
GENERAL AGREEMENT

ON TARIFFS AND TRADE

RESTRICTED
C/RM/G/45
19 January 1994
Limited Distribution

\4-0085)

In pursuance of the CONTRACTING PARTIES' Decision of 12 April 1989 concerning the
Trade Policies Review Mechanism (BISD 36/403), the initial full report by the Government of the
United States for the review by the Council is attached.

NOTE TO ALL DELEGATIONS
Until futher notice, this document is subject to a press embargo.

TRADE POLICY REVIEW MECHANISM

UNITED STATES

Report by the Government



United States CtMG/45
Page 11

CONTENTS

Page

I. Objectives of U.S. Trade Policies 1

II. Overview of the Import and Export System 4

A. The Import System 4
B. The Export System 7

IlI. Trade Policy Framework 9

A. Brief Description of Principal Trade Laws 9
B. Brief Description of Trade Activities of Principal

U.S. Trade Policy-Making Agencies il
C. Description of Policy Formulation Process 14
D. Bilateral, Multilateral, Regional and Preferential Trading Arrangements 15

1. The Generalized System of Preferences 15
2. Andean Trade Preferences 17
3. Caribbean Basin Initiative 18
4. The U.S.-Canada Auto Pact 19
5. The U.S.-Canada Free Trade Agreement 20
6. The U.S.-Israel Free Tradt Agreement 20
7. The North American Free Trade Agreement 21

IV. Implementation of Trade and Investment Policies 26

A. Instruments and Their Operation 26

1. Tariffs 26
2. Tariff Rate Quotas 26
3. Quotas 36
4. Voluntary Restraint Arrangements 27
5. Orderly Marketing Agreements 27
6. Import Licensing 27
7. Customs Valuation 29
8. Rules of Origin 29
9. Government Procurement 30
10. Standards 31
Il. Safeguard Actions 34
12. Market Disruption. 35
13. Antidumping and Countervailing Duties 35
14. Unreasonable/Unjustifiable/Discriminatory Acts Against U.S.Exports 36
15. National Security 38
16. Intellectual Property Rights Protection 39



C/RM/145 Trade Policy Review Mechanism
Page iv

Page

17. Trade Adjustment Assistance 43
18. Export Financing 44
19. Foreign Trade Zones 46
20. Export Controls 46
21. The Investment Regime 48

V. Sectoral Aspects of Trade Policy 53

A. Agriculture 53
B. Services 58
C. Textiles 59
D. Shipbuilding 61
E. Steel 62
F. Aircraft 62

VI. The External Environment 64

A. The Domestic Economic Environment 64
B. The International Economic Environment 65
C. Trends in Imports and Exports 66

Appendix: (To be issued as Addendum)

Table 1 Total U.S. imports, Duties Collected and Ratio of Duties to Value
Table 2 Selected Summary U.S. Trade Data
Table 3 U.S. Exports, by US Sections (summary)
Table 4 U.S. Exports, by HS Sections/Chapters
Table 5 U.S. Exports to top 100 Markets
Table 6 U.S. Imports, by US Sections (summary)
Table 7 U.S. Imports, by HS Sections/Chapters
Table 8 U.S. Imports from top 100 Suppliers
Table 9 Calculated Duties Collected, by HS Sections (summary)
Table 10 Calculated Duties Collected, by HS Sections/Chapters
Table 11 Calculated Duties Collected from top 100 Suppliers
Table 12 U.S. Imports under GSP, by HS Sections summary)
Table 13 U.S. Imports under GSP, by US Sections/Chapters
Table 14 U.S. Imports under GSP, top 100 Suppliers
Table 15 U.S. Imports under CBI, by HS Sections (summary)
Table 16 U.S. Imports under CBI, by HS Sections/Chapters
Table 17 U.S. Imports under CBI, by Country
Table 18 U.S. Imports under U.S.-Canada Free Trade Agreement, by HS Chapters
Table 19 U.S. Imports under U.S.-Israel Free Trade Agreement, by HS Chapters



Uhited States C/RM/G/45:
Page1

I. OBJECTIVES OF U.S. TRADE POLICIES

1. The fundamental trade policy objective of the United States is to support economic growth
and the creation of new job opportunities through the reduction of trade barriers and the resulting
expansion of international trade. This objective is based on a belief that open, international, market-based
competition will lead to the growth of the most competitive sectors of the U.S. economy, create the
most satisfying and high paying jobs for Americans, and support an increasing standard of living.
Trade policy is thus considered to be an integral part of a comprehensive economic strategy designed
to foster the growth and competitiveness of the U.S. economy.

2. U.S. economic policy therefore assumes that U.S. domestic economic policy goals can be
achieved only if the United States remains competitive in world markets. In this sense, domestic
economic policy measures designed to improve the international competitiveness of U.S. firms are
also sean as an integral part of trade policy. To this end, the U.S. Government pursues a number
of critical macroeconomic and microeconomic reforms, including measures designed to reduce the
budget deficit, to stimulate private investment, to reduce health care costs, to improve public
infrastructure and to support the relocation and retraining of unemployed workers.

3. In pursuit of its fundamental trade policy objective, the United States follows a multi-track
strategy ofmultilateral, regional and bilateral .,egotiations, and the effective enforcement ofmultilateral,
regional and bilateral trade agreements. In accordance with this strategy, the United States in the past
year assigned its highest priorities to:

- The successful completion of the Uruguay Round;

- The negotiation of supplemental agreements to the North American Free Trade
Agreement and its approval by our Congress;

- The strengthening of the Asian Pacific Economic Cooperation organization (APEC);
and

- The bilateral negotiation of improved access to the Japanese market under the so-called
U.S.-Japan Framnework Agreement.

4. The United States recognizes the important contribution that global growth of trade can make
to global economic and political stability, in particular the successful implementation of political and
economic reforms by economies in transition and newly emerging democracies. U.S. policy, therefore,
assigns urgency to both the successful conclusion and implementation of the Uruguay Round, and to
efforts to revive global growth through improved coordination of macroeconomic policies.

5. As noted above, central to the U.S. strategy has beenthe strengthening ofthe multilateral trading
system in the Uruguay Round. The United States has negotiated in the Round to expand the rules
to cover new areas of vital importance, such as intellectual property rights protection, services and
investment in addition to working with participants to strengthen the GATT's existing mules. Equally
important has been the effort to expand market access opportunities through the reduction and elimination
of tariffs and nontariffbarriers and a program of comprehensive multilateral reform for the agricultural
sector.

6. The U.S. objective in negotiating NAPTA was to stimulate economic growth and job creation
throughout North America through the removal of barriers to trade and investment in the region and



C/RM/G/45 Trade Policy Review Mechanism
Page 2

through improved cooperation on a wide range of domestic policy measures that impact on trade and
investment flows in the region. The priority U.S. negotiating objective in 1993 was to conclude
supplemental agreements on environment and labor cooperation. When implemented on January 1,
1994, these agreements will lead to the establishment of cooperative efforts for improving the
environment and improving working conditions for labor throughout North America. It would also,
commit all three nations to fair, open and equitable administrative and judicial processes for the
enforcement of environmental and labor laws.

7. The U.S. views APEC as an important forum for regional trade and investment liberalization,
policy development and practical measures to enhance the flow of goods, services, investment, technology
and capital throughout the region. Fundamental to APEC is the maintenance of a strong multilateral
system ofGATT rules. To this end, the United States strongly supported the adoption of a Trade and
Investment Framework at the 1993 APEC Ministerial in Seattle, Washington. Pursuant to the
Framework, APEC countries adopted an active work program on trade and investment issues, which
will lead to the identification of barriers to trade and investment flows in the region, and is expected
to lead to future efforts to remove such barriers. In this connection, the United States welcomed the
recommendations of the Eminent Person's Group regarding the establishment of a long-term vision
for free trade and investment in the Pacific region and the adoption of steps that should be taken in
pursuit of this goal over the near term. The United States will ensure that this effort is consistent with
GATT rules.

8. The United States remains committed to enhancing its trade relationship with Latin America
and the Caribbean. During the past decade, most countries in the region have moved decisively to
restructure, streamline and reform their economies. Such reforms have produced tangible results.
A priority objective of U.S. trade policy is to support these policy reforms. During the past year,
the United States has consulted with virtually all of the countries in the region on the policies that affect
our commercial relationship and have explored what further steps could be taken to expand mutually
beneficial trade.

9. The Administration is in the process of examining its Latin American trade and investment
policy in light of passage of the North American Free Trade Agreement (NAPTA). The NAFTA
implementing legislation establishes some key dates for the Administration to provide the Congress
indications of its future intentions on trade arrangements with the region, and in particular with which
countries the United States should seek to negotiate free trade agreements, and the objectives for such
agreements. While this provision is not limited to countries in Latin America and the Caribbean,
President Clinton has stated that NAFTA's passage "can serve as a catalyst for the expansion of free
trade to other market democracies throughout the hemisphere."

10. On July 10, 1993, the United States and Japan agreed to establish the U.S.-Japan Framework
for a New Economic Partnership. This arrangement is consistent with GATT rules. The Framework
will serve as a new mechanism of consultations for U.S.-Japan economic relations. The goals of the
Framework are to increase market access for all foreign competitive goods and services in Japan, increase
investment flows, improvee competitiveness, and enhance U.S.-Japan economic cooperation. Over
the medium term, Japan has agreed to significantly reduce its current account surplus and increase
its global imports by promoting strong domestic denmand-led growth and by increasing the market access
of competitive foreign goods and services. The United States has agreed to substantially reduce its
fiscal deficit, promote domestic savings, and strengthen its international competitiveness. Initial areas
for negotiation include: government procurement; regulatory reform and competitiveness; the automotive
industries; economic harmonization; and implementation of existing arrangements and measures. Benefits
under the Framework will be on a Most Favored Nation basis. In addition, the United States and Japan
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will jointly pursue a common agenda for cooperation in global perspective, which will include the
following initial areas for discussion: environment, technology, development of human resources,
population issues and AIDS control and prevention.

Il. The U.S. goal of bilateral negotiations under the US.-Japan framework has been to reduce
structural barriers blocking access to the Japanese market to foreign exporters and investors, and to
enhance bilateral cooperation between the United States and Japan on macroeconomic policy issues,
as well as on a range of global issues, such as the environment. Bilateral discussions have focused
primarily on business practices in the construction industry, on government procurement practices,
on regulatory practices iii financial services, on the impact of interlocking business relationships on
market access in the automobile and automotive parts industry, and on impediments to trade in medical
equipment.
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Il. OVERVIEW OF THE IMPORT AND EXPORT SYSTEM

A. THE IMPORT SYSTEM

12. The United States Custos Service has primary responsibility for administering the laws affecting
imports into the United States.

13. Customs is charged with: (a) determining the proper classification of imported articles; (b) the
assessment and collection of import duties, excise taxes, fees and penalties due on imported merchandise;
and (c) the enforcement of laws that prohibit or restrict imports into the United States.

Duty Collection

14. All goods imported into the United States are subject to duty or duty-free entry in accordance
with their classification under the Harmonized Tariff Schedule of the United States (HTS). Rates of
duty may depend on the country of origin. Most merchandise is dutiable under Most-Favored-Nation
(MFN) rates called Column 1 rates of duty, which correspond for the most part to the rates specified
in the U.S. GATT schedule of concessions. Major exceptions to MFN treatment are goods entering
under the following preferential arrangements: (a) the United States-Canada Free-Trade Agreement;
(b) the Generalized System of Preferences; (c) the Caribbean Basin Initiative; (d) the Andean Trade
Preferences Act; (e) the United States-Israel Free Trade Agreement, and (f) the North Arnerican Free
Trade Agreement (beginning january 1, 1994). Less than MFN tariff treatment is applied to goods
from a small group of countries subject to Column 2 rates of duty (Afghanistan, Azerbaijan, Cuba,
Kaiwpuchea, Laos, Montenegro, North Korea, Serbia, Tajikistan, Uzbekistan, and Vietnam).

15. The Customs Service also assesses and collects antidumping and countervailing duties on
merchandise found to have been subsidized or sold at less than fair value (dumping) in the United States
and to have caused injury to a U.S. industry.

Classification

16. Tariff classifications must be identified by commercial importers on the import entry document.
These classifications are based on the Harmonized Tariff Schedule of the United States. Customs officers
at the port of entry of the merchandise review the importer's declared classification, as well as other
information on the entry document, to verify its accuracy as the proper basis for duty appraisement.

Valuation

17. U.S. Customs officers are required by law to determine the value of imported merchandise.
The United States adheres to the GATT Customs Valuation Code. Generally, the transaction value
identified on the commercial invoice is accepted as the proper customs value.

Country of Origin Marking

18. U.S. law requires that each article produced abroad and imported into the United States be
marked with the name of the country of origin so as to be identifiable to the ultimate U.S. purchaser.
Some products are exempt from this rule (e.g., beads, bolts, screws, eggs, feathers, flowers, livestock,
paper, plants, rope and sponges).
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Prohibitions and Restrictions

19. The importation of certain classes of merchandise may be prohibited or restricted to protect
the economy and security of thc United States, to safeguard consumer health and well-being, and to
preserve domestic plant and animal life. Some commodities are also subject to import quota or to
restraint under bilateral trade agreements or arrangements, as discussed in detail later in this report
under Section IV -- Implementation of Trade and Investment Policies.

Agricultural Commodities

20. Cheese, milk and dairy products are subject to requirements of the Food and Drug Administration
and the Department of Agriculture. Most importations of cheese require an import license and are
subject to quotas administered by the Department of Agriculture, Foreign Agricultural Service. The
licensing system is administered ina manner consistent with the GATT Agreement on Import Licensing
Procedures. The importation of milk and cream is subject to the requirements of the Food, Drug and
Cosmetic Act and the Milk Import Act.

21. Certain agricultural commodities must meet U.S. import requirements specifying grade, size,
quality and maturity. These commodities are inspected and an inspection certificate must be issued
by the Agriculture Marketing Service of the Department of Agriculture to indicate compliance.

22. Inspection and quarantine requirements of the Animal and Plant Health Inspection Service must
be met for the importation of livestock and animals. An import permit must be obtained from the
Inspection Service before shipping from the country of origin. Importations from any country where
rinderpest of foot-and-mouth disease exists is prohibited.

23. All commercial shipments of meat and meat food products offered for entry into the United
States are subject to the regulations of the Department of Agriculture and must be inspected by the
Animal and Plant Health Inspection Service and the Food Safety and Inspection Service of that
Department prior to release by the U.S. Customs Service. Poultry imports may also be subject to
restriction by the Fish and Wildlife Service.

24. The importation of plants and plant products is subject to regulations of the Department of
Agriculture and may be restricted, quarantined, or prohibited. The importation of seeds is subject
to regulation by the Animal Plant Health Inspection Service, if the seed is for planting, or the Federal
Grain Inspection Service if the seed is intended for processing into food.

Arms, Ammunition and Radioactive Material

25. The importation ofarms, ammunition, explosives and implements ofWar is prohibited except
when a license is issued by the Bureau of Alcohol, Tobacco and Fire.arms, U.S. Treaur-, Department,
or the merchandise is otherwise in compliance with this agency. The temporary importation, in-transit
movement, and exportation ofarms and ammunition is prohibited unless a license is issued by the Office
of Munitions Control, U.S. Department of State.

26. Imported radioactive materials and nuclear reactors are subject to regulation by the Nuclear
Regulatory Commission, in addition to import restrictions imposed by any other agency of the United
States Government.
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Alcoholic Reverages

27. An importers permit must be obtained from the Bureau of Alcohol, Tobacco and Firearms
prior to the importation of distilled spirits, wines or malt beverages.

Energy Products

28. The importation of household appliances must comply with Department of Energy and Federal
Trade Commission requirements.

Consumer Safety

29. Fabric for apparel or interior furnishing must conform to applicable flammability standards.
Radiation producing products (e.g., microwave ovens and X-ray equipment) can only be imported with
an electronic product declaration, which is issued by the U.S. Fod and Drug Administration. Radio
frequency devices must be accompanied by a declaration from the Federal Communications Commission
certifying that the imported model or device is in conformity with, will be in conformity with, or is
exempt from U.S. Federal Communications Commission requirements.

30. The Federal Food, Drug and Cosmetic Act prohibits the importation of foods, drugs. cosmetics
and medical devices that are adulterated or misbranded, products that are defective, unsafe, filthy or
produced under unsanitary conditions. Additional restrictions apply to biological drugs, biological
materials and vectors, narcotic drugs and derivatives, and drug paraphernalia.

Gold, Silver, Currency and Stamps

31. Imports of gold and silver must meet 'fineness' specifications. Articles bearing facsimiles
or replicas of coins or securities of the United States or of any foreign country are prohibited. If more
than $10,000 US in monetary instruments is transported or caused to be transported (e.g., by mail)
into or out of the United States, a report of the transaction must be filed with the U.S. Customs Service;
otherwise, these instruments are subject to forfeiture. Facsimiles of U.S. postage stamps are prohibited
except for those with educational, historical or noteworthy purposes.

Pesticides, Toxic and Hazardous Substances

32. All imported pesticides must be registered in accordance with criteria established by the
Environmental Protection Agency. Imported toxic substances will not be released to the importer
until proper certification and evidence of compliance or exemption from the requirements of the Toxic
Substances Control Act is presented. Additionally, hazardous substances are subject to marketing,
labeling, packaging and transportation requirements.

Textiles, Wool and Fur

33. Imported textile fiber, wool and fur products are subject to labeling requirements.

Trademarks and Copyrights

34. Imports bearing counterfeit trademarks or marks that copy or simulate a registered trademark
of a United States or foreign corporations are prohibited. It is also unlawful to import articles bearing
genuine trademarks owned by aU S. citizen or corporation without the pennission oftheU .S. trademark
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owner, unless the foreign and domestic trademark owner are parent and subsidiary companies. The
importation of copies of a work produced or acquired outside the United States without authorization
of the copyright owner is prohibited.

Wildlife and Pets

35. The importation of live wild or game animals, birds and other wildlife is subject to certain
prohibitions, restrictions, permit and quarantine requirements of several U.S. Government agencies.

Motor Vehicles and Boats

36. Imported motor vehicles and items ofmotor vehicle equipment must comply with Federal Motor
Vehicle Safety Standards. A U.S. Customs Service inspection at the time of entry determines such
compliance. The Clean Air Act Prohibits the importation of any motor vehicle or engine not in
conformity with Environmental Protection Agency standards. Imported boats must meet U.S. Coast
Guard safety standards.

Other

37. The importation of white or yellow phosphorus matches, some fireworks, pepper shells,
switchblade knives and lottery tickets are prohibited.

Import Ouotas

38. The U.S. Customs Service administers import quota programs. Merchandise subject to import
quota includes, among other things, milk and cream, ice cream, peanuts, certain cotton and certain
cheese, as provided for under Section 22 of the Agricultural Adjustment Act of 1933, as amended.
The U.S. Departments of Interior and Commerce jointly administer a quota program for watches and
watch movements imported from U.S. insular possessions.

B. THE EXPORT SYSTEM

Export Promotion

39. For industrial products, the U.S. and Foreign Commercial Service, U.S. Department of
Commerce, counsels U.S. firms on exporting opportunities, develops product-specificoverseas market
research, provides services to identify and qualify overseas opportunities for U.S. companies, develops
data on foreign markets, supplies information on U.S. goods and services to prospective foreign buyers,
and represents U.S. firms' interests with foreign governments as appropriate. ht also works closely
with state and local governments and private sector organ-izations in outreach efforts, certified" trade
fairs, state or industry sponsored trade missions, and other export expansion activities.

40. For Agricultural products, the Foreign Agricultural Service of the U.S. Department of Agriculture
currently administers two export promotion programs -- the Cooperator Market Development Program
and the Market Promotion Program. Each program has as its objective to create, expand, and maintain
export markets for U.S. agricultural products throughjointly funded promotional activities conducted
primarily in cooperation with non-profit agricultural trade associations who represent producers of
specific commodities.
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Export Controls and Licenses

41. The U.S. Department of Commerce's Bureau of Export Administration (BXA) controls and
licenses exports and re-exports of controlled dual-use commodities and technical data. Dual-use items
are chiefly used for civilian purposes, but also may have military application. Export controls on military
items are administered by the department of State's Office of Defense Trade Control.

42. BXA administers export controls under the legislative authority of the export Administration
Act of 1979, as amended, for reasons of national security, foreign policy, and short supply. The Export
Administration regulations (Title 15, Code ofFederal Regulations, Parts 730-799) contain the guidelines
and procedures necessary to carry out these export controls. The Commerce Control List (Part 799)
specifies the dual-use commodities and technical data under the Department ofCommerce's jurisdiction.

43. The controls are implemented through a licensing system that uses a variety of export licenses
and authorizations. Exports or re-exports of commodities or technical data that are controlled for national
security, foreign policy, or short-supply reasons must be approved under a validated export license
issued by the Department. A license application need not be submitted for items qualifying for shipment
under a General License.

Export Financing

44. The Export-Import Bank of the United States provides limited financing to U.S. exporters.
The Bank has two missions. The first, is to supplement private sector financing for U.S. export sales,
providing support for borrowers, and for tennis, where private sector financial capacity is lacking.
The second mission is to neutralize foreign export credit financing competition through the matching
of foreign export credit terms on specific transactions.

