorded a loss of output at an estimated
annual rate of 10.4 percent in 1992. The former
Soviet Union recorded an estimated declinc in output
of 18 percent in 1992. The collapse of tradc between
the countries belonging to the now-defunct Council
for Mutual Economic Assistance was an important
element in the decline. Inflation ranged from an
estimated 11 percent in the Czcch and Slovak Fedcral
Republics to 2,000 percent in the Commonwealth of
Independent States.



Central and Eastern European world trade
declined in 1992 but more slowly than in 1991. The
regional exports reached $85.0 billion and imports,
$90.0 billion. The former Soviet Union’s total trade
(exports plus imports) with the United States
increased to $4.4 billion in 1992. U.S. merchandise

exports to the region mounted to $3.6 billion in 1992
from $3.5 billion in 1991. U.S. merchandise imports
from the region increased from $794 million to $801
million. The United States sustained a merchandise
trade surplus with the former Soviet Union of $2.8
billion.!?

XXi



ENDNOTES

1 Section 163(b) of the Trade Act of 1974 (Pub.
L. 93-618, 88 Stat. 1978) directs that “the
International Trade Commission shall’submit to the
Congress, at least once a year, a factual report on
the operations of the trade agreements program.”

2 Executive Order No. 11846, Mar. 27, 1975.
Among such laws are the Reciprocal Trade
Agreements Act of 1934 (which initiated the trade
agreements program), the Trade Expansion Act of
1962, the Trade Act of 1974, the Trade Agreements
Act of 1979, the Trade and Tariff Act of 1984, and
the Omnibus Trade and Competitiveness Act of
1988.

3 Activities by the GATT in 1992 are discussed in
chapter 2 of this report. The nature and extent of
tensions between trade and environmental policies
are more fully explored in last year's report in this
series, USITC, The Year in Trade: Operation of the
Trade Agreements Program, 1991, USITC publication
2554, Aug. 1992, pp. 13-23.

4 For further information on the ASEAN Free
Trade Agreement, see USITC, East Asia: Regional
Economic Integration and Implications for the United
States (investigation No. 332-326), USITC publication
2621, May 1993.

5 This section was compiled using data from the
U.S. Department of Commerce; International
Monetary Fund (IMF), World Economic Outlook, May
1992 and Jan. 1993; GATT, Annual Report on
International Trade, 1992; OECD, World Economic
Outlook, Dec. 1992; U.S. Department of Commerce
News, Mar. 17, 1993; Economic Report of the
President, Feb. 1993; International Economic Review,
USITC, Mar. 1993; U.S. Department of Commerce,
Bureau of the Census, “U.S. Merchandise Trade:
April 1993," (FT 900), June 1993, Feb. 15, 1993;
U.S. Department of Commerce, Survey of Current
Business, vol. 73, Mar. 1993; IMF, International
Financial Statistics, Mar. 1993; Monthly Economic
Review of Japan (several issues); Japan Economic
Journal (several issues); The Economist, Mar. 6,
1993; and USITC, Trade Between the United States
and China, the Former Soviet Union, Central and
Eastern Europe, the Baltic Nations and Other

Xxii

Selected Countries During 1992, USITC publication
2634, May 1993.

6 IMF, World Economic Outlook, Interim
Assessment, Jan. 1993.

7 GATT press release, GATT/1570, Mar. 22,
1993.

8 OECD, World Economic Outlook vol. 52, Dec.
1992.

9 The newly industrializing economies (NIEs)
include Singapore, Hong Kong, Taiwan, and the
Republic of Korea.

10 The U.S. current account is the record of U.S.
international transactions in goods, services,
investment returns, and bilateral transfers.

11 U.S. Embassy, Mexico City, Mexico Economic
and Financial Report, Apr. 1993.

12 For a discussion of recent liberalization
measures in Asia, see World Bank, Sustaining Rapid
Development in East Asia and the Pacific
(Washington, DC: The Worlid Bank, 1993).

13 A range of these views was expounded in “A
Survey of the Japanese Economy,” The Economist, -
Mar. 6, 1993, pp. 4-18.

14 Republic of Korea, Economic Bulletin, June
1993. )

15 For a review of economic liberalization
measures in key developing countries in Latin
America, see, for example, USITC, U.S. Market
Access in Latin America: Recent Liberalization
Measures and Remaining Barriers (investigation No.
332-318), USITC publication 2521, June 1992; and
James Stamps, “Economic Liberalization in South
America: 1992 Update,” International Economic
Review, USITC, Oct. 1992, pp. 17-22.

16 OECD, Economic Outlook, vol. 52, Dec. 1992,
p. 123,

17 For further background see USITC, Trade
Between the United States and China, the Former
Soviet Union, Central and Eastern Europe, the Baltic
Nations, and Other Selected Countries During 1992,
USITC publication 2634, May 1993, p. 8.



CHAPTER 1
The North American
Free Trade Agreement

A major focus for U.S. trade policy in 1992 was
the conclusion of negotiations for a North Amierican
Free-Trade Agreement (NAFTA). Building on the
liberalization efforts initiated by the 1988
U.S.-Canada Free-Trade Agreement (CFTA) and the
substantial trade and investment reforms undertaken
by Mexico since the mid-1980s, NAFTA is viewed by
many as a key means of expanding trade flows and
lowering trade barriers among the United States,
Canada, and Mexico—a region comprising 360
million inhabitants and an economic output totaling
$6 trillion. NAFTA is also considered to be a first step
toward the eventual economic integration of all of the
Americas,! and thus an important factor influencing
U.S. competitiveness relative to emerging trade blocs
in Europe and Asia.

Reaching an Accord

Throughout the first half of 1992, the
Governments of the United States, Canada, and
Mexico continued their negotiations, begun in June
1991, on a NAFTA. Observers initially speculated that
an agreement would be reached by late spring.
However, negotiations on such subjects as rules of
origin for automobiles and agricultural tariff
reductions proved difficult. On August 12, however,
United States Trade Representative (USTR) Carla
Hills, Canadian International Trade Minister Michael
Wilson, and Mexican Commerce Secretary Jaime
Serra Puche announced the successful conclusion of
the NAFTA negotiations.

On September 18, President Bush notified
Congress of his intent to enter into NAFTA and went
on to submit the final agreement to Congress. In his
notification, the President pointed out a number of
direct and indirect benefits that might be expected to
result from the implementation of NAFTA. Among
other things, he said that the agreement would make
the United States more globally competitive by

linking it to Canada and Mexico — the United States’
first and third largest trading partners. The President
noted NAFTA should expand economic growth in all
three partner countries by eliminating tariffs and other
barriers to the flow of goods, services, and
investment.2 Representing months of negotiations and
a high-water mark in U:S.-Mexican relations,
Ambassador Hills noted that NAFTA would increase
opportunities for U.S. exporters in the Mexican
market in sectors such as telecommunications, textiles,
agriculture, insurance, transportation, and financial
services.3

The NAFTA text was initialed by President Bush,
President Salinas, and Prime Minister Mulroney at a
ceremonial event in San Antonio on October 7,
however, in accordance with the rules of “fast-track”
negotiating authority, the President was not permitted
to sign the agreement until 90 days after his formal
notification to Congress of his intention to enter into
the agreement. Thus, each of the trio of leaders
formally signed the accord on December 17.

The Final NAFTA Text:
Selected Topics

The general NAFTA text? is divided into eight
parts, covering—

e  Objectives and general definitions;

e Trade in goods (including provisions for
national treatment, tariff elimination, rules of
origin, customs procedures, and special
sections governing agricultural, textiles and
apparel, energy, and automotive trade);

e Technical barriers to tradc;
¢  Government procurement;
e Investment, services, and related matters;

o Intellectual property;



e Administrative and institutional provisions
(including dispute settlement); and

e “Other provisions” (including exceptions to the
agreement).

A detailed description of the NAFTA and assessment
of its impact on member economies overall and on
particular U.S. industries is provided in a recent
Commission publication.> Key aspects of NAFTA
are briefly described below.

Tariffs

One of the primary goals of NAFTA is to
eliminate permanently all tariffs among the United
States, Canada, and Mexico. In 1992 Mexico’s
trade-weighted average tariff applied on imports from
the United States was about 10 percent, in contrast to
the U.S. average of 3 percent on imports from
Mexico. Before the CFTA entered into force,
Canada’s average tariff on goods from the United
States was 7.4 percent; the U.S. average tariff on
goods from Canada was 3.7 percent® The CFTA
designates January 1, 1998, as a final date for phasing
out tariffs on all goods traded between the United
States and Canada. Under NAFTA existing tariffs are
to be eliminated according to a four-tier phase-out
schedule: immediately, within 5 years, within 10
years, or in exceptional cases within 15 years. (Tariff
phaseouts "already agreed upon between the United
States and Canada in the CFTA are not affected by
these schedules.) Fifty-four percent of U.S. exports to
Mexico (in terms of value) will be eligible for
duty-free treatment immediately upon implementation
of the agreement; 65 percent will be eligible within S
years.”

