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Overview

his paper reviews recent developments and
T issues in trade and trade-related policies of
the industrial, Eastern European, and developing
countries, focusing primarily on the period since
the most recent occasional paper prepared in 1988.'
The paperisorganized as follows. Section I reviews
the international economic environment and
describes briefly the recent developments in trade
policy. Section II describes recent trade trends in
industrial and developing countries against which
developments in trade policies are analyzed. Sec-
tions I11, IV, and V review developments and issues
in trade policy for the industrial, Eastern European,
and developing countries, respectively. Section VI
provides more detailed coverage of trade-related
policies in the agricultural sector and surveys the
empirical evidence on the costs of protection and
the possible effects of trade liberalization in this
sector. Section VII provides an overview of the
issues that will be central to the trade policy discus-
sions of the 1990s. Appendix I reviews activities of
the General Agreement on Tariffs and Trade
(GATT). Appendix II surveys the relationship
between trade and competition policies. Appendix
IlII discusses some of the methodological issues
involved in measun'ng the incidence and effects of
nontariff barriers, looks at estimates of the costs of
protection in selected industrial sectors affected by
nontariff barriers, and compares the results of
researchers’ efforts to estimate the possible gains
from multilateral trade liberalization.

Major Developments in Trade and
Trade-Related Policies

Background to Developments

Following the 1981-82 recession, the 1980s wit-
nessed a sustained expansion of output and trade
and a further integration of the world economy. The

ISee M. Kelly and others (1988). In this report. the definition
of industrial countries. major industrial countries, and Eastern
European countries conforms to that used in International Mon-
etary Fund (1991a).

decade was marked by a renewed focus on market
principles as the means of achieving greater effi-
ciency in resource use and higher economic growth.
In industrial countries, the reorientation of policies
was most apparent in steps taken to liberalize finan-
cial markets and foreign direct investment, priva-
tize public enterprises, and deregulate services,
particularly in the transportation and communica-
tion sectors. Among developing countries, a grow-
ing number recognized the merits of outward,
market-oriented policies and took steps to liberalize
their trade regimes and open their economies to
international competition. There was also a
renewed interest in regional integration as a spur to
efficiency and an assurance of market access in a
more competitive and uncertain world trading
environment. These developments and the globali-
zation of business strategies were reflected in a
rapid expansion of foreign direct investment and a
growing importance of services in international
commerce.

By and large, the increased focus on market prin-
ciples in industrial countries did not carry over to
trade and industrial policies nor, most notable, to
the agricultural sector. Despite strong growth per-
formance in 1983-89, little progress was made in
rolling back the protective barriers that had risen
during the preceding recessionary period; protec-
tion persists in agriculture and declining sectors and
has spread to newer ‘‘high-tech” areas (aerospace,
electronics, biotechnology). In general, the western
industrial countries have been slow to adjust to the
fundamental changes in the structure of world pro-
duction and trade, including the shift in compara-
tive advantage toward developing countries in
mature industries.

Against this background, developments in the
multilateral trade system are a cause for concern.
The Uruguay Round of trade negotiations was not
concluded on schedule, owing in significant part to
differences over the liberalization of agriculture.
The extension of the Round, though essential to its
successful conclusion, continues to postpone
important reforms that would strengthen the multi-
lateral trade system. In this uncertain trade environ-
ment, countries are tending increasingly to address
their concerns in the context of bilateral and
regional trade arrangements.

©International Monetary Fund. Not for Redistribution



Industrial Countries

Since the Uruguay Round began in 1986, protec-
tionist pressure has persisted despite the expansion
of output and trade in the industrial countries.
While restraint has been exercised during the trade
negotiations, liberalizing measures have been lim-
ited, and the evidence suggests that little, if any,
overall reduction in protection in industrial coun-
tries has occurred since the beginning of the Round,
particularly with respect to exports from developing
countries. A few countries have liberalized uni-
laterally on a most-favored-nation (MFN) basis,
mainly in conjunction with a reorientation of
domestic policies, but most other trade liberaliza-
tion has been undertaken on a preferential basis in
the context of regional, bilateral, or sectoral initia-
tives. Progress in addressing long-standing prob-
lems in agriculture and declining industries, such as
textiles, clothing, steel, and shipbuilding, is linked
to negotiations under way in multilateral forums;
most countries have delayed liberalizing action
pending the outcome of these negotiations.

Trade tensions remain high. Major sources of
friction are the competitive subsidization of agricul-
ture and industry, including through export credits.
In agriculture, this has increased agricultural sur-
pluses, depressed commodity prices on world mar-
kets, and weakened export prospects for efficient
producers, some of whom are heavily indebted
developing countries. In the second half of the
1980s, there was an unprecedented number of
GATT disputes, many of which dealt with trade in
agriculture (Appendix [). Other areas frequently
contested relate to the use of subsidies (the Airbus
controversy), where GATT rules are vague; anti-
dumping practices (anticircumvention legislation);
and rules of origin (European Community (EC) and
U.S.-Canada Free Trade Agreement). A number of
GATT panel decisions have not been implemented,
and trade disputes are frequently settled bilaterally
(the U.S.-Japan semiconductor agreement, EC-
Japan automobile agreement. U.S.-Japan Structural
Impediments Initiative) or unilaterally (the U.S.
Export Enhancement Program, Section 301 of the
1974 U.S. Trade Act, as amended).

Industry

During the 1980s, industrial countries resorted
increasingly to nontariff measures to protect trade-
sensitive industries from foreign competition. The
percentage of manufactured products affected by
nontariff measures is estimated to have risen from
14 percent in 1981 to nearly 19 percent in 1990 and
reflects primanly the increased reliance on volun-
tary export restraints (VERs) and antidumping and

countervailing actions.2 The EC and the United
States made the most frequent use of VERSs to pro-
tect steel, textiles, automobiles, machine tools, and
electronics. In addition to these, the coverage of the
Multifiber Arrangement (MFA) has been pro-
gressively broadened since it replaced earlier
arrangements in 1974 and, tn July 1991, the MFA
was extended without change through 1992 because
of the delay in concluding the Uruguay Round.?> A
substantial proportion of nontariff measures have
been directed against Japan and the dynamic Asian
economies.?

On the positive side, protectionist measures are
being recognized as inefficient and costly. Apart
from the Uruguay Round, multilateral efforts are
progressing toward making steel and shipbuilding
subject to stricter international rules on subsidies
and gray-area measures.> Domestic policies have
been reoriented during the 1980s to strengthen mar-
ket mechanisms and to achieve greater flexibility in
output and factor markets.6 Trends toward rising
subsidies have been contained and cut back in some
countries (most notably in the United Kingdom and
New Zealand), in part owing to budget constraints
and, in the EC, to the closer scrutiny of state aids
under EC competition policy, and government
assistance is becoming less sector-specific. There is
little evidence, however, that overall assistance to
industry has declined with the shift in government
support to more broadly based programs, such as
research and development funding, support for
small and medium-sized enterprises, and regional
assistance. Moreover, increased reliance on non-
tariff measures suggests that these measures are
being used to *‘assist” industries.

Since the mid-1980s, Australia, New Zealand,
and, to a lesser extent, Japan, Canada, and Sweden
have liberalized unilaterally, thereby reducing the
need to resort to quantitative restrictions and other

2United Nations Conference on Trade and Development
(UNCTAD) (1991), and UNCTAD Data Base on Trade Control
Measures.

3Sweden unilaterally removed import restrictions on textiles
at the end of July. making it the only participating country that
did not adhere to the extension of the MFA.

4This group comprises Hong Kong, Korea. Malaysia,
Singapore. Taiwan Province of China, and Thailand.

SThe liberalization of steel is proceeding in muitilateral
negotiations under the U.S. Steel Liberalization Program.
which aims to eliminate tariff and nontariff barriers and prohibit
most subsidies: an agreement that would phase out subsidies to
shipbuilding and repair is being negotiated in the OECD Coun-
cil Working Party on Shipbuilding. "Gray-area™ measures,
such as voluntary export restraints, are those taken outside
GATT surveiltance and whose consistency with GATT rules
has not been tested.

¢For a comprehensive review of structural policies in indus-
trial countries see International Monetary Fund (1989).
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nontariff measures and lowering tariffs. In regional
arrangements, trade barriers have been eliminated
or progressively reduced between Australia and
New Zealand, the United States and Canada, the
United States and Israel, and within the EC. There
has been some improvement in the access of devel-
oping countries to industrial country markets
through preferential trade arrangements under the
Generalized System of Preferences (GSP), the
Caribbean Basin Initiative, and Lomé IV. Eastern
European countries have benefitted from the dis-
mantling of selected import restrictions against
their exports, the extension of MFN treatment and
GSP privileges in some cases, and the relaxation of
export restrictions imposed by the Coordinating
Committee on Multilateral Export Controls
(COCOM), but their potential exports of manufac-
tures still face important barriers in textiles,
clothing, steel, and coal.

Agriculture

The major industrial countries have made little
progress in reforming their costly, trade-distorting
agricultural support policies. The level of agn-
cultural support increased sharply in 1986, when
the Uruguay Round was launched and has remained
high since then. During 1988-89, the total value of
agricultural support declined owing mainly to rising
world prices. In 1990, however, world market
prices fell, reflecting good harvests, and total trans-
fers to farmers rose to about $300 billion, equiva-
lent to 2 percent of the gross domestic product
(GDP) of the countries of the Organization for Eco-
nomic Cooperation and Development (OECD),
compared with 1.8 percent of GDP in 1989.7 In
1991, lower world prices are expected to continue,
keeping support levels high, especially export sub-
sidies. It is estimated that about 40 percent of sup-
port comes from government budgets; the remain-
der is paid by consumers through higher domestic
prices maintained by trade barriers.

Among the major industrial countries, the United
States has been a strong proponent of agricultural
reform in the context of the Uruguay Round and has
taken an aggressive stance on domestic farm policy
to pursue its objectives. Its 1990 Farm Bill reduced
some of the production distortions resulting from
farm programs, but it also removed the limit on the
funding of the Export Enhancement Program (EEP)
and included a “GATT trigger” that will further
increase export subsidies if an agreement in the

QECD (1991).
slbid.

Uruguay Round is not reached by July 1992.°
Export support policies have helped raise the U.S.
share in world agricultural exports and to lower
world market prices, putting pressure on the EC
farm budget, but the gain in U.S. market share has
been largely at the expense of unsubsidized third-
country exporters.

In response to budget constraints and economic
changes in Europe, the EC is crafting a program to
reform the Common Agricultural Policy (CAP).
Substantive negotiations on reform of the CAP will
need to address the level and form of agricultural
supports, the implications of the European Eco-
nomic Area (EEA), market access, and environ-
mental effects. The negative response by some EC
member countries to the EC Commission’s pro-
posed reform plan, which would cut support prices
significantly and introduce income supports with
new set-aside rules favoring small farmers, sug-
gests that negotiations could be protracted, with
implications for the Uruguay Round. The EC views
CAP reform as separate from the negotiations in the
Round, but other countries believe that a fundamen-
tal change in the CAP, with the prospect of ongoing
reforms, is essential to break the impasse in
agriculture.

Japan has opened its market to imported beef,
citrus products, and some minor agricultural prod-
ucts, but its agricultural sector remains highly pro-
tected. The level of agricultural support, though
declining, is the highest among the major OECD
countries. Unlike the case in other major trading
countries, no discussion of fundamental agri-
cultural reforms is under way in Japan, although
some suggestions have been made that import
access to a small share of the domestic rice market
could be permitted.

Canada, Australia, and New Zealand are mem-
bers of the Cairns Group, which has pressed for a
substantiai reduction in the most trade-distorting
measures (import restrictions, domestic supports,
and export subsidies).’® Recently, Canada intro-
duced major changes to its agricultural policies that
will replace the ad hoc measures used to shelter
Canadian producers from world price fluctuations

9U.S. agricultural policy is established in major farm bills,
which arc usually legislated every five years.

'0Fhe Cairns Group is a coalition of industrial and develop-
ing country agricultural exporters. It comprises Australia,
Argentina, Brazil, Canada, Chile, Colombia. Fiji, Hungary.
Indonesia, Malaysia, New Zealand, the Philippines, Thailand,
and Uruguay. In contrast to other members of the Cairns
Group. Canada is also a major importer of agricultural products
and has sought 10 strengthen the GATT provision (Arti-
cle Xl.2.c.) covering supply management programs, which
Canada maintains fordairy and poultry products,
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with a unified program of income protection. Aus-
tralia and New Zealand now have the lowest sup-
port levels for agriculture of any of the OECD
countries, however, their reforms have been under-
mined by low world prices stemming from other
countries’ agricultural support policies and by
restrictions on market access.

Among the countries of the European Free Trade
Association (EFTA), Sweden initiated, in July
1991, a three-year agricultural reform program to
phase out agricultural price supports and export
subsidies; these will be replaced by direct income
supports during a transition period. A general
reduction of border protection has been deferred,
pending the outcome of the Uruguay Round.

Developing Countries

At the start of the 1980s, the trade regimes of
many developing countries were highly restrictive
following decades of import-substitution policies
with a strong anti-export bias. Exceptions were the
export-onented Asian economies, whose largely
price-based trade regimes promoted exports while
restricting imports of “nonessential”’ consumer
goods, and a few Latin American countries that had
eliminated quantitative restrictions in the 1970s.
During the 1980s, developing countries increas-
ingly turned away from inward-looking trade and
industrial policies and sought to participate more
fully in world markets. This process accelerated
toward the end of the decade when many countries
in Latin America and Eastern Europe took major
steps to open up their economies. The redirection of
policies reflected the emerging consensus that coun-
tries following an outward-oriented, market-based
development strategy had achieved relatively
higher rates of growth and living standards, while
countries with heavily regulated economies that
were closed to foreign competition had fallen fur-
ther behind.

While countries have implemented reforms in
different ways depending on their circumstances,
there are some observable regional patterns. The
dynamic Asian economies, which did not have
heavily restricted regimes in the early 1980s, fur-
ther liberalized by gradually opening up import-
competing sectors when domestic producers
became more competitive internationally; some
countries with sustained external surpluses also
faced international pressure to liberalize. The
outward-oriented growth strategy followed by these
countries helped to ensure that external compet-
itiveness was maintained and, in general, this was
supported by fiscal discipline. Government inter-
vention in the economy has varied among countries
in this group. Most countries have supported indi-
rectly productive capital, such as education and

infrastructure. Some have also actively supported
export industries (through subsidies, credit poli-
cies, duty exemptions schemes, informal guidance,
and other means) with mixed results.'!

In contrast to the dynamic Asian economies,
many countries in Latin America and Eastern
Europe that had followed import-substitution poli-
cies and inward-looking regional development
strategies have liberalized their trade regimes more
quickly and extensively in order to expose ineffi-
cient domestic industries to international competi-
tion. The opening of their economies is playing an
important role in both stabilization and the realloca-
tion of resources to more efficient uses. Most often,
reforms have been implemented in the face of large
external and domestic imbalances and in environ-
ments where the forces of competition had been
suppressed through government intervention in the
enterprise sector (Latin America) or through cen-
trally planned economic systems (Eastern Europe).

During 1990-91, many Latin American countries
simplified their tariff structures and lifted virtually
all quantitative restrictions on trade; in recent
accessions to GATT many of these countries locked
in these reforms by binding their entire tariff sched-
ules in the GATT. In Eastern Europe, all countries
are now moving to transform their economies to
market-based systems, and the liberalization of
their trade and payments systems forms an integral
part of this process. While some countries have
advanced further in reforming their economies than
others, in the area of trade policy all have abolished
the state monopoly of foreign trade, lifted most
quantitative restrictions, and now rely mainly on
low import tariffs for protection.

Moves to liberalize trade have been less exten-
sive in Africa and South Asia, where many coun-
tries continue to maintain high levels of protection
that impede their export growth and development.
Nevertheless, dramatic changes have occurred in a
number of African countmes during the past five
years. Important liberalizations (Cote d'Ivoire, The
Gambia, Ghana, Kenya, Zaire) have virtually elim-
inated quantitative restrictions including the alloca-
tion of foreign exchange. In South Asia, Sri Lanka
has maintained an open trade regime since the late
1970s and has continued to liberalize during the
1980s. Pakistan has taken steps to decontrol its
trade regime, and India is beginning to liberalize its
restrictive trade and business practices.

ISee Australian Industry Commission (1990) for an assess-
ment of pro-active industrial policies in Japan, Korea. Taiwan
Province of China. Hong Kong, and Singapore.
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Regional Developments and Initiatives

A striking feature of the 1980s was the renewed
interest in regional integration and free trade areas
among the major industrial countries.!? The launch-
ing in 1985 of the Single European Market Program
(EC 1992) and the difficulty of starting and con-
cluding the Uruguay Round have frequently been
mentioned as important factors behind the recent
trend toward regionalism. The initiation of EC 1992
was followed by the negotiation of the U.S.-Canada
Free Trade Agreement, which went into effect Janu-
ary 1, 1989. More recently. in June 1990. formal
negotiations started between the EC and EFTA
toward the creation of a European Economic Area
(EEA) by 1993. Three EFTA members, Austria,
Finland, and Sweden, have applied for EC member-
ship, and the former German Democratic Republic
became part of the EC as a consequence of German
unification. The EC has also negotiated Association
Agreements with several Eastern European coun-
tries (Czechoslovakia, Hungary, and Poland) that
would involve preferential access to the EC market.

In the Western Hemisphere, U.S. President Bush
announced the Enterprise for the Americas Initia-
tive (EAI) in June 1990. In the area of trade, the
aims for EAI are to complete the Uruguay Round
and reduce barriers to trade and investment in the
Western Hemisphere; ultimately, the EAI envisions
a hemispheric free trade area. In April 1991, the
governments of the United States, Canada, and
Mexico launched tripartite negotiations for a North
American Free Trade Area (NAFTA).

While formal regional arrangements have figured
less prominently in Asia, during the 1980s intra-
regional trade grew at a faster pace in Asia than in
the EC and North America. This reflected the rapid
development of the dynamic Asian economies, as
well as the increasing division of labor and capital
in the region as Japan and, more recently. Korea
and Taiwan Province of China have moved produc-
tion facilities to lower-wage countries unaffected by
VERs. Although the size of Japan’s economy, its
extensive network of foreign direct investment in
Asia, and its prominent role as a provider of foreign
aid have increased its economic interrelations in the
region, Japan has avoided membership in any for-
mal regional trade arrangement.

In response to these developments, there is
renewed interest in reviving regional arrangements
in Africa, the Asia-Pacific region, and Latin Amer-
ica, in part, for defensive reasons. The EEA and the
NAFTA would create markets of nearly equivalent
size; together they accounted for 65 percent of
world imports and 47 percent of developing country

12See de la Torre and Kelly (1992).

exports in 1990; clearly, the stance of trade policies
in these two regions is of vital interest to all
nations.

The completion of EC 1992, the prospective
enlargement of the EC, and the possible extension
of trade preferences to Eastern European countries
have all raised concerns among the EC’s trade part-
ners. The EC 1992 program calls for removal of
internal barriers to trade. The net impact of this on
nonmember countries is an empirical question that
depends on whether the trade diversion owing to the
reduction in costs and prices arising from the
removal of trade barriers within the EC would be
outweighed by the positive dynamic effects on eco-
nomic activity and import growth. For example,
UNCTAD estimates that the overall net effect of EC
1992 on exports from developing countries could be
positive if the dynamic effects increase EC income
by at least 5 percent, an estimate that is in line
with the income effects estimated by the EC
Commission.'?

In the area of trade policy, EC 1992 calls for the
elimination of national trade restrictions maintained
under Article 115 of the Treaty of Rome, which
mainly affect trade-sensitive nonagricultural
imports (Japanese automobiles, motorbikes and
mopeds, consumer electronics, footwear, textiles.
and clothing). It is uncertain whether or not the
implementation of the EC 1992 program will
increase protection in these and other areas, for
example, by converting national restrictions to EC-
wide restrictions.'* Another concern is that the
enlargement of the EC will extend distortionary EC
policies, particularly the CAP. to a wider group of
countries and intensify distortions in world agri-
cultural markets. These fears may be mitigated to
some extent by the budgetary costs arising from the
agricultural surpluses that would be involved in any
expansion of CAP in its present form, and are a
factor underlying the search for reforms of the CAP.
Access to the EC market by third countries would
also be impaired if trade preferences were extended
to Eastern European countries in heavily protected
areas, such as agriculture, steel, textiles, and
clothing.

t3See UNCTAD (1990a). Chapter IIf.

1<The recent agreement reached between the EC and Japan to
convert national VERs on Japan's automobile exports to EC
countries to an EC-wide monitoring arrangement. which will
limit Japan's exports of automobiies to their current EC-wide
level through the year 1999 and which includes projected
increases in sales by ‘transplants.” s a market-sharing
arrangement of dubious legality under EC competition laws.
While Japanand the EC have agreed to defend this arrangement
in GATT, it is similar to other gray-area measures whose con-
sistency with the GATT principle of nondiscrimination is ques-
tionable. The Community has announced that it will not request
any such cooperative measures after the end of 1999.
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The NAFTA and the prospects of a free trade area
in the Western Hemisphere have raised questions
concerning the greater scope for trade diversion in
regional arrangements involving developed and
developing countries, which generally have higher
levels of protection. Asian countries, in particular,
are concerned that the proximity of Mexico to the
U.S. market, together with its lower wages and
preferential access, could divert U.S. imports
toward Mexico. The eventual reduction in barriers
to trade in the heavily protected industries, such as
footwear, textiles, and garments, would give Mex-
ico significant advantages over third-country
suppliers.

Apart from issues of access and trade diversion,
another major concern is the potential distortionary
effects of large regional blocs on investment. One
of Mexico’s primary aims in pursuing a free trade
area with the United States is to attract foreign
direct investment and the associated technology
needed to foster development. Similarly, Canada’s
full participation in the NAFTA reflects in large
part the concern that the hub-and-spoke model of
regional integration with the United States at the
center would seriously undermine Canada’s ability
to attract foreign investment.'> At a more general
level, uncertainty of access to outsiders conveys
clear advantages to being inside a regional bloc,
either as a member or through foreign investment
that is a substitute for trade. This is apparent from
the number of countries seeking entry into the EC
and closer ties with the United States.

Developments in the Multilateral
Trade System

The GATT provides the multilateral framework
that governs international trade and the principal
forum for multilateral trade negotiations (MTNs).
Two key principles, nondiscrimination and trans-
parency, underlying the GATT system have been
severely challenged by the widespread use of selec-
tive nontariff measures; the exemption of important
sectors (agriculture, textiles, and clothing) from
GATT rules; the de facto management of major por-
tions of trade in other sectors (steel, automobiles,
electronics) through the use of gray-area measures
and procedural protection; extended delays in
adopting and implementing dispute panel findings;
and the dnft toward unilateral, bilateral, and
regional initiatives to solve trade problems. These
developments stem from weaknesses inherent in the
GATT system (vague rules, multiple dispute settle-
ment forums, weak enforcement mechanisms, cum-

1SWonnacott {1990).
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bersome trade negotiations), the inadequate adjust-
ment to changed economic conditions in both
industn'al and developing countries, and new issues
arising from the evolution of the world trading envi-
ronment (globalization of investment and produc-
tion and the growing importance of trade in
services).

The Uruguay Round, under way since 1986, is
trying to address the erosion of GATT disciplines,
the need to modernize the GATT, and ways to
improve market access and the functioning of the
GATT system. Countries differ little in their views
on the importance of the Uruguay Round. At the
London economic summit in July 1991, the heads
of state and government of the seven major indus-
trial countries and the representatives of the
European Community concluded in their Economic
Declaration that *‘[n]o issue has more far-reaching
implications for the future prospects of the world
economy than the successful conclusion of the
Uruguay Round.” They considered a successful
Round “essential to encourage the integration of
developing countn'es and Central and Eastern
European nations into the multilateral trading sys-
tem,” and they committed themselves to ‘““an ambi-
tious, global and balanced package of results from
the Round, with the widest possible participation by
both developed and developing countries.” To this
end, progress was urgently needed in the areas of
market access. agriculture, services, and intellec-
tual property, *‘taken together.” !¢

The evolution of the world trade system depends
importantly on whether the commitments made in
the Economic Declaration can be translated into
concrete steps to conclude the Uruguay Round and
preserve an open multilateral trade system based on
clear, enforceable rules. Extending the Round post-
pones important reforms that would facilitate
adjustment and increase market access and delays
the full integration of Eastern Europe into the
global trading system. Perhaps more important is
that extension erodes confidence in the GATT sys-
tem and encourages the trend toward regional trade
arrangements, which holds risks for the multilateral
system and could harm many developing countries
excluded from trading blocs.

Beyond the Uruguay Round, the world trade sys-
tem faces new challenges in the 1990s. The global-
ization of trade and investment, while a positive
development, has increased the scope for conflicts
between trade and domestic competition policies
and raised questions concerning the appropriateness
of traditional trade policy instruments and GATT
rules. Conflicts are also increasing in *‘strategic™
sectors as countries seek to maintain a competitive

16*Economic Declaration of the London Summit™ (1991),
p- 1128.
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edge through ‘‘innovation™ policies, which aim to
assist firms in developing and adapting new tech-
nologies to commercial uses. These developments
are confronting governments with the need to har-
monize domestic competition, investment, and
innovation policies.!” Another growing concern is

17Q0stry (1990).

the use of trade policies to pursue nontrade ob jec-
tives in areas such as the environment and workers’
rights. Agreed guidelines would help to differenti-
ate between legitimate social objectives and protec-
tionist motives. These issues are under discussion
in various forums, including the OECD and the
United Nations Conference on Environment and
Development. and they are likely to be on the
agenda of future GATT rounds.
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Overall Trends

Output, Trade, and Foreign
Investment

he sustained recovery in economic growth

A |following the 1981-82 recession was accom-
panied by a rapid expansion of trade (Chart 1) and a
further integration of the world economy; for the
1980s as a whole. the growth of world trade
exceeded output by 50 percent. Economic perfor-
mance varied among the major groups of countries:
Asia experienced the most rapid growth of output
and exports since 1983, followed by North Amer-
ica, and Western Europe; the other developing
countries fared less well. The Asian region also
experienced the most rapid growth of intraregional
trade in recent years (Table 1). The growth of out-
put and trade slowed in 1990-91, in part reflecting
the recession in North America and the United
Kingdom: however, in contrast to [1981-82,
demand pressures remained strong in Germany and
Japan. Among the major industrial countries. a
notable development was the rapid growth of U.S.
export volumes after 1985 and the slower growth in
Japan’s export volumes, owing to exchange rate
movements and shifts in relative cyclical positions
(Table Al).

The postrecession period also witnessed a rapid
expansion of foreign direct investment (FDI).
Between 1983 and 1989, it is estimated that FDI
flows expanded at an annual rate of nearly 30 per-
cent, or three times faster than merchandise trade
flows. FDI, which is highly cyclical, was boosted
by the sustained economic expansion during this
period as well as institutional and structural factors,
including the deregulation and liberalization of
financial markets, shifts in comparative advantage,
technological advances in international communi-
cation and transportation, and efforts to circumvent
protection in major world markets. The share of
services in the outward stock of FDI increased sig-
nificantly during the 1980s, reflecting the growing
importance of trade in services. particularly finan-
cial, retail, and professional services, which often
require the establishment of overseas facilities to
conduct business.'8 Overall, the developing coun-

BGATT (1990a). Voi. I, pp. 40-42 and 55.

Table 1. Developments in Regional Trade
Flows, 1980-89
(Average annual percentage change in vaiue)

1980-89 1989

North America with Asia 11.0 9.5
Western Europe with Asia 10.5 9.0
Central and Eastern Europe and

the former U.S.S.R. with Asia 7.0 35
North America with Western

Europe 6.5 7.0
Intra-Asia 10.0 10.5
Int1a-North America 8.0 7.0
Intra-Western Europe 6.5 7.0

Source; General Ageeement on Tariffs and Teade. /nterna-
tional Trade, 1989-90.

tries received a declining share of FDI flows,
although investment in developing Asia. China.
and Mexico grew substantially.

Adjustment pressures in the industrial countries
continued during the 1980s as the fast-growing
Asian and other developing countries gained market
shares in exports of manufactures (Table A2). The
share of industrial countries in world trade in manu-
factures has declined steadily during the past two
decades, reflecting longer-term shifts in compara-
tive advantage. In traditional industries with stan-
dardized technologies, such as textiles and
clothing. footwear, steel, auto parts, and consumer
electronics, comparative advantage has shifted to
lower-wage countries. The globalization of invest-
ment and production has facilitated the transfer of
technology and industry to developing countries, a
process that increases the trade and welfare gains
from specialization provided that countries adapt to
the ongoing structural changes in the world
economy.

During the 1980s. these longer-term adjustment
pressures were intensified by the global recession in
1981-82 and the large swings in exchange rates and
external imbalances resulting in part from the
stance of macroeconomic policies in major indus-
trial countries. Progress in addressing macro-
economic imbalances has helped to alleviate pres-
sures for protection, but trade friction remains high
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Chart 1. Real Trade and GDP Growth, 1960-90
(Annual changes, in percent)
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- Table 2. Merchandise Trade
~ (inpercentof GOP)

1973 1988
Canada 39.6 47.5
United States 10.8 16.2
Japan 16.6 15.9
France 28.3 36.5
West Germany 333 47.7
Ialy 3t.0 32.1
United Kingdom 359 40.7

Source: General Agreement on Tanffs and Tradc. /arerna-
tional Trade, vani'ous issues.

among the industrial countries and, with slower
growth in some of the major countries, pressures for
protection have recently re-emerged in sectors with
excess capacity, for example, the automobile
sector.

To some extent trade friction is a natural outcome
of the growing importance of the external sector in
industrial country economies (Table 2) and the
closer integration of their economies through trade
and investment flows. The industrial countries
remain both the largest source and destination of
foreign direct investment. While greater economic
interdependence conveys many benefits, the *‘spi-
der’s web"™ of cross-investments has intensified
competition in domestic and third markets, created
disputes in areas where GATT rules are nonexistent
orunclear, and raised questions concerning the rele-
vance of existing trade rules.!? It has also increased
awareness of the effects of domestic policies on
trade, investment, and international competition. A
notable example is the U.S.-Japan Structural
Impediments Initiative, which seeks to address
domestic policies that are considered impediments
to external adjustment, market access, and
competition.

Trade Trends in Developing
Countries

For developing countries as a group the volume
of trade increased significantly in the latter part of
the 1980s. The growth of export volumes increased
to an annual average of 6 percent in 1987-90, com-
pared with 5 percent in 1983-86 and stagnant levels

19Bhagwati (1991) refers to the 'spider’s web™ phenomenon.
Appendix 11 examines the implications of the globalization of
investment and production for existing trade rules. Appendix |
on the GATT system discusses recent disputes concerning FDI
and local content rules.
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in the 1970s (Table 3). Excluding the developing
countries tn Europe, which include countries of
Eastern Europe and the Commonwealth of Indepen-
dent States, export volumes grew by over 8 percent
in 1987-90, up from about 4 percent in 1983-86.
The impact of liberalization measures and adjust-
ment policies is likely to have made an important
contribution to this turnaround. The rebound in
import volumes was even more marked. changing
from a decline in 1983-86 to an annual average
growth rate of more than 6 percent in 1987-90. This
compares with the real GDP growth of the develop-
ing countries of about 3 percent in 1987-90.

Regional developments in the growth of export
volumes have varied significantly. Export volumes
of African countries increased by an average of
about 3 percent a year in the 1980s, compared with
declines of about 2 percent annually in 1973-82,
but the turnaround in export volume growth was
much weaker for sub-Saharan Africa. In Western
Hemisphere countries, export volumes have
increased substantially since 1987, growing at an
average rate of 7 percent as their far-reaching
reforms have taken hold. The growth of exports
from Asia since the start of the 1970s has been
dramatic; up to 1988, the newly industrializing
economies (NIEs)2° have had very high growth
rates of exports, but subsequently this growth has
slowed and has been outpaced by the growth of
exports from other open Southeast Asian countries.
The only group that experienced an appreciable
slowdown in export growth in the recent period was
the developing countries of Europe, where trade has
been disrupted by developments in the former
U.S.S.R. and the transition away from regional
trading arrangements.?'

With respect to imports, Asian countries had the
highest growth in imports in real terms among the
developing regions, at 13 percent a year in
1987-90, reflecting their reliance on imported raw
materials and components, the strong growth of
domestic demand, and import liberalization mea-
sures. The growth rate of import volumes in West-
ern Hemisphere countries has also increased, to 5
percent, as their economies have opened up and
access to financial markets has improved. Contin-
ued economic problems in sub-Saharan Africa have
resulted in little respite from the declining volume
of imports. Imports of the developing countries in
Europe grew steadily from the 1970s up to the end
of the 1980s at 3-4 percent a year, but have fallen
sharply in 1990-91.

2Hong Kong, Korea. Singapore. and Taiwan Province of
China.
21International Monetary Fund (1991b). Annex |.
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Table 3. Developing Countries: Export Volumes, 1973-90
(In annual average percent changes)

Developing country exports of manufactured
goods, which increased by 14 percent a year during
the eight years to 1988, grew much more rapidly
than exports of primary products (Table A3) and,
by 1988, manufactures accounted for more than
half of total exports. Machinery and transport
equipment displayed the fastest growth at 18 per-
cent a year, this product group is now the largest
product group and about the same magnitude as
consumer goods exports, the main product group in
1980. Between 1973 and 1988, the developing
countries” share of world exports of manufactured
goods doubled and this was reflected across most
manufactured products (Table A4); an exception is

1973-82 1983 86 1987-90
Export volumes
Total Developing Countries 0.2 4.7 5.7
Africa —-2.4 4.4 2.3
Asia 9.2 10.5 11.8
Europe! 43 58 —-4.2
Middle East —5. -1.1 5.4
Western Hemisphere 1.9 2.6 1.2
Subregions
Sub-Saharan Africa —-1.0 1.7 1.0
Four Asian NIEs2 13.3 13.4 1.4
Import volumes
Total Developing Countries 7.3 -0.5 6.5
Africa 4.7 -6.5 1.2
Asia 8.8 6.7 12.9
Europe! 3.1 2.6 2.4
Middle East 13.9 —-10.4 -0.4
Western Hemisphere 3.6 -4.8 4.7
Subregions
Sub-Saharan Africa 0.7 -3.0 0.1
Four Asian NIEs2 10.1 8.1 15.7
Source: International Monetary Fund (1991b).
Includes Eastcrn European countries and the former Soviet Unton
#The four newly indusirializing cconomics (NIEs) are Hong Kong, Korea. Singapore. and Taiwaa Province of Chinra.
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textiles and clothing where trade is controlled under
the Multifiber Arrangement. Over the same period,
the importance of developing countries as a market
for traded goods increased substantially from 18
percent of total non-oil imports in 1973 to 30 per-
cent in 1988. The growing importance of develop-
ing countries in world trade has been reflected in
their greater role in the Uruguay Round trade nego-
tiations. For the first time they have been asked to
make concessions in the ‘‘new areas of interest to
industrial countries (services, investment. and
intellectual property) in exchange for improved
market access in areas where they have a compara-
tive advantage (agriculture. textiles, and clothing).
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Industrial Countries’ Trade and Trade-Related Policies

~ | ince the mid-1980s, there has been little, if

S. any, decline in the overall level of trade pro-
tection in industrial countries despite the expansion
of output and trade, the reduction in current account
imbalances among the major industrial countries,
and the ongoing Uruguay Round of multilateral
trade negotiations. Protection persists in agriculture
and in declining industries, and new pressures have
emerged for government intervention in sectors
considered “strategic.” The limited progress in
addressing the long-standing problems in agricul-
ture and declining industrial sectors will intensify
adjustment pressures in the industrial countries as
the European single-market program progresses,
the developing countn'es continue to expand and
diversify exports, and the Eastern European coun-
tries seek to reintegrate their economies into the
multilateral trade system.

Many of the issues that need to be resolved to
expedite adjustment in agriculture and in mature
industries, such as textiles and steel, are under
negotiation in the Uruguay Round trade negotia-
tions and in other multilateral forums. The Uruguay
Round, which was extended following the fatlure to
conclude the Round on schedule, aims to substan-
tially reduce tariff and nontariff barriers to trade,
strengthen existing rules and dispute-settlement
procedures, bring sectors such as agriculture and
textiles and clothing under normal GATT disci-
plines, create disciplines in new areas (services,
foreign investment, and intellectual property), and
improve GATT surveillance over trade policies and
the coherence of trade and financial policies. The
liberalization of steel is proceeding in multilateral
negotiations under the U.S. Steel Liberalization
Program, and an agreement that would phase out
subsidies to shipbuilding and repairs is being nego-
tiated in the OECD Council Working Party on
Shipbuilding.

Despite these negotiations, the salient feature of
trade policy developments among the major indus-
trial countries is the threat of reduced reliance on
the multilateral approach in relations with trade
partners. Issues of “fair” trade and market access
are often dealt with bilaterally, outside the scrutiny
of the GATT Contracting Parties and in ways that
are at variance with GATT rules or the principles of
nondiscrimination and transparency that underlie

12

the GATT. Areas not covered by the GATT have
become a growing source of trade friction: services,
foreign investment, and intellectual property rights.
With the limited progress in the Uruguay Round,
countries are addressing these issues in bilateral and
regional trade arrangements where it is easier to
reach a consensus. Liberalization among the indus-
trial countries is proceeding largely in the context
of regional trade arrangements. While such
arrangements can expand the scope for free trade,
they hold risks for the multilateral trade system and
are a source of concern for countries that fall out-
side regional groupings.

In 1990 and 1991, the industrial countries began
to dismantle selected import restrictions affecting
Eastern European countries and to establish normal
trading relationships with these countries. These
developments are discussed separately in Section
1V. Similarly, industrial country policies on agricul-
ture are described in Section VI.

The rest of this section reviews recent develop-
ments tn industrial countries’ trade policies and
trade-related industrial policies. The first part cov-
ers the main instruments of trade policy. The sec-
ond reviews government support policies and
efforts under way to curb trade-distorting subsidies.
The third discusses trade policies in selected indi-
vidual countries.

Recent Trends in Trade Policies

Tariffs

The GATT system has sought to establish non-
discriminatory tariffs as the principal means of pro-
tection. During the past forty years, industrial
countries have dismantled most import quotas on
nonagricultural products and, through seven rounds
of multilateral trade negotiations, have reduced the
average level of MFN tariff rates from around 40
percent at the end of World War 11 to around 5
percent at the end of the Tokyo Round in 1979.
Further reduction in average tariff levels by one
third is a major objective of the Uruguay Round.
The progressive decline in tariff rates has lessened
their importance as an instrument of trade policy.

©International Monetary Fund. Not for Redistribution



—Tucem Trends in Trade Policies _

although the levels of protection they provide differ
considerably across countries and products (Ta-
ble AS).22 The tariff rates applied after the Tokyo
Round are relatively high (tarifl’ peaks) in a number
of countries for agricultural products and for
clothing, textiles, and footwear. Progressively
higher tariff s along the processing chain (tariff esca-
lation) are also a feature of most industrial coun-
tries’ schedules, particularly for certain foodstuffs,
leather, fabrics, and some petrochemical products.
In contrast, tan'ffs on capital and intermediate goods
and durable consumer goods are relatively low.

Applied tariff rates may differ from the Tokyo
Round MFN rates because of subsequent tariff cuts
or preferential trade arrangements among countries,
including customs unions, free trade areas, and tar-
iff preference schemes such as the GSP. Nearly 40
percent of world trade is conducted within preferen-
tial trade arrangements among industrial coun-
tries.23 Because of this, average applied tariff rates
can be lower for some products than average rates
applicable to GSP beneficiaries. This is a major
concern of developing countries, which complain
that free trade areas can undermine their preferen-
tial access to industrial country markets. At the
midterm review of the Uruguay Round, industmal
countries agreed to a moderate reduction in tariffs
on tropical products that are of particular interest to
developing countries.

Nontariff Measures

With the decline in industrial countty tariff rates
and the high level of bound tariffs, particularly for
industrial products (Table AG6), countries have
increasingly relied on nontariff measures in
response to adjustment pressures in trade-sensitive
sectors. Such measures include VERs, similar
restraints under the MFA, other orderly market
arrangements, tariff quotas, surcharges, variable
levies, prohibitions, licensing, import monitoring,
antidumping and countervailing actions, and price
control measures. The incidence and restrictiveness
of nontariff measures are difficult to judge (Appen-
dix IlI), but trade coverage ratios estimated by
UNCTAD using its Data Base on Trade Control
Measures indicate that nontariff measures affected
almost 19 percent of nonfuel imports of 22 indus-

22During the 1980s. New Zealand and Australia initiated tar-
ift reform programs that have reduced tariff rates below those
indicated in Table 3. Several other countries have reduced tar-
ilfs on selected items. including. Canada, Japan. and the
Unitcd States.

23These comprise the EC. EFTA, the U.S.-Canada Free
Trade Agreement, and the Australia-New Zealand Closer Eco-
nomic Relations Trade Agreement.
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trial countries in 1990 (Table 4).2¢ Coverage varies
significantly among product groups with the highest
incidence on food items (36 percent) and the mature
industries: iron and steel (53 percent), textiles (39
percent). clothing (63 percent), footwear (20 per-
cent), and motor vehicles (55 percent). Imports of
textiles and clothing. footwear, steel, and motor
vehicles are mainly affected by VERs and the MFA,
while imports of agricultural products are con-
trolled by other quantitative restrictions.

Overall, nontariff measures affect exports from
developing countries to a greater extent than do
exports from industrial countries, particularly for
manufactured products (Table A7). This primarily
reflects the high proportion of imports of textiles,
clothing, and footwear subject to nontariff mea-
sures.25 For impoits of food items, iron and steel,
and motor vehicles, the proportion of trade affected
is greater for exports onginating in industrial coun-
tries. For most categories of goods, exports from
the former U.S.S.R. and Eastern Europe have had
the highest trade coverage ratios; some of these
were dismantled in 1990, but the indicators
reported here will not reflect these developments
until 1991.

In order to assess the longer-term trend in the use
of nontariff measures, Laird and Vossenaar (1991)
combined the most recent UNCTAD estimates for
the period 1988-90 with earlier estimates for the
period 1981-88 (Table A8). Their calculations sug-
gest that the incidence of the “‘core” nontanff mea-
sures,2¢ which are considered the most restrictive.
increased by about 5 percent between 1981 and
1987-88, but had declined somewhat by 1990. The
experience varies across countries during the
1980s. The coverage ratios rose most for both the
United States and the EC, which made increased
use of VERs (many directed against Japan and the
newly industrializing economies in Asia) on motor
vehicles, steel, machine tools, textiles, and, in the
case of the EC, consumer electronic products; in
the EC, some national VERs were phased out after
1983 (Tables 5 and A9). Japan’s trade coverage
ratio declined in the second half of the 1980s owing

24A trade coverage ratio measures the percent of trade in an
item subject to nontariff measures in the total trade in that item
It has important limitations as an indicator of restrictiveness
because it is not known what the levels of trade would be in the
absence of restrictions. Also. the trade coverage ratio does not
capture the effects of a tightening or loosening of restrictions: it
only reflects changes tn product coveriige. Only border mea-
sures are covered in the UNCTAD data base

*5Restrictive measures affect not only products currcntly
exported, but may also deter investment in areas where devel-
oping countries have export potential

26"*Core"" nontariff measures exclude antidumping and coun-
tervailing actions. automatic licensing, import suiveiltance
measures. and para-tariff measures
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Table 4. Import Coverage Ratios of Selected Nontariff Measures, by Type of Measure,
Applied by Selected Developed Market-Economy Countries?
(in percent)

NTM Coverageby Typeof NTM

Switzerland. and the United States.

import suiveillance.
*Including restraint agreements under the MFA .
SFrom Laird and Vossenaar (1991 ).

to the lifting of restrictions on some agricultural
products. Several other countries, namely, Canada,
New Zealand, and Norway, have recorded notable
declines in their import coverage ratios since the
mid-1980s. Canada terminated a VER agreement
with Japan covering exports of automobiles and
phased out restrictions on imports of footwear
(1985-88); New Zealand substantially reduced
quantitative restrictions as part of a comprehensive
reform program to deregulate and open up its econ-
omy; and Norway lifted quotas on imports from
Japan and some other Asian countries.??

The increased use of nontariff measures by the
EC and the United States, particularly VERs and
orderly market arrangements, which fall outside the

27L.aird and Vosscnaar (1991), pp. 8-9.
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Of which:
Subgroup of Quantitative VERs and
All NTMs?2 NTMs? restrictions OMAs*?
Product Group 1988 1990 1988 1990 1988 1990 1988 1990
All food items 35.4 35.9 329 31.8 26.5 25.3 2.8 1.5
Food and live animals 38.8 39.3 35.8 34.5 29.8 28.4 3.4 1.7
Oilseeds and nuts 7.4 7.4 6.9 6.9 5.8 5.8 — —
Animal vegetable oils 10-1 10.0 9.6 9.6 4.3 4.2 — —
Agricultural raw materials 43 4.3 2.9 2::9) 2.4 2.4
Ores and metals 19.0 17.9 12.7 11.6 12.7 11.5 10.4 10.3
fron and steel 56.2 52.9 38.9 353 38.9 35.3 32.5 825
Nonferrous metals 0.8 0.8 0.2 02 0.2 0.2 —
Fuels 17.9 17.9 13.5 B35 12.7 12.7 - -
Chemicals 10.7 10.8 6.7 6.6 5.5 5.4 — —
Manufactures. excluding chemicals 16.0 17.8 1.0 11.0 10.4 10.3 8.7 8.8
Leather 93 13.2 1.3 1.3 1.3 1.3 0.2 0.2
Textiles, yarn and fabrics 38.6 38.7 34.2 343 34.1 34.1 24.6 24.6
Clothing 63.7 63.1 57.1 56.6 Sl 56.6 53.6 53.0
Footwear 19.7 19.7 1.9 8.0 1.9 8.0 0.9 7.6
Vehicles? 54.9 29.6 28.4 28.0
All items, excluding fuels 17.3 18.5 12.7 12.5 [L5 11.3 7.2 1
Allitems 17.4 18.4 12.8 12.6 1.6 11.4 6.3 6.2

Source: United Nations Conference on Trade and Development ( 1991 b}.

Note: NTMs = nonlariff measures: OMAs = orderly marketingarrangements: VERs = voluntaiy export restrainis.

‘Ratios have been computed using as far as possible 1988 irade weights: otherwise trade statistics for 1986 (or 1989 in the calculations
regarding the United States) were used. The countries are Australia, Austria, Canada, EC-12, Finland, Japan, New Zcaland. Norway, Sweden,

2Include certain para-tariff measures, surcharges. variable {evies. antidumping and countervailing actions, quantitative restrictions (includ-
ing prohibitions. quotas, nonautomatic licensing. statc monopolies. voluntary exportrestiaints and restraints under the Multifiber Arrangement
(MFA) and similar textile arrangements), import surveillance, automatic licensing. and price control measures.

*All selected trade measures, excluding para-larifi’ measures, surcharges. antidumping and countervailing actions. automatic licensing, and

GATT framework, and frequent recourse to
“unfair” trade remedies (antidumping and counter-
vailing actions) have been linked to the difficulties
of applying safeguard provisions under Article XIX
of the GATT, as evidenced by the decline in their
use (Appendix I). A country must prove serious
injury to meet the GATT criteria to apply safe-
guards, normally take any action in a non-
discriminatory manner (MFN basis), and compen-
sate affected exporting countries or risk retaliation.
In contrast, VERs and ‘“‘unfair’ trade remedies can
be applied selectively, by product and country, and,
in the case of VERs or price undertakings. they
automatically compensate the exporter through
higher prices and thereby foster cartel-like behavior
(Appendix II). The attractive features of VERs to
domestic industries seeking protection from imports
and to export industries abroad explain their rapid
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Table 5. Summary of Export Restraint Arrangements by Product and Exporting Region,
End of March 19891
Taiwan
South Province United Eastern

Industry EFTA Canada EC Japan Korea China  of China States Europe  Other  Total
Steel 7 2 5 3 ] 1 2 - 12 13 50
Machine tools 2 — — 5 I - | - B 5 14
Electronics — — — 13 8 — 4 — - 3 28
Footwear - — - 4 7 1 3 - 3 — 18
Textiles — — | 2 4 1 2 - 19 37 66
Agriculture 6 1 3 2 4 | — 3 6 25 51
Automobiles - —_ — 18 — - — — — 2 20
Other 3 2 - 23 9 | - - | 3 42

Total 18 5 9 70 38 S 12 3 41 88 289

Summary of Export Restraint Arrangements by Product and Importing Country
United

{ndustry EFTA  Canada EC Japan  Austria  Australia  Switzerland U.S.S.R. States Total
Steel 1 — 14 — - - - - 35 S0
Machine tools — — 4 - — — - — 10 14
Electronics - - 745) — — — - - 3 28
Footwear - 2 15 — - - — — | 18
Textiles 12 8 27 6 2 — 74 - 13 66
Agriculture 4 1 36 5 - 2 3 1 2 51
Automobiles | | 17 — — - - — 1 20
Other | — 35 2 - - — — 4 42

Total 19 12 173 13 > 2 10 1 69 289

Source: General Agrecment on Tanffs and Trade (GATT). Xeview of BPevelopments inthe Trading System, variousissues.