45. The U. S. Department of Agriculture promotes exports through export credit programs. Export
credit guarantees are provided through theGSM- 102 program (short-term) and GSM- 103 (intermediate-
term) program.

Export Subsidies

46. Export subsidies for agricultural commodities are provided primarily through the Export
Enhancement Program, although commodity specific programs are available for dairy and vegetable
oil products. Section V of this report contains a detailed explanation of these subsidies.
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III. TRADE POLICY FRAMEWORK

A. BRIEF DESCRIPTION OF PRINCIPAL TRADE LAWS

47. The following is a brief description of the principal U.S. trade laws, which provide remedies
for fairly and unfairly traded goods. Most of these laws deal with import relief.

Section Statuts
Basis for

Common name Action

201 Trade Act
of 1974

Escape Clause Increased
imports which
are a
substantial
cause of serious
injury (product-
specific from
all sources).

U.S. International
Trade Commission
(USMTC)
(recommendation);
President (final
action); U.S.
Congress
action); (disapproval
of Presidential
action if
different than
USITC
recommendation).

Tariff increases,
tariff rate
quotas,
quantitative
import restrictions,
orderly marketing
agreements, expedited
adjustment
assistance.

406 Trade Act
of 1974

Market
Disruption

Increased
imports from a
Communist
country which
are az
significant
cause of
material injury
(both product-
specific and
country-
specific).

USITC
(recommendration).
President (final
action); US.
Congress
(disapproval of
Presidential
action; if
different than USITC
recommendation).
assistance.

TarifT Increases,
triff rate
quotas,
quantitative
import
restrictions,
orderly marketing
agreements,
expedited
adjustments

Import sales
benefiting from
foreign
subsidies (hoth
product- and
country-specific).

Import sales at
less than fair value
resulting in
material injury
(both product-
and company-
s.pecific).

U.S.Department of
Commerce
(Commerce)
(subsidy
determination;
(USITC injury
determination
where required
by international
obligations).

Commerce (dumping
determination);
(USITC injury
determination).
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Administrative
Authority Remedy

303,
703
and 705

733
and
735

Tariff Act
of 1930

Tariff Act
of 1930

Countervail

Dumping

Countervailing
Duties equal to
the amount of
net subsidies.

Anti-dumping
duties equal
to margin of
dumping.
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337 Tariff Act
of 1930

22 Agricultural
Adjustment Act
of 1933, as
arnended

301 Tradc Act
of 1974

232 Trade
ExpwUsion
Act of 1962

Unfair import Unfair methods of
practices Competition injuring

a U.S. industry or
restraining or
monopolizing U.S.
trade and commerce
usually a patent
infringement
(product specific).

Imports of an
article art
interfering or
likely to interfere
with a program of
the U.S.
department of
Agriculture.

Violation of I.S.
rights under a ttàde
agteemcnt, or any
foreign act, policy
or practice which
is unjustifiable,
unrtasonable, or
discrininatory and
burdens or restricts
U.S. commerce.

Imports which
threaten national
security (product-
specific from ail
sources).

USITC (order),
President
(veto authority).

U.S. Departrnrnt
of Agriculture
(recommendation)
usrrc
recommendationn);
President (final
action).

USTR (recommend-
dation); President
(final action).

Commerce
(recommendation),
President
(final action).

Exclusion from
cntry into U.S.,
or a cease-
and-desist
order.

Import fees up to
50 per cent
ad valorem or auantitative
restriction reducing
allowable imports of
the article to a level
not less than 50 per cent
of the quantity imported
during a representative
period.

'AIl appropriate and
feasible action'
including retaliation
in the form of
suspension or withdrawal
of trade agreement
benefits, imposition of
tariffs, fees or other
import restrictions.

Such action as the
President deems
necessary to safeguard
the national security.

2 Trade Act
of 1974

251-253, Trade Act
265 of 1974

Trade Adjustrnent
Assistance
(Workers)

Trade Adjustment
Assistance
(Firns)

Increases in imports
that have
contributed import-
antly both to (a)
thc total or
partial separation
of a significant
number or
proportion of
workers from their
firm and to (b) a
decrease in
production or
sales of the firm.

For firms:
Increases of imports
have contributed
impomntly to a
finn Insing sales,
or production. and
to the separation,
or threatened
separation, of a
significant portion
of the firm's workers

U.S. department of
Labor
(investigation,
determination, and
provision of
benefits).

U.S. Department of
Conmerce
(investigation,
determination,
and provision of
benefits).

Assistance in the form
of trade adjustment
allowances, training
and other employment
services, and job
search allowances.

Assistace in preparing
petitions for
certification,
preparation of a
diagnostic analysis of
of thc company's
strengths and weaknesses,
development of a recovery
strategy, andi support for
the implemenrtaion of the
recovery strategy.

C/RM/G/45
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For industries:
Must be facing
increased import
competition and
must include a
number of firms
formally certified
as eligible under
TAA program.

Ditto Assistance to help them
address on an industry-
wide basis the problems
and/or opportunities they
are Cacitîg in the armas
of technological
innovation for products
ormanufacturingoperations,
management, exportpromotion

and marketing.

332. Trade Act
of 1930

General
fact-finding

investigations

Investigate U.S.
foreign trade and

its effect on
industries and

labor or to provide
assistance to the
U.S. Congress and

the President or

U.S. Trade

Representative,
upon request.

USITC institutes at the request
of the President, House
Ways and Means Committee,

Senate Finance Cnrnmittee,

on its own motion

B. BRIEF DESCRIPTION OF TRADE ACTIVITIES OF PRINCIPAL U.S. TRADE POLICY-
MAKING AGENCIES

48. The Office of the U.S. Trade Representative and Departments of Commerce, Agriculture,
Treasury, Labor and State are the principal Executive Branch agencies involved in the trade policy
formulation process. They are also charged with the administration of rnost U.S. trade programs.

THE OFFICE OF THE U.S. TRADE REPRESENTATIVE

49. The Office of the U.S. Trade Representative, Executive Office of the President, is responsible
for coordinating the development of U.S. trade policies, and for the negotiation of trade agreements
with other countries, both bilaterally and in multilateral fora. It also administers Section 301 of the
Trade Act of 1974, as well as the Generalized System of Preferences and Caribbean Basin Initiative
programs.

THE U.S. DEPARTMENT OF COMMERCE

50. A principal responsibility of the U.S. Department of Commerce is to foster, promote and develop
the foreign and domestic commerce of the United States. The administration of programs regulating
and promoting international trade is the immediate responsibility of the Under Secretaries for International
Trade and for Export Administration.

The International Trade Administration

51. The International Trade Administration was established to foster the global competitive position
of U.S. business. The International Trade Administration seeks to: (1) create an international trade
environment that will allow U.S. industry maximum access to international markets for its goods and
services; (2) increase the level of American business involvement in the international market place,
by encouraging ani enabling U.S. companies ta take full advantage of export and investment
opportunities; and (3) provide effective enforcement of U.S. trade laws against unfairly traded imports.

(Industry)
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U.S. and Foreign Commercial Service

52. The U.S. and Foreign Commercial Service, which is part of the International Trade
Administration, operates a global network of marketing assistance ind information to aid companies
exporting from the United States.

Bureau of Export Administration

53. The U.S. Department of Commerce's Bureau of Export Administration (BXA) controls and
licenses exports and re-exports of controlled dual-use commodities and technical data. The controls
are implemented through a licensing system that uses a variety of export licenses and authorizations.

THE U.S. DEPARTMENT OF AGRICULTURE

The Foreign Agricultural Service

54. The Foreign Agricultural Service (PAS) is the export promotion and service agency for the
U.S. Department of Agriculture (USDA). FAS staff coordinates and directs USDA's activities related
to international trade agreement programs and negotiations to improve access for U.S. farm products
abroad. PAS is also responsible for the gathering and dissemination of information on world-wide
prodJuction, supply and demand for agricultural commodities. PAS operates statutory export promotion
and credit guarantee programs to facilitate the export of U.S. agricultural products, and represents
U.S. agricultural interests abroad. FAS also operates the licensing mechanisms for Section 22 quotas
and the sugar tariff-rate quota.

55. The Office of International Cooperation and Development (OICD) coordinates, plans, and directs
the Department's efforts with regard to international development and technical cooperation in food
and agriculture, including international cooperative research. The objective of OICD is to provide
liaison and coordination for USDA and, to a limited extent, the land-grant university system in planning
agricultural assistance efforts and in providing greater departmental emphasis on scientific exchanges
and international research with other countries and the international research centers, such as the Food
and Agriculture Organization (FAO) ani the Organization for Economie Cooperation and Development
(OECD).

56. l'lie Agricultural Plant Health Inspection Service and the Food Safety Inspection Service are
the two USDA inspection agencies responsible for monitoring and testing of imported food and
agricultural products. These agencies are also involved in international negotiations relating to the
establishment of scientific inspection standards and testing requirements.

The Agricultural Marketing Service

57. The Agricultural Marketing Service (AMS) is responsible for the operation of the various
agricultural marketing orders, including any requirements imposed on imports under Section 8(e) of
the Marketing Agreement A.ct of 1937. A voluntary commodity grading service for imported products
not covered by Section 8(e) is also operated by AMS.
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THE U.S. DEPARTMENT OF TREASURY

Office of the Assistant Secretary for International Affairs

58. The Treasury Department's trade policy interests are represented by the Office of the Assistant
Secretary for International Affairs (OASIA). Representatives of this office participate in interagency
trade policy mechanisms for the development of U.S. trade policy. They serve the interests of the
Secretary ofthe Treasury, who has primary responsibility for formulating and recommending domestic
and international financial, economic and tax policy.

Office of Foreign Assets Control

59. Treasury's Office of Foreign Assets Control admnisters economic sanctions and trade embargoes
against foreign countries.

The U.S. Customs Service

60. The Customns Service is a Treasury Department Bureau. The Customs Service has principal
responsibility for administering the laws affecting imports into the United States. The U.S. Customs
Service has primary authority for administering these laws, and is authorized to assess and collect import
duties, excise taxes, fees and penalties due on imported merchandise. The Customs Service has primary
responsibility for the enforcement of laws that prohibit or restrict imports into the United States.

The Bureau of Alcohol, tobaccoo and Firearms

61. The Bureau of Alcohol. Tobacco and Firearms is responsible for administering the laws related
to the importation of these items, and also ensures full collection. of revenue due from legal alcohol,
tobacco and firearms imports.

THE U.S. DEPARTMENT OF LABOR

62. The Department's international responsibilities are carried out under the direction ofthe Deputy
Under Secretary for International Affairs and the Bureau of International Labor Affairs, which he
supervises. The Bureau assists in formulating and implementing international economic and trade policies
with a concern as to how such policies affect U.S. workers. In addition, it conducts and authorizes
research on trade-related employment issues, coordinates input from the Labor Advisory Committee
on Trade, and acts as a conduit between other Executive departments or agencies and organized labor.

63. The Bureau helps represent the United States in multilateral and bilateral trade negotiations,
and to such international bodies as the GATT, the International Labor Organization and the Organization
for Economic Cooperation and Development. The Bureau also helps administer the U.S. labor attache
program at embassies abroad, carriers out overseas technical assistance projects, and arranges trade
union exchange and other programs for foreign visitors to the United States.

THE U.S. DEPARTMENT OF STATE

64. The Department of State advises the President in the formulation and execution of all foreign
policy. The State Department works closely with other U.S. Government agencies to ensure that U.S.
trade policy decisions include a thorough consideration of their impact on individual bilateral relations
with other countries, and on overall foreign policy objectives. In the current Administration, these
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objectives have been increasingly oriented toward economic issues. It also works closely with the USTR
and other U.S. Government agencies to develop U.S. negotiating positions on international economic,
trade and investment issues under discussion in international organizations.

65. The Department's Bureau of Econoinic and Business Affairs (EB) coordinates the Department's
position on bilateral trade and economic policy issues with the Department of State bureaus that are
charged with managing regional and bilateral affairs. In addition, EB coordinates policy with other
"functional' Department of State bureaus such as the Bureau for International Organization Affairs
and the Bureau for Occans and International

66. Environmental and Scientific Affairs. The Bureau of International Organization Affairs is tU1sked
with coordination of trade and economic policy within the U.S. Government with regard to most
international organizations, particularly United Nations agencies.

67. The Department of State is the lead agency in the formulation of U.S. export control policy,
working closely with other U.S. agencies, including, among others, the Departments of Commerce,
Defense, Agriculture and Energy.

C. DESCRIPTION OF POLICY FORMULATION PROCESS

68. Under the U.S. Constitution, the authority to regulate foreign commerce is given to the Congress.
The Congress periodically delegates to the President authority to enter into international trade agreements.
The Office of the U.S. Trade Representative (USTR) plays the leading role in the development of policy
on trade and trade-related investment within that legal framework. Under the Trade Expansion Act
of 1962, the President established an interagency trade policy mechanism to assist with the implementation
of these responsibilities. This organization, as it has evolved, consists of three tiers of committees
that constitute the principal mechanism within the Executive Branch for developing and coordinating
U.S. Government positions on international trade and trade-related investment issues.

69. The Trade Policy Review Group (TPRG) and the Trade Policy Staff Committee (TPSC),
administered and chaired by USTR, are the subcabinet interagency trade policy coordination groups
that are central to this process. The TPSC is the first line operating group with representation at the
senior civil servant level. Supporting the TPSC are more than 60 subcommittees responsible for
specialized areas and several task forces that work on particular issues.

70. Through the interagency process, USTR assigns responsibilities for economic analysis to members
of the appropriate TPSC subcommittee or task force. Most day-to-day work on negotiating positions
and instructions to U.S. diplomats and delegations are conducted at this level. Conclusions and
recommendations of this group are presented to the full TPSC and serve as the basis for reaching
interagency consensus. If agreement is not reached in the TPSC, or if particularly significant policy
questions are being considered, issues are taken up by the TPRG (Deputy USTR/Under Secretary level)

71. Member agencies of the TPRG and the TPSC consist of the Departments of Commerce,
Agriculture, State, Treasury, Labor, Justice, Defense, Interior, Transportation, Health and Human
Services and Energy, the Office of Management and Budget, the Council of Economic Advisers, the
Environmental Protection Agency, and the International Development Cooperation Agency; the National
Economic Council and the National Security Council have ajoint representative. The U.S. International
Trade Commission is a non-voting member of the TPSC and an observer at TPRG meetings.
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Representatives of other agencies also may be invited to attend meetings depending on the specific
issues discussed.

72. The final tier of the interagency trade policy mechanism is the National Economic Council
(NEC). Chaired by the President, the NEC is composed of the Vice President, the Secretaries of State,
the Treasury, Agriculture, Commerce, Labor, Housing and Urban Development, Transportation, and
Energy, the Administrator of the Environmental Protection Agency, the Chair of the Council of Economic
Advisors, the Director of the Office ofManagement and Budget, the United States Trade Representative,
the National Security Advisor and the Assistants to the President for Economic Policy, Domestic Policy
and Science and Technology Policy. All executive departments and agencies, whetheror not represented
on the Council, coordinate economic policy through the Council.

73. The NEC Deputies Committee considers decision memoranda from the TPRG, as well as
particularly important or controversial trade-related issues. Trade-related issues that raise important
national security concerns also may be taken up in the Deputies Committee of the National Security
Council.

74. During the interagency review stage, advice is sought from private sector advisory committees
and from Congress.

75. As policy decisions are made, USTR assumes responsibility for directing the implementation
of that decision. Where desirable or appropriate, USTR may delegate the responsibility for
implementation to other agencies.

D. BILATERAL. MULTILATERALI REGIONAL AND PREFERENTIAL TRADING
ARRANGEMENTS

1. The Generalized Svstem of Preferences

76. The Generalized System of Preferences (GSP) offers preferential duty-free entry to some 4,400
products from 141 beneficiary developing countries and territories. The program was instituted on
January 1, 1976, authorized under the Trade Act of 1974 (19 U.S.C. 2461-2466) for a 10-year period.
The authorization was renewed through July 4, 1993 by the Trade and Tariff Act of 1984. This law
introduced important changes, including a mandatory General Review of the U.S. GSP which was
completed on January 2, 1987. Recent changes to the GSP law were made in the Omnibus Trade and
Competitiveness Act of 1988, the Support for Eastern European Democracy (SEED) Act of 1989, and
the Customs and Trade Act of 1990. The United States GSP program expires at midnight on September
30, 1994. Extension of the program beyond this date will require legislation.

77. Every year, the Office of the U.S. Trade Representative (USTR) conducts an Annual Review
of the GSP. The purpose of the GSP annual review is to provide an opportunity for interested parties,
including foreign governments and U.S. firms, to request changes in the list of articles eligible for
duty-free treatment. In addition, it provides an opportunity for parties to request a review to determine
whether beneficiary countries are in compliance with the eligibility standards of the GSP law based
on their practices relating to trade, investment, intellectual property rights, and internationally recognized
worker rights. During the period 1991-1993, the United States conducted annual reviews of the GSP,
as well as a Special Review for Central and Eastern Europe.
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78. Accordingly, three types of decisions are considered as part of each GSP annual review: (1)
decisions on petitions to add or remove products or grant "competitive need waivers" to products; (2)
decisions to grant "de minimis waivers" and redesignations of products; and (3) decisions on petitions
to suspend countries from GSP benefits for failing to meet one or more statutory criteria.

Changes in Product Coverage

Product Petitions

79. Every year, the GSP Subcommittee of the Trade Policy Staff Committee (TPSC) accepts petitions
to add items to GSP, remove items from GSP, or grant competitive need limit waivers to items from
particular countries. Under the GSP statute, imports of an item from a particular beneficiary country
will lose their GSP eligibility if they exceed 50 percent of total U.S. imports of that item, or a set dollar
amount [$101 million in 1992 , unless a competitive need limit waiver is granted.) The GSP
Subcommittee reviews the petitions and forwards its recommendations to the TPSC. Under GSP law,
the President may not grant GSP to an item deemed "import sensitive," and in granting competitive
need waivers he must give "great weight" to the intellectual property protection and market access
practices of the petitioning country. The TPSC recommendations represent an assessment of these
factors.

De Minimis Waivers

80. The President has the discretionary authority to waive the percentage competitive need limit
for any eligible item if the total inports of that item did not exceed a given dollar amount in the
preceding calendar year. Under the procedure described in the GSP law, this level was set at
$11,819,462 for 1992.

Redesignations

81. When a country has lost GSP for an item in a previous year for exceeding a competitive limit,
but in a later year falls back below the limit, the President has the discretionary authority to "redesignate"
the item for that country under GSP. In redesignating an item, the President is to take into account
the full range of statutory criteria, including IPR practices, market access, investment practices, and
worker rights.

82. During the period 1991-1993, the United States added 164 products accounting for $783 million
in imports, to the list of articles eligible for duty-free treatment under the GSP. In addition, the United
States granted competitive need waivers on products which accounted for over $2. 1 billion in imports,
and redesignated products which accounted for approximately $75 million ini imports, Pour products
were removed from the eligible list in response to petitions.

Worker Rights

83. The GSP legislation (Title V of the 1974 Trade Act, as amended) requires that a country be
"taking steps" to provide its workers internationally recognized worker rights. The GSP legislation
defines internationally recognized worker rights as the right of association, the right to organize and
bargain collectively, the prohibition against any form of forced or compulsory labor, a minimum age
for employment of children, and acceptable conditions of work with respect to minimum wages, hours
of work and occupational safety and health. Petitions to review the worker rights practices of a
beneficiary country are submitted by interested private sector parties, and must contain certain required



United States C/RM/G/45
Page 17

information. After the TPSC has decided to review a country's eligibility under the worker rights
criterion, the GSP Subcommittee reviews submissions from the private sector, foreign governments,
and certain U.S. Government agencies. The Subcommittee assesses beneficiary countries' compliance
with the provisions ofU.S. GSP law in regard to internationally recognized worker rights, and forwards
a recommendation to the TPSC.

84. During the 1991-1993 period, the United States reviewed the worker rights practices of 21
beneficiary developing countries. Three countries were suspended from GSP because they were found
not to be 'taking steps" to provide internationally recognized worker rights. During this same period,
the United States reinstated to GSP three countries which earlier lhad been suspended from the GSP
for worker rights reasons.

Intellectual Propertv Rights

85. The GSP legislation requires that the President take into account the extent to which a country
is providing adequate and effective intellectual property rights protection before designating a country
as a beneficiary developing country. The procedure for determining a country's compliance with this
provision is the sane as that utilized in worker rights cases.

86. During the period 1991-1993, the United States reviewed the intellectual property practices
of nine beneficiary developing countries.

Changes in List of Countries Eligible for GSP

87. During the 1991-1993 period, the United States designated thirteen countries as beneficiary
developing countries for purposes of the GSP. They were Aibania, Bulgaria, Czechoslovakia (since
redesignated as Slovakia and the Czech Republic), Estonia, Ethiopia, Russia, Croatia, Macedonia,
Slovenia, Bosnia-Herzegovina, Latvia, Lithuania, and Kyrgyzstan.

2. Andean Trade Preferences

88. In October 1990, former President Bush submited to Congress a legislative package that would
provide trade benefits comparable to the Caribbean Basin Initiative (CBI) for a ten year period. The
Andean Trade Preferences Act (ATPA) was approved by Congress and signed by the President December
4, 1991.