NAFTA also sets out rules for duty-drawback
programs, which provide for the refund or waiver of
customs duties on certain imported materials that are
used in the production of goods subsequently exported
to another NAFTA member. Under NAFTA, third
country goods exported to another NAFTA member
will be eligible only for a limited duty exemption,
effectively being subject to the higher of two possible
customs duties.® The limitation on drawback and
duty deferral programs will take effect after a
transition period of 7 years for U.S.-Mexican trade
and 2 years for U.S.-Canada trade.®

Rules of Origin

To ensure that the benefits of NAFTA accrue
primarily to its signatories, the agreement delineates

rules of origin that establish which goods can be
treated as “North American” for trade purposes and
are thus eligible for preferential tariff rates under
NAFTA. Generally, goods are considered to be of
North American origin if they are entirely obtained,
produced, or fabricated from originating materials in
the United States, Canada, or Mexico; if the
non-originating materials used to make the goods
have undergone transformation sufficient to change
their tariff classifications; or if, in certain cases, the
non-originating goods not only undergo a change in
tariff classification but also meet a specified regional
content criterion.!0 Regional value content (RVC)
requirements apply to a variety of goods. Special RVC
requirements apply to a few key commodities, such as
automobiles and apparel. These requirements are
discussed below.

Autos and Auto Parts

In the NAFTA negotiations, both Mexico and
Canada (whose automobile industries consist of U.S.
or other foreign subsidiaries) initially favored
language that would require automakers to incorporate
50 percent RVC in their vehicles to qualify for
preferential treatment. The United States, on the other
hand, favored a rule that would require 70 percent
RVC for such preferential treatment. Under the
agreement finally reached, the required RVC for
preferential treatment under NAFTA is 56 percent on
January 1, 1998 and increases gradually to 62.5
percent on January 1, 2002 for passenger automobiles,
light trucks, and the engines and transmissions of
those kinds of vehicles; the initial RVC is 55 percent
with a gradual increase to 60 percent by January 1,
2002 for other vehicles and automotive parts. The
RVC for automobiles is to be calculated by using
what is called a “net cost” method with certain rules
specific to motor vehicles. The value of certain
components imported from outside North America
must be “traced” through the entire production
chain.!1

Where required, the RVC test applies to all
automotive imports under NAFTA. NAFTA rules of
origin would replace the CFTA rules of origin for
trade in automotive products except for U.S.
automotive exports to Canada under the 1965 Auto
Pact.12

NAFTA affects other aspects of the auto trade as
well. Under the agreement, U.S. tariffs on eligible
passenger automobiles imported from Mexico will be
eliminated immediately. U.S. tariffs on eligible
light-duty trucks imported from Mexico will be
lowered immediately to 10 percent and then



eliminated over S years. Mexican tariffs on
automobiles and light-duty trucks imported from the
United States and Canada will be lowered by 50
percent initially, then will be phased out (over 5 years
for light-duty trucks, and over 10 years for passenger
automobiles). Tariffs on certain auto parts are to be
phased out immediately; others will be eliminated
over 5 to 10 years.

Despite certain liberalization efforts, a major issue
in U.S.-Mexican automotive trade over the years has
been Mexico’s so-called Auto Decree and Auto
Decrec  Implementing Regulations, which have
continued to protect Mexico’s automobile industry and
place heavy restrictions on foreign automobile trade
with Mexico.!3 Under NAFTA the Auto Decree and
Auto Decree Implementing Regulations must be
brought into conformity with NAFTA’s liberalizing
provisions by January 1, 2004.!4 For its part, the
United States must amend the “fleet content”
definition used in the determination of compliance
with its so-called CAFE (Corporate Average Fuel
Economy) standards.!> For the next model year after
January 1, 2004, if not before, U.S. automobile
companies are required to “consider an automobile to
be domestically manufactured in any model year if at
least 75 percent of the cost to the manufacturer of
such automobile is attributable to value added in
Canada, Mexico, or the United States.”!®

Textiles and Apparel

NAFTA'’s rules of origin for textiles and apparel
are primarily based on a “yarn forward” approach.
. Very broadly this means that most textiles and apparel
produced in the NAFTA countries must be produced
from yam made in one of those countries in order to
qualify for preferential treatment under the agreement.
Only the fibers may be imported. However, yarns
made of cotton—and most articles composed of
manmade fibers!’—must use not only yam, but also
fibers produced in the NAFTA countries (the “fiber
forward” rule). Some apparel made in North America
of imported fabric may qualify for preferential
treatment: for instance, certain underclothing and
nightwear made of cotton knit fabrics and apparel
made of silk and linen, and other apparel of specified
fabrics in short supply in the NAFTA countries.
NAFTA also provides for “tariff preference levels,”
which permit certain fabrics, yarns, and apparel that
do not meet the rules of origin to qualify for
preferential tariff treatment up to certain import
ceilings.’® U.S. import quotas on textiles and apparel
from Mexico will be eliminated immediately on goods
that meet NAFTA rules-of-origin requirements and all

U.S. -imports of Mexican apparel made from
U.S.-formed and -cut fabric. Quotas for Mexican
textiles and apparel that do not meet the NAFTA
rules-of-origin requirements but still meet U.S.
Customs Service rules-of-origin (i.e., substantial
transformation), will be phased out over 10 years.

Duties on trade in textiles and apparel between the
United States and Mexico that meet the rules-of-origin
requirements either are eliminated immediately or
phased out over a 6 or a 10 year period.! The
agreement establishes a Subcommittee on Labelling of
Textile and Apparel Goods, which, functioning under
the aegis of a Committee on Standards-Related Issues,
is charged with developing uniform labelling
requirements among the NAFTA partners.20 In cases
of conflict NAFTA provisions on textiles and apparel
take precedence over the Arrangement Regarding
International Trade in Textiles (commonly known as
the Multifiber Arrangement).2!

Standards

The Mexican Government is extensively involved
in the setting of product, labor, health, safety, and
environmental standards. Since legislation addressing
the subject was passed in 1988, the Government has
developed about 5,500 national standards, both
mandatory and voluntary. This degree of involvement
has not, however, ensured a fully transparent system
of establishing standards and technical regulations. In
Mexico public notification of standards making is
virtually nonexistent, and the channels through which
the private sector can participate in the process are
limited.22

Mexican standards affecting the environment,
labor practices, and working conditions have caused
concern in both the United States and Canada because
they are in some cases not considered as stringent as
US. and Canadian standards, are not adequately
enforced, or both. (See “Labor” and “Environment”
sections below.) Additional concerns have centered
on (1) the process through which most standards are
established, (2) the potential use of standards as trade
barriers, and (3) national sovereignty over the
generation and application of standards.

The NAFTA text addresses these issues in two
separate  chapters dealing with sanitary and
phytosanitary (SPS) measures, and “standards-related
measures.”23  Under NAFTA, for example, each
member nation may establish its own SPS measures
and levels of protection for human, animal, and plant
life and health. Each member may even adopt
measures more stringent than international standards
(although each NAFTA country pledges to make

3



every effort to conform to intemational standards
whenever possible). The measures a country adopts
must be based on scientific principles, as well as on
risk assessment. Each NAFTA member is enjoined to
adopt measures ‘“only to the extent necessary to
achieve its appropriate level of protection,” and is
prohibited from using SPS measures as a “disguised
restriction on trade.”24

An important goal outlined in the NAFTA
provisions is to strive for equivalent SPS measures in
all three nations. In keeping with this goal each
NAFTA country is encouraged to accept the SPS
measures of another as equivalent to its own
(provided that the exporting country proves to the
importing country’s satisfaction that the standards of
the exporting country attain the importing country’s
predetermined level of protection). The agreement
also establishes a Committee on Sanitary and
Phytosanitary Measures not only to enhance SPS
conditions in NAFTA members, but to facilitate
technical cooperation.2

Provisions similar to those described above apply
to other standards-related measures. Each NAFTA
nation may choose its own measures, is requested
(though not compelled) to use international standards
as a basis for its own standards-related measures, and
cannot use such measures as an unnecessary obstacle
to trade. The NAFTA parties are enjoined to make
their standards-related measures and ‘“‘conformity
assessment procedures” compatible “to the greatest
extent  practicable.”26 A Committee on
Standards-Related Measures will serve to monitor the
implementation of NAFTA rules on standards-related
-measures and to facilitate the process through which
the three NAFTA nations seek to make their
standards-related measures more compatible.

Services

Financial Services

Under current law the U.S. financial services
market is generally open to Mexican banks, as is the
Canadian market. Mexico opened its
Government-owned banks to foreign and domestic
investors in 1989. In January of the next year it
altered its Constitution to allow privatization of its
banks.2’ Nonetheless, Mexico still imposes
considerable limitations on activities by U.S. banks
within its borders. More than 40 U.S. banks maintain
representative offices in Mexico, but only one U.S.
bank, Citibank, conducts business within Mexico.
(Citibank, however, is prohibited from opening new

offices im Mexico and from offering a full range of
banking services.) Under current Mexican law
foreign ownership in Mexican banks is limited to 30
percent of voting stock.28 Other restrictions include
limitations on the entry of U.S. broker-dealers into
Mexican capital markets. Again, foreign firms are
limited to a roughly 30-percent equity stake and,
although they may conduct research, they cannot offer
broker-dealer services.