Note: EC = European Community; EFTA = European Free Trade Association.

‘The GATT Secretarat has not published comprehensive infoimation on these ariangements since March 1989.

growth and their application for extended periods to
large portions of sectors such as textiles and
clothing, steel, motor vehicles, and, more recently,
machine tools. The negotiations on GATT safe-
guard provisions in the Uruguay Round are consid-
ered essential to bring these sectors under GATT
discipline; the key issue is whether or not and under
what circumstances to permit the selective applica-
tion of safeguard actions.

The economic effects of nontariff measures are
inherently difficult to quantify (Appendix II)
because they can be circumvented in various ways.
In part, this explains why exports of restricted
items, such as textiles and clothing, have continued
to expand, requiring more extensive agreements
with each renegotiation of the MFA (Table A10).28
Aggregate trade flows are largely determined by
macroeconomic conditions, such as growth in the
domestic and foreign markets and external price

28In July 1991. the MFA was extended without change
through [992 because of the delay in concluding the Uruguay
Round (Appendix [).
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competitiveness, to the extent that productive
resources are flexible, nontariff measures primarily
affect the composition of trade. However, nontariff
measures are a cause for concern because they dis-
tort the allocation of resources, including the pat-
tern of domestic and foreign investment. By focking
resources into inefficient uses, nontariff measures
reduce potential output in both restricting and
restricted countries. Their prolonged use has
delayed adjustment in declining sectors in the major
industrial country markets, and their selectivity and
lack of transparency have weakened the multilateral
trade system.

Antidumping and Countervailing Duties

Under GATT rules, antidumping and counter-
vailing duties can be imposed by countries to pro-
tect their domestic producers from injury owing to
the “dumping” of goods by foreign suppliers or to
trade-distorting subsidies. As discussed above, the
use of such measures has been cited as another form
of selective protection; it has been argued that
countries find it easier to use antidumping and coun-

©International Monetary Fund. Not for Redistribution



tervailing measures, which involve a weaker injury
test (or no test in some cases), when a safeguard
action would be more appropriate, that is, when the
nature of the problem is injury from trade, not
“unfair™ trade. Questionable practices and vague
rules and definitions for determining injury, dump-
ing margins, and subsidies provide considerable
scope for variations in domestic legislation and the
application of “unfair” trade laws.2° In examining
the use of unfair trade remedies in the EC and the
United States, Messerlin found that they often led
to the introduction of more secure nontariff barriers,
such as VERs or quantitative restrictions (steel,
electronic products, and textiles and clothing), or
they became the main tool of protection (chemicals,
abrasives); he also found evidence of collusive
behavior among the domestic and foreign firms
affected by such measures.

The pattern and volume of antidumping and
countervailing actions lend support to the view that
these measures respond to pressures for protection
by import-competing firms. In the early 1980s, in
the wake of a second round of oil price increases
and a severe world-wide recession, the demand for
relief from import competition through antidump-
ing and countervailing measures increased (Ta-
bles All and Al2). Since the mid-1980s, the
number of investigations initiated has declined sig-
nificantly; although, the trade coverage ratios in
Table 4 suggest that the proportion of trade affected
by antidumping and countervailing actions has
increased somewhat since 1988. The sectors most
affected by these measures are motor vehicles,
steel, textiles and clothing, and leather products.
the same sectors that are protected by other nontariff
measures.

The United States, the EC, Canada, and Austra-
lia account for nearly all antidumping investiga-
tions initiated by industrial countries.?@ In the
United States, the sharp rise in antidumping cases
in the first half of the 1980s has been attributed to
the real appreciation of the dollar and structural
problems in the international steel industry.?' While
the number of antidumping investigations initiated
declined during the second half of the 1980s, the
stock of outstanding cases continued to rise until

29See Finger and Nogues (1987). Messerlin (1989), and
Nicolaides (1991) for reviews of antidumping and countervail-
ing practices in the United States and the EC. In particular,
Messerlin argues that features of the codes governing anti-
dumping and countervailing actions and their application in
practice make these two instruments substitutable to the
import-competing firm. He finds that cases initiated by the EC
and the United States target a narrow range of industrics and
have a strong seclor-specific impact.

3According 1o GATT (1991a, p. 8). these four countrics
initiated over 1.000 investigations since 1980. 500 of which
resulted in protective measures.

310ftice of the United States Trade Representative (1991).
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1989/90, when it declined slightly. At the end of
1990, Japan, China, Korea, and Taiwan Province of
China accounted for 83 of the 195 outstanding
cases; developing countries accounted for most of
the rest (Table Al13). The iron and steel sector
accounted for most (54 percent) of the antidumping
cases initiated in 1980-87, followed by chemicals
(11 percent).

The EC has been a frequent user of antidumping
procedures; its stock of outstanding cases rose from
124 in 1983/84 to 170 in 1988/89, but declined to
152 in 1989/90, partly because of a reduction in
cases involving Central and Eastern Europe. Mea-
sures against these countries have accounted for
more than half of the total cases.*2 EFTA countries,
Japan, China, Hong Kong, and Korea have also
been frequently investigated. The principal sectors
initiating cases in 1980-87 were chemicals (42 per-
cent), iron and steel (11 percent), nonelectrical and
elecirical machinery (15 percent).

Both the EC and the United States have widened
the provisions of their antidumping legislation to
address the circumvention of antidumping duties,
although the EC has been the main user of anticir-
cumvention measures (all directed against Japan).?3
The EC legislation was challenged in the GATT and
found inconsistent with GATT rules (Appendix I).
As a result, the EC has suspended the use of its
anticircumvention legislation, but it does not intend
to change its laws until an acceptable solution to the
problem of circumveniion is agreed in the Uruguay
Round. The ongoing globalization of investment
and production and the increase in regional arrange-
ments is likely to increase trade friction related to
rules of origin.

In contrast to the United States and the EC,
recent changes in antidumping legislation have
worked to reduce outstanding dumping cases in
Canada and Australia. In Canada, the number of
outstanding antidumping cases began to decline in
1989 as a result of the five-year sunset provision
in the Special Import Measures Act, which went
into effect in 1984. Outstanding cases fell to 103 in
1990 compared with 159 in 1988. Australia’s anti-
dumping legislation was modified in 1988 and 1989
to clarify what constitutes material injury and nor-
ma!l values and to tighten the review process. As a
result of these changes. outstanding antidumping
cases fell from 109 in 1987 to 11 in 1990. In March
1991, when further tariff reform measures were
announced, a number of changes were made to
Australia’s antidumping procedures to widen

32GATT (1991c). p- 7.

*3Circumvention may occur when the location of certain pro-
duction processes. such as final assembly. changes as a result of
antidumping or countervailing dutiesthat have been threatened
or applied on a final product.
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their applicability and expedite the handling of
investigations.*

The United States has made the greatest use of
countervailing duties in part because of the rela-
tively limited role of subsidies in the United States
and U.S. efforts to limit the subsidies of other coun-
tries. Also, under U.S. law, countervailing duties
may be imposed without an injury test for those
countries that have not signed the GATT Subsidies
Code or negotiated a bilateral agreement with the
United States.3% Outstanding countervailing actions
rose steadily from 53 in 1982/83 to 86 in 1984/85
and remained at about this level before declining to
73 in 1989/90 (Table A12); most of the outstanding
cases at the end of 1990 affected developing coun-
tries (Table A13). Over half of the countervailing
cases initiated in 1980-87 were lodged by the iron
and steel industry; the other industries initiating a
significant number of cases were textiles, chemi-
cals, and food products, each accounting for about
7-8 percent of cases.

Trends in Government Support

Governments use a wide range of domestic poli-
cies to promote industrial adjustment and develop-
ment and to pursue ‘‘noneconomic” objectives,
such as environmental quality, education and
health, and regional equity. Various forms of inter-
vention include direct subsidy payments, tax con-
cessions, subsidized loans and loan guarantees,
government procurement, regulations and stan-
dards, and administrative guidance. This section
focuses on the nature and extent of direct and indi-
rect subsidies to the industrial sector because of
their possible trade-distorting eft'ects and the lack of
comparable information on other forms of govern-
ment assistance. Countries disagree on which sub-
sidies distort trade, but generally, sector-specific
subsidies fall into this categoty. while broadly
based subsidies, such as support for education and
health or basic research, that do not confer differen-
tial advantage on specific industri'es are considered
less trade distorting. While governments have made
some progress in reducing support to declining
industries, the evidence suggests that support to
high technology industries is rising.

Industrial Subsidies

In recent years, governments have scrutinized
subsidies more carefully because of budgetary con-
straints, the failure of sector-specific assistance to

YaBanks (1990).
350fhice of the United States Trade Representative (1991).
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facilitate adjustment, the possibility of countervail-
ing actions, and the desire to establish a more neu-
tral incentive framework. In the EC, in particular,
the Single Market Program has entailed stricter dis-
cipline on and monitoring of state aids to ensure a
“level playing field” within the Community.
Despite the widespread use of subsidies, compre-
hensive and comparable data are not readily avail-
able, although work is under way at the OECD, the
EC. and EFTA to improve information in this area.
In a recent OECD study, Ford and Suyker (1990)
draw on data from the OECD national accounts, the
EC surveys of state aids, and the EFTA Secretariat
reports to compile cross country data on subsidies.
The three data sources differ regarding the sectors
covered and the definitions of subsidies used and
are therefore not comparable, but they do provide a
basis for the analysis of developments within each
data set.

The broad trends in industrial country subsidies
based on OECD national accounts data compiled by
Ford and Suyker are shown in Table A14. These
data cover current transfers to the productive sec-
tors as a whole and exclude indirect subsidies, such
as tax concessions and expenditures by state and
local governments, which vary in importance
across countries.?® The data indicate that in most
countries total government subsidies (Panel I)
increased during the 1970s and the first half of the
1980s when governments intervened to assist indus-
tries that had lost price competitiveness but have
leveled off or declined since then. Data excluding
subsidies to agriculture and food processing show a
similar pattern (Panel II). The overall subsidy rate
in OECD countries and in the major seven countries
has stabilized at about 1'/» percent of GDP; for
OECD Europe, the subsidy rate is nearly 3 percent
of GDP. Subsidy rates differ significantly across
countries. Industrial subsidization is highest in
Sweden and Norway and lowest in the United States
and Japan. Canada and the European countries
record industrial subsidy rates in the range of 2 to 4
percent of GDP. In terms of claims on budgetary
expenditures (Panel III), current transfers to indus-
try are about 1 percent of outlays in the United
States, but 3 to 5 percent of outlays in the other
major industrial countries.

New Zealand and the United Kingdom showed
the most dramatic reversal in subsidies to industry
during the 1980s, as a result of policies to reduce
government intervention in their economies through
deregulation and privatization. Norway also

36The OECD's national accounts data define subsidies as all
grants on current account by government to private industries
and public corporations, plus grants to government enterprises
for operaling losses owing to government policies to maintain
prices below the costs of production.
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| Box 1!

Trade-Related Work Program of the OECD

The Orgamzation for Economic Cooperation and Develop-
ment (OECD) has an extensive work program on trade-
related issues involving a number of its Committees. Below
1s an outline of the ongoing work related to the functioning of
the trade system and the OECD's future work progrdm as set
out in the communiqué of the OECD ministerial meeting of
June 1991. The Trade Committee of the OECD played an
important role indeveloping the agendas for the past two
GATT rounds of trade negotiations {Tokyo Round and
Uruguay Round). and it is expected that many of the issues
included in the future work program will be on the agenda for
the next round of irade negotiations,

Subsidies

The Agricuiture Commirtee has contributed significantly to
the process of agricultural reform by monitoring develop-
ments and policies in agriculture. developing standardized
measures of agricultural support, and analyzing the eco-
nomic, social. and environmental effects of changes in agri-
cultural support and protection policies. The June ministerial
meeting called for a continuation of this work.

During the past two years the /ndusny Commiriee has
intensified 1ts work on standardizing and quantifying indus-
trial subsidies. The development of measures of industrial
subsidization that are comparableacross countsies is the fizst
step toward strengthening disciplines on subsidies that distort
trade. The Economic Policy Commiitee has also initiated a
small pilot preject todevelop measures of effective rates of
assistance (ERAs). At the June ministerial meeting. the
OECD Ministers invited the Organization to systematically
monitor industrial subsidies and committed their govern-
ments to provide the necessary information.

The Export Credit Group of the Trade Committee is the
forum for negotiations on the Export Credit Consensus.
which the OECD Secretariat will administer. The Consensus
would establish guidelines for the terms and conditions of
export credits and limit the use of tied aid credits to commer-
cially unviable projects. The June ministerial meeting catled
for the conclusion of these negotiations as soon as possible
but not later than the end of 1991 . and it welcomed a pro-
posed in depth study ol export premium systems and
structures.

In the OECD Council Working Party on Shipbuilding.
negotiations launched in 1989 aim for an agreement that
would phase out subsidies to shipbuilding and repair over a
short transition period.

Technology and Investment Policies

Ministers acknowledged that government support to corpo-
rate research and to “'strategic technologies™ may create fric-
tion at the international level and may affect interational
access to science and technology. In this regard. Ministers
called on the OECD (o deepen its analysis of government
support to private sector research and development and to
“strategic technologies™ in order better to understand the
policy implications and possible trade and investment distor-
tions. On the basis of this analysis the possibie need for
guidelines on government support to research and develop-
ment will be examined. Minssters also requested the OECD
to analyze further the issue of equal access for domestic and
foreign-controlled firms to publicly funded research, includ-

ing the desirability of granting access to government-
sponsored consortia and programs.

Ministers called on the OECD, taking into account the
ongoing negotiations in the General Agreement on Tariffs and
Trade (GATT) and in other international forums, to deepen
its analysis of policies related to countries’ competitive posi-
tions. inter alia. in the fields of innovation, public procure-
ment, public ownership of companies. taxation. and
competition, as well as of financial and foreign direct invest-
ment and the interconnections between these policies. with a
view to limiting the scope for International friction through
greater transparency. Ministers asked the OECD. where
appropriate. to explore the need for impraving existing multi-
lateral instruments and whetherthere is a need to develop
additional "1ules of the game.™

The OECD Codes and National
Treatment Instrument

The Committee on Capital Movements and Invisible Trans-
actions oversees the implementation of the Codes of Liberal-
ization. which arc legal instruments through which the
Members commit themselves to the progressive liberalization
of capital movements and current invisible transactions.
Work is continuously under way to strengthen and extend
these codes., which require nondiscrimination ona “best
effort™ basis.

The Committee on Internasional Investment and Multina-
tional Enterprises oversees the application of the National
Treatment Instruinent. which forms part of the Declaration
and Decisions on International Investment and Multinational
Enterprises. The instrument. which is voluntary. commits
OECD countries to nondiscrimination between domestic and
foreign-owned firms once they have been established. At the
June Ministerial Meeting. it was agreed to reinforce the pro-
cedures for implementing existing substantive commitments
through noutfication, examination, and a multilateral frame-
work for dealing with conflicts.

The Future Agenda

The Communiqué of the OECD Ministerial Meeting of
June 1991 also called for a new work agenda that would
involve enhanced cooperation between the Trade Committee
and other commuttees on emerging issues in the following
areas.

Competition Policy

The Commitiee on Competition Law and Policy is the focus
of the analysis and discussion of competition policy. In their
communiqué. Ministers asked the OECD to continue its work
on the international dimensions of competition policies and
on their interaction wath policies in other areas. such as trade
and tndustry. They noted that recent work in the OECD on
competition law and policy provided the foundation for
greater policy convergence and progress toward updating and
strengthening the existing rules and arrangements for interna-
tional cooperation. They invited the relevant committees to
pursue actively these matiers, including the effectiveness of
trade rules in facilitating international competition.
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Environmental Policy

Ministers called for improved integration of environmental
considerations into all economic sectors and for the OECD to
continue its work on analyzing the policy interconnections.
They agreed that effective policy integration will require a
greater degree of dialogue with and participation from all
sectors of society and the economy if environmental goals arc
to be met eff'ectively and efficiently and to prevent policy con-
flicts arising: in such areas as agriculture, coastal zone man-
agement, energy, transport, and, more generally, trade and
investment. Ministers endorsed the preliminary views devel-
oped by the Trade and Environment Committees on a work
program that will underpin further analysis and could lead. in

reduced direct subsidies to producers from the early
1980s, although support remains high and sector
specific. After 1984, subsidy rates declined in Can-
ada and Australia where policies have been reor-
iented to expedite adjustment in declining indus-
tries; in other countries, subsidies to industry were
relatively stable or increased. Data on the sectoral
composition of subsidies (Table A15) show that in
most countries the agricultural sector is more
heavily subsidized than the industrial sector and
that, within industry, transport, communications,
and housing tend to attract higher subsidies than
other industries.

The surveys of state aids in the European Com-
munity cover more forms of subsidization than the
national accounts data. They aim to capture sub-
sidies that potentially distort trade and competition
within the EC and include grants, tax concessions
(with incomplete coverage), equity participation,
soft loans, and loan guarantees.3” Data from the
first two surveys show that subsidies have been con-
centrated in agriculture and declining sectors such
as steel, shipbuilding, railways, and coal (in Ger-
many and Spain) (Table A16). The average subsidy
rate to manufacturing in the EC declined by I per-
centage point of GDP from the period 1981-86 to
1986-88, owing largely to curbs on subsidies to
steel and shipbuilding. In the steel sector, state aids

37The surveys exclude important sectors, most notably.
energy (except coal), transport (except railways and inland
walerways), and housing. Aid granted by the European Com-
munity is not covered, about 80 percent of this goes to the
agricultural sector.

a subsequent stage, to the drawing up of guidelines on ways
to protect the environment and preserve the open multilateral
system.

Regionai Cooperation

Ministers noted that regional integration is another signifi-

cant area of development in trade relations. It can stimulate
the multilateral liberalization process and should be in con-
formity with international obligations and with the objective
of maintaining and strengthening the multilateral trading sys-
tem. Ministers invited the OECD to continue to monitor
developments in the field of regional integration.
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are permitted only for restructuring to reduce capac-
ity, operating subsidies are banned. As a result of
these policies, state aids to the steel industry were
virtually eliminated among the EC(10) countries in
1986-88.3% State aids to shipbuilding had risen
from 5 percent to 28 percent of operating costs
between 1980 and 1987. A Community directive
adopted in early 1987 now limits operating sub-
sidies to a proportion of contract value, which is
reviewed annually. Under the directive, state aid
fell to 20 percent of operating costs in 1990 and will
be reduced to 13 percent of such costs in 1991.
Excluding steel and shipbuilding, there was little
overall decline in subsidies to manufacturing, but
notable reductions in the most recent period were
recorded for Italy, the United Kingdom, Denmark,
Ireland, and the Netherlands, with offsetting
increases in other countries. Differences between
these results and those based on the national
accounts data are possibly explained by the relative
importance of different subsidy instruments (Ta-
ble A17). Budgetary grants account for the bulk of
subsidies in most of the EC and EFTA countnes.
Exceptions are Germany and Portugal, where tax
concessions account for about 60 percent of sub-
sidies, and Austria, which relies mainly on equity
participation. Tax concessions are also quite impor-
tant for Italy, Ireland, and the Netherlands.
Government-financed expenditure on research
and development in the industrial sector vanes
widely across OECD countries (Table A18). It has

#The EC(10) countries are Belgium, Denmark, Germany,
Greece, France. Ireland, Italy, Luxembourg. the Netherlands,
and the United Kingdom.
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traditionally been highest in the United States, in
pari owing to defense-related research contracts,
and lowest in Japan. While the share of
government-financed research and development has
been relatively stable in most countries, total
expenditures on research and development have
been rising and government support for it has
accounted for an increasing share of government
assistance to industry, reflecting the shift away from
support to declining industries. The major part of
government-financed research and development
goes to the aerospace industry, where externalities
and security issues are considered important. Aero-
space has the first or second highest share of
government-financed research and development in
most countries for which data are available.3?

The picture emerging from these data is that the
growth of subsidies concentrated in declining sec-
tors that characterized the 1970s and early 1980s
has subsided. Countries that have completely reor-
iented their policies, notably the United Kingdom
and New Zealand, have substantially reduced assis-
tance to industry. In some countries, progress has
also been made in reducing subsidies to steel and
shipbuilding. In other areas, overall assistance
to industry was broadly unchanged from the
mid-1980s through 1988, and its claim on domestic
resources remained relatively large, on the order of
2 to 3 percent of GDP for Canada and European
countries and /2 to 1 percent of GDP for the United
States and Japan.

Work is under way at the OECD Secretariat to
develop internationally comparable data on subsidy
rates that could provide a basis for increased mul-
tilateral surveillance of public suppoit policies
(Box 1). Over the past two years, the ministerial
meetings of the OECD have stressed the importance
of greater transparency in policies to support indus-
try and work in this area has intensified. The Indus-
try Committee of the OECD is conducting a project
to develop more comprehensive and comparable
information on subsidies to industry across OECD
countries. With the cooperation of member coun-
tries, a data base is being assembled for the years
1986 to 1991 covering 800 central government pro-
grams in 22 OECD countries; the coverage of local
and provincial authorities is thus far incomplete.
Preliminary analysis of these data suggests that tra-
ditional production subsidies have declined, while
subsidies to investment (especially to research and

390ECD (1990a). p. 1!). These figures measure only
government-funded research and development in the industrial
sector. Research and development spending by governments
ranges from about 20 percent of total research and devclopment
spending in Japan to about SO percent in the other major indus-
trial countries.
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development, high-tech equipment, and tech-
nology-related intangibles) seem to be rising. In
terms of instruments, the increased support for
research and development was mainly in the form
of grants and tax concessions; the use of loan guar-
antee schemes, including those not covered by the
OECD Consensus on Export Credits, had also
risen. The overall direction of support to industry
for OECD countries as a group was less certain
because of different developments across countries.
A pilot project for the Economic Policy Committee
has also been initiated to develop measures of effec-
tive rates of assistance.

Multilateral Efforts to Curb Subsidies

Multilateral discipline on subsidies is considered
essential to the success of negotiations in multi-
lateral forums to dismantle trade barriers in declin-
ing industries. In the Uruguay Round, efforts to
strengthen the international rules on subsidies
established in the Tokyo Round (the Subsidies
Code), which prohibit export subsidies on manufac-
tures, aim to controi the trade-distorting effects of
subsidies. Key issues in the negotiations concern
the definition of subsidies, the circumstances under
which subsidies would be permitted, and the rules
that would govern countervailing actions. Clear
rules and strengthened dispute settlement pro-
cedures would go some way toward reducing trade
friction arising from government assistance to
industry. The U.S.-EC Airbus dispute is a good
example of the difficulties encountered under cur-
rent GATT rules in determining what constitutes an
actionable subsidy and in what forum disputes
should be settled (Appendix I).

Outside the Uruguay Round, multilateral efforts
have been an important factor in fostering adjust-
ment and phasing out assistance to steel and ship-
building, as well as curbing subsidized export
credits. In 1989, President Bush announced the
U.S. Steel Liberalization Program, which ulti-
mately aims to establish free-market conditions for
international trade in steel. The program involves
an extension of the VERs with 19 individual coun-
tries and the EC negotiated in 1984 (which would
have expired in 1989) through March 1992. In the
interim, the United States has concluded bilateral
consensus agreements with its major steel trading
partners that discipline subsidies and work to
reduce or eliminate tariff and nontariff barriers.
Negotiations are under way to incorporate these
agreements into a multilateral consensus to prohibit
most subsidies, eliminate tariff's, and establish a
dispute settlement mechanism. The aim is to reach
agreement before the end of March 1992 when the
existing VERs on steel exports to the United States
expire; however, one of the difficulties that has
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emerged in the talks is that participants are reluctant
to commit themselves on issues that might prejudice
their positions in the Uruguay Round negotiations
on antidumping and subsidies.

In late 1989, negotiations were launched on a
new agreement 0 to phase out subsidies to the ship-
building and repair industry. Negotiations are tak-
ing place in the OECD Council Working Party on
Shipbuilding with the aim of concluding an agree-
ment by the end of 1991. Outstanding issues
include, inter alia, the treatment of export credits,
domestic credit schemes, and the timetable for
phasing out government assistance.

In the OECD’s Export Credit Group, which has
22 industrial country members, negotiations are
proceeding on a new Arrangement on Export
Credits (Consensus) that would strengthen the most
recent agreement concluded in 1987. The Con-
sensus is designed to prevent ‘“‘destructive competi-
tion” for export credit among member countries,
whose export credit agencies are in most cases
financed by national governments. Under discus-
sion are measures that would reduce trade distor-
tions resulting from tied aid credits and interest sub-
sidies. Since around 1982, export credit agreements
have virtually eliminated the average subsidy ele-
ment on medium-term credits to middle-income
countries. As a result. member countries have been
using mixed credits and aid to promote exports. A
proposed agreement presented at the June 1991
OECD ministerial meeting proved unacceptable
and ministers agreed to an end of 1991 deadline for
concluding an agreement; this commitment was
reiterated at the London economic summit in July.

Trade Policy Developments in
Individual Countries

United States

In recent years, the principal objectives of U.S.
trade policy have been to strengthen the multilateral
trade system by completing the Uruguay Round; to
open foreign markets to U.S. goods, services, and
investment; and to promote free and **fair” trade.4!
These objectives have been pursued through multi-
lateral negotiations, bilateral and regional initia-
tives, and the unilateral implementation of U.S.

40T'he previous agreement was concluded in 1973 and revised
in 1983,

41In the GATT, trade liberalization proceeds by the recipro-
cal exchange ol reductions in trade barriers based on a rough
balance of concessions. By contrast, “fair™ trade increasingly
demands “strict™ reciprocity. or equal market access product
by product.
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trade law. The United States played a major role in
launching the Uruguay Round and continues to
place highest priority on its successful conclusion
as the best means of strengthening the multilateral
trade system. It has strongly supported agricultural
reform and the extension of GATT disciplines to the
new areas. services, trade-related investment, intel-
fectual property; its agricultural offer indicated a
readiness to eliminate the 1955 waiver under which
it maintains restrictions on certain agricultural
products.

In May 1991, the U.S. Congress extended the
President’s fast-track negotiating authority through
June 1993, removing one obstacle to the resumption
of serious negotiations. The fast-track extension
also paved the way fornegotiation of a North Amer-
ican Free Trade Agreement including the United
States, Canada, and Mexico. The United States has
supported regional integration in Europe and else-
where and believes that it can be a force for liberal-
ization when pursued in a GATT-consistent frame-
work. Domestically. the Government has been
fairly successful in containing protectionist pres-
sures in the U.S. Congress: however, its unilateral
use of U.S. trade law to pry open foreign markets
and protect U.S. interests has heightened tensions
with trade partners. The United States is a party to
two free trade agreements—one with Israel, estab-
lished in 1985, and one with Canada, effective Jan-
vary 1, 1989—under which it is phasing out tariff's
and other trade barriers according to agreed ten-
year timetables. Underthe U.S.-Canada Free Trade
Agreement (FTA), two rounds of accelerated tarift
cuts, together covering $8 billion of two-way trade,
were completed by mid-1991. While it is too early
to assess the economic impact of the partially
implemented FTA, reviews of performance during
the first two years indicate that both countries con-
sider that implementation has gone smoothly and
that the dispute settlement process has worked
effectively;*2 the number of countervailing and
dumping cases declined from 12 in 1989 to 4 in
{990. However, recent disagreements have sur-
faced over automobile rules of origin (involving
imports of Honda Civics by Honda Motor Co.
Ltd’s U.S. subsidiary from its Canadian plant) and
the domestic content rule for autos under the U.S.-
Canada Auto Pact. The United States wants to
increase the fatter from 50 percent to 60 percent.

In February of 1991, the governments of the
United States, Canada, and Mexico announced
their intention to pursue a North American Free
Trade Agreement (NAFTA), and negotiations
began in June. The aim is to eliminate barriers to

42See United States. Oftice of the President (1991). and Stra-
tegico, Inc. (1990).
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the flow of goods, services, and investment and to
protect intellectual property rights. A number of
developing countries have raised concerns about the
potential for a NAFTA to divert trade and invest-
ment flows and to erode their trade preferences, and
various domestic constituencies in the United States
and Canada have raised a number of “nontrade”
concerns stemming from Mexico’s lower level of
income and standard of living. These include differ-
ences in environmental and labor standards, health
and safety standards, and regulatory and distribu-
tion systems that may affect cost competitiveness
indirectly and lower environmental and other stan-
dards under a free trade agreement.

In June of 1990, President Bush announced the
Enterprise for the Americas Initiative (EAI), which
seeks to address the interrelated problems of debt,
investment, trade, and the environment. In trade,
the aims are to successfully conclude the Uruguay
Round and reduce barriers to trade and investment
in the Western Hemisphere; ultimately, the EAI
envisages a hemisphere-wide free trade area. Since
the announcement of the EAI, the United States has
concluded trade and investment framework agree-
ments with most countries in Central and South
America and the Caribbean. Other initiatives in the
Western Hemisphere included the permanent exten-
sion of the Caribbean Basin Initiative, which pro-
vides tan'ft' preferences to Caribbean countries, and
the extension of trade preference to the Andean
countries (Bolivia, Colombia, Ecuador, and Peru)
additional to those available under the GSP.

The implementation of U.S. trade law to open
foreign markets was intensified after 1988. Sec-
tion 301 of the 1974 Trade Act gives the President
the right to take action against trade practices
deemed unreasonable, unjustifiable, or discrimina-
tory and that burden or restrict U.S. commerce. It
covers practices related to trade in goods and ser-
vices, to U.S. foreign investment, and to the protec-
tion of U.S. intellectual property rights. The 1988
Omnibus Trade and Competitiveness Act
strengthens Section 301 in several ways: inter alia, it
transfers authority to initiate unfair cases from the
President to the U.S. Trade Representative (USTR);
it requires the USTR, under the “Super™ 301 provi-
sion, which expired in 1990, to identify priority
countries and practices and establish a timetable for
the investigation and resolution of identified prac-
tices; and it requires the USTR, under “Special”
301, to identify countries that violate U.S. intellec-
tual property rights. The 1988 act also requires iden-
tification of countries and practices that restrict U.S.
exports of telecommunication equipment and ser-
vices and U.S. access to foreign government
procurement.

Actions taken under the Super and Special 301
provisions of the 1988 Act are summanzed in Ta-
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ble A19. In 1989, three countries—Brazil, Japan,
and India—were identified as priority countries
under Super 301 ; issues were resolved with Brazil
and Japan, but India was identified again in 1990.
After consultations with India, USTR decided not
to take action since the practices under investiga-
tion, which relate to investment measures and
access to the insurance market, were being ad-
dressed in the Uruguay Round. No priority coun-
tries were identified under Special 30l in either
1989 or 1990 because of progress made in ongoing
negotiations; however, in 1991, three priority coun-
tries were identified for violating U.S. intellectual
property rights: China, India, and Thailand. Under
the telecommunications provision of the 1988 Act,
the EC and Korea were designated as ‘‘priority for-
eign countries” in 1989 and agreements on market
access were reached in subsequent negotiations. No
countn'es have been identified as discriminating in
government procurement and, thus far, no retalia-
tory measures have been taken under the Super and
Special 301 provisions of the 1988 Trade Act.
Another important development in trade relations
was the inauguration in 1989 of the U.S.-Japan
Structural Impediments Initiative (SII), which
aimed to address fundamental impediments to trade
and balance of payments adjustment. Each side
identified structural impediments to adjustment in
the other country and agreements were reached in
June 1990 to deal with them.#* Follow-up pro-
cedures call for ongoing discussions and annual
progress reports; the first annual report was issued
in May 1991. The novel feature of the SII talks is
their focus on domestic policies, particularly com-
petition policies and corporate behavior. Five of the
six impediments identified by the United States
were related to domestic competition policies.
Japan identified the shortsighted behavior of U.S.
corporations and inadequate investment in research
and development and human resources as factors
impeding U.S. competitiveness. These develop-
ments point to the increased awareness that differ-
ences in competition policies and conflicts between
competition and trade policies can distort interna-
tional trade and investment flows. These issues are
explored in Appendix II, which examines the inter-
face between trade and competition policies and the

43Japan agreed to increase public investment in infrastruc-
ture. reform land use policies and the distribution system. elim-
inate exclusionary business practices and make keirersic rela-
tions more transparent. and liberalize the foreign investment
regime. The United States agreed to reduce the federal budget
deficit and the Government's exposure to risks from federal
credit programs, promote private saving, improve U.S. com-
petitiveness through greater investment in research and devel-
opment and workforcc education and training, and lower the
cost of capital.
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efforts
policies.
The 1988 Trade Act also authorizes the President
to restrict foreign investment that threatens national
security (the Exon-Florio amendment). As of May
1991, the Committee on Foreign Investment in the
United States had received 560 notices. Of these,
12 transactions were subject to investigation; the
President acted in only one case, ordering the
divestment of a U.S. aircraft parts manufacturer by
the China National Aero-Technology Import and
Export Company. On August 17, 1991, President
Bush signed a bill providing for permanent reau-
thorization of the Exon-Florio provision.

under way to harmonize competition

Japan

Japan has implemented a series of market-
opening measures over the past five years and has
eliminated virtually all formal trade barriers to the
imports of manufactured goods. Despite this, some
of its major trading partners consider that informal
practices impede impoits, foreign investment, and
competition in the domestic market, and this has led
to ongoing discussions of market access issues.
Largely under pressure from trading partners, Japan
has gradually liberalized the imports of beef, citrus
fruits, and some other agricultural products, but its
agricultural sector remains heavily protected,
imposing substantial costs on its economy and caus-
ing trade friction with agricultural exporting coun-
tries (Section VI). On the export side, Japan has
continued to resort frequently to voluntary export
restraints and other forms of managed trade to han-
dle disputes with its trading partners, rather than
seeking multilateral solutions. In a significant
departure from past practice, Japan, in 1988, chal-
lenged the GATT legality of the EC’s anticircum-
vention laws and was supported by the GATT panel
ruling reached in 1990.

Japan has been an active participant in the
Uruguay Round and is particularly interested in
strengthening trade rules in the areas of antidump-
ing, rules of origin, safeguards, and dispute settle-
ment. In the new areas, it seeks to establish disci-
plines on trade-related investment measures and
intellectual property rights. In agriculture, Japan
has stressed the importance of food security and its
need to maintain self-sufficiency, particularly in
rice; in its view, agricultural reforms should first
aim to reduce export subsidies.

During the past several years, market-opening
measures have been implemented in the context of
various initiatives. Under the Action Program for
Improved Market Access, in force for three years
beginning in July 1985. Japan eliminated or
reduced tariffs on over 2,000 items, improved GSP
benefits, and simplified standards, certification, and
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import procedures. In response to a 1988 GATT
panel ruling. 10 agricultural items were liberalized.
Separate bilateral discussions with the United States
and Australia led to progressively larger import
quotas for beef and citrus fruit and their eventual
replacement with tariffs in April 1991.

The Market-Oriented, Sector-Specific (MOSS)
Talks initiated in 1985 with the United States have
sought to improve market access on an MFN basis
in electronics, telecommunications, pharmaceuti-
cals and medical equipment, forestry products, and
auto parts. As part of this ongoing process, in Sep-
tember 1991 Japan and the United States agreed to
undertake a joint study of the originating source of
auto parts used in U.S. and Japanese cars and to
study the problems facing U.S. vehicle and parts
makers trying to export to Japan. In 1990, Japan
introduced a new program of comprehensive import
expansion measures, including tax incentives to
import, financial assistance to importers, the elim-
ination or reduction of tariffs on 1,008 industrial
products (valued at $13 billion in 1988), and pro-
motional programs to encourage imports.

In response to the relatively rapid growth of
domestic demand and the large real appreciation of
the yen in 1985-87, Japan’s trade surplus fell
sharply during 1988-90 from its 1987 peak. This
alleviated protectionist pressures in other countries
to some extent, but the recent and prospective wid-
ening of Japan’s trade surplus has contributed to a
resurgence of protectionist sentiment in the EC, the
United States, and in some Asian countries as well.
Recent years have also seen a change in the struc-
ture of Japan’s imports and exports.** The rapid
growth of manufactured imports has exceeded pre-
dictions based on historical relationships. suggest-
ing that market-opening measures may have played
a role. While the share of manufactured imports in
Japan’s total imports has risen significantly since
1985, the view that the level of Japan’s imports is
unusually low by industrial country standards con-
tinues to be debated by trade specialists.*>

On the export side, total real export growth
slowed sharply following the appreciation of the
yen, reflecting mainly weak demand for consumer
exports, while capital goods exports continued to
expand. Corker (1990) suggests that this pattern is
consistent with the nearly sixfold increase in Japa-

+See Corker (1990).

4SRecent reviews of the evidence are provided in Ostrom
(1991), Bhagwati (1991). and Balassa and Noland (1988). A
number of researchers (Bergsten and Cline (1987). Saxonhouse
(1983) (1985)) have found that the level and composition of
Japan's imports can be explained by its factor endowments.
Others (Balassa (1986), Lawrence (1987), and Lincoln ( 1990))
find evidence that Japan’s imports are *'too low™ based on its
characteristics or that nomrade barriers have affected the level
of imports.
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nese foreign direct investment (FDI) since 198S5.
The growth of outward investment has been attrib-
uted to the appreciation of the yen, which has led to
the establishment of overseas production facilities
in lower cost Asian countries, and to the circumven-
tion of trade barriers, particularly VERs and anti-
dumping duties, in the United States and the EC. As
reviewed above, a high proportion of EC and U.S.
antidumping actions are directed against exports
from Japan, and Japan maintains the largest number
of known voluntary export restraint arrangements
(Table A9). The Ministry of International Trade and
Industry (MITI) estimated that in 1989, exports
covered by restraint agreements accounted for 12}/2
percent of Japan's exports (about 29 percent of
exports to the United States). 45

Japan is also party to “voluntary import expan-
sion” agreements with the United States, which
have raised concerns about discriminatory market
access. As a result of negotiations under Super 301,
Japan and the United States, in March 1990,
reached agreements on Japanese Government pro-
curement procedures for satellites and supercompu-
ters. In June 1991, Japan and the United States
signed a new agreement replacing the 1986 semi-
conductor agreement. Inter alia, the new agreement
aims to increase Japan’s imports of semiconductors
to more than 20 percent of the domestic market by
the end of 1992; it also eliminates price monitoring
and re-establishes normal antidumping procedures.
As part of the agreement, the United States agreed
to lift the $165 million in penalty tariffs imposed in
1987 because of Japan's noncompliance with some
provisions of the 1986 agreement.

Japan and the United States also reached agree-
ment in June 1991 on amendments to the 1988
Major Projects Agreement that will add another 17
Japanese construction projects to the original 17
projects included in the agreement and improve the
transparency of notification and bidding pro-
cedures, as well as dispute settlement procedures.
The total vajue of projects covered by the agree-
ment will increase by $6 billion to nearly $30 bil-
lion, compared with public sector construction val-
ued at $165 billion. Only a small portion of this has
been bid on to date.

European Community

In the EC, trade policies have been strongly influ-
enced by the objectives of EC 1992, developments
in Eastern Europe and the former U.S.S.R.., and
negotiations in the Uruguay Round. EC 1992 aims

46GATT (1990d), p. 200. MITI's figures do not include
exports to the EC of passenger cars. video-cassette recorders
(VCRs). and color televisions. which are subject to monitoring
measures.

24

to establish a unified internal market by the end of
1992. This is being achieved by the dismantling of
remaining intra-EC barriers to the free flow of
goods, services, and factors of production and by
the mutual recognition of national laws and regula-
tions, subject to agreement on certain essential
minimum requirements.

Unification has important implications for trade
policies at both the national and EC-wide levets.
Under Article 115 of the Treaty of Rome, the EC
Commission may authorize import restrictions
(VERs, quotas, etc.) against third countries at the
national level and permit intra-EC restrictions to
prevent indirect imports through other EC coun-
tries. Intra-EC barders will need to be eliminated
and trade restrictions at the national level will either
be eliminated or replaced by EC-wide measures.
Reflecting a tightening of the criteria used by the
Commission in assessing member countries’
requests for intra-EC restrictions, total authoriza-
tions for such measures declined to 128 in 1988,
just over one half of their 1980 level, and to 79 in
1990.

Proposals regarding the phasing out of national
restrictions and the EC’s common external regime
after 1992 are still under discussion. National
restrictions could be replaced by EC-wide measures
that are either more or less restrictive on balance
than existing national restrictions. Most of these
restrictions are in the form of voluntary export
restraints or other forms of monitoring. In March
1989, the last date for which detailed data are avail-
able, the EC was party to an estimated 173 export
restraint arrangements, 96 of which were imposed
at the national level. Sixty-three of these agree-
ments involved Japan, and informal consultations
between Japan and the EC are progressing toward
elimination of VERs by the end of 1992. One out-
come of these discussions was the July agreement to
convert national VERs on Japan's automobile
exports to EC countries to an EC-wide monitoring
arrangement that will limit through 1999 Japan's
exports of automobiles to their current EC-wide
level (about .25 million units) and permit sched-
uled growth in sales by ‘‘transplants,” Japanese
affiliates producing inside the EC. This market-
sharing arrangement has elicited calls for a similar
arrangement between Japan and the United States in
the U.S. Congress.

The Single Market Program and developments in
Eastern Europe and the former republics of the
U.S.S.R. have led to the prospects of an enlarged
EC and other regional preferential trade arrange-
ments. The former German Democratic Republic
became part of the EC as a consequence of German
unification, and five other countries have formally
applied to enter the EC: Austria, Cyprus, Finland.
Sweden, and Turkey; their applications will be con-
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sidered after completion of EC 1992. In June 1990,
formal negotiations started between the EC and
EFTA toward the creation of a European Economic
Area (EEA) by 1993.

Developments in Eastern Europe and the former
U.S.S.R. have added to pressures to reform the
EC’s Common Agricultural Policy (CAP), which is
a major source of friction with the EC’s trading
partners. A fundamental reform of the CAP that
would substantially reduce its adverse effects on
world markets and efficient agricultural producers is
considered essential to bring the Uruguay Round to
a successful conclusion. The EC is working toward
this end, but progress has been slow.

Canada

Since 1984, Canada has reoriented policies to
strengthen the role of market forces in its economy
through tax reform, deregulation and privatization,
and greater openness to foreign trade and invest-
ment. In the area of trade policy, liberalization is
taking place primarily in the context of regional
arrangements. Canada has sought to secure market
access and gain the benefits of economies of scale
and greater competition through the establishment
of the free trade area with the United States, its
largest trade partner, and it is now a full and equal
partner in the trilateral negotiations between Can-
ada, Mexico, and the United States to establish a
NAFTA. Regarding the latter, Canada is interested
in securing its interests in the areas of services,
intellectual property rights, and dispute settlement
procedures and in preserving Canada’s attractive-
ness as a host for foreign direct investment.

The economic impact of NAFTA on the Cana-
dian economy is not expected to be substantial.
Trade with Mexico is relatively small; almost 80
percent of imports from Mexico enter Canada duty
free, with auto components making up the largest
component. The NAFTA might exclude certain
sensitive areas from freer trade: Mexico is inter-
ested in excluding the energy sector; the United
States wants to restrict labor mobility; and Canada
would like to exclude cultural goods.

The Canadian authorities consider that the future
complementarity of regional integration with multi-
lateral liberalization will depend on the outcome of
the Uruguay Round and the effectiveness of the dis-
pute settlement process; accordingly, it continues to
place highest priority on a successful conclusion to
the Round. Having opened up to its largest trade
partner, Canada has strongly supported the multi-
lateral liberalization of trade and services and
strengthened trade rules. In agriculture, Canada is
concerned about the escalation of the subsidies war
between the United States and the EC, which has
become more acute with the increase in the U.S.
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Export Enhancement Program to $1.5 billion. As a
member of the Cairns Group, Canada has worked
for a substantial reduction in trade-distorting agri-
cultural policies, although it wishes to retain its
supply management programs covering milk, eggs,
and poultry.

With the establishment of Investment Canada in
1985 under the Investment Canada Act. restrictive
policies governing foreign investment were reor-
iented toward a regime that actively promotes for-
eign investment. Certain restrictions remain in sec-
tors considered “strategic™ (oil and gas, uranium,
fisheries) and in cultural industries, and Investment
Canada continues to review investments above spe-
cified thresholds.

Other Industrial Countries

Among the smaller industrial countries, Australia
and New Zealand have undertaken the most far-
reaching liberalization of trade in the context of
comprehensive structural reform programs aimed to
deregulate and open their economies to interna-
tional competition. Traditionally, their levels of
protection have been substantially higher than other
industrial countries and the proportion of tariff lines
that are bound is relatively low by industrial coun-
try standards (Tables AS and A6). As part of the
Australia-New Zealand Closer Economic Relations
Trade Agreement, these countrnies achieved free
bilateral trade in goods on July I, 1990, five years
ahead of schedule. Free trade has also been
achieved in most services.

Australia initiated a five-year trade reform pro-
gram in 1988. Under the program, tariffs above 15
percent are to be reduced to 15 percent by July
1992; those between 10 and 15 percent are to be
reduced to 10 percent. Excepted from these tarift’
reduction schedules are textiles, clothing, and foot-
wear and passenger motor vehicles, which are to be
liberalized more gradually; import quotas on pas-
senger motor vehicles were eliminated in 1988. In
March 1991, a second phase of tariff reform was
announced that will lower tanffs on passenger
motor vehicles from 35 percent in 1992 to 15 per-
cent in 2000; will lift quotas on textiles, clothing,
and footwear by March I, 1992 and reduce the max-
imum tariff on these items from 55 percent in 1992
to 25 percent by the year 2000; and will reduce
assistance to agriculture in line with reforms in
manufacturing. It is estimated that completion of
the announced reforms will reduce the effective rate
of assistance to 5 percent by the end of this decade.

New Zealand initiated comprehensive economic
reforms in 1984. On the external side, these
included the elimination of most export subsidies
and incentive schemes, the phasing out of import
licensing (except for some sensitive sectors such as
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textiles, clothing, and footwear, which are being items previously affected and will be entirely elimi-
liberalized in the context of industry plans), a nated by July 1992. In September 1991, the govern-
phased 50 percent reduction in tariffs between 1986 ment announced a further reduction in tanffs by one
and 1992, the lifting of exchange controls, and the third between 1992 and 1996, a somewhat slower
liberalization of the foreign investment regime. In pace of reform than that proposed by the previous
1988, import licensing was abolished for half of the government.
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Trade Liberalization in Eastern European Countries

jlries have initiated and in some cases acceler-
ated comprehensive reform programs designed to
transform their economic systems rapidly into
market-based economies.*’ Liberalization of the
trade and exchange system is an important compo-
nent of these reforms. All six countries have elim-
inated the state monopoly of foreign trade, substan-
tially reduced quantitative restrictions, and moved
toward a trade regime in which price-based mea-
sures (tariffs and exchange rates) are the main trade
policy instruments. Export subsidies, except those
on some agricultural products, have been removed,
and export licensing has been reduced significantly.
In paralle! with the removal of trade restrictions, all
six countries have established the essential ele-
ments of convertibility for current international
transactions although some restrictions remain in
place.

Notwithstanding these reforms. the Eastern
European countries are not yet fully integrated into
the multilateral trade system. Further progress in
this area will depend, inter alia, on (i) further prog-
ress in their own systemic reforms; and (ii)
increased and more secure access to foreign mar-
kets, particularly those of industrial countries. The
latter is of particular importance given the collapse
of trade among former members of the CMEA, the
adverse impact of the Middle East conflict on some
of these countries, and the rapid deterioration in
economic conditions in most of Eastern Europe.

At the London economic summit in July 1991 the
heads of state and government of the Group of
Seven and the representatives of the European
Community recognized that opening their markets

i I n the past few years, Eastern European coun-

47The countn'es covered in this section include Bulgan'a, the
Czech and Slovak Federal Republic (Czechoslovakia), Hun-
gary. Poland. Romania, and Yugoslavia. Yugoslavia differs
from the other Eastern European countries in several important
respects: in the 1950s, it abandoned central economic manage-
ment: its firms were self-managed by workers; its trade and
price regimes were largely liberalized: and it never joined the
Council for Mutual Economic Assistance (CMEA). Its trade
policies are covered in this section because it shared with other
Eastern European countries some of the essential features of the
socialist economic system, including public ownership of the
means of production, and it has recently accelerated its eco-
nomic reforms.
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was the most effective way to assist Eastern
European and other developing countries. They
undertook to bring the Uruguay Round to an *“‘ambi-
tious™ conclusion and to improve access to indus-
trial country markets, including in sectors such as
agriculture, steel, and textiles and clothing. As
major industrial countries are reluctant to reduce
barriers in these sectors unilaterally, the outcome of
the Uruguay Round is critical to the success of
reforms in Eastern Europe. Greater security of
access to foreign markets for Eastern Europe is also
linked to negotiations to revise the conditions of
their membership within GATT to reflect the
greater market orientation of their economies.