89. This Act includes the following major tariff provisions:

- Ail exports from beneficiary countries enter the United States duty-free for a ten-year
period, unless the product is excluded by law.

- The principal products excluded from duty-free treatment are textiles and apparel,
footwear, petroleum, canned tuna, and rum

- The tariffs on certain leather-related products, excluded from duty-free treatment, will
be reduced by 20 percent, implemented over a fîve year period.

90. Bolivia and Colombia were granted ATPA beneficiary status onJuly 2, 1992. President Clinton
designated Ecuador as an ATPA beneficiary on April 13, 1993, and designated Peru on August 13, 1993.
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In 1992, the GATT approved a waiver to allow the United States to grant these preferences which
would normally violate provisions of Article T of the GATT, Most-Favored-Nation Treatment.

3. Caribbean Basin Initiative

91. The Caribbean Basin Economic Recovery Act of 1983 (CBERA), commonly known as the
Caribbean Basin Initiative or CBI, allows the President to grant unilateral duty-free treatment to U.S.
imports ofcertain eligible articles from beneficiary countries. Congress amended theCBERA in Title Il
of the Customs and Trade Act of 1990, the Caribbean Basin Economic Recovery Expansion Act of
1990, commonly known as CBT Il.

92. CBI Il made the trade benefits of the CBEPRA permanent by repealing the 12-year termination
date of September 30, 1995. CBI Il also made certain improvements in the trade and tax benefits.
Market access provisions enacted by CBI Il include: a 20 percent tariff reduction on certain leather
products, phased in over five years beginning in 1992 but limited to a total reduction of 2.5 percent
ad valorem; duty-free treatment for Puerto Rican products imported from CBI countries; and duty-free
imports from beneficiary countries for products made from 100 percent U. S. components, except for
textile and apparel articles, and petroleum and certain products derived from petroleum.

93. A "special access program" (SAP) started in 1986 guaranteeing access to the U.S. market for
exports of certain textile products assembled in beneficiary countries from cloth or fabric formed and
cut in the United States. The goal of this program was to liberalize quotas for CBI exports of eligible
textile and apparel products. The SAP has been effective. For example, CEI beneficiary country exports
to the United States of men's and women's trousers have increased more than 149 percent since 1988.

94. To further liberalize CBI benefits, CBI duty-free treatment was expanded through two
proclamations, intended to make the CBI compatible with the Generalized System of Preferences.
Effective September 28, 1991 (Presidential Proclamation Number 6343), 94 tariff categories, affecting
$47 million in 1991 imports, were provided new or expanded duty-free treatment. A second expansion
was effective on July 17, 1992 (Presidential Proclamation Number 6455), when twenty-eight tariff
categories were provided new or expanded status as CBI-eligible goods. Total U.S. imports of these
products was $3.4 million in 1991 and $4.6 million in 1992.

95. The waiver froni the normal GATT MFN obligation that allows the United States to grant these
preferences expires in 1995, and will have to be renewed.

Country Eligibility

96. Currently, 24 countries, territories, and successor political entities receive CBI benefits. The
following 20 countries were designated on January 1, 1984: Antigua and Barbuda, Barbados, Belize,
British Virgin Islands, Costa Rica, Dominica, Dominican Republic, El Salvador, Grenada, Guatemala,
Haiti, Honduras, Jamaica, Montserrat, Netherlands Antilles, Panama, St. Christopher-Nevis, Saint
Lucia, Saint Vincent and the Grenadines, and Trinidad and Tobago. The Bahamas was designated
on March 14. 1985. On April 11, 1986, Aruba was designated, retroactive to January 1, 1986, upon
becoming independent of the Netherlands Antilles. Guyana was designated effective November 24, 1988.
Nicaragua was designated effective November 13, 1990. Panama's beneficiary status under CBI was
suspended on April 9, 1988, and was restored effective March 17, 1990.
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Product Eligibility

97. The following articles are ineligible for duty free treatment under the CBERA: textiles and
apparel subject to textile agreements, footwear, handbags, luggage, leather flat goods, work gloves
and leather wearing apparel ineligible for duty- free treatment uT.der the GSP program; canned tuna;
petroleum and petroleum products; and watches and watch parts containing components from non-MFN
sources.

Safeguard Provision

98. The President may suspend duty-free treatment under the CBERA if temporary irnport relief
for an article is granted under another trade statute. The CBERA also provides for emergency relief
from imports of perishable products from beneficiary countries and establishes a procedure for taking
such action. To date, no private sector petitions have been subm-tted seeking relief under this procedure.

U.IS. Imports

99. U.S. imports from CBI beneficiary countries increased from $8.2 billion in 1991 to $9.4 billion
in 1992, or by 15 percent. Since 1987, U.S. imports from these countries have increased at an average
annual rate of more than 11 percent. Leading product categories in 1992 were bananas, men's and
women's trousers, crude and fuel oils, coffee, and pharmaceuticals.

100. An important objective of the CBI is to diversify the Caribbean Basin's export base away from
traditional products and commodities. While several traditional products (e.g., bananas, coffee, sugar)
still remain significant exports to the Unîted States, their relative importance has decreased since the
CBI was initiated. Exports of many types of textile manufacturers and wearing apparel, electrical
equipment, medical supplies, pharmaceuticals, as well as non-traditional agricultural products have
grown in importance.

4. The Automotive Products Trade Act (Auto Pact)

101. Under the U.S.-Canada Auto Pact, the United States charges no duty on imports of new or
used vehicles and original equipment parts if they are of Canadian origin, as defined in the Auto Pact.
Total tv.o-way automotive trade with Canada grew to $54.2 billion in 1992, up from $50.5 billion
in 1991,. Canada established a record surplus in auto trade with the United States in l992. U.S. exports
to Canada increased by 3.5 percent, while U.S. imports from Canada increased by 10.4 percent. This
amounted to a record U.S. bilateral auto trade deficit of $8.9 billion since the implementation of the
Pact.

U.S.-Canada Automotive Trade, 1983-1992
(Millions of U.S. Dollars)

Year U.S. Imports Canadian Imports U.S. Surplus/Deficit

1983 16,940 14,110 -2,831
1984 23,047 18,462 -4,585
1988 29,229 26,411 -2,818
1989 30,578 25,322 -5,256
1990 30,300 23,015 -7,284
1991 28,620 21,847 -6,773
1992 31,585 22,619 -8,966
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102. Despite the U.S.-Canada Free Trade Agreement (CFTA), the Auto Pact rernains as a distinct
agreement because Canada does not implement the Pact as a bilateral agreement. Under the Auto Pact,
Canada continues to offer duty-free entry to qualified auto products, irrespective ofthe country of forigin,
to certain importing automotive manufacturers, as long as they meet specified performance requirements.

103. Under the CFTA, Canada will phase out import duties on U.S. auto products riot already duty-
free under the Auto Pact that meet CFTA rules of origin (i.e., change in tariff classification plus a
50 percent value content test for a majority of parts and ail motor vehicles). The United States also
uses the CFTA rule of origin to implement the Auto Pact. Once bilateral duties are completely eliminated
under the CFTA, the benefits provided under the Auto Pact will be indistinguishable from those under
the CFTA.

5. The U.S..-Canada Free TradeAgreement

104. Since entering into effect January 1989, the U.S. -Canada Free Trade Agreement (COTA) has
increased significantly trade between. the world's largest trading partners. The overall success of the
CFTA is reflected in global trade figures. In 1992, bilateral trade totaled $192 billion, an increase
of $39 billion since 1988. This is particularly significant in light of the recessionary environment in
both countries in 1990-1991.

105. A key objective of the CFTA is to eliminate bilateral tariffs within 10 years and substantially
reduce other barriers to trade in goods and services. Some tarifJs were removed when the agreement
went into effect, while others are being phased-out over 5 or 10 years. In hundreds of cases, tariff
elimination has been accelerated on the basis of petitions froin companies in both countries. Tariffs
on certain sectors, including agriculture, steel, and textiles on the 10-year phase-out schedule, will
be eliminated on January 1, 1998.

106. The CPTA goes far beyond tariff reduction. The agreement eliminates import and export quotas
unless they are GATT consistent or specifically exempted by the CFTA. The CFTA also expands
the size of federal government procurement markets by opening competitive bidding and reducing the
minimum purchases covered to $25,000. Under the CFTA, both governments commit not to discriminate
against service providers of the other country when making future laws or regulations.

107. The CFTA emphasizes dispute avoidance. If a disagreement over trade arises, however, the
CPTA provides a dispute settlement mechanism to assure rapid and effective resolution under a joint
commission. The party can also choose arbitration.

108. The governments established the Canada-U.S. Trade Commission to ensure that the FTA is
implemented properly. Commission working groups monitor implementation of the various chapters
of the agreement and conduct negotiations to expand the agreement's coverage in those areas.

6. The U.S.-Israel Free Trade Agreement

109. The U.S.-Israel Free.Trade Area Agreement (FTAA) was ratified in 1985. Pursuant to the
Agreement, the FTTAA will eliminate by 1995 tariffs on all products traded between Israel and the United
States which meet the agreement's rules of origin requirements.

110. Since 1985, two way trade between the United States and Israel has flourished, growing at
a compound annual rate of 10.7 percent to $7.9 billion in 1992. (The annual growth rate for U..S,
worldwide trade since 1985 has been 8.3 percent.) U.S. trade with Israel gradually shifted from a
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deficit of $200 million in 1985 to a $171 million surplus in 1992 as inilnigration-let Israieli demand
boosted imports.

1 il. A U.S.-Israel Joint Cantiuission under the FTAA neets periodically to review implementation
of the agreement and to discuss outstanding bilateral trade issues. The most recent meeting of the
Jcrint Commission was held in March. 1993.

7. Nr AQ erican Frce Trade Agreement

112. The North Americoan Free Trade Agreement (NAFTA) is a comprehensive trade agreement,
requiring liberalization commitments in a broad range of areas, including market access investmeünt,
standards, intellectual property protection and trade rules.

Market Access for Goods

113. The NAPTA treats industrial products and agricultural products somewhat differently. The
latter are the subject of separate undertak-ings between the three parties, with Mexico and the United
States committed to the elimnination ofborder restrictions on all agricultural products. Canada negotiated
a separate agriculture market access agreement with Mexico; the U.S.-Camada Free Trade Agreement
(CFTA) provisions remain in effect for LI.S. agricultural trade with Canada.

114. For trade between the UJnited States and Mexico:

- Tariffs are removed for all goods over a transition period. Quotas, import licenses
and other border restrictions would be prohibited in a mariner similar to Article XI
of the GATT.

- Roughly fifiy percent oie all U.S. exports will be eligible to enter Mexico duty-free
inmmediately, increasing to 65 percent within 5 years and 99 percent within 10 years.

- For a small number of very sensitive products, elimination of tariff barriers is phased
in over fifteen years. For the United States, these products include certain fresh or
chilled vegetables, sugar, frozen concentrated orange juice, peanuts, certain household
glass, ceramics and footwear. For Mexico, this includes non-fat dry milk, corn and
certain beans.

For goods currently subject to quotas and other nortariff measures, the barriers are
converted to tariffequivalents and progressively reduced, For many such goods, duty-
rree treatment is provided immediately up to a certain ievel, which grows over time.

Market Access for Services and Investment

115. The NAFTA substantially liberalizes trade in services and investment rules.

- For services, NAFTA parties agree +to treat each others' service firms no less favorably
th local rms and, with few exceptions, to permit provision of them without relocating
to the other party.

- These principles apply to most services, including construction, tourism, engineering,
land transport, advertising, accounting, management, architecture, environtnental
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services, eManced telecorntmiunications, and financial services. Specifically exempted
from coverage are aviation transport, maritime and basic telecommurnications.

116. Multilaterally agreed, investment principles are also enshrined in the NAFTA, and will benefit
aIl potential investors. Among thiem are:

- Non-discriminatory (N»tional and MFN) treatment in establishing, acquiring or operating
businesses in North Armerica; these will apply regardless of source.

- The elimination of performance and local content requirements.

Assurances of repatriation cif profits and, in inost sectors, automatic approval of new
investment.

- Protection for investors against unjust or uncompensatecl expropriations and strong
dispute seulement mechanisms, including direct investor access to international
arbitration.

tjellectuai Property Rights

117. The NAFTA builds on multilateral efforts and will ensure a high level of protection under
Mexican, Canadian and U.S. law for all owners of patents, copyrights, trademarks, trade secrets, and
layout designs of integrated circuits, including strong safeguards forcomputer programs, pharmaceutical
inventions and sound recordings. The NAFTA obligates the parties to enforce intellectual property
rights effectively against infringement, both internally and at the border.

Govermnient Procurement

118. The NAFTA builds upon the disciplines maintained in the Tokyo Round Procurement (3.xzde.
The NAFTA covers procurementby specified federal government departments, agencies and enterprises
in each country. Mexico will not only follow the acce;,.ed obligations of the signatories to the GATT
Code but undertakes several more stringent obligations. Under NAFTA, the parties must adopt high
standards of procurement practices and procedures, such and transparent tendering and protest procedures.
The Agreement reduces the dollar thresholds that appiy to such purchases and covers a broader range
of entities and contracts, notably federal government enterprises and voluntary compliance by state
and local governments. Some sectors are excluded, most of which are national security related.

Rules ofQrigin

119. The NAPTA generally adopts the approach used in the CFTA. This system is based on a change
in tariff schedule line to determine whether material ofnon-NAFTA origin is substantially transformed.
Ru.es for high technology sectors will be considerably simplified. Although special rules apply for
certain sectors, such as automobiles and textile/apparel, they more transparent and predictable than
similar rulfs under the CFTA.

Safeguard Provisions

120. The NAFTA has clear rules and procedures under which a party may take "safeguard" actions
to provide temporary relief to industries adversely affected by surges in imports. To take such action
against another NAFTA countr., imports from that country must be determined to be causing serious
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injury to a domestic iîflustry, and -the injury must be resulting from the elimirlation of duties under
the NAFTA. Ifa Party takes safeguard action, it can be. imposed for only a limited time and the country
taking the action must compensate. the. NAFTA party against which the action. was taken. NAFTA
also envisions the inclusion of other partners in global safeguard actions, without preference for members
Lo the agreement.

.~~~~, .t an D._ . tlemen

121. The NAFTA provides tirnely and effective procedures to resolve trade disputes between the
thtre governments. A trilateral Trade Commission will regularly review trfihteral trade relations and
discuss specific problems that may arise.

122. Disputes between the NAPTA partners over the interpretation of the Agreement wi!l normal
be resolved through consultations. Private sector expert panels may be called upon to make findings
and recommendations to help resolve disputes where consultations do not yield results. A country
whose complaint is sustained by a panel can request trade compensation or withdraw trade benefits
of equivalent amount if the losing country does not bring its law into conformity with the Agreement.
NAFTA contains special provisions for resolving disputes on environmental and health issues.

123. The NAFTA also contains rapid and effective dispute settlement procedures to help ensure
that all parties fulfill the commitments in the Agreement. The Agreement contains very clear time
limits for resolving disputes, rules for establishing panels, and obligations for abiding by panel decisions.
These are similar to or more rigorous than those agreed to at the Montreal Mid-rerm Review of the
Uruguay Round.

Suulemental Areements on Labor. Environment and Import Surges

124. The interrelationship of trade with other public policy goals has received more attention in
recent years, paficularly with respect to the environment. NAPTA represents a step forward by both
anticipating the need to address such overlap, and in establishing mutually agreed goals and mechanisms
for attaining then. The three Parties have committed to implementing the Agreement in a manner
consistent with environniental protection and to promote sustainable development. Concerning lahor,
the parties committed to pursuing cooperation on labor issues, including worker safety and health,
child labor, labor law, and worker rights. A supplemental agreement on import surges provides for
"early warning" to reinforce the process contained in the NAFTA text itself.

Main Provisions on the Environnient and Labor Side Agreements

125. While the Ageocerments have some differences, the Labor and the Enviroiunent Agreement have
certain key attributes and objectives in common. The fundamental objectives of the Agreements are:

- to work cooperatively to improve conditions oflabor and ofthe environment throughout
North America, and

- to improve enforcement of national laws relating to labor and the environment.

126. Each Agreernent establishes a Commission, headed by cabinet-level representatives of eacl
government, which will make sure that the concerns of labor and of the environnient receive no less
attention than that accorded in NAFTA to trade issues.
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- The Commissions will provide the first trinational forum for addressing environmental
and labor problems facing this continent.

Cabinet officials will be backed bv a secretariat to provide technical assistance, and
the Commissions will be able to draw on private expertise as well.

- To encourage improved enforcement, each of the Agreements provides a means by
which there can be an independent objective evaluation and report on the effectiveness
of national enforcement of national laws in the environmental and labor areas: an
independent secretariat (in the case of the environment Agreement) and Evaluation
Committees of Experts (in the labor agreement).

The Agreements also provide for dispute settlement in the event of a persistent pattern
of failure to effectively enforce national laws. Where consultations fail to resolve such
disputes, a neutral panel of independent experts would be established by 2/3 vote of
the parties. Ultimately, if a panel found that there was such a persistent pattern, and
if a party failed to remedy the rnatter, then there could be fines or trade sanctions.
Canada has agreed, in lieu of trade sanctions, to make assessments and other panel-
ordered remedies enforceable against Canada in Canadian courts.

Impolt Surges

127. Tlhe third supplemental agreement concerns the emnergency action provisions of the NAFTA
text. The objectives of the understanding are to establish additional procedures to facilitate the effective
use of Chapter Eight of the NAFTA.

128. The agreement establishes a Working Group on Emergency Action, comprising one representative
of each Party to the NAFTA. It meets at least annually and considers any issue related to recourse
to Chapter Eight of the NAFTA and may make recommendations to the Commission. The Working
Group shall also consider any recourse to Article XIX of the GATT by any Party to the NAFTA, and,
at the request of any Party, mnay serve as a forum for consultations before or during any such use of
Article X!X.

Potential Benefits of the NAFTA

129. A review of the NAFTA conducted by the U.S. International Trade Commission (USITC)
completed in January 1993 (Publication Number 2596) concluded the NAFIfA will benefit all three
parties.

The NAFTA is likely to produce net aggregate gLins for each member country in the
short-term (within one year) and the long-termn (after complete phase-in ofthe NAFTA).
Estimated long-term gains in U.S. and Canadian real GDP are 0.5 percent or less;
for Mexico the range is 0. 1 to 11.4 percent.

- The NAFTA is expected to expand LI.S.-Mexico trade substantially. Esdtmated gains
in U.S. exports to Mexico range from 5.2 to 27.1 percent, and U.S. import increases
ranging from 3.4 to 15.4 percent.
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The NAFTA is also expected to increase foreign direct investment in Mexico, but will
have minimal additional impact on tJ.S.-Canadian trade and investment, given the
existence of the CFTA.

- Diversion of trade from other countries due to the NAFTA is expected to be very small.
One model cited in a 1992 USITC report assumed additional capital flow to Mexico
and predicted Mexico would increase imports and exports from NAFTA partners and
the rest of the world, while the United States would increase exports from non-NAFTA
partners by 0.16 percent and decrease imports by 0.20 percent.
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IV. IMPLEMENTATION OF TRADE AND INVESTMENT POLICIES

A. INSTRUMENTS AND THEIR OPERATION

1. Tariffs

130. The Harmonized Tariff Schedule ofthe United States (HTS) listed 8,995 eight-digit tariff items
in 1992. Over 99 percent of these tariff lines are "GATT bound." Each 8-digit item carries wich it
a rate of duty to be applied to imports of the item. Duties can be expressed as ad valorem (a percentage
of the product's value), specific (a certain value per unit of quantity), compound (a combination of
specific and ad valorem) or free. A 1992 breakout of total 8-digit items by type of duty and as a
percentage of total items and of total iînport value is provided, in the following tabulation.

Tvpe of Dutv % of Total Items %. of Import Value

Free 15.3 21.7
Ad valorem 70.5 63.8
Specific 7.4 12.0
Compound 6.2 1.5
Various1 0.6 1.0

1 Type of duty determined by specific product imported.

131. The weighted average ad valorem rate of duty (all rates converted to ad valorem equivalent)
of all U.S. imports in 1992 was 3.27 percent. Tariff peaks (8-digit items with ad valorem equivalent
rates of duty of 15 percent or greater) accounted for 11.5 percent of total 8-digit tariff items and
5.3 per cent of the total value of U.S. imports.

132. Tariffpeaks were concentrated in textile and apparel items (45.7 percent) of 8-digit tariff items,
chemicals (23.3 per cent) and agricultural products (16.9 percent).

2. Tariff Rate Quota

133. In addition to the types ofduty rates discussed above, imports of certain items are also subject
to tariff rate quotas. Imports of such products are dutiable at a certain rate of duty until a specified
volume of imports is reached. Imports entered above the specified volume are then dutiable at a higher
rate, The United States currently imposes tariff rate quotas on certain imports of nilk and cream,
olives, tuna and skipjack, anchovies, sugars, syrups and molasses, oranges, and brooms of broom corn.
Tariff rate quotas were in effect for these items prior to 1990. No new tariff rate quotas have come
into force since that time.