NAFTA allows financial service providers in
member countries to set up banking, securities, and
insurance operations in other member countries and
ensures that members offer national and MFN
treatment to these providers. Given these rules, U.S.
and Canadian investors may offer the range of
banking services already offered by Mexican banks
and may do so by acquiring existing banks or
establishing  separately-capitalized  subsidiaries.?
Some special conditions, however, pertain. Under the
terms of the agreement, for example, Mexico is
permitted to limit to an agreed-upon percentage the
market share that financial service providers in the
United States and Canada may acquire.3 The market
share that other NAFTA members may have in the
Mexican commercial banking sector increases from 8
to 15 percent within an initial transition period which
ends January 1, 2000. For its part Canada exempts
Mexico and the United States from certain
nonresident  requirements  imposed by its
Government.3!

Other Services

In the area of transportation services, NAFTA
contains reservations that exclude maritime and air
services from the agreement. NAFTA does, however,
provide new regulations for trucking, bus, and rail
services. The trucking sector was a primary concern
of the U.S. NAFTA negotiators because current
arrangements  severely restrict trucking services
between the United States and Mexico. Under
NAFTA Mexican truckers will have access to all of
the United States for international carriage of cargo,
and vice versa, 6 years after the agreement comes into
force. After 10 years Mexico is to lift its traditional
restrictions on foreign investment in this sector and to
allow 100-percent investment in Mexican truck (and
bus) companies.32 Bus firms in the NAFTA nations
may begin offering cross-border bus service within 3
years. Although foreigners may invest in certain
aspects of rail service, such as owning and operating
rail terminals, Mexico retains its exclusive right to
operate the Mexican railway system and tend to its
basic infrastructure.33



Basic telecommunication services are specifically
excluded from the purview of NAFTA. However,
“enhanced” and “value-added” services, such as
computer data processing and electronic data base
services, are covered. Accordingly, Mexico must give
U.S. and Canadian firms access to its existing public
telecommunication services and transport networks. It
must also eliminate its current restrictions on
foreign-owned private networks and on enhanced
services offered by foreigners who are using leased
lines from Mexico to the United States. Further, the
agreement places certain restrictions on the prices of
public communications and transport services.34

Government Procurement

Both the United States and Canada are signatories
to the GATT Government Procurement Code, which
requires them to allow suppliers from all code
signatories to compete for certain government
contracts under conditions no less favorable than those
given to domestic suppliers. (The CFTA goes further
than the GATT Code in terms of coverage.35) Mexico
is not a code signatory. Accordingly, during the
NAFTA negotiations an effort was made to open a
good portion of Mexico’s government procurement
market to suppliers from other NAFTA members for
goods and services (notably construction services).

Procurement by specific Federal Government
departments and agencies in all three countries, such
as Mexico’s Ministry of Communications and
Transport, Canada’s Department of Agriculture, and
the U.S. Department of Commerce, as well as Federal
Government enterprises,>¢ such as the Mexican Postal
Service, Canada’s Via Rail, and the U.S. Tennessee
Valley Authority are covered by NAFTA.3 The
agreement applies to contracts by specified Federal
Government departments and agencies of more than
$50,000 in goods and services and more than $6.5
million for construction services. For covered Federal
Government enterprises, NAFTA rules apply to
procurements of more than $250 million in goods and
services and more than $8 million for construction
services.38  Mexico is permitted to phase in its
transition to the new procurement regime over ten
years. By the end of the tenth year, Mexico is obliged
to open all its federal procurement, subject 0 a
set-aside limitation of $1.5 billion.39

The government procurement provisions of the
agreement also include enhanced procedures for the
submission, receipt, and opening of bids, as well as
the awarding of contracts*® and requires each NAFTA
nation to maintain a bid protest system.*!  The
NAFTA government procurement provisions do not,

however, apply to the purchasing of weapons,
ammunition, arms, and other devices related to
national security.*2

Foreign Investment

The United States is Mexico's largest foreign
direct investor.*> Such investment is regulated by the
1973 Law to Promote Mexican Investment and to
Regulate Foreign Investment and by the Mexican
Constitution.** The 1973 law prohibits foreign
investment in certain sectors and limits foreign
ownership in others, generally to 49 percent.45
Executive regulations in 1989 interpreting the 1973
law resulted in greater opportunities for foreign
investment in sectors that, all told, account for the
majority of Mexico’s economic output.4®  The
approval process for foreign investment was
simplified as well.#” Nonetheless, “activities” in 141
areas—including transportation equipment,
transportation services, secondary petrochemicals,
mining, and auto parts—remain “classified” and hence
limited 8

To a certain extent this state of affairs continues
under NAFTA, which makes exceptions for activities
that are reserved for the state under the Mexican
Constitution.?®  (See, for example, the “Energy”
section of this chapter) In many other sectors,
however, NAFTA ensures that investors and
investments from member countries will receive
national treatment®® and  most-favored-nation
treatment.5! With some exceptions NAFTA countries
may not impose special performance requirements
such as minimum domestic content and trade
balancing.52 Expropriation of the investments of
NAFTA investors is prohibited, save for a “public
purpose,” on a nondiscriminatory basis, and under due
process of law. Owners of expropriated investments
must be compensated for those investments “without
delay” and at market prices.3 Investors may also
seek monetary damages through binding international
arbitration or may seek to apply remcdies available
through the host country’s domestic courts. 54

Emergency Actions

All parties in the NAFTA negotiations agreed on
the need for “safeguards” to remedy or prevent harm
to domestic agricultural and industrial sectors
resulting from freer trade among the United States,
Canada, and Mexico. There was also concern that this
privilege not be abused. As a conscquence there are
provisions for gencral emergency safeguard actions in
chapter 8 of the NAFTA text and for specific



“emergency actions” that may be taken in a selected
sectors (agriculture and textiles) in the chapters
pertaining to such goods. Certain procedural
requirements must be followed, however.33

Chapter 8 of the NAFTA addresses the issue of
emergency actions (1) bilaterally, in the context of
injury to a domestic injury as a result of
implementation of the agreement and (2) in the
context of global safeguard actions taken under GATT
article XIX (the so-called escape clause). Bilateral
“emergency actions” are permitted when, as a result
of the reduction or elimination of a duty under the
NAFTA, a good is being imported in such increased
quantitites and under such conditions as to be a
substantial cause of serious injury or threat thereof. To
prevent or remedy such injury, a NAFTA country may
suspend reductions of duties or temporarily increase
duties to pre-NAFTA levels for up to 3 years (4 years
in the case of sensitive goods).’® Except in certain
circumstances, NAFTA members must be excluded
from so-called “global” emergency actions undertaken
by another NAFTA member.5’ A NAFTA country
taking an action against another NAFTA country
under either the bilateral or global action provision
would be obligated to provide substantially equivalent
compensation.’8

Dispute Settlement

A major goal for the NAFTA negotiators was to
establish a swift and effective means of resolving
disputes among the United States, Canada, and
Mexico. NAFTA provides for a 30- to 45-day
consultation period should a potential dispute arise
and, should the consultation prove fruitless, parties
may appeal to a trilateral Free Trade Commission set
up under NAFTA, which is responsible for
implementing the agreement.5® If that Commission is
unable to resolve the matter, a complaining country
may elect to request an arbitration panel composed of
five members. The panel is required to render a final
report on the dispute within 4 months. %% If a losing
country does not comply with the panel’s
recommendation, thc winning country may retaliate
by withdrawing “equivalent trade concessions.”

Building upon an innovation contained in the
CFTA, NAFTA also provides for independent
binational panels to review antidumping and
countervailing-duty determinations made by a member
country.5!  Should a complaining country disagree
with a panel decision (which is. binding under
NAFTA), it may request the establishment of an
cxtraordinary challenge committee to review the
matter.52

Intellectual Property Rights

Before the NAFTA negotiations began, the United
States repeatedly expressed concern about the
adequacy of Mexican intellectual property law. Partly
as a result of this concern, in June 1991 the Mexican
Congress passed a new industrial property law, which
extended product patent protection to pharmaceutical,
chemical, metal alloy products and some
biotechnological inventions.93 The Mexican Congress
also approved a strengthened copyright law (which
was originally passed in July 1991 and amended the
next month) that included stiff fines for copyright
violators and additional protection for computer
software.64

The NAFTA provisions on intellectual property
build on the liberalization already undertaken in
Mexico by calling for specific commitments in a
range of areas, among them copyrights, patents,
trademarks, industrial . and trade secrets, and
semiconductor chips. Copyrights for sound recordings,
for instance, are protected for at least 50 years under
NAFTA, and patents are made available for almost
any type of invention. NAFTA also calls for stringent
enforcement of intellectual property laws and for
imprisonment, monetary fines, or both in the case of
violations.55

With regard to . intellectual property rights, two
major areas of disagreement between NAFTA
negotiators for the United States and Canada were
pharmaceuticals and so-called “cultural industries,”
such as publishing and film. The United States has
long sought greater market access in these areas, but
Canada has resisted its efforts. With NAFTA each side
ceded ground. Canadian cultural industries, which
were excluded from the CFTA, remain excluded under
NAFTA. However, Canada did agree to effectively
eliminate its compulsory licensing requirements for
pharmaceuticals. These requirements essentially gave
any Canadian the right to produce patented
pharmaceuticals and limited the original patentholder
to a royalty of only 4 percent of the selling price of
the drug.