Historical Setting: Trade Policy in
the Context of Central Planning

After World War II, the Eastern European coun-
tries were reorganized under the influence of the
U.S.S.R. system of central planning. This process
was largely completed by 1950 and involved large-
scale nationalization of the means of production and
distribution, and the introduction of a central plan-
ning system to set output targets, prices and wages,
and to allocate resources among enterprises.

The coordination of imports and exports was an
integral part of the central planning process. The
composition and level of trade were influenced by a
number of control mechanisms including central
allocation of foreign exchange, and licensing. For-
eign trade organizations were established and had a
state monopoly on foreign trade. Firms did not
trade directly with their foreign counterparts or face
world prices; they exported and imported products
through foreign trade organizations at ruling
domestic prices, with the difference between inter-
national and domestic prices being absorbed (in the
case of losses) or taxed (in the case of profits) by the
government budget. Thus, although tariffs were
generally low, central-plan tools and exchange con-
trols provided a high level of protection for domes-
tic production.

Trade with other centrally planned economies
and market economies involved different arrange-
ments. The former was largely undertaken in non-
convertible currencies within the arrangements of

©International Monetary Fund. Not for Redistribution



the CMEA.*8 This trade was based on five-year
bilateral agreements with annual negotiations to
agree on prices and other details.#? A bilateral sur-
plus with one country could not be used to finance a
bilateral deficit with another country. Trade with
market economies was undertaken mainly in con-
vertible cuirencies and was subject to state control.

The CMEA arrangements resulted in a consider-
able increase in trade among member countries but
also created strong structural dependencies among
member countries and added to distortions in
resource allocation.”® Although some Eastern
European countries were quite open, in terms of the
ratio of trade to GDP, their trade was highly concen-
trated in transactions with other centrally planned
economies, in particularthe former U.S.S.R.3!

The commodity composition of CMEA trade
with socialist countn'es (mostly in the CMEA area)
differed significantly from that with the market
economies (Tables A20 and A21).52 Machinery and
transport equipment were the most important
exports to socialist countries; while food, crude
materials, and manufactured articles generally were
the most important exports to industrial countries.
The Eastern European countn'es exported mainly
machinery equipment and other manufactures to the
former U.S.S.R. in exchange for fuels and raw
materials. Although the arbitrariness of cross
exchange rates used between transferable rubles
and local currencies complicates the analysis, it is
generally agreed that until recently the prices of
Eastern European exports to the former U.S.S.R.,
relative to the world market prices, were set more
favorably than were the prices of Eastern European

48The CMEA was founded by Bulgaria, Romania,
Czechoslovakia. Poland. Hungary, and the former U.S.S.R. in
1949, The former German Democratic Republic joined in
1950. Mongolia, Cuba. and Viet Nam joined in later years.
Albania was a temporary member; Yugoslavia, excluded from
membership in 1949. became an associate member in 1965.

49Prices were denominated in “transferable rubles™ (TR).
The Bucharest formula for pricing goods traded among CMEA
members was. in principle, a five-year moving average of com-
parable world market prices. This formula was easily applied to
trade in primary products, such as crude oil and natural gas.
However, it was more difficult to use for trade in manufactures.
since the quality of the goods made in the CMEA region was
generally inferior to that of the Western goods used as the basis
for the price comparisons. As a result, the five-year average
prices served as a basis for negotiations.

SeInternational Monetary Fund and others (1990), p. 50.

SIFor example. in 1989 exports to the former U.S.S.R. as a
share of total exports were 65.8 percent for Bulgaria, 30.5
percent for Czechoslovakia. 25.1 percent for Hungary, 20.5
percent for Poland. 21.4 percent for Romania, and 20.9 percent
for Yugoslavia (International Monetary Fund (1991a). p. 29,
Table 7). Also International Monetary Fund (1990b), p. 65.
Table 18.

32Socialist countries consisted of CMEA countries, Albania,
China, Cambodia, the Democratic People's Republic of Korea.
the Lao People’s Democr-datic Republic, and Yugoslavia.
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imports from the former U.S.S.R., relative to
world market prices. Given the importance of the
former U.S.S.R. in their total trade (and provided
trade patterns were unchanged), this implied that
the overall terms of trade of Eastern European
countries were quite favorable compared with what
they would have been without the CMEA arrange-
ments; it has been estimated that moving to world
market prices would involve a terms of trade deteri-
oration in the range of 20 to 30 percent for Eastern
Europe.>3

Some Eastern European countries had undertaken
partial economic reforms prior to the political revo-
lution that swept Eastern Europe in 1989. For the
most part, these reforms were undertaken within the
context of the socialist system, and they attempted
economic decentralization and partial decontrol of
prices while retaining social ownership of the
means of production.’* But market freedom
remained circumscribed by state orders and remain-
ing price controls. Although planners no longer
exerted Lotal control over trade, central planning
tools and administrative control measures continued
to dictate trade flows and patterns. The absence of
private property rights limited the role of profit
incentives and discouraged entrepreneurship.

Recent Reforms and Design Issues

Recent Reforms

While the extent of reform and the initial condi-
tions have varied considerably across Eastern
Europe, the process of systemic change has acceler-
ated during the past two years.3> After decades of
partial reforms, Hungary, Poland, and Yugoslavia
accelerated their reform efforts in 1989, and in 1990
Poland implemented more far-reaching reform mea-
sures. Although their systems remained more cen-
tralized up to 1990, in early 1991, Czechoslovakia,
Bulgaria, and Romania began to implement compre-
hensive reforms. In all countries, reforms are being
supported by financial resources and technical assis-
tance provided by the Fund and the World Bank.

A move toward currency convertibility and more
open trade regimes are important components of
reform in all Eastern European countries.>® As of

s3Kenen (1991).

S4Earlier reform efforts are discussed in International Mone-
tary Fund (1991a). Williamson (1991), Gelb and Gray (1991).
and. for the Hungarian case, Boote and Somogyi (1987).

555ee International Monetary Fund (1991a) and Starrels
(1991) for a discussion of the main features of economic
reforms implemented during the past two years.

s6The concept of currency convertibility as defined by the
International Monetary Fund refers to the unrestn'cted and non-
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June 1991, most of these countries had substantially
liberalized their trade and payments systems (Ta-
ble 6). In parallel with the removal of trade restric-
tions, all countries have established a degree of
convertibility, although some restrictions remain in
place. In Hungary and Poland, convertibility is
largely limited to the enterprise sector, and most
countries have maintained limits on travel
allowances.3? Most countries have a unified official
exchange rate for commercial transactions; in the
1980s Hungary, Poland, and Yugoslavia unified
official exchange rates for trade with the convertible
currency area, and Poland and Yugoslavia gradu-
ally eliminated various exchange subsidies, the
level of which was dependent (except in the case of
Hungary) on the end-user of foreign exchange. Bul-
garia and Czechoslovakia unified exchange rates for
commercial transactions between December 1990
and February 1991. In Czechoslovakia, Hungary,
Poland, and Romania residents are authorized to
hold foreign currency accounts and use them freely.
In Yugoslavia, convertibility was largely estab-
lished in January 1990, but various restrictions,
including limitations on withdrawals from foreign
currency accounts, were reintroduced toward the
end of the year when foreign exchange reserves
dwindled. All countries permit inward foreign
investment and repatriation of dividends and
profits.

In the trade area, all six countries have eliminated
the state monopoly on foreign trade and drastically
reduced quantitative import restrictions.>® In
Yugoslavia, the share of liberalized imports
increased from 15 percent in 1986 to 88 percent by
the end of 1990. In Hungary, 90 percent of imports
arebeing liberalized over a three-year period starting
1989, with most having been liberalized by 1990. In
Romania, all quantitative restrictions have been
eliminated. In Poland, most nontarift' restrictions
were removed in January 1990, Czechoslovakia vir-
tually eliminated import licensing in January 1991,
and Bulgaria eliminated import licensing except for
a small negative list of imports, in February 1991.5°

The elimination of most implicit and explicit
nontariff’ barriers and the liberalization of exchange
controls means that tariffs and exchange rates have
become the principal trade policy instruments in

discriminatory availability and use of domestic currency to
effect payments and transfers for current intemational
transactions

57In Poland. however, households are allowed 10 acquire for-
eign exchange in the parallel marke1 a1 the prevailing rate for
ransactions for which foreign exchange is not available
through the official market.

5¢In Yugoslavia. the state monopoly on foreign trade was
removed in 1950.

s90 icensing was reintroduced 1n June 1991 for catle. beef.
and butter.
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these countries. Traditionally, the level of tariffs in
Eastern Europe was relatively low and domestic
industry was effectively protected by central plan-
ning tools. While some modifications in tariff rates
and structures have been made, average tariff rates
in these countries remain relatively low.60

Modifications in tariff's include the following:
Poland unified its three commercial and noncom-
mercial customs tanffs schedules (January 1990)
and suspended customs duties (June 1990) on 4,500
import items until July 31, 1991. Poland recently
restructured its tariff schedule to provide an average
rate of about 14 percent, including a virtual across-
the-board temporary surcharge of S percent; this is
significantly above the rate that prevailed prior to
suspension of some tariff's in June 1990. Yugoslavia
reduced tariff rates and the number of items
exempted from tariffs, which left the average effec-
tive tariff rate largely unchanged (March 1990).
Romania eliminated various discriminatory features
in its tariff system, such as the application of differ-
ent tariff rates depending on the end use of imports
and reduced its highest rates (January 1991); a fur-
ther reduction in the average tarift level and a more
simplified tariff’ structure are expected to be intro-
duced in the second half of 1991. Czechoslovakia
introduced a temporary surcharge of 20 percent on
consumer goods imports (end of 1990) to mitigate
the impact of rapid import liberalization on the bal-
ance of payments;6' the rate was reduced to 15 per-
cent in June 1991 and is to be eliminated by the end
of 1991. Bulgama introduced a temporary surtax of
IS5 percent on imports of consumer and some other
goods (early 1991) to provide protection to indus-
tries as they restructure and to safeguard the balance
of payments. Major reviews of the tariff and protec-
tive structure have been initiated by Bulgaria and
Czechoslovakia in consultation with the World
Bank. Further adjustments are contemplated in tar-
iffs in some countries in the context of multilateral
and bilateral negotiations.

Measures have also been taken to liberalize
exports. Most export subsidies have been removed
and export licensing has been significantly reduced
in most countries. However, some restrictions
remain in place in all Eastern European countries,
in particular, to comply with VERs and quotas

s0Average tanff rates were about 5 percent in Czechoslovakia
(1990). 16 percem in Hungary (1991), about i4 percem in
Poland {1991). and about 7 percent in Yugoslavia (1990). In
Bulgaria. average MFN tariff' rates are 5.9 percent on inter-
mediate goods. 7.4 percent on capital goods. 13.3 percent on
consumer goods, and 7.9 percent on agricultural preducts

91This was applied to all imports except those from countries
with which Czechoslovakia has free irade agreements {e.g..
Finland). Czecheslovakia notified this surtax 10 the GATT Bal-
ance of Paymenis Commitiee because it increased some tarift's
above their "bound™ levels.

©International Monetary Fund. Not for Redistribution
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EASTERN EUROPEAN COUNTRIES h

Table 7. Bilateral Trade Arrangements Between Eastern European Countries
and the Former U.S.S.R.?

Bulgaria

Nepgotiated an agreement with the former U.S.S.R. in January 1991, which contains an indicative list of tradable goods. Trade
under the agreement is effected at world market prices in U.S. dollars on a clean’'ng basis in convertible currencies. A trade
agreement was signed with Belarus and the Russian Federation, and discussions are under way with Ukraine.

Czechoslovakia

“Indicative lists™ of products in which trade between Czechoslovakia and the former U.S.S.R. would be of mutual benefit
havebeendrawn up, and a temporary clearing arrangement denominated in U.S. dollars is in operation forthese goods. In
addition, clearingaccounts in national currencies are to be established for goods outside indicative lists with prices to be nego-
tiated between trading parties involved and without guarantees by authorities. Efforts are being made to establish barter trade
between Russia and Czechoslovakia and to set up a foreign trade bank to help develop trade between the republics.

Hungary
The authorities are seeking to boost trade, particularly exports, with the former U.S.S.R. by bilateral contracts involving bar-
ter deals.

Poland

Nepgotiated an agreement with the former U.S.S.R. in early 1991, which contains a selective indicative list of tradable goods.
The mode of trade and payments (cash. countertrade, barter, etc.) has been left at the discretion of the traders themselves. In
addition, Poland recently signed an agreement with the former U.S.S.R. (July 1991) to supply (i) medicine in exchange for oil
and natural gas, under a barter deal; (ii) food in exchange formetals; (iii) textiles in exchange for petroleum products; and (iv)
railway wagons in exchange for natural gas.

In September 1991, Poland signed agreements with the former U.S.S_R. tosupply (i) medicineand electric engineering prod-
ucts in exchange for iron ore, natural gas, cellulose, and other raw materials: and (ii) fruit and agricultural products in
exchange for natural gas.

Romania

The authorities are discussing with the former U.S.S.R. a *‘mini-clearing’ arrangement whereby the two countries would
agreeon a list of products that would compn’se their mutual trade: any imbalances would be settled in U.S. dollars. 1 n addi-
tion. other arrangements including barter, countertrade. and special clearing for military goods are being sought.

Yugoslavia
The bilateral clearing arrangement with the former U.S.S.R. was terminated in January 1991.

Source: Based on information provided by national authorities.

'Fotlowing the dissolution of the Council for Mutual Economic Assistance (CMEA). and the breakdown of trade among former members.
the former U.S.S.R. announced ils intention 10 return 1o clearing arrangements in national currencies with former CMEA countries. The
former U.S.S.R. has allowed its banks to establish correspondent accounts in national currencies with banks in Czechoslovakia and Poland,
which would serve for setilement in national cuirenciesof cestain trade ingoods and services, including tourism expenditure.

applied by trading partners in sectors such as tex-

tiles and clothing, agriculture, steel, and coal. In
addition, temporary export bans were introduced
(Bulgaria in 1990) and licensing retained (Czecho-
slovakia) to ensure adequate domestic supplies of
products such as foodstuffs and raw materials dur-
ing the adjustment processé2 and to prevent the
export (or re-export) of products that are subject to
domestic price controls or imported at the official
exchange rate (Romania).

At its 1990 meeting in Sofia, the CMEA an-
nounced that it intended to conduct all trade in
convertible currencies and at world market prices
beginning January 1, 1991. However, with the col-
lapse of CMEA trade, countries have made or are

62In June 1991, Bulgaria reduced the number of export bans
to six items and eliminated all export taxes.
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making arrangements aimed at maintaining some
minimum level of trade with former CMEA coun-
tries, especially the Commonwealth of Independent
States (Table 7). Poland, Bulgaria, and Czecho-
slovakia negotiated agreements with the former
U.S.S.R. that contain a selective ‘‘indicative list*
of tradable goods and barter trade. Hungary and
Romania are also seeking to boost trade with the
former U.S.S.R. through the use of bilateral trade
arrangements that may involve barter trade. In June
1991, the former U.S.S.R. lifted the ban on barter
trade that applied during the first several months
of 1991.

By and large, the Eastern European countries
now have relatively open trade and payments sys-
tems. However, with the collapse of CMEA trade
and the deterioration in their domestic economies
and external accounts, some of these countries are
facing pressure to provide protection for domestic

©International Monetary Fund. Not for Redistribution
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producers.¢3 In addition, partly in response to
access difficulties in industrial country markets and
EC export subsidies, some of the Eastern European
countries have introduced measures to protect their
agricultural sectors. In Czechoslovakia (pending
amendments to customs tariffs and other forms of
protection), export subsidies and import quotas
were introduced on agricultural products in June
1991 to deal with mounting surplus production.
Poland has reintroduced tariffs on some agricultural
products, under pressure from its farm lobby.

Issues in the Design of Trade Reform

A broad consensus has emerged both on the need
for a rapid and comprehensive reform in Eastern
Europe and on the main elements of such a reform
package.%* The latier include macroeconomic stabi-
lization and control; liberalization of trade and
establishment of conveitibility for current account
transactions; price liberalization and the develop-
ment of a competitive private enterprise sector; the
creation of efficient financial institutions and the
liberalization of financial markets; deregulation of
labor markets, and the establishment of a social
safety net. Reform programs must be credible and
specify the long-term objectives and transition path
at the outset of the reform.%3

Within this context, there is a broad consensus
that trade liberalization should be implemented
early in the reform process®¢ An accelerated pace of
trade liberalization in reforming socialist econ-
omies is considered essential because, compared
with market economies, relative prices are highly
distorted, factor markets function poorly, domestic
production is more highly concentrated, the extent
of state ownership is much greater, and trade has
been distorted by arrangements among former
CMEA members.® In these circumstances, liberal-
ization of the trade and payments system helps to
establish a rational set of relative prices for traded
goods and to prevent distortions due to monopolis-
tic pricing and the loss of productive efficiency. In
addition, access to imports and foreign investment
facilitates the acquisition of foreign technology.

Notwithstanding the above considerations, it has

©3 This point was made, for example. by the Hungarian rep-
resentative to the GATT Council at the time of the review of
Hunpgary's trade policies under GATT's Trade Policy Review
Mechanism (GATT Newsletter. May/June 1991).

%4]nternational Monetary Fund (1991a) and Gelb and Gray
(1991).

65Calvo and Frenkel (1991a) and Genberg (1991).

ss]nternational Monetary Fund and others (1990), Lipton and
Sachs (1990), Fischer (1990), and Havrylyshyn and Tarr
(1991).

67Havrylyshynand Tarr (1991).
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been suggested that temporary tarift protection
might be provided in the short wun to avoid the
move to world prices being disruptive. McKinnon
(1991a), for example, notes that enterprises in East-
ern Europe have long faced distorted relative prices
and argues that the tariff structure should initially
continue to provide some protection to those
industries that were heavily protected under the old
system; this would involve differential tariff
increases—not  across-the-board surcharges—for
industries that would be viable if provided a tempo-
rary adjustment period.%® Tariffs would subse-
quently be unified and phased down according to a
preannounced schedule. In this connection, it has
been noted that devaluation is not an option because
it increases the price of all goods, including inputs
for production, which would still result in negative
value added in certain industries under the new
world price structure.6?

Others point out that consideration of the above
approach also needs to take into account its poten-
tial costs and risks, as well as any GATT implica-
tions.’? In particular, this approach has risks if the
preannounced schedule of tariff’ reductions lacks
credibility; a perception that the weakened links
between domestic and world relative prices could
be extended for longer periods would reduce pres-
sure for adjustment in precisely those enterprises
facing the largest adjustment tasks and delay their
integration into the world economyj; in this context,
even if a schedule is preannounced, a phased
approach would allow time for political opposition
to further liberalization to be mobilized. Apait from
these considerations, experience elsewhere sug-
gests that governments are not well placed to deter-
mine which industries are likely to be viable over
the medium term. In addition, high average tariff
rates, whatever the degree of dispersion. act as a tax
on exports. A final point of particular importance to
reforming socialist economies is that this approach
would partly negate the positive contribution trade
liberalization can make toward eliminating distor-
tions due to monopolistic market structures.

62ln particular, before the reforms, the prices of energy and
raw materials were held artificially low. while quantitative
restrictions kept out foreign produced manufactured goods.
This resulted in high rates of effective protection for finished
manufactured goods and negative rates of protection for energy
and raw matenals.

McKinnon (1991a). However. sufficient restraint on
wages. a significant input for production. would probably
address the negative value-added problem.

70Increases that would raise tariffs above “‘bound™ levels in
GATT would need to be negotiated with other Contracting Par-
tics. Although there is no explicit legal precedent for accepting
higher tariffs in exchange for a reduction in quantitative restric-
tions. Article XXVI11 of GATT provides the legal framework
for renegotiating tarifl’ bindings.
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Tariffs have been increased in some cases to pro-
tect the balance of payments, to reduce budget defi-
cits (Bulgama and Poland), and to discourage
imports of consumer goods. Those who argue
against the use of tariffs for these purposes note that
devaluation supported by appropriate fiscal and
monetary policies is normally a better option to pro-
tect the balance of payments and contain inflation,
in that it provides a neutral incentive structure,”!
and that domestic taxes are a less distortionary
instrument to increase fiscal revenue and discourage
consumption.

To the extent that the domestic tax instruments
and other indirect policy instruments necessary for
macroeconomic control are not in place, however,
and that the administrative capacity to put such sys-
tems in place quickly is lacking, some temporary
increases in tariffs may be unavoidable.”2 In this
connection, as a mechanism to control the balance
of payments, price-based measures, such as tariffs,
are preferable to quotas and other quantitative
restrictions, in that they are more transparent and,
provided tariffs are not prohibitive, they maintain
the link between domestic and international prices.

As indicated above, Eastern European countn'es
have negotiated or are seeking new bilateral trade
and barter agreements with the former U.S.S.R. or
the Commonwealth of Independent States (and in
some cases with other former CMEA countries) as a
way of cushioning the impact of the collapse of
CMEA trade. In the current circumstances, with the
collapse of trade due to the shortage of foreign
exchange and disorganization in the Common-
wealth of Independent States, these arrangements
are considered necessary to maintain a certain level
of trade and avoid unnecessary enterprise closure,
In most cases, bartertrade appears to involve inter-
enterprise arrangements. These agreements tend to
sustain the distorted production structures and trade
flows and to delay the process of adjustment. To
limit the possible adverse effects of such arrange-
ments, it has been suggested that where they
involve government agreements, they should
ensure that they do not limit the autonomy of indi-

7'Some suggest that tan'ffs are a better option in the short run
because (i) tariffs raise revenue and thus improve the country’s
fiscal position. whereas devaluation has that effect only if the
government owns the export industries; (ii) devaluation pushes
up the prices of all goods, including intermediate goods and
necessities, whereas tariffs can be concentrated on less essen-
tial goods: and (iii) the prospect of future declines in the prices
of dur-able consumer goods as the tariffs are removed will create
an intectemporal substitution effect in favor of delaying con-
sumption (see Williamson (1991)).

72This issue is discussed in Lane and Dinopoulos (1991),
who conclude that some combination of debt reduction and tax
reform may facilitate market-oriented reforms in socialist
economies.
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vidual enterprises to negotiate with the foreign
enterprises and that trade is conducted at world
market prices and imbalances settled in convertible
currencies within a relatively short period.7*

With the collapse of CMEA, interest has re-
emerged in regional clearing and payment arrange-
ments covering Eastern Europe alone or together
with the Commonwealth of Independent States.
Two basic alternatives have been suggested: (i) a
simple clearing arrangement with a relatively short
interval between settlement dates (one to three
months); and (ii) payments arrangements, where
clearing is supplemented by a facility that provides
short (one year) or even medium-term credit to the
participants—similar to the European Payment
Union (EPU) after World War I1.74 It is widely rec-
ognized, however, that there are large differences
between the postwar situation in Western Europe
and the present situation in Eastern Europe. In par-
ticular, the combined market size of Eastern Europe
is relatively small. the combined trade of Eastern
Europe (in both convertible and nonconvertible cur-
rencies) was estimated at less than 4 percent of total
world trade in 1988, while members of the EPU
accounted for about 35 percent of world exports in
1950.73 Even if the former U.S.S.R. is included,
the combined market size covered is relatively
small;?6 moreover, to the extent that trade with the
former U.S.S.R. has been interrupted by adminis-
trative problems, there is great uncertainty regard-
ing new clearing schemes that rely on better admin-
istration and communications. Thus, while such
schemes may be somewhat less distortionary than
bilateral ones, they are unlikely to resolve the
underlying problems and could slow the process of
integration of former CMEA countries into the
international trade system.

Integration into the Multilateral
Trading System

The full integration of the Eastern European
countries into the multilateral trade system will
depend on (i) further progress in their own systemic
reforms; and (ii) increased and more secure access
to Western markets. While the trade reforms
already implemented will take time to have their
full impact, further domestic reforms to make mar-
kets more competitive are required to enable East-

7*Michalopoulos and Tarr {i991).

7aSee Michalopoulos and Tarr (1991) and Kenen (1991) for
detailed discussions

75Tarr (1991).

76The combined trade of Eastern Europe and the former
U.S.S.R. is estimated at less than 10 percent of total world
trade (see Collins and Rodrik (1991)).
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ern Europe to realize the full benefits of the
exchange and trade reforms recently implemented.
In this connection, privatization, the development
of competitive factor markets, and the establish-
ment of the legal framework necessary to secure a
competitive market environment are of particular
importance.

As the Eastern European countries reform their
economies, their trade expansion and changing
trade pattern will need to be accommodated mainly
by western industrial markets. Several recent
studies estimate that, with the disappearance of the
CMEA arrangements and the transition to market
economies, the pattern of trade of Eastern Europe
would be substantially changed, shifting from cen-
trally planned economies to industrial markets,
especially to Western European countries.””

The recent collapse of CMEA trade, especially
with the dissolution of the U.S.S.R. and East Ger-
many, and the disruption of trade with Iraq (a sig-
nificant trade partner for Czechoslovakia, Bulgaria,
and Romania) makes access to western markets of
even greater importance. The volume of exports to
former CMEA trading partners in 1991 is expected
to decline by 35-65 percent in Bulgaria,
Czechoslovakia, Hungary, and Romania, and by
about 75 percent in Poland.”8 This was mainly due
to dislocation and foreign exchange shortage in the
former U.S.S.R. (as well as in other CMEA coun-
tries, notably Romania and Bulgaria); the unifica-
tion of Germany, which partly diverted east Ger-

7?Center for Economic Pelicy Research (CEPR) (1990). Col-
lins and Rodrik (1991), and Havrylyshyn and Pritchett (1991).
For example, Havrylyshyn and Pritchett show, using a gravity
model, that the bilateral trade pattern in Eastern Europe is
markedly different from that expected for countes with their
income level, location, and size because it was determined less
by market forces and more by political and economic relation-
ships binding Eastern Europe and the former U.S.S.R. together
in the CMEA. They find that a natural pattern of trade would be
almost exactly the reverse of the current pattern where actua)
flows of trade for Eastern Europe are about 60-80 percent
within the East Bloc; and 20-30 percent with Northern Europe.
Collins and Rodrik also conclude that the natural trade partners
of Eastern Europe are the advanced industrial countries of
Europe. rather than each other. Some scope for trade expansion
may also exist between Eastern Europe and the dynamic Asian
economies. Trade between the two regions has expanded rap-
idly during the last several years. For example, the value of the
Republic of Korea's exports to Eastern Europe has increased by
about five times and imports have increased by about 3.5 times
during 1988-90. Major export items by the dynamic Asian
economies to Eastern Europe include electronics and other con-
sumer goods. while major export items by Eastern Europe to
those economies include machinery. chemical, and steel prod-
ucts. Total amounts of Eastern European trade with dynamic
Asian economies. however, remain small relative to trade with
industrial markets.

78The decline of non-CMEA exports was also significant for
these countries, except for Hungary and Poland where non-
CMEA exports increased significantly.
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many’s trade from Eastern Europe; the inexperience
of traders in managing trade under the new trade
rules; and the expected adjustment of trade flows to
the removal of controls and distortions that previ-
ously characterized the CMEA regime. This situa-
tion has been aggravated by the extension of tied aid
and export credits by industrial countries to the for-
mer U.S.S.R., which may have diverted trade from
Eastern Europe to industrial countries.

Access to Industrial Country Markets

During the past three years industrial countries
have taken a number of steps to improve the access
of Eastern Europe to their markets (Table 3). Previ-
ously, the lack of MFN tariff status was the major
obstacle to the United States market. In 1989, only
Hungary, Poland, and Yugoslavia had MFN status;
imports from Romania, Bulgaria, and Czechoslo-
vakia were subject to substantially higher-than-
MFN rates of duty.”® The United States extended
MFN status to Czechoslovakia in November 1990
and to Bulgaria in Aprit 1991 and is expected to
extend it to Romania soon. (It extended permanent
MFN status to Hungary and Czechoslovakia in
October 1991.) It also extended GSP treatment to
Hungary (November 1989), Poland (January 1990),
and Czechoslovakia (May 1991).89 [n addition, the
United States has increased the quantities of steel
products subject to VERs that may be imported
from Hungary and Poland. It plans to further relax
quotas on textiles and steel imports from
Czechoslovakia, Poland, and Hungary, and to
expand the list of imports under GSP from these
countries.*!

Major changes in EC relations with Eastern
Europe have occurred in the past three years. Prior
to the Luxembourg Declaration between the EC and
CMEA in June 1988, trade with CMEA countries
was subject to extensive quantitative restrictions
of both a selective (discriminatory) and nonselec-
tive nature. Between 1988 and 1991, the EC en-
tered into separate Cooperation Agreements with
Bulgaria, Czechoslovakia, Hungary, Poland, and
Romania (Table 8).82 These agreements contained

79In the case of Romania, after the Ceausescu Government
renounced MFN privileges in February 1988, the United States
suspended the MFN provision under the 1974 Trade
Agreement.

%Yugoslavia has received GSP treatment from the United
Statessince 1976.

$1The United States plansto renegotiate bilateral agreements
on textile quotas with Hungaty, Poland, and Czechoslovakia by
the end of 1991. 1t also plans to increase cheese quotas in the
context of the Uruguay Round negotiations {White House.
July 12, 1991]).

82The EC has had a cooperation trade agreement with
Yugostavia since 3980; it provides for financial and technical
aid and includes trade preferences for Yugoslavia's exports.
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Table 8. Market-Opening Measures Taken by Industrial Countries for Eastern European Exports

Bilateral Agreements for

MFN Treatment Market Opening

Country GSP Treatment

All OECD countries
(United States in April 1991)

Bulgaria Australia, Austria. Canada, EC
(January 1991), Finland, Japan,
New Zealand, Norway, Sweden,

Switzerland

EC (January 1991),
United States (May 1991)

EC (April 1990),!
United States (October 1990)2

All OECD countries
(United States in November
1990)

Czechoslovakia EC (December 1988),!
United States (April 1990).2

EFTA (June 1990)3

Hungary All OECD countries Australia, Austria (July 1988), EC (September 1988),!
(United States in 1978) Canada. EC (January 1990), EFTA (June 1990)3
Japan, New Zealand,
United States (November 1989)
Poland All OECD countries Australia, Austria, Canada, EC EC (September 1989),'
(United States in 1987) (Januaty 1990), Japan, New EFTA (June 1990)3
Zealand. United States
(January 1990)
Romania All OECD countries Australia, Austria, Canada, EC, EC (May 1991)!
except United States* Finland. Japan, New Zealand.
Norway. Sweden. Switzerland
Yugoslavia All OECD countries United States (1976)

(United States in 1948)

quantitative restrictions.

operate in the corresponding countries.

soon.

an MFN clause and provided for the phasing-out
over a ten-year period of all selective quantitative
restrictions. The implementation of these agree-
ments was overtaken by the dramatic developments
since 1989. In 1990, the EC abolished the applica-
tion of selective quantitative restrictions, except in
sensitive sectors, such as agriculture, textiles and
clothing, steel, and coal, and suspended the appli-
cation of nonselective quantitative restrictions to
Czechoslovakia, Hungary, and Poland. It also
granted GSP treatment to all Eastern European
countries.

In addition, the EC has concluded Association
Agreements with Czechoslovakia, Hungary, and
Poland.®3 In the trade area, these agreements will
provide for a move to free trade between the EC and
each of the three countries in most industrial prod-
ucts, but separate protocols are likely for agricul-
ture, textiles and clothing, steel, and coal; the
extent to which these sectors will be covered in the

83Bulgariaand Romaniahavealso requested the EC to under-
take preliminary discussions on an Association Agreement.

Sources: United Nations Conference on Trade and Development (i990b); and national authorities.

Note: EC = European Community: EFTA = European Free Trade Association; GSP = Generalized System of Preferences: MFN = most
favored nation: OECD = Organization for Economic Cooperation and Development.

'Cooperationagreements with the EC that contained an MFN clause and provided for the phasing oul over a ten-year period of all selective

3The agreements provide for the mutual extension of MFN treatment and will geneially improve the capacity of American businesses to

*Cooperation agreements that covertrade promotion and economic, industrial, technological. and scientific cooperation.
“MFN status suspended by United States on July 3. 1988 by mutual agreement. It is expected that the United States will resume MFN status
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agreements is still under discussion. They are also
expected to contain provisions on safeguards, rules
of origin, antidumping rules, subsidies, intellectual
property, the legal protection of nationals from the
three Eastern European countries in the EC, and
competition policy. The agreements are expected to
be implemented over a maximum period of ten
years, but the EC will likely reduce tariff and non-
tariff barriers faster than its partners.

The likely provision of separate protocols for
agriculture, steel, coal, and textiles and clothing,
reflects the “‘sensitivity” of these sectors in EC
member states. For agriculture, the coverage of
products, particularly those covered by the CAP,
has been subject to intensive discussion. A limited
coverage of agriculture may raise doubts about the
conformity of these agreements with GATT, in that
Article XXIV of GATT requires, inter alia, that free
trade agreements cover substantially all trade. The
extension of these agreements to cover all agri-
cultural products would, however, in the absence of
a fundamental reform of EC agricultural policies,
add to the surplus EC production, increase the bud-
getary costs of the CAP, and further depress world
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market prices.®# A significant increase in access to
the EC market for Eastern European agricultural
products would thus seem to be linked to the reform
of the CAP and the outcome of the Uruguay Round
negotiations.3>

The inclusion of a separate protocol on coal and
steel partly reflects institutional factors.2¢ In addi-
tion, in the case of coal, the move to free trade
creates difficulties for EC member states (Germany
and Spain) that have heavily subsidized coal sectors
and limit imports of coal from Poland through bilat-
eral agreements. Although steel will likely be cov-
ered by a separate protocol, the EC council decided
(April 15, 1991) that this product would be treated
as any other industrial product, provided the three
Eastern European countries abide by EC rules on
prices and subsidies. A question yet to be decided is
whether the three Eastern European countries will
be required to commit themselves to capacity reduc-
tions in steel.3” In the case of textiles and clothing,
the EC and other industrial country markets are cur-
rently protected by the MFA and VERs. The main
issue to be decided in the negotiations between the
EC and the Eastern European countries involves the
length of the transitional period to free trade.

Czechoslovakia, Hungary, and Poland also
signed cooperation agreements with the EFTA in
June 1990 and agreed to jointly examine the condi-
tions for gradually establishing a free trade area.
For a transition period of ten years, tariff reductions
by the EFTA members are envisaged to proceed
more rapidly than in the partner countries.

In spite of measures taken so far, Eastern Europe
still faces substantial barriers to industrial country

84According to one estimate (Center for Economic Policy
Research (1990)) a world market price reduction of at least 10
percent for wheat and 9 percent for coarse grains would be
necessary to absorb a 20 percent increase in the production of
these commodities in Eastern Europe and the former U.S.S.R.
from their 1988 levels.

85A September 30. 1991 proposal by EC foreign ministers
would allow a 10 percent annual increase in beef and mutton
imports from the three Eastern European countries for five
years. (Current shipments from the three countries are around
28,000 metric tons a year.) Undera *triangular trade’ arrange-
ment. the EC would help finance food exports from the three
Eastern European countries to the former U.S.S.R.; such
exports would be deduced from the increased EC quota (Inter-
national Trade Reporter (1991), p. 1425).

36Steel and coal are covered by the European Coal and Steel
Community (ECSC) treaty signed in 1951. The EC has execu-
tive authority for the ECSC, but its powers under the ECSC
treaty are greater than under the EEC treaty: these powers have
been used to contro! production and prices of steel within the
EC.

87Steel industry experts in the EC and independent studies
suggest that production in the whole of Eastern Europe, includ-
ing the former U.S.S.R., needs to be cut by 50 percent to
achieve the aim of a competitive subsidy-free industry
(European Report (1991)).
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markets, particularly in agriculture, textiles and
clothing, and steel products, which are important
export items of Eastern Europe to industrial coun-
tries.88 These barriers take the form of quotas.
VERSs, and other restrictions, as well as tariff peaks
and escalation and also affect other developing
countries (Table 9). In this connection, the EC
quota on beef from Eastern Europe was cut in April
1991 to avoid a further growth in stockpiles in the
EC.

Without substantial improvement in the access of
Eastern Europe to industrial country markets, the
economic reforms of these countries could be jeop-
ardized. The major remaining barriers to industrial
country markets are concentrated in sensitive areas,
such as agriculture, steel, and textiles and clothing.
Given the reluctance of major industrial countries to
remove restrictions in these sectors on a unilaterdl
basis, increased access to these sectors is depen-
dent, in part, on the outcome of the Uruguay
Round.

As indicated above, bilateral credits and easy
financing terms offered by industrial countries that
are tied to imports from industrial countries may
have diverted trade from Eastern Europe. In this
connection, the United States recently provided
farm aid credit to the former U.S.S.R. that is tied to
purchases of U.S. farm goods. The German author-
ities have put in place special export insurance
facilities to support east German exports to the for-
mer U.S.S.R; these facilities, which were granted
a waiver from normal rules followed by OECD
members until the end of 1991, permit zero cash
down payments, a grace period on long-term
credits, and extended repayment periods. In addi-
tion, budget subsidies granted by the German fed-
eral government for exports to the former U.S.S.R.
by east Germany increased east German exports to
the former U.S.S.R. in 1990, possibly displacing
Eastern European exports.

Full Integration into GATT

All Eastern European countries, except Bulgaria,
are Contracting Parties to the GATT. Bulgaria has
been an observer to GATT since 1967 and applied
for membership in 1986; a Working Party on its
accession was established in 1986. With the excep-
tion of Czechoslovakia and Yugoslavia, special
provisions were applied to these countries when
they acceded to GATT to ensure that reciprocal

8%For example, during 1985-89 these three sectors repre-
sented 28 percent of Czechoslovakia's exports to the EC and 36
percent of its exports to the United States; for Hungary, the
corresponding figures were 39 percent and 27 percent: and for
Poland. 30 percent and 65 percent.
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Table9. Industrial Countries’ Nontariff Barriers to Exports by Eastern Europe?

Antidumping?

Voluntaty Export Investigations Provisional Definitive Price
Country Restraint/Quota2 initiated measures duties undertakings
Bulgaria EC (meat, textiles and EC (3) EC(4) EC (2) EC (I)

clothing, steel)
Austria (textiles)
Canada (clothing)
Sweden (textiles and clothing)
Switzerland (textiles and

clothing)
United States (woolen coats)
Czechoslovakia EC (meat, textiles and EC(4) EC(2) EC(2) EC (1)
clothing, steel) Australia (2) Australia (I) Australia (I)
Canada (clothing) Sweden (2)

Norway (textiles)

Sweden (textiles and clothing)

Switzerland (textiles and
clothing)

United Kingdom (footwear,
leather)

United States (steel, steel
products, textiles)

Hungary EC (meat, steel) EC(3) EC(I)
Sweden (textiles and clothing)  Australia(]) Australia (1)
Switzerland (textiles and Sweden (2)
clothing)
United Kingdom (footwear.
leather)
United States (steel, steel
products)
Poland EC (meat, steel) EC (3) EC(I) EC(I) EC(I)
Denmark (table porcelain) Australia () Australia (1) Canada (I)
Sweden (textiles and clothing)  Canada (2) Canada (I) Finland (I)
Switzerland (textiles and Finland (I) Finland (1)
clothing) Sweden (2) Sweden (1)
United Kingdom (footwear.
leather)
United States (steel. steel
products)
Romania EC (meat, steel) EC (5) EC (3) EC (4) EC(I)
Australia (canned ham) Canada (2) Finland (I) Finland (1)
Sweden (textiles and clothing)  Finland (1) United States (I)  United States (I)
Switzerland (textiles and Sweden (1)
clothing) United States (I)
United Kingdom (footwear.
leather)
United States (steel, steel
products)
Yupgoslavia EC (meat, textiles and EC(13) EC 4) EC (10) EC/(2)
clothing) Australia (1) United States (I) Canada (1)
United States (steel) Canada (I) United States (1)

United States (I)

Sources: Bureau of National Afi‘airs. International Trade Reporter, varieus issues: General Agreement on Tariffs and Trade, Review of
Developments in the Trading System, various issues;, European Community (EC), Bulletin of the European Communities, various issues; and
European Report. varieus issues.

'Excluding bilateral quota agreements under the Multifiber Arrangement (MFA).

2Measures efi'ective during 1988-91.

“Measures taken during the period of 1988-90. Figures in parentheses indicate the number of cases under each category.
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[ Table 10. Current Situation of Eastern European Countries in GATT ]

Conditions Applied to Eastern European Countries
Under Protocol of Accession

Concession from

Customs Contracting Parties
Tarifl As Impornt Elimination of

Trade Review commit-  Discriminating quantitative
Country Accession  Concession! process ments safeguards? Suspension? restrictions4
Czechoslovakia 1948 No Protocol
Yugoslavia 1966 Yes No No No No No
Poland> 1967 No Annual Yes® Yes Yes No deadline
Romania 1971 No Biannual Yes? Yes Yes End of 1975
Hungary 1974 Yes Biannual No Yes Yes Early 1975
Nonmember

Buigaria Observer status granted in 1967. It requested accession in 1986

Working Party onitsaccession established in April 1990.

Source: General Agreement on Tarifl's and Trade (GATT),

'In the case of Hungary and Yugoslavia, the customs tarift’ was considered by Contracting Parties as their main concession when they

acceded.

2A discriminatory safeguard provision allowing Contracting Parties to restrict exports from the corresponding country which cause or

threaten seriious injury to domestic producers.

*The suspension of concessions or other obligations under the protocol in case of disputes not settled in consultation.
*A concession from Contracting Partics applying prohibition or quantitative restrictions against the corresponding countiy’s exports. which
arc inconsistent with GATT Article XIII. that these restrictions would be progressively climinated within a certain time period.

sPoland is currently renegotiating its protocol of accession.

sUnder its present protocol. Poland 1s required to increase its imports from Contracting Partics at an annual average compound rate of 7
percentinevery three year period from 1973-75. Annual increase of imports value should be not iess than 7 percent.
’Romania committed to increase its imports to an amount that is not smaller than the expected total imports provided for in the Five-Year

Plans.

trade concessions would not be impaired by non-
market mechanisms (state-trading, artificial prices,
bilateral trade arrangements, allocation of exports
and imports). The five Eastern European countries
joined GATT at different times and the conditions
of membership diff'ered, as did the concessions
made to them by the Contracting Parties (Table 10).
Czechoslovakia was an original contracting party
and the terms of its accession were not renegotiated
even though it substantially modified its foreign
trade system after 1948.8% Yugoslavia acceded to
GATT, in effect, as a market economy.

As the Eastern European countries transform

*9The United States, however, suspended the application of
the General Agreement to Czechoslovakia in 1951. In Novem-
ber 1990, it waived the suspension of MFN treatment (see
above),
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their economies into western-style market-based
economies these special provisions in GATT will
become unnecessary. For example, in the case of
Poland the requirement to guarantee that imports
increase by a certain percentage in value terms con-
flicts with the principles of a free market economy.
Poland and Hungary are in the process of renego-
tiating their Protocols of Accession to reflect
changes toward the greater market orientation of
their economies (Appendix I).

Membership in GATT on normal terms is essen-
tial to provide Eastern Europe with greater security
of access to markets of other Contracting Parties.
At the same time, acceptance of the full obligations
of GATT membership may enable Eastern
European governments to lock in trade reforms and
to resist protectionist pressures that may arise to
backtrack on reforms.
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Trade Policies of Developing Countries

Since the mid-1980s, there has been a marked
shift in the orientation of the trade and industrial
policies of most developing countries®® away from a
heavy reliance on direct intervention and inward-
looking industrial policies toward less controlled
and more export-oriented trade regimes. In a
selected group of 36 regionally important develop-
ing countries that have embarked on trade reform
programs since around 1985, 17 have virtually
eliminated quantitative restrictions from their
restrictive trade systems. Another 8 countries have
maintained or further liberalized their open or
somewhat open trade systems (Tables 1{-13).

While most developing countries have made sub-
stantial progress in liberalizing their trade and
trade-related exchange systems, progress across
regions has been uneven. The shift in the orienta-
tion of trade policies is most striking in Latin Amer-
ica where almost all of the largest countries have, or
are now committed to, open or relatively open trade
systems. This contrasts starkly with the strong
inward orientation that prevailed as late as 1984.
The liberalization policies in these countries have
been marked by a rapid elimination of quantitative
restrictions and a clear plan for subsequent reduc-
tions in tariffs to quite low and uniform levels.®! In
contrast, reforms in East and Southeast Asia, where
most countries have had relatively open systems
since the early 1980s, have tended to be gradual
Their reforms have progressively increased the
range of sectors subject to import competition.
While some low-income countries have made sub-
stantial progress in liberalizing their trade systems,
many countries in Africa and South Asia have not
yet opened their economies to significant foreign
competition; much of the reform has focused on
inputs for production, and now they face the more
difficult task of liberalizing quantitative restrictions
on competing products and reducing very high tar-
iffs. Reforms are continuing and more countries are
likely to adopt open trade systems in the near

%0Sce Section IV for a separate discussion of Eastern
European countries.

91Quantitative restrictions are defined to include both trade
and trade-related exchange restrictions and tariff's to include all
import charges.
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future. A key feature of the latest round of reforms
is that they are part of an integrated package of
macroeconomic and structural reforms (often sup-
ported by multilateral institutions). Trade reforms
that are accompanied by appropriate supporting
policies are more likely to contribute to improved
economic performance and to be sustained over
time.

The increased participation of developing coun-
tries in the multilateral trade system is an important
development linked to recent reforms. Many Latin
American countries, for example, have bound 100
percent of their tariff schedules in GATT, in part to
secure the trade reforms made so far. To consolidate
these achievements, reciprocal liberalization within
the framework of the Uruguay Round will be
important. Secure access to foreign markets in the
areas where developing countries have a compara-
tive advantage is the most beneficial way of foster-
ing genuine trade reforms and ensuring effective use
of foreign aid and financing.

Trade Policies Prior to the
Mid-1980s

Two important reasons explain the predominance
of restrictive regimes prior to the mid-1980s. First,
the desire to protect domestic industry to foster
impost substitution, which was seen as essential for
development. Export pessimism, in terms of market
access and unfavorable terms of trade, had played
an important part in providing the justification for
import substitution. Under the infant industry argu-
ment, import substitution required the protection of
the industrial sector, to enable it to expand and to
reduce its costs through economies of scale and
learning by doing. Protected manufacturing indus-
tries were expected to provide externalities, such as
urban employment, a ‘“modern” industry, and
diversification of the economy away from tradi-
tional exports of primary products. Corden (1987)
reviews some of the arguments for protection and
Bhagwati (1988) provides a historical perspective
on the various reasons for this dirigiste approach.

Second, in the context of inappropriate macro-
economic policies and real exchange rate apprecia-
tion, discretionary import licensing and foreign
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exchange restrictions were used to limit the demand
for, and allocate the supply of, foreign exchange to
cope with chronic balance of payments pressures.92
In some cases this was done on an ad hoc basis; in
others it was done in the context of annual import
plans (e.g.. India, Pakistan, and Bangladesh).?3
Whalley (1989) has argued that external sector con-
trols in many developing countries were imposed
cyclically to absorb some of the fluctuations in
export receipts and capital flows. For example, the
external regimes of many developing countries
became more restrictive in response to the first oil
crisis and the collapse of commodity prices in 1973,
and the subsequent 1974-75 recession, after having
been liberal in the 1960s and the early 1970s. Sim-
ilarly, many developing countries responded to the
debt crisis and recession starting in the early 1980s
by initially tightening trade and exchange
restrictions.

In this connection, some 80 percent of quantita-
tive restrictions notified to the GATT by developing
countries were justified for balance of payments
reasons under Article XVIII:B. In addition, a num-
ber of countries employed foreign exchange restric-
tions on current account transactions, particularly
those with tightly controlled regimes. In many of
these countries, the restrictive measures used to
shelter the import-competing sector had the impor-
tant indirect eff'ect of biasing the incentive structure
against agriculture as well as exports.**

A number of developing countries nevertheless
undertook trade reforms before the mid-1980s, with
varying intensities and with mixed results. An
extensive review of some of the main cases of trade
liberalization prior to the mid-1980s is contained in
Michaely, Papageorgiou, and Choksi (1991). An
important conclusion of this study is that the strong
reforms were likely to be sustained and the weak
reforms were likely to be reversed. The single most

92Krueger (1984) stresses the relationship between inap-
propriate macroeconomic policies and the extensive use of
restrictions and controls in developing countries in the period
up to the early 1980s. Corden (1987) analyzes the Cambridge
argument of real wage rigidity to justify the use of controls
rather than a devaluation to correct an external imbalance. He
notes, however, that there is no particular reason to make this
assumption.

93During this period, India was one of the few developing
countries to maintain relatively restrained macroeconomic poli-
cies while using extensive controls to undeipin its strongly
inward-oriented development strategy. However, the per-
vasiveness of controls was also reflected in a more appreciated
exchange rate than would have otherwise been the case.