3. Quotas

134. The United States continues to conduct an import restraint program for textiles and apparel
under the framework of the Multifiber Arrangement, which extends through December 31, 1993.
Through the end of 1992, the United States maintained restraints on one or more textile or apparel
products with 38 countries, of which 30 were members of the Multifiber Arrangement. Total U.S.
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imports of textile and apparel products from all sources is estimated at $34 billion, or 15 billion square
meters equivalent annually. Bilateral agreements on textile trade cover 67 percent of this trade.

135. The United States also continues to maintain a number of quantitative restrictions with respect
to agriculture. In 1955, the United States obtained a waiver from obligations under Articles Il and
XI of the GATT to the extent necessary to prevent their conflict wihh actions the U.S. Government
is required to take under Section 22 of the Agricultural Adjustment Act of 1933, as amended. Import
restrictions under Section 22 are in place for several dairy products, peanuts, raw cotton, cotton waste
(except cotton comber waste), and certain sugar-containing products.

4. Voluntarv Resgraint Arrangements

136. The original voluntary restraint arrangements (VRAs) for certain machine tools that were
negotiated with Japan and Taiwan in 1986 were allowed to expire on December 31, 1991. However,
the United States decided to seek a two-year phaseout of the restrains on computer numericilly controlled
(CNC) machine tools. Restrictions on imports of nianual lathes, milling machines, and punching and
shearing machines were removed on January 1, 1992. New agreements were signed with Japan and
Taiwan on June 30, 1992, covering the period from January 1, 1992, through December 31, 1993,
and providing for increasing export ceilings onCNC lathes, machining centers, CNC milling machines,
and CNC punching and shearing machines.

137. In 1993, the United States, invoking the authority provided in Section 204 of the Agricultural
Act of 1956, negotiated VRAs with its largest foreign meat suppliers, Australia and New Zealand.
These VRAs limited the amount of fresh, chilled or frozen meat of cattle, sheep (except lamb), and
goats that can be imported by the United States.

138. The United States has no other VRA arrangements.

5. O.rderlv Marketing Agreements

139. There are none in effect.

6. Import Licensing

140. Several U.S. Government agencies maintain licensing requirements for imports. These licensing
systems are consistent with U.S. GATT obligations and have been notified to the GATT Import Licensing
Committee.

Department of Agriculture

141. Licenses are required for imports of most plants and plant products. Licenses are not used
to restrict the quantity or value oi imports, but rather to protect against the introduction of pests and
diseases.

142. Imported sugar must be accompanied by a certificate of eligibility to obtain low-duty entry
into the United States under the sugar tariff-rate quota system. Certificates are allocated and issued
directly to foreign supplying countries, which reissue the certificates. The maximum quantity that
can be shipped with each certificate is 10 thousand short tons.
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143. Licenses must be obtain to import butter, certain dried milk products, malted milk and other
articles of milk or cream and certain cheeses. The purposes of the licensing system is to administer
quotas imposed annually by Prnsidential Proclamation for these dairy products whenever such imports
are found to interfere with or threaten to interfere with agricultural price supports, or cause substantial
reductions in the amount of domestic products processed. Licensing is used as a method to allocate
quotas among domestic importers and to maintain historical shares among supplying countries.

144. Import permits are required for certain animals and animal products, organisms, and veterinary
biological products. The purpose of permits is to protect U.S. livestock and poultry against the
introduction of disease. Permits are not used to restrict the quantity or value of imports.

Department of Energv

145. Import authorization must be obtained to import natural sas. Decisions on applications for
import authorizations are made consistent with the Departrnent ofEnergy's gas import policy guidelines,
under which the price competitiveness of an import arrangement in the market served is the primary
consideration in determining whether it is in the public interest. Imports from countries with which
the UI.S. has a free trade agreement requiring national treatment for trade in gas are deemed to be
consistent with the public interest; licenses for such imports are granted without modification or delay.

Department of Interior

146. Licenses are required for importers and exporters of all wild animals, fish, reptile, amphibian,
fish, reptile, amphibian, moiiusc, crustacean, arthropod, coelenterate or other invertebrate. Licensing
is not intended to restrict the quantity or value of imports. Rather, it allows the Department of Interior
to identify large commercial importers, the disposition of the wildlife, remove wildlife law violators
from commercial wildlife trade, and facilitates efforts to conserve endangered and threatened species.

Department of Justice

147. Importers of narcotic materials and non-narcotic controlled substances must obtain an importers
permit and must submit an import declaration for each shipment. The purpose of the requirement is
to restrict the importation of controlled substances to that quantity necessary to meet the medical,
scientific or other legitimate needs of the United States. It is not designed to restrict the quantity of
imports of controlled substances. The current licensing system is mandated by U.S. law and is based
on two international t-eaties - the Single Convention on Narcotic Drugs (1961) and the Convention
on Psychotropic Substances (1971).

Department of Treasury

148. Distilled spirits importers are required by !aw to have permits to engage in business. The primary
purpose of this requiremPnt iis io protect U.S. consumers by oversight of labelling, advertising and
other practices.

49. Importers of industrial alcohol niust have a distilled spirits permit. The purpose of this
requirement is to confirm the product will be used for industrial purposes; otherwise it is subject to
federal taxation. The permit system is a means to control authorized uses.

150. Importers of firearms and ammunition must be licensed and obtain permits to import. The
purpose of the requirement is to prevent the possession of firearms by persons falling within statutorily
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determined prohilhe+ed categories. Additionally, to ensure that machine guns, destructive devices, surplus
military firearms and other like firearms are not imported except foruseby UJ.S. Government agencies.

151. Importers of firearms, ammunition and other implements of war must also be licensed and
obtain permits to import. This required is intended to suppress international trafficking in arms by
controlling the importation of arms, ammunition and implements of war.

152. Lastly, importers of explosives must be licensed to engage in business. This is intended to
keep explosives out of fihe hands of persons prohibited by law from receiving, or possessing explosives
and to ensure the safe and secure storage of explosives.

Nuclear Regulatory Commission

153. Importers of nuclear facilities and nuclear materials must be licensed and must provide advance
notification of importation. The requirement is not intended to restrict the quantity or value of imports.
Rather, its primary purposes are related to protecting public health and safety, control, use, possession,
distribution and transport, and for national defense and national security purposes.

7. Custorms Valuation

154. The GATT Customs Valuation Code, officially entitled the "Agreement on Implementation
of Article VII of the General Agreement on Tariffs and Trade, " was implemented in U . S. law through
the Trade Agreements Act (TAA) of 1979 (P.L. 96-39, 93 Stat. 144). The valuation provisions of
U.S. law are found in Section 402 of the Tariff Act of 1930, as amended (19 U.S.C. 1401a).

155. Section 402, as amended, represents the implementation of the Code in its entirety. Both U. S.
law and the Valuation Code provide for six bases of appraisement, with transaction value being the
preferred method. Under both the Code and Section 402, if imported merchandise cannot be appraised
under transaction value, it is appraised in accordance with the remaining methods, applied in sequential
order.

156. Under Article 8.2 of the Code, signatories have the option to appraise on either a C.I.F. or
F.0.B. basis. In implementing the Code the United States decided to appraise on a F.O.B. basis.

8. Rules Of Origin

157. The United States uses rules of origin for imports to enforce country of origin marking
requirements, for the assessment of duties, for administration of some trade remedy measures, and
for administration of preferential trade programs. For most purposes the United States uses the
substantial transformation standard, administered on a case by case basis. Goods are considered to
be a product of the last country in which they were substantially transformed into a new and different
product of commerce. For most preferential trade programs, goods must also meet a local value-added
requirement in order to be considered a qualifying good of a particular country. Under the Generalized
System of Preaurences (GSP), the U.S.-Israel Free Trade Agreement, the Caribbean Basin Initiative
and the Andean Trade Preferences Act, 35 percent of the value of the imported product must be
materials, labor and manufacturing/processing cests added in the beneficiary exporting country.

158. The U.S.-Canada Free Trade Agreement employs rules of origin based on the tariff-shift concept.
Good that change between specified tariff classifications as a result of processing within the Parties
to the agreement are entitled to preferential tariff treatment. For some goods, a local value-added



C/RM/G/45 Trade Policy Review Mechanism
Page 30

requirement must also be met, or may be an alternative test. A similar system is incorporated in the
NAPTA Agreement, Le., a tariff-shift system supplemented for soine goods with a local value-added
requirement.

9. Government Procurement

Amounts

159. U.S. Government procurement ùf goods and services totalled approximately $180 billion in
fiscal year 1992 (excluding contracts for less than $25,00 which would bring the figure closer to
$200 billion). Procurement covered by the GATT Government Procurement Code comprised
approximately ten percent of Federal procurement. Some Pederal procurement is subject to the Buy
America Act of 1933 (BAA).

Domestic Laws and Regulations Governing r'rocurement

160. The Buy Americarn Act (BAA) was enacted to give preference to domestically-produced articles,
materials supplies purchased for use by the Federal Government. TheAct ofMarch 3, 1933 stipulates
that Federal agencies buy only articles, materials or supplies "mined, produced or manufactured in
the United States, except in cases where (1) U.S. goods are not available in sufficient quantity and
satisfactory quality; (2) the cost is unreasonable; or (3) it is incorsistent with the public interest to
purchase U.S. articles, materials or supplies." Executive Order 10582, December 17, 1954, (as
amended) implements the statutory preference by stating that an offered price of a domestic product
is unreasonable if it exceeds the price of a foreign product by six percent.

161. The BAA only applies at the Federal level and is not appiied to procurements covered by the
GATT Government Procurement Code. Beyond national suppliers, the BAA contains special provisions
for procurement by small business concerns and from labor surplus areas.

162. Whlile the BAA is not sector-specific, certain Federal grant and ioan programs that support
state and local projects do have Congressionally-mandated "Buy America" provisions attached as a
condition on the use of these funds. (This category of procurements is not covered by any signatory
to the (Government Procurernent Code.) The areas primarily covered by these programs include Federal
assistance tn highway construction, municipal waste water treatment, urban mass transit and rural
electrification.

163. Outside of the BAA, the only other "Buy National" requirements would cover procurements
related to national security, an exemption permitted under the Government Procurement Code. In
many cases, these procurements may also be open to foreign participation on the basis of bilateral
memoranda of understanding concluded between the United States and its (primarily NATO) allies.

164. The U.S. offer in the Uruguay Round negotiations to Increase coverage of the Governnient
Procurement Code would expand significantly the universe of procurement contracts exempted from
the BAA and could also extend this exemption to contracts at the state level.

165. Three trade policy issues affecting procurement developed in the course of 1993. Under the
North American Free Trade Agreement, the signatories agreed to open their procurement markets on
a reciprocal basis. Thresholds for central government agencies under the NAFTA will be $50,000
for goods and services and $6.5 million for construction services contracts. (The threshold of $25,000
for Canadian Govermrient procurement of goods established under CFTA will continue to apply.)
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For government-owned or controlled entities, the thresholds will be $250,C00 for goods and services
and $8 million for construction services contracts. The parties to the NAFI'A agreed to pursue coverage
of subcentral entities in negotiations at a later date.

166. In April 1993, the United States and the European Communities (EC) reached a bilateral
agreement expanding Code coverage to ail central government procurement of goods, services and
construction. Agreement was also reached covering government-owned electrical utilities. However,
the United States implemented procurement sanctions against suppliers from the EC under authority
of Title VII (aimed at discriminatory government procureraîent practices) of the Omnibus Trade and
Competitiveness Act of 1988. Thtse measures, ivhich would prohibit Eurcipean Community suppliers
f'om participating in U. S. Govermnent civil procurement not covered by the Governmenï Procuremnent
Code, were intended as a re.-oonse to discriminatory provisions affecting U.S. suppliers of
telecommunicatiorh.; equipment under the EC Utilities Directive, which came into force on
January 1, 1993. The EC counter-retaliated in May, 1993. As of December 1993, the United States
and the EC were committed to reaching agreement to provide reciprocal access in the context of the
government procurement negotiations by April 15, 1994.

167. On April 29, 1993, the United States also identified Japan under Title VUl for discrimination
in the procurement of constzuction, architectural and engineering services. In both this and the dispute
with the EC, the United States is pursuing bilateral and multilateral venues to achieve a satisfactory
resolution.

168. On the domestic front, two significant initiatives are underway to reform government procurement
procedurs in order to streamline the process, eliminate waste and facilitate efficient use of resources.
Recommendations emanating from both the Administration's National Performance Review and the
Department of Defense Acquisition Law Advisory Panel "800 Report" aim at simplification of a
"multilayered, micro-managed" procurement procedure in favor of a more responsive, transparent process
that would encourage access to commercial technologies. These recommendations, which would be
implemented by Executive Order and, where necessary, legislation, should have a significant
"liberalization" effect benefitting both dome.,tic and foreign suppliers through greater simplicity and
transparency.

10. Standards

169. In the United States, the promulgation of technical regulations by federal agencies is governed
by various statutes and executive orders. These statutes and executive orders impose procedural
requirements which serve to insure that technical regulations adopted by U.S. Government agencies
are necessary for the fulfillment of objectives for the public good, such as protecting health, safety,
essential security, the environment, and consumers. The U.S. regulatory process is transparent from
proposed rule to final rule making.

Administrative Procedures Act

170. The Administrative Procedures Act (APA) sets forth the general procedures for rulemaking
to be followed by agencies of the J.S. Govc'rnment. At a minimum, the APA (5 U.ç.C. 551) requires
that for the issuance of a substantive ru-le (as distinguished from a procedural rule or a statement of
policy), an agency must:

-. Publish a notice of proposed rulemaking in the Federal Register, the official U.S.
Government journal. This notice must set forththe textor the substancecftheproposed
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rule, the legal authority for the rulemaking proceeding, and applicable times and places
for public participation.

- Provide ail interested parties - nationals and non-nationals alike - an adequate opportunity
for submission of written comments on the proposed rule.

- Publish a notice of final rulemaking at least thirty days before the effective date of
the rule, which includes a statement of the basis and purpose of the ruie, and responds
to all substantive comments received.

171. Usually, rulemaking proceedings are commenced by an agency at its own initiative. However,
the APA provides that each agency of the U.S. Government shalh afford interested persons the right
to petition for the issuance, amendment, or repeal of a mle.

172. From start to finish, a simple or high priority rulemaking may take as much as a year to
complete. Regulations for controversial and complicated issues may take tnuch longer. The APA
subjects all final mules tojudicial review (e.g., United States District Court). In particular, a reviewing
court must set aside a rule if the court finds that the agency's actions were 'arbitrary, capricious, an
abuse of discretion, or otherwise not in accordance with law".

Other Reequirernents

173. Other rulemaking requirements may be iniposed on U.S. Government Agencies. Executive
Order 12291 requires, in most circumstances, review of proposed and final mules by the White House
Office of Management and Budget (0MB) before issuance. The Executive Order also requires agencies
to submit a Regulatorv Impact Analysis containing, inie alia,

- A description of potential benefits of the rule and identification of likely beneficiary
parties;

- A description of potential costs and identification of those likely to bear those costs;

- A determination of potential net benefits of the rule; and

- A description of alternative approaches that could substantially achieve the same
regulatory goal at lower cost and explanation of reasons why alternatives could not
be adopted.

174. Another statute mandatory to all agencies is the Federal Freedom of Information Act (FOCIA).
The purpose of this law is to expand the areas of public access to information beyond those originally
set forth in the APA. It generally provides that any person has a right to U.S. Ooverrnent information.
However, there are exceptions (e.g., Government agencies niay not disclose information containing
trade secrets, disaggregated commercial or financial information, or information elating to iU.S. national
security).

i75. Mandatory requirements for conforniity assessment (e.g., product certification, laboratory
accreditation) are subject to the rulemaking procedures described above. The general guidelines for
laboratory accreditation typically follow the applicable international guidelines, in particular ISO/IEC
guides 25, 38, 54 and 55. The Directory of Federai Government Certification Programs (NBS SP
739) provides information on federal certification programs fer products and services.
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176. Recognition &f another country's test data, inspections, or certifications is generally based on
a mrnemorandum of understanding (MOU) between the United States and that country or an international
agreement to which both countries are signatories. Information on existing MOUs and other U.S.
international agreements is contained in the publication, Treaties in Force: A Uist of Treaties and Other
International Agreements of the United States, which is published by the U.S. Department of State.

177. The U.S. Department of Commerce's National Institute of Standards and Technology (NIST)
maintains a voluntary system of accrediting laboratories found competent to perform specific testing
operations. This National Voluntary Laboratory Accreditation Program (NVLAP) offers accreditation
for specific test methods or types of tests in a variety of product, material and service areas with the
aim of providing national recognition for competent laboratories and to foster intern tional acceptance
of test data produced by U.S. laboratories. Competence is ascertained by NVLAP through on-site
assessinents, performed by technical experts, and participation by the laboratory in required proficiency
testing.

178. Specific regulations and enforcement responsibilities for all products, new or used, are codified
in the Code of Federal Regulations (CFR). It is divided into 50 titles which represent broad sectoral
areas subject to Federal regulation.

179. Where there are no mandatory U.S. Governmernt regulations, determination of product suitability,
safety and other such characteristics is left to the marketplace. However, individual states and local
jurisdictions (cities or counties) may impose additional special requirements for specific products entering
their state boundaries.

180. All U.S. Government agencies maintain the same regulations for domestic and imported
merchandise and agricultural products. Thus, products made in the United States are subject to the
same requirements as imported products.

U. S. Government Reliance on Voluntary and International Standards

181. A Federal standard policy issued by the Office ofManagement and Budget in 1982, and revised
in 1993, (OMB Circular A- 1 19) encourages Federal agencies to utilize private sector voluntary standards
in their procurement and regulatory programs to the maximum extent feasible. Federal agencies are
to rely on voluntary standards, both domestic and international, whenever feasible and consistent with
law. Participation by Federal agency employees in voluntary standards activities is encouraged wheni
"in the public interest and compatible with agencies missions, authorities, priorities, and budget
resources". Such participation is aimed at contributing to the development of voluntary standards that
will ,eliminate the need to develop and maintain separate government standards.

The Agreement on Technical Barriers to Trade

182. The Agreement on Technical Flarriers to Trade (TBT Agreement) was implemented into U.S.
law through the Trade Agreements Act of 1979. The Office of the U. S. Trade Representative (USTR)
was given responsibility for coordinating U.S. discussions and negotiations of standards-related trade
issues with foreign countries. The Department of Commerce was charged with the responsibility for
maintaining the national inquiry point, as required by the TBT Agreement. The law also established
a technical office in the Departments ofAgriculture to respond to requests for information on agricultural
products.
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183. The National Center for Standards and Certifcation Ynformation, located at the Department
of Commerce's National Institute of Standards and Technology (NIST), provides information on U. S.
domestic standards, foreign and international voluntary standards, government regulations, ard rules
of certification for non-agricultural products. The Center serves as a referral service and focal point
in the United States for information about standards and standards-related information. In addition
to serving as the GATT TBT inquiry point, it is the ISO's information network (ISONET) inquiry
point.

Significant Recent U.S.JTechnical Regulations.

184. As a result of the Nutrition Labeling and Education Act of 1990. the U.S. Food and Drug
Administration (FDA) proposed a series of changes in nutrient content claims, health claims, health
messages, label statements, terminology, nutrition labeling and serving sizes, and the formal for the
nutrition label. The U.S. Department of Agriculture (USDA) also proposed new nutritional labeling
requirements for meat and poultry products, and its format. The proposed regula ions were notified
to signatories of the Agreement on Technical Barriers to Trade and an opportunity for comment was
provided.

185. The rationale for the changes is to make nutrition comparisons among various food products,
to assist consumers in interpreting information about the amount of a nutrient present in food, and
to provide consumers with accurate nutritional and labeling information. The FDA received voluminous
comments on the proposals, a number of them from TBT signatories. The final rules were published
on January 6, 1993 in the Federal Register (Part IV).

Il. Safeguard Actions

186. Section 201 of the Trade Act of 1974, coimnonly referred to as the U.S. "escape clause" law,
is based on Article XIX of the General Agreement on Tariffs and Trade (GATT). Article XIX permits
a country to "escape" from its obligations under the Agreement with respect to an imported article
when certain conditions exist. The U.S. International Trade Commission (USITC) conducts investigations
under Section 201 upon receipt of a petition from an entity, such as a trade association, firm, certified
or recognized union, or other group of workers that is representative of an industry; upon request from
the President or che U.S. Trade Representative; upon resolution of the House Committee on Ways
and Means or the Senate Committee on Finance; or upon its own motion. The results of each
investigation are reported to the President. In the case of affirmative USITC determinations, the
President may take such action as he deerms appropriate.

187. The USITC did not conduct any investigations under Section 201 in 1991. îr 1992, the USITC
conducted one investigation. That investigation, which was instituted in June 1992 by the Commission
following receipt of a petition filed by two domestic firms, concerned whether extruded rubber thread
was being imported into the United States in such increased quantities as to be a substantial cause of
serious injury, or the threat thereof, to the domestic industry producing an article like or directly
competitive with the imported article.

188. In Decemnber 1992, the Commission reported to the President that it was equally divided on
the question of injury to the domestic industry. Section 330(d) of the Tariff Act of 1930 provides that
when the USITC is equally divided on the question of injury, the President may consider either
determination as the determination of the USITC. In January, 1993 the President announced that he
was considering the negative determination to be iLle determination of the USITC. Consequently, no
import relief was provided to the domestic industry.
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12. Market Disrption

189. Under Section 406 of the Trade , of 1974, the USITC conducts investigations to determine
whether imports of an article produced in a "Comunist country" ere causùiig market disruption with
respect to an article produced by a U.S. industry. "Market Disruption" is defined to exist whenever
imports of an article like or directly competitive wit;l an article produced by P domestic industry are
increasing rapidly, eRiher absolutely or relatively, so as to be a significant cause of material injury or
threat ofmaterial injury ta the domestic industry. This provision is similar procedurally to Section 201.