Agriculture

As in the protracted GATT Uruguay Round,
agriculture proved to be a major challenge in the
NAFTA negotiations. After months of disagreement
and little progress, the NAFTA partners decided to
pursue separate negotiations on the subject. As a
result, Canada and Mexico have their own agreement
on agriculture, as do Mexico and the United States.56
Both are embodied in NAFTA. Agricultural trade



between the United States and Canada is still
governed primarily by the CFTA.

Under NAFTA tariffs and quantitative restrictions
on agricultural goods are phased out immediately,
within 5 years, within 10 years, or within 15 years.
Certain “sensitive” agricultural sectors presented
particular dilemmas and received the maximum
15-year phaseout: for example, orange juice from
Mexico (considered to be a competitive threat to U.S.
producers) and con from the United States (deemed
1o pose a threat to Mexican producers).

Many nontariff barricrs 0 agricultural trade are
converted to tariff-rate quotas. Under this system a
predetermined quantity of a particular agricultural
commodity may enter any NAFTA nation duty-free,
and imports exceeding the predetermined quantity are
subject to a specified tariff. Within an agreed-upon
phaseout period the quantity eligible for duty-free
treatment increases and the tariff decreases until the
commodity is entirely duty-free in any amount.%”

Other subjects, such as health and sanitary
requirements, were intensely discussed as well. (These
subjects are covered in the “Standards” section
above.) Noting that export subsidies for agricultural
products are in particular cases “inappropriate” among
NAFTA members, the agreement also establishes a
Working Group on Agricultural Subsidies, which is to
work for the eventual elimination of all agricultural
export subsidies affecting trade among the NAFTA
nations.%8 :

Energy

Mexico’s electricity and petroleum industries are
both national monopolies. The Comision Federal de
Electricidad controls, with some exceptions, electric
power generation and distribution within the country.
Petroleos Mexicanos controls all aspects of Mexican
crude petroleum exploration and production, as well
as production of refined products and primary
petrochemicals.® Under NAFTA, goods, activities,
and investments in these sectors are by and large
reserved to the Mexican state. Mexico may also
restrict the granting of import and export licenses.”
The agreement does, however, permit some private
investment in nonbasic petrochemical goods and in
electricity-generating facilities.”! Energy trade
commitments set forward in the CFTA are still to be
honored by both the United States and Canada.

More generally the NAFTA energy provisions, in
keeping with GATT disciplines, do not allow NAFTA
partners to impose minirum or maximum export or
import price requirements (subject to cerain

restrictions). Nor does NAFTA allow a member to
impose a tax, duty, or charge on exported energy or
basic petrochemical goods—unless the same tax, duty,
or charge applies to these goods when they are
consumed domestically.’”?

Parallel Issues

Although NAFTA has enjoyed strong backing
from much of the business community in all three
signatories, some industry representatives, several
environmental groups, and labor leaders in the United
States and Canada voiced strong reservations about
the agreement throughout its negotiation and after its
conclusion. Both Democratic and Republican leaders
in the United States responded with plans of action.
On August 24 President Bush proposed a $10 billion,
S-year program for worker retraining that featured
assistance for workers displaced because of
NAFTA.3 :

In an October 4 speech endorsing NAFTA,
Democratic Presidential candidate Bill Clinton
outlined plans for “supplemental” agreements he
would pursue if elected.”? These agreements would
address labor and environmental issues, as well as
additional safeguards from import surges. For
example, in Clinton’s view, .a supplemental
environmental agreement would set up an
environmental protection commission that would not
only work to prevent pollution, but would
“encourage” NAFTA nations to enforce their
environmental laws through a variety of mechanisms.
Negotiation of these agreements was to take place in
the spring of 1993. A more detailed look at the issues
raised during the year about labor and environmental
provisions is given below.

Labor

The vast majority of studies examining the impact
of NAFTA on U.S. labor have concluded that the
agreement would lcad to a net increase, albeit modest,
in US. jobs.”> One recent USITC study’® found
longterm gains in employment likely in several
industrial  sectors including automotive  parts;
industrial machinery; computers, components and
electronics; machine tools; steel mill products;
textiles; and pharmaceuticals among others. In the
agricultural sector, both the fisherics and the grains
and oilseeds sectors would likely see employment

~ increases.

Some studies have indicated as well that in the
long run the agreement might help to stem the flow of
illegal Mexican immigrants into the United States.”’



Other analyses, however, projected a net loss of U.S.
jobs in some sectors due to either outright elimination
as a result of increased competition from imports or a
move south of the border to take advantage of wage
differentials between the United States and Mexico.”8
In addition, some argued that, despite benefits to
highly-skilled, white-collar professionals, the average
real wages of unskilled and low-skilled U.S. labor
could fall slightly as a result.”® Those industrial and
agricultural sectors identified by the USITC as likely
to experience some localized longterm job losses due
to factors associated with NAFTA include apparel,
automobiles, major household appliances, flat glass,
fresh-cut flowers, certain fresh and frozen vegetables,
and citrus juice among others.

Labor organizations in both the United States and
Canada8® continued to oppose NAFTA throughout
1992. In the United States the AFL-CIO called for
renegotiation of the agreement to include provisions
for increasing Mexico’s minimum wage, establishing
rights for Mexican workers to organize and bargain
collectively, strong Mexican health and safety
standards, and the right to levy U.S. trade sanctions in
the case of Mexican labor violations.3!  Such
demands, however, met with firm resistance from U.S.
and Mexican officials, the latter insisting that Mexico
would not give up its right to make and enforce its
own labor laws.82

By the end of 1992 it appeared that a
supplemental agreement on labor would be negotiated
and it would likely include provisions for a tripartite
labor commission. Nonetheless, the issues addressed
in the agreement, and particularly the scope of powers
of the proposed commission, remained unclear.

Environment

Although there is no specific section on the
environment in the NAFTA, provisions related to
environmental protection appear throughout the
document. The text affirms, for example, the right of
each NAFTA partner to choose for itself the
regulations and concomitant level of environmental
protection that it deems necessary and desirable. In
addition, the text ensures that, should a conflict arise,
the provisions of such international environmental
agreements as the Convention on International Trade
in Endangered Species of Wild Fauna and Flora, the
Montréal Protocol on Substances That Deplete the
Ozone Layer, and the Basel Convention on the
Control of Transboundary Movements of Hazardous
Wastes and Their Disposal generally take precedence
over provisions in NAFTA.83  Further, NAFTA

specifies that member nations should not lower their
environmental standards or ease enforcement to attract
investment and clears the way for member states to
adopt “appropriate” measures to ensure that foreign
investment is “undertaken in a manner sensitive to
environmental concerns.”84

Such provisions did not fully satisfy certain
environmental groups and legislators in both the
United States and Canada. Notably, some said
NAFTA did not address the issue of long-term
funding to clean up the heavily polluted area along the
2,000-mile border between the United States and
Mexico, where most maquila plants are located.85

The Bush administration sought to address the
broader problem of transborder pollution “in parallel”
with NAFTA, through an Integrated Environmental
Plan for the Mexican-U.S. Border Region, which was
released in February 1992. The plan outlines steps for
determining what environmental problems exist at the
border. It also sets up mechanisms for bilateral
cooperation in enforcing current environmental laws
and reducing extant pollution. The United States and
Mexico plan to jointly spend close to $1 billion on
border cleanup over the next 3 years.86 Nonetheless,
critics argued that such efforts were not sufficient,8
estimating border cleanup costs from $5 to $15
billion. %8

Citing illegal dumping of hazardous waste, lack of
sewage treatment, pesticide runoff, pollution of
groundwater supplies, lack of smokestack scrubbers,
and even discharges of low-level nuclear waste, some
environmentalists also maintained that Mexico does
not currently enforce its own stringent environmental
laws adequately8? and, argued that it would not be
particularly inclined to do so in the future.%0 Despite
strong industry disagreement, some environmentalists
said the agreement would simply induce U.S. firms
that do not wish to comply with U.S. environmental
standards to move their operations south,”! thereby
resulting in even greater despoiling of the Mexican
environment.

As with labor, the prospect for a side agreement
on the environment was strong by the end of
1992—although the shape it would take remained
unclear. Perhaps the largest question concerned what
powers a proposed North Amecrican Commission on
the Environment would have. Differing positions
within the environmental community reflected a split
between groups willing to approve NAFTA, provided
it had a supplemcntal agrccment attached, and those
that rejected the agrcement as written and proposed
reopening it to negotiation.%2



The Next Steps

Conclusion of the NAFTA negotiations was the
first step toward realizing the goal of liberalized trade
in North America. However, all three countries must
still formally ratify the pact. In the United States,
legislation implementing the accord must be approved
by both houses of Congress before the agreement can
enter into force and become binding as a matter of
domestic law. This approval will occur under
so-called fast-track procedures.”?

According to the procedures, once the President
formally notifies Congress of his intent to enter into a
trade agreement, he must wait 90 days before signing
it. The President must also consult with Congress®
during the negotiating process and submit the final
text of the agreement along with implementing
legislation and proposed administrative actions to
Congress for its consideration.% There is no specific
timetable for drafting the implementing legislation.
However, once such legislation is drafted and
presented as a bill to Congress, the U.S. House and

Senate ‘between them have 90 legislative days in
which to approve or disapprove the legislation as it is
written. Both must act. No amendments to, or
filibusters of, the implcmenting lcgislation are
permitted, and debate on the implementing bill cannot
exceed 20 hours in either legislative branch.