94See Section VI for a review of agricultural trade policies.
In studies reported therein, it is estimated that in the first half of
the 1980s direct and indirect government intervention in the
agricultural and industrial sectors resulted in substantially neg-
ative effective rates of assistance to agricultural export crops
and domestic food crops.
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important reason for the reversal of reforms was
inadequate macroeconomic policies, which led to
the reimposition of licensing or exchange controls
to protect the balance of payments. In many cases
where first attempts at reform were weak and failed,
subsequent reforms were likely to succeed if they
were strong. Some of the strong reforms that suc-
ceeded were those in Chile (1974-81), Indonesia
(1966-72), Sri Lanka (1977-79), and Turkey
(1980-84). Korea (with reforms in 1965-67 and
1978-79) is the only developing country with
reforms classified as weak that succeeded. Two
important and contrasting cases in the 1970s and
1980s are Chile and Korea. Their goals of high
export growth were achieved through different
strategies of trade liberalization. Chile adopted a
strong and rapid liberalization program and became
an open economy in the late 1970s. Korea adopted
gradual, sustained reforms and became a partially
open economy only in the mid-1980s. In both coun-
tries, generally prudent macroeconomic policies
that stressed low inflation and a realistic exchange
rate were, despite some slippages, the foundation of
their success.

In the sample of 36 developing countries referred
to earlier, most of the countries with nonrestrictive
trade systems during the early to mid-1980s per-
formed well in the 1980s in terms of real growth of
exports and output. Five of the eight countries in
this category had better export growth and six had
better output growth than the average for develop-
ing countries in 1983-90. Two of the countries with
weak performance, Costa Rica and Uruguay, had
very high tanffs to foster import substitution, yet
still performed close to the Western Hemisphere
average. Senegal experienced export growth well
below the average for sub-Saharan Africa. It is a
member of the franc zone and is relatively free of
quantitative restrictions, but it had a complex sys-
tem of taxes on imports that resulted in very high
tax rates, and used high reference prices for a large
range of imports.

Trade Policies Since the Mid-1980s

Extent of Reforms

In recent years, many developing countries pur-
suing structural reforms have included some trade
liberalization measures. In order to assess the
extent and quality of trade reforms in these coun-
tries, a review was made of trade policies in 36
countries that have implemented trade reform pro-
grams since the mid-1980s (Box 2). In all but five of
the programs reviewed, trade liberalization was
supported by arrangements with the Fund and in
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| Box 2 |

Methodology Used in Trade Review

Coverage

Areview of the majorcountries in each geographic region
based on the size of trade or gross domestic product (G®P)
was undertaken to assess the extent and quality of trade
reforms undertaken since the mid- 1980s. All but five of the
countnies (Brazil. India. Indonesia, Malaysia. Peru)—had
Fund-supported trade reform programs after the mid-1980s.
Brazil. India. and Peru have recently concluded agreements
with the IMF. Indonesia’s trade reforms have been supported
by World Bank loans and technical assistance from the Fund
to introduce a value-added tax. The Eastern European coun-
triesarenot included in this sample, but their trade reform
programs are reviewed in Section IV. Comprehensive reform
of their trade and payments systems is a key element of their
reform programs.

Measurement of Trade and
Trade-Related Measures

Tariffs and otherimport charges are measured in this study
by the predominant maximum and minimum rates. The range
of tariff rates provides information on the dispcrsion com-
pared with average or effective tariff rates. Effective rates of
protection would have been a preferable measurement. but
are not available formost countries or for recent years. High
tariff rates thatapplied only to a few items have been
excluded and if exemptions are widespread. a zero minimum
tariff rate hasbeenused, even if there was no statutory zero
rate.

Nontariff barriers are measured in terms of their coverage
of import values. The import values generally relate to the
pattern of imports in the measured year. {t would be prefer-
able to measure the coverage in terms of import patterns that
would exist in the absence of restrictions, as otherwise the
items subject to the most severe restrictions would receive the
least weight. In the limit, items which are prohibited or for
which no licenses are issued have a zero weight. Where this
problem is quite extensive the proportion of tarifi’ code items
subjected to quantitative restrictions is provided as an alter-
native measure.

There are other shortcomings with the use of the coverage
of quantitative restrictions in terms of import values or tariff
code items as an indicator of the restrictiveness of quantita-
tive trade measures. First. although this indicator is a mea-
sure of the existence of controls, it is nota good measure of
the protective impact of quantitative restrictions, given the
difference in size and diversification of the domestic indus-
tries of countries. In a small country, quantitative restrictions
applied to a relatively small range of import values can pro-
tect a large proportion of domestic production. Tunisia, for
example, had liberalized quantitative restrictions on 70 per-
cent of import values by early 1991 however. 70 percent of
domestic production remains sheltered by quantitative
restrictions. 1n smaller, lower-income countries, the same
proportion of domestic production is likely to be protected by

an even smallerimportcoverage of quantitative restrictions.
This problem can be overcome by weighing the coverage in
terms of the shares of domestic production protected by
them, but this measure is not available in most countries.
Second. the coverage of quantitative restrictions indicates
only the existence of one or more restrictions but not the scar-
city value they imply.

Trade Liberalization

Trade liberalization covers decontro{—the elimination of
nontaril} measures—as well as policies that shift the trade
regime toward newtrafity—a reduction in the bias toward a
particular activity. especially the production of import
substitutes.

Neutrality is defined as a situation in which the effective
exchange rate for a country’s exports—nominal exchange rate
adjusted for export taxes and export subsidies and tax
credits—is equal to the eifective exchange rate for imports—
nominal exchange rate adjusted for duties and premiums
resulting from quantitative restrictions (Bhagwati (1988)).
An incentive system that is approximately neutral is prefer-
able in that it fosters an efficient use of resources. Export
rebates or duty-drawbacks may improve neutrality because
they offset the bias against exports created by the protective
system. However, export subsidies could imply a shift away
from neutrality and lead to an inefficient use of resources.

Decontrol does not necessarily imply a shift toward neu-
trality. An example of decontrol without a move toward neu-
trality is the replacement of quantitative restrictions with
equivalent tariffs. However. the elimination of quantitative
restrictions makes trade regimes more transparent. helps to
reduce rent-seeking activities, increases the price sensitivity
of the trade system, and serves as the basis forsubsequent
tariff reductions. Another example of decontrol without a
more neutral incentive structure is the removal of quantitative
restrictions on inputs to import-substituting sectors without
the decontrol of the final goods. This encourages the expan-
sion of protected production and may increase the effective
rate of protection for final import-competing goods.

Criteria Used to Classify Trade Regimes

For the puiposes of the review of trade reformis. the fol-
lowing criteria were used to classify countries” trade regimes.
tn regimes with zight and significant control, quantitative
restrictions (QRs) cover more than 50 percent or between 15
percent and 50 percent of imports. respectively. Relatively
open regimes have QRs covering 5-15 percent of imports or
QRs covering less than S percent of imports and maximum
tariffs and charges that exceed 50 percent. An open regime
has tarifts and other import taxes not greater than 50 percent
and QRs covering less than 5 percent of imports. No
aliowance has been made for differences in the administration
of QRs or the structure of tariffs that may also affect the
degree of restrictiveness of the trade system.
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many cases by World Bank adjustment loans. Of the
36 developing countries reviewed, 28 had either a
tightly controlled (21) or a significantly controlled
(7) trade regime, while only 8 had either a relatively
open (7) or an open (1) regime (Table 1 1).

Of the 28 countries with restrictive trade systems,
17 undertook comprehensive trade reforms that
resulted in relatively open or open trade regimes,
while 11 implemented only partial reforms that left
their domestic sectors substantially protected by
quantitative restrictions (Table 12).95 The 17 coun-
tries that introduced comprehensive reforms vir-
tually eliminated trade and payments restrictions,
usually within a two-year period, leaving tariffs and
surcharges as the principal means of protection; 12
countries narrowed the range of tarniffs, but 5 raised
tariffs or surcharges when quantitative restrictions
were lifted. In the partially open countries, tariffs
remained high and widely dispersed, but the initial
reforms greatly improved the transparency and
price sensitivity of the trade regime. Thus by the
end of the period under review, 60 percent of the
countries with initially restrictive trade regimes had
succeeded in removing the most distorting trade
barriers (Table 13). In the 11 countries that imple-
mented minor reforms, the quality of reforms var-
ied, but in most cases the removal of quantitative
restrictions was gradual and partial, with inputs for
production or noncompeting imports decontrolled
first, leaving quantitative restrictions on many final
products and potentially raising their effective
levels of protection. Such partial reforms may
increase the level of effective protection on final
import-competing products, rather than reduce it.

The main instruments used to promote export
growth and diversification in the programs reviewed
have been adjustments to exchange rates and pro-
ducer prices and tariff reforms to reduce the anti-
export bias in the structure of import protection. In
countries with extensive foreign exchange controls,
foreign exchange retention schemes for exporters
were sometimes introduced; and in some cases,
special licenses were provided to exporters to
import inputs or duty drawback systems were used.
In general, such schemes have not effectively
addressed the anti-export bias facing export indus-
tries in restrictive systems and have proved difficult
to administer. In more neutral regimes, however,
duty exemption schemes can play an important role.

Overall, while most countries reviewed made
considerable progress in substantially eliminating
quantitative restrictions on trade and payments, tar-
iff protection still remains high in most of them.
Only nine have achieved an open trade regime with

95Comprehensive trade reform programs are those classified
as either major or moderate reform programs.
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few quantitative restrictions and low tariff rates.
Most others continue to maintain high and widely
dispersed tariff structures that hinder the efficiency
of resource use and growth prospects. A high tariff
level results in inefficient import substitution and
raises the cost structure of the economy; the result-
ing higher equilibrium value of the currency acts as
a general tax on the export sector. A wide disper-
sion in the structure of tariff’ rates provides greater
protection for those industries with the higher tar-
iff s, attracting scarce resources from more efficient
sectors.

Issues in the Design and Implementation of
Trade Reforms

Compared with trade reform programs under-
taken in earlier periods,?® the programs reviewed
were more frequently designed and implemented in
the context of comprehensive macroeconomic and
structural adjustment programs that introduced
complementary measures to deregulate domestic
product and factor markets and improve the effi-
ciency of the public sector. In addition to appropri-
ate financial and exchange rate policies, structural
measures that accompanied trade Iiberalization
commonly included measures to improve public
expenditure and tax programs, reform public enter-
prises and marketing boards, decontrol domestic
prices and financial markets, attract foreign direct
investment, and reduce labor market rigidities.
These measures aimed to improve the responsive-
ness of economic agents to relative price changes
and the climate for private sector investment and
thereby reduce the costs of adjustment. In turn, the
liberalization of trade and payments has supported
macroeconomic adjustment by fostering greater
competition in the domestic market and alleviating
the foreign exchange constraint; it also eliminates
distortions facing many developing countries and
thereby stimulates production based on comparative
advantage.

There is broad agreement, which is confirmed by
experience under the programs reviewed, that cred-
ible and balanced macroeconomic policies are
essential to reap the benefits from trade liberaliza-
tion. Where macroeconomic policies lack cred-
ibility, the need for frequent changes in policies and
nominal exchange rates have led to inflationary
expectations, speculative imports, and the reim-
position of import restrictions (the Philippines.
Zambia). In some other cases, inadequate fiscal
adjustment has placed too great a burden on mone-
tary policy, putting upward pressure on real interest

9See also Michaely (1991) for a review of trade reform pro-
grams from the 1950s up to 1984.
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Table 11. Developing Country Trade Regimes Before L iberalization
Tariffs and Surchargcs? Quantitative Restrictions3
Statutory
tariff’ Charges Coverage?
Country Year! {In percent) (In percent) Main measure (In percent)
Tight control
Argentina 1986 0-100 0-14 Nonautomatic licensing 60
Bangladesh 1984 0-300 15-100+ Prohibitions 51
Bolivia 1984 0-60 0-2 Nonautomatic licensing 90
Cameroon 1988 0-100 5-10 Nonautomatic licensing >90
Colombia 1984 612 0-18 Prohibitions 93s
Gambia, The 1985 0-60 0-6 Nonautomatic licensing >50
Ghana 1988 0-100 10-40 Nonautomatic licensing 100
india 1987 0-295 0-50 Nonautomatic licensing >90
Jamaica 1984 0-75 0-28 FX allocation 50
Kenya 1987 0-125 — FX allocation 58
Malawi 1987 040 0-35 FX allocation 85
Morocco 1982 0-45 10-45 Nonautomatic licensing >90
Nepal 1985 5-100 0-105 Nonautomatic licensing >90
Nigeria 1985 5-100 0-5 FX allocation 923
Pakistan 1988 10-225 6-11 Nonautomatic licensing 803
Peru 1989 0-117 3-147 Prohibitions 100
Tanzania 1987 6-100 — FX allocation 70
Tunisia 1986 5-236 0-50 Nonautomatic licensing 76
Venezuela 1988 0-80 2-5 FX allocation 65
Zaire 1982 0-50 - FX allocation >90
Zambia 1984 0-100 E FX allocation >90
Significant control
Brazil 1985 812 — Nonautomatic licensing 345
Cdte d’'Ivoire 1983 2-30 — Nonautomatic licensing 15-50
Ecuador 1984 0-290 1-30 Nonautomatic licensing 38s
Indonesia 1984 0-60 0-40 Nonautomatic licensing 32
Mexico 1984 0-100 3-19 Nonautomatic licensing 38
Philippines 1984 0-50 0-25 Nonautomatic licensing 36
Trinidad and Tobago 1988 5-35 10-100 FX allocation 15-50
Relatively open
Costa Rica 1985 0-220 13-100 |
Korea 1984 262 - 153
Malaysia 1985 142 0-60 5
Senegal 1985 15-45 7-50 158
Sri Lanka 1986 0-100 0-45 13
Thailand 1981 0-100 = 6
Uruguay 1982 0-75 0-74 0
Open
Chile 1984 0-35 5-15 0

Sources: international Monetary Fund. Ansteal Report on Exchange Arrangements and Exchange Restrictions: United Nations Conference
on Trade and Development: Gener-al Agreement on Tariffs and Trade.

Note: ¥X = foreign exchange. Countries are classified based on the foltowing criteria. [n regimes with tight and significant control,
quantitative restrictions (QRs) cover more than 50 percent or between 15 percent and 50 percent of imports. respectively. Relatively open
regimes have QRs covering 5-15 percent of imports or QRs covering less than 5 percent of imports and maximum tariffs and charges that
exceed 50 percent. An open regime has tariffs and other import taxes not greater than 50 percent and @Rs covering less than 5 percent of
imports. No allowance has been made for diff erences in the administration of QRs or the structure of tariffs that may also affect the degree of
restrictiveness of the trade system.

Year immediately before tradereform. Information in the other columns refers to this year.

*When available, a range of tarift's was used. If not available. the unweighted average of statutory rates or an average effective rate was used.
Very high rates applied to only one or two items were disregarded. Charges were disregurded if they were applied equally to domestic and
imported goods.

*Quantitative restrictions include value limitations on impoits through forcign exchange allocation or by the requirement that importers
provide their own foreign exchange.

*Percent of total imports covered by all quantitative restrictions unless otherwise specified.

Sn percent of total tariff code items.
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Table 12. Trade Reform Programs in Developing Countries

IMF
Program'

Year
Began

Re(oim Measures?

Quanltitative restrictions

Tarill

Reforms in initially restrictive regimes
Majer reforms

Argentina 1987 SBA
Bolivia 1985 ESAF
Colombia 1985 SBA
Gambia. The 1986 ESAF
Ghana 1986 ESAF
Jamaica 1985 SBA
Kenya 1988 ESAF
Mexico 1985 EFF
Peru 1990 None
Venczucla 1989 EFF
Zaire 1983 SAF
Moderaute reforms
Brazil 1986 None
Céote d lvoire 1984 SBA
Ecuador 1985 SBA
Indonesia 1985 None
Philippines 1985 SBA
Trinidad and Tobago 1989 SBA
Minor reforms
Bangladesh 1985 SAF
Cameroon 1989 SBA
India 1988 None
Malawi 1988 ESAF
Moraocco 1983 SBA
Nepal 1986 SAF
Nigeria 1986 SBA
Pakistan 1989 SAF
Tanzania 1988 SAF
Tunisia 1987 EFF
Zambia 1990 RAP*

Referms in initially nonrestrictive rcgimes

Chile 1985 EFF
Cosla Rica 1985 SBA
Korea 1984 SBA
Malaysia 1986 None
Senegal 1986 ESAF
Sri Lanka 1987 SAF
Thailand 1982 SBA
Uruguay 1983 SBA

Sources: International Monetary Fund (IMF). Annual Report on Exchange Arrangements and Exchange Restrictions, United Nations

Gradual virtual elimination.

Virtual elimination up front.

Gradual reduction. replacement with
tarifl’s,

Complete OGL; some state trading
climination.

Virtual elimination through FX auction
access.

Ma jor reduction in impont licensing.

Gradual replacement with tarifl's.

Gradual virtual climination.

Virtual elimination up front.

Virtual elimination up front, rest by 1992.

Virtual climination up front.

Gradual virtual elimination.
Some replacement with surcharges.

Phased elimination of QRs.

Reduction in QRs. also on competing
goods.

Gradual replacement with tarifl's.

Gradual replacement with surcharges by
1991.

Some reduction for intermediate goods.

Gradual replacement with rariffs.

Some net additions to OGL list.

Limitation of FX allocation toa small
negative list.

Reduction in QRs on noncompeting goods.

Expansion of import license auction.

Gradual replacement with tarifl's.

Gradual replacement with tariffs.

Gradual widening of OGL.

Gradual replacement with surcharges.

Gradual increase of OGL and exchange rate
unification.

Conslitutional prehibition of QRs.
Elimination of remaining QRsby 1994,

Removal of nonagricultural QRs.

Gradual replacement with tarifl's.

Gradual virtual elimination.

Gradual climination of most remaining
QRs.

Removal of nonagricultural QRs.

No measures.

Conference on Trade and Development; and Genera! Agreement on Tan'l's and Trade.

Note: EFF = Extended Fund facility; ESAF = enhanced stiuctural adjustment facility: FX = foreign exchange; OGL = open general
license: QRs = quantitative restrictions; SAF = structural ad justment facility; SBA = stand-by arrangement.

'Main IMF program associated with the trade reform.

*Included are measures implemented before May 1991. All measures have been carried out unlcss otherwise stated.

*Rights accumulation program of the IMF.
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Shatp reduction.
Low tarifl's in two-tier range.
Very gradual reduction of tarifl's.

No measurcs.
Reduction of maximum and rationalization.

Large offsetting increases.

Off'setting increases.

Shaip reduction in rates and dispersion.
Low tarilfs in two-lier range.

Reduction of maximum and rationalization.
Reduction of maximum and range.

Gradual reduction overd years from §990.

Tarifl increase instead of gradual
reduction.

Tariff maximum reduced to 35 percent.

Reduction of maximum.

Reduction of tarifl bands.
Gradual surcharge teduction by 1993.

Reduction of maximum tariff.
Rationalization of tarift stiucture.
Some increascs.

Transfer QRs tosunaxes.

Sharp reduction of maximum: new
surcharge,

Harmonization of tarifl's.

Large offsclting increascs in tariffs,

Reduction of maximum tariff.

Rcduction of maximum and simplification.

Tarifl' reduction; increases in surcharges,

Reduction of maximum and range.

Reduction of uniform rate.

Maximum tarifl's and charges. 55 percent
by 1994.

Reduction of unweighted average tarifl.

Harmonization of tan'll's.

Gradual reduction over 3 years.

Reduction of maximum and dispersion.

Restructuring later reversed.
Sharp reduction in maximum.
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Table 13. Current Structure of Developing Country Trade Regimes
Most . - e
Recent Tariffsand Surcharges! Quantitative Restrictions?
Year of Statutory tarifl Charges Coverage?
Country Reform {in percent) (inpercent) Main measure (in percent)
Tight control

[ndia 1990 0-295 0-78 Nonautomatic licensing 70

Nepal 1989 5-100 0-105 Nonautomatic licensing >50

Tanzania 1990 0-60 0-50 FX allocation >50
Significant control

Bangladesh 1990 0->100 — Prohibitions 2445

Cameroon 1991 0-100 5-10 Nonautomatic licensing 15-50

Malawi 1991 0-45 0-85 Nonautomatic licensing 176

Morocco 1989 0-45 0-13 Nonautomatic licensing 224

Nigeria 1989 0-200 7 Prohibitions 214

Pakistan 1991 0-95 0-15 Prohibitions 2147

Tunisia 1990 0-43 15-30 Nonautomatic licensing 30

Zambia 1990 15-50 0-20 FX allocation 15-50
Relatively open

Brazil 1991 0-65 . #

Colombia 1991 0-63 0-16 144

Cdte d'1voire 1987 5-30 0-12 Tk 4

Ecuador 1991 5-35 - 15

Indonesia 1990 0-40 0-40 154

Jamaica 1988 0-60 - 7

Kenya 1991 0-100 — 6

Malaysia 1989 teget — 5

Peru 1991 15-25 — S

Philippines 1989 10-50 0-25 84

Senepgal 1991 15-45 10-50 6+

Sm' Lanka 1990 5-50 — 94

Thailand 1990 0-100 — 8-t

Trinidad and Tobago 1991 5-45 0-60 0®

Venezuela 1991 0-20 — 10

Zaire 1986 0-50 0-23 8
Open

Argentina 1991 0-22 0-4 43

Bolivia 1988 5-10 1-2 2

Chile 1988 i) & 5-20 0

CostaRica 1990 1-40 0-18 l

Gambia. The 1991 0-23 — l

Ghana 1988 0-25 0-23 0

Korea 1990 1-50 - 4

Mexico 1988 0-20 — 2

Uruguay 1985 0-45 0-5 0

Sources: International Monetary Fund, Annuat Report on Exchange Arrangements and Exchange Restrictions: United Nations Conference
on Trade and Development; General Agreement on Tariffs and Trade.

Note: FX = foreign exchange. Countries are classified based on the following criteria. In regimes with tight and significant control.
quantitative restrictions (QRs) cover more than 50 percent or between 15 percent and 50 percent of imports. respectively. Relalively opcn
regimes have QRs covering 5-15 percent of imports or QRs covering less than 5 percent of imports and maximum tariffs and charges that
exceed 50 percent. An open regime has tanffs and other import taxes not greater than 50 percent and QRs covering less than 5 percent of
tmports.- No allowance has been made for differences in the administratjion of QRs or the structure of tariffs that may also affect the degree of
resiricliveness of the trade system.

'When available a range of 1ariffs is used. If net available the unweighted average of statuloty rales or an average effective 1ate was used.
Very high rates applied 1o only one or two items have been excluded. Charges that were applied equally 10 domestic and imported goods have
also beenexcluded.

2Quantitative restrictions include value limitations on imports through foreign exchange allecation or threugh the requirement that importers
provide their own foreign exchange,

Percent of total imports covered by all quantitative restrictions unless otherwise specitied.

sIn percent of total tariff code items,

*Includes rights-of-refusal items.

¢ ncludes foreign exchange licensing and prior approval lists.

7The restricted list covers 283 1ariff lines and the banned list covers 818 items oul of a tetal of 5.355. Reductions were undertaken in both
categories after April 1991.

“Refers10 1989

“Target. end of 1991.

Uniform tarifl.
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Table 14. Tvade Liberalization, Stabilization, or Both

A. Liberalize Trade First

l. If foreign funds are available. tarilfs can be reduced without an accompanying real depreciation. helping the stabili-
zation elfort by providing an anchor for (many) domestic prices. Krueger (1978).

B. [Implement Both Policies Simultaneously

2. Trade reforms complement fiscal ad justment, Papageorgiou, Choksi, and Michaely (1990).

3. [Intheory thereis very little connection between the determinants of infiation and the orientation of the trade regime.
It is possible to attack both problems at thesame time as long as we avoid overvaluation. Krueger (1981).

4. Postponementof liberalization implies prolonging inefficiency costs. Do it simultancously following crawling peg
and assuming that government will not resort to controls to curb inflation. Krueger (1984).

5. Liberalization will only succeed with depreciated real exchange rate. This requires solving fiscal def.cit pressures
simultaneously, Michacly (1987).

6. Aslong asovervaluation is avoided. it is possible to carry on both policies at the same time, Corden (1987).

7. A variety of trade reforms complement fiscal adjustment, such as the conversion of quantitative restrictions to tarilfs
and reduction of tarifi’dispersion, Thomas, Matin, and Nash (1990).

C. Stabilize the Economy First
8. Liberalizations will have a better chance o f succeeding if undertaken with a f.scal surplus. In this way we cun assure
that we will maintain a depreciated real exchange rate, McKinnon and Mathieson (1981).

9. Main probiem with aboried liberalizations is that they have been accompanied with massive capital inflows resulting
in real appreciation. Need for foreign funds can be avoided by achieving liscal surplus before liberalizing, McKinnon
(1984).

10. Sinceinflation gencrates scrious distortions, liberalization will take place underinappropriate signals. Thus, inflation
should be brought down first, Fischer (1986. 1987).

11. Both policics result in a “compctition for instruments.” where what is required to succeed onone front is the opposite
of what is needed to succecd on the other. Historical evidence from successful Asian exporters suggeststhat stabili-
zation should be consolidatcd before attempting trade reforms. In countrics with high inflation where stabilization
requires the use of exchange ratcas a nominal anchor. it is pretcrable to postpone trade reform until the economy is
stabilized. Sachs (1987. 1988).

2. Reduction in tariffs to low levels has a dircct revenue impactand an indircct budgetary impact because of lower activ-
ity and employment and the payment of safety net benefits. Thus fiscal consolidation and reform need to come before
complete liberalization, Blejer and Cheasty (1990).

13. Despite their compiementary nature. trade reforms may have to be delayed in high inflation situations. Thomas.

Matin. and Nash (1990).

Source: Based on Table 4.1 in Operations Evaiuation Dcpanments, World Bank Support for Trade Policy Reform. Report No. 9527

(Washington: Workd Bank. i991).

rates and exchange rates and penalizing the produc-
tive sector (Argentina and other Southern Cone
countries in the 1970s; and Argentina, Brazil,
Jamaica, and Peru in the 1980s and early 1990s).97
In the context of comprehensive programs, an
important issue is the proper sequencing of trade
reforms in relation to other policies. Views diff'er
about whether macroeconomic stabilization needs
to precede trade liberalization or whether the two go
hand in hand. The review of experience indicates
that trade liberalization has succeeded both after
(Ghana, Korea) and during macroeconomic stabi-
lization programs (Chile. Mexico, Venezuela).%%
While the choice in sequencing depends on the ini-
tial conditions in the country concerned, the inter-

97Among the industrial countries. trade reforms in Australia
and New Zcaland were also hampered by an inappropriate
fiscal-monetary policy mix.

98Korea liberalized its trade regime progressively during the
1970s and early 1980s, but its major long-term import liberali-
zation programs began in 1984. By 1984. Korea had largely
adjusted to the major oil price shocks of the late 1970s and
early 1980s.

national economic environment, and the overall
program design, there is a growing consensus that
high priority should be given to trade reform at an
early stage in the adjustment effort (Table 14).
Financial, exchange rate, and wage policies are
essential to the adjustment process, but when these
policies are complemented by the liberalization of
the trade and payments regime, a more efficient
framework for restoring a viable external position
can be achieved.

The interaction between the government budget
and the various stages of trade reform needs to be
considered when a trade liberalization program is
designed. This includes both the direct fiscal impact
of changes in trade-related taxes and the indirect
effects of changes in budgetary receipts and pay-
ments owing to a possible initial contraction in eco-
nomic activity and employment and the provision of
safety net benefits.®® The initial stages of trade

99The complex linkages between trade liberalization and fis-
cal policy arediscussed in morc depth in other papers (see, for
example. Farhadian-Lorie and Katz (1989) and Blejer (1990)).
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reform, when quantitative restrictions are replaced
by tam'ffs and tariff exemptions are eliminated, can
complement fiscal adjustment. However, in coun-
tries that depend heavily on import taxes, a reform
of the domestic tax system is required before tariff's
can be brought down to a sustainable basis. Of the
countries reviewed, a number that have suc-
cessfully liberalized have introduced value-added
tax systems to broaden the domestic tax base (Indo-
nesia, Mexico). Some others have delayed tariff
reductions (Bolivia, Pakistan, Sri Lanka, Thailand)
or introduced surcharges (Chile and Morocco) for
revenue reasons.

Appropriate exchange rate policies are also
essential to ensure that trade reforms are consistent
with balance of payments objectives. Because the
equilibrium exchange rate is partly determined by
the degree of import restrictiveness, major reform
programs often involve an exchange rate adjust-
ment; ultimately, the choice of exchange rate policy
will depend on initial conditions and the other ele-
ments of the macroeconomic program. In the sam-
ple reviewed, all but two of the programs that
resulted in relatively neutral trade regimes with low
tanffs were associated with a substantial devalua-
tion of the nominal exchange rate at about the time
trade reforms were initiated, which resulted in a
real effective depreciation that was sustained by
policies thereafter. Korea’s trade reform program.
which was gradual and preannounced, was not
associated with a major exchange rate adjustment.

As discussed above, the scope and pace of liber-
alization programs has varied significantly across
geographic regions. Recent trade reform programs
in Latin America and Eastern Europe have been
comprehensive and relatively quick, while those in
Southeast Asia have been gradual and most reforms
in Africa and South Asia are not yet complete. It is
difficult to assess at this stage whether the “big
bang™ or the gradual approach will be more endur-
ing; however, an important measure of success has
been achieved by countries that have substantially
completed the liberalization process using either
approach. Bolivia, Chile, and Venezuela in Latin
America, and the dynamic Asian economies have
all had considerable success in sustaining their ear-
lier reforms.

There are strong indications that the complete-
ness and the credibility of a reform program are the
most important factors for success. Elements of
trade reform programs that have contributed to sus-
tained liberalization include the preannouncement
of the timing and scope of reforms, the early
removal of quantitative restrictions, the reduction
of tariff levels and dispersion, and complementary
domestic price, tax, and public enterprise reforms.
Locking in reforms in various ways also enhances
credibility. Many countries in Latin America have
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bound their entire tariff schedules in the GATT;
Chile introduced an amendment to its constitution
forbidding the use of quantitative import restric-
tions; and countries that adopt a relatively uniform
tariff schedule may find it easier to resist pressures
for protection from special interest groups.

The economic effects of trade liberalization are
difficult to disentangle from the eff'ects of other poli-
cies, but the evidence from a number of comprehen-
sive studies indicates that the long-run effects of
trade liberalization on output and employment
growth, trade expansion, and the balance of pay-
ments were beneficial.'% A recent comparison by
the IMF of the trade orientation and growth perfor-
mance of 41 developing countries showed that dur-
ing 1975-89, the outward-oriented countries
achieved, on average, significantly higher growth
rates of potential GDP and of total factor produc-
tivity than the inward-oriented countries.'®' The
review of countries’ trade reform programs also
indicates that most of the countries that had open or
relatively open trade regimes in the early 1980s
have performed well in terms of the growth of out-
put and exports and have avoided serious balance of
payments problems.

Although trade liberalization has been shown to
be beneficial in the longer run, shorter-run adjust-
ment costs are likely to be incurred when formerly
protected sectors are exposed to import competi-
tion. The elimination of price controls and ration-
ing, which frequently accompanies trade reforms.
can also put basic necessities out of reach of the
poorest segments of the population. In these cir-
cumstances. public support for reforms can be
enhanced and transition costs reduced by policies
that improve external competitiveness. facilitate
adjustment in labor markets, and target safety net
benefits to the most needy.

Trade Liberalization Versus Export
Promotion and Selective Intervention

Trade liberalization is now considered a more
efficient instrument for promoting export diver-
sification than some of the earlier schemes used for
this purpose. These included export subsidies for
nontraditional exports, including cash subsidies and
income rebates, which were common in Latin
America before the recent reforms, or duty relief
schemes, which have assisted a large range of
exports in Korea and relatively open countries, such
as Indonesia and Malaysia. In the absence of a rela-

luSee, for example. Michaely (1991). Krueger (1978). and
Cline (1981).

101Sec International Monetary Fund (1990c¢), pp. 68-69. and
Table 16.

©International Monetary Fund. Not for Redistribution




{ Trade Policies Since the Mid-1980s :

tively open trade system, these schemes have not
generally been successful in that by and large such
countries did not reduce their reliance on traditional
exports during the 1960s and 1970s. Export pro-
cessing zones have been set up in a large range of
countries to enable certain export production to
avoid domestic taxes and restrictions altogether;
however, their contribution to exports has been sig-
nificant in only a few cases.

Competition provided by the liberalization of
imports of final products can serve as part of an
anti-inflation policy and can promote the adjust-
ment of real wages needed to strengthen export
competitiveness. In a protected industry, enter-
prises often give wage increases to workers to com-
pensate for devaluation-induced price increases,
rather than face industrial unrest. Competition from
imports can induce greater restraint on the part of
firms and workers. This objective has been an
important part of the trade liberalization programs
in Latin America as well as in Eastern Europe.

Despite the widespread shift to more market-
oriented policies some development economists and
governments advocate selective intervention in the
economy through trade and industrial policies. The
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economic reform programs supported by the Fund
and the World Bank envisage a strong and active
role for governments in creating an environment for
efficient economic activities, rather than the gov-
ernment intervening in the economy to ‘‘pick win-
ners.” '*2 Proponents of selective intervention jus-
tify it on the basis of market failures or strategic
needs. They envisage protection of a few sectors
via planning, directed credit, or import allocation to
create internationally competitive industries. '3
Many of the arguments in favor of intervention are
simply variations of the infant industry argument.
Counterarguments stress that the choice of which
industry to support requires a great deal of informa-
tion as well as impartial and nonpolitical decision
making. Since market prospects can change rapidly.
such decisions have to be taken quickly while
avoiding the temptation to prolong support to indus-
tries that are unprofitable. The possible gains from
the few industries that may succeed have to be
weighed against the large potential looses from
incorrect decisions.

102See World Bank (1991b).
103See Wade (1990) and Singer and Alizadeh (1988).
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Agricultural Trade Policies:
Recent Developments and Issues in Reform

uring the 1980s, awareness of the need for
D substantial reforms in agricultural support
policies has increased. Such reforms are essential
for an open multilateral trading system and for the
integration of Eastern European and developing
countries into that system. Reform would also ease
budgetary pressures and price distortions in indus-
trial countries and reduce trade frictions. Many
countries, especially those undertaking major eco-
nomic reforms, have a strong interest in ending the
export of surplus production and in achieving
greater market access for their products. Another
prominent issue is the growing concern about the
environmental damage caused by excessive incen-
tives for intensive agricultural production; the per-
ceived advantages of more ecologically sound land
use, particularly in the densely populated industrial
countries, are encouraging needed reforms. Despite
these developments, the fundamental changes that
would reduce support and make agriculture more
market oriented have not generally been imple-
mented. This trend is reflected in the total value of
transfers from taxpayers and consumers to support
agriculture in 1990, which rose significantly to
$300 billion.

Relatively few major liberalizations in agri-
cultural support policies have occurred since the
start of the Uruguay Round in September 1986.
Some changes introduced in the United States in the
1990 Farm Bill have made the operation of support
policies for cereals less distorting, but expendi-
tures, especially export subsidies, are likely to
increase and import barriers to remain. The EC dis-
cussions are continuing on the reform of the CAP to
reduce the need for import barriers and export sub-
sidies, but negotiations are likely to be protracted.
In Japan, despite liberalization of some products
and reductions in the overall level of support in
1990, there is no discussion of a fundamental
reform of its policies, although the possibility of a
limited opening of the rice market has been raised.
Canada has introduced changes to rationalize its
support policies, but its support levels remain high.
Australia, New Zealand, and Sweden have made
reforms to their agricultural policies that entail
reductions in support.

Eastern European and most developing countries
could gain substantially from a worldwide reform
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of agricultural protection policies if they continue
with the structural reforms they are implementing.
Reduced export taxes. more appropnate exchange
rates, reduced industrial protection. and other
market-oriented reforms will make the exports of
these countries more competitive. Improved market
access and the elimination of export subsidies are
important to sustain the economic reform in Eastern
Europe and developing countries. Reforms in food-
importing developing countries and the likely phas-
ing of industrial country liberalization would
reduce the amount of adjustment food importers
would need to make.

Recent Policy Developments
General Setting

Despite the attention given to agriculture in the
1980s and in the Uruguay Round, support levels for
agriculture remain high. Total transfers associated
with support policies in OECD countries peaked at
$300 billion in 1990 (Table A22). About 40 percent
of such transfers came from government budgets:
the remainder was paid by consumers through
higher domestic prices resulting from trade bar-
riers. These transfers from taxpayers and con-
sumers were about 2 percent of GDP in 1990; in the
Scandinavian countries, total transfers amounted to
more than 4 percent of GDP, while in Japan and the
EC they were slightly more than 2 percent of GDP
(Table 15). This amount is substantial in compari-
son with the value added of agriculture. about 3
percent of GDP in OECD countries (Table A23).
Support, measured by producer subsidy equivalents
as a percentage of the value of production,
increased sharply in the mid-1980s to an aver-
age level of 50 percent for OECD countries (Ta-
ble 16).'"* In 1988 and 1989, support declined
mainly because of increases in world prices (in
terms of U.S. dollars) owing to poor weather-

1 The producer subsidy equivalent of a support policy is the
estimated transfer needed to reptace a support policy and leave
the producer no wotse off. It can be expressed as a total value of
the transfer or as a percentage of the value of production at
internal prices.
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Table 15. Total Transfers Associated with Agricultural Policies

(in percent of GDP)
1979-8I 1983-8S 1990
Average 1986 1987 1988 1989 Estimale

Australia 0.4 0.5 0:3 0.3 0.2 0.2 0.2
Austria 1 2.6 2.8 8.2 2.7 2.2 2.4
Canada 0.9 1.7 2.9 2.2 1.9 1.4 1.4
EC-12! 1.6 2.5 2.9 2.8 2.5 2.1 2.2
Finland 6.8 4.9 4.8 4.3 4.3
Japan 1.7 2.8 2.8 2.8 2.4 2.3 2.1
New Zealand 0.8 210, 3.8 0:3 0.5 0:3 0.2
Norway 3.9 4.0 39 3.6 4.1
Sweden 2.6 1.9 1.6 1.6 1.5
Switzerland 32 3.2 3.1 2.9 2.8
United States 0.8 1.9 2.1 1.8 1.4 1.4 13
Average OECD2 1.3 2.2 45 2.4 24 1.8 1.9

Sources: Organization for Economic Cooperation and Bevelopment (OECD), Agriculiural Policies. Murkers and Trude. Monitoring and
Quiloak (Paris), various issues: and Internationa] Monctary Fund. lnrerncitional Financiol Statisties. various issucs.
'EC-10 prior to 3986. Total transfers of EC-10 in 1986 were $97.7 biltion und 3 percent of their GDP.

2Total transfers of OECD countries divided by OECD GDP.

Table 16. Net Producer Subsidy Equivalents?
(In percent of total value of production?

1979-81 1983-85
Average

Australia 9 14
Austria 36 37
Canada 24 33
EC-122 37 35
Finland i P
Japan 57 65
New Zealand 18 24
Norway
Sweden
Switzerland
United States 16 25

Total 29 34
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1990

1987 1988 1989 Estimate
1 9 10 1
48 47 39 46
49 42 37 41
49 46 41 48
72 73 70 72
76 74 71 68
14 7S 5 5
76 76 75 7
57 52 b ] 59
80 78 73 78
41 34 29 30
50 46 41 44

Source: Organization for Economic Cooperation and Development. Agrictudteral Policies. Murkers and Trade, Monitoring and Ouilook

(Paris). various issucs.

'Producer subsidy cquivalents of support policics arc the transfer needed 10 replace these policies and Icave the producer no worse oft. They
arc net for some products, for example, beel. as: the costs of their inputs are inflated because of olher support policies and this effect is nelted

oul.
*Total valuc of production valued at inlernal prices.

| ‘EC-10 priorto 1986. The net producersubsidy cquivalent for EC-10 in 1986 was 52 percent.

affected harvests (Table A24). Lower prices associ-
ated with a return to normal crop seasons were the
main source of increased producer subsidy equiva-
lents in 1990.

Some major shifts in the pattern of agricultural
trade occurred in the 1980s. The United States is
the largest agricultural exporter; the value of its
exports declined for much of the 1980s but rose
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sharply in 1988 (Table A25). The EC is the second
largest exporter, and the largest agricultural impor-
ter. It was the largest net importer of agricultural
products in 1980, but the size of its net imports has
declined steadily. Japan became the largest net
importer by 1983 and has experienced strong
growth in agricultural imports since 1987.

Cereals are the main food commodity traded
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internationally; the largest exporters are the indus-
trial countries; the largest importers are developing
countries (Tables A26 and A27). The United States,
the largest exporter, lost some market share in the
mid-1980s but has subsequently regained most of it.
The share of the EC in world cereal exporis has
continually expanded and the market shares of Aus-
tralia and Argentina have declined since 1987. The
volume of Japanese cereal imports has grown
slightly since the late 1970s, but EC cereal impoit
volumes have fallen dramatically. Cereal imports of
North Africa have stabilized at around the levels of
the mid-1980s, but those of sub-Saharan Africa
havedeclined shaiply.

United States

The system of agricultural support in the United
States is very complex; some basic features are out-
lined in Table A28. The operation of these policies
has generally remained the same since 1985,
although in 1990 limited progress toward an
increased market orientation for export crops was
made. ‘05 While it was expected that the changes to
farm policies would reduce agricultural spending,
lower world prices have increased budgetary costs
(Table A29).

Support for cereals, the main export crop of the
United States, is now mainly based on income sup-
port through the system of deficiency payments.
The major change introduced in the 1985 Farm Bill
was the substantial reduction in support prices (loan
rates) for cereals while farmers’ incomes were shel-
tered by target prices, on which deficiency pay-
ments are based and which were only reduced
slightly (Table A30). In the 1990 Farm Bill, target
prices were kept at their 1990 level. This system of
deficiency payments entails high levels of bud-
getary expenditures when world prices are low, as
in 1985/86-1986/87 and probably in 1990/91
(Table A31). Expenditures are partly limited by the
operation of the set-aside, which reduces the acre-
age on which deficiency payments are based and
restrains production to prevent further declines in
world market prices.

The 1990 Farm Bill only addressed a limited
range of distortions created by the support system
for cereals. First, because payments are related to
farm size there is an incentive to expand the size of
the farm, often using new land that is only mar-

W0SAgricultural support policies in the United States are set
every five years in the “‘Farm Bills.” The full title of the 1985
Farm Bill was the Food Security Act of 1985, and the term
1990 Farm Bill covers the Food, Agriculture. Consesvation.
and Trade Act of 1990, enacted on November 28, 1990. and the
Omnibus Budget Reconciliation Act of 1990, enacted on
November 5. 1990.
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ginally productive and environmentally fragile.
Second, deficiency payments are based on partici-
pation in a program crop and producing another
crop reduces the entitlement to such payments. The
1990 Farm Bill partly addressed these problems by
tightening some environmental provisions and by
introducing some options to increase planting flex-
ibility. Nevertheless, deficiency payments continue
to contribute to increased production by supporting
production at levels of average costs that are above
world prices.

The export subsidies under the Export Enhance-
ment Program (EEP), mainly on cereals, were con-
tinued in the 1990 Farm Bill. The limit on EEP
spending was replaced by a minimum funding
requirement of $500 million annually. It is expected
that $900 million and $1,200 million will be spent
in the 1991 and 1992 fiscal years, respectively; the
latter is above the high levels of the mid-1980s
when export competition drove grain prices to very
low levels (Table A31). Thus, while the EC budget
is put under stress, unsubsidized exporters bear the
brunt of the adjustment to low world prices as
shown in Table A26. Recently, U.S. wheat has
been exported to Brazil with EEP bonuses, under
protest from Argentina and Uruguay. Australia has
also protested strongly at the use of the EEP in
markets where it has been traditionally strong, for
example, in the Middle East and China.

Restrictions on imports competing with domestic
agricultural production remain tight (Table A32). In
1990, a GATT panel found that quotas imposed on
raw sugar under a headnote to the U.S. Tanff’
Schedule were not consistent with the GATT. To
bring them into compliance with the GATT, the
quotas were converted to tariff quotas with a prohib-
itive tariff for imports in excess of the quotas. The
quota on peanuts, one of the products protected by
quotas under the 1955 waiver from the GATT,
restricts imports to very low levels. Domestic sup-
ply problems resulted in a decision to increase the
quota in 1991, but a very short time frame for bring-
ing in imports resulted in a low level of actual
imports. Imports of dairy products also remain
restricted, and reductions in the support price for
milk from its 1990 level were ruled out until 1995.
The continued tendency for excess supply has
resulted in renewed Commodity Credit Corporation
(CCC) accumulation of dairy stocks.

The 1990 Farm Bill included a “GATT trigger”
under which, if there is no agreement in the
Uruguay Round by mid-1992, export competition
from the United States will be intensified. The mea-
sures provide for increased funding of the EEP by
$1 billion, marketing loan programs for wheat and
feedgrains (which effectively are also export sub-
sidies) (see Table A28), and a waiver of the set-
asides. These measures, if implemented, would
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both push down world prices significantly and
greatly increase budgetary costs.

A recent study by the U.S. Department of Agri-
culture (USDA) suggests that relatively little would
have to be modified in the 1990 Farm Bill if the
proposals made by the United States in October
1990 in the Uruguay Round group on agriculture
were accepted.!% Increases in world prices for
grains would be expected to reduce support levels
sufficiently to enable the commitment on internal
supports and export subsidies to be met. There
would have to be some reduction in support prices
for dairy products and sugar, which could reduce
incomes of those producers by up to 10 percent.
With the anticipated world price increases, the
income of the U.S. farm sector could rise by $1-2
billion in 1996.

European Community

The need to reform the CAP has been a recurrent
issue for many years. High levels of support for
agriculture in the EC, which had a producer subsidy
equivalent ratio of 48 percent in 1990, have signifi-
cantly reduced the EC’s net food imports since the
1970s, and substantially increased self-sufficiency
ratios (Table A33). The CAP has been under great
pressure to reduce the drain on the EC budget, to
recognize the export interests of other countries,
especially those undergoing economic reforms. and
to unlock the Uruguay Round.

In Kelly and others (1988), it was noted that the
range of measures agreed to in February 1988,
while a first step at reform, focused mainly on
reducing the budgetary cost of the CAP but did not
increase market access for imports or reduce
directly the extent of subsidized exports. The Feb-
ruary 1988 measures completed the system of “sta-
bilizers" for each of the main products and set an
overall limit on the increase in EC spending on agri-
culture to not more than 74 percent of the rate of
increase in the GNP of the EC.

Although EC agricultural spending was limited
by higher world prices for food products in
1988-89, subsequent world price declines, a large
accumulation of beef stocks, and the additional cost
of support in eastern Germany placed pressure on
spending in 1991. Estimates in early 1991 indicated

1aSee United States. Department of Agriculture (1991). One
reason for this result is the assumed price eff'ects of the Uruguay
Round agreement. Even with only partial tliberalization it is
expected that. for example. wheat pn'ces would rise by 22-28
percent compared with the 1986-88 baseline, with increases of
6-8 percent and 50-55 percent forcornand rice, respectively.
These price increases are similar in magnitude to the price
increases from complete liberalization discussed below and
thus appear to be rather high.
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that CAP spending would increase in 1991 by a
record 32 percent, to ECU 36.6 billion, or about
ECU I.I billion over the budget guideline (Ta-
ble A34), although ECU 1.5 billion was attributed
to the cost of German unification.'®” The 1991 price
package agreed on at the end of May 1991 held
spending close to the budgetary guideline although
it did not address the major reform issues. The price
package included a slight reduction in the support
price of cereals (Table A35) with an increase in the
co-responsibility levy to 5 percent, but producers
who set aside 15 percent of their acreage would
receive an exemption from that levy, a 2 percent
reduction tn the quotas for mtlk, and a slight reduc-
tion in the intervention price for beef.

Pressure for the reform of the CAP has been
mounting in Europe. There remains the continuing
dispan'ty of price supports benefitting the more
affluent farmers in northern countries more than the
smaller and poorer farmers in the southern coun-
tries. Also, there is a growing awareness of the
environmental consequences of the intensive agri-
culture encouraged by high price supports. In addi-
tion, an expansion of the EC to include some EFTA
countries'%® would magnify current problems under
an unreformed CAP. The reforming Eastern
European countries need a destination for their
exports. The EC is an attractive market for farm
products from Eastern Europe but these are limited
by restrictions; the export of beef to the EC has
been blocked by EC activation of its quotas to avoid
further growth in stockpiles.

The proposals of the EC Commission for the
reform of the CAP issued in mid-June 1991 called
for substantial reductions in support prices with off-
setting direct income support. The main reforms
proposed were for cereals where support prices
would be reduced by about 35 percent to ECU 100 a
ton over three years. Under a scheme similar to the
U.S. system of defictency payments for cereals,
compensatory payments would be made to compen-
sate for the reduction in support price. Comparable
arrangements would be introduced for oilseeds and
protein crops (which are alternate crops for cereal
farmers). The compensatory payments would be
based on a regional yield and a farm area adjusted
for the proposed set-aside, initially set at 15 percent
for the combined area of cereals, oilseeds, and pro-
tein crops. Farms of 20 hectares or less would be
exempt from the set-aside; compensation for the
set-aside would be subject to a ceiling of 7.5 hec-
tares so that farms of over 50 hectares would not

107Table A34 shows the preliminary draft budger only, which
had predicted a smallerincrease.