190. The USITC did not conduct any investigations undef Section 406 in 1991. lu June, 199',
the USITC commenced an investigationunder Section406 concerning oscillating fans from the People's
Republic of China, following receipt of a petition by a donrestic firm. This investigation -- the only
market disruption case active in 1992 -- was tenninated in July, 1992, at the request of the petitioner.

13. Antidumning and Countervailing Duties

191. The aTitidumping (AD) and countervailing duty (CVD) laws are contained in the Tariff Act
of 1930. The AD and CVD laws provide relief in the form of special additional duties that are intended
to offset inargins ofdumping or foreign subsidization granted for products exported to the United States.
The laws are administered in a rnanner consistent with the requirements of the GATT AD and CVD
codes. The laws are administered by the U. S. Department ofCommerce, which identifies andmeasures
the extent to which imports into the United States are being dumped or subsidized. In cases where
an injury test is required by U.S. international obligations, the U.S. International Trade Commission
(USITC) determines whether a U.S. industry producing a product like the imported product under
investigation is injured or threatened with injury by reason of the dumped or subsidized imports.

192. Generally, an investigation is initiated when a party acting on behalf of a domestic firm or
industry files a petition containing reasonably available information in support of its allegation that
imports from a particular country are subsidized and/or sold at less than fair market value (dumping)
and, when required, causing injury to the domestic industry.

193. The Department ofCommerce and the USITC conduct separate investigations. Both are quasi-
judicial administrative proceedings inwhich information collected from the foreign government, foreign
exporters, U.S. importers and TJ.S. producers forms the basis for the agencies' determinations. All
information provided by foreign governments and respondents is tested for accuracy through on-site
verifications. Bath agencies provide parties the opportunity to make written as well as oral arguments
before final determinations are made. Preliminary and final determinations by both agencies are subject
to statutory time deadlines, just as both agencies' findings are appealable to courts of review. If the
imports under investigation are found to be sold at less than fair value and/or to have benefitted from
countervailable subsidies (and, where necessary, the imports are found to have caused or threatened
material injury to the U.S. industry), the Departmnent of Commerce instructs the U.S. Customs Service
to collect AD and/or CVD deposits in the amount of the dumping margins or subsidies found to exist.
Parties may subsequently request a review of these duties at yearly intervals.

194. Upon receipt of a petition to initiate an investigation, the Department of Commerce has 20
days to determine whether or not to initiate an investigation based on the information provided in the
petition. If the Department of Commerce initiates an investigation, the USITC must issue a preliminary
injury determination in all investigations where an injury test is required within 45 days of the initial
filing. The Department of Commerce will issue its preliminary determination within 85 days for a
CVD investigation and 106 days for an AD investigation. If the preliminary finding is affirmative,
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the Department of Commerce will instruct the U. S. Customs Service to require a cash or bond deposit
on all imports of the subject merchandise equal to the preliminary margin percentage found. The
Department of Commerce will issue its final determination in 160 days for CVD cases and 235 days
fir AD cases. If the Departinent of Commerce's final determination is affirmative, the USITC will
issue its final determination within 205 days forCVD investigations and 280 days for AD investigations.
If the final determination of the USITC is affirmative, the Department of Conmerce will issue an order
instructing the U.S. Customs Service to collect a cash deposit equal to the AD/CVD margin.

Recent AntidutpingTnvestigation Activity
(Number of Cases)

1991 1992 1993/(Jan.-Oct.1

Investigation 66 84 23
Final AD Duty Imposed 19 17 62
AD Duty Revocations 7 2 3

Recent Countervailing Duty Investigation Activitv
(Number of Cases)

1991 1992 1993/(Jan.-Oct.)

Investigations 10 22 2
Final CVD Imposed 2 4 16
CVD Revocation 6 0 2

14. Unreasonable/Uniustifiable/Discriminatorv Acts Against U.S. Exports

General

195. Chapter i of Title III of the Trade Act of 1974, as amended (19 U.S.C. & 2411 et. seq.)
("Section 301"), concerns investigations conducted by the United States Trade Representative (USTR)
into allegations that foreign countries are denying benefits to the United States under trade agreements
or are otherwise engaged in unjustifiable, unreasonable or discriminatory acts that burden or restrict
commerce of the United States.

196. The Office of the U.S. Trade Representative mnay initiate investigations upon petition by any
interested person, or upon its own initiative. If petitioned, the USTR decides within 45 days whether
or not to initiate the investigation. If the USTR decides to initiate the investigation, the petitioner and
other interested persons are afforded an opportunity to present their views -- including a public hearing
if requested.

197. The USTR must also publish in the Federal Register an annual list of "priority countries" that
deny protection of intellectual property rights or market access to U.S. persons that rely on such
protection. The USTR must initiate investigations against such countries unless the USTR decides
that such investigations are detrimental to the economic interests of the United States. These-
investigations are known as "Special Section 301" investigations.
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Consultations

198. In each investigation, the USTR consults with the foreign country involved to attem, t to reach
a settlement. If tht investigation concerns a trade agreement of the United States and s'atltement is
not reached, the USTR may use whatever formal dispute-resolution procedures are found in the
agreement. The USTPRmust consult with the other relevant trade agencies and appropriate private
sector advisory committees, and may also consult with the U.S. International Trade Commission.

Determinations

199. In the investigation, the UJSTR determines whether UJ.S. rights under t'ade agreements are
being denied or whether acts or policies of the foreign country are unjustifiable, unreasonable, or
discriminatory and burden or restrict U.S. commerce. If the USTR finds such circumstances exist,
the USTR then considers what actions are appropriate to enforce the rights of the United States under
the agreements or to eliminate the acts or policies. With certain exceptions, the USTR is required
to take action, subject to any direction of the President, if the USTR finds that U.S. rights under trade
agreements are being denied, or that acts or policies of the foreign country are unjustifiable, as defined
by statute, and burden or restrict U.S. commerce. If the USTR finds an art or policy to be
"unreasonable" or "discriminatory," as defined by statute, and to burden or restrict U.S. commerce,
the USTR1 has discretion over whether to take action.

200. The time period for a determination by the USTR concerning the practices in question and
any actions to be taken varies according to the type of practices alleged. In investigations involving
a trade agreement, the USTR rust rnake a determination the earlier of: (1) 30 days after formal
settlement dispute procedures are concluded, or (2) 18 months after the case is initiated. All other
cases require determinations no later than 12 months after the case is initiated.

Actions by the USTR

201. The USTR has authority to (1) suspend trade agreement concessions, (2) impose duties or other
import restrictions, (3) impose fees or restrictions on services, (4) enter into agreements with the subject
country to eliminate the offending practice or to provide compensatory benefits for the United States,
and (S) restrict service sector authorizations. The actions may be taken against all countries or solely
Lainst the subject country. Most actions may be taken against any goods or economic sectors, without
regard to whether the goods or economic sectors were the subject of the investigation. The USTR
is to give preference to duties over other types of import restrictions.

202. The USTR must implement any actions decided upon, subject to any direction of êthe President,
within 30 days after making a decision. The USTR may delay implementation of a decision for up
to 180 dayF in certain circumstances.

Monitoring of Compliance

203. The USTR monitors whether foreign countries are complying with steps they have agreed to
take under these provisions. The USTR can take further action in appropriate circumstances after
consulting with the petitioner and affording an opportunity for interested parties to present their views.
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Modification or termination of actions

204. The USTR may modify or terminate actions in certain circumstances, after affording interested
parties an opportunity to present views. In addition, the USTR terminates those actions that have been.
in operation for at least 4 years, unless the domestic industry concerned requests a continuation and
the USTR decides that continuation is appropriate after consider-irng certain factors.

Confidential Business Information

205. Persons submitting information to the USTR may certify that the information is confidential
business information. If the USTR finds such certification to be well founded, the information may
only be disclosed to U. S. Government officials involved in the investigation or in a manner that prevents
identification of the persons submitting the information.

206. When requested and to the extent available, the USTR must provide to any person certain non-
confidexntial information regarding trade policies or practices of foreign countries, proceedings arising
from such policies or practices, and rights and remedies under U.S. trade agreements and domestic
law.

207. The following table summarizes the number of Section 301 investigations conducted during
the period January 1, 1991 to October 30, 1993.

Investigations conducted under Section 301.
(Jan. 1, 1991 to Oct. 30, 1993)

Section 301 Special 301 Total 301

Number of Investigations Initiated 4 4 8

Disposition:

Number Terminated 4 3 7
Number Ongoing 0 1 1

15. National Security

208. Investigations are conducted under Section 232 of the Trade Expansion Act of 1962, as amended,
to determine the effect of imports of a specific product on U.S. national security. Investigations may
be initiated based on an petition from an interested party, based on a request from the head of any
U.S. Government agency, or may be self-initiated by the Secretary of Commerce.

209. By law, the Secretary of Commerce has 270 days to present the Department's findings and
recommendations to the President for appropriate action. The statute requires that the Department
ofCommerce consult with the Department of Defense regarding the methodological and policy questions
that arise during a Section 232 investigation. Other U.S. Government agencies (such as the Departments
ofState and Labor) also participate in Section 232 interagency working groups based upon their expertise
and/or interest.
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210. During the course of an investigation, the Department of Commerce may provide the public
with an opportunity to comment and present written information and advice relevant to the investigation,
usually invited through a notice in the Federal Register. Additional information is gathered from such
sources as: surveys of producers, importers and end-users; on-the-record meetings with interested
parties; site visits; and a review of public literature. Among the most important criteria considered
are: the requirements of the defense and essential civilian sectors; quantity, quality and availability
of imports; and the impact of foreign competition on the economic welfare of the essential domestic
industry.

211. If the Secretary of Commerce finds that irnports threaten to impair the national security, the
President has 90 days to determine whether he agrees with the Secretary's findings, and to determine
whether to use his statutory authority to "adjust import".

212. Two Section 232 investigations have been conducted since 1991; one of Integrated Circuit
Ceramic Packages (August, 1993) and one of Gears and Gearing Products (August 1992). In both
cases, the Secretary ofCommerce concluded that imports did not threaten to impair the national security,
and no trade actions were taken.

16. Intellectual Property Rights Protection

213. Adequate and effective protection for intellectual property stimulates economic growth. An
effective patent system promotes innovation and investment in new areas of technology. An effective
trademark system provides safeguards for the reputations ofbusinesses that provide quality merchandise
or services. An effective copyright system promotes artistic and literary endeavors. Also, copyright
protection for computer programs serves as an incentive for developing and investing in new computer
programs. Other forms of protection provide similar benefits. On the other hand, lack of adequate
and effective protection for intellectual property can lead to distortion or impediments to domestic and
international trade.

214. Presented below is a brief summary of U.S. law and international commitments on the issue
of intellectual property protection. It is not an exhaustive description, and the absence of a specific
provision in the summary does not necessarily mean that the United does not provide such protection.
While the United States' system of intellectual property protection is very effective, countries which
are in the process of strengthening their intellectual property protection with a view to substantially
reducing current levels of infringement need additional measures to provide equivalent protection.

The Domestic Environment

215. In the United States, a network of Federal and state statutes as well as some state "common
law" constitutes an intellectual property regime that provides extensive and effective incentives and
protection for creators and businesses. This regime is consistent with the many multilateral and bilateral
agreements to which the United States is a party.

International Obligations

216. The United States is a Party to many international agreements, both multilateral and bilateral.
Among the most well-known are the Paris Convention for the Protection of Industrial Property
(Stockholm Act, 1967), the Berne Convention for the Protection of Literary and Artistic Works (Paris
Act, 1971), the Geneva Convention for the Protection of Producers of Phonograms Against Unauthorized
Duplication ofTheir Phonograms, the Patent Cooperation Treaty, the Universal Copyright Convention
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(Paris Act, 1971), and the International Convention for the Protection of New Varieties of Plants (Act
of 1978).

Patents

217. The Patent Law of the United States is based on the Patent Act of 1952, codified in Title 35
of the United States Code. The rules of practice in patent cases are found in Title 37 of the Code of
Federal Regulations, Part One. Three types of patents are awarded, including a utility patent for any
new and useful process, machine, manufacture, or composition of matter, or any new and ueful
improvement thereof. Also available are design patents for any new, original and ornamental design
for an article of manufacture . The third type of patent available is a plant patent for any asexually
reproduced, distinct plant variety, subject to certain technical limitations.

218. Patent-like protection for sexually propagated plant varieties is available under the Plant Variety
Protection Act, codified in Title 7 of the United States Code, beginning at Section 2321. The criteria
for attaining a plant variety protection certificate differ somewhat from those applicable to plant patents.
A certificate's duration of protection is 18 years.

219. Utility patents and plant patents have a term of 17 years, measured from the date of issue,
while design patents have a tern of 14 years. Provision is made in the law for limited extension of
the term for certain patents concerning drug products, medical devices or other subject matter that
is regulated under the Federal Food, Drug and Cosmetic Act, or that concerns a method of using or
manufacturing products.

220. Patents give patentees the right to exclude others from making, using, or selling the patented
invention. There is no requirement to work the invention that is the subject matter of a patent.

Trademarks

221. The Federal trademark law is the Trademark Act of 1946, as amended, which is found in Title
15 of the United States Code, beginning at Section 1051. The mules of practice in trademark cases
are found in Title 37 of the Code of Federal Regulations, Part Two.

222. Trademark rights in the United States arise primarily from use of the mark in commerce.
Registration of a mark is not necessary to establish rights. Priority of use establishes the right to
exclusive use of the mark.

223. States maintain registers of trademarks and the standards for registration thereon are governed
by state law, State trademark registrations confer no rights upon a registrant beyond the rights accrued
through use of the mark at common law.

224. Federal registration is possible if a mark is used in commerce that is regulated by the United
States Congress. A Federal principal register registration is nationwide prima face notice of the facts
recited in the registration and the filing date is the constructive date of the first use of the mark.
Additional benefits ofa Federal principal register registration include the ability to bring an infringement
action in Federal court, file the registration with the Customs Service to stop importation of infringing
articles, and access to Federal anti-counterfeiting laws.

225. The Trademark Act permits registration of trademarks, service marks, certification marks and
collective marks. A registration is valid for ten years and is renewable for ten-year periods.
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Copyrights

226. The copyright law of the United States is based on the Copyright Act of 19 16, codified in Title
17 of the United States Code. The rules of practice in copyright cases are found in Title 37 of the
Code of Federal Regulations, Chapter Two.

227. In the United States, the following works may be protected: literary works, including works
other than audiovisual works expressed in verbal or numerical symbols (e. g., books, catalogs, computer
programs, databases); musical works, including any accompanying works; dramatic works, including
any accompanying music; pantomimes and choreographic works; pictorial, graphic and sculptural works;
motion pictures and other audiovisual works; sound recordings; and architectural works, including
a building, architectural plans, or drawings.

228. Protection extends to original works of authorship. Fixation in a tangible means of expression
(words, numbers, graphic or symbolic indicia, including machine-readable code) is required. Only
"expression" is protected; protection does not extend to any idea, process, principle or discovery.

229. The owner of a copyright has the exclusive right to do as he wishes with the copyright and
to authorize any of the following: to reproduce the copyrighted work in copies or phonorecords; to
prepare derivative works based upon the copyrighted work; to distribute copies or phonorecords of
the copyrighted work to the public by sale, rental, lease or lending; in the case of literary, musical,
dramatic, and choreographic works, pantomimes, and motion pictures and other audio-visual works,
to perform the copyrighted work publicly; in the case of literary, musical dramatic and choreographic
works, pantomimes, and pictorial, graphic, or sculptural works, to display the copyrighted work publicly.

230. Generally, the term of protection is life of the author plus 50 years. Anonymous and
pseudonymous works and works made for hire are protected for 75 years from first publication, or
100 years from creation, whichever expires first. Joint works are protected for 50 years from the death
of the last surviving author.

Trade Secrets

231. Protection for trade secrets in the United States is currently provided under state law. In 1979,
the National Conference of Commissioners on Uniform State Laws completed the first draft Uniform
Trade Secrets Act to bring about greater uniformity in the laws of the states. Since then, over two-thirds
of the, states have adopted the Act in one version or another.

232. In the United States, the term "trade secret" encompasses information that can be identified,
that has actual or potential economic value because it is not known and is not readily ascertainable,
and that the owner has taken reasonable efforts to protect from disclosure. Protection for trade secrets
against "misappropriation" is accorded either under a version of the Uniform Trade Secret Act, the
Restatement of Torts (First)(1939), or common law. Misappropriation is defined as the acquisition
of a trade secret by improper means, or the unauthorized use of disclosuree of a trade secret, by a person
who knew or had reason to know at the time of acquisition, use. or disclosure that the information
was a trade secret.

233. Courts can enjoin misappropriation of a trade secret, actual or threatened, and can order parties
that had misappropriated a trade secret to take steps to maintain the secrecy. In addition, a court can
award damages in lieu of, or in addition to, enjoining misappropriation.
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Layout Designs of Integrated Circuits

234. The law protecting the layout designs of integrated circuits in the Uinited States is the
Semiconductor Chip Protection Act of 1984, codified in Title 17 of the United Statcs Code, beginning
with Section 901. The rules of practice for mask work protection are found in Title 37 of the Code
of Federal Regulations, Chapter Two, Part 211.

235. Protection is available in the United States for mask works fixed in semiconductor chip products
by or under the authority of the owner of the mask work, as defined in the law. Protection is not
available for mask works or semiconductor layout designs that are not original, or that consist ofdesigns
that are staple, commonplace, or familiar in the semiconductor industry, or for variations ofsuch designs
that, considered as a; whole, are not original. Protection does not extend to any idea, process, principle
or discovery.

236. The owner of a protected mask work has exclusive rights to do and to authorize any of the
following: to reproduce the mask work by optical, electronic, or any other means; to import or distribute
a semiconductor chip product in which the mask work is embodied; and to induce or knowingly cause
another to reproduce the mask work or import or distribute semiconductor chip products containing
it.

237. The term of protection is ten years from the registration, or first commercial exploitation
anywhere in the world, whichever comes first.

"Unfair Practices" (Section 337)

238. Section. 337 of the Tariff Act of 1930, as amended (19 U.S.C. 1337), authorizes the U.S.
International Trade Commission (USITC) to conduct investigations with respect to certain unfair practices
in import trade. Section 337 declares unlawful the importation, sale for importation, or sale after
importation of articles that infringe a valid and enforceable U. S. patent, registered trademark, registered
copyright, or registered mask work, for which a domestic industry exists or is in the process of being
established. Also unlawful under Section 337 are other unfair methods of competition or unfair acts
in the importation of articles into the United States or in the sale of imported articles, the threat or
effect of which is to destroy or substantially injure a domestic industry, to prevent the establishment
of an industry, or to restrain or monopolize trade and commerce in the United States.

239. The USITC applies the same substantive standards to determine whether an intellectual property
right is infringed as U.S. courts apply. ïf the USITC determines that a violation exists, it can issue
an order excluding the subject imports froni entry into the United States or cati order the violating
parties to cease and desist from engaging in the unlawful practices. The President may disapprove
a USITC order within 60 days of its issuance for "policy reasons" and the order will have no force
or effect.

240. USITC decisions under Section 337 may be appealed to the U.S. Court of Appeals For the
Federal Circuit, the same court that reviews appeals of patent decisions made in district courts. There
is also the possibility of subsequent appeal to the U.S. Supreme Court.

241. In 1992, as in previous years, most complaints filed with the USITC under Section 337 alleged
infringement of a U.S. patent by imported merchandise. The USITC completed a total of 12
investigations under Section 337 in 1992, including a formal enforcement proceeding, compared with
13 in 1991. These investigations pertained to products in a number of industries, such as semiconductors,
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medical equipment, pharmaceuticals, industrial machinery, and various consumer products. Exclusion
orders were issued in three investigations and cease-and-desist orders were issued in one of those three
investigations. Several investigations were terminated by the USITC without determining whether
Section 337 had been violated. Generally, these terminations were based on settlement agreements
or consent orders. At the close of 1992, 13 Section 337 investigations, including an advisory opinion
proceeding, were pending before the Commission.

242. As of December 31, 1992, a total of 51 outstanding exclusion orders based on violations of
Section 337 were in effect. Thirty-three of these orders involved patent infringements.

17. Trade Adjustment Assistance

243. The Trade Adjustment Assistance (TAA) Programs are authorized under Title II of the Trade
Act of 1974. The Programs are intended to assist firms, industries and workers adversely affected
by increased imports. These Programs are authorized through September 30, 1998.

Adjustment Assistance for Firms and Industries

244. The TAA Program is intended to assist firms and workers adversely affected by imports to
regain their competitiveness in world markets. The Program is administered by the Trade Adjustment
Assistance Division, Economnic Development Administration, U.S. Department of Commerce. To
be eligible for assistance, a U.S. manufacturer must demonstrate that: it has suffered declines in sales
or production; a significant proportion of its workers have been separated or are threatened with
separation; and increased imports of articles like or directly competitive with those produced by the
firm contributed importantly to the sales or production declines and worker cutbacks. In Fiscal Year
(FY) 1993, the TAA Program certified 252 U.S. manufacturing firms as being trade injured; in FY 1992,
182 firms were certified; and in FY 1991, 155 firms were certified. In order for an industry to be
eligible for TAA it must include a number of firms certified under the TAA Program and must
demonstrate it is facing increased import competition through demonstrating declining domestic
production in the face of rising imports.