By the end of 1992 the agreement’s chances of
passage in both Canada and Mexico appcared to be
high.9 Less certain was the fatc of NAFTA in the
chambers of the U.S. House of Represcntatives and
Senate, where concerns about NAFTA’s effects on
jobs and the environment continued to be voiced into
the new year. President Clinton has stated that passage
of NAFTA will bc a priority for his administration.
By mid-1993, however, it was still not clecar when the
U.S. Congress would begin its official debate on the
accord. Although implementing legislation has yet to
be submitted as negotiations on supplemental accords
continue, the stated goal of the Clinton administration
is implementation of the agreement by its original
target date: January 1, 1994.
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CHAPTER 2
The General Agreement on Tariffs
and Trade

The General Agreement on Tariffs and Trade
(GATT) entered into force in 1948 with 23 original
members.!  Originally set up as a body of rules to
govern international trade, the GATT over time has
also become an organization to oversee the conduct of
these rules. Situated in Geneva, Switzerland, the
organization’s purpose is to provide a forum for
discussion of world trade issues that allows for the
disciplined resolution of trade disputes, based on the
founding principles of the GATT, which include
nondiscrimination, national treatment, transparency,
and most-favored-nation (MFN) treatment.

GATT activities in 1992 were largely focused on
the Uruguay Round of multilateral trade negotiations,
launched in 1986 to expand GATT coverage to new
areas, such as services and intellectual property rights,
as well as to improve existing rules in areas such as
agriculture. The Round is now host to upwards of
115 participants, most of which are contracting parties
to the GATT.

In addition to the Round, the GATT continues its
ongoing activities regarding the application of its
existing rules to specific cases in world trade as well

as to extending the rights and obligations of the

General Agreement to new members. Regular GATT
activities were slower than normal in 1992,2 owing to
efforts marshaled toward finishing the Uruguay
Round. Three issues that did receive attention were
(1) dispute settlement, (2) regional trade
arrangements, and (3) trade and the environment.
Membership in the GATT rose from 92 countries in
September 1986 when the Round began, to 105 by
yearend 1992, and to 111 by May 1993, reflecting the
importance of trade to the economies of most
countries. See tables 2-1 and 2-2 for a listing of
signatories to the General Agreement and 10 the
Tokyo Round agreements, respectively, as of
December 31, 1992. New GATT members in 1992
included Mozambique and Namibia, based on
accessions as former colonies or protectorates of other
contracting parties. (Mali joined in 1992 but did not

ratify its membership until 1993.) Working partics
created in 1992 to examine requests for accession
included those for Slovenia, Ecuador, Albania, as well
as Chincse Taipei.3

The following sections review developments in
the Uruguay Round and selected regular GATT
activities.

The Uruguay Round

Uruguay Round negotiations in 1992 began on a
hopeful note, starting with the presentation of the
Draft Final Act (DFA). Scheduled to conclude in
December 1990, negotiations had deadlocked over the
subject of agricultural trade reform.  Countries
seeking greater agricultural trade liberalization, led by
the United States and the Cairns group* of self-styled
“free-market agricultural exporters,” reached an
impasse in discussions with other participants such as
the European Community (EC), Japan, and Korea,
seeking essentially to retain their protcctive measures
concerning agricultural trade, such as agricultural
import barriers and export subsidies. Following
extensive consultations in 1991, GATT
Director-General Arthur Dunkel, in his capacity as
chairman of the Trade Negotiating Committee (TNC)
overseeing the Uruguay Round negotiations, brought
together agreements already reached between
negotiators and provided a final draft text on his own
initiative for several contentious arcas where
negotiators had not reached a compromisc draft after
5 years of talks.> This compendium, known as the
“Draft Final Act” and often referred to as the “Dunkel
text,” was issued on Dccember 20, 1991, and
represented the first comprchensive view of a package
of possible agrecments and tradcoffs that ncgotiators
could consider.

Based on the DFA and the understanding among
participants that it would form thc basis for
subsequent negotiations in the Round,” Dunkel sct
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Table 2-1

Contracting Parties to the GATT: Status as of Dec. 31, 1992

Contracting Parties to the GATT (105)

Antigua and
Barbuda
Argentina
Australia
Austria
Bangladesh
Barbados
Belgium
Belize
Benin
Bolivia
Botswana
Brazil
Burkina Faso
Burundi
Cameroon
Canada
Central African
Republic
Chad
Chile
Colombia
Congo
Costa Rica
Cote d’'lvoire
Cuba
Cyprus
Czechoslovakia

Denmark
Dominican Republic

gypt
El Salvador
Finland
France
Gabon
Gambia
Germany
Ghana
Greece
Guatemala
Guyana
Haiti
Hong Kong
Hungary
Iceland
India
Indonesia
Ireland
Israel
Italy
Jamaica
Japan
Kenya
Korea, Republic of
Kuwait
Lesotho

Luxembourg
Macau
Madagascar
Malawi
Malaysia
Maldives
Malta
Mauritania
Mauritius
Mexico
Morocco
Mozambique?
Myanmar
Namibia?
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway
Pakistan
Phitopi
ilippines
Pola?\g
Portugal
Romania
Rwanda
Senegal

gierra Leone
ingapore
South Africa
Spain
Sri Lanka
Suriname
Sweden
Switzerland
Tanzania
Thailand
Togo
Trinidad and
Tobago
Tunisia
Turkey
Uganda
United Kingdom
United States
of America
Uruguay
Venezuela
Yugoslavia
Zaire
Zambia
Zimbabwe

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

policy (27)

Algeria Equatorial Guinea Saint Christopher Swaziland
Angola Fiji and Nevis Tonga
Bahamas Grenada Saint Lucia Tuvalu
Bahrain Guinea-Bissau Saint Vincent United Arab
Brunei Darussalam Kiribati and the Grenadines Emirates
Cambodia Mali Sao Tomé and Principe Yemen
Cape Verde Papua New Guinea Seychelles

Dominica Qatar Solomon Islands

1 New member in 1992.

Source: GATT, Saint Lucia Becomes a Contracting Party to GATT, press communiqué, GATT/1572, Apr. 14, 1993.
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Table 2-2
Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1992

(Accepted (A); signed, acceptance pending (S); provisional acceptance (P); new member 1992 (+)), Reservation,
condition, declaration, or any combination (*)

Government Dair Customs Import Civil Anti-
Stand- procure-  Subsi- Bovine prod- valu- licen-  air- dump-
ards ment dies meats wucts ation sing craft ing
Contracting party:

Argentina .......... S S A A S S
Australia .......... A+ A A A A A A
Austria ............ A A A A A A A
Belgium ........... A A
Belize ............. P
Botswana ..........
Brazil ............. A A A A
Canada ........... A A A A A A A
Chile .............. A A A
Colombia .......... A
Cyprus ............ A,
Czechoslovakia . . . .. A, A A A
genmark ........... 2

ypt. .o A A+ A+ A A A
Eg(ﬁp1 .............. A A A
Finland ............ A A A A A
France ............ A, A
Germany .......... A A
Greece ............ A S
Guatemala ........ A
HongKong? ........ A A A A A
Hungary ........... A A A A A A
India .............. A, A A
Indonesia ......... A
Ireland ............. A A
Israel ............. A
taly ............... A A
Japan ............. A A A A A A
Korea ............. A A A A
Lesotho............
Luxembourg ........ A . A
Malawi ............ A
Mexico ............ A A A A
Netherlands ........ A A
New Zealand ....... A A A A A A A
Nigeria ............ A A
Norway ........... A A A A A A A A A
Pakistan ........... A A, . A A
Philippines ......... A A A
Poland ............ S A A S A
Portugal ........... A A
Romania ........... A A A A A A A
Rwanda ........... S
Singapore ......... A A A A
South Africa ........ A A
Spain.............. A A A
Sweden ........... A A A A A A A A A
Switzerland ........ A A A A A A A A A

See footnotes at the end of table.
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Table 2-2 .
Signatories to the Tokyo Round agreements: Status as of Dec. 31, 1992—Continued

(Accepted (A); signed, acceptance pending (S); provisional acceptance (P); new member 1992 (+)), Reservation,
condition, declaration, or any combination (*)

Government Dair Customs Import Civil  Anti-
Stand- procure-  Subsi- Bovine prod- valu- licen-  air- dump-
ards ment dies meats wucts ation sing craft ing
Tunisia ............ A A
Turkey ............ . . A A
United Kingdom . . . .. A A+ A+ A+ A
United States ....... A A A A A
Uruguay ........... A A A
Yugoslavia ......... A S . A
Zimbabwe ......... A
Noncontracting parties:
Bulgaria ........... A A
Paraguay .......... P
Total signatories . ... ... 39 13 24 25 16 29 27 21 25

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

these agreements. ‘
2 Hong Kong, which had been applying several of the codes under the auspices of the United Kingdom, changed

its status under the codes in 1986, and is now a signatory in its individual capacity.