18Austria.  Finland, lceland.
Sweden. and Switzerland.

Liechtenstein. Norway,
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receive an additional payment on the set-aside.
Once EC market prices are aligned with world
prices, export refunds would no longer be required.
Beef support prices would be reduced by 15 percent
because of lower feed costs. Milk quotas would be
cut by 4 percent. An early retirement scheme would
be introduced for farmers aged 55-65 (about half
the EC farmers), and there would be increased
incentives for using farmland for forestry. Bud-
getary spending would initially rise as the costs now
borne by consumers would be transferred to the
budget. However, the Commission estimates that if
the plan becomes operational by 1993, by 1997 the
cost of the reformed system would be below the
cost of the current policies extrapolated to that date.

Initial reactions by EC member agriculture min-
isters were mixed. Ministers from the northern
countries criticized the proposals; the French, Ger-
man, and U.K. ministers would prefer direct con-
trols on supply, which have a lower budgetary cost.
The U.K. minister also criticized the reduced pay-
ments to larger farms on the grounds that such pay-
ments would encourage inefficient small farms.
Ministers from the southern countries broadly sup-
ported the plan with its full compensation to small
farmers. While the Commission’s proposal was not
entirely acceptable to all EC members, it could pro-
vide a basis for completing negotiations on the
reform of the CAP. For a discussion of some of the
issues related to agricultural reform see the section
below titled **Approaches to the Reform of Support
Policies.”

Japan

Although there has been liberalization in some
agricultural products and progressive declines in
the producer subsidy equivalency ratios, basic food
commodities remain highly protected in Japan.'®?
Japan is the largest net importer of food and its
overali self-sufficiency ratios remain very low, at
about 30 percent for ali grains but 100 percent for
rice (Table A36). Support prices have been reduced
progressively for almost all products since 1985
(Table A37) but for rice the support price is still
about six times the world price. While budgetary
spending on agriculture has fallen since 1980 (Ta-
ble A38), most support is paid by consumers as a
result of substantial import barriers (Table A22);
the level of Japanese support, as measured by the
producer subsidy equivalency ratio of 68 percent in
1990, is the highest of all the OECD countries,
except some of the EFTA countries. Unlike the

Except as noted. there have not been any recent significant
changes in the operation of Japanese agricultural policies; the
description of the system in Citrin {1990) remains applicable.
The main features are summarized in Table A38.
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other major trading countries, there is no discussion
of fundamental reforms for the major commodities
(e.g., rice) through explicit steps to make the Japa-
nese agricultural sector more responsive to world
market prices. Some suggestions have been made to
provide import access to a relatively small share of
the domestic rice market. In the Uruguay Round,
Japan has stressed the need to eliminate export sub-
sidies as well as the need for provisions to ensure
food security in basic foodstuffs.

Liberalization has occurred in a number of food
items over the past few years. In line with agree-
ments with the United States, Australia. and New
Zealand, as of April 1991, the quotas on beef were
eliminated and replaced with tariffs that will be
progressively reduced.''® Imports of apple juice,
oranges, and processed dairy products have been
liberalized and nontariff barriers on imports of other
minor products have been eased.

The main food products, especially rice, remain
highly protected. The producer price of rice was
reduced from ¥311 in 1986 to ¥275 per kilogram.
This, together with increases in the world price for
rice, has reduced the ratio of the support price of
rice to world prices from about nine times in 1986,
to six times in 1990 (Table A39).!'!! The current
very high support prices tend to generate excess
production, even with the current cost structure of
farms, but relatively tight supply control systems
are used to prevent the emergence of excess supply.
Some limited steps have to be taken to improve the
market orientation of rice production by excluding
less efficient growers from the formula used to set
support prices and to partly liberalize distribution
of rice.

Although food security through self-sufficiency is
an important goal of Japan’s rice policy, current
policies do not achieve this objective efficiently.
Food security requires efficient or potentially effi-
cient production, but support policies and other reg-
ulations have resulted in highly inefficient rice
farms. In 1985, the average size of rice farms was
about 0.6 hectares, about 29 percent of farmers
were over 65 years old, and only 20 percent of farm
households were considered to have farming as
their primary means of support, !!2

110The tariff rate will be 70 percent for the Japanese fiscal
year (JFY) 1991/92 (April 199!{-March 1992). 60 percent for
JFY 1992/93, and 5@ percent for 3FY 1993/94. It will subse-
quently be subject 1o agreements in the Uruguay Round. There
is also a safeguard mechanism utilizing an emergency tarift of
25 percent (Harris (1990)).

I"Different results for the nominal protection coefficient
(NPC) can result from using different measures of world prices
and the inclusion of freight. Nevertheless, alternative measures
show similar changes. In OECD (1991) the NPC is estimated to
have declined from 7.7 in 198710 5.2 in 1990.

112Japan (1987).
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EFTA Countries

The EFTA countries have high levels of protec-
tion for their agriculture. In 1990, Norway, Fin-
land, and Switzerland had producer subsidy equiva-
lency ratios of more than 70 percent, although
Austria and Sweden had lower levels of 46 percent
and 59 percent, respectively (Table 16). In Finland
and Norway, producer prices generally increased in
1990, and in Finland an additional ftat subsidy was
introduced to avoid an increase in cereal prices. The
high producer prices in all EFTA countries are
maintained mainly by import restrictions and defi-
ciency payments related to production. Export sub-
sidies are also used to dispose of excess production.
In Finland, there are some additional income sup-
ports that are modulated in terms of farm size or
region and are not linked to production.

Support for agriculture in Sweden is now in the
process of being reduced. In the pern'od up to 1986,
support levels increased significantly, but as this
did not provide reasonable food costs and an effi-
cient use of resources, a program of reform was
initiated in July 1990. The first round related to the
deregulation of the domestic distribution arrange-
ments. The second round—the phasing out over a
three-year period of administered prices and export
subsidies—started in July 1991. Supplementary
income supports will be given to grain producers
during the transitional period only. The government
has undertaken to reduce border protection in the
context of an agreement in the Uruguay Round.

Canada, Australia, and New Zealand

Canada, Australia, and New Zealand are all
export-oriented agricultural producers with a strong
interest in reform, as reflected by their membership
in the Cairns Group.'!3 Despite this interest, Can-
ada had a producer subsidy equivalency ratio of 41
percent in 1990 with an extensive income support
system and a heavily protected, domestically ori-
ented agricultural sector. Australia and New Zea-
land, after their reforms, have the lowest levels of
agricultural support of the OECD countries.

Canada has introduced a major change to a sub-
stantial part of the country’s support programs by
rationalizing them under a standard framework.
This has been done by the introduction of the Gross
Revenue Insurance Plan (GRIP) and the Net Income
Stabilization Account (NISA), which for 1991/92
have been implemented for grains and oilseeds. The
two programs are designed to replace the temporary
measures provided in the recent past. The new
schemes shelter the income of Canadian producers
from wvariations in yields and price fluctuations.

113For a description of the Cairns Group, sec footnote 10.
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The protection for Canada’s import-competing
products remains high. In 1990, a GATT panel
found that Canada’s import restrictions for ice
cream and yogurt were inconsistent with GATT
Article XI.2(c). Canada has undertaken to bring
these restrictions into conformity with GATT in
light of an agreement in the Uruguay Round.

Australia has liberalized most of its agricultural
sector. Controls on wheat marketing and sugar
imports have been lifted. Under the Australia-New
Zealand Closer Economic Relations Trade Agree-
ment (ANZCERTA), free trade was established on
goods with New Zealand in July 1990, including
dairy products, thus subjecting Australian pro-
cessed dairy products to world prices. The opera-
tion of the wool reserve price system of the Austra-
lian Wool Corporation (AWC) created severe
problems for this sector by supporting a wool price
in 1990 that was no longer viable. In February
1991, the Government suspended the wool reserve
price system by which time the AWC had accumu-
lated stocks equivalent to about one year’s supply
and a government guaranteed debt of $2.4 billion.
During this ttime other wool-growing countries
benefitted from the high prices, although it is now
expected that prices will remain relatively de-
pressed until the surplus stocks are eliminated.

New Zealand is the industrial country that has
most completely liberalized its agriculture, but the
full gains from the liberalization have not yet
emerged. The reforms in New Zealand since 1984
were partof a general liberalization of all sectors of
the economy. It was expected that the liberalization
program would benefit the farm sector as resources
shifted there on the basis of comparative advantage.
However, while some important adjustments have
taken place in the farm sector, including the diver-
sification into a range of horticultural products and
nontraditional livestock, it has remained weak.
Macroeconomic developments, including an appre-
ciation of the real exchange rate and high real inter-
est rates; the much slower liberalization of the man-
ufacturing sector, resulting in negative effective
rates of assistance to the agricultural sector; and
continued low world prices of farm products partly
caused by policies of other industrial countries,
have worked against the agricultural sector in New
Zealand .'¢

Eastern Europe

Since the early 1970s, Eastern Europe and the
former U.S.S.R. had been a major source of
increased demand for agricultural products, mainly
cereals, but the reforms in these countries are likely
to change this situation dramatically. Despite hav-

1'4For further details scc Sandrcy and Reynolds (1990).
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ing more arable land per person than Western
Europe, Eastern Europe and the former U.S.S.R. as
a group had become major net importers of agn-
cultural products because of both lower produc-
tivity and much higher losses in the food distribu-
tion system.

As reforms in Eastern European economies take
hold, agricultural exports are likely to increase. The
initial exportable surplus has come from reduced
demand as food subsidies have been cut back, but
after a short lag, there should also be a significant
supply response.!'> While initial conditions vary
across countries, the experience of China and Viet
Nam suggests the agricultural sector can have a
strong and relatively quick supply response to
market-based reforms. Hungary, for example,
which has been a grain exporter to other Eastern
bloc countries in the recent past and to much of
Europe in the prewar period, could again return to
world markets. The implications of this for world
markets depends on the responses of other coun-
tries; if barriers to agricultural products remain,
increased exports from Eastern European countries
will place further downward pressure on world
prices for food products, thereby weakening the
reform efforts of a broad range of countries. Mount-
ing surpluses in Czechoslovakia have resulted in a
plan to subsidize farm exports. The move toward
trade in convertible currencies between the former
members of the CMEA has also reduced regional
exports as the United States and EC are able to offer
the Commonwealth of Independent States generous
credit terms for their agricultural exports.

Developing Countries

As with the industrial countries, the trade and
trade-related aspects of the agricultural policies of
the developing countries are complex. In general,
however, the policies of many developing countries
have resulted in a net bias against agriculture,
although this has been reduced in the context of
recent structural adjustment programs. Continued
progress in this direction is necessary to enable
developing countries to take advantage of market
opportunities. Developing country exporters would
gain from the liberalization of agricultural trade by
industrial countries, mainly from the liberalization
of temperate products but also from liberalization in
tropical products. Reductions in direct and indirect
export subsidies by industrial countries and domes-
tic reforms in developing countries would enable
food importers to improve their self-sufficiency in
food. The liberalization of developing countries’

H3A significant exportable surplus has been predicted by a

number of authors. for example, Center for Economic Policy
Research (1990).

56

direct support for agriculture should be coordinated
with the rest of their structural adjustment programs
to avoid increasing the negative effective rates of
protection on agriculture.

The biases against agriculture resulting from
exchange rate and industrial protection policies in
developing countries up to the mid-1980s have been
significant. In a recent study, Krueger, Schiff, and
Valdés (1988) examined the net effects of direct
and indirect policy interventions on export crops
and food crops. In the case of export crops, the net
effect of policies was highly negative at minus 40
percent. For food products, the positive direct sup-
port did not offset the negative indirect effects of
other policies; the net effect was minus 6 percent.
However, upper-income developing countries,
especially Malaysia and Korea, have tended to give
their import-competing agricultural sectors more
positive support. If these countries are excluded,
the average net impact of policies on food crops in
the remaining countries was strongly negative,
minus 22 percent.

The net eff'ect of policies was derived from direct
and indirect support. Direct support was taken as
the difference between domestic producer prices,
net of explicit taxes, and world prices at the official
exchange rate; in 1980-84 for export crops and
food crops this averaged minus 11 percent and plus
21 percent, respectively (Table A40). For export
crops, the negative support was due to export taxes
and excessive margins retained by state trading
entities; for food crops. high domestic producer
prices and input subsidies for materials and credit
contributed to the positive support. Indirect support
was calculated as the divergence between the offi-
cial exchange rate and the exchange rate that would
have prevailed under well-functioning markets with
free trade, plus the effects of protection for the
industrial sector, and was estimated to average
minus 29 percent in 1980-84.

Since the mid-1980s, most developing countries
have undertaken important structural adjustment
programs that have addressed many of these prob-
lems. There have been significant reductions in the
taxation of exports, and steps have been taken to
correct misaligned exchange rates, and to improve
the targeting of food subsidies. Progress has also
been made, although of a more limited character, in
reducing the protection for the manufacturing sector
in many of the low-income developing countries.''®
A reduction in the biases against agriculture is
important to enable developing countries to take
advantage of liberalization by industrial countries,
as domestic economic problems have at times con-

116Trade reforms by developing countries are discussed in
Seclion V.
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strained the supply response by developing coun-
tries. For example, Brazil, a large sugar producer,
has recently had to import sugar and has been
unable to meet its quota allocations for sugar
exports to the United States. In this connection,
however, the reduction of the direct support for the
agricultural sector should be coordinated with the
reform of industrial policy. As shown in the case of
New Zealand, welfare gains are likely to be reduced
if agriculture is liberalized ahead of a more highly
protected industrial sector.

A strong domestic food industry has often been
recommended as an important element for diversi-
fying the productive structure of developing coun-
tries, but it is important that this be achieved effi-
ciently. The volatile nature of earnings from their
export crops results in problems for developing
countnies with the management of their economies
and foreign exchange flows. Since export price sta-
bilization schemes have not generally proved suc-
cessful, an alternative is a more diversified agri-
cultural sector.''” The programs supported by the
Fund and the World Bank have sought to aid the
agricultural sector by reducing the biases against it,
both direct and indirect, while Bank projects have
contributed to improved infrastructure and informa-
tion services. Some reports on this problem have
stressed the importance of fostering increased
domestic food production capacity with the aim of
self-sufficiency.'!'® While direct positive support
through import restrictions on agricultural products
may produce a quick supply response in the pro-
tected products, the efficiency of such production is
often low. Also, strong net positive support for
import-competing agriculture, in the presence of
net support for industry, is likely to increase the
bias against export-oriented agriculture.

The Reform of Agriculture

Rationale for Agricultural Support

The rationale for agricultural support is made
along three main lines: (1) agriculture provides
some important externalities or noneconomic bene-
fits that need to be supported; (2) support can influ-
ence other countries’ policies directly or can be a
bargaining chip in trade negotiations; and (3) as
discussed immediately above, mainly in the case of
developing countries, direct support is needed to
preserve the sector that is adversely affected by
indirect biases against it from industrial and
exchange rate policies.

1""The example of the Australian wool reserve price scheme
discussed above is but the latest example of failure.
118UN-PAAERD (1990).
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Noneconomic justifications for agricultural sup-
port are based on the view that free markets would
not achieve some goals that are considered to be
socially desirable. These goals include food secu-
rity, the preservation of small family farms, a cer-
tain type of landscape, and a certain regional pat-
tern of development—especially to avoid the
centralization of populations.

The need for food security in the basic crops has
been strongly argued by Japan, Korea, Switzerland,
and the Nordic countries. While it is clear that food
is a necessity, it is important to distinguish between
food security and self-sufficiency. Food security
could be achieved through stockpiles and diver-
sified supply contracts with other countries rather
than by self-sufficiency. Japan, for example, is
highly dependent on many imported commodities in
addition to food, such as energy and inputs foragri-
culture, and has secured relatively stable sources of
supply forthese commodities. Compared with other
essential commodities, the sources of food exports
are very diverse so that alternative supplies are gen-
erally available in case of an embargo. Hostilities
need to reach the stage of a blockade before there
may be an appreciable effect.!'® Also, the best
strategy for self-sufficiency during an embargo
may not be self-sufficiency during normal times
since intensive farming can degrade the quality of
farmland.'20

Other noneconomic reasons, such as support of
the family farm, regional development, and the nat-
ural environment and traditional landscapes, should
also be scrutinized to find the most efficient means
of achieving these goals.'2' The experience of the
EC and the United States has shown that market
price supports mainly benefit large farmers and
those in the highly productive regions. To the extent
that farm size and regional goals are strongly
desired, carefully targeted income supports not
related to production, but directly to the goal,
should be used. Indeed, the preference for small
farms may reflect the more fundamental desire of
retaining a certain population pattern in some
regions. Regional objectives may be better sup-
ported by providing infrastructure and leaving the
market to decide whether agriculture, industry, or
services should develop in that region. Intensive
farming resulting from high support prices has a
very damaging effect on the natural environment

USHufbauer. Schott, and Elliott (1990), conclude that, in
gencral, embargoes have not been very successful.

12uSee Winters (1990).

21An additional justification for intervention in agriculture
is to stabilize farm incomes, but a pure income stabilization
scheme would result in a zero level of support over time. This
is not the case with support policies in most industrial
countries.
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owing to high levels of pesticide and fertilizer
use.'?2 Payments for farming, including those
decoupled from production levels, create an incen-
tive for farming compared with alternative land
uses, including grazing, forestry, and recreational
uses. Many of the marginal farmlands in remote
areas are ili-suited to farming, which has degraded
the quality of the land. Direct incentives for conser-
vation uses as in the United States and the proposed
reforms of the CAP are second-best policies. a
reduction in direct incentives for farming would be
more eflicient.

The tactical rationale for support is relevant for
both large and small countries. A large country may
choose to intensify its subsidies to influence the
offending policies of another country; for example,
the United States has attempted to direct the EEP
against the EC’s export subsidies. While this strat-
egy may have increased the market share of the
United States and increased the pressure for the
reform of the CAP, the effects on smaller third
countries need to be considered. Evidence suggests
the increase in the market share of the United States
has been at the expense of smaller nonsubsidizing
exporters (Table A26). Some smaller countries
have high levels of support, despite an interna-
tionally competitive agricultural sector, for exam-
ple, Canada. In some of these cases, support has
been justified as a ‘“‘defensive™ strategy against
price swings amplified by protection and export
subsidies in other countries.

Studies of the Gains from Liberalization
Liberalization in Industrial Countries

Recent estimates in studies confirm that the eco-
nomic costs of agricultural support policies are
high. Aside from the actual value of the transfers,
the burden to taxpayers and consumers of support
policies is reflected both in terms of static welfare
losses, measured by partial equilibrium (or single
sector) models, and the loss of competitiveness of
the more efficient sectors from the support of the
less efficient sectors and the resultant higher real
wages (in terms of world prices), as analyzed by
general equilibrium models. In all these models
the costs of agricultural support policies are gen-
erally measured by complete liberalization: this is
distinct from the impact of a possible Uruguay

122Anderson (1991) cites evidence on the correlation
between chemical fertilizer use and support levels. In 1985,
Japan. Korea, and Switzerland used 375-440 kilograms of
chemical fertilizers per hectare of arable land under permanent
crops. Austria. the EC, and Norway, used 200-300 kilograms;
the United States, 94 kilograms; Canada, 50 kilograms: New
Zealand, 30 kilograms: and Australia, 24 kilograms.
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Round agreement that may involve only a partial
liberalization.

The models that focus on the response of the agri-
cultural sectors across countries to liberalization are
useful in analyzing the effects of support policies on
prices for agricultural products and trade flows.
Table A41 shows the latest estimates of the price
effects from various models. Overall there would be
a significant rise in the world prices of most agri-
cultural products, especially those that now have
high rates of domestic support, such as dairy prod-
ucts, sugar, and meats. The results are less clear-cut
for cereals. One group of models (the Tyers and
Anderson (1) and the Krissoff', Sullivan, and Wainio
(USDA) models) shows that there would also be a
significant increase in the price of cereals, while
another group (the Moreddu and Huff (OECD-
MTM), Tyers and Anderson (2), and Zeitz and
Valdés models) suggests that there would be price
falls.'23 In general, the studies have also assumed
that policies of Eastern Europe and the former
U.S.S.R. will remain unchanged from the base
period, that is, this group will remain a net impor-
ter. Policy reforms by these countries, as noted
above, should eventually reduce their net import
demands, with the effect of reducing prices com-
pared with those prevailing in the 1980s.

These models of agricultural markets show sub-
stantial gains to consumers and taxpayers, as a
result of liberalization, that are significantly greater
than the costs to producers. One study shows, based
on support levels in 1986/87, that complete liberal-
ization would result in a net welfare increase of $35
billion (Table A42).'24 Producers would lose $66
billion but consumers and taxpayers would gain
$104 billion from complete liberalization. Since an
agreement in the Uruguay Round would not rule out
nondistorting supports, some of the producer losses
could be offset by transfers that would leave the net
benefits roughly unchanged.

The impact of agricultural liberalization is also
important for the rest of the economy. One model,
the OECD’s WALRAS model, estimates that
OECD income could rise by about 1 percent, $72
billion in 1988 prices and exchange rates, which is
significant in comparison to agriculture’s 3 percent
share of GDP. It suggests that agricultural output
would decline by about 14 percent for the OECD
and by 19 percent and 24 percent for the EC and
Japan, respectively. Output in the nonagricultural

123Studies are reported in Table A4]. To a large extent these
differences reflect different views about the impact of produc-
tion controls, especially the U S. set-aside.

124This base period is useful because it is the most recent
used by such studies and it is close to the base period being
discussed in the Uruguay Round. However, it was a period
when support levels were very high.
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manufacturing sectors would increase, especially in
the EC and Japan, with increases of 2-4 percent. In
terms of cost per job “saved” in agriculture the
WALRAS model suggests that this would vary from
about $13,000 in Japan, to $20,000 in the EC and
the United States, and $100,000 in Canada.'2®

Liberalization in Developing Countries

The effect of liberalization on agriculture in
developing countries depends greatly on their indi-
vidual economic policies. Many agricultural
exporters would gain substantially, with the amount
increasing with the degree of structural reform in
their economies. Food-importing developing coun-
tries would roughly break even in terms of their
agricultural trade balance if they passed through the
full value of the price increases. Further liberaliza-
tion of developing countries’ agricultural and
industrial policies would produce very significant
gains.

The importance of a reduction in support levels
in industrial countries for most developing coun-
tries is highlighted by the results of some multi-
country models (Table A4l). Their baseline sce-
narios show that the agricultural trade balance of all
developing countries combined would increase sub-
stantially.'26 Latin America and Asia, where there
are major food exporters, gain very substantially.
The results are less clear for North Africa and the
Middle East where the gains are smaller but are
only negative in one of the four studies presented.
The loss in sub-Saharan Africa comes from the
model using a 1981-83 base period. Models using
more recent base periods show this region gaining.

Two models designed to analyze the effects of
industrial and developing country liberalization are
Tyers and Anderson (1992) and Krissoff, Sullivan,
and Wainio (1990).'27 Their alternative scenarios
assume developing countries liberalize their own
economies by completely removing distortions
affecting their agricultural and industrial sectors
and realign their exchange rates to market clearing
levels. These assumptions result in an improvement
in the agnicultural trade balance for all developing
countries of about twice that in the baseline sce-
narios and is positive for all regional groups. The
sustained implementation of structural adjustment
programs that have been undertaken by most devel-

125B8urniaux and others (1990).

126The baseline scenarios assume that increases in world
prices are passed on to consumers and producers. an appropri-
ate response to a permanent change in the price of traded
goods

127The model tesults are shown in Table A4] as A-T (1) and
(2) and USDA (1) and (2). The baseline scenarios are desig-
nated (1) and the alterrative scenanos are designated (2).
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oping countries is likely to mean that the impact of
industrial country liberalization is closer to that
shown in the alternative scenarios.

These results underscore the importance of
industrial country liberalization for supporting the
reform efforts of developing and Eastern Euro-
pean countries. The liberalization of the agricul-
tural policies of the industrial countries, especially
improved market access, is important to current and
potential food exporters, to enable them to support
their liberalization programs and to restore their
growth on an efficient and sustainable basis. Ma jor
increases in net supply from Eastern European
countries and the Commonwealth of Independent
States, without improved market access in indus-
trial countries for all countries, will only add to the
intense trade conflicts in this sector. Liberalization
should not only be in the temperate food products
but also in tropical products and should seek to
reduce the escalation of tariffs and nontariff barriers
on such products. Such products are important fora
broad range of developing countries, including
those that import significant amounts of food.

Approaches to the Reform
of Support Policies

Three broad approaches to the reform of agri-
cultural policies are widely discussed. The first is
based on nonmarket intervention to restrict domes-
tic supply while retaining import restrictions to
maintain high support prices. The second would
allow production to be sold at roughly world market
prices, thus obviating the need for import restric-
tions and export subsidies. but provide general
direct income support to compensate farners for
lower prices. The third alternative is similar to the
second but income support would be targeted to
achieve specific objectives after it has been deter-
mined that the optimal method to attain the non-
economic goals is indeed a subsidy.

Nonmarket Intervention

Proponents of this approach to reform note the
problem of excess supply in agricultural markets
and advocate overcoming it by restricting supply by
means of direct controls. In conjunction with
import restrictions this approach can maintain a
high domestic support price, which is effectively
paid for by consumers rather than by the budget:
this enables farmers to claim that they are earning
their living from the market rather than from “‘gov-
ernment handouts.” The volume of subsidized
exports would be determined by the severity of the
supply controls. Proponents point to GATT Arti-
cle X1:2(c). which permits the use of import restric-
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tions to enable the operation to supply controls on a
like product. Recent GATT panel reports have
restricted the applicability of this provision, but
many countries want the applicability of Arti-
cle XI:2(c) to be broadened.!28 Market access
would be negotiated and set in terms of quotas at
levels that could be above the current ones. Propo-
nents of specific provisions for food security also
advocate some modification to the GATT to permit
import restrictions for this purpose.

The main problem with this approach is that it
maintains current inefficiencies and thus can inhibit
further reform.!'?® The high support prices under
this approach are paid by consumers, while large
producers are able to obtain most of the benefits
from this system. In addition, the high marginal
return on production induces excessively intensive
production that results in high levels of pesticide
and fertilizer use that has damaging environmental
consequences. While quotas could be set at levels
that are attractive to some exporters, especially
because these may also benefit from the rents, they
do not fully address the rights of all potential
exporters, especially those currently reforming
their economies and that have yet to realize their
full supply potential.

Generalized Income Supports

Generalized income supports also create market
distortions, although they are less severe than those
created by market price supports. In the above sur-
vey of recent developments in support systems, it
was observed that some form of direct income sup-
port had been adopted by countries seeking to
improve the efficiency of their agriculture while
maintaining the income levels of farmers. This
includes the United States, Canada, Sweden, and
the EC Commission’s proposal for the reform of the
cereal sector of the CAP In all of the above cases,
except Sweden, the income supports are gener-
alized; typically, the subsidy is calculated per unit
as the difference between a ‘“‘target price’ and the
market price. Thus, they may be considered pro-
duction or farming subsidies as they are either
related to past, present, or future production or a
factor of production (often land) and require the
recipient to beengaged in the production of crops or
a particular crop. 39

128For example, the EC, Canada, the Nordic countnes,
Japan. and Korea. The restricted applicability of this provision
arises because the import restrictions have to be on the product
subject to the supply controls. or a like product. The problem in
Article XI for the protection of the dairy sector is that the
supply controls are on milk production but the import restric-
tions are on processed dairy products.

129For a fuller discussion see OECD (1990b).

130@ECD (1990b).
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Since this form of support does not require border
protection, the cost to consumers is eliminated and
the support is funded entirely from the budget. Bud-
getary spending will increase substantially, as was
the case in the United States and is expected in the
proposed reform of the CAP. This increase can be
limited by land set-asides and from second-round
increases in world prices as export subsidies and
production are reduced. Explicit export subsidies
would not be required, but income supports under
the current schemes would be paid on exported pro-
duction. 3! However, as noted in the case of the
United States, generalized income supports can
have a significant production-enhancing effect com-
pared with no supports, because they enable
tarmers to operate at higher levels of average costs,
are based on farm area, and are linked to the pro-
duction of specific crops.

Targeted and “Pure” Income Supports

The problems of the production-enhancing effect
and high budgetary cost of generalized income sup-
port should be addressed efficiently through better
targeting of the support to desirable noneconomic
factors rather than the use of supply controls. Com-
pared with market price supports, income supports
can be targeted to achieve certain objectives and to
foster desirable noneconomic benefits. Reducing
the relationship of these supports to production,
factors of production, and farming activities, as
well as the duration of the supports mitigates the
impact on production. One role of income supports
is to compensate farmers for their loss of the dis-
torting market price supports, but there is no reason
to do this in perpetuity. The cost and the
production-distorting effect could be reduced if
payments are made only to current farmers on the
basis of current farm size and possibly only for a
transitional period; Sweden has adopted this form.
Attractive early retirement schemes are also useful
in restructuring farms that would not be viable at
world prices when a large proportion of the farm
population is close to retirement age. as in the cases
of Japan and the EC. While targeted income sup-
ports may not be the most efficient means, they can
also be used to promote regional development.

Concluding Comments

A decision on the reform of the CAP has acquired
a highly visible position, and it is important that
such a decision reflect the role of the EC in the

131l the Uniguay Round, whether income supports paid on
exported produclion will be classified as export subsidies is an
issue.
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international trading system. Initial reactions by
some EC agriculture ministers have focused on the
high budgetary costs and the inefficiencies that may
result from higher support levels per unit of output
directed to small farms. Solutions to reduce bud-
getary costs proposed by some EC members entail
continued market price supports bolstered by sup-
ply restrictions. These would, however, give rise to
the problems noted above. Lower rates of support
for large farms through the operation of the set-
aside scheme that reduce the budgetary cost have
been criticized as promoting inefficient production
methods. However, it is unlikely that the roughly 15
percent margin in unit levels of support for small
farmers will create an incentive for inefficient
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farms, as the cost advantages of large farms typ-
ically exceed this margin. Further improvements in
the targeting of income supports or reduced unit
levels of support are the most efficient ways of
reducing the budgetary costs.

The proposed system of generalized income sup-
ports for growers of cereals and oilseeds, while an
improvement on the current CAP, would have pro-
duction distortions comparable to support systems
in the United States and Canada. As noted earlier,
all these direct income support systems entail sig-
nificant production distortions. Thus, it is essential
that support levels are reduced substantially and
market orientation in agriculture is increased in all
industrial countries.
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Issues for the 1990s

g |n some respects the issues for the 1990s
l I |remain those of the past two and even three
decades—agriculture, steel, textiles and clothing,
subsidies, nontariff barriers, etc. Progress in these
areas depends on the outcome of the Uruguay
Round, which is expected to have an important
bearing on the full integration into the multilateral
trade system of the developing and Eastern
European countries. Meanwhile, new problems
have emerged in response to changes in the world
trading environment, which relate to the increased
integration of the world economy through the glob-
alization of investment and production and the
effects of this on the relative importance of trade in
the economy, the geographic organization of pro-
duction, and the way countries compete in world
markets. These forces were behind the inclusion of
new issues (services, investment, and intellectual
property) in the Uruguay Round and, to some
extent, they explain the increased resort to regional
arrangements, in the absence of relevant multi-
lateral rules in the new areas. 32

The complex interrelations among transnational
firms, which invest and produce globally, have
broadened the scope of policies that affect trade,
foreign investment, and international competition
and raised issues concerning the relevance of tradi-
tional trade policies and the appropriateness of
GATT rules. The use of trade policies to pursue
environmental ob jectives has also created new chal-
lenges for GATT and the global economy. These
issues are on the trade policy agenda for the 1990s.

Integration of Developing and
Eastern European Countries into
the Multilateral Trade System

The experience of the past decade has amply
demonstrated the linkages between openness, tech-
nological advance, and economic growth, and this
has encouraged many developing and the Eastern
European countries to deregulate their economies,
liberalize their exchange and trade systems, and
promote foreign investment. To bear fruit, these

12Fcketekuty (1991 a).
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efforts will depend on two interrelated elements: the
ability of the countries themselves to persist with
their reform efforts and greater access to foreign
markets, particularly those of the industrial coun-
tries. Security of access to foreign markets for
developing and Eastern European countries is also
linked to their fuller participation in the GATT sys-
tem. For the Eastern European countries this
involves renegotiating the conditions of their mem-
bership to reflect the greater market orientation of
their economies. 133

The review of trade reforms programs indicated
that many developing countries need to move
beyond the initial stages of trade reform toward
completing trade regimes that rely mainly on price-
based measures and that yield a basically neutral
incentive structure. For them and for Eastern
European countries, the eflectiveness of the sub-
stantial exchange and trade reforms already in place
will depend on further domestic reforms to develop
product and factor markets that foster competition
and the allocation of resources based on a realistic
relative price structure. In this process greater
openness to foreign investment would facilitate pri-
vatization, the transfer of technology and know-
how, and the development of competitive industrial
and agricultural sectors.

Improved access to world markets is essential for
the success of policies aimed at increasing efficient
resource allocation. This will depend importantly
on a comprehensive agreement in the Uruguay
Round, where the major impediments to the exports
of developing and Eastern European countries are
under negotiation. Liberalization in these areas is
likely to be slow, however, considering the long
transition periods contemplated in any agreements
on sensitive sectors.'*® Industrial countries. from

133The Czech and Slovak Federal Republic and Yugoslavia
acceded to GATT as market economies; Poland. Hungary, and
Romania acceded to GATT under special provisions: Bulgaria.
an observer to GATT since 1967. applied to accede to GATT in
1986. Poland and Hungary have taken steps to renegotiate their
Protocols of Accession.

133While the immediate benefits of a Uruguay Round agree-
ment could be small. the longer-term beneficial effects are
expected to be substantial. Some estimates of the potential
gams from a successful Round were reviewed in International
Monetary Fund (1990c). pp. 74-76.
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their side, look for concessions by developing
countries in specific areas of interest to them,
namely, services, trade-related investment mea-
sures, and intellectual property rights. In contrast to
previous GATT rounds, they also seek more secure
access to developing country markets, particularly
those of the dynamic Asian economies. Although
the immediate tangible benefits of a Uruguay Round
agreement to developing and Eastern European
countries may be small, the strengthening of the
multilateral trade rules and their enforcement would
be crucial for the outward-oriented adjustment
strategy these countries are pursuing.

For Eastern European countries, access to indus-
trial country markets has become more critical
because of the collapse of trade among former
CMEA countries. As discussed in Section VI,
industrial countries have accommodated this to
some extent by dismantling restrictions on Eastern
European exports and extending MFN treatment
and GSP privileges in most cases. The EC is also
negotiating Association Agreements with the Czech
and Slovak Federal Republic, Hungary, and Poland
that would provide for free trade in most industrial
products and somewhat more limited access in sen-
sitive areas: agriculture, textiles, clothing, steel,
and coal. At the same time, the collapse of Eastern
European exports to the former U.S.S.R. has been
aggravated by the extension of tied aid and export
credits by industrial countries to the former
U.S.S.R., including to finance agricultural exports
from the former German Democratic Republic.

The longer-term challenge of integrating the
Eastern European countries into the world trade
system is expected to involve substantial structural
adjustment for Western Europe in particular, given
its close geographic and cultural ties to Eastern
Europe. This could have adverse consequences for
other countries depending on the policy responses
of Western European countries, especially those of
the EC.135 Adjustment pressures will increase in
those sectors that are already heavily protected, but
offsetting this is the opportunity to expand exports
of goods (particularly capital goods) and services to
Eastern Europe. Resisting these structural changes
through protectionist policies would reduce the
potential benefits the world economy could derive
from the opening up of Eastern Europe. Even more,
it would jeopardize the effectiveness of financial
resources channelled to these countries and their
own efforts to create competitive market econ-
omies. Such resistance could take the form of pref-

13SThcse issues are discussed in Collins and Rodrik (1991).
Havrylyshyn, and Pritcheut (1991), and Junz (1991). The first
two studies provide empirical estimates of the potential impact
of the restructuring of Eastern European economies and their
patterns of trade.
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erential access to Western European markets for
Eastern European countries at the expense of com-
peting suppliers (both developing and industrial
countries), or access could continue to be denied in
trade-sensitive areas. While Western Europe may
be most directly affected by the opening of Eastern
Europe, the same considerations apply to other
industrial countries, which need to accompany
financial aid to Eastern European and developing
countries with improved access to their markets. In
this connection, it has been estimated that if indus-
trial countries eliminated all their tariff and nontariff
barriers the level of real national income of the
developing countries would rise by 3 percent of
GDP. equivalent to approximately twice the amount
of official development aid extended annually by
the industrial countries. '36

Regional Arrangements and the
Multilateral Trade System

The increased resort to regiona! trade arrange-
ments is viewed by many as a cause for concern;
others view it as a natural consequence of the
regional integration that has already taken place
both formally and informally. In any event, it is
widely believed that regional trade groups—de
facto or de jure—are here to stay. These develop-
ments raise the question of whether regional irade
arrangements are likely to hinder or support the
open, multilateral trade system.

The GATT permits preferential trading arrange-
ments provided that substantially all trade between
members is liberalized within a reasonable length of
time and that baniers to trade with nonmembers are
not raised. These provisions aim to avoid the prolif-
eration of discriminatory arrangements, but in prac-
tice they have been weakly enforced and have not
prevented the formation of numerous regional trade
arrangements during the past forty years that do not
fully conform to Article XXIV. A review of the
experience with regional arrangements among
industrial countries suggests that up until now they
have not hindered the process of multilateral lib-
eralization. The compatibility of regional trade
arrangements among industrial countries with the
multilateral trade system can be attributed to their
outward orientation. These arrangements have gen-
erally been characterized by high levels of integra-
tion and relatively low levels of protection against
third countries in most areas of trade. Under such

BsFinger (1989), pp. 17-18. This estimate measures the
static gains from the more efficient use of existing resources
and changes in the terms of trade. but excludes possible
improvements in efficiency stimulated by a more open trading
system.

©International Monetary Fund. Not for Redistribution



conditions, countries gained from greater competi-
tion within the region as well as exposure to foreign
competition. 37 The obvious exception is the EC’s
adoption of the CAP, which has sheltered the agri-
cultural sector and built up resistance to multilateral
liberalization. In other sensitive areas, the need for
consensus within the EC may also slow the speed at
which nontariff measures can be phased out.

The more recent regional initiatives have been
defended by those involved on the grounds that they
permit greater liberalization among like-minded
countries than would be possible in a multilateral
forum, and that they address the need for stronger
or new disciplines in areas of interest to partici-
pants. Nevertheless, countries are well aware of the
limitations and risks in this approach, especially the
potential for trade diversion to outweigh trade cre-
ation; the loss of bargaining power and the security
provided by the multilateral trade system for coun-
tries outside free trade areas; trade warfare among
regional blocs; and the diversion of effort away
from multilateral trade negotiations. The greatest
risk seen in the trend toward regional blocs is the
potential for fragmentation and interregional con-
flicts if the Uruguay Round failed, again underlin-
ing the importance of the Round for the stability of
the world trade system.

Regionalism is not a substitute for the multi-
lateral trade system. In particular, there are limits to
the regional approach to liberalization in the most
difficult, heavily protected sectors: agriculture, tex-
tiles and clothing, and steel. It is widely believed
that the problems in these areas can only be ade-
quately addressed within a multilateral framework,
in part because of the greater scope for a reciprocal
exchange of concessions but also because disci-
plines on subsidies and other practices that distort
trade and investment would be less effective if
implemented only at the regional level.

Whether regional trade arrangements hinder or
support the multilateral trade system will depend on
how closely they conform to Article XXIV and
whether remaining trade barriers to exports of non-
member countries can be kept low. To minimize the
adverse effects on third countries, it has been sug-
gested that members of regional trade arrangements
(free trade areas or customs unions) go beyond the
requirements of Article XXIV by reducing their
trade barriers. In this context, one advantage of a
free trade arrangement over a customs union is that
members of the former can liberalize trade without
reaching a consensus among member countries.

137R¢gional arrangements among developing countries have
been less successful in fostering development objectives and
economic integration owing. in part. to incomplete internal
liberalization and the failure 1o reduce high levels of
protection
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Australia, New Zealand, and Sweden provide
recent examples of countries in free trade arrange-
ments that have continued to lower tariff and non-
tariff barriers against third countries, thereby reduc-
ing the potential for trade diversion.

Globalization of Investment and
Production

Growing economic interdependence among
countries and the globalization of business strate-
gies has increasingly blurred the distinction
between national and foreign firms and shifted the
focus of trade policy away from traditional trade
policy instruments toward domestic policies that
affect competition, investment, and innovation.
With mobile factors of production, it is now more
difficult for countries to maintain restrictive busi-
ness practices without impairing their ability to
compete in world markets. At the same time, there
is increased concern that countries’ domestic laws
and regulations may unduly limit the ability of for-
eign firms to compete on the same basis as national
firms. Thus, the globalization process is increas-
ingly confronting governments with the need to har-
monize trade and trade-related competition, invest-
ment, and innovation policies.

Interrelation Between Trade and
Competition Policies

Recognition of the interaction between trade and
competition policies is not new. Indeed. these
issues were covered in the Havana Charter for the
International Trade Organization, and attempts
have been made subsequently, in the OECD and
elsewhere, to achieve greater harmonization of
competition laws among countries and to reduce
inconsistencies between trade laws and the princi-
ples of competition policy. The current focus on
these issues, which is reflected in the communiqué
of the OECD ministerial meeting of June 1991 and
in extensive work programs under way in the
OECD and elsewhere, stems primarily from the
increased globalization of investment and produc-
tion, which has raised questions about the relevance
of traditional trade policy instruments that assume
“nonnational” firms supply domestic markets pri-
marily through trade. From the perspective of com-
petition policy, it raises fundamental issues con-
cerning the appropriateness of competition laws,
which have been developed with domestic transac-
tions primarily in mind, and on the role of govern-
ments in fostering competition.

Competition policy defines the rules that regulate
competition among domestic firms. Trade policy, in
a broad sense. regulates competition among firms

©International Monetary Fund. Not for Redistribution



— Investment and Production—

across national boundaries. These policies have
similar objectives, in that they aim to promote com-
petition and provide remedies for dealing with anti-
competitive behavior. Conflicts between these poli-
cies and among nations arise for two main reasons.
First, not all countries have well-developed compe-
tition laws and, where they do exist, there are dif-
ferences in approach (jurisdiction, investigatory
powers, and procedural rules and remedies) and
enforcement. The effect of these differences may
limit access of foreign firms to domestic markets
directly or indirectly via their effects on inward
direct investment, or may enable domestic firms to
unfairly target foreign markets. Second, both
GATT and national trade laws permit trade-limiting
actions in certain circumstances, which tend to
weaken competition in both internationa! and
domestic markets. In addition, the trade-promoting
policies of one country may be in conflict with the
competition laws of other countries.

Many of the issues discussed under the U.S.-
Japan Structural Impediments Initiative (SII) fall in
the area of competition policy. These include issues
related to enforcement of antimonopoly laws that
could have allowed restrictive business practices,
and restrictions on foreign direct investment. Prob-
lems associated with the use of antidumping duties
(ADDs) and VERs are examples of issues that fall
in the area of trade policy. These trade policy
instruments tend to foster noncompetitive behavior
by encouraging the formation of cartels and oligop-
olistic market structures, and the use of restrictive
business practices. '38

Inconsistencies between trade and competition
policies, together with the increased potential for
these inconsistencies to cause conflict in an interde-
pendent world, call for (I) a re-examination of
GATT and national trade rules in terms of the prin-
ciples of competition policy: and (2) an examina-
tion of how competition laws affect international
trade.

Trade rules in particular need of review include
remedies to deal with anticompetitive trade prac-
tices (e.g., antidumping and countervailing laws,
and laws to protect intellectual property rights),
remedies to deal with injury to domestic industries
from imports traded competitively (e.g., Arti-
cle XIX of GATT, VERs, and other gray-area mea-
sures), export promotion policies (subsidies),
instruments used to pry open foreign markets (e.g.,
Section 301 of the U.S. 1974 Trade Law), rules of

133VERs might be classified as restrictive business practices.
particularly when they involve industry-to-industry agree-
ments. Their classification above as a trrade policy insttument
reflects their frequent use as surrogate “‘safeguard”™ measures
(instead of Article XIX of GATT) and as substitutes for anti-
dumping duties.
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origin, and local content rules. The extent to which
deficiencies in trade rules are remedied as a result of
the Uruguay Round will need to be assessed at the
end of the Round.

In the area of competition policy, issues that need
to be re-examined from a trade angle include the
appropriate economic and geographic definition of
the “‘market™; the criteria applied in assessing the
impact on market structures of mergers and acquisi-
tions (both nationally and across borders); and the
impact on international trade of restrictive business
practices including intrafirm agreements (e.g..
transfer pricing) of multinational enterprises. In
addition, the exemption from most competition
laws of import and “‘pure™ export cartels needs to
be re-examined. 39

One approach to achieve greater harmonization
of competition laws, which is being used in EC
1992, involves the prior harmonization of a mini-
mum number of essential regulations; smutual rec-
ognition by member countries of regulations that
are not harmonized: and factor mobility.'*® As fac-
tors of production will likely move to locations with
preferred regulatory systems, this will put pressure
on national authorities to adopt preferred systems
and thus result in a convergence of such policies
among EC member states. Despite its appeal, this
approach is not considered feasible at a global level
or even among all OECD countries at this stage
because the necessary conditions, including, in par-
ticular, free labor mobility, are not in place.

Competition and trade authorities in a number of
countries suggest that the first order of business
should be the establishment of competition laws in
all countries based on agreed principtes, and greater
uniformity in enforcement of competition laws
across countries. This would provide a better basis
than currently exists for a greater convergence of
these laws. In their view, the stepped up efforts in
this area in the OECD could facilitate this process.

Issues Related to Trade and
Investment Policies

In an open world economy, the trade and invest-
ment decisions of firms are closely integrated. The
decisions of firms to invest overseas are either
factor-driven (access to materials, technology,
lower-cost labor) or policy-driven (investments

139To a degree, the implementation of competition laws has
been modified in some countries to accommodate the realities
of the global marketplace. but the analysis and remodeling of
competition laws from the perspective of trade policy remains
to be done.

140This approach is considered more feasible than a *global
competition policy,” which would require prior harmonization
of all competition laws and a supranational competition
authority.
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directly influenced by national policies). For firms,
investments that are policy-driven rather than
factor-driven represent a second-best response to
impediments or incentives that lead to an inefficient
allocation of resources.'*! This was recognized by
the inclusion of trade-related investment measures
and investment incentives (under the Subsidies
Code) in the Uruguay Round. It is also evident in
the efforts of countries to establish more neutral and
transparent investment rules through bilateral trade
and investment treaties and bilateral and regional
trade and investment agreements.

The growing importance of foreign direct invest-
ment (FDI) in achieving and maintaining interna-
tional competitiveness in world markets and in the
diffusion of technology has brought into sharper
focus a wider range of policies that can distort trade
and investment flows and inhibit competition. Such
measures affect access to foreign markets, for either
goods or investment, and the conditions under
which foreign-owned firms compete with national
firms. For example, concerns and disputes have
grown over trade measures that distort the form and
extent of investment and trade flows. These include
VERs, antidumping and countervailing measures,
local content rules, rules of origin, and regional
trade arrangements. Investment to circumvent
actual or potential instruments of protection or to
ensure future market access distorts the allocation
of resources and decreases the share of output that
is traded compared with what would be traded in the
absence of protection;'*? such investment has
become a major source of trade friction (anticir-
cumvention laws and transplants). Ideally, protec-
tion should be reduced; meanwhile fewer restric-
tions on factor mobility can reduce the welfare
losses owing to the immobility of goods.

Domestic policies affecting investment flows and
the way firms compete have also taken on greater
importance. These include policies that inhibit for-
eign investment and competition indirectly through
structural impediments, such as cross-corporate
ownership relations or diff erences among countries
in merger and acquisition laws and their implemen-
tation; prohibitions on investments in sensitive sec-
tors; restrictions on the right of establishment that
effectively limit investments in service sectors; and
“*strategic’ policies that raise barriers to entiy in
research consortia, or otherwise limit the transfer of
technology. All these measures are perceived to tilt
the playing field and have become a growing source

taiMcCulloch (1991). McCulloch also identifies a third
motivation for investment: border-driven investments designed
to capture the benefits of being multinational rather than being
in a specific location. It should be noted that policies thateffec-
tively comect for market failures or externalities would
improve resource allocation.

142GATT (1990a). p. 41.
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of friction among trade partners. This is increasing
pressure on governments to seek regulatory conver-
gence in areas affecting trade and investment
decisions.