245. Assistance to certified firms is generally provided through a nationwide network of twelve
Trade Adjustment Assistance Centers (TAACs) funded under cooperative agreements from thle Economic
Development Administration. In FY 1993, the Economic Development Administration provided a
total of $13.6 million in funding to the TAACs which provide assistance to firms in preparing the
certification petition, diagnosing their strengths and weaknesses and developing a recovery strategy,
and implementing that strategy if it is accepted by the Economic Dcvelopment Administration. In FY
1993, the adjustment proposals of 143 trade injured firms were approved which resulted in a total of
$15.9 million in implementation activities with the TAA Program paying an average of 54 percent
of the cost. The Economic Development Administration accepted 126 Adjustment Proposals in FY
1992 and 122 in FY 1991.

246. Industry assistance is generally provided through cooperative agreements between the Economic
Development Administration and representative non-profit industry associations and other organizations
acting on behalf of trade-injured U.S. industries. Industry assistance projects are generally designed
to provide practical solutions that can be impiemented by industry members in the near term with
relatively small capital outlays. Projects require at least a 50 percent industry cash cost-share as well
as significant in-kind contributions of time and materials by industry members. In FY 1993, four industry
assistance projects totally nearly $460,000 were approved.
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Adjustment Assistance for Workers

247. TAA includes a variety of benefits and reemployment services to help unemployed workers
prepare for and obtain suitable employment. Workers may be eligible for training, a job search
allowance, a relocation allowance, and other reemployment services. Additionally, weekly trade
readjustment allowances (TRAs) may be payable to eligible workers following their exhaustion of
unemployment benefits. Usually, TRA benefits will be paid only if an individual is enrolled in an
approved training program.

248, To receive TAA, a worker must complete two steps. First, a group of workers or their certified
or recognized union or representative must file a petition with the Department of Labor's Office of
Trade Adjustment Assistance for certification of eligibility to apply for assistance. Upon receipt of
the petition, the Department of Labor will conduct a fact finding investigation that will include a public
hearing if one is requested by an interested party. The Department will issue a certification if it
determines that increases in imports of articles that are like or directly competitive with articles produced
by the workers' firm have contributed importantly both to (a) the total or partial separation or threat
of separation of a significant number or proportion of workers, and to (b) a decrease in production
or sales of the firm

249. Once certified as eligible to apply, the individual worker must be approved for benefits by
the state agency - ordinarily the state employment security agency - that is administering the benefits
provisions as an agent of the United States. Requirements for this approval vary according to the type
of assistance sought. To receive a trade readjustment allowance, a certified worker must ordinarily
have exhausted unemployment insurance benefits and be enrolled in or have completed an approved
training program.

250. The number ofpetitions for assistance under the TAA Workers Programs has generally declined
since 1991, as has also been generally the case for the number of workers actually covered by the
scheme.

18. Export Financing

Export-Import Bank Activities

251. The Export-Import Bank of the United States (Eximbank) provides limited financing for U.S.
exports. The bank has three principal financial instruments: direct loans, guarantees, and insurance.
Direct loans are made by the Bank directly to borrowers in foreign countries, or to intermediary lenders
who then on-lend to borrowers in foreign countries. Guarantees are Eximbank repayment guarantees
on private commercial loans to foreign borrowers. Insurance is Eximbank insurance on suppliers'
credits.

252. In Fiscal Year (FY) 1991, Eximbank authorized $776 million in direct loans, $6,034 million
in guarantees, and $4,554 million in insurance. In FY 1992, Eximbank authorized $817 million in
direct loans, $7,301 million in guarantees, and $4,220 million in insurance. In FY 1993, Eximbank
authorized $1,723 million indirect loans, $8,990 million inguarantees, and $4,177 million in insurance.

253. As is evident from the above authorization numbers, much ofEximbank support involves export
credit guarantees. Eximbank guarantees are highly regarded by commercial financial institutions as
they cover 100 percent of principal and interest, including post-default interest. In addition, in case
ofdefault the claims settlement process is relatively automatic, involving a very short claims processing
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turnaround. Because of this, Eximbank-supported financing is generally available at competitive interest
rates.

254. Eximbank's efforts to neutralize foreign subsidized credit financing by matching foreign terms
have been greatly facilitated by the OECED Export Credits Arrangement, which sets maximum guarantee
cover, maximum repayment terms, minimum interest rates for direct credits, and provides rules for
export-tied concessional credits. An electronic notification process permits Eximbank to query other
governments on their involvement in specific transactions. This same system allows the United States
and other governments to adopt "common lines" advocating more restrictive terms than are otherwise
permitted in the OECD Arrangement. However, where necessary, Eximbank may "step up" to match
additional specific or unusual foreign officially-supported export credit terms, if these appear to be
creating a competitive disadvantage for the U.S. exporter.

255. The Clinton Administration recently announced $150 million in finding for Eximbank's creation
of a tied-aid capital projects financing fund. This fund will permit Eximbank to counter effectively
foreign export-tied aid loans. Tied aid financing, with concessional terms, ostensibly is intended to
assist the developing countries, but may in reality be commercially-motivated and designed to preempt
competing bidders without tied-aid financing. The U.S. Government is working to reduce global tied
aid use.

Commodity Credit Corporation

256. The U.S. Department of Agriculture's Commodity Credit Corporation (CCC) is authorized,
under its charter act and related legislation, to develop and administer programs to expand U.S.
agricultural export markets. This activity is supported by two export credit guarantee programs, GSM-
102, which deals with short-term credit (six months through three years) and GSM-103, which deals
with intermediate credit (three to seven years). The Omnibus Food, Agriculture, Conservation, and
Trade Act of 1990 reauthorized these programs for the 1991-1995 period. These programs protect
exporters or U.S. financial institutions against loss if the importer's foreign bank fails to make payment.
They also assist developing countries make the transition from concessional financing to cash purchases.
In addition, fish and fish products were made eligible and are now treated as agricultural products for
the purpose of these programs.

257. Under both programs, CC announces the availability of coverage for specific countries,
commodities, and dollar values. After announcement of the coverage by CCC, U.S. exporters of
agricultural products may register sales, pay a guarantee fee, and receive guarantees on commercial
financing of commodity exports.

258. For fiscal 1993, a total program level of $5.7 billion was estimated for those programs, compared
with the actual level of $5,684 million in 1992 and $5,372 million in 1991. The majority of these
guarantees were use under the GSM-102 program.

259. Historically, major country programs were in place for Algeria, Egypt, Iraq, Korea, Mexico
and Pakistan. The primary commodities covered by the GSM-102 program include cotton, eggs, feed
grains, oilseeds, protein meals, rice, vegetable oils, wheat, and wheat flour. Many other commodities
are covered by the program, but make up a small share of the total financing extended.
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19. Foregin Trade Zones

260. Foreign trade zones are designated sites licensed by the Foreign Trade Zones (FTZ) Board
at which special customs procedures may be used. The legal authority for foreign trade zones is provided
by the Foreign I rade Zones Act of 1934, which established the Foreign Trade Zones Board (composed
of the Departments of Commerce and Treasury, and the U.S. Army) to license and regulate foreign
trade zones. The Secretary of Commerce chairs the B3oard.

26i. Foreign trade. zone procedures allow businesses located in the United States to use foreign
merchandise for storage, processing or manufacturing activities without the payment nfcustoms duties.
No duties are payable on merchandise that is reexported; however, if the merchandise is (;ntered into
U.S. Customs territory, duties are assessed at that point. These procedures help reduce the customs
costs associated with the international flow of merchandise.

262. The Foreign Trade Zone Board reviews applications for foreign trade zones using specific criteria.
Each U. S. port of entry is entitled to one zone project; additional projects are considered on the basis
of need, including the overall economic development objectives of a locality. Applicants for a project
(usually public entities) must provide a suitable plan for implementation of that. project, ÎncOuding
provisions for facilities and financing. A zone project may involve several general-purpose multi-user
sites and several subzone sites for individual plants that are not able to locate within the general-purpose
zone. While both zone and subzone users riiay cond;ict a variety of storage, processing or manufacturing
activities under zone procedures, most zone manufacturing activity occurs in subzones.

263. During 1991, the Foreign Trade Zone Board issued 49 formal orders. This included authority
for 12 new general-purpose zones and 18 subzones. Eight zone expansions were authorized. During
1992, the foreign Trade Zone Board issued 72 formal orders, including authority for 5 new general-
purpose zones and 32 subzones. Twenty zone expansions were also authorized. Since January, 1993,
the Foreign Trade Zone Board has issued 64 formal orders, including authority for 8 new general-purpose
zones and 29 subzones. Seventeen expansions were aiso authorized.

264. There are currently 185 U.S. connmmunities with zones compared with 67 in 1981; 48 states
currently have zone projects. Over $90 billion of merchandise is handled annually by U.S. foreign
trade zones. About 80 percent of that involves domestic merchandise, which is generally used in zone
manufacturing operations in combination with certain foreign components.

20. Export Contrls

265. The Bureau of Export Administration, U.S. Department of Commerce, administers export
controls under the legislative authority of the Export Administration Act of 1979, as amended. Export
controls may be imposed for reasons of national security, foreign policy, and short supply. The Export
Administration Regulations (EAR) (Title 15, Code of Federal iZegulations, Parts 730(-799) contain the
guidelines and procedures necessary to carry out the export control program. The Commerce Control
List, Part 799 of the EAR, specifies the dual-use commodities and technical data under the Department
of Commerce's jurisdiction.

COCOM

266. The United States imposes export controls for national security reasons in cooperation with
other nations through the Coordinating Committee for Multilateral Export Controls, known as COCOM.
These export controls are maintained to prevent the diversion of strategic goods and technologies to
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proscribed destinations. In recent years, changed international circumstances have allowed the United
States and its COCOM Partners to pursue liberalization of national security controls. Liberalization
is designed to allow newly demnocratizing nations previously banned from receiving such exports under
COCOM mles increased access to sophisticated Western technology in return for implementation of
export control systems to ensure legitimate commercial uses. COCOM has also reached out to these
countries by creating tLe COCOM Cooperation Forum (CCF) to encourage cooperation in this area.

Non-Proliferation Controls

267. The recent reduction of the strategic threat to U. S. security has been accompanied by an increase
in concern regarding the proliferation of weapons of mass destruction. These weapons include nuclear
related commodities, and chemical and biological weapons (CBW) precursors and equipment and missiles
capable of delivering then. Specialized multilateral control regimes govern member country export
control efforts in each area: the Nuclear Suppliers Group (NSG), the Australia Group (for CBW) and
the Missile Technology Control Regime (MTCR). The United Statzs is an active member of each
multilateral control regime. Controls in each of these areas continue to be strengthened as member
countries attempt to ensure export of controlled items are utilized for commercial purposes.

New Initiatives

268. On September 29, 1993, President Clinton and Commerce Secretary Brown announced plans
tosignificaitly liberalizeexportcontrols onhigh-technology U.S. exports -- oneof65 recommendations
presented to Congress in a report by the Trade Promotion Coordinating Committee.

269. The report contained a number of far-reaching changes to current U.S. export controls. These
reforms would remove licensing burdens from sonne of our most competitive industries. This action
is an important step in streamlining U.S. non-proliferation export controls and making the U.S. control
systexin more responsive and efficient. It would not inhibit legitimate exports that play a key role in
America's economic strength, but it would prevent exports that would make a material contribution
to the proliferation of weapons of mass destruction and ballistic missiles.

270. Specifically, the Administration proposed to increase the threshold for exports of computers
to many destinations from 12.5 MTOPs (millions of theoretical operations per second -- the processing
speed of the computer) to the level of 500 MTOPS. This would free a significant number of computer
exports from the requirement of obtaining licensing authorization. The report also proposed expanding
the availability of distribution licenses for computer exports and removing prior export licensing
requirements from most telecommunications exports.

271. This was an important step towards bringing our export control system in line with national
security needs and technological reality. It complemented the President's commitment to reform
COCOM, which seeks to enlist the support of our former adversaries to combat new strategic threats,
while improving their ai ^ess to the technologies that will enhance their democratic and economic renewal.

272. As the fiscal year ended, the Administration was preparing a proposal for submission toCOCOM
to implement these and other far-reaching liberalization actions. The United States was also engaging
our COCOM allies in discussions on creating a new international control organization as a successor
to COCOM, recognizing that while traditional East-West conflicts have decreased new threats to
international security are emerging that require a broader international cooperative effort. Dealing
effectively with this emerging threat from the proliferation of weapons of mass destruction will require
unprecedented degrees of cooperation between both Western nations and with our former adversaries.
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273. CO8OM agreed to provide favorable licensing consideration to CCF countries that commit
to adopting export controls, including: an import certificate/delivery verification system; assurance
that imported strategic goods and technology are used for civilian purposes; provision of end-use
assurances backed by national authorities; and acceptance of on-site inspections when requested by
the exporting country.

21. The Investment Regime

Statutory Requirements

General Laws Affecting All Investments

274. The United States has a host of Federal, state and local laws that affect investment, the vast
majority of which are applied without regard to the nationality of the investor. These include laws
and regulations governing anti-trust, mergers and acquisitions, wages and social security, export controls,
environmental protection, and health and safety. While such laws and regulations obviously have a
significant impact on investment decisions, they are applied in a non-discriminatory fashion and so
are not addressed in this report. Since U.S. policy is to provide national treatment to foreign investment,
the United States does not have a definitive investment law.

Laws that Protect National Security

275. In addition to restrictions in specific industry sectors discussed below, the Exon-Florio
Amendment to the Defense Production Act authorizes the President to block or suspend mergers,
acquisitions, or takeovers of U.S. firmns by foreign persons if the President determines that there is
credible evidence that the foreign interest exercising control might take action that poses a threat to
national security and other laws and regulations are not adequate or appropriate to protect the national
security. The law provides a franiework for a maximum 90 day review of notified transactions. This
period includes a 30 day initial review, an extended 45 day period, if necessary, to complete an
investigation and 15 days for the President to announce his decision. As of December, 1993, of over
800 notified transactions, only 15 have been investigated and only one has been blocked.

Laws that Protect Classified Information

276. The Executive Orders and U.S. Defense Department regulations that constitute the Indlistrial
Security Prorram may make it difficult for foreign corporations to obtain the security clearances
necessary to c. trry out a contract involving classified information. A foreign-controlled U.S. subsidiary
might obtain clearances by forming a "voting trust" or "proxy agreement" in which it gives up
management rights, but retains rights to profits, or by formally agreeing to special management
arrangements to ensure the security of the classified information.

277. Under the Arms Export Control Act, the U.S. Department of State has promulgated the
"International Traffic in Arms Regulations (ITAR), which states that defense firms must provide the
Office of Defense Trade Controls (ODC) at the Department of State with written notice 30 days prior
to a planned transfer in ownership to a foreign purchaser. With limited exceptions, the ITAR requires
a license for the transfer of technical data to a foreign person. Licenses can be denied for foreign policy
or national security reasons.
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Investment Review

278. The United States has no screening process for foreign direct investment (FDI). Exceptions
to non-discriminatory treatment have been made primarily to protect the national security, and have
focused on investment in discrete sectors, such as air and water transport, nuclear energy and
telecommunications.

279. In the protection of national security, the Exon-Florio Amendment to the Defense Production
Act provides the President with authority to review, and in certain circumstances, suspend or prohibit
any merger with, or acquisition of a U.S. company by a foreign person, should he determine that there
is credible evidence of a threat to the national security and that other laws and regulations are not
adequate. Exon-Florio regulations have been published in the Federal Register and thus are a matter
of public record. Domestic and foreign parties alike had opportunity to comment on these Exon-Florio
procedures. To date, only one foreign investment transaction has been disapproved by the President.

280. No performance requirements are imposed on any investor, and the United States imposes no
restrictions on any transfer associated with an investment. The U.S. Constitution guarantees that no
property will be taken for public use without compensation, and U.S. law on expropriation meets or
exceeds international law standards. Investor-state disputes are extremely rare and generally would
be resolved in domestic courts. The United States is a member of the International Center for the
Settlement of Investment Disputes (ICSID), as well as a number of other conventions and organizations
relevant to the settlement of investment disputes, and U.S. bilateral investment treaties (BITs) permit
investors to opt for international arbitration. An investor who seeks remedy in local courts forfeits
the right to bring the dispute to international arbitration.

Restricted Sectors

(a) Aviation

281. The Federal Aviation Act (FAA) of 1958 requires carriers to obtain a license to carry persons,
property, or mail between points in the United States. A carrier must be a U.S. entity to obtain such
a license. To qualify as a U.S. entity under the FAA, 75 percent or more of the carrier's voting interest
must be owned or controlled by U.S. citizens, and the president and two-thirds or more of its
management and board of directors must be U.S. citizens.

(b) Banking

282. The International Banking Act of 1978 (IBA) generally extends national treatment to foreign
banking institutions operating or seeking to operate in the United States. Since foreign banks had
previously enjoyed certain advantages over domestic banks, the IBA both expanded and contracted
investment opportunities for foreign banks. On one hand, the IBA authorized the Comptroller of the
Currency to permit a minority of directors of federally chartered banks to be foreign citizens, to permit
foreign banks to own Edge Act corporations, and license federal branches and agencies of foreign banks.
The IBA "grandfathered" existing interstate branch banking operations and non-banking activities,
including securities affiliates, by foreign banks then present in the United States. On the other hand,
the IBA extended to new foreign investments in the banking sector the geographical limitations and
non-banking activity restrictions that apply to domestic banks. As such, foreign banking institutions
may acquire subsidiaries in states outside of the state in which they operate a subsidiary or branch
to the extent permitted by state law; foreign banks may establish federal branches and agencies in those
states that do not prohibit such branches and agencies; and if the foreign bank is already operating
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a subsidiary or branch in a state, it may establish a limited branch or agency in another state if the
law of the second state expressly permits such offices.

(c) Government Securities Dealers

283. Under the Primary Dealers Act, the Federal Reserve Bank (FED) is authorized to refuse to
designate as a primary dealer a foreign-controlled commercial or investment bank, if the government
of the home country of the foreign bank denies national treatment to U. S.-owned banks for government
securities operations. Denial of the primary dealer designation means that the FED, at its initiative,
will no longer deal with that firn in the conduct uf monetary policy. The firm may continue
unencumbered to purchase U.S. Govermnent securities in government auctions. To datc, the FED
has not found any foreign country's firms ineligible under the law.

(d) Mining on Federal Lands

284. The Mining Law of 1872 permits ownership of leases and claims on federally administered
lands by all U.S. citizens and corporations, regardless of the nationality of the stockholders of the
company, with one exception. Under the Minerals Land Leasing Act of 1920, a foreign-controlled
enterprise operating in the United States may not acquire rights of way for oil pipelines, or leases or
interests therein for mining coal, oil or certain other minerals, on federal lands other than the outer
continental shelf, if the foreign-controlled firm's home country does not grand reciprocal investment
privileges to U.S. citizens. The reciprocity criterion does not apply to the purchase, exploration, or
development of land that is not owned or administered by the U.S. Government. Hence, foreign
investors are free to invest directly, or through a U.S. subsidiary in U.S. minerals enterprises, except
as they relate to nuclear or defense endeavors, in proportions they deem appropriate. It should be
noted that a significant number of foreign enterprises hold 100 percent ownership of mining and quarrying
operations within the United States, especially in the copper, zinc, gold, silver, and cement sectors.
Certain states place restrictions on foreign access to mineral rights.

(e) Nuclear Energy

285. The Atomic Energy Act of 1954 requires the issuance of a license for the operation, transfer,
receipt, manufacture, production, acquisition, possession, orimportorexportoffacilities whichproduce
or use nuclear materials. Aliens, foreign governments, foreign corporations, or corporations owned,
controlled, or dominated by such interests cannot be issued a license for any of the above activities.

(f) Ocean Thermal Energy

286. In order for a corporation to obtain a license to own, construct or operate an ocean thermal
energy conversion facility located in U.S. territorial waters, documented under U. S. laws, or connected
to the United States by pipeline or cable, the president or other executive officer and the chairman
of the board of directors must be U.S. citizens and the board of directors must have no more foreign
citizens serving as directors than a minority of the number necessary to constitute a quorum.

(g) Shipping and Related Activities

287. In the case of a corporation, 75 percent of the stock and of the voting power must be owned
or controlled by citizens of the United States, free of any trust or arrangement in favor of a foreign
citizen or corporation. Certain exceptions are permitted.
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288. With the exception of foreign banks with U.S. Federal Deposit Insurance Corporation (FDIC)
covered U. S. operations, foreign entities may not provide apreferred ship mortgage for U. S. flag vessels
unless a U.S. trustee is approved. U.S. vessels may not be transferred to a non-citizen without the
approval of the Secretary of Transportation.