Source: GATT, GATT Activities 1992, Geneva, July 1993, annex lll.

out in January 1992 a 4-track work plan to conclude The following discussion focuses on the two
the Round by focusing negotiations on (1) market sectoral areas of the 1992 work program—services
access, (2) services, (3) a legal review of the DFA, and market access—plus the area that has proved to
and (4) possible adjustments to the DFA in specific ~ be a pivotal issue in the Uruguay Round negotiations
places.8 from the start: agriculture.

Market access talks were held up for most of 1992 Aoricul
by sparring between the EC and the United States gricu ture

over agriculture as well as other issues.? Negotiations In January 1992 at the first 1992 TNC mecting,
on trade in services advanced overall during the chairman Dunkel indicated that henceforward
year,'0 and the legal review of the DFA was negotiations would need to take place on a global
completed. Action on track 4, possible adjustments to basis, with adjustments to the DFA only if “we all can
the DFA, awaits agreement by participants on the first collectively agree to [them] without unravelling the

three tracks, although concerns about different parts of package.”!!  Although no participant flatly rejected
the Dunkel text were'raiscd informally at yearend the DFA, the EC did object to the entirety of the
1992 by several delegations. agriculture provisions. 12

The DFA agriculture provisions called for

During 1992 the issue of agriculture in the specific, binding commitments in each of three areas:

multilateral context became enmeshed in the

longstanding U.S.-EC bilateral dispute over oilseeds, 1. A 20-percent reduction in intcrnal support
nearly leading to U.S. trade retaliation in November (subsidy) expenditurcs; -

1992. On November 20, 1992, the two sides finally

settled on a compromise, both to bilateral disputes on 2. Conversion of nontariff import barricrs to
agriculture and also to their differences over elements tariffs (tariffication), followed by a 36-percent
in the agriculture text of the DFA. This agreement reduction in these tariffs; and

provided an optimistic note at yearend, triggering a

resumption of Uruguay Round talks in December 3. A 24-percent reduction in export subsidics in
1992 on market access and other topics put off until volume terms as well as a 36-percent reduction
the impasse over agriculture was seen to be resolved. in export subsidies in terms of budget outlays.
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All these reductions were to begin in 1993 for a
6-year period. In addition, the text included a draft
agreement on sanitary and phytosanitary measures.!3

Given the EC objections to the agriculture section
of the DFA, other participants were not prepared to
move forward with other areas under negotiation in
the Round until assured that agriculture would be
included in the overall package and to what extent.!4

In March 1992 President Bush and EC
Commission President Delors sought to reach a
mutual understanding over the Dunkel text provisions
on agriculture, but they were unsuccessful. Regarding
direct payments to producers, the United States
proposed that those payments that do not affect
production be exempted from the Dunkel text’s call
for a 20-percent reduction of internal subsidy
payments. The EC responded with a willingness to
accept a 36-percent reduction in internal support,
export subsidies, and market access combined, rather
than making specific, binding commitments in each
category individually, in return for two conditions.
One condition was “rebalancing,” whereby the EC
would be permitted to offset market access
liberalization in some areas with increased tariffs in
other areas with little or no protection, such as
oilseeds and other nongrain feedstuffs. The second
condition was a “peace clause” whereby the United
States would forgo unilateral action on matters likely
to be covered in the Round’s agricultural agreement,
submitting such disagreements instead to the GATT
for resolution under existing dispute-settlement
procedures.

By May 1992 the Community had finalized a
package of measures aimed at reforming its Common
Agricultural Policy (CAP).13  Although the EC reform
is considered an internal EC matter and does not
address the issues of market access or export
subsidies, the reform was widely considered as
providing a basis from which the EC could reach
agreement with the United States and other
participants in the Round over agricultural trade.

In July 1992 the leaders of the seven leading
industrial nations (G-7) at their summit meeting in
Munich acknowledged “the slow pace of the [Uruguay
Round] negotiations” since mid-1991 but pointed out
that progress had been made, characterizing the
agricultural negotiations thus:

Progress has been made on the issue of
internal support in a way which is consistent
with the reform of the common agricultural
policy, on dealing with the volume of
subsidized exports and on avoiding future
dispute. These topics require further work. In
addition, parties still have concerns in the

areas of market access and trade in cereal
substitutes that they should seek to address. 16

Nonetheless, although there was much high-level
political discussion of agriculture on the margins of
the G-7 summit, little of substance resulted. One of
the few understandings to emerge was that few
concessions in the agriculture negotiations would be
forthcoming from the EC in general—and from
France in particular—until after the referendum in
France on the Maastricht Treaty on European union,
scheduled for September 20, 1992.

During the first half of 1992, a U.S. challenge to
the EC regime on oilseeds!” was also proceeding
through dispute-settlement procedurcs in the GATT
for the second time. The United States has been
actively challenging the consistency of the EC
oilseeds subsidy program under the GATT since 1988,
when the first GATT panel was established at U.S.
request to examine EC subsidies to processors and
producers of oilseeds and related animal-feed proteins.
This first dispute panel supported U.S. claims and
recommended that the EC bring its subsidy program
into compliance with the GATT. The panel report
was issued in 1989 and adopted in January 1990.

In March 1992 a “followup” panel!® issued its
findings, again supporting the U.S. position. This
second panel declared further that the United States
should be granted authority under the GATT to
withdraw concessions to offset the trade losses
stemming from the EC subsidy program, if the EC did
not eliminate its impairment of U.S. trade rights by
either modifying the new subsidy program or by
compensating the United States.

In June 1992 the EC requested and received from
the GATT authorization to renegotiate its tariff
concessions on oilseeds under GATT article
XXVII:4. However, the EC and the United States
failed to agree on acceptable compensation for the
right 1o raise tariffs beyond the zero-duty binding
currently in effect.1 As a result of this impasse, the
United States requested at the September 1992 GATT
Council meeting that the EC submit to binding
arbitration of the dispute through the GATT, an
approach that the EC rejected.

Additional talks between the United States and the
EC during October and into November 1992 over
both the bilateral oilseeds dispute and the multilatcral
situation concerning agriculturc in the Uruguay Round
came to a head in carly November. Negotiations in
Chicago between the U.S. and thc EC agricultre
Ministers broke down in the days leading up to the
U.S. Presidential election on November 3.20 The lack
of redress in the GATT over the oilsceds issue despitc
the twice-upheld U.S. legal position, followed by this
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breakdown in the possibility for a negotiated
settlement of differences over agriculture, combined to
dim the possibility that agriculture negotiations could
continue in good faith.

At the November 4 GATT Council meeting the
United States repeated its request for binding
arbitration concerning trade damages arising from the
oilseeds issue and, being rebuffed by the EC,
requested authorization from the GATT to withdraw
from the EC $1 billion in trade concessions in
compensation. Not unexpectedly, the EC refused to
agree to the unanimous decision necessary for such
authorization and blocked the U.S. request.

On November 5, 1992, the United States
announced its intent to withdraw concessions from the
EC for its failure to bring its oilseeds subsidies regime
into line with the GATT.2! The United States said it
would increase tariffs to 200 percent ad valorem,
beginning December S, 1992, on imports of white
wine, rapeseed oil, and wheat gluten from the EC.
These items were valued at $300 million, and a list of
possible additional products valued at $1.7 billion was
prepared for further sanction should the EC fail to
reform its policies or otherwise rectify the situation.

On November 18 and 19, EC Commissioners
Andricssen and MacSharry met with United States
Trade Representative Hills and Agriculture Secretary
Madigan to try to resolve the agriculture issues
threatening to raise trade sanctions and impeding the
multilateral trade negotiations. On November 20,
both sides announced that they had reached an
agreement on the oilseeds dispute, as well as on
several other bilateral farm disputes?2 and on
agricultural issues contested by the two sides in the
Uruguay Round.

Negotiated at the Blair House in Washington DC,
for which the agreement was named, these U.S.-EC
understandings addressed two of the three areas under
discussion in  the  multlateral talks on
agriculture—that is, internal support and export
competition.  The Blair House agreement was
expected to clear the way for resumed Uruguay
Round negotiations in Geneva on the third area of
agricultural market access, as well as all outstanding
topics in general, with the hope that at least an
agreement in principle to the DFA could be agreed by
the time U.S. administrations changed on January 20,
1993.

The two sides agrecd to support the 20-percent
reduction in internal farm supports already outlined in
the Dunkel text. Concerning agricultural export
subsidies, the United States and the EC agreed to seek
modification of the DFA to reflect the Blair House
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agreement to reduce export subsidies on agriculture
by 21 percent on a volume basis over 6 years using a
1986-90 base period, as well as accept the 36-percent
reduction in export subsidy budget outlays as set out
in the DFA.

The two sides also agreed that if the internal
support and export subsidy measures are met, then the
measures subject to the reduction commitments or the
direct payments involved with them will not be
subject to challenge under GATT rules.> However,
actions under countervailing-duty laws will still be
allowed, should subsidized imports either cause or
threaten injury in the domestic market. On nongrain
feed ingredients (NGFI),24 both sides agreed to confer
should EC imports of NGFI threaten to undermine the
EC reform program for the CAP.