The ongoing work in the OECD to strengthen the
provisions and enforcement mechanisms of the
National Treatment Instrument and the Liberaliza-
tion Codes for capital flows and invisibles could
form the basis for multilateral negotiations on an
investment accord in a wider forum that would atm
to establish clear rules governing the right of estab-
lishment (market access) and national treatment and
include effective mechanisms for dispute settlement
and enforcement. The aim would be to develop
more neutral and transparent trade and investment
rules to ensure that investment and trade decisions
are unaffected by the existence of national berders,
thereby maximizing the efficiency gains from an
open trade and investment regime.

Issues Related to Innovation and
“Strategic” Trade Policies

Innovation (or technology) policies cover a range
of government interventions that aim to assist firms
in developing and adapting new technologies for
commercial uses. These policies are based on the
view that the ability to develop and adapt new tech-
nology, that is, to innovate, is a key determinant of
national competitiveness in manufacturing. The
“new™ trade theories have provided the intellectual
justification for pro-active innovation policies. In
contrast to traditional trade theories, which explain
the pattern of trade based on countries' relative fac-
tor endowments (comparative advantage), the new
theories rely on imperfect competition and econ-
omies of scale to explain the fact that most trade
occurs among countries with similar factor endow-
ments and is dominated by intra-industry trade; in
this kind of world, it is argued that countries can
create “competitive advantage™ through innovation
policies. For example, in industries where there are
dynamic returns to scale (learning-by-doing), being
there first and having access to foreign markets mat-
ter. Table 17 compares some of the familiar con-
cepts from traditional trade theories with those
associated with the new trade theories.

Two basic justifications for government interven-
tion are derived from these theories. One is that in
oligopolistic industries that enjoy monopoly profits,
government support can deter production by foreign
competitors and shift excess profits to national
firms. 43 The other is based on the existence of mar-

143This is the ‘“profit-shifting”™ model of Brander (1985).
pp- 83-100. Its policy conclusions have been shown to be quite
sensitive to the assumptions (no retaliation) and parameters,
casting doubt on its practicai application.
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Table 17. Old Arguments in New Cloth?

Old

Comparative advantage: countries gain by specializing in
the production and export of goods in which they have a
comparative advantage based on their relative factor
endowments or relative costs. Trade is mostly inter-
industry.

Optimal tarift: a large country can improve its terms of
trade by imposing a tanfl, which induces foreign suppliers
to lower their prices.

Perfect competition: entty unlimited because start-up costs
arclow.
Constant returns to scale.

Infant industry: market failures prevent development
along lines of potential comparative advantage.

Imperfect capital markets lack the foresight or depth to
finance investments with positive discounted present
values.

Externalities cannot be appropriated by pioneer fitms that
create intangible benefits.

ket failures (i.e., capital market imperfections or
externalities). As a practical matter, it is not possi-
ble for governments to determine ex ante if the con-
ditions exist to shift profits through intervention or
how trade partners will respond to such beggar-thy-
neighbor policies; capital market imperfections are
also difficult to identify and correct.'** With regard
to externalities, there is ample evidence that
research and development and high-technology
industries generate positive externalities that cannot
be fully appropriated by firms. Under these condi-
tions, private markets unaided will underinvest in
precompetitive research and development, as well
as basic research. The best policy response would
be a tax or subsidy directed at the source of the
externality if it could be identified and measured,
and an effective instrument designed—all difficult
tasks. Whether a country could raise its national
income from such policies would depend on
whether the externalities were national or global in
scope and whether the resources drawn from other
sectors would be more effectively used. '45
Government policies to support innovation
include provisions for research consortia, subsidies
for research and development and sunrise indus-
tries, access to intellectual property, government
procurement, the weakening of competition rules to
support national champions or strategic alliances,

" Grossman (1990), pp. | 12-14.
145For a discussion of these issues see Kiugman (1987).
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New

Competitive advantage: with rapid technical change,
economies of scale and scope. and iearning-by-doing,
countries can gainby producing and exporting goods in
which they have a competitive advantage that is created not
endowed. Trade is mostly intra-industry.

Profit-shifting: in highly concentrated oligopolistic indus-
tries, a subsidy to entry can deter production by foreign
competitors and shift excess profits to the home country.

Imperfect competition: entry limited by large fixed start-
up costs and scale economies that limit the number of firms
thatcanprofitably be active in an industry.

Dynamic scale economies arise from learning-by-doing,
which reduces unit costs within the firm as output accumu-
lates over time.

High technology industry: market failures and imperfect
competition limit the ability of the private sector to profit-
ably develop high technology applications.

Imperfect capital markets: the private costs of funds
exceed their social benefit because asymmetries of informa-
tion result in adverse selection.

Externalities in the creation of knowledge that spillover
beyond the firm cannot be appropriated.

restrictions on foreign investment in strategic sec-
tors, and restrictions on the foreign sales of goods
embodying new technologies. In each of these
areas, there is scope for conflict between innova-
tion, trade, and competition policies. The Tokyo
Round Codes cover some of these policies, such as
subsidies and government procurement, and the
Uruguay Round is dealing with others (inteilectual
property and investment measures), but awareness
of the need to agree on rules of the game is grow-
ing. In the case of subsidies, for example, there is
no agreement among countries on when the subsi-
dization of basic and precompetitive research ends
and direct industrial subsidization begins.!46
International rules governing innovation policies
based on free market competition would imply.
inter alia, research consortia open to foreign as well
as domestic firms, support for generic research and
development that is widely diffused, and competi-
tion rules that balance considerations of market
power against the need for alliances to pool
resources and share the risks of research and devel-
opment. With regard to trade policies, in industries
characterized by imperfect competition and econ-
omies of scale, the benefits of trade liberalization
have been shown to be even greater than under per-
fect competition.!4” Thus, the presence of imper-

136See OECD (1990a). Part 4, for a review of issues and
policies related to government assistance to industrial research
and development.

147Rjichardson ( {989).
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fect competition further strengthens the case for
maintaining a multilateral effort toward greater
trade liberalization.

Trade and the Environment

In recent years, environmental concerns have
taken on transnational and global dimensions and
increased the scope for conflicts between environ-
ment policies and trade policies. This is apparent in
the number of trade disputes related to the impact of
environmental regulations on trade and in environ-
mental concerns over the prospects of trade liberal-
ization at the regional and multilateral levels. The
environmental issues raised in connection with the
proposed NAFTA are the most recent examples of
the latter. Environmentalists are concerned that
trade liberalization contributes to the degradation of
the environment by reducing standards to the lowest
common denominator and thereby encouraging the
exploitation of resources at an unsustainable rate
and the migration of “dirty” industries to countries
with lower environmental standards. On the other
hand. trade officials are concerned about environ-
mental policies that are motivated by protection and
about the use of trade policies to pursue environ-
mental goals at national and international levels.!4#

In principle. the goals of an open, world trade
system, which aim to promote the efficiency of
resource use through specialization in areas of com-
parative advantage, need not conflict with those of
environmental policy, which focus on the sustain-
able use of resources and pollution control. A host
of practical problems emerge, however, when envi-
ronmental externalities are transnational or global
in character and countries differ in their environ-
mental preferences. These relate to the design of
policies to achieve environmental goals, including
the proper role of trade policy.

Many of the problems involved in reconciling
trade and environmental objectives arise because
the prices of internationally traded goods and ser-
vices do not fully reflect the environmental costs of
their production and consumption or disposal.
Environmental policies aim to internalize these

1$%Environmental poticies that are motivated by protection
seck to off'set the cost advantages other countries might enjoy
because of differences in environmental standards. Trade poli-
cies used to achieve national environmental goals usually
involve export contro!s and import bans, with or without com-
plementary domestic measures. At the international level. dis-
criminatory trade measures have been mcluded as enforcement
mechanisms in intermational environmental agreements {e.g.,
the Montreal Protocol Concerning the Protection of the Ozone
Layer and the Basel Convention on the Control of Transfrontier
Movements of Hazardous Wastes and their Disposal). Trade
measures have also been used to impose one countty’s environ-
mental preferences on another country.
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costs through various forms of intervention includ-
ing the assignment of property rights, environmen-
tal regulations and standards. subsidies and taxes.
trade measures, and the use of marketable permits
and emission charges. While price-based measures
can achieve environmental goals at lower cost and
provide incentives for innovation, governments rely
primarily on less efficient direct regulation, includ-
ing trade measures. Poorly designed environmental
policies can lead to trade distortions that are not
justified in terms of the environmental benefits
achieved. Similarly, trade policies are seldom the
best instruments to achieve environmental goals. '49

Environmental issues were not explicitly
included in the Uruguay Round agenda: however.
several provisions of the GATT and the Tokyo
Round Codes and proposals related to these provi-
sions under consideration in the Round could come
into play in relation to the effects of environmental
measures on trade and the use of trade measures for
environmental purposes. These include the Sub-
sidies Code, which defines countervailable sub-
sidies; the Standards Code, which deals with tech-
nical barriers to trade: proposed sanitaly and
phytosanitary regulations; and Article XX, which
provides forexceptions to GATT rules for measures
*(b) necessary to protect human, animal or plant
life or health . . . (g) relating to the conservation
of exhaustible natural resources . . . The pro-
posed improvements to the Tokyo Round Codes,
which aim to clarify underlying principles and pro-
cedures, will not fully address possible conflicts
between environmental policies and trade policies,
and it is expected that these issues will be taken up
in a comprehensive way after the Uruguay Round.

The challenge is to develop a policy framework
that fosters environmentally sustainable growth and
development while maximizing the welfare gains
derived from free international trade. This will
require a multidisciplinary approach to ensure that
environmental objectives are scientifically based
and that policies achieve environmental goals in an
efficient manner and with the least distortion to
international trade. Apart from GATT, work on
these issues is under way at the OECD, UNCTAD,
and other forums. In particular, at the June 1991
ministerial meeting, the OECD ministers called for
the further analysis of the links between trade and
the environment and the development of policy
guidelines to protect the environment and preserve
the open multilateral trade system.

14¥See Low and Safadi (1991) for a discussion of the design
of environmental policies and the interaction between trade
policy and environmental policy. In some cases, trade measures
may be needed for eflective enforcement. for example. a prohi-
bition on the use of toxic substances.
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m ecent activity in the General Agreement on
Tarift's and Trade (GATT), in part, has been
influenced by negotiations in the Uruguay Round.
Resort to the GATT's dispute settlement mechanism
has been relatively frequent, but implementation of
panel findings, in somecases, has been linked to the
Round’s results; GATT surveillance was strength-
ened as the result of the Round’s midterm review:
and there was a significant increase in GATT mem-
bership, possibly also reflecting, in part, the
breadth of the negotiations. GATT membership
now numbers 103 countries (Table A43), account-
ing for nearly 90 percent of world trade. In addi-
tion, 28 countries apply the GATT on a de facto
basis, and most other major trading countries hold
GATT observer status. Further, the Tokyo Round
Codes, which clarify, extend, and enhance GATT
disciplines in such diverse areas as subsidies and
government procurement, have been accepted by
virtually all industrial countries and an increasing
number of developing countries (Table A44). The
code disciplines, excepting government procure-
ment, form part of the Round’s negotiations, with a
view that they will apply to the full membership
upon conclusion of the Round. Government pro-
curement is the subject of parallel negotiations.

This Appendix deals with recent GATT activ-
ities, looking specifically at the Sessions of the
CONTRACTING PARTIES,' the work of the
GATT Council of Representatives, GATT surveil-
lance, GATT involvement with instruments of pro-
tection, and the Committee on Trade and Develop-
ment, which is concerned with issues of trade
interest to developing countries.

The Contracting Parties

The Session of the CONTRACTING PARTIES,
which usually meets once a year, is the GATT’s
senior body. As an early result of the Uruguay
Round it was agreed in April 1989 that the Session

‘Individual GATT members are called Contracting Parties:
each has a single vote in decisions to be taken. When members
act, invariably by consensus, they do so as the CONTRACT-
ING PARTIES.
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would meet at the ministerial level at least once
every two years; this reflects both the increasing
importance of trade to international economic pol-
icy developments and the perceived need to
improve the effectiveness and decision-making
capability of GATT as an institution. It was the
November 1982 Session, at the ministerial level,
that found the multilateral trading system to be seri-
ously endangered by, inter alia, protectionist pres-
sures and an increasing disregard for GATT disci-
plines. Ministers consequently agreed to make
determined eff orts to ensure that trade policies and
measures would be consistent with GATT rules and
principles. This agreement paved the way for the
1985 Session to initiate the basis for launching the
Uruguay Round in Punta del Este, Uruguay, in Sep-
tember 1986. At the most recent Session, held
within a week after the December 1990 ministerial
meeting failed to conclude the Uruguay Round,
Contracting Parties reiterated their commitment to a
successful conclusion of the Round. and set the
stage for resumption of the negotiations by making
explicit the general sense of lost opportunity that
had permeated the closing days of the Brussels
meeting.

The GATT Council of
Representatives

In the period between meetings of the Session,
the GATT Council of Representatives (from mem-
ber governments, normally at ambassadorial level)
meets about nine times a year to act on ongoing
issues. Its recent agendas have been dominated by
membership and dispute settlement matters, but it
also has considered such diverse issues as the
effects of German unification and the Canada-U.S.
Free Trade Agreement. the relationship between
trade and the environment, and questions regarding
the continued appropriateness of a waiver that has
allowed the United States since 1955 to use import
restrictions on certain agricultural products.

Membership
Since August 1990, seven governments—
Bolivia, Costa Rica, El Salvador, Guatemala,
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Macao,? Tunisia, and Venezuela—have acceded to
the GATT. In addition, membership requests from
Algeria, Bulgaria, the People’s Republic of China,
Honduras, Mongolia, Nepal, Panama, and Para-
guay are in various stages of consideration, and
Viet Nam is exploring the possibility of joining the
GATT, as is Taiwan Province of China. The former
U.S.S.R. was granted GATT observer status in
May 1990; at the time, it announced that it sees this
as a step toward membership, but several Contract-
ing Parties, including Japan and the United States,
made clear that acceptance of a Soviet accession
request will hinge on progress in its building a
market-based price system, consistent with GATT
principles. The establishment of the Common-
wealth of Independent States and changes in the
economic regimes obviously will affect the future
relationship with GATT as well.

Further, Poland is in process of renegotiating its
Protocol of Accession to reflect the changes toward
the greater market orientation of its economy.
Accordingly, Poland seeks to replace its present
commitment to a specific rate of expansion of its
imports from GATT members with acceptance of
the full GATT disciplines. including the usual
schedule of bound tariffs* on which GATT acces-
sion is normally based. The absence of a bound
tarifl schedule is making it ditficult for Poland to
participate in tariff negotiations and could limit its
market access opportunities.

Similarly. Hungary has taken steps toward rene-
gotiating its Protocol. It seeks an elimination of the
special provision in its Protocol, including its right
to use bilateral import measures vis-a-vis other
Contracting Parties and vice versa, and Hungary’s
waiver from its GATT obligations regarding trade
with the members of the (former) Council of
Mutual Economic Assistance. The normalization of
Hungary’s GATT status can be expected to result in
the withdrawal of the U.S. nonapplication (since
1973) of the GATT to Hungary. Although the
United States grants Hungary most favored nation
(MFN)4 trading status. it does so on a bilateral basis
(which can be withdrawn unilaterally).

?Although the People's Republic of China will resume the
exercise of sovereignty over Macao in December 1999, it has
stated that Macao will remain a free port and a separate customs
territory and may decide its own economic and trade policies.
This autonomy in trade relations allows Macao, as itdoes Hong
Kong (which became a GATT member in April 1986), to have
separate status as a GATT Contracting Party.

3To bind a tariff is to make a GATT legal commitment not to
raise the rate above a specified level; provisions exist for rene-
gotiation of bound rates.

4The most-favoted nation (MFN) clause 1s a fundamental
principle included in GATT Article I, whereby any privilege or
concession granted by one contracting party io GATT to a prod-
uct of another contracting party will be unconditionally granted
to the like products of all other contracting parties.
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The new GATT members followed a trend, start-
ing with the Mexican accession in 1986, of lower-
ing and binding most of their tariffs and, in some
cases, of taking measures to liberalize nontariff bar-
riers. Thus, Bolivia, Costa Rica, El Salvador, Gua-
temala. and Venezuela agreed to bind the entirety of
their tariffs, joining Chile and Mexico as the only
GATT members to have done so; Macao has
announced that by early 1992 it would submit a
schedule to bind its tanffs at an acceptable level,
and Tunisia bound about one fifth of its tariffs.5 In
addition, Costa Rica will eliminate import sur-
charges, surtaxes, and quantitative restrictions by
late 1994; Guatemala will eliminate its remaining
quantitative restrictions by July 1994, Tunisia is to
abolish import licenses on many products; and Ven-
ezuela will continue with its present program of
removing import prohibitions, restrictive import
licensing requirements and other quantitative mea-
sures, with the goal to eliminate them completely
by 1995.

Dispute Settlement

This subsection deals with dispute settlement
under the GATT (normally handled within the con-
text of the Council), as distinct from that under the
Tokyo Round agreements (which are discussed
below under *Instruments of Protection™).

The working of GATT’s dispute settlement mech-
anism is normally based on consensus. This has
resulted at times in lengthy delays in the establish-
ment of dispute panels and in the adoption of their
reports (with a single party able to block con-
sensus). In 1989, the Council decided on certain
improvements in the dispute procedures, including
the establishment of some firm time limits for the
conclusion of various phases of the dispute settle-
ment process.® In particular, the Council. unless it
decides otherwise, is required to establish a panel
no later than the Council meeting following that at
which the request first appeared on the Council’s
regular agenda. However. the changes did not
address problems in the adoption of dispute panel
findings nor their implementation.

The year 1990 marked a substantial decline in the
number of dispute panels established by the
Council—one panel in 1990, compared with 5 in
1989 and 13 in 1988 (Table A45). Part of the expla-
nation is that Uruguay Round participants were
loath to spoil the negotiating atmosphere by trade

5The bindings were taken at levels between 17 percent and 52
percent.

SThe new procedures are being implemented on a trial basis
as from May 1, 1989, pending changes negotiated during, and
final adoption in the context of the conclusion of, the Uruguay
Round.
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disputes with the anticipated conclusion of the
Round, in December 1990, near. This is supported
by the fact that the failure to conclude the Round
was followed by the almost immediate establish-
ment of four dispute panels.

The greater automaticity under the new pro-
cedures appears to have made GATT's dispute set-
tlement more effective. Seven dispute panels (four
in 1991) have been established under the revised
procedures; in three of these, panels were constitu-
ted despite serious reservations on the part of the
party complained against (once the EC and twice
the United States). Four of the seven panels have
submitted their reports, of which two were adopted
without difficulty and with no apparent problems
regarding their implementation.” However, adop-
tion of one of these reports, which found a U.S.
countervailing duty on imports of Canadian pork
GATT-inconsistent, became entangled with the dis-
pute settlement mechanism of the Canada-U.S.
Free Trade Agreement (FTA). The United States
noted it was the latter mechanism that would deter-
mine whether or not U.S. law had been correctly
applied. Canada, with wide support, argued that it
was not a matter of whether the duty was consistent
with U.S. law, but rather that it had been found in
contravention of U.S. obligations under GATT.
Once the dispute mechanism under the FTA found
against the U.S. duty, the United States, in July
1991, agreed to the adoption of the GATT findings.
Understandably, this has raised widespread con-
cerns that the GATT mechanism is being undercut.

The improved record is in contrast to that for
disputes brought prior to the implementation of the
new procedures: Two panels established in 1985
and 1987,8 respectively, still need to start work
(due to disagreement on panel members); in 8 out of
the 15 panel reports adopted under the old pro-
cedures, findings have not been implemented to the
satisfaction of some GATT members; and in five of
these, the party complained against, in agreeing to
adoption of the panel report, tied implementation to
the outcome of the Uruguay Round.®

The importance of an effective GATT dispute

7The report on the U.S. prohibition of certain fish imports
under the Marine Mammal Protection Act has not yet been
adopted by the Council.

8Concerning a Canadian complaint against U.S. restrictions
on imports of certain sugar-containing products and a U.S.
complaint about the EC’'s third-country meat directive,
respectively.

9These cases involve findings that (1) aspects of U.S. patent
protection are not consistent with the GATT obligation to grant
national treatment to imports; (2) Canadian restrictions on
imports of ice cream and yogurt do not fall within the excep-
tions to the GATT for the general elimination of quantitative
restrictions; (3) elements of the EC oilseeds subsidy program
were inconsistent with its national treatment obligations and
impaired expected market access opportunities under the EC’s
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mechanism is underscored by the fact that even a
problem-ridden one has been able to diff use signifi-
cant trade differences. Thus, as the result of recent
cases, both Japan and Korea have taken measures to
liberalize beef imports; Japan has acted to improve
market access foreight agricultural products as well
as for wines and alcoholic beverages; the United
States has introduced measures to bring its customs
user fee and its sugar import regime into line with
its GATT obligations; and India, Norway, and
Sweden have moved to liberalize restrictions on
certain agricultural products.

Selected Other Council Matters

In the context of German unification, the EC
implemented transitional measures, as of October
1990 until the end of 1991, to govern imports of
industrial products from Bulgaria, the Czech and
Slovak Federal Republic, Hungary, Poland,
Romania, the former U.S.S.R., and Yugoslavia to
the extent that they are for use in the former Ger-
man Democratic Republic (GDR). In connection
with these measures, which include tariff quotas,
the EC requested a temporary waiver from its
GATT MFN obligations. Concurrently, the United
States proposed a working party to examine both
the possible trade diversion effects measures and the
possible trade consequences of the extension of
the EC’s Common Agricultural Policy (CAP) to the
former GDR. While the United States saw the EC’s
waiver request as part of the proposed working
party’s agenda, the EC saw it as a pro forma matter.
After informal consultations, the waiver was
granted by an unusual rollcall vote at the December
1990 Session of the CONTRACTING PARTIES
along with a decision to create a working party to
examine the effects of the measures and to monitor
adherence to the waiver conditions.

Following the entry into force of the U.S.-
Canada FTA on January 1. 1989, the Council estab-
lished a working party to examine the compatibility
of the FTA with GATT provisions. The working
party began its meetings in 1991, and the concerns
raised by a number of members indicate that there
may be no consensus on the full conformity of the
FTA with the GATT. While there is a general view
that the FTA follows the GATT closely, particular
worries have arisen about its dispute settlement
mechanism and its agricultural provisions. On the
former, some members question whether parties to

zero tariffs on oilseeds; (4) that EC antidumping duties on cer-
tain products assembled in Japanese-owned plants located in
the EC involved a discriminatory internal tax in violation of
GATT's national treatment requirements; and (5) that Japanese
border measures on, inter alia, starch and dairy products were
not in conformity with GATT rules on quantitative restrictions.
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the FTA would feel more bound by dispute settle-
ment findings under the FTA than under GATT. On
agriculture, certain members felt that the perceived
lack of full liberalization of trade in agricultural
products with the FTA breached the requirement
that a regional arrangement cover substantially all
trade between its members.

The 1955 U.S. waiver has given rise to conten-
tion in the Council in 1990. The waiver has allowed
the United States since 1955 to impose, under its
Agricultural Adjustment Act, quantitative restric-
tions and special duties on certain agricultural prod-
ucts. For some time, a number of GATT members.
particularly the EC, have felt that the United States
has failed to adjust its agricultural policies suffi-
ciently and that therefore the waiver is no longer
justified. These views prevented the GATT working
party on the 29th and 30th U.S. Annual Reports on
the Agricultural Adjustment Acts from reporting
consensus conclusions to the Council in 1990.10
With the United States of the opinion that it was in
full compliance with its obligations, the Council’s
consideration of the working party report, as well as
of the 31st and 32nd U.S. Annual Reports on the
Act, has been postponed, probably until after the
Uruguay Round. In this regard, the United States’
agricultural offer in the Uruguay Round implied
readiness to eliminate the waiver, leading the EC to
unblock adoption of a dispute panel report, finding
an EC complaint against continued U.S. restrictions
on imports of sugar and sugar-containing products
unwarranted.

In May 1991, in recognition of the heavy interna-
tional environmental agenda leading up to the
United Nations Conference on Environment and
Development (UNCED), the Council held a struc-
tured discussion on the relationship between trade
and the environment and the role that GATT would
need to play. Participants generally were concerned
about the widespread misconception that GATT
was an obstacle to environmentally sound policies
and agreed that this needed to be dispelled. They
also concurred that GATT should not involve itself
in the design of global environmental policies, but
confine itself to its area of competence. Work would
be needed, in particular, to ensure that trade mea-
sures taken to protect environmental standards were
not simply a disguised form of protection.'' Views
on how the work should proceed diverged. how-

'oUnder the waiver. the United States reports annually on the
Act.

Uln this regard. the Council established « dispute setilement
panel in February 1991 that could set a precedent on the use of
trade measures for environmental reasons: the panel is investi-
gating a U.S. prohibition on imports of certain fish products
under the terms of the U.S. Marine Mammal Protection Act.
The panel found. in September 1991, that the U.S. embargo
violates GATT's prohibition on quantitative restrictions. The
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ever. Some, particularly members of the European
Free Trade Association, look to the activation of a
dormant working group on environmental mea-
sures, while others prefer to await the outcome of
consultations on the terms of reference for the
group.'? In the interim, the Secretariat is to (I) set
out the trade aspects of the preparatory work for
UNCED and the history of GATT involvement in
the area of trade and the environment, and (2) pre-
pare an inventory of trade measures taken for envi-
ronmental protection reasons as notified to the
GATT.

GATT Surveillance

The surveillance funcrions of the GATT over
trade policies and measures have been strengthened
significantly since 1989. At that time the Council
began its reviews of members’ trade policies and
practices under the Trade Policy Review Mecha-
nism (TPRM) and, in that connection, charged
GATT’s Director-General to report annually on
developments in the international trading system.
Surveillance over specific aspects of trade policies
and measures of individual members or groups of
members is exercised through (1) the Committee on
Balance of Payments Restrictions, which is respon-
sible for multilateral surveillance of trade restric-
tions taken for balance of payments purposes, (2) in
monitoring the Tokyo Round codes, and (3) in the
Committee on Trade and Development.

Report by the Director-General

The Council, in April 1991, had before it the
Director-General’'s second Annual Report on the
status of the trading system, in which he noted that.
although slowing down, the growth in the volume
of world trade in 1990 had continued to outpace that
of output: however, the weakening of the global
economy risked intensifying defensive trade
actions. Nevertheless, there had been notable posi-
tive developments in trade policy. including far-
reaching liberalization by Central and Eastern
Europe and by some developing countries; and the
growing and strengthened participation in the multi-
lateral trading system by a number of countries as

matter is now being discussed bilaterally between the United
States and Mexico but has yet to be adopted by the Council.

12A. GATT working group on Environment Measures and
International Trade has been in existence since 1971}, springing
from the preparatory work for the United Nations® 1972 “Con-
ference on the Human Environment.” it was to examine upon
request any specific matters relevant to the trade policy aspects
of measures to control pollution and protect human environ-
ment. especially with regard to the application of the provision
of the General Agreement. taking into account the particular
problems of developing countries. The group has never met.
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evidenced by the recent stream of accessions and
accession requests and the disinvocation of cover
for import restrictions maintained under the
GATT's balance of payments provisions. On the
negative side was the temporary suspension of
the Uruguay Round in December 1990. Although
the negotiations had resumed in February 1991,
major outstanding issues continued to present diffi-
culties, including agriculture, services, tariffs, and
rules. Other identified areas of concern were persis-
tent trade frictions between the EC, Japan, and the
United States, and recourse to antidumping and
countervailing duty actions with protectionist over-
tones. Further, there was the need to guard against
the risk of an introspective orientation of regional
arrangements. The Director-General’s overview
met with widespread agreement. It is clear, how-
ever, that the Council’s discussion of broad trade
policy issues needs to evolve over time and, at this
time, is inhibited on a number of points important
to a thorough discussion by the ongoing Uruguay
Round negotiations.

The Trade Policy Review Mechanism

The Trade Policy Review Mechanism (TPRM),
established in April 1989, aims to make the trade
policies and practices of each country under review
explicit and to gauge their possible effects on both
the country itself and the global trading system. The
reviews, however, are not to judge whether a mem-
ber’s trade measures conform with its GATT obliga-
tions, that being the task of the dispute settlement
mechanism.

All GATT members are subject to the TPRM,
with the frequency of reviews varying from two
years to six years according to the importance in
world trade of the country in question. The reviews
are backed by a submission by the country and a
paper prepared independently by the GATT staff;
the papers are published together with the substance
of the discussions in the GATT Council. Since ini-
tiation of the reviews in December 1989 through
mid-1991, 17 members have been examined: all the
traders on the two-year cycle (Canada, the EC,
Japan, and the United States), as well as Australia,
Chile, Colombia, Hong Kong, Hungary, Indonesia,
Morocco, New Zealand, Nigeria, Norway,
Sweden, Switzerland, and Thailand.

The first round of reviews already is contributing
considerably toward transparency by clearly setting
out existing policy measures and reasoning, which
in turn provides the basis for informed discussions
at a national and an international level. The TPRM
also has focused attention on the widespread adop-
tion of outward-looking, market-oriented trade pol-
icies as an integral part of structural adjustment that
aims to improve the competitiveness of the econ-
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omy; countries as varied as Australia, Chile, Col-
ombia, Hungary, Indonesia, Morocco, New Zea-
land, Nigeria, and Thailand have chosen this
economic policy path, switching from a previous
bias toward protection and import substitution. In
each case, a positive external environment was
stressed as being necessary for the success of
adjustment efforts. The reviews also have served to
highlight the responsibility of the major traders in
safeguarding and improving a liberal system. The
relative openness of their economies was acknow-
ledged, but each was subject to criticism. Thus, in
the case of Canada, stress was laid on the lack of
transparency in its multilayered tariff’ system. For
the EC, emphasis was placed on the trade distor-
tions stemming from the CAP, the harassment
aspect of its use of antidumping actions. its wide-
spread resort to bilateral trade restrictive agree-
ments, and on the nontransparent nature of its
national subsidies. With regard to Japan. concern
was evident about its inclination to settle trade mat-
ters bilaterally, the lack of transparency in the
administration of trade policies, the high level of
support for agriculture, and the difficulty in pene-
trating its market. On the Unired States, the review
was marked by unease that it may have weakened
its past strong commitment to the GATT and the
multilateral trading system; this was reflected in the
stress on the threat of unilateralism, the resort to
measures, such as VERs, and the unilateral inter-
pretation of multilateral disciplines, particularly in
the context of antidumping investigations and
duties. As to other large traders, both Ausrralia and
New Zealand were urged to bind more tariffs and to
lower rates in areas of concern to developing coun-
tries, such as textiles and clothing. Norway,
Sweden, and Switzeriand were commended for their
generally low tariffs, but criticized for their high
levels of agricultural protection and tariff peaks in
sensitive areas like textiles and (in the case of
Switzerland) for the presence of cartels. Hong Kong
drew praise for having essentially no trade restric-
tions, but was urged to increase its tarifl bindings.

Balance of Payments Provisions

The GATT authorizes the use of trade restrictions
for balance of payments reasons under Articles XII,
for developed countries, and XVIII:B, for develop-
ing countries. On restrictions maintained under
Article XII, full consultations must be conducted
annually by the GATT Committee on Balance of
Payments Restrictions. On measures maintained
under Article XVIII:B, consultations are normally
held under simplified procedures every other year,
However, under the simplified consultations, the
Committee must decide whether these suffice or
whether an indepth (full) examination of the con-
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cerned party’s use of trade measures is required.
Full consultations consider the overall macro-
economic situation of the consulting country,
including its prospects and alternative means of
adjustment; look at the member’s restrictive system
in some detail; and take into account external fac-
tors, including access to markets, that affect the
country’s balance of payments situation. Back-
ground documentation is supplied by the IMF to the
Contracting Parties for all consultations and, in the
case of full consuitations, the IMF makes a state-
ment assessing the balance of payments situation of
the consulting party.

The use of the provisions under Article X1l by
developed countries has declined steadily (Ta-
ble A46). Czechoslovakia is the only country
recently to invoke the Article—in early 1991—in
connection with an import surcharge on consumer
goods and foodstuffs.

In contrast, Article XVIII:B has been used
widely by developing countries and represents the
most broadly applied exception to the GATT'’s gen-
eral prohibition on the application of quantitative
restrictions; some 80 percent of all such restrictions
notified to the GATT are justified under the Article.
However, since 1989, five developing countries
have disinvoked their current use of Arti-
cle XVIII:B. Argentina, Brazil, Ghana, and Peru
did so while the external financial situation
remained under pressure, as part of a wholesale lift-
ing of restrictions in the context of national eco-
nomic policies to remove market impediments;
Korea revoked its use of the provisions under com-
fortable. external circumstances, as part of lengthy
negotiations in the Committee in 1989, and is now
lifting its remaining restrictions over an agreed time
schedule.

Since early 1990, full consultations have been
conducted with Czechoslovakia and Yugoslavia and
consultations under simplified procedures, with
Bangladesh, Egypt, Nigeria, the Philippines,
Tunisia, and Turkey. The consultation with Czecho-
slovakia went smoothly, with the Committee in firm
support of its economic transformation efforts.
Czechoslovakia's use of the provisions was seen by
many as being a model, in that the applied measure
was price-based and to be removed within a preset
time frame, with the intent to do so more speedily,
if possible. The consultation with Yugoslavia also
went forward in a sympathetic environment, with
the Committee expressing understanding for
Yugoslavia’s difficult situation and support for its
economic policies, commending the scope and pace
of economic and trade liberalization efforts.

In the simplified consultations, it was agreed that
Egypt, Nigeria, the Philippines, Tunisia, and Tur-
key would proceed to full consultations. This halted
the previous trend of few departures from simplified
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procedures for developing countries and partly
reflects the view of many industrial countries that
procedures need to be tightened, particularly to
shrink the periods of application and to reduce use
of non-price-based measures. Thus, while not
denying the right of members under GATT to use
trade measures for balance of payments reasons,
developed countries have begun to stress their own
right to examine such restrictions fully.

Instruments of Protection

Broadly, GATT recognizes tariffs as the only
legitimate instrument of protection, although there
are exceptions under which nondiscriminatory,
nontariff restrictions may be maintained. GATT
also allows countries, under certain conditions, to
levy selective duties to protect domestic industries
against subsidized or dumped imports. This section
looks at various instruments of protection and
developments in related GATT committees.

Tariffs

Tariffs in industrial countries have been reduced
to minimal average levels in successive rounds of
multilateral trade negotiations and a large propor-
tion, often in excess of 90 percent, of their tariffs
are bound. However, tariff reductions have been
less pronounced in some sectors, particularly agri-
culture and textiles, and both tan'ff peaks and esca-
lation (successively higher tariffs along the product
chain) remain a feature in most countries. In many
developing countries, average tariffs are consider-
ably higher, at times at prohibitive levels, than in
developed countries; moreover, although there are
significant exceptions, a low percentage of their tar-
iff's are bound.

The GATT Committee on Tariff Concessions,
after overseeing the phased implementation of the
Tokyo Round tariff' cuts, continues as a forum for
tariff’ matters, including the supervision of GATT
tarift' schedules. In recent years, much of the Com-
mittee’s work has been related to the implementa-
tion, begun in 1988, of the new Harmonized Com-
modity Description and Coding System (HS).
Replacing a variety of different and often inconsis-
tent classifications, the HS provides customs and
trade officials with an agreed definition of the con-
tent of tariff lines, facilitating both the conduct of,
and negotiations on, trade. The HS has been
adopted by 65 GATT members. accounting for
some 95 percent of the trade of Contracting Parties.

Nontariff Measures

The use of nontariff measures (NTMs) has grown
in importance since the late sixties, both in relative
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terms, given the decline in tarift's,'* and in absolute
terms. Thus, in 1990, selected NTMs'* affected
18.5 percent of the value of nonfuel imports into 22
industrial countries—an increase of some 20 per-
cent over the 1981 coverage ratio.'* Many of these
NTMs are in the form of VERs!® and other gray
area measures that effectively bypass GATT’s safe-
guard provisions.

Safeguards

GATT’s main safeguard provision is Arti-
cle XIX, which allows temporary restrictions on
imports when domestic producers experience, or
are threatened with, serious injury; the Article pro-
vides for compensation to trading partners affected
by the restrictions. In practice, Article XIX has
proved relatively ineffectual if recourse is measured
against the rise of discriminatory, gray-area mea-
sures. In the period 1985-90, GATT members used
the Article 15 times, bringing the number to 139 for
the period 1950-90, while during the same period,
the known number of discriminatory export
restraint arrangements grew from 69 to 284 (exclud-
ing those under the Multifiber Arrangement
(MFA))."7 Since 1980, Article XIX has been
invoked by industrial countries only, with one
exception (Chile) (Table A47). As of the end of
December 1990, 22 Article XIX measures were in
force, of which 16 were for longer than three years.

Subsidies

The Subsidies Code, to interpret and apply
GATT Articles VI, XVI, and XXIII, was negoti-

3The increase in NTMs may have largely ofi'set the reduc-
tion of tarifl’ barriers to imports into the developed economies.
Forexample. it is estimated that the economy-wide tarifl equiv-
alent of U.S. NTMs on textiles, steel. and automobiles in 1984
was about 25 percent. bringing protection to the level of the
early postwar years. See de Melo and Tarr (1988).

'aThe measures include import deposits and surcharges. vari-
able levies, quantitative restrictions (including prohibitions,
quotas, nonautomatic licensing, VERs, and restraints under the
MFA), automatic licensing, antidumping and countervailing
actions, and price control measures.

1SUNCTAD (1990b).

I¢A typical VER is discriminatory, in that it limits the supply
of a particular type of exports by country. The GATT, which is
concerned with governmental actions affecting trade. prohibits
exporl restraints under normal circumstances: when permitted.
they must be nondiscriminatory and, in general, applied
through duties, laxes. and charges. However. the involvement
of governments in VERs is not always clear. Also. VERs do not
always have firm market-sharing provisions; they may, for
example. be in the nature of an export forecast and thus be
cautlionary in nature. For these reasons, VERs fall into a “‘gray
area,” in that there can be doubt as to their illegality under
GATT. Further, signatories to the Tokyo Round code on Sub-
sidies and Countervailing Duties seem to have acquired legal
powers Lo negotiate VERs.

t7GATT (1989a) and (1991a).
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ated in the Tokyo Round. The Code prohibits
export subsidies on manufactures; for primary
products it enjoins members to refrain from export
subsidies that result in a “more than equitable
share” of world export trade. Domestic subsidies
are to be avoided to the extent that they have
adverse trade effects. Offsetting countervailing
duties can be imposed under the Code in the case of
injury to domestic producers from imports of like
products that benefit from subsidies (export or
domestic). As of the end of 1990, the Code had 25
signatories, '® accounting for about 90 percent of
Contracting Parties’ merchandise trade.

It is widely agreed that the Code has shortcom-
ings, including interpretative problems. Views dif-
fer on the definition, scope and measurement of
subsidies, measurement of injury, and the breadth
of application of countervailing duties. The differ-
ences include such basic points as whether for a
subsidy to be actionable a financial contribution by
government is required, how different types of sub-
sidies are to be treated. and the definition of *‘pri-
mary” and “manufactured” products, ‘“‘domestic
industry” and “‘like products.” There is also dis-
agreement about the application of the injury test in
determining the need for countervailing duties:
some members (e.g.. the EC) apply the test to all
countries, whereas others (e.g., the United States)
apply it only to signatories of the Code or to those
that have entered into bilateral agreements to disci-
pline subsidies.

The Committee on Subsidies and Countervailing
Measures is charged with the oversight of the Code.
For doing so, it depends on members notif ying their
relevant use of subsidies. Compliance with the noti-
fication obligation is sporadic, partly because of
genuine data problems. but partly for defensive rea-
sons. Thus, enforcement of the Code is foundering
on nonsupport by the signatories, and trade frictions
on subsidies have increased.

Nor has dispute settlement under the Code been
very effective. Five of the six panel reports brought
before the committee have not yet been adopted. as
the consensus practice requires the consent of the
party losing the case. The sixth report was adopted
in the context of a bilaterally agreed solution to the
dispute, with the report essentially limiting itself to
an outline of the solution, but not coming to any
findings. More recently, in May 1991, a panel was
established to consider a U.S. complaint about the
exchange rate guarantee scheme operated by Ger-
many in favor of its civil aircraft manufacturing
industry. The EC, though not ob jecting to the estab-
lishment of the panel, maintained that as GATT

®¥The EC is counted as one when the number of signatories is
given, uniess otherwise indicated.
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recognized trade in civil aircraft as a special sector,
the proper forum for the dispute was under the Civil
Aircraft Code. This has raised the more systemic
point that action on a report in one forum may be
held until parties see that they cannot do better
elsewhere.

Dumping

The Tokyo Round Agreement on Antidumping
Practices came into effect in 1980. It interprets the
provisions of GATT Article VI, which lays down
the conditions under which duties (ADDs) may be
imposed as a defense against dumped imports. At
present, there are 25 signatories to the agreement,
which is administered by the Committee on Anti-
dumping Practices.

In some countries, antidumping actions are the
most actively used trade policy instrument (tariffs,
of course, are the broadest instrument). Despite a
recent decline in the number of antidumping inves-
tigations, the broadening scope of such measures
has become an important source of trade friction
among Contracting Parties. In particular, the Anti-
dumping Code, and its interpretation, has involved
controversy over definition and measurement of
both dumping and injury, and over the actual appli-
cation of duties; problem areas also include the
application of dumping in third markets, '? the use
of price undertakings in antidumping proceedings,
and revision and termination of undertakings. Leg-
islation by some countries to widen the coverage of
antidumping duties has been a source of concern to
trading partners.

An important recent controversy relates to “local
content” arguments in antidumping cases: what
determines whether a product is derived from local
or foreign sources—factory residence or domestic
value added? In June 1987, the EC adopted regula-
tions stipulating that ADDs may be applied. under
certain conditions, to products assembled in the EC
but using imported parts as materials; this was to
prevent circumvention of ADDs on finished prod-
ucts. On this basis, the EC Council in April 1989
imposed ADDs on certain electronic products pro-
duced (but largely assembled) by five Japanese-
related companies in the EC. Exports to the EC of
similar products by the non-EC based affiliates of
these companies were already subject to ADDs.
The EC argued that these firms subsequently set up

t9A GATT panel established in March 1987. at the request of
the EC to investigate the Japan-United States agreement on
semiconductors did not address the validity of prevention of
dumping in third markets. but it did rule (in June 1988) that the
type of measures taken by Japan to prevent dumping of semi-
conductors in third markets was contrary to the prohibition on
quantitative restrictions on exports under the GATT.
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assembly plants in the EC to evade the original
duties. The EC held that the newly imposed duties
only enforced compliance with the original ones
and, therefore, fell within allowable GATT excep-
tions to assure, inter alia, that nothing in the GATT
shall prevent a member from adopting measures to
secure abidance by GATT-consistent laws or regu-
lations (Article XX:D). Japan, in its first dispute
settlement case against another GATT member,
filed a complaint against the duties. The panel,
established by the Council?® in October 1988,
found against the EC on the grounds that nothing in
the GATT prectuded action aimed at the avoidance
of duties. The EC levies thus involved a discrimina-
tory internal tax, contravening the requirement of
national treatment for imports. The EC agreed to
the adoption of the panel report. in May 1990, but
noted that it would not consider amending its own
legislation until the Uruguay Round had dealt effec-
tively with the circumvention of duties (for which
GATT provisions do not now exist).

More recently, there has been a notable increase
in dispute activity in the context of the Antidump-
ing Committee. The first dispute panel established
by the Committee, in January 1989, found against
U.S. ADDs on certain steel imports from Sweden;
however, the report, which was submitted to the
Committee in September 1990, remains unadopt-
ed.?' Late in 1990, the Committee established a
dispute panel to examine a Finnish complaint
against Australian duties on imports of Finnish
power transformers and was informed of Canadian
and Mexican requests for dispute settiement consul-
tations regarding possible U.S. anticircumvention
measures on duties on imports of color television
components and of Mexican consultations with the
United States on the latter’s imposition of duties on
certain cement imports from Mexico. This increase
in dispute activity is not surprising in view of the
growing perception that antidumping activity is
being used defensively, possibly frustrating rather
than fostering fair competition.

Government Procurement

The Agreement on Government Procurement,
negotiated in the Tokyo Round, is administered by
the Government Procurement Committee, which
has 12 members. With the government and its agen-

2Japan tiled its complaint under the GATT dispute mecha-
nism (and hence in the Council) rather than that of the anti-
dumping code as the EC had defended its duties under GATT
and not within the context of the code.

*'The United States and others are of the view that the
panel's specific recommendation. to eliminate the duty. tuns
contrary to the authority of the panel to draw only general
conclusions (that U.S. legislation should be brought into line
with its obligations under the GATT and the code).
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cies the largest single purchaser in many countries,
the agreement seeks to increase transparency in pro-
curement laws, regulations, and procedures. and to
ensure that such measures do not serve to protect
domestic producers from international competition
or discriminate among foreign suppliers or goods.

Much of the recent work of the Committee has
been taken up with negotiations to improve and
extend the coverage of the agreement. These nego-
tiations, involving signatories only, are conducted
apart from the Uruguay Round, but clearly are
influenced by the dynamics of the Round. The first
phase of the negotiations was concluded in 1988,
with a lowering of the threshold value (above which
procurement contracts must be open to bidding to
the agreement’s signatories) from SDR 150,000 to
SDR 130,000, and an extension of the agreement’s
coverage to leasing contracts. Since then, negotia-
tors have concentrated on increasing (1) the number
of procurement entities subject to the agreement
and (2) its scope to include services. By late in
1990, negotiating offers had been put forward by all
major participants, with improvements and the for-
mulation of a final package expected to be coming
from further bilateral and plurilateral discussions.
However, delay in concluding the Uruguay Round
halted the momentum in the government procure-
ment negotiations, which have made little headway
since Brussels.

In only its second action on dispute settlement,
the Committee established a panel in July 199} to
examine an EC complaint that a U.S. government
entity had purchased equipment without following
the required tendering procedures.?2

Textiles and Clothing

Trade in textiles and clothing is subject to special
restrictions under the MFA. The MFA was initially
negotiated in 1974 (to succeed the Short-Term
(1961-62) and Long-Term (1962-73) Arrange-
ments on Cotton Textiles) and has been renewed
three times. MFA IV went into effect in August
1986 and was scheduled to expire on July 31, 1991;
it was recently extended for 17 months, pending the
results of the Uruguay Round, which are expected
to include a phase out of the MFA.

Overall management of the MFA is in the hands
of the Textiles Committee, made up of representa-
tives of its 41 signatories and chaired by the
Director-General of GATT. MFA members account
for some 80 percent of world textile and clothing

22The first. adopted in May 1984. found against the EC on a
U.S. complaint regarding the exclusion of value-added taxes
from the contract price (effectively raising threshold values). a
mattcr that the EC brought into line with the agreement in
1987.
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exports (excluding intra-EC trade). While some 21
members maintain few, if any, restrictions, those
implemented by others affect up to 50 percent of
trade in the sector. The restrictions, in the form of
bilaterally agreed export restraints, constitute a
major departure from GATT's central principle of
nondiscrimination.

Recent activity in the Textiles Committee cen-
tered on the present extension, to the end of Decem-
ber 1992, of MFA 1V. Initially, some exporters
operating under restraints sought assurances that
these would not be tightened during the extension
period. Others sought a straightforward extension
on the grounds that the appropriate venue for nego-
tiations on the MFA was the Uruguay Round. The
latter view held sway, as many MFA signatories
thought that detailed negotiations on the extension
could complicate the potential Uruguay Round
agreement to gradually eliminate, or bring into
GATT conformity, all MFA measures.

The Committee on Trade and
Development

The Committee on Trade and Development
(CTD) deals with issues of trade interest to devel-
oping countries. In particular, it examines how
Contracting Parties put into practice Part IV of the
General Agreement, which provides for differential
and more favorable treatment for developing coun-
tries on a best efforts basis. The CTD also has pri-
mary responsibility for oversight of the Tokyo
Round’s Enabling Clause, which is the GATT's
legal basis for MFN derogations for preferences to
and among developing countries. The CTD,
accordingly, monitors the implementation of the
Generalized System of Preferences (GSP)—under
which industrial countries acting individually grant
preferential treatment, mainly in the form of lower
tarifl's, to developing countries—and, more
recently, that of the Global System of Trade Prefer-
ences Among Developing Countries (GSTP).

Preoccupation of virtually all GATT delegations
with work related to the Uruguay Round has kept
the CTD’s activity low key in the recent past. Its
main issues of concern have included graduation of
certain countries from GSP schemes, country cov-
erage of the GSTP, and credits and recognition in
GATT (and the Uruguay Round) for unilateral trade
liberalization by developing countries.