289. Enterprises whose stock is more than 50 percent owned by non-citizens may not: 1) obtain
loan guarantees or tax defermnent benefits for the financing or refinancing of the cost of purchasing,
constructing or operating commercial vessels or gear, or obtain war risk insurance; 2) purchase vessels
converted by the government for commercial use or surplus war-built vessels at a special statutory
sales price; or 3) obtain operating-differential subsidies for vessel operation.

290. Foreign-flag vessels may not fish or process fish in the 200 nauitical mile U.S. exclusive economic
zone except under the terms of a Goveming International Fisheries Agreement (GIFA) or other
agreements consistent with U.S. law, negotiated between the United States and the foreign government
concerned.

(h) Broadcasting/Telecommunications

291. The Communications Act of 1934 prohibits foreign governments and their representatives from
holding any radio station license. Aliens and their representatives, foreign-chartered corporations and
foreign-owned corporations are prohibited from holding any licenses for broadcast or common carrier
radio stations. (A corporation is considered "foreign owned" if any director or officer is aà. alien,
or if more than 20 percent of its capital stock is owned or voted by aliens, a foreign government, or
a foreign corporation.) A domestic corporation that is foreign-controlled may not hold a broadcast
or common carrier license if the Federal Communications Commission (FCC) finds the denial of the
license to be in the public interest. (A corporation is considered to be "foreign controlled" if a
controlling corporation has an alien officer or if more than 25 percent of its directors are aliens or
more than 25 percent of its stock is owned or voted by foreign interests.) In addition, not more than
an aggregate of 20 percent ofthe shares of stock of the Communications Satellite Corporation (Comsat)
that are offered to the general public may be held by aliens, foreign governments, their representatives,
or foreign-owned or controlled corporations.

(i) High Technology Programs

292. Foreign companies are not eligible to participate in the Advanced Technology Program unless
the parent company is incorporated in a country which affords national treatment to U.S.-owned
companies in research, and investment opportunities, and adequate and effective intellectual property
protection.

(j) Agriculture

293. Domestic cigarette manufacturers must certify to the U.S. Secretary of Agriculture that at least
75 percent of the tobacco used for cigarettes produced in the United States during a given calendar
year was grown in the United States. This requirement is discussed in further detail in Section V (A)
of this report.

Role of Sub-National Officials or Agencies

294. State and local governments also have laws and regulations which affect the operations of
businesses located in their territory, but the ability of these governments to regulate investment in a
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manner that discriminates between residents of the state or companies incorporated in it and residents
or companies frorn other states (or, for that matter, other countries) is severely constrained by the Inter-
State Comnmerce Clause of the U.S. Constitution.

295. Accordingly, state laws outside the areas of general company law, real estate, and banking
and insurance (areas in which Congress has specifically delegated regulatory authority to the states)
will generally apply equally to all persons residing in them and to all companies or other business entities
doing business there. Where there may be differences of treatment, these are minor and can frequently
be eliminated through simple incorporation in the state.

Investor Visas

296. The United States Immigration and Nationality Act provides for treaty investor ("E-2") visas.
The E-2 treaty investor visa allows a foreign national to enter the United States for the purpose of
establishing, developing, administering or advising on the operation of an investment. The holder
of a treaty investor visa must have committed to be in the process of committing a substantial amount
of capital to the investment; "substantial amount of capital" is explained in the regulations not in fixed
terms, but in terms ofthe kind of enterprise in which the investment is made and the proportional amount
of capital invested in such an enterprise. Such visas are only extended to nationals of countries with
whom the United States has a Frieaidship, Commerce and Navigation Treaty, a Bilateral Investinent
Treaty, and to certain countries as described in Section 204 of the Inmigration Act of 1990.

The U.S. Overseas Private Investment Corporation (OPIC)

297. An OPIC agreement provides theprocedural framework for operation of the U. S. Government's
investment insurance programs, as it ensures that, upon payment of a claim to an investor, OPIC's
succession to the rights of the investor will be recognized by the host government. It also makes
available OPIC's finance program (a source of project finance through direct loans and loan guarantees)
and OPIC's investment promotion programs (investment missions, the Investor Information Service
and the Opportunity l3ank). The OPIC agreement creates no new rights for investors, but lets OPIC
operate in the existing investment climate, providing insurance or financing on a case by case basis
to eligible U.S. investments which apply and qualify for it. Current U.S. law stipulates that eligible
investors include: a) U.S. citizens; b) firms organized under U.S. law and substantially beneficially
owned by U.S. citizens; and c) finns organized under foreign law that are wholly-owned by U.S. citizens.
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V. SECTORAL ASPECTS 0F, TRADE POLICY

A. AGRICULTURE

298. Trade policy objectives are described in several legislative contexts (e.g., the Food, Agriculture,
Conservation, and Trade (FACTA) Act of 1990, as amended by the Budget Reconciliation Acts of
1990 and 1993, the Food Security Act of 1985, as amended, the Omnibus Trade and Competitiveness
Act of 1988, the Trade Agreements Act of 1979, the Agricultural Trade Developm-ent and Assistance
Act of 1954, the Agricultural Marketing Act of 1937, the Agricultural Adjustmnent Act of 1933, as
amended) which generally emphasize the importance of expanding exports of farm products to increase
farm income. These acts are also intended to ensure an abundant and inexpensive food supply and
to support farmn incomes.

299. FACTA, as modified by the Budget Reconciliation Act of 1990, continued the U.S. policy
of s,'teking to iinprove U.S. agricultural trade competitiveness and modified U.S. support programs
to make them more flexible. Principal features of the Act included new rudes for calculating deficiency
payinents and continuance of several export programs. FACTA also provided for substantial increase
in export subsidies if a Uruguay Round Agreement was flot reached by June 30, 1993.

300. The FACTA set a floor for target prices at the 1990 level, which currently are approximately
10 percent below 1985 levels in nominal dollars. In real terms, targetprices at their respective statutory
minimum levels continue to decline.

301. FACTA and the Budget Reconciliation Act of 1990 contained provisions designed to give farmers
who have program, crop acreage bases for wheat, rice, corn, sorghum, barley, oats, and cotton greater
planting flexibility and to reduce U.S. Government payrnents. The Budget Reconciliation Act of 1990
mandated that 15 percent of a producer's base is flot eligible to receive deficiency payments. This
15 percent of the base is referred to as normal flexible acres (NFA) and may bc planted to any program
crop or other crops, wmith the exception of fruits and vegetables. Producers also have the option to
plant an additional 10 percent of their base to alternative crops. A farmer participating in a commodity
prograrn does notjeopardize the level ofthe historical crop-specific base by planting alternative eligible
crops on flexed acreage. Therefore, plantings on up to 25 percent of a producer's acreage base will
be made in response to market signals In total, this represents approximately 50 million acres out
of 214 million acres of crop land base in the United States.

302. .Marketing boan provisions are mandated by the Agricultural Act of 1990 for cotton, rice, and
oilseeds and imay be implemented at the discretion of the Secretary of Agriculture for wheat and feed
grains. Loans made under the program may be repaid at any time during the term of the boan. The
loan repayment rate is equal to the lesser of the loan rate or the higher of (a) 70 percent of the boan
rate, or (b) the world price in effect for the week in which the loan redemption occurs, adjusted for
quality and location. The Secretary announces the world price based on a published formula.

303. The Omtnibus Budget Reconciliation Act of 1990 also provided for specific commodity and
export program adjustments to be implemented or considered by the Secretary in the event an agreement
on agricultural trade reform. was not achieved in the Uruguay Round. Because an agreement had not
entered into force by June 30, 1993, the Secretary was required to establish marketing loan progranms
for 1993-95 wheat and feed grain crops. Marketing loan programs are now, in effect for soybeans
and, minor oilseeds, rice, cotton, corn, wheat, and feedgrains.
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Marketing Orders

304. The Agricultural Marketing Agreement Act of 1937 (AMAA) authorizes the Secretary of
Agriculture to establish Federal marketing orders covering shipments ofcertain domestic crops. Federal
marketing orders do not regulate imports. A completely separate section of the AMAA, Section 8(e),
requires that whenever the Secretary of Agriculture issues grade, size, quality, or maturity regulations
under domestic marketing orders for certain commodities, the Secretary is to issue the same or
comparable regulations on imports of those commodities. import regulations apply only during those
periods when domestic marketing order regulations are in effect for the following imported commodities:
avocados, dates (other than dates for processing), filberts, gapefruit, table grapes, kiwifruit, limes,
olives (other than Spanish-style olives), onions, oranges, Irisl: potatoes, prunes, raisins, tomatoes, and
walnuts.

Impact of Budget Reconciliation Act of 1993

305. The Budget Reconciliation Act of 1993 (OBRA) is the most recent legislation affecting
agricultural policy. One of the changes included in law was the rescinding of the Secretary's authority
to waive the acreage reduction requirements for program crops if no Uruguay Round agreement was
reached by the June 30, 1993 deadline. OBRA extended support programs that were covered by FACTA
with the exception of the mohair and honey programs. The honey and mohair support programs were
ended after program reviews indicated these commodities were no longer required for strategic national
security reasons. Producer assessments were increased for most of these programs.

Tobacco Domestic-Content Legislation

306. Another important provision of the Budget Reconciliation Act of 1993 aims to ensure that
cigarette manufacturers use at least 75 percent IJ.S.-grown tobacco. Domestic cigarette manufacturers
must certify to the Secretary of Agriculture that at least 75 percent of the tobacco used for cigarettes
produced in the United States during a calendar year was grown in the United States. Failure to comply
with the requirement results in the application of marketing assessment charges as well as a requirement
to purchase during the following year tobacco from stocks held by producer-owned marketing
cooperatives.

307. The marketing assessment and additional purchase requirements apply only to the quantity of
foreign tobacco used in excess of 25 percent of the manufacturer's total tobacco used for cigarette
manufacture during the calendar year. The amount of the marketing assessment charged on imported
tobacco is to equal the difference between the average price per pound received by U.S. producers
for flue-cured and barley tobacco during the applicable calendar year and the average price paid per
pound during the saine year for all unmanufactured tobacco imports.

308. The budget deficit assessment and the no-net-cost assessment also extend to imported tobacco.
It also raises the grading fee for imported leaf to the level charged for U.S.-produced leaf. The no-net-
cost provision, in effect in the United States since 1982, requires U.S. growers and manufacturers
to contribute to a fund to assure that the U.S. Government incurs no losses in administering the U.S.
tobacco program.
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Import Restrictions

309. The United States maintains restrictions on agricultural imports under three basic authorities:
Section 22 of the Agricultural Adjustment Act of 1933, as amended, the suLgar headnote authority,
and the Meat Import Act.

Section 22

310. In 1955, the United States received a waiver from obligations under Articles Il and XI of the
GATT to the extent necessary to prevent their conflict with actions the U.S. Government is required
to take under Section 22 of the Agricultural Adjustment Act of 1933, as amended. Under Section 22,
import restrictions are imposed whenever imports enter in such quantities and under such conditions
so as to cause or threater, to cause material interference with USDA price support and production
adjustment programs for specific commodities. Import restrictions are established under Presidential
proclamation after completion of an investigation by ,ie U.S. International Trade Commission (USITC)
Immediate action may, however, be taken under emergency conditions pending completion of a USITC
investigation. Under Section 22, import restrictions may only be modified, suspended, or terminated
when the circumstances upon which the restrictions were established have charged or no longer exist.

311. Import restrictions in place under the authority of Section 22 include those for several dairy
products, peanuts, cotton of specified staple lengths, cotton waste (except cotton comber waste), refined
sugar, and certain sugar-containing products. No modifications have been made to these restrictions
since 1991.

Sugar Tariff-Rate-Quota

312. Imports ofcertain sugars, syrups and molasses classified in HTS Heading 1701 and Subheadings
1702.90, 1806.10 and 2106.90 are subject to a tariff-rate-quota (TRQ). This tariff-rate-quota became
effective on October 1, 1990, in compliance with Presidential Proclamation No. 6179, of
September 13, 1990. The TRQ provides for the application of a higher tariff rate to imported sugar
after a specified quantity has entered the country at a lower tariff rate. The level of the quota is
established annually by the Secretary of Agriculture in accordance with the rules established by that
proclamation andincorporated in Additional U.S. Note 3 to Chapter 17 of the HTS. Country-quotas
for low tariff rate imports are determined after the base quota is decided by the Secretary of Agriculture
and a reserve amount (72 metric tons allocated among 23 countries identified by the U.S. Trade
Representative) is designated. Within the quota, these sugars are dutiable at the rate of $0.014606/Kg.
less $0.00020668/Kg. for each degree under 100 degrees (polarimetric reading), but not less than
$0.00943854/Kg. For quantities imported in excess of the quota the applicable tariff rate is $0.37386/Kg.
less $0.00529/Kg. for each degree under 100 degrees (polarimetric reading), but not less than
$0.2416 1/Kg.

313. Imports within the quota must be accompanied by a Certificate of Quota Eligibility which is
obtained from the certifying authority in the country of origin. Specialty sugar certificates are issued
for imports of sugars used for specialized purposes which are the products of countries with no base
sugar quota allocation under the tariff-rate-quota. Sugar can be exempt from the tariff-rate-quota and
imported under licenses if such sugar is refined and re-exported, used in the manufacture and re-export
ofa sugar containing product, or used in the manufacture of polyhydric alcohol for domestic non-food
use.
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314. The period for the 1993 U.S. tariff-rate-quota for sugar was extended in May, 1993. It will
end on September 30, 1994, instead of September 30. 1993. The level of the quota also was increased,
but proportionately less than the quota period. The tariff-rate-quota was raised from 1,356,945 short
tons, raw value, for the 12 months ending September 30, 1993 to 2,500,041 tons for the 24 months
ending September 30, 1994. The quota levels for 1991 and 1992 were 1,385,000 metric tons and
1,231,000 metric tons respectively.

Meat Import Act

315. The Meat Iinport Act of 1979, as amended in 1988 (Section 2 of P.L. 96177), requires the
President to consider restrictions on imports of certain meat items -- primarily beef and veal -- if a
USDA quarterly estimate of meat imports equals or exceeds the trigger level. The trigger level is 110
percent of the annual quota level. The meat import quota has only been initiated once. USDA's import
estimate includes fresh, chilled or frozen meat of cattle, sheep (except lamb), and goats. The Act
provides for a basic import quota of 1,147.6 million pounds (product weight) of beef, veal, mutton,
and goat. The base quota, which is the average import level for 1.968-77, is adjusted annually by
production and counter-cyclical factors calculated by USDA. The United States negotiated Voluntary
Restraint Agreements with Australia and New Zealand in 1991, 1992, and 1993. U.S. beef imports
from Canada, the third largest supplier, are not restricted as a result of the 1988 U.S./Canada Free
Trade Agreement.

316. The trigger levels for the period 1991-1993, in millions of pounds were: 1,318.5, 1,311.2
and 1259.2, respectively.

Export Programns

Market Promotion Programs

317. The Cooperator Market Development Program, originally authorized in the Agricultural Trade
Act of 1954, is now funded via annual Congressional appropriations, at approximately $30 million
annually. The Market Promotion Program (MPP), created by the Conservation and Trade Act of 1979,
was originally funded at $200 million annually in Comnodity Credit Corporation (CCC) resources
through 1995. In December, 1992, $147,734,000 inpromotional funds were allocated to 66 comnmodity
groups and regional trade crganizations for Fiscal Year (FY) 1993. This allocation figure represents
a substantial decline in market promotion funding. Allocations in FY 1992 were $180,460,000 and
$170,260,000 in FY 1991. The Omnibus Budget Reconciliation Act of 1993 reduces MPP funding
even further for fiscal years 1994 and 1995.

Export Enhancement Programn

318. The Export Enhancement Program (EEP) was announced by USDA on May 15, 1985, as part
of an effort to combat foreign unfair trade practices which were damaging both new and traditional
U.S. export markets. The program's purpose is to enable U.S. exporters to meet prevailing world
prices in the face of subsidized competition, not to undercut world market prices. The EEP was re-
authorized by the FACTA in 1990 at a required level of at least $500 million a year through 1995.
The budgetary costs of the EEP program on a fiscal year basis are $916.5 million in 1991, $968 million
in 1992, and an estimated $1 billion in 1993.

319. In June, 1991, USDA published program criteria governing the selection of proposed sales
initiatives under the EEP. All EEP initiatives are evaluated based on four criteria: (1) Trade Policy
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Effect - the expected contributions ofthe initiative in countering competitors' subsidies and other unfair
trade practices by displacing such countries' subsidized exports in targeted countries, (2) Export Effect -
the potential to develop, expand, or maintain markets for U.S. agricultural commodities, (3) Effect
on Non-Subsidizers - possible effects, if any, on non-subsidizing exporters of agricultural products,
and (4) Subsidy Requirements - the expected benefits compared with expected costs of the initiative.
Commodities currently covered by the EEP program include: barley, barley malt, table eggs, frozen
poultry, rice, vegetable oils, wheat, wheat flour, and semolina.

Sunflowerseed and Cottonseed Oil Assistance Programs

320. The Sunflowerseed and Cottonseed Oil Assistance Programs (SOAP/COAP) were enacted under
the Rural Development, Agriculture and Related Agencies Appropriations Act of 1988. Allocations
under SOAP/COAP were announced in October 1992 for fiscal year 1993 aimed at encouraging export
sales of sunflowerseed and cottonseed oil. Sales were to be macle to buyers through normal commercial
channels at competitive world prices. The export sales were to be aided by cash bonus payments to
exporters. Allocations in 1993 totalled 485,000 metric tons for SOAP and 205,000 metric tons for
COAP. Actual sales in Fiscal Year 1993 were 191,800 metric tons of sunflowerseed oil and 35,127
metric tons of cottonseed oil. Actual sales for SOArl/COAP in 1992 were 281,360 metric tons with
bontuses valued at $23.6 million.

Dairy Export Incentive Program

321. In October 1992, processed American cheese became an eligible variety of cheese under the
Dairy Export Incentive Program (DEIP). Other varieties of cheese eligible under the DEIP include
cheddar, cream cheeses, feta, gouda, and mozzarella. DEIP,sales for Fiscal 1993 (October-September)
were: powdered milk (144,677 MT), butterfat (14,053 MT), and cheese (4,158 MT). Fiscal year
totals for DEIP were 30,470 metric tons - $39.26 million in 1991 and 77,889 metric tons - $75.96
million in 1992.

Public Law 480

322. Title I of Public Law 480 is a concessional sales program to promote exports of agricultural
commodities from the United States and to foster broad-based sustainable development in recipient
countries. rhe program provides export financing over payment periods of 10 to 30 years, grace periods
on payments of principal of up to 7 years, and low interest rates. The Title I budget now includes
two funding limitations, $510 million available for loans and $342 million available for budget authority
to cover the estimated subsidy cost of the program. Neither limitation can be exceeded. Agreements
valued at $494 million, including transportation, were signed with thirty countries in 1992.

323. Countries eligible for the Title I program are those developing countries experiencing a shortage
of foreign exchange earnings and having difficulty meeting all of their food needs through commercial
charnels. The factors that determine priorities for country allocations include food needs, potential
for becoming a commercial U. S. market, and improvement offood security through agricultural projects
and economic measures. The allocations take into account changing economic and foreign policy
situations, market development opportunities, existence of adequate storage facilities and possible
disincentives to local production.

324. The Food for Progress Program is an independently authorized program that may be funded
with Title I monies. This program is used to support countries that have made commitments to introduce
or expand free enterprise elements in their agricultural economies. These changes involve commodity
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pricing, marketing, input availability, distribution and private sector involvement. Albania, Armenia,
Georgia and Kyrghyzstan have signed agreements under this program.

325. The tentative allocations for commodity loans under Title I of the Food for Peace Program
for fiscal year 1993 were $335,0 million to 28 countries, providing about 2.0 million metric tons of
agricultural commodities. The allocations were based on the Senate and House of Representatives
conference report which provided a total of $450.4 million for loans and $45.9 million for ocean freight
differenLial costs associated with cargo preference requirements.

B. SERVICES

326. The growing importance of services to the U.S. economy and the trend toward internationalization
has led the U.S. service-producing industries to seek equal treatment from the U.S. Government to
that or good-producing industries. The services industries seek U.S. Government support for trade
promotion and the reduction of foreign barriers to U.S. services exports.

327. By including services in the definition of "commerce", the Trade Act of 1974, for the first
time, provided the President with authority to include services in. trade negotiations. The Trade and
Tariff Act of 1984 made this authority more explicit and established negotiations on services as an
objective of U.S. trade policy. One of the stated purposes of the Act is to encourage the expansion
of U.S. service industries in foreign commerce, as well as the expansion of international trade in services,
through the negotiation ofagreements (both bilateral and multilateral), that reduce or eliminate barriers.
The Act also requires annual reports by the U.S. Trade Representative on barriers to U S. trade and
investment in services.

328. As defined in the 1984 Act, services are 'economic activities whose output, are other than
tangible goods." The term includes, but is not limited to:

Banking, insurance, transportation, communications and data processing, retail and wholesale
trade, advertising, accounting, construction, design, engineering, management consulting, real
estate, professional services, entertainment, education, health care, and tourism.