In early December 1992 negotiators resumed talks
in Geneva on agriculture, as well as other Uruguay
Round topics, in an effort to reach a “political-level”
agreement before the end of the year. Meetings on
market access for agriculture were expected to resume
with the tabling of delegations’ proposed tariff
reductions  for agriculture, but further delays
undermined efforts to reach the yearend target date for
an overall agreement in principle. The EC agriculture
schedule, for example, was not available until
mid-December 1992, owing to French objections to

_the Blair House agreement.

These French objections reflected both popular
discontent, such as angry demonstrations by French
farmers against the agreement, and official
disapproval. French politicians, awaiting
parliamentary elections in March 1993, threatened to
resort to the extreme sanction allowed member states
under EC procedures to veto a Community decision
for reasons of “vital national interest.” The French
Government accused negotiators for the EC
Commission of having cxceeded their mandate from
the member states, given through the EC Council, that
no additional concessions be given in agriculture
beyond those already negotiated internally for the
CAP reform in May 1992.25

Services

Negotiation on services was set out by GATT
Director-General Dunkel in January 1992 as one of
the four tracks to be pursued during the year. Services
negotiations were to revolve around (1) the
“framework” agreement known as the General
Agreement on Trade in Services (GATS) that sets out
basic obligations such as ensuring transparency in
service-related regulation; (2) annexes that contain
particular provisions applicable 1o certain sectors;2



and (3) schedules of commitments detailing each
specific sector in which market-access provisions will
apply. " Negotiations over services advanced
substantially during the year.2” However, at yearend,
differences over tclecommunications, financial,
audiovisual, and transport services still remained
stumbling blocks.

MFN Exemptions and
“Conditional” MFN

The GATS contained in the DFA would oblige
signatories to extend bencfits of the agreement, as
well as liberalization in the service sectors listed in
the schedules of commitments, to all signatories on a
nondiscriminatory basis. ‘That is, a signatory to the
GATS would be required to extend benefits
unconditionally to other signatories on a
most-favored-nation, or MFN, basis. A signatory may
request exemptions from applying MFN treatment to
services under the terms of the DFA with respect to
sectors or to specific measures, but they should not
last longer than 10 years, and must be reviewed after

the first 5 years. The United States has sought an

exemption from MFN in a number of sectors.?8
Financial services and telecommunications services
were two sectors where the United States sought to
condition its application of MFN treatment on an
exchange of market access commitments with other
participants. The EC has sought exemptions from
MFN obligations in a number of sectors as well,
including maritime and land transport services, and
for its audiovisual sector to protect its TV, film, and
sound recording industries by requiring that a certain
portion of broadcasting in its member states be
reserved for works by EC producers. In addition, the
EC has notified a long list of measures, primarily in
the financial and professional services areas that
would require MFN exemptions should the results of
the round’s market-access negotiations  prove
unsatisfactory to the EC.

1992 Developments

In March 1992 the Group on Negotiations on
Services (GNS) held a stock-taking exercise.” The
GNS chairman reported that offers on initial
commitments had becn tabled by 47 participants (24
of thesc being revised offers) with 32 draft lists of
intended MFN exemptions.2? Although these offers
represcnted considerable progress, the United States
was criticized for seeking exemptions for maritime
and air transport, basic telecommunication services,
and financial services. In response, the United States

made it clear that its approach regarding financial
services and basic telecommunication services was a
negotiating tactic to elicit active negotiations and
improved offers from other trading partners.

In fall 1992, in an attempt to move talks forward
in financial services,3? the United States announced a
change in emphasis in its approach that it would
withhold final decision regarding financial services
until the end of the round.3! The EC has indicated
that it views U.S. demands for exemptions in the
services talks as hindering the chances for an overall
services agreement that would include the widest
participation by developing countries, something that
the EC has particularly sought. Nonetheless, the EC
has joined the United States in reserving its right to
invoke an MFN exemption for financial services if
other countries fail to improve their services offers.
These offers include in particular financial services
offers from key developing countries in Asia and
Latin America as well as Japan. In October 1992 the
EC wrote to 13 countries32 warning that more
generous offers “in financial services may be
withdrawn if improvements in offers from these
participants are not forthcoming. The U.S.
Government has been seeking similar liberalization
commitments from key developing countries as well.

In negotiations on telecommunications services,
the United States also sought to move negotiations
forward. In December 1991 the United States had
attempted to catalyze talks by offering to extend MFN
treatment in the Uruguay Round to basic
telecommunications services.33 Until then, the United
States had been unwilling to extend MFN treatment
for basic services (such as voice telephony or telex
services) because other countries were considered
unlikely to liberalize their domestic markets for basic
telecommunications, dominated to a large extent by
state-controlled monopolies.34 However, this offer of
U.S. willingness 10 extend MFN treatment for basic
services if other countries were in fact willing to do
the same was still conditioned on the agreement of
major U.S. trading partners, such as Canada, the EC,
and Japan, to make commitments to open their own
long distance telephone service markets to
international competition.35

By late 1992 the United States, the EC, and other
participants with significant markets in telecom-
munications, were considering a 2-year extension of
negotiations on basic telecommunications as a means
to overcome their longstanding impasse over
telecommunications issues.36  Some participants
pruposed that during the extension the status quo
should be frozen, preventing any country from taking
an MFN exemption and relieving all members of the
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obligation to apply MFN status during the 2-year
extension.37

In talks on transport services the GATT Secretariat
has circulated a broad proposal to liberalize maritime
service markets based on proposals initially advanced
by the Nordic countries. The United States has
resisted such proposals, instead seeking for maritime
services an exemption from applying MFN
obligations. In addition, the United States has not
included offers based on national treatment principles
in its schedule of service commitments. EC
negotiators, however, have sought some U.S.
commitments in maritime services.3® However, it is
reported that a wide range of countries®® would need
to liberalize their maritime transport markets
significantly before the United States would be
willing to consider dropping its demand for a
maritime exemption—something U.S. negotiators
consider unlikely. By December 1992 the EC had
come to link movement on its exemption for
audiovisual services (see below) to U.S. concessions
on maritime transport services.*? In civil aviation
services, the annex will exempt landing rights from
the GATS, both for “hard” rights, such as those that
actually support permission to land  an airplane in
foreign territory, and “soft” rights, such as baggage
handling and in-flight catering.4!

For audiovisual services EC negotiators have
sought an exemption on audiovisual programs* to
protect the 1989 EC Broadcast Directive, in addition
to offering no market-access commitments for
audiovisual services. The EC Broadcast Directive is
legislation aimed at reserving a portion of national
television and other programming time for national
cultural programs. While the United States has
indicated it may be willing to accept some EC
reservations in audiovisual services in the form of an
EC exemption or an attenuated market-access offer in
this sector, the United States has steadfastly opposed
“cultural exemptions” where any party may exclude
any audiovisual service sector for purposes of
“cultural preservation,” although the EC and others
point out similar provisions in U.S. agreements with
Canada and Mexico.43

The EC circulated informally a revised services
offer by mid-December 1992, one that had been held
up by divisions between EC member states. Key
developing countries withheld improved services
offers until a formal presentation of the U.S.-EC
agricultural agreement could be made and its
implications become more clear. Nonetheless, some
key developing countries, such as Argentina, Egypt,
Turkey, and some East European countries, did table
revised services offers during December.#4
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In December 1992 Japan tabled a revised schedule
of commitments and reservations encompassing
approximately 75 different service sectors.4> A
Japanese official characterized these commitments as
“unilateral concessions” in an attempt to help provide
impetus to the services talks, although other
participants have reserved judgment on this point. The
revised Japanese offer seeks sectoral exemptions in 4
areas—Ilegal consulting services, freight forwarding,
licenses for radio stations, and cabotage—while lifting
two exemptions previously sought in the areas of
restricted land ownership by nonnationals and entry of
foreign personnel.

Market Access

In early 1992 it was envisioned that all 115
participants in the market access negotiations would
submit their final line-by-line schedules of tariff
concessions and commitments for all
products—agricultural as well . as industrial
products—by March 31, 19924  However, at
stock-taking meetings in March the chairman of the
Negotiating Group on Market Access reported that he
had received only 37 submissions and expected 14
more from other participants shortly.47

Although the chairman reported that ‘“many
participants had confirmed their expectation of being
able o meet, and in some instances to significantly
exceed, an overall one-third reduction of tariffs,” he
pointed out nonetheless that the submissions were
variable in overall quality and completeness, in
particular the 23 submissions on agricultural
products.*®  Participants such as Australia and
members of ASEAN have criticized the United States
and the EC for holding up talks in areas such as
market access with their failure to compromise on
agriculture.

Active participation by other countries has also
been hindered by a second U.S.-EC stumbling block
over industrial market access. In 1992 the United
States continued 0 pursuc its ‘“‘zero-for-zero”
proposals as the centerpiece of its market-access
strategy. With the zerofzcro proposals, the U.S.
market-access offer goes beyond the roughly one-third
reduction®® in average industrial products tariffs
achieved in the Tokyo Round and as sct out as a goal
at the Uruguay Round Mid-Term Mecting in April
1989.50  These proposals to eliminatc particular
sectoral tariffs, as originally offcrcd by the United
States in March 1990 werc pharmaceuticals, beer,
distilled spirits, furniture, toys, wood, paper, bicycle
parts, construction equipment, agricultural equipment,
non-ferrous  metals,5! electronics  (including



semiconductors, and computer and computer
equipment), medical equipment, scientific equipment,
and steel.52 During 1992, the United States and the
EC discussed the product coverage of the various
ZEr0/zero sectors.