The Enabling Clause establishes the principle of
integrating developing countries fully into the mul-
tilateral trading system-—that is, the graduation of
these countries from differential and more favorable
treatment; however, the Clause does not lay down
criteria for graduation. Therefore, some industrial
countries, notably the United States, have incorpo-
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rated graduation aspects into their GSP schemes.
This has resulted in some instances in removal of
GSP benetits to a number of newly industrialized
economies (NIEs), whose competitiveness was
seen as no longer warranting special preferences.
Developing country concern has centered on the
fact that GSP schemes are to be nondiscriminatory
(under a 1971 GATT decision and the Enabling
Clause). However, with most developing countries
now full participants in the Uruguay Round and
ready to offer market access concessions in return
for those from developed economies. the graduation
issue may be less divisive. Rather, the focus of
CTD debate has shifted from preferences under
GSP to general market access questions in the con-
text of the success or otherwise of the market-
oriented, outward-looking policies adopted by
many developing and Central and Eastern European
countries. The CTD is unanimous on the need for
improved market access, but most feel that the
structure and extent of a possible improvement is a
matter for negotiation in the Uruguay Round.

A related element in the debate on how to help
assure domestic and external balance emerging
from economic reforms is “"credit and recognition™
for unilateral market opening by developing coun-
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tries. While the logic of credit is acknowledged. the
how and when is still not defined. It is, however,
tacitly agreed that credit should be considered
only—in terms of market opening—if liberalization
is made irreversible, by binding it in GATT; in this
regard, nonbound liberalization could be ‘“recog-
nized” by temporary reciprocity by industrial coun-
tries. The airing of views on this issue in the CTD is
recent, but any resolution will stem from actual
negotiation in the Uruguay Round.

The CTD’s concern about the GSTP involves the
universality of its country coverage. The GSTP
went into force on April 19, 1989 and now has 28
GATT members as signatories.?* Because member-
ship is limited to the Group of Seventy-Seven. some
industrial countries and some non-Group of 77
developing countries, believe that the GSTP is at
odds with the nondiscriminatory requirements of
the Enabling Clause.

23Argentina. Bangladesh. Bolivia, Brazil. Chile. Cuba,
Egypt. Ghana. Guyana, India. indoncsia. Malaysia, Mexico.
Morocco, Nicaragua. Nigeria. Pakistan, Peru, Republic of
Korea. Romania. Singapore. Sri Lanka, Thailand. Trinidad and
Tobago. Tunisia, Tanzania. Yugoslavia. and Zimbabwe.
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The Interface Between Trade and Competition Policies

j his appendix discusses some of the major
T interactions between trade and competition
policies. It aims to bring together some of the cur-
rent thinking on these issues and is not intended to
be prescriptive. A comprehensive analysis of the
issues involved would require an in-depth review of
the aims of competition policies, the legal princi-
ples underlying competition laws, and differences
across countries in competition laws and their
enforcement; trade theories and trade rules embod-
ied in GATT and national legislation, as well as
their implementation: and traditional and new theo-
ries of industrial organization. While a flavor of all
issues involved is given, the paper focuses on inter-
linkages pnmarily from the perspective of trade
policy. Future work could examine these inter-
linkages in greater depth from the perspective of
competition policy.

Recognition of the fact that the effects of compe-
tition policies spill across national boundaries and
that trade and competition policies are interrelated
is not new; however, these spillover effects and
interrelationships are now receiving increased
attention. This is reflected in the communiqué of
the OECD ministerial meeting of June 1991 and in
extensive work programs under way in the OECD
and elsewhere on these issues. The current focus on
these issues primarily reflects increased tension and
new challenges associated with the growing and
rapid integration of the world economy through
increased trade, but more particularly the globaliza-
tion of investment and production and the associ-
ated increase in intra-firm trade and foreign sales
and purchases of firms located abroad.!

The continued integration of the world through
trade and investment has not, in many countries,
been accompanied by the structural adjustment nec-

{Qutward foreign direct investment (FDI) by Group of Five
countries expanded. on average, by 27 percent in real terms
during the period 1983-89. or three times faster than merchan-
dise trade flows. Relative to the rate of growth of real GNP, the
growth in FDI is about twice the rate that would have been
expected, based on historical experience. In the United King-
dom, France, and Germany. about one fif th of domestic sales of
manufactured goods and over one fourth of exports are from
foreign-owned firms; total sales by U.S. firms abroad arc five
times U.S. exports (Julius (1991) p. 5).
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essary to cope with increased competition. Thus, a
number of industrial countries continue to protect
declining industries and promote ‘‘strategic” sec-
tors and ‘‘national champions™ through nontariff
and domestic measures. Such measures frequently
conflict with competition laws of countries imple-
menting these measures, as well as with competi-
tion policies of exporting countries.

The globalization of investment and production
raises issues beyond those that have emerged.
because of increased integration through trade.
First, to the extent corporations choose to compete
in foreign markets by establishment in those mar-
kets rather than through trade, their access to
markets and the location of industry depends on
foreign investment policies for new investment
(“‘greenfield”) and takeovers of existing assets
(mergers, acquisitions, etc.). Regarding takeovers,
the increase in merger activity and takeovers associ-
ated with EC 1992 and the extensive powers
granted to the EC Commission under its New
Merger Control Regulation have brought these
issues into sharper focus.? Second. the emergence
of the ““global corporation”?* has blurred the distinc-
tion between ‘‘national™ and *‘nonnational” firms
and has raised questions about the relevance of tra-
ditional trade policy instruments and rules that
assume nonnational firms supply domestic markets
primarily through trade and about the relevant crite-
ria for analyzing foreign penetration of domestic
markets and domestic penetration of foreign mar-
kets.* From the perspective of competition policy,
globalization raises fundamental issues concerning
the appropriateness of national competition laws
and the role of governments in fostering
competition.

>The number of mergers and acquisitions made by Europe's
1.000 largest firms—either within an EC member state. across
EC frontiers, or internationally—increased from 208 in 1984-
8510 383 in 1986-87 (Jacquemin and others (1990)).

*The term “global corporation’ refers to multinational cor-
porations that increasingly operate on the basis of a worldwide
rather than a multicountry strategy (Ostry (1990). p. I).

*This is traditionally done by relating data on imports and
exports to domestic variables, such as apparent consumption
and production. It has been suggested that foreign sales and
purchases of “"domestic”” firms may be a more relevant criteria
(Julius (1991)).
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To provide perspective on the issues covered in
this appendix, a few general observations would
seem necessary. Many of the problems at the inter-
face of trade and competition policy are, in a sense,
problems of trade policy and could be resolved
within the existing multilateral framework for inter-
national trade. Indeed, some of these issues are on
the Uruguay Round agenda; success in the negotia-
tions could go a long way toward resolving interna-
tional conflicts and creating more competitive mar-
kets. It is recognized, however, that a number of the
issues at the interface of trade and competition poli-
cies go well beyond the Uruguay Round agenda.®
These include a growing divergence between the
“nationalistic” objectives of governments and the
“global™ strategies of corporations;® an inconsis-
tency between “nationalistic’” concepts underlying
domestic trade and competition policies and the
global concepts that are necessary in an increas-
ingly interdependent world:” the need for a better
understanding of the access problems created by
various business practices; and unresolved issues
related to the policy implications of new theories of
industrial regulation and *‘strategic’ trade theory.
Progress in these areas will likely require substan-
tial analytical and empirical work to get a better
handle on the issues involved and their importance.

The rest of the appendix is organized as follows.
The first part defines the aims of competition and
trade policies, their interaction, the potential for
conflict, and the broad implications of these link-
ages. The second summarizes previous and ongoing
efforts to harmonize competition laws and to reduce
inconsistencies between trade rules and competition
policies and laws. The third discusses the specific
nature of the conflicts between these policies with
reference to a selected group of trade measures and
restrictive practices that currently are a major
source of trade friction. The last part outlines recent
proposals for resolving conflicts in this area and
describes major research under way in the OECD
and elsewhere on these issues.

SQECD (1991). Fcketekuty (1991b). Graham and Rich-
ardson(1991).

sFor example, “'rules of origin" can conflict with “global"
strategies.

7Ostry (1990). It has been suggested by a number of
observers that global (not national) economic welfare ought to
be given more priority in competition policy considerations.
For this reason. the exemption for export cartels and import
cartels contained in most countries’ competition laws should be
removed (Goldberg and Ordover (1991). Barton (1990)). In
cases where the impact on national and global welfare goes in
the same direction. governments would likely agree to such a
principle. [n cases where it does not. this would seem possible
only in the context of a multinational agreement.
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Definitions, Aims, Sources of
Conflict, and Implications

Competition policy defines the rules that regulate
competition among firms. Although views differ on
the appropriate aims of competition policy® and the
role of government in achieving those aims,® com-
petition policy, in broad terms, seeks to promote the
efficient functioning of markets so as to maximize
the welfare of consumers. Competition laws cover
trusts, monopolies, mergers and acquisitions, and
property rights, and they are intended to curtail the
abuse of market power through price discrimina-
tion, price fixing, collusion, and other restrictive
business practices. Such laws basically have been
developed with domestic transactions in mind,
although the competition laws of some countries
(for example, the United States and Germany) and
the European Community (EC) do have an extrater-
ritorial reach when the conduct of a foreign enter-
prise in a foreign country has some “‘effect™ within
the domestic territory.'°

Trade policy, which includes various multi-
lateral, regional, and bilateral trade agreements. as
well as national laws, that give effect to these agree-

3The aims of competition policy have received considerable
attention recently in the literature (see, for example. National
Consumer Council (1991), Greer (1989). and Jacquemin and
others (1990), and numerous references contained therein).
Greer (1989) identifies five aims of competition policy covering
goals related to efliciency: consumer welfare; the maintenance
of competition as an end in itself: fair conduct. equity and
distribution concerns; and political and social objectives.
These aims are not unambiguous (for example. efficiency cov-
ers three elements—allocative. productive. and innovative
efficiency—which are not always compatible) or necessarily
consistent with each other. The priorities attached to each differ
across countries and. within countries. across sectors. and over
time.

9The traditional structure-conduct-performance (S-C-P)
paradigm of industrial organization analysis emphasizes the
role of government in fostering “‘competition (as provided by
decentralized market structures) to achieve allocative etli-
ciency. The Chicago School. which rejects the S-C-P para-
digm, believes that market concentration enhances efficiency
and thus argues for a “smaller” competition policy (one in
which governments only curb mergers that create monopolies
or near monopolies and discourage blatant collusive restraints,
such as horizontal price fixing) (Greer (1989). pp. 1-3). The
theory of “contestable’™ markets (a perfectly contestable mar-
ket is one in which entty and exit are costless) suggests that
governments can have it both ways: governments can protect
the public and smaller firms from the threat of monopolistic
behavior by large firms and. at the same time, allow larger
firms enough freedom to meet the requirements of efficiency
(Baumol and Lee (1991) p. ). The laissez-fairc approach of the
Chicago School is evident in recent approaches to antitrust
enforcement in some countries. which take amorerelaxed view
of vertical mergers and joint ventures and apply minimal
restrictions on theterms of technology licensing.

‘"Matsushita (1988), p. 427.
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ments and other national trade objectives, in a
broad sense, regulates competition among firms
across national boundaries, although the codes and
laws that regulate such competition are less com-
prehensive than those that regulate domestic com-
petition. Competition and trade policies have simi-
lar roots in that both aim to promote competition
and to provide remedies for dealing with noncom-
petitive behavior. Policies that promote freer inter-
national trade serve to sharpen domestic competi-
tion, and thus they reinforce the broad ob jectives of
competition policy.

Conflicts between competition and trade policies
and among nations arise for two main reasons.
First, not all countries have well-developed compe-
tition laws, and, where they do exist, approach,
jurisdiction,!! investigatoly powers,'? procedural
rules and remedies, '* and enforcement differ. These
differences may limit access of foreign firms to
domestic markets directly or indirectly via effects
on inward direct investment, or they may enable
domestic firms to unfairly target foreign markets.
Second, both GATT and national trade laws permit
trade-limiting actions in certain circumstances,
which may weaken competition in both interna-
tional and domestic markets. In addition, the trade-
promoting policies of one country may conflict with
the competition laws of other countries. Conilicts
may also arise when countries have similar compe-
tition laws; for example, restrictive business prac-
tices that normally are actionable under competition
law escape such action if they are taken under the
“cover” of trade policy or government
compulsion. !4

Many of the issues being discussed under the
U.S.-Japan Structural Impediments Initiative (SII)
cover trade-related competition issues. These

""Under the “principle of territoriality.” most countries apply
their laws to conduct that takes place within their territory
regardiess of the nationality of the persons or firms involved.
This principle has been extended in some countries (e.g .. the
United States, Germany) and in the EC under the “doctrine of
effects™ and the concept of “‘enterprise unity™ to cover conduct
abroad that has an effect on domestic markets (OECD (1984).
p- 122).

I2National fact-finding powers (e.g.. access to information),
and the mode used o consider compelition cases (administra-
tive. judicial. or political) diffe rs among countries in large part
reflecting difterences in practices between civil and common
law countries (OECD (1984). pp. 123-24).

*In some countries. only governments can bring suits. while
inother countries (e.g.. the United States) and the EC. private
persons can doso (OECD (1984). p. 124).

1aUnder the doctrines of “Sovereign lmmunity.” *Act of
State.” and “Foreign Sovereign Compulsion.™ restrictive busi-
ness praclices that are implemented under government compul-
sion normally are not actionable under domestic or foreign
compelition laws.
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include restrictive business practices and lax
enforcement of competition laws, which may
restrict competition directly, and restrictions on for-
eign direct investment, which may restrict competi-
tion indirectly. Problems associated with the use of
antidumping duties (ADDs) and voluntary export
restraints (VERs) are examples of competition-
related trade policies.'> These trade policy instru-
ments tend to foster noncompetitive behavior by
encouraging the formation of cartels, oligopolistic
market structures, and the use of restrictive busi-
ness practices. The specific nature of these conflicts
is discussed below.

Inconsistencies between trade and competition
policies, together with the increased potential for
these inconsistencies to cause conflict in an interde-
pendent world, call for (i) a re-examination of the
GATT and national trade laws in terms of the prin-
ciples of competition policy, and (ii) an examina-
tion of the relevance of competition laws for inter-
national trade.

Trade rules in particular need of review include
remedies to deal with “unfair™ trade practices (for
example, antidumping and countervailing laws, and
national laws to protect intellectual property
rights): remedies to deal with import competition
from ‘fair” trade (for example, Article XIX of
GATT, VERs, and other gray-area measures);
export promotion policies (for example, direct and
indirect subsidies); instruments used to pry open
foreign markets (for example, Section 301 of the
U.S. 1974 Trade Law); and local content rules and
rules of origin. 16

In the area of comperition policy. issues that need
to be re-examined from a trade angle include the
appropriate economic and geographic definition of
the ‘market”; the criteria applied in assessing the
impact on market structures and competition of
mergers and acquisitions (both nationally and
across borders); the impact on international trade of
collusive behavior among domestic producers
vis-a-vis foreign producers: collusive behavior
among domestic and foreign firms; competition in

1>*VERs might be classified as restrictive business practices.
panticularly when they involve industry-to-industry agree-
ments. Their classification above as a trade policy instrument
refllects their frequent use by governments as substitutes for
"safeguard™ measures (instead of Article X1X of GATT) and
antidumping and countervailing duties.

'In its narrowest sense, "‘unfair trade refers to trade that
takes place partly as a result of dumping and subsidies. while
“fair™ trade refers to all other trade. 1n more general usage,
however, the term “‘unfair* trade tends to be defined to include
whatever the user unilaterally determines to be unfair. The dis-
tinction used in this paper between “'unfair* and “*fair™ trade is
used purely for presentational purposes and does not imply
endorsement of such distinctions.
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production and marketing activities; and the activ-
ities of regulated industries. '7

Related to the above issues are the rules govern-
ing foreign direct investment and the conditions
under which foreign firms operate in domestic mar-
kets. Domestic policies in these areas affect the
access of foreign firms to domestic markets and the
conditions under which they compete against
domestic firms. Disciplines on trade-distorting
investment measures are under negotiation in the
Uruguay Round. Other concerns in this area. which
have arisen in the context of the rapid increase in
outward direct investment during the 1980s, have
given rise to proposals to create a more comprehen-
sive rules-based system for investment that would
complement the GATT.

Past Efforts to Deal with the
Interaction Between Trade and
Competition Policies

A number of attempts have been made in the past
at the multilateral, regional, and bilateral levels to
harmonize competition policies and to reduce con-
flicts between trade and competition policies. Most
progress in this area has been achieved in the con-
text of regional arrangements. ‘3

Multilateral Efforts

The first and most ambitious attempt to deal with
interrelated trade and competition issues was con-
tained in the Havana Charter (1945) for an Interna-
tional Trade Organization. Chapter V of the Havana
Charter contained policies and principles to assist in
preventing busingss practices that adversely affect
international trade, restrain competition, limit
access to markets, or foster monopolistic con-
trols.}? After the Havana Charter failed to obtain
the necessary votes for ratification, a proposal was
made in Economic and Social Council of the United

17Compctition authorities have gonec some way toward incor-
porating the 1calities of the global market place into competi-
tion laws and their enforccment (Goldberg and Ordovcr
(1991)). For example. the U.S. Dcpartment of Justice’s Anti-
tirust Enforcement Guidelines for International Operations
(1988) allow for transnational competition in dcfining the mar-
ket. assessing markel dominance and cntry and exil barriers.
and calculating market shares. To the extent that trade policy
has atiempted to deal with the implications of globalization (for
example, laws 1o prevent circumvention of antidumping dutics
and the treaiment of “transplants’ under trade laws). such
attempls have tended 1o restrict trade and competition.

WThis section. for the most part. does not cover relcvant
GATT Articles and Codes or modifications in the implemcnia-
tion of national trade and compctition laws to reduce contlicts
in these areas.

12Jackson (1969).
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Nations (ECOSOC) in 1953 to revive Chapter V as
a separate instrument. The proposal was not
accepted, however, because it did not receive the
support of the United States or of a number of other
countries.?® Similar, but unsuccessful, attempts
were made in GATT between 1954 and 1960.
Finally, in 1960 the CONTRACTING PARTIES
adopted a resolution that recommended consulta-
tions whenever a Contracting Party felt it was being
harmed by restrictive business practices of firms
from other parties.?' Such activities were to be
reported to the Secretariat; no such reports have
been made to date.

Beginning in the 1970s, the United Nations con-
tinued efforts to develop harmonized international
competition policies. In 1980, in line with the 1974
recommendations of a UN Group of eminent per-
sons, “The Set of Multilaterally Agreed Equitable
Principles and Ruies for the Control of Restrictive
Business Practices” (UNCTAD Code) was
approved by the General Assembly. The Code is a
set of voluntary guidelines that promotes the
exchange of information and informal cooperation
while leaving each country to devise its own iaws.
The Code deals with restrictive business practices,
trade and antitrust issues, and the activities of mul-
tinational corporations. which are ot particuiar con-
cern to developing countries. The Code was
reviewed at an UNCTAD conference in 1985,
where particular attention was given to OECD
analysis that pointed to the risks of antidumping
legislation being applied anticompetitively.22

Within the OECD, discussions among members
on restrictive business practices began in 1953.23
Subsequently, a series of Council Recommenda-
tions were adopted that provided the basis for co-
operation on competition and trade issues. These
include the 1976 Guidelines for Multinational
Enterprises (MNEs); the September 1979 Council
Recommendation Concerning Cooperation Be-
tween Member Countries on Restrictive Business
Practices Affecting International Trade; the Revised
Recommendations of the Council of May 1986: and
the Recommendations of the Council of October
1986 for cooperation between member countries in
areas of potential conflict between competition and
trade policies.?® The 1976 agreement contains vol-

20Jackson (1969), OECD (1984). and Barton (1990).

2iJackson (1969). p. 526.

22Barten (1990).

23In 1953 the Organization for European Economic Coopera-
tion (the predecessor of the OECD) cstablished a Group of
Experts en Restrictive Business Practices.

*3The 1986 Rccommendations adopted by the Council
resulted from a request 1o the Committee of Expens on Restric-
tive Business Practices by the 1982 OECD ministerial mecting
1o review the 1979 recommendation and. afier consultation
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Table 18. Indicative Checklist for the Assessment of Trade Policy Measures

1. Whatare the expected direct economic gains to the domestic sector. industry, or firmin question (technically. the increase
in producers’ surplus) and also what jobs are expected to be created or protected by the measures?

2. What are the expected direct gains to government revenues (e.g., from tariffs. import licenses, tax receipts) or increased
government coslts (e.g.. export promotion, government subsidies. lost tax revenues)?

3. What are the direct costs to consumers owing to the resulting higher prices they must pay for the product in question and
the reduction in the level of consumption of the product (technically, the reduction in consumers® surplus)?

4. Whatisthelikely impact of the measure on the structure of the relevant markets and the competitive process within those

markets?

S. In the medium- and longer-term perspective, will the measure. on balance, encourage or permit structural adaptation of
domestic industry leading over time to increased productivity and international competitiveness or will it further weaken
anddelay pressures forsuch adaptation? What will be the expected effect on investment, by domestic firms in the affected

sector, by potential new entrants. by foreign investors?

6. What would be the expected economic effects on other sectors of the economy. in particular. of firms purchasing products

from. and selling products to. the industry in question?

7. How are other governments and foreign firms likety to react to the measure, and what would b e the expected effect on the
economy of such actions? Is the measure a response to unfair practices in other countries?

8. What arethe likely effects of the measure on other countries? How canprejudice to trading partners be minimized?

Source: Organizalion forEconomic Cooperationand Development (1984), p. 24.

untary guidelines dealing with issues related to
dumping, subsidies, distribution and licensing, and
conflicting requirements that may be imposed on
MNE:s as a result of different approaches by OECD
member countries to law enforcement and jurisdic-
tion, and it provides for consultation between mem-
ber states before the OECD Committee on Interna-
tional Investment and Multinational Enterprises.
The 1979 and subsequent recommendations encour-
age governments to take account of the impact of
their practices on competition. and they contain
provisions for notification, exchange of informa-
tion, consultation, and conciliation (by the Com-
mittee of Experts on Restrictive Business
Practices—now called the Committee on Competi-
tion Law and Policy) in the event consultation does
not produce a satisfactory solution. So far. the con-
ciliation provision has not been used. To further
enhance the coordination of trade and competition
policies, in April 1985 the OECD Council approved
the Indicative Checkiist for the Assessment of
Trade Policy Measures, which had been developed
jointly by the Committee of Experts on Restrictive
Business Practices and the Committee on Consumer
Policy, in consultation with the Trade Committee
(Table 18).25 More generally, trade and competition

with the Trade Commiltee, devise revised recommendations to
strengthen cooperation in this area. As a first response to the
1982 Ministerial Council mandate. the Commitiee on Restric-
tive Business Practices produced a report on Competition and
Trade Policies. ®ECD. 1984. Part | of this report. consisting of
an introduction. summary. and conclusions. was transmitted to
the 1984 Ministerial Council as a background document.

25The approach was illustrated in u study on the costs of
VERS in the automobile sector (OECD (1987b))} and in a recent
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issues are discussed in an interdisciplinary manner
within the OECD by a number of committees
including the Trade Committee, the Economic Poi-
icy Committee, the Committee on International
Investment and Multinational Enterprises, the Con-
sumer Policy Committee, and the Committee on
Competition Law and Policy. The work of these
Committees is to be further integrated as part of the
expanded work program that the OECD has in prog-
ress on trade and competition issues.

Regional Efforts

Attempts to harmonize trade and competition
policies have been taken within the context of var-
jous regional arrangements. These include the
European Community (EC); the European Free
Trade Association (EFTA); and the Australia-New
Zealand Closer Economic Relations Trade Agree-
ment (ANZCERTA). These issues are also under
discussion in the U.S.-Canada Free Trade Agree-
ment (FTA), in the negotiations between the EC
and EFTA for the creation of a European Economic
Area (EEA), in the negotiations among Canada,
Mexico, and the United States to form a North
American Free Trade Area (NAFTA), and in the
negotiation of Association Agreements between the
EC and a number of Eastern European countries.

comprchensive repori prepared for the OECD on nontariff bar-
ricrs to competition (Goldberg and Ordover (1991)). The
results of the 1987 study arc summarnzed in Kelly and olhers
(1988). p. 165. Further studies using this approach on anti-
dumping duties and distribution-related barriers to interna-
tional competition are under way in the OECD.
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The Treaty of Rome, which established the EC,
contains the most comprehensive set of rules to
ensure the effective functioning of markets among
different countries and to minimize the scope for
conflict between trade and competition policies.
Articles 85 to 94 give the European Commission
power to control anticompetitive practices affecting
the common market.?® In particular, noncompeti-
tive behavior related to price discrimination and
subsidies within the EC are covered by these arti-
cles and not by the EC’s Antidumping and Counter-
vailing Laws, which apply to nonmember coun-
tries. In addition, Article 113 of the Treaty of Rome
provides for a common commercial policy.
although exceptions have been made (under Arti-
cle 115) for purely national measures. Although the
Single European Act (EC 1992) is silent about trade
and competition policy, it is understood that the
Treaty of Rome will be applied in full after 1993. In
particular, the Commission has stated that it will not
permit exceptions under Article 115. and laws
related to state aids (subsidies) are being enforced
more strictly.2” In addition, the EC Merger Control
Regulation (implemented in September, 1990) cre-
ates extensive new obligations for the notification
of concentrations between large companies that
meet certain threshold requirements. The extent of
extraterritorial powers in the directive has the
potential to create conflict between the Commission
and other competition authorities.2®

With regard to EFTA, Articles 13 through 17 of
the Stockholm Convention contain a set of competi-
tion rules covering government aids (subsidies),
government purchasing practices, the right of estab-
lishment, and dumped or subsidized imports. To
prevent dumping by companies of one EFTA mem-
ber in the markets of other EFTA members, EFTA

26Ariicle 85 deals with restrictive agreements by firms; Arti-
ele 86 deals with abuse of a dominant position (monopolistic
behavior): and Articles 87-94 deal with subsidies and activities
of pubtic utilities.

27lt should be noted. however, that the addition to the Treaty
of Rome of Articles [30f-g. which define Community respon-
sibility for the promoton of technological development, is
argued by some as justifying a more protectionist interpretation
of other parts of the Treaty (National Consumer Council
(1991)).

28+The EC approach to competition policy is quite different
from that of the U.S. Justice Department. In the United States,
the Government must prove that a proposed merger would be
anticompetitive before it may prevent it.”” In the EC. under the
new Commission 1ules, *“the burden will rest with the company
to provide information to prove that its plans would nor restrict
competition™ (Julius (1991), p. 12}. Under Article 24 (the so-
called reciprocity clause) of the Merger Control Regulation.
which requires the Commission to report by September (991,
and periodically thereafter, regarding the treatment of Commu-
nity enteiprises under merger laws of other countries, third
countries may come under pressurc to alter aspects of their
competition laws (Canada (1991). p. 20).
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competition rules include a *“*boomerang™ provi-
sion, which provides for the re-export of products
to domestic markets of producing firms.2® Unlike
the EC, however, EFTA does not yet have a supra-
national body to enforce competition policies
within the free trade area.

With regard to ANZCERTA, Article 4 of the
1988 Protocol on Acceleration of Free Trade in
Goods provided that, with the achievement of full,
free trade in goods on July I, 1990, neither country
would take antidumping actions against the other;
rather, each country would apply its competition
laws to anticompetitive conduct affecting trans-
Tasman trade in goods.30 To give effect to these
commitments both countries amended their compe-
tition laws—the Trade Practices Act (Australia) and
the Commerce Act (New Zealand)—effective
July I, 1990 to extend prohibitions on the anticom-
petitive use of market power contained in both acts
to cover the abuse of market power within trans-
Tasman markets. In addition. the competition
authorities in each country were given new investi-
gatory powers to obtain information and documents
in the other country and the courts of each country
were permitted to sit and take evidence (including
by videolink) in each other’s country.3!

In the negotiations leading up to the establish-
ment of the United States-Canada FTA, issues
related to the interaction between trade and compe-
tition policies were discussed. Indeed a major
motivation behind Canada’s decision to negotiate
this agreement was an attempt to shield its exports
from “contingent™ protection measures (antidump-
ing and countervailing duties) in the United States.
For its part. the United States was particularly
interested in more effective discipline on the use of
subsidies and measures to deal with subsidies and
dumping. In the event, little harmonization of these
policies was achieved in the FTA because of unre-
solved technical issues, uncertainty about the eco-
nomic impact of greater price competition that
would result if the existing antidumping laws of
both countries were not applied against each other,
and difficult questions on the conduct of domestic
policy and the exercise of sovereignty.?2 In addi-
tion, neither country was willing to dismantle sub-

20Smith (1991).

3This agreement does not cover the use of countervailing
duties.

31Apart from these provisions, the two governments under a
1988 Memorandum of Understanding on Harmonization of
Business Law are examining the scope for harmonization of
business laws and regulatoty practices that increase transac-
tions costs of trans-Tasman trade (Broome (1990)).

32Thc Free Trade Agreement contained procedural changes
that set up a new binational appeal mechanism that can replace
existing judicial review by domestic courts of final decisions
taken by administering agencies. as well as a review mecha-
nism to monitor changes in antidumping and countervailing
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sidies, particularly domestic agricultural subsidies,
on a bilateral basis, given concerns about subsidy
practices in other countries. A Working Group has a
five-to-seven-year timetable to negotiate rules on
subsidies and methods for dealing with unfair pric-
ing and government subsidization.3?

In June 1990, the EC and EFTA launched nego-
tiations to form a European Economic Area (EEA).
The negotiations aim, inter alia, to harmonize com-
petition laws and rules on subsidies; to agree on
mechanisms to ensure that such rules are enforced;
and to explore the possibility of using competition
policy rather than antidumping and countervailing
laws to deal with anticompetitive pricing practices
within the EEA #4

Bilateral Efforts

The United States currently has bilateral agree-
ments cover cooperation on antitrust issues with
Australia, Japan, Canada, Germany, and the EC. In
addition, France and Germany have a bilateral
agreement with each other.35 These agreements aim
to avoid or minimize conflict in the enforcement of
antitrust laws and contain clauses to notify each
other of pending proceedings, to cooperate in the
development of evidence, and to consult about pro-
ceedings. Some provisions of these treaties specifi-
cally reflect the close relationship between trade
policies and competition law enforcement.3¢

The agreement between the United States and the
EC (September 1991) is the most recent bilateral
agreement to have been signed. It includes provi-
sions whereby each party will notify the other when
its own antitrust enforcement activities raise the

duty laws as they apply to the partner country. The agreement
also provided for the elimination of (i) export subsidies on
bilateral trade in agricultural products and (ii) the elimination
by Canada of import-licensing requirements for wheal. oats,
and barley when subsidy levels in the two countries are equiva-
lent. The dispute seitlement mechanism will also be used 1o
deal with issues affecting trade in services and foreign direct
investment, but not issues related to intellectual property.

33Smith (1991).

34Xafa and Kronenberg (forthcoming).

350ECD (1984) and Barton (1990).

3For example, the United States-Australia agreement pro-
vides the Australian Government with the option of notifying
the U.S. Government of policies it has adopted, which may
have antitrust implications in the United States. This is
intended to enable Australian exporters to identify and avoid
potential difficuliies before they commit themselves to actions
that might otherwise be subject to U.S. antitrust laws. The
agreement also provides for the Australian Government to be
notifted of decisions by the U.S. Depariment of Justice or the
Federal Trade Commuission to undertake an antitrust investiga-
tion that may have implications for Australian law, policies. or
national interests. Both governments have accepted mutual
obligations to communicate their concerns arising out of noti-
fications. and each is entitled 1o request consultations (OECD
(1984), pp. 131-32).
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possibility of a jurisdictional conflict. It also
includes *“lead role” provisions whereby one party
may take the major enforcement role in a case of
common concern. The lead role provisions refiect
the principle of *jurisdictional rule of reason.” This
principle was developed in U.S. Courts to limit
jurisdictional claims resulting from the prior
reliance on the “effects doctrine,” which allows a
state to claim jurisdiction over conduct that has an
effect in its own jurisdiction, even if the conduct
originates elsewhere. The parties have agreed to
allocate jurisdiction on the basis of “functional
advantage” (i.e., a case would be given to the
authority with the greatest enforcement powers),
the principle of “comity™ (the maintenance of inter-
nationa! respect and courtesy), an ““agency clause”
(which allows one party to request the other to take
action against anticompetitive conduct in its own
territory), and information sharing. Although the
agreement does not contain a binding mechanism
for resolving disputes, it is expected to provide one
avenue for resolving antitrust disputes, including
those that may arise under the EC Merger Control
Regulation.

Bilateral cooperation between the United States
and Japan on competition issues has been strength-
ened in the context of the U.S.-Japan Structural
Impediments Initiative (SII), which was launched in
September, 1989. The first Annual Report of the
Working Group (1990) on SII contained commit-
ments to implement measures to solve structural
problems that, inter alia, were intended to remove
impediments to more efficient, open, and competi-
tive markets. These commitments cover a wide
range of structural issues including a number that
deal with the application and the enforcement of
competition laws. In response to U.S. concerns
about structural impediments to the Japanese mar-
ket, Japan agreed to reform its distributive system.
to make the keiretsu system more open and trans-
parent, to eliminate exclusionary business prac-
tices, to liberalize the foreign direct investment re-
gime, and to implement measures to adjust price
differentials between Japan and the United States.?”
For its part, the United States agreed to reform its
antitrust policy so as to improve the legal climate
for joint production ventures and to reduce uncer-
tainty about the treatment of such ventures under

37The keiretsie system refers 1o “vertical™ links between
manufacturers and suppliers of inputs and ““horzontal” links
between corporations involved in manufacturing. banking. and
insurance. Members of keirersu exchange shares have inter-
locking directorates. and often make joint personnel and invest-
ment decisions. Such relationships are not necessarily exclu-
sive in that members of 4eirersu groupings have business
relationships with firms outside of their grouping in the normal
course of business.
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antitrust laws. It also agreed to reform its product
liability system so as to encourage innovation and
enhance international competition, to maintain an
open and nondiscriminatory policy toward foreign

direct investment, and to eliminate VERs on
machine tools (in the context of the Uruguay Round
negotiations) and steel (in the context of the nego-
tiation of a multilateral steel consensus).

Actions to fulfill these commitments were
reviewed in the 1991 Annual Report of the Working
Group. Significant measures implemented by Japan
included a liberalization of foreign direct invest-
ment (consistent with the OECD Code of Liberal-
ization of Capital Movements) and revised guide-
lines to ensure transparency and improved
enforcement of the Antimonopoly Act. The guide-
line document, “The Anti-Monopoly Law Guide-
lines Concerning Distribution Systems and Busi-
ness Practices,” was issued on July 11, 1991 by the
Japanese Fair Trade Commission (FTC). It covers
28 major types of business practices in distribution
and other business spheres and gives the FTC’s
interpretation on enforcement policy under the
Anti-Monopoly Law.3¥ The document was made
available to other OECD member countries for
review prior to its implementation.

Examples of Conflicts Between
Trade and Competition Policies

This section examines selected trade policies that
are currently a major source of friction among coun-
tries and their relationship to competition policies.
These include trade measures to deal with “‘unfair™
trade, including business practices that may limit
access to markets, measures to provide temporary
relief against a surge of imports associated with
“fair” trade, and the use of subsidies to promote
“strategic’ industries.

Unfair Trade Practices and Remedies
Dumping and Antidumping Actions

In principle, antidumping and competition laws
have similar objectives with respect to dumping
(international price discrimination) and domestic
price discrimination, respectively.?® Both seek to

*{nternational Trade Reporter (1991), p. 1077.

WAfter tariff's, antidumping actions are the most frequently
invoked trade policy instrument. The extensive coverage of
antidumping actions reflects the fact that such actions are a
major and growing source of friction in the muliilateral trade
system. In addition. antidumping actions can be a substitute for
countervailing actions and appear to have become the preferred
policy nstrument 1o deal with unfair trade practices and. in
some cases, 10 shelter sensitive sectors and promote strategic
sectors,
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ensure that suppliers do not abuse market power so
as to reduce or eliminate competition. In practice,
however, the objectives of these laws tend to
diverge. Whereas domestic competition laws are
primarily concerned with protecting “competition,”
dumping remedies of ten seem to be more concerned
with protecting “‘competitors.”#® This. and other
diff erences between antidumping and competition
laws, results in different standards being applied to
import-pricing practices in the enforcement of anti-
dumping laws than would be applied if such prac-
tices were examined under competition statutes.*!
For example, the standards for measun'ng price dis-
crimination, assessing the adverse impact of price
discrimination on producers, and choosing entities
to look at when considering this adverse impact dif -
fer between antidumping policy and competition
policy.42

To understand the source of conflict between
antidumping and competition laws, it is useful to
consider if dumping is harmful and. if it is, why can
domestic competition laws not be used to contain its
harmful effects? As summarized in Table 19, dump-
ing may do economic harm to an importing country
if it involves predatory pricing that is intended to
drive domestic firms out of business or if it is done
on an intermittent basis. Other forms of dumping
typically involve pricing behavior that is considered
normal market behavior if it occurs in domestic
markets. As noted in Table 19, systemic arguments
based on the concept of fairness, which are used to
defend the use of ADDs to counter nonpredatory
dumping, do not stand up to close scrutiny.

Although predatory pricing may be harmful to an
importing country, the conditions required for suc-
cessful predation are quite stringent (Table 19) and,
in practice, this does not seem to be the predomi-
nant form of dumping.** Intermittent dumping may
occur more frequently, but it is difficult to deal with
because harm may be done before ADDs could be
applied. Thus, the possibility of successful preda-

40The interests of producers were put forcefully in Australia,
where producers stated that “*{djumping should be considered
as a corporate and not a countty activity and national interest
should play no part™ (Stubbs (1989). quoted in Banks (1990) p.
S5). In the EC. it has been noted that * The Community authon’-
ties have frequently given more weight 1o the interests of the
complainant industry than 1o the intercsts of consumers or pro-
cessors” (Bell (1987), p. 30, National Consumer Council
(1991), p. 18).

AQECD (1984). Gruen (1986), Bank (1990), De C. Grey
(1988), and Nicofaides (1991).

42De C. Grey (1988). p. 451

43A review of ADD cases (1980-85) in Australia. one of the
largest users of ADDs. revealed no evidence of successfut pre-
dation {Gruen (1986)). Likewise. **|t]lhe link between antidum-
ping action and piedatory intent is quite loose in the EC chemi-
cal industty. contrary to the alleged goal of the antidumping
regulations and the claims of petitioners™ (Messeriin (1990),
p- 466).
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Is Dumping Harmfut?!

1. From the perspective of the importing country dumping
is harmful if it involves predatory pricing or intermittent
dumping (Viner (1966)).

a, Predatory pricing involves sales in foreign markets
at prices below domestic prices to drive foreign firms
out of business, after which prices in the foreign mar-
ket are increased. This form of dumping is not fre-
quent because the conditions required for successful
predation are stsingent: (i) there must be only one
foreign supplier (world trading monopoly or sustain-
able cartel); (ii) re-entry barriers must exist forlocal
suppliers in the foreign market; and (iii) less costly
strategies for attaining market dominance must be
absent.

b. Intermittent dumping involves the use of export sales
as a mechanism to dispose of surpluses. For a small
country a one-off dump might wipe out an industry.

2, Dumping as normal market behavior. Other forms of
“dumping” involving sales in foreign market at prices
below domesticprices are part of a profil-maximizing
strategy of privale firms; they often are a side-effect of
domestic interventions that serve to protect the
exporters’ domestic market from world competition,
keeping home prices high. (The source of the economic
costs are the intecventions, not dumping as such.) It is
not low prices abroad but high prices at home that
should be ob jected to.

— This is sometimes viewed as cross-subsidization; but
the conditions forsuch a strategy to be successful are
stringent; in particular, the exporter must be a
monopolist or a cartel.

Selling products al a price thatdoes not cover full
coslts is not regarded as an unfair trading practice
internally; it should not beregarded as unfair in
international trade (Gruen (1986)).

“It is normally in an importing country’s overall eco-
nomic interest 10 lake the external trading environ-
ment as given and accept cheap imports, even if they
are dumped orsubsidized." (Gruen (1986)) (Finger
(1987)). If dumping is intermittent, the costs Lo pro-
ducers are likely to outweigh the benefits to con-
sumers; if dumping is long term, the opposite is
likely to be true.

iBased on Banks {1990) and de C. Grey (1988).

tion would seem to be the main reason antidumping
laws are needed.

In the above connection, the trade system needs
antidumping laws to deal with predatory dumping
because domestic competition laws cannot prevent
foreign companies from becoming monopolies.** A
major defect in GATT’s antidumping provisions,
however, is that they make no distinction between

4Nicolaides (1991), pp. 130-31.
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Table 19. Dumping and Antidumping

Are Antidumping Laws Needed?

l. a. Antidumping laws are required to shield domestic
producers against anticompelitive behavior {e.g.,
predatory pricing and intermittent dumping) in for-
eign markets. Antidumping laws are required
because domestic competition laws, which are used
to remedy anticompetitive behavior of domestic
firms, generally cannot be used to deal with anticom-
petitive behaviorin foreign markets. However, it is
nol easy toidentify predatory “intent."

In the case of intermittent dumping. it is difficult 10
devise a scheme 10 overcome such dumping because
the harm is likely to be done before antidumping
duties are put in piace.

b. Antidumping laws are also necessary 1o protect con-
sumers againslt the consequences of predation. In
practice, however, consumer interests are given little
weight in antidumping cases. In general, however,
the consumer’s best defense against predatory pricing
is an aiternative supplier (Finger (1987)).

2. Someargue that antidumping lawsare required to deal
with dumping that is not harmful to maintain support for
an open multilateral trade system.

a. Fairness. If the view is widespread thal certain trade
actions are unfair, failure to reflect that view in the
rules of the game may erode support for the game
itself, even if such trade rules are beneficial 1o a com-
munity as a whole (Bhagwati (1988), p. 3). This
argument would seem more applicable to subsidies
(government action) than “dumping'* (actions by pri-
vale firms), especially if there is no predatory intent.

b. Antidumping contraci. There is an implicit contract
between government and industiy regarding the
antidumping/protection trade-oft’ (perceptions of
political feasibility}).

The commitment to aspeedy and readily available
antidumping system underpins the existing fragile
consensus between government, industry, and unions
on the need for change toward a less assisted. more
outward-looking, restructured industry (Gruen
(1986)).

But such a rationalization may end up endangering
the broader liberalization objective it is meant to
serve.

predatory and other kinds of dumping. Nor has such
a distinction been made in national trade legisla-
tion.45 In practice, ADDs tend to be used primarily
to counter dumping that is unlikely to be harmful,
rather than to deal with predation. In many cases,

4311 has been observed, however. that predatory pricing is not
easy to identify in practice. which probably explains why it is
not mentioned in GATT's Antidumping Code or in national
laws (Banks (1990)).
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ADDs are thought to present greater problems than
the dumping they are intended to remedy.*¢ Indeed,
existing antidumping regulations are considered to
be anticompetitive in their objectives, methods, and
instruments.*”?

The major problems in the implementation of
antidumping laws are related to the determination
of injury, the calculation of dumping margins,
insufficient recognition of the principle of national
treatment,*8 and the use of antidumping provisions
to sustain collusion in domestic markets (Table 20).
The latter reflects the frequent use of price under-
takings (EC) and VERs (U.S.) as remedies against
dumping and an apparent lack of concern as to
whether injury is done to a competitive or an oli-
gopolistic industry (Messerlin (1990)).4° In this
connection, recent reviews of antidumping cases in
the EC are instructive.®

The EC review (based on Commission docu-
ments and data) covered all cases in the chemical
industry (1980-89) involving both anticartel action
under Article 85(i) or Article 86 of the Treaty of
Rome?>' and antidumping action.32 It was found that
52 percent of antitrust cases under Article 85(i) had
“twin” antidumping cases; thus EC firms being
fined for price fixing were simultaneously asking
for legal action against foreign price cutting. In
addition, EC antidumping procedures were found to
provide a high level of protection, to facilitate car-
telization of the industry, and to reduce incentives
for the industry to adjust. Also, the large net bene-
fits obtained by firms from ADDs, despite anticartel
fines imposed later, would likely result in future
requests for more antidumping action. The Cana-

¥Messerlin (1990). and Banks (1990).

47The Royal Institute o f International Atfairs (1991).

48For example, the EC “screwdriver” rules were found
inconsistent by a GATT dispute panel with the principie of
national treatment. Others have noted that the treatment of non-
national firms under this law is arbitrary. Forexample, insome
cases, foreign companies previously established in the EC (ear-
lier “transplants™) are complainants in antidumping cases
against “"newer transplants”™ (Messerlin (1990)).

491t has been noted that **if dumping is used as a market entry
strategy it is more likely to be resorted to by firms attempting to
break into oligopolistic industries in which case the prevention
of injury further weakens competition* (The Royal Institute of
International Affairs {(1991)).

S0Messerlin (1990), and Lexonomics, Inc. (1990). A study
of a sample of antidumping cases in all OECD members that are
frequent users of ADDs is in progress in the OECD.

SICompetition casesinvolving price discrimination and pred-
atory prcing typically fall under Anicle 86, which deals with
abuse of dominant positions. Article 85(i) bans all agreements
that have as their object or effect the prevention, restriction, or
distortion of compeltition within the EC.

52The chemical industry is the most intensive user of EC
antidumping regulations, accounting for about 40 percent of all
cases initiated (and 46 percent of those terminated with a
restrictive outcome) between 1980 and 1987.

88

dian study covered all antidumping cases during
1980-88. It concluded that it was extremely doubt-
ful that any of the cases reviewed that were action-
able under Canadian antidumping laws would have
resulted in action under domestic competition law.
In most cases, the use of ADDs reduced the pace of
restructuring by domestic producers, which were
found to be relatively inefficient in global terms.>3

The experience with antidumping duties suggests
that greater weight should be given to competition
policy criteria, particularly those related to con-
sumer interests, in the determination of antidump-
ing cases. This might be achieved by applying the
standards of competition policy to antidumping
cases or by replacing antidumping laws with com-
petition laws. In addition, the principle of “‘national
treatment” needs to be recognized in measures
dealing with the circumvention of antidumping
duties, including through assembly operations that
use dumped inputs. With the increased globaliza-
tion of production, the latter will likely give rise to
more frequent international disputes if not
addressed.?*

Subsidies and Countervailing Duties

Subsidies are provided for a variety of reasons,
including those related to social and regional ob jec-
tives, and are not trade distorting in all cases.?’
Thus, GATT and rules embodied in the Subsidies
Code permit the use of subsidies on exports of pri-
mary products; signatories are to avoid export sub-

33The other major findings of the study were as follows: first,
successful dumping complaints tended to be in concentrated
industries with a domestic market focus (making it easier 1o
coordinate a complaint); producing internationally comparable
products (making it easier to obtain a broader coverage of
dumped imports on which to apply ADDs); with a low rate of
innovation and high exit barriers (making it easier to establish
matenal injury); and low barriers to entry (because products
involved “low’ or established technology). By contrast,
unsuccessful complaints involved highly competitive domestic
industries (making it difficult to link injury to import prices):
producing specialized products (making identitication of
“like™ products more difficult); characterized by low exit bar-
riers and high industry innovation (making it easier to redeploy
resources) and increasing domestic demand (making the finding
of injury unlikely). Second. dumping findings almost always
occurred when the measure of normal value was a “con-
structed” value. The critical criteria applied to determine
injury was price suppression; secondary criteria (the impact of
dumped imports on capacity utilization, profitability, and
employment) did not consider the relative efficiency of Cana-
dian and foreign producers.

54The Uruguay Round aims to include provisions to deal with
anticircutnvention in the GATT Code, to reduce the harassment
effects of ADDs, and to phase out VERs (a substitute for
safeguards).

sSThe use of subsidies as a strategic policy instrument is
discussed in this section. as well as the use of countervailing
duties to deal with unfair trade pracilices.
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sidies on primary products that result in a “more
than equitable share” of world trade and domestic
subsidies that distort trade. However, the Code
lacks precision in that it does not define what a
subsidy is, nor does it provide much guidance on
what subsidies are to be avoided.>® The GATT also
peimits countervailing duties (CVDs) to counter the
trade-distorting effects of subsidies provided by
trading partners. While there is an intuitive comple-
mentarity between subsidy rules and rules for
CVDs, the rules in fact lack symmetry in that it may
be legitimate in GATT for one country to provide a
subsidy, and equally legitimate for another country
to countervail that subsidy.3” The lack of symmetry
and precision in subsidy and CVD rules has permit-
ted these instruments to be used in a manner that
reduces competition in domestic and international
markets and undermines trade concessions made to
trading partners.>8

Of particular importance for trade and competi-
tion policy interlinkages is the use of subsidies to
promote “strategic” industries in an attempt to gain
a competitive advantage. In some cases this is
defended by strategic trade theory, which suggests
that, in certain circumstances, the use of industrial
policies (of which subsidies are a key component)
are justified to promote strategic sectors and to pre-
vent global monopolization or oligopolization of
such sectors. (Subsidies to Airbus have been
defended on this basis.) But the “empirical’” impor-
tance of strategic sectors is not known, and coun-
tries disagree on the optimal policy approach to fos-
ter such sectors.