329. The Omnibus Trade and Competitiveness Actof 1988 extended and builtupon these provisions.
As stated in the 1988 Act, the principal negotiating objectives of the United States regarding trade in
services are:

"(i) to reduce or eliminate barriers to, or other distortions of, international trade in services,
including barriers that deny national treatment and restrictions on establishment and
operation in such markets; and

(ii) to develop international agreed rules, including dispute settlement procedures, which -

(1) are consistent with the commercial policies of the United States, and
(II) will reduce or eliminate such barriers or distortions, and help ensure fair,

equitable opportunities in foreign markets."
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Negotiations

330. In 1988, the United States concluded a Free Trade Agreement with Canada, which covered
a wide range of services as well as goods. The Agreement contains legally binding rules that ensure
non-discriminatory treatment of service providers in future U.S. and Canadian laws and regulations.

331. The subsequent North American Free Trade Agreernent between the United States, Canada,
and Mexico, signed in December 1992, includes comprehensive rules and principles for services trade
and reduces existing barriers among the three countries.

332. On a multilateral basis, the first opportunity for the United States to exercise its negotiating
authority on services came in 1986 with the adoption of the Declaration of Punta del Este, which launched
the Uruguay Round negotiations. As a result of these negotiations, concluded in December 1993,
services are now covered in a multilateral trade agreement for the first time.

333. The General Agreement on Trade in Services (GATS) provides for the progressive liberalization
of trade in services. Successive rounds of negotiations may be commenced at five-year intervals to
allow improvements in market access and national treatment cormu-itments, and to allow liberalization
ofMFN exemptions. The GATS also sets out terms for the negotiation of several framework provisions
which currently contain no substantive disciplines such as subsidies, government procurement, and
emergency safeguard actions. In addition, Ministerial Decisions related to the GATS will establish
work programs in several areas, such as trade and the environment, long distance basic telephone
services, maritime and transport services, and reduction of barriers to trade in professional services.

C. TEXTILES

334. Section 204 of the Agricultural Act of 1956, as amended, gives the President the authority
to enter into bilateral or multilateral trade agreements to restrain trade in textile products. In 1962,
the Congress added the authority to unilaterally restrain disruptive imports from non-partisipants if
a multilateral agreement exists among countries accounting for a significant part of world trade in those
articles. The multilateral agreement is the Multifiber Agreement (MFA).

335. The U.S. textile and apparel import program is administered by the Committee for the
Implementation of Textile Agreements (CITA). Executive Order 11651, as amended, provides that
CITA be comprised of representatives of the Departments of State, Treasury, Commerce, Labor and
of the Office of the U.S. Trade Representative. CITA is responsible for the supervision of the
implementation of ail textile agreements. The Chief Textile Negotiator, employed by the Office of
the U.S. Trade Representative is responsible for the negotiation of such agreements. The U.S. Customs
Service is responsible for taking necessary actions to carry out the agreements.

336. During 1992, the United States had bilateral textile agreements with thirty-eight countries and
one U.S. insular possession. Not all of these agreements were concluded with signatories to the MFA.

337. The United States has established 147 categories for purposes of setting restraint levels on U.S.
textile imports. These categories comprise groupings of numbers in the U.S. tariff schedule covering
textile yarns, fabrics, apparel, and made-up articles anid miscellaneous textiles. The number of categories
under restraint varies widely from country to country; some large suppliers may have as many as 141
categories subject to restraint, while new suppliers may have limits on as few as one category. In
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addition to limits on specified categories, during 1992 twenty of the U.S. agreements had group or
aggregate limits providing broader limits on imports.

338. During 1992, 87 percent of U.S. textile and apparel imports by quantity were fromMFA
signatories. These imports totalled 12.6 billion square Ineters equivalent (SME), an increase of 15.8
percent over the volume of such imports in 1991. (SME is the standard unit of measure used in the
administration of the Textile Trade Agreements Program. In this system, imports ofnon-fabric products
are converted to a SME basik. For example, 1 kilogram, of cotton ygrn equals 8.5 SME, and one dozen
men's and boy'.% woven shirts equals 20.1 SME.)

339. Of the countries with vihich the United States had bilateral agreements, the leading suppliers
were China, Taiwan, Hong Kong and Korea. Together these four accounted for 35 percent, or 5.1
billion SME, of textile and apparel imports, an increase of 3.6 percent over the 1991 levels. Imports
from the EC and Canada, the two major unrestrained sources, combined amounted to nearly 2 billion
SME, or 14 percent of the 1992 total, and together recorded an increase of 8 percent over 1991.

340. As of late 1993, the United States had bilateral textile agreements with forty-two countries.

Agreements with MFA signatories were as follows:

MFA Signatories with which the United States had Bilateral
Agreements in 1993

With specific restraints Expiration date

B3angladesh 1/31/95
Brazil 3/31/94
China 12/31/93
Colombia 12/31/93
Costa Rica 12/31/93
Czech Republic 5/31/95
Dominican Republic 12/31/94
Egypt 12/31/95
El Salvador 12/31/93
Fiji 12/31/95
Guatemala 12/31/94
Hong Kong 12/31/95
Hungry 12/31/95
India 12/31/93
Indonesia 6/30/94
Jamaica 12/31/95
Korea 12/31/95
Macao 12/31/93
Malaysia 12/31/94
Mexico 12/31/93
Pakistan 12/31/93
Panama 3/31/94
Poland 12/31/95
Philippines 12/31/93
Romania 12/31/94
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Singapore
Slovak Republic
Sri Lanka
Thailand
Turkey
Uruguay

Agreements with non-MFA signatories were as follows:

FA N n S i i t r e With Which the United States

Agreements in 1993
had ]Bilateral

With specific restraints Expiration date

Bahrain

Bulgaria
Guam

Haiti
Laos
Lesotho
Mauritius

Nepal
Ornan

Taiwan
U.A.E.

12/31/95
12/31/95
31/10/93
12/31/93
12/31/95
12/31/94
12/31./95
12/31/95
12/31/95
12/31/95
12/31/93

SurmmaEy: Total 42 Agreements

S :14 expire in 1993

- 10 expire in 1994

- 18 expire in 1995

341. The Uruguay Round Agreement on Textiles and Clothing contains an agreed schedule for the
gradual phase-out of quotas established pursuant to the Multifiber Arrangement (MFA) over a ten-year
transition period, after which textile and clothing trade will be fully integrated into theGATT and subject
to che same disciplines as other sectors.

D. SHIPBUILDING

342. The use of subsidies to shipbuilding industries in the 1980's became widespread worldwide
as a result of a secular decline in demand for ships. Efforts to eliminate subsidies in the Organization
for Economic Cooperation and Development (OECD), including an agreement in 1983 covering a
comprehensive range of subsidies among many ofthe major shipbuilding countries did virtually nothing
to reverse the trend. The agreement lacked an effective discipline of binding sanctions and with a
declining market for ships the agreement failed to reduce subsidies.
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12/31/95
5/31/95
6/30/94
12/31/93
12/31/93
6/30/94
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343. In 1981, just as foreign subsidies to foreign shipbuilders wzre beginning to rise sharply, the
United States decided to eliminate or cease funding subsidy programs to shipbuilders. These included
the Capital Construction Fund, the Capital Reserve Fund, and research support.

344. Inthe faceofmounting foreignsubsidies, theShipbuilders Council ofAmerica (SCA) petitioned
in 1989 for relief under Section 301 ofU. S. law. Thepetition cited Japan, Korea, Germany and Norway
and listed a wide variety of subsidy practices valued at an estimated several hundreds of millions of
dollars. These subsidies included direct and indirect subsidies, in the form of grants, equity infusions,
loans, guarantees, debt forgiveness, export financing subsidies, tax benefits and bailouts.

345. Instead of pursuing a formal Section 301 investigation of these subsidy practices, the United
States and OECD Members of the Working Party on Shipbuilding agreed to negotiate a multilateral
agreement to eliminate subsidies to their shipbuilding industries. After many delayed deadlines, the
Parties put together a draft agreemeent covering a comprehensive list of subsidies and distortive trade
practices. There is virtually unanimous acceptance of 95 percent or more of this text. The new
Chairman of the Working Party has prepared compromise texts on the three outstanding issues: injurious
pricing, export credits, and home credit schemes. A meeting is scheduled for January 1994 with the
objective of reaching agreement on these issues and concluding an overall agreement to eliminate
shipbuilding subsidies and trade distorting practices.

E. STEEL

346. U.S. steel voluntary restraint agreements (VRAs) with some 20 countries expired on March
31, 1992, after a two and one-half year extension in 1989. Authority for the steel import program
came from the Tariff and Trade Act of 1984, as amended by the Steel Trade Liberalization Programn
Implementation Act of 1989. This authority expired on March 31, 1992, concurrent with the expiration
of the steel VRAs.

347. The U.S. steel industry, like other U.S. industries, may now rely on U.S. trade laws to remedy
unfair trade practices. Upon receipt ofpetitions by the U. S. steel industry, the Department ofCommerce
initiated 123 antidumping (AD) and countervailing duty (CVD) investigations between September 1993
and October 1993, on several steel products that were previously covered by VRAs: standard pipe,
stainless pipe, wire rope, leaded bar and rod, nails, special quality bar and rod and semi-finished
products, carbon steel flat rolled products, grain-oriented electrical sheet and strip, stainless wire rod,
and carbon wire rod. Of these 123 investigations, 58 resulted in AD orCVD orders, 51 were terminated
due to negative injury determinations by the U.S. International Trade Commission, and the results
of 14 investigations are pending.

348. The United States has been actively seeking since 1989 to conclude a multilateral agreement
to liberalize international steel trade. A Multilateral Steel Agreement (MSA) would achieve this objective
by prohibiting steel subsidies and eliminating market access barriers, including nontariff barriers to
steel trade. Regrettably, an MSA has not yet been concluded. Nevertheless, the United States has
agreed to permit steel tariffs to be phased-out over 10 years as a part of the Uruguay Round package.

F. AIRCRAFT

349. The United States-European Conmmunities (EC) "Agreement Concerning the Application of
the GATT Agreement on Trade in Civil Aircraft" (or Airbus Agreement) was signed July 17, 1992.
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It was the outcome of years of negotiation to limit the unfair advantage the Airbus Consortium gained
from massive government support, particularly for ncw aire-raft launches. The agreement establishes
bi-annual consultations, and encourages the signatories to "multilateralize" the agreement.

350. The Airbus Agreement disciplines government support to Airbus, Boeing and McDonnell-Douglas
for large civil aircraft (above 100 seats). It prohibits government support for production and marketing
activities, and sets limits on government funds for future development of new aircraft at 33 percent
of the cost of the program and near market level interest repayment rates. It prohibits any relaxation
of the terms and conditions ofprior government supports. The agreement also establishes a quantitative
discipline on indirect supports.

351. Negotiations commenced in late 1992 and continued through 1993. In December 1993
discussions, the United States and the EC agreed to continue negotiations aimed at broadening and
strengthening the 1979 GATT Agreement on Trade in Civil Aircraft by completing revisions to that
agreement by the end of 1994. The status ofthe 1992 U.S.-EC bilateral aircraft agreement that provides
special disciplines over support for large civil aircraft has not been changed as a result of Geneva
negotiations.
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VI. THE EXTERNAL ENVIRONMENT

A. THE DOMESTIC ECONOMIC ENVIRONMENT

352. The U.S. economy continues to recover from the 1990-91 recession. Following a 0.7 percent
decline in 1991, real Gross Domestic Product (GDP) grew by 2.3 percent in 1992. Through the third
quarter of 1993 GDP was running at an annualized rate of $5.14 trillion -- a 2.8 percent rise over 1992.

353. Underlying this economic recovery is personal spending, which made up 67 percent of 1992
GDP and accounted for two-thirds of overall GDP growth during 1991-92. Through September 1993,
personal spending grew at an annual rate of 3.5 percent and appears likely to contribute more than
four-fifths of overall GDP growth in 1993.

354. Investment appears to have fully recovered from large declines in 1990-9 1. Real business fixed
investment grew by 3 percent in 1992, following a 6 percent decline in 1991, and grew at an 11 percent
annual rate during January-September, 1993. Real residential fixed investment rose by 16 percent
in 1992, following a 13 percent drop in 1991, and grew by 8 percent (annualized) through September,
1993.

355. On the negative side, the U.S. trade deficit continues to expand. Real net exports of goods
and services declined almost steadily from $ -19 billion dollars in 1991 to an expected $ -80 billion
dollars in 1993. Export growth has been stuntW by sluggish economic activity among major trading
partners: real exports grew by 6 percent in both 1991 and 1992, and may grudgingly post a 2 percent
increase in 1993. Meanwhile the relatively strong U.S. recovery continues to fuel U.S. import demand:
imports grew by 9 percent in 1992 and seen headed for another 9 percent gain in 1993.

Focw; of the Current Recovery

356. During preparation of the previous TPRM report on the United States, the U.S. economy was
suffering from a brief but significant recession. The economy bottomed out during the first quarter
of 1991, and began its recovery later in the year

357. The initial months of the current recovery were the slowest of any recovery during the post-World
War Il era. Employm-nt growth was negligible and the rate of unemployment did not peak until June,
1992, when it hit 7.7 percent. The rate has since fallen, to 6.7 percent in September 1993.

358. The slow increase in employment during the early months of the current recovery is related
to the slow rate of economic growth during the initial 18 months of the recovery in conjunction with
a strong increase in productivity that is typical during this stage of the business cycle. Continuing
layoffs of less productive members of the labor force - associated with on-going corporate restructuring -
and proportionally large increases in the number of part-time positions anong the new jobs created
resulted in only a small increase of employment during the period while the index of hours worked
remained virtually unchanged.

359. An important factor explaining the slow start to the current recovery was stagnant economic
activity abroad. The health of the U.S. economy increasingly relies on U.S. export growth. However,
exports depend on conditions in the international economy, which in general entered into recession
later than the United States and is behind the U.S. economy in recovery. Indeed, as discussed further,
in Section B below, many important U.S. trading partners still remain mired in recession.
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Short-Term Forecast

360. From a 1992 level of about $5.0 trillion (in constant 1987 dollars), U.S. GDP is expected to
rise by 2.6 percent to $5.1 trillion in 1993 and by 3.1 percent to $5.3 trillion in 1994.

Forecast of the U.S. Economy, 1993-1994

Item 1993 1994

Real GDP growth (percent change) 2.6 3.1
Consumer prices (percent change 3.0 3.1
Current account balance (in billions of dollars) $ -81.0 $ -92.7

Source: Annual.Trade Projection Report to Congress, Department of the Treasury and Office
of the United States Trade Representative (October 1993).

361. Inflation, represented by the consumer price index, is expected to rise to 3.0 percent in 1993
and 3.1 percent by 1994. Weak markets abroad for U.S. exports, coupled with strong import demand
in the recovering U.S. economy, are expected to drive up the trade deficit: the current balance is forecast
to reach $81 billion in 1993 and $92.7 billion in 1994.

362. (The discussion in this section ignores the possible effects of health care reform and other major
domestic policies that may have a significant -- but as yet indeterminate -- effect on the U.S. economy.)

B. THE INTERNATIONAL ECONOMIC ENVIRONMENT

Recent Trends and Events

363. Among the industrial (OECD) countries, GDP growth strengthened in 1992, but the gains were
highly uneven. The United States and Canadian economies achieved moderate gains, but in Japan
and Western Germany, among others, recovery froni the recent recession remained elusive. ForOECD
economies as a whole, GDP growth averaged 1.6 percent in 1992, a significant improvement over
1991's growth of a mere 0.8 percent.

364. Largely because ot the recession, inflation among OECD nations declined to 4.0 percent in
1992, one of the lowest rates since the mid-1960's. For the G-7 countries, consumer price inflation
fell to 3 percent. In Germany, relatively high inflation (4.5 percent) in 1992 alarmed that nation's
monetary authorities, who maintained upward pressure on interest rates through the middle of that
year.

365. Current account balances among most industrial nations worsened in 1992. As noted, the U.S.
current account deficit grew in 1992, amounting to 1.1 percent of GDP. The United Kingdom's (U.K.)
deficit doubled both in U.S. dollar terns and as a share ofGDP, while Canada's U.S. $23 billion current
account deficit was the largest imbalance as a share of GDP (4 percent) among 0-7 nations. On the
other hand, Japan's current account surplus widened: its surplus grew to $117.6 billion (3 percent
of GNP) in 1992, up from $72.9 billion (2 percent) in 1991.
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366. Developing countries posted significant gains in 1992: on average, real GDP growth exceeded
6 percent, due in part to Middle East post-war reconstruction and exceptional growth in the Far East.
Some areas declined in 1992, including most of the former Soviet Union and portions of Latin America.
Inflation added to the economic problems in many of these countries, in some cases (e.g., the former
Soviet Union and Brazil) exceeding 1,00 percent.

Short-Terrn Forecast

367. Among industrial countries, recovery from the recession is likely to broaden. OECD members,
on average, should expect growth rates of 1 percent in 1993 and 2.2 percent in 1994. Already the
U.K. has seen an upturn in its economy, and other European nations are also likely to emerge from
their prolonged recession in 1994. Expected declines in interest rates will play a large part in the IMF-
forecasted European GDP growth of 1.0 percent in 1994; as noted earlier, this slow growth will adversely
affect demand for U.S. exports. Japan's economy remains in recession: GDP appears likely to have
declined slightly in 1993 and is expected to grow by only 2 percent in 1994.

368. Because of continued weak growth, inflation is likely to remain low in the industrial world.
Through 1994, inflation for the OECD as a whole appears unlikely to exceed 3 percent. Low inflation
has eased upward pressure on interest rates.

369. Growth among developing countries is likely to slow only slightly in 1993 and 1994, to about
5 percent annually, compared with 6 percent in 1992. HoIwever, such growth will be uneven: Far
Eastern and Middle Eastern nations appear likely to grow, but Central and Eastern Europe will continue
to fight recession, high inflation, and other economic problems.

C. TRENDS IN IMPORTS AND EXPORTS

370. l3etween 1981 and 1987 the U.S. trade deficit in goods and services deteriorated sharply, growing
from $16.2 billion in 1981 to $152.0 billion in 1987 (measured on a balance of payments basis). A
highly valued dollar in 1982-85 resulted in slow growth of exports and, with the onset of economic
expansion in 1983, booming imports. In addition, U.S. export markets in Latin America experienced
virtual economic stagnation during much of the 1980s. From 1987 onwards most of these conditions
changed and the goods and services trade deficit fell significantly, to $28.1 billion in 1991, before
climbing to $40 billion in 1992. Reflecting further growth in the merchandise trade deficit, the U.S.
goods and services deficit is expected to reach some $65-$70 billion in 1993.

371. During the four years of traue balance improvement, from 1987 through 1991, the merchandise
trade deficit was cut by more than half, falling from $159.6 billion to $73.8 billion in 1991. During
the same period, the U.S. trade surplus in services grew dramatically, increasing from $8.2 billion
in 1987 to $45.9 billion in 1991. During this period of improved trade performance, most of the factors
working against the trade balance in the early and nmid-years of the decade were reversed. The dollar
depreciated sharply in 1985 and 1986, U.S. inflation moderated, manufacturing productivity improved
and, in 1990, the U.S. economy, together with Canada and the U.K., moved into recession ahead of
the subsequent slowdown in the economies of the country's other major trade partners.

372, In 1992, the U.S. economy began a slow recovery from the 1991 recession while economic
growth in some of the country's major trading partners, particularly Europe and Japan, continued to
decelerate. This reversal of growth trends caused the total trade deficit to grow. The growth in the
overall trade deficit in 1992 was the result of a sharp $22.3 billion increase in the merchandise trade
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deficitto $96.l billion. (The 1993 merchandise tradedeficitmay reach$130billion.) The trade surplus
in services continued to expand, from $45.9 billion in 1991 to $56.4 billion in 1992. (The 1993 services
surplus may reach $65 billion.)

373. The slowing of U.S. export growth in the first half of the l980s was broad-based across most
major countries and regions of the world, while imports of manufactured goods from Europe, Japan
and the rest of Asia increased rapidly. The growth in the country's trade deficits with Western Europe
(especially West Germany) and Asia (particularly Japan and the four Dynamic Asian Economies (DAEs))
was striking. Since 1987, the trade deficit with Europe has been eliminated (though the economic
slowdown in Europe has resulted in merchandise trade deficits in the most recent several months of
1993), and the merchandise trade deficit with the Asian DAEs has, since 1987, fallen by over two
thirds as of August 1993. The trade deficit with Latin America has turned into a substantial surplus.
The U.S. trade deficit with Mexico of $5.7 billion in 1987 has turned into a surplus of $5.4 billion
in 1992. Through August 1993, the trade surplus with Mexico stands at $1.9 billion. Similarly, the
United States has gone from a merchandise trade deficit of $7.2 billion in 1987 to a $646 million surplus
with Central and South America in 1992. Through August 1993, the surplus stands at over $1 billion.
Although the U.S. deficit with Japan declined modestly between 1987 and 1990, it began increasing
again in 1991 and will likely exceed $50 billion in 1993. The deficit with China has grown sharply
and continuously since 1987.

374. By broad product categories, the 1982-1987 surge in imports was concentrated in finished
manufacturers-consumer goods, automobiles and capital goods. A sharp decline in the value of energy
imports, as oil prices fell, helped keep imports of industrial supplies and materials virtually flat. During
1987-1991, the growth of imports ofmanufactured goods, especially automobiles and consumer goods,
slowed while exports of capital goods and consumer goods boomed. Beginning in 1990, and continuing
to the present, the global economic slowdown resulted in slower growth of nearly all U.S. export
categories.