A second area of disagreement is how to cut tariff
peaks. “Tariff peaks” are high tariff rates. During
1992, the threshold level for peaks as well as the cut
that would be offered continued to be discussed. By
the end of 1992, the debate had boiled down to the
United States defining tariff peaks as tariffs in excess
of 15 percent, whereas the EC considered peaks to
include 15 percent. No formal offers were made on
the depth of cut.53

The Punta del Este declaration inaugurating the
Uruguay Round called for negotiations on tariffs that
“shall aim, by appropriate methods, to reduce or, as
appropriate, eliminate tariffs including the reduction
or elimination of high tariffs and tariff escalation.”>*
The Mid-Term Review meeting concluded that
participants would agree on a “substantial reduction
or, as appropriate, elimination of tariffs by all
participants with a view to achieving lower and more
uniform rates, including the reduction or elimination
of high tariffs, tariff peaks, tariff escalation and low
tariffs” 33

The EC has cited as priority items the U.S. tariffs
on three sectors — textiles, glassware and china, and
footwear.56 EC negotiators are seeking to reduce
tariff peaks by one-half. In addition, the EC was
linking any tariff reductions in the EC electronics
sector, sought by U.S. negotiators, with reductions in
the U.S. textiles and apparel tariffs.

A third area of uncertainty in market access talks
is tariffs on chemicals. In 1992, negotiations
proceeded closely along the lines of a plan worked out
initially in 1991 by U.S., Canadian, and EC chemical
industries.57 However, whereas the EC is seeking to
have all tariffs reduced and bound over the same
period, the United States is seeking a longer phaseout
for over 80 chemicals of interest to the EC. These
chemicals are largely in the area of organic chemicals,
including dyestuffs.58

Following the announcement of a U.S.-EC
compromise on agriculture on November 20, 1992,
the TNC reactivated the multilateral trade negotiations
process in Geneva’®  The joint U.S.-EC press
statement® stated the intention of the two sides 1o
pursue a successful conclusion to the Uruguay Round,
highlighting among others the market-access area:

On market access, the United States and EC
Commission have found the basis to achieve
an ambitious result that meets their respective

objectives as follows: detailed negotiations
will continue on specific sectors or products
in order to make progress towards the
completion of a substantial and balanced
package. Tariff reductions will be maximized,
with as few exceptions as possible, including
the substantial reduction of high tariffs, the
harmonization of tariffs at very low levels,
and the elimination of tariffs in key sectors.
The prospect exists that the Montreal target
could be substantially exceeded. However,
participation of third countries—not only the
developing countrics, but other industrialized
countries—and elimination of non-tariff
distortions are considercd to be of essential
importance, and both parties will continue
efforts to achieve maximum results in this
regard in Geneva during the coming weeks.

The thrust of the joint U.S.-EC statement—to
overcome remaining obstacles to conclude an overall
Uruguay Round package in the foresceable
future—indicated to other participants that unresolved
industrial market-access issues would need to be
agreed first between these two sides before other
countries would be likely to make serious and
substantial offers in return.  One difficulty, for
example, is that little or no market-access negotiation
between the United States and the EC has involved
Canada and Japan, although reportedly they have been
kept informed of U.S.-EC discussions to an extent.

In December 1992 the EC presented its revised
market-access offers for goods and services to
participants in the Round. The EC offer included zero
tariffs on pharmaceuticals, construction equipment,
medical cquipment, and steel.

Yearend Discussions

With progress on services and the U.S.-EC
agreement on agriculture, the issuc of market access
began to assume the central focus of attention in the
Round by yearend 1992. However, negotiators’
efforts to grapple with this broad subject were
hindered by thc unceruinty of the change in U.S.
administration brought about by thc November 3,
1992 election. As a result, market access talks began
to coalesce only following a hiatus in early 1993 as
the new U.S. administration was inaugurated January
20, 1993, and ncw trade policy personnel took up
their posts. Once these personnel changes were in
place, discussions between the United States and the
EC began as an cssential component of an overall
multilateral agreement on market access. These 1993
discussions started in Brusscls bctween the new
United States Trade Rcprescntative, Mickey Kantor,
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and new EC Trade Commissioner, Sir Leon Brittan,
on March 29, 1993.6!

In the interim between the U.S. election and the
change in administrations, informal meectings took
place in December 1992 and January 1993 between
key delegations in the Round and Director-General
Dunkel to help identify arcas of the DFA that
participants might seek to modify.  The areas
identified by the United States, as well as by other
countries, include antidumping, subsidies,
trade-related intellectual property rights, certain
environment-related issues in the texts on technical
barricrs to trade®? and on sanitary and phytosanitary
measurcs, textiles, and institutional issues such as the
establishment of a multilateral trade organization.3

Principal GATT Activities

While the Uruguay Round proceeded in its efforts
to expand and improve multilateral trade rules, regular
activities of the GATT in 1992 reflected an effort to
widen the scope and use of existing world trade rules.
Action on the following selected topics—dispute
settlement, the growing resort to and multilateral
scrutiny of regional trade areas, and the issue of trade
and the environment—all bear witness o increased
use of the GATT by contracting parties to address a
broader range of world trade matters. At the same
time, the experience in grappling with these issues
during 1992 highlights the difficulty of resolving
complex issues and secking to achieve at times
competing goals within the multilateral context.

Dispute Settlement

Following the provisional adoption of streamlined
dispute-scttlement procedures in April 1989,%4 there
has been a marked increase in the use of GATT
dispute-settlement  procedures. Since 1991 this
increase has extended as well to the dispute provisions
of the Tokyo Round codes of conduct.55 At the same
time, failure to comply with dispute-panel judgments
has also been increasing.

A portion of these stymied dispute cases are a
subset of “contingent acceptance” cases, whereby a
disputant will carry out a ruling only as part of the
conclusion of the Uruguay Round. Thc remaining
cases, however, represent a failurc to resolve trade
disputes through current procedures and thus point up
the fragile underpinning of a multilateral trading
system under which disputants can, and at times do,
ignore or circumvent the rules when such rules are not
in their favor.%6
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‘The GATT director-general and other GATT
officials have repeated warnings that this paralysis has
become a serious problem for the GATT system. The
recent increased and vigorous use of the GATT
dispute system may be viewed as a renewed effort by
governments to turn to the multilateral system to help
resolve their bilateral trade problems. There is also
concern that nonimplementation of dispute-panel
reports and disregard for the dispute-settlement system
could undermine GATT rules overall. This, in turn,
could lead signatories to rely less on multilateral
disciplines and more on bilateral or regional policies.
One prime concern, should GATT members begin to -
view multilateral disciplines as ineffectual, is the
greater uncertainty likely to result in the world trading
system, with the possibility that such uncertainty
could precipitate much the same economic chaos as
witnessed during the trade wars of the 1930s.

In surveying the recent 1991-92 period, the
director-general has highlighted the remarkable
increase in the number -of trade disputes referred to
the GATT for resolution from 1 active panel at the
end of 1990 to 11 panels a year later at the end of
1991.87 In the first half of 1992, the director- general
pointed again t0 a continuous rise in
dispute-settlement activity, particularly in the Tokyo
Round code committees.®® During this period six
new panels were established: three under the
antidumping code, two under the subsidies code, and
one in the GATT Council. By the end of 1992, the
director-general could report that the rate of new
panels being established fell slightly from 11 during
1991 but remained significant at 8 new panels during
the corresponding period in 1992.%9 The proportion
of disputes brought under the Tokyo Round
agreements remained large, with most panels in 1991
and 1992 being brought under the codes, notably the
Subsidies, Antidumping, and Government
Procurement Codes. Key disputes involving the
United States and its major trading partners are
discussed in chapter 4 of this report.”0

One major aspect of this frequent resort to dispute
settlement is the incrcased number of panel reports
that go unheeded once presented. Although the 1989
streamlined dispute procedures have sped up the panel
process,’! the end goal of resolving disputes through
panel report adoption and recommendations is often
stymied by nonimplementation of a report due to the
inaction on the part of a disputant. From 1990 to
1992 the average period before a report is fully
adopted almost doubled.

Implementation problems have increased since the
start of the Uruguay Round. Since 1986 15 panel
rcports have been adopted under the original



dispute-settlement rules (prestreamlined procedures)
under which the panel recommendation involved
domestic policy action. Of these 15 reports, 8 had
implementation problems in 1990, either postponing
compliance or complying insufficiently to satisfy
contracting parties.”2 By early 1992 11 panel reports
had implementation problems, making over two-thirds
of panel reports adopted since the start of the Round
cither not satisfactorily implemented or postponed.’3

A sccond aspect of this increase in noncompliance
is the adoption of a dispute-panel report with the
caveat that effective implementation is contingent on
the outcomc of the Uruguay Round. Despite an
increase in the number of reports adopted—from four
in 1991 to six in 1992—GATT officials have
cautioned that adoption docs not necessarily guarantee
full implementation. At least four panel reports have
been adopted but linked to the outcome of
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