The globalization of investment and production
and the increased importance of competition based
on technological superion'ty call for strengthened
multilateral rules on the use of subsidies and coun-
tervailing duties and on access to government-
funded research and development.”® In the latter
context the treatment of ‘‘nonnational” firms,
which frequently are not accorded national treat-
ment, is of particular concern.

>6[t might also be noted that most countries, other than those
of the EC and, to a lesser extent. of EFTA. do not have disci-
plines at the national or regional level on the use of subsidies.
Within the context of EC 1992, the Commission is seeking to
ensure greater discipline on the use of subsidies, consistent
with the Treaty of Rome. Within the OECD, efforts are under
way lo increase (ransparency in the use of subsidies and to
analyze their economic impact.

57Fingerand Nogues (1987), p. 154.

58The use of countervailing duties raises similar issues 10
those raised by antidumping.

s9The Uruguay Round aims to improve rules relating to sub-
sidies and CVDs. However, Messerlin (1989) notes that ADDs
and CVDs can be substitutes, and that ADDs are the preferred
instrument of plaintiffs. Thus, any strengthening of disciplines
on the use of CVDs could be meaningless without strengthened
disciplines on ADDs.

89

Protection of Intellectual Property Rights

Intellectual property rights (IPRs) are protected
by a number of laws, including patent law (the most
important industrial property law), copyright laws,
and “‘unfair competition laws™ that protect trade-
marks, trade secrets, the copying of designs, and
the misappropriation of other commercial values.%°
The protection of IPRs is considered necessary for
the functioning of a competitive market-based
economy; in particular, given the externalities
inherent in IPRs, patent rights and other laws to
protect IPRs are required as ‘‘second-best” solu-
tions to allow inventors to recover the research and
development costs (plus “normal™ profits) of their
inventions.®! Views differ, however, on the extent
and form of the protection that is required; “There
are problems of both ‘too much protection' and ‘too
little protection’.”” 62

Intrinsically, intellectual property laws. which
confer rights on the owners of IPRs to exploit those
rights monopolistically, and competition laws,
which seek to prevent monopolies, would seem to
be in conflict. At the national level, this potential
conflict is resolved in some laws by conferring only
a limited monopoly right (one that is limited in
time, type, and horizontal coverage) to the holder
of an IPR.83 These potential conflicts are further
reduced in two basic ways. First, competition pol-
icy applies to clauses included in licensing agree-
ments; second, competition policies provide the
basis for remedies to deal with the abuse of IPRs.
However, conflicts arise among countries because
not all countries have laws to protect IPRs. Where
laws do exist, differences exist in underlying princi-
ples,* norms (coverage, rights conferred,®> dura-
tion of protection), and enforcement. In addition,

60Stern (1990).

¢ OECD {1989b).

62Matsushita (1988). p. 429. While it is argued by some that
protection of I[PRs is essential for research and development
generation, Subramanian (1990) notes that this is not the case
for technology importers for whom imitation serves as a substi-
tute: moreover. the lack of IPR protection might not adversely
affect incentives for global research and development if coun-
tries denying such protectionare “small enough.™

¢3Gr-aham and Richardson (1991). p. 16.

%For example, Section 337 of the U.S. Tariff Act of 1930
deprives foreign exporters of the right of national treatment in
determining whether or not a product violates IPRs. The United
States is committed to modify this aspect of the Tariff Actin the
context of the Uruguay Round.

65For example, U.S. patent laws are based on “first lo
invent,” while others, including Japan's law, are based on *‘first
to file.” *'Parallel imports™ (i.e., impons by government of
patented products produced under license in the importing
country) of goods under patent are permitted in some countries
but not others. In Japan, a service mark is not protected as a
trademark whereas it is in some other countries. The products
covered by patents differ across countries (e.g.. pharmaceuti-
cals) as does the length of the patent.
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competition laws differ in their treatment of prac-
tices and conditions attached to the transfer of tech-
nology (e.g., grant-back provisions, exclusive
dealing, price fixing, etc.).

Although Chapter V of the Havana Charter
included provisions relating to rights under patents,
trademarks and copyrights, GATT does not contain
similar provisions. Article XX(d) of GATT
exempts IPRs from its disciplines; this exemption
permits GATT members to take measures to protect
IPRs provided such measures are applied in a non-
discriminatory manner. Article IX of GATT pro-
vides for cooperation between Contracting Parties
to prevent the use of trade names to misrepresent
the origin of a product, but no cases have been
examined under this provision. Duning the Tokyo
Round, the United States and the EC formulated
rules to cover counterfeit goods, but these were not
adopted due to the opposition of developing
countries.%®

In recent years, conflicts over the protection of
IPRs have increased as technological progress has
become an important determinant of international
competitiveness. This conflict is most evident in
U.S. trade relations with its trading partners;5’
countries targeted by ‘“Special 301" and other
countries object to the unilateral character of this
provision and to the possibility that concessions
made to the United States might not be available to
other countries on an MFN basis. Conflicts also
exist, primarily among industrial and developing
countiies, with regard to the conditions included in
licensing agreements.

At the national level and within the OECD, these
developments have lead to a re-examination of the
interaction between competition policies and laws
to protect IPRs.%8 At the multilateral level, it led to
a decision to include trade-related aspects of intel-
lectual property rights (TRIPs) among the “new
issues” of the Uruguay Round.¢® The decision to
bring TRIPs into the Uruguay Negotiations

66Matsushita (1988). p. 429.

67Ln the absence of whal the United Siates considers adequate
protection of IPRs, **Special 301" of the U.S. Trade and Com-
petitiveness Act of 1988 mandates retaliation against countries
that do not provide protection for IPRs.

68|n the United States, for example. practices once consid-
ered suspecl on antitrust grounds are now deemed acceptable
(Graham and Richardson (1991)).

69The Uruguay Round negotiations aim to adapt existing
GATT rules 10 protect IPRs, while ensuring that these rights in
themselves do not become barriers to legitimate trade, and 1o
establish disciplines on trade in counterfeit goods. The negotia-
tions cover basic principles (applicability of GATT’s MEN and
national treatment principles); standards conceming availabil-
ity, scope, and use of IPRs; and enforcement of these rights and
dispute settlement. The negotiating issues. the interests of var-
ious nepgotiators, and the national and global welfare conse-
quences of protecting IPRs arc discussed in detail in Subrama-
nian (1990). The costs and benefits of extending patent
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reflected dissatisfaction (by the demanders for
increased protection for IPRs) with the provisions
of the World Intellectual Property Organization
(WIPO), which provides disciplines on the manner
(national treatment) but not the extent of intellec-
tual property protection, and with the lack of
enforcement mechanisms in WIPO.70

An agreement in the Uruguay Round on TRIPs
would likely eliminate some differences in intellec-
tual property laws among countries. Whether or not
conflicts would remain in the area of licensing
agreements remains to be seen. Many developing
countries would prefer that a TRIPs agreement list
abusive or anticompetitive practices that are to be
excluded from licensing agreements;, whereas most
industrial countries would prefer to decide these on
a case-by-case basis under their domestic competi-
tion laws.

The preference of industrial countries for the
case-by-case approach reflects recent thinking on
the economic and legal impact of particular busi-
ness practices. In this connection, an OECD report
on patents and licensing challenged the notion that
competition policy and intellectual property rights
are in basic conflict and recommended that competi-
tion authorities in member countries adopt a case-
by-case approach to licensing agreements.”” The
report argued that, in practice, the distinction
between horizontal agreements (considered to be
more restrictive) and vertical agreements (consid-
ered less restrictive) is difficult to make; that the
presumption that the holder of an intellectual prop-
erty right automatically has ‘“‘market power” is
incorrect; and that where market power does not
exist, restrictions in licensing agreements may fos-
ter competition, provided there are no horizontal
restraints; and that even when a technology with
market power is licensed, vertical restraints in the
agreement may be pro competitive in the absence of
certain conditions related to market structure and
entry. The conclusions of the 1989 report, which
differ considerably from the earlier Council Recom-
mendations on Restrictive Business Practices in
Patent Licensing (1974), were accepted by the
OECD Council; the Council withdrew the 1974
guidelines and recommended that governments take
into account, to the extent possible, the conclusions
of the 1989 report.”?

protection to developing countnes are discussed in Deardorff
(1990).

79Subramanian (1990). Intellectual property rights have been
under the purview of WIPO since 1970. Existing agreements
on [PRs include the Paris Convention (1967), the Berne Con-
vention for the Protection of Literary and Artistic Works
(1971), the Rome Convention, and the Treaty on Intellectual
Property in Respectof Integrated Circuits.

7IQOECD (1989b).

72In making this recommendation. the Council recognized
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Measures to Deal with “Unfair” Trade Practices
Not Covered by GATT

Unilateral and bilateral approaches have been
used with increasing frequency to pry open foreign
markets and to deal with unfair trade practices not
covered by GATT, or, in the view of some Contrac-
ting Parties, not adequately covered by GATT.
Super 301 (now lapsed) and Special 301 (Sec-
tion IV.e) of the U.S. Trade and Competitiveness
Act of 1988, and discussions under SII (Section III)
are prominent examples of this approach. Bilateral
and unilateral attempts to pry markets open are of
particular interest from the perspective of trade and
competition policies because of their inherent
inconsistency with either the principles of competi-
tion policy or, in some cases, with each other. In
some cases (for example, the U.S.-Japan
Semiconductor-Trade Agreements of 1986 and
1991), they tend to encourage anticompetitive prac-
tices in markets that are targeted; such anticompeti-
tive practices are discouraged by the United States
within the context of SII discussions.”3

The approach used in SII raises more fundamen-
tal questions. Ostry (1990) questions the legitimacy
of the objective implicit in Sll—a desire to have
Japan behave more like the United States. A num-
ber of other observers have suggested it would be
preferable to address such issues in a multilateral
forum. In the latter context, a number of considera-
tions are relevant. First, similar conflicts exist
among other countries and will likely increase with
the completion of EC 1992 and the full implementa-
tion of the U.S.-Canada FTA. Second, a greater
understanding of the access problems created by
collusion and the lack of competition in distribution
systems, as well as their impact on international
trade, is required before appropriate multilateral
solutions can be devised.?® Third, the inconclusive
state of the academic debate on the optimal compe-
tition policy and the optimal degree of government
intervention to influence market structures suggests
that solutions in this area requirc a broader partici-
pation of countnies if they are to reduce the potential
for conflict.”s

that in some member countries the recommendations conflicted
with existing competition laws and that it would take time for
these to be amended.

7*More generally. the use of VERs encourages anticompeti-
tive practices in both exporting and importing countn'es (Sec-
tion1V.2).

74Areview of empirical analysis of the impact of the keiretst
system on Japanese imports and exports concluded that the
evidence is inconclusive (Japan Economic Institute (1991)).

751n this context, the Japanese concept of “'workable compe-
tttion™ as opposed to “excessive competition™ is at odds with
othercountries’ views on market structures.
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Measures to Deal with Fair Trade:
Voluntary Export Restraints

Article XIX of GATT permits the use of safe-
guard measures to deal with temporary import
surges associated with fair trade. Because the provi-
sions of Article XIX are considered too restrictive
by some GATT Contracting Parties,’® VERs and
other gray-area measures are frequently used as
substitutes.”” While the use of VERs might be chal-
lenged under Article XI of GATT, which prohibits
quantitative restrictions,’® the parties that negotiate
such agreements and have ‘standing”™ in GATT
(i.e., governments in importing and exporting
countries that negotiate VERs) have no incentive to
do so. Consumers and users of products subject to
VERs who bear the costs of these agreements have
“no standing” in GATT.7®

The prevalence of VERSs raises policy issues that
straddle both competition and trade policies. These
include conflicts between competition laws and
trade policy conducted outside domestic statutory
frameworks; inconsistencies between elements of
existing trade laws and the principles of competi-
tion policy;3° and differences in the enforcement of
competition laws among countries.

The implementation of VERs normally requires
firms in exporting countries to form cartel-type
arrangements (with or without government endorse-
ment) or engage in other restrictive business prac-
tices. Enterprises are thus caught between the
necessity to solve disputes with trading partners and
the requirements of antitrust laws not to engage in
restrictive practices.8 In practice, however, such

%The provisions that some Contracting Parties find too
restrictive include the requirements to apply safeguards on a
nondiscriminatory basis and to negotiate compensation (or face
retaliation) to Contracting Parties affected by the use of
safeguards.

77See Section lll, Appendix 1. and Goldberg and Ordover
(1991) for reasons why VERs have proliferatcd despite exten-
sive empirical work that documents the significant costs they
impose on consumers and importing countries {in net welfare
terms).

"8Jackson (1989).

79Goldberg and Ordover (1991)

%0VERs increase the scope for collusion tn foreign and
domestic markets and can change the nature of competition.
The potential for such collusion is exacerbated by the growing
importance of multinational enterprises (Goldberg and Ordover
(1991)).

81Matsushita (1988). Exporting firms in such situations
might be subject to antitrust laws in the exporting countiy (if
the cartel affects domestic competition) and also in the import-
ing countiy (if the latter applies the principle of extrater-
ritoriality). To deal with this conflict. Matsushita (1988) sug-
gests new rules are needed for VERs to reduce the antitrust
liability of such firms. While this would reduce uncertainty for
exporting firms it would not reduce the anticompetitive charac-
teristics of VERs; it would in fact encourage the use of such
measures.
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conflicts have not been very frequent because VERs
are not sub ject to antitrust legislation in the import-
ing country if they are covered by domestic trade
laws.82 In cases where domestic trade policy has
been conducted outside the domestic statutory
framework, foreign government compulsion has
been used to eliminate the risk of antitrust action in
the importing country.®? Most VERs in the EC and
the United States have been implemented under the
cover of foreign government compulsion.84 But, in
any case, the elimination of the risk of antitrust
action does not reduce the anticompetitive charac-
teristics of these arrangements.

Such arrangements are possible, not because
competition laws and trade laws are inconsistent,
but because elements of existing trade laws are not
consistent with the principles of competition pol-
icy.®5 Indeed, as already noted, trade policy overtly
encourages anticompetitive behavior involving the
formation of cartels and the use of restrictive busi-
ness practices.®¢ In addition to these concerns,
VERs create conceptual problems for antitrust mar-
ket share analysis.?’

82]n the United States, for example, the President is permit-
ted to negotiate orderly marketing arrangements, which may
involve the use of voluntary restraints by foreign exporters.
under Sections 201-203 of the 1974 Trade Law, provided they
meet certain criteria (in particular. the U.S. International Trade
Commission (USITC) must determine that an article is being
imported into the country in such quantities as 10 be a substan-
tial cause of, or threal of, serious injury to the domestic indus-
ury), such arrangements are not subject to U.S. antitrust law
(Koulen (1988), p. 439). Under Article 115 of the Treaty of
Rome, the Commission can temporanly allow a member state
with officially recognized national restrictions (including
VERs) to prevent the import of products covered by these
restrictions through third countries; with the implementation of
the single market program, the Commission intends to elimi-
nate theuse of Article 1 15.

#3Koulen (1988), and National Consumer Council (1991).

84Matsushita (1988), Koulen (1988), and National Consumer
Council (1991). Only two cases of VERs negotiated by the
United States have been potentially at risk under U.S. antitrust
law in that they did not meet the criteria set out in Sections
201 -203 of the 1974 Trade Law. These were restraints on steel
expotts from the EC and Japan to the United States {1969-74);
and the 1981 VER on Japanese autos to the United States
(Koulen (1988), pp. 444-45). Foreign government compulsion
was used in both cases to avoid antitrust risk in the United
States (OECD (1984)). The VER on Japanese autos could not
be implemented under U.S. Trade Law because an investiga-
tion under Section 201 of the Trade Act by USITC had deter-
mined (December 1980) that imports of cars into the United
States had not increased in such quantities as to be a cause of
serious injury ora threat to the domestic industry.

85Koulen (1988), p. 445.

86De C. Grey (1988). The circumstances in which this occurs
are described in detail in Goldberg and Ordover (1991).

87Goldberg and Ordover {1991). These include difficulties in
(i) factoring into a concentration index the sales of firms sub ject
to a VER; (ii) adjusting the current level of imports subject to
nontarifl’ barriers (NTBs) in analyzing the competitiveness
effects of mergers, joinl ventures, elc.; (iii) measuring the
extent 1o which a VER is being avoided by “‘washing"—that is.
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In the above context, the recent agreement
between the EC and Japan on imports of Japanese
vehicles into the EC is important because it is
viewed as a test case of the EC ‘“post-1992”
approach to imports in trade-sensitive sectors and
because of concerns it has raised both inside and
outside the EC.88 Aside from the continued protec-
tion of the EC vehicle market for a long transition
period, the agreement raises other concerns involv-
ing trade and competition policies: the requirement
for Japan to monitor exports will likely involve
business practices normally considered to be
restrictive; to the extent the agreement contains an
implicit limit on the output of “transplants,” it
raises questions about its consistency with national
treatment and EC competition law; the requirement
for Japan to monitor sales from transplants within
the EC is only possible because of the block exemp-
tion of car distribution from EC competition laws,
but this exemption is being questioned by consumer
groups within the EC.8° The agreement implicitly
recognizes its dubious legality under EC competi-
tion rules and the GATT in that it commits the EC
to a declaration that EC competition law will not
obstruct the operation of the agreement. and both

diverting imports through third countries: and (iv} measuring
the entry-inducing effects (through foreign direct investment)
of VERs in considering the competitive constraint from foreign
firms ondomestic industry.

88The agreement is intended to replace existing national
restrictions on imporits applied by some EC member states (the
United Kingdom, France. ltaly, Spain, and Portugal) with an
EC-wide restriction that would remain in place until 1999. An
EC-wide restriction is required because national restrictions are
not consistent with Articles 9 and 10 of the Treaty of Rome,
which provide for the free flow of goods within the single
market provided all duties have been paid. and the Commission
has stated it does not intend to approve any exceptions (under
Article 115) to the free flow of goods afier 1992. The agree-
ment requires Japan to monitor (i.e.. restrain) exports o the
Community and to each market currently restricted so that its
total exports do not exceed .23 million a year through 1999
and its exports to each market currently restricted do not exceed
agreed “forecasts.” The Commission based its negotiations on
“working assumptions” concerning the output of “‘trans-
plants™ (plants that build Japanese vehicles in the EC): Japan
and the United Kingdom do not consider these assumptions as
placing a limit on the output on “transplants™; other EC mem-
bers. such as France and ltaly. are apparently of the impression
that the working assumptions of the Commission imply a limit
on the output of transplants. The agreement leaves open the
possibility that the export forecasts could be modified dun'ng
twice yearly consultations to monitor the agreement.

&9Under this exemption, EC car makers have a ten-year anti-
trust exemption that expires in 1995. which permits them to
segregale the market through the use of exclusive dealerships.
The system of distribution is currently being investigated in
Britain by the Monopolies and Mergers Commission and is to
be reviewed by the European Commission by 1995. European
and U.K. consumer groups have complained that the system of
cardistribution within the EC is illegal under EC rules.
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the EC and Japan have agreed to defend this agree-
ment in GATT.

Proposals to Reduce Policy
Inconsistencies

Much of the basic rethinking that will be neces-
sary to adapt trade and competition laws to the real-
ities of the global market place is only in the early
stages. Work is proceeding on two fronts. Within
the Uruguay Round, negotiations to revise trade
rules to provide more predictable access to markets
have a bearing on a number of the issues covered in
this appendix. Outside the Round, competition laws
are being scrutinized to identify the extent to which
a greater harmonization of these laws is required
and how this might be achieved. In addition,
thought is being given to the possibility of using
competition laws rather than trade rules to regulate
competition across national boundaries.

The Uruguay Round aims, inter alia, to refashion
the rules on the use of subsidies, countervailing and
antidumping duties, and safeguards, and to agree on
rules of origin. In addition, new rules covering
trade-related aspects of investment and intellectual
property rights are being devised, and an agreement
appears possible to completely phase out the use of
VERs over a specified time frame. A successful
conclusion to the Uruguay Round would go a con-
siderable way toward reducing many of the conflicts
that arise between competition and trade policies
because of inadequate trade rules. An assessmentof
the extent to which the Round is successful in this
regard will need to be made at the conclusion of the
Round.

Proposals to refashion competition laws fall into
four broad categories. These include the develop-
ment of a global competition policy (this is consid-
ered a nonstarter but is described here for complete-
ness and to contrast it with the EC 1992 model); the
achievement of greater harmonization of competi-
tion laws through policy convergence (EC 1992
model); continued efforts within the OECD to har-
monize competition policies (this would stop short
of either of the first two approaches) and to encour-
age OECD member countries to give greater weight
to competition policy considerations in implement-
ing trade policy; and specific proposals to use com-
petition laws rather than trade rules to regulate com-
petition across borders. The latter include proposals
related to dumping and safeguards.

A Global Competition Policy

A global competition policy would need to be
based on agreed objectives of competition policy
and on the role of governments in achieving those
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objectives; global economic welfare (rather than net
national welfare) would be a leading contender
among the possible objectives.?® These would pro-
vide the foundation for global competition laws,
which would be enforced by a supranational compe-
tition authority. Global competition laws would
involve rules for traditional areas covered by
national competition laws such as antitrust, and
abuse of dominant positions, as well as agreed rules
on the use of subsidies and the protection of intel-
lectual property. National competition laws would
need to be made consistent with these rules and
could be used to deal with the harmful effects of
dumping and subsidies rather than existing national
antidumping and countervailing laws. Goldberg and
Ordover (1991) suggest that competition laws might
also be used instead of GATT's safeguard provi-
sions to provide temporary relief for industries
against import surges (see Section V.4.b). Such an
approach would need to explicitly recognize that
trade policies can undermine the objectives of com-
petition policy and that current differences in com-
petition laws and their enforcement among coun-
tries can undermine trade liberalization agreements.
Moreover, it would be based on principles (for
example, the geographic and economic definition of
the market) and practices (for example, assessment
of the effects of mergers and acquisitions on market
structures) that allow for the increased integration
of the world economy through trade, investment,
and production.?!

A Global Competition Policy with associated
laws and enforcement procedures is not considered
within reach in the foreseeable future. This primar-
ily reflects a view that most governments would be
reluctant to concede the sovereignty over domestic
policies implied by this approach as well as a lack
of agreement on what constitutes an optimal compe-
tition policy and on the appropriate role of govern-
ment in fostering competition. Beyond these rea-
sons, such a task would be difficult in that it would
likely require a major revision of legal systems in
many countries as well as harmonization of thou-
sands of rules and regulations. Indeed, such an
approach would go well beyond what has already
been achieved in regional arrangements such as the

»Goldberg and Ordover {1991) note that a global weifare
criterion would rule out the use of export cartels as well as
import cartels that transfer profits from owners/licensors of
IPRs 10 licensees.

?!In this context, the role of mergers and acquisitions in
facilitating adjustment in an interdependent world has received
considerable attention. While it frequently is. assumed that
mergers and acquisitions provide efficiency gains, Jacquemin
and others (1990) note that this is not supported by theory or
empirical studies. In many cases, small- and medium-sized
firms with smaller economies of scale (but more flexibility)
adapt faster than large firms.
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EC, ANZCERTA and the U.S.-Canada Free Trade
Agreement and also beyond what is being imple-
mented in the context of EC 1992. As indicated
below, however, EC 1992 suggests that a Global
Competition Policy may not be necessary to
achieve a greater harmonization of competition pol-
icies among countries.

Harmonization of Competition Laws
Through Policy Convergence

A somewhat less demanding approach, but one
which involves the most advanced model of policy
convergence, is that being employed by the EC to
implement the Single Market Program. This
involves the prior harmonization of a minimum
number of essential regulations; “mutual recogni-
tion” by member countries of regulations that are
not harmonized; and factor mobility. As factors of
production (capital, entrepreneurship, and labor)
will likely move to locations with preferred regula-
tory systems, this will put pressure on national
authorities to adopt these preferred systems and
thus result in a convergence of such policies among
EC member states. The advantages of this approach
are (i) it does not require the prior harmonization of
all laws, rules, and regulations; and (ii) it accepts
different tastes and preferences among consumers in
different countries, differing performance of indi-
vidual enterprises, and acknowledgement that gov-
ernment policies affect the performance of market
participants. Policy convergence under this model
aims to optimize factor mobility and competition,
not to harmonize tastes, culture, and corporate
behavior.2 Despite its appeal, this approach is not
considered feasible on a global basis, or even
among all OECD members, because the necessary
conditions (factor mobility and mutual recognition)
are not all likely to be met. In particular, the
requirement of labor mobility is considered a major
obstacle to this approach.

The Role of the OECD

Given the difficulties inherent in achieving com-
plete harmonization of competition policies, more
pragmatic approaches are generally preferred to the
far-reaching proposals outlined above. These
involve stepped-up efforts within the OECD to
achieve greater harmonization of competition
laws.?3 The OECD has in fact already expanded its

920stry (1990).

930stry (1990) proposed a broad work program for the
OECD that includes, inter alia, issues related to trade and com-
petition policies. This consists of a review of theoretical and
empirical literature on “strategic industries’ with a view to
proposing a consensus working definition for policy use; an

APPENDIX Hl
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work on competition policy and the linkages
between competition, trade. and innovation poli-
cies. This program involves the trade and competi-
tion directorates and was agreed by the June 1991
OECD ministerial meeting (Table 21). In this con-
nection, a study on *“Nontariff Barriers to Trade and
Competition: Theory and Evidence”94 has already
been completed and other studies on antidumping
and distribution-related barriers to international
competition are in progress.?®> The preparation of
these studies is intended, in part, to demonstrate the
use of the ‘‘checklist” approach approved by the
Council in 1985 and thereby encourage OECD
members to apply this approach at the national
level.

Authorities in a number of OECD countries have
suggested that a greater harmonization of competi-
tion and trade policies would need to be achieved in
three stages. First, competition laws would need to
be established in all countries, including non-
OECD countries, based on agreed principles. Sec-
ond, steps would need to be taken to achieve greater
uniformity in the enforcement of competition laws
across countries. Third, at a later date, steps might
be taken to ensure greater convergence of these
laws across countries.

The Use of Competition Policy to Regulate
Trade Across National Boundaries

Antidumping Laws

Most economists who have analyzed the effects
of antidumping actions suggest that competition
principles need to be given greater weight in the
implementation of antidumping laws.®¢ One way to
achieve this would be to replace antidumping regu-
lations with the principle of national treatment
under domestic competition laws.?” Thus, the same
definition of undesirable pricing behavior that is

analysis of interrelated sets of policies—trade. research and
development, and market structure policies. with a view to
highlighting the impact of significant differences in policy on
industrial and trade performance; and the development of rec-
ommendations for short-run action (to defuse international fric-
tion) and implementation of a longer-run process of policy
convergence.

*Goldberg and Ordover{1991).

95The study on antidumping will {i) analyze a representative
sample of antidumping cases and the criteria applied (includ-
ing, whererelevant, views put forward by competition authori-
ties); (ii) identify common aspects, if any, in the structure of
the industries involved in these cases (e.g.. market stiucture in
both importing and expozrting countries, concentration, product
diversification, entry barriers); and (iii) analyze the remedies
imposed as a result of these actions and the economic effects of
these remedies (including on competition, industry and market
structures, and consumer interest).

9Barton (1990).

970stry (1990).
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’ Table 21. Excerpts from OECD Communiqué, June 1991

1. Trade agenda
(para. 17)

Looking beyond the Uruguay Round to the trade issues of the 19905, Ministers emphasize the
need to address the new dimensions of trade policy. This includes a whole range of issues which

arise because of the increasing globalization of the world economy and the closer relationship
between trade policy and competition, investment. technology and innovation, and environment
policies. The increasingly international scope of economic activity has seen the emergence of
areas in which the needs of private agents and governments runahead of the existing *'rules of the
game.”” There is a perceived need for better understanding of these issues and, where appropriate.
convergence policy approaches and consideration of fresh rules. Many issues, traditionally
viewed largely from a domestic policy perspective, have taken on an international dimension,
affecting the setting of trade and investment policies themselves. Hence, widening the considera-
tion of trade policies in the 1990s to take account of new developments will go hand-in-hand with
efforts to avoid conflict with other policy spheres.

2. Competition policy
(para. 23)

The increasing international scope of economic activity has resulted in a situation in which the
existing ““rules of the game,” as defined by national or regional competition policies might be

usefully complemented. Ministers ask the Organization to continue its work on the international
dimension of competition policies and on their interaction with policies in other areas such as
trade and industry. They note that recent work in the Organization on competition law and policy
provides the foundation for greater policy convergence and progress toward updating and
strengthening the existing rules and arrangements (including both policy principles and pro-
cedures) for international cooperation in this area. They invite the relevant committees actively
to pursue these matters, including the efl’'ectiveness of trade rules in facilitating international

competition.

applied to domestic firms would be applied to for-
eign firms exporting to domestic markets; this is
similar to the approach used under ANZCERTA.?8
Ostiy (1990) and others suggest that this approach
is unlikely to be adopted for two reasons. First,
dumping is seen as a policy that achieves strategic
trade objectives; it must be controlled to ensure a
domestic base in strategic sectors because of
“rents” or “‘externalities.” Second, because compe-
tition policy differs significantly among countries
(in this case with respect to the treatment of pricing
behavior), the application of national treatment
would result in a substantial divergence in interna-
tional pricing practices, which would likely be
unacceptable to many firms and countries. Third,
free trade among countries is considered essential if
competition laws are to be applied to dumping to
ensure that “parallel imports™ arbitrage the differ-
ence between prices in exporting and importing
markets.%?

Other observers suggest that the above approach
may deserve further attention. First, as already
noted, dumping complaints normally are not associ-
ated with predation. In fact, evidence suggests that
antidumping laws are more frequently used to shel-
ter “‘sensitive’” sectors and promote strategic sec-
tors. Second, the argument that antidumping duties

98t differs from the EC approach where common competition
laws apply to all members of the Community.

99*'Parallel imports™ in this context
importation of goods previously exported.

refer to the re-
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are necessary where arbitrage is not feasible is not
persuasive; if the barrier to arbitrage is a formal
trade barrier, it would be preferable to lower the
barrier through a GATT proceeding or an adminis-
trative law action than to counter it through an anti-
dumping duty;'® and where the barrier is a pur-
chasers’ refusal to deal, as is often alleged to be the
case in Japan, antitrust action is plausible.'?' Anti-
trust action would not require a formal suprana-
tional enforcement procedure, although Barton sug-
gests a GATT-type dispute settlement process might
be useful to persuade nations to improve their
domestic laws and to assure effective access to
domestic courts for foreign parties.

Competition policy considerations could, how-
ever, be given more prominence in antidumping
cases while stopping short of replacing antidumping
laws with the principle of national treatment. This
approach, which is supported by competition
authorities in a number of OECD countries, would
assign competition authorities a much greater role
in examining dumping complaints than is currently
the case; in fact, some argue that there is no reason
why competition authorities should not be responsi-

10°This argument seems to assume that tariff's are not major
bartiers to access and that other barriers could be successfully
challenged in GATT. In the context of the Uruguay Round, this
suggests that users of ADDs should put more emphasis on
increasing access to the markets of countries that dump exports
and less on attempts to further tighten the use of ADDs.
191Barton (1990).
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ble for the implementation of antidumping laws.!%2
In this connection, the Uruguay Round negotiations
are concerned more with streamlining and strength-
ening legal procedures and rules than with consider-
ing ways to give greater weight to efticiency consid-
erations and consumer interests in antidumping
laws. 103

Voluntary Export Restraints and Article XI1X
of GATT

Both trade and competition authorities agree on
the need to limit or ban the use of VERs because of
the costs they impose on consumers and their
adverse effects on competition. Within the Uruguay
Round it is proposed to phase out the use of VERs
over a transitional period and, in the meantime,
sub ject the use of these measures to GATT surveil-
lance; this is linked to new safeguard rules, where
the main issue is selectivity. Although transition
periods to remove VERs may be overly long. an
agreement to totally phase out VERs could be a
major step forward. To eliminate the possibility of
government-to-government VERs being replaced
by industry-to-industry VERs, it has been sug-
gested that the exemption of pure export cartels
from most competition laws (which is based on a
*“national‘* welfare criteria) should be repealed and
that antitrust authorities in exporting countries
should challenge such arrangements in the interest
of “‘global‘* welfare.!%* Given the strong built-in
incentives for these authorities to consider only the
national interest, this proposal may only be work-
able if it can be enforced by a supranational body.

The negotiations within the Uruguay Round on
Article XIX are based on the implicit premise that
“*safeguard” actions are a necessary policy tool to
sustain the multilateral commitment to free trade.
While not disagreeing with this assumption, Gold-
berg and Ordover (1991) suggest that import relief
might be based on competition policy, rather than
on trade policy. This would involve a more relaxed
antitrust policy to permit industries to restructure.
In their view, competition policy is more transpar-
ent and nondiscriminatory than trade policy, and it
is more likely to reflect efficiency considerations as
well as consumer, national, and even global welfare
concerns.

102]n this context. there could be a risk that competition
authorities would then become subject to the same sectoral
pressures as trade authorities. In addition. it assumes that
noncompetition-type objectives (for exampie. regional devel-
opment. etc.) currently have no role in the enforcement of
competition laws. which is not the case in all countries.

03]t should be noted, however. that some Nordic and Asian
countri'es have argued that greater weight should be given to
consumer interests in 2ntidumping decisions.

104Goldberg and Ordover (1991).

98

%

Ongoing Research on Trade and
Competition Policies

In addition to the extensive OECD work program
on trade and competition issues, major research
programs are under way in thinktanks and else-
where. A brief description of two programs involv-
ing The Institute of International Economics
(Washington, D.C.) and The Royal Institute of
International Affairs (London) is provided below.
The projects will involve input and advice from
trade policy practitioners, civil servants, business
practitioners, and staff of international institutions.

The Institute for International Economics project,
Global Competition Policies. is far-reaching and
aims to survey national competition policies and the
potential tensionsthey create in a globally integrated
economy, and to evaluate proposals for international
harmonization and strategic unilateral alteration of
these policies. The project will include several coun-
try studies covering the philosophy of competition
policy, statutes, practice, and institutional issues,
including the relationships between relevant institu-
tions for administering trade and competition poli-
cies and the extraterritorial reach of competition
policies that cause conflict and inefliciency; rhematic
studies on issues, such as dumping and antidumping
policy, VERs, subsidies, intellectual property pro-
tection and technology transfer, policies toward non-
national firms, extraterritorial aspects of antitrust
laws and policies toward mergers and acquisitions,
the keiretsu structure of Japanese industry, and se-
lective exemptions from antitrust policy; a survey of
the history of efforts to achieve an internationally or
regionally consistent competition policy. including
the EC’s experience in the implementation of EC
1992; and a survey of recent academic literature on
“new* trade policies, and ‘‘new™ thinking on indus-
trial regulation. Based on these studies, and taking
into account the results of the Uruguay Round, the
authors aim to develop a future agenda of competi-
tion policy issues that need to be resolved and to
suggest a priority to items on this agenda and possi-
ble approaches and institutional arrangements that
may be needed to address these issues. 103

The Royal Institute of International Affairs proj-
ect, Anti-Competitive Effects of Trade Policy, aims
to investigate whether trade policies in the EC,
Japan, and the United States have effects that con-
tradict the objectives of domestic competition poli-
cies. Particular attention will be devoted to anti-
dumping. The project will also consider whether
trade policy should be reformed to make it more
competition oriented and whether the scope of com-
petition policy should be widened to take into
account factors that are relevant to competition in
international markets.

105G raham and Richardson (1991).

©International Monetary Fund. Not for Redistribution



' Appendix It |

Measures and Costs of Protection

ith the decline in tariff rates to relatively low
W levels that are bound under GATT rules, the
use of protective nontariff barriers (NTBs) by indus-
trial countries has become widespread. Countries
have resorted to orderly marketing arrangements,
VERs, import quotas and levies, and various other
forms of discriminatory intervention. In order to
assess the significance of these developments,
researchers have attempted to quantify the preva-
lence of NTBs and to estimate their effects. This
appendix describes some of the frequently used
measures of the incidence of nontariff bairiers and
the methodological problems involved in their con-
struction and interpretation. It then reviews some of
the empirical studies that attempt to quantify the
effects of NTBs and the potential gains from trade
liberalization. Stoeckel, Pearce, and Banks (1990)
have estimated that the potential gains from further
tariff cuts are relatively small compared with the
eventual benefits that would flow from dismantling
the nontariff barriers that have been built up during
the past three decades.

Measuring Nontariff Barriers

Various methods have been used to measure the
incidence and restrictive effects of NTBs; this sec-
tion describes two methods that are frequently
found in the literature. The first is used primarily to
provide descriptive statistics on the kinds, pattern,
and frequency of NTBs. The second involves the
estimation of the ad valorem tariff equivalent of an
NTB, or the nominal level of protection that an
NTB provides.!

Descriptive Measures of Nontariff Barriers

The frequency index measures the percentage of
tariff lines covered by NTBs. This index is often
used to describe the restrictiveness of a trade re-
gime, and it is one of the criteria used in Section V
to classify countries’ trade regimes. This measure,
however, does not capture the relative importance

IThis section draws on Laird and Yeats (1990), which pro-
vides an cxtensive review of the methods used to quantify the
incidence and effects of protection.

of the restricted items in either imports or domestic
output, nor does it indicate the effectiveness of the
restrictions in place.

The rrade coverage ratio measures the percent-
age of import value covered by NTBs. It suffers
from the problem of any “own™ trade-weighted
index in that products facing very restrictive NTBs
will enter the calculation with zero or low weights.
At the extreme, an NTB that precludes all imports
of an item will receive a weight of zero. The index
therefore underweighs the most restrictive mea-
sures. Another problem is that the coverage ratio
includes all items covered by NTBs even though
some of these restrictions may not be binding.
Thus, as restrictions are relaxed the trade coverage
ratio would tend to increase, rather than decline.
This suggests that trade coverage measures such as
those shown in Table 21 and in Tables A13 and A14
need to be interpreted with caution.

While these descriptive measures have serious
drawbacks, their chief advantage is that they can be
constructed with information that is relatively easy
to obtain, and they give some idea of the prevalence
of restrictive measures if not their overall
effectiveness.

Price Impact Measures

Price impact measures attempt to quantify the
effects of NTBs by computing their impact on
prices. This is measured by the difference between
the domestic price and the foreign price of a
restricted item. The difference between the two
prices, adjusted for known factors, is attributed to
NTBs and is expressed as a ratio or as a nominal
tariff rate.?

There are several problems with these measures.
First, it is not always clear which prices to com-
pare. Imported goods are often not identical to
those produced domestically so there may be price
differences because of differences in quality and

2Measures of the efiective rate of protection o1 the effective
rate of assistance take into account the effects of the structure of
nominal protection. owing to tariff and NTBs on final and inter-
medtate products. on the gap between factor incomes with and
without trade barriers. The nominal tariff equivalents of NTBs
are used in caiculating such measures.
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Table 22. Estimated NTB Taritf Equivalents in Japan and the United States, 1973
(In percent)

Nontariff barriers

United Siates
Nontariff” barriers

Japan
Nominal Reported
Product Group tariff frequency
Meat products 13 17
Apparel 19 -
Sugar and products 66 20
Fruits and nuts 14 23

Source: Laird and Yeals (1990). p. 49,

other factors. Ideally, the price of the closest
domestic substitute should be used, while the for-
eign price should be the c.i.f. import price inclusive
of tariffs and other taxes.

Second, such price comparisons often do not
account for transport costs inside the country. Sam-
pling prices at different locations in the same coun-
try could significantly bias price impact measures.
Third, the domestic-foreign price ratio for any par-
ticular year may be distorted by transitory factors,
such as poor weather. Fourth, the compan'son uses
world prices that prevail under protection, which
may be significantly lower than prices that would
prevail under free trade. This is especially true for
agricultural products. Finally, this approach can be
biased by the degree of substitutability between
domestic and foreign goods. If domestic and for-
eign goods are close substitutes, then a very restric-
tive NTB may produce only a small price
differential.

Roningen and Yeats (1976) provide an example
of this method. They compiled price statistics for
90 products that face NTBs in 15 developed coun-
tries. The analysis took the world price to be the
lowest observed price in any country. Price differ-
ences were adjusted to account for domestic sales
and excise taxes, tariffs, and transport costs. The
remaining price difference is assumed to reflect the
effects of NTBs. Table 22 summarizes some of their
results.

They found, for example, that in Japan restric-
tions on meat products were associated with domes-
tic meat product prices that were 161 percent higher
than world market prices. In the United States, the
price impact of restrictions on meat products was
estimated to be much less even though a higher
percentage of the products studied was restricted:
this could be due to greater substitution possibilities
in the U.S. market.

100

Price Nominal Rcported Price
impact tariff frequency impact
161 7 50 54

0 21 100 3P
68 6 80 23
180 7 69 128

Measuring the Effects
of Nontariff Barriers

Significant difficulties arise in quantifying the
effects of NTBs. The approach adopted in most
studies involves converting NTBs to their ad va-
lorem tariff equivalents, using methods similar to
those discussed above. These NTB tariff equiva-
lents are then treated as an additional protection
beyond that of the tarift in place.

There are two major problems with this
approach. Typically when a quota and tariff are
both operating simultaneously, only one of them
provides the binding restriction. For example, if a
quota is the binding restriction, then the tariff has
no impact on the level of trade flows. On the other
hand, a sufficiently high tariff may make a quota
nonbinding.

The second problem involves the estimation of
NTB tariff equivalents. For the reasons discussed
above, researchers have found that estimates of tar-
iff equivalents are unstable and vary widely from
year to year. For example, domestic and interna-
tional price changes in agricultural goods have led
to large annual swings in such estimates of 100
percent or more. Thus, the estimated effects of
NTBs can differ substantially depending on the
choice of tarifl'equivalents and other model parame-
ters, such as supply and demand eiasticities in prod-
uct and factor markets.

Sectoral Studies

Reviews of sector studies of the cost of protection
can be found in Kelly and others (1988), Goldberg
and Ordover (1991), and Richardson (1989). These
surveys provide ample evidence that the gains from
protection in terms of jobs saved are outweighed by
the welfare loss to the economy. Thus, it would be
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less costly to provide adjustment assistance to facil-
itate the exit of resources from sectors where com-
parative advantage has shifted abroad. Most sector
studies reach this conclusion based on partial equi-
librium models, but those based on general equilib-
rium models, which take into account the pull of
resources from other sectors and the higher down-
stream costs to domestic producers, demonstrate
more forcefully that the gains from protection are
quite small compared with the costs. Reviewing
industries characterized by imperfect competition
and economies of scale, Richardson finds that the
benefits of trade liberalization are even greater than
under perfect competition. Selected studies in those
sectors most affected by VERs and quota restraints
are discussed below. It should be noted that in some
sectors conditions have changed since these studies
were done. For example, in recent years, the VER
on Japan’s automobile exports to the United States
has not been a binding constraint for most Japanese
companies, and the VER on steel exports to the
United States became nonbinding after 1986 for
some major exporting countries.

Automobiles

Several effects of automobile VERs on prices
have been documented. First, prices of imported
automobiles subject to the restraint tend to increase
as exporters raise prices to clear markets and earn
quota rents. Second, to the extent domestic pro-
ducers behave oligopolistically and domestic and
imported automobiles are imperfect substitutes,
domestic prices will also increase. Such price
increases will be mitigated to the extent that outside
competitors gain entry into the protected market.
Finally, there will be some quality upgrading under
the VER as producers shift toward production of
cars with more optional equipment. It has been
argued that VERs have led to substantial quality
increases so that price increases as a result of them
overstate the costs of the restraint to the consumer.
However, such quality changes may also have some
negative effects if they result in more limited con-
sumer choice.

A number of studies have attempted to estimate
these price effects, as well as the costs to consumers
and the employment effects of such protection. For
example, it was estimated that the VER between the
United States and Japan resulted in U.S. import
prices being 15 to 25 percent higher in 1985 than
they otherwise would have been, while prices of
domestic cars were about 6 percent higher. In
another study of the eff'ects of removing the VER in
the mid-1980s, Collyns and Dunaway (1987) esti-
mated that import prices would have been 23 per-
cent lower, while domestic prices would decline by
up to 12 percent. Feenstra (1985) estimated import
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prices to have been 16 percent higher with the
restraint and domestic prices to have been 9 percent
higher. The studies by Feenstra and Collyns and
Dunaway attributed a significant part of these price
increases to quality improvements, with the latter
noting that while transactions prices of automobiles
rose 23 percent in 1981-84, the automobile compo-
nent of the consumer price index increased by only
6 percent.

Estimates of the costs of the U.S. VER to con-
sumers have ranged from 17 to 20 percent of the
value of total U.S. imports of automobiles (6 to 7
percent of apparent consumption), while net wel-
fare costs, which subtract the gains to domestic pro-
ducers from the quota, have been estimated at
between 4 to 8 percent of imports (I % to 3 percent
of apparent consumption).>

Further, most studies have found the employment
gains from the U.S.-Japan VER to have been mod-
est. The estimates of employment gains vary from
20,000 to 35,000 in OECD (1987e) to 55,000 in
Hufbauer, Berliner, and Elliott (1986). The costs to
consumers per job saved have been estimated to be
substantially higher than average annual wages and
salaries.

A recent study by Smith (1989) estimated rela-
tively large gains (on the order of 0.2 percent of
GDP) from the elimination of the EC’s automobile
VERs. This analysis broadly confirmed the results
of other studies in concluding that eliminating
VERs in the EC would increase Japanese auto-
mobile sales and reduce prices, with the reduction
in prices of domestic cars being more modest. This
study further concluded that a decline in profits of
some European producers could result in consolida-
tion of the industry through mergers and
acquisitions.

Textiles and Apparel

The restrictive effects of the MFA have been
examined in terms of the tariff’ equivalents of
quotas, or the difference between the price under
the quota and that under a free trade regime. For the
United States, the tariff equivalent of the MFA
quotas on textiles and apparel has been estimated at
about 15 and 25 percent, respectively.* A recent
USITC (1989) study found that, in most cases,
quotas were binding in 1987 and that the tariff
equivalents on textiles and apparel were 22 percent
and 28 percent, respectively. The tariff equivalent
of German quotas on men’s and boy’s shirts has
been estimated at 54 percent. For Canada, estimates
indicate that without quotas, landed prices would
have been lower by 17 percent for outerwear and 25

AUSITC (1985) and Hufbauer, Berliner. and Elliott (1986).
4Cline (1990).
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percent for shirts. These results are based on the
hypothesis of perfectly elastic supply and may
therefore be excessive. Estimates for the United
Kingdom, which relax this assumption, suggest that
abolishing the MFA would reduce the U.K. landed
price of imports by only 5 to 10 percent.

These quotas have resulted in significant costs to
consumers in the protected markets. Cline (1990)
estimated the decline in U.S. net welfare from pro-
tection of the textile and apparel sectors to be $0.8
billion and $7.3 billion, respectively, in 1986. This
amounts to about 36 percent of the total value of
U.S. textile and apparel imports and 6'/: percent of
apparent consumption. Another estimate by the
USITC (1989) based on 1987 data ranged between
$4.1 and $4.3 billion or about 16 percent of the
value of imports.

The Cline and USITC studies are similar in their
estimates of the employment reduction from elim-
ination of the MFA. Cline estimates this at about
234,000, while the USITC study estimates a range
between 233,000 and 291,000. The consumer cost
per job saved ranges from $14,000 to $19,000 in
USITC (1989) to $35,000 in Cline.

In a study of the removal of global quotas and
tariffs on textiles and apparel by the developed
countries, Trela and Whalley (1990) estimated a
global net welfare gain of approximately $23 billion
in 1986. As expected, the simulation results indi-
cated that the removal of such protection would
result in a reallocation of production from the
developed to the developing countries. The devel-
oping countries would also achieve a net welfare
gain of around $8 billion.

Steel

A number of studies have estimated the costs of
protection for the U.S. steel industry and the econ-
omy. The cost to consumers of U.S. VERs on steel
has been estimated at about 3 percent of apparent
consumption by Tarr and Morkre (1984) and
USITC (1989) (or about 17 percent of the total
value of steel imports for Tarr and Morkre and 12
percent for USITC). The number of jobs saved by
the quotas has been rather small owing to the capital
intensity of the production processes, ranging from
9,000 to 10,000 by USITC and Tarr and Morkre,
respectively. A study by Tarr (1989) accounting for
interdependence among various industries estimates
jobs saved at 20,000. The consumer costs per job
savedare generally well above $50.000 a year.

Multilateral Trade Liberalization

There is a broad consensus of support for a suc-
cessful conclusion to the Uruguay Round of trade
negotiations based on the benefits that would accrue
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from a more liberal trading system. A successful
outcome of the Round is generally understood as
one that would include substantial liberalization of
agricultural trade, the phasing out of the MFA and
other NTBs, and extended GATT disciplines in new
areas of services, investment, and intellectual
property.

While a consensus exists around the desirability
of reaching agreement in the Uruguay Round based
on a qualitative understanding of its benefits, there
is less of a consensus regarding the quantitative
effects of Uruguay Round-type trade liberalization.
Some studies that attempt to quantify global and
regional effects of multilateral trade liberalization
do exist; however, the results obtained differ sub-
stantially for a number of reasons. Among these are
differences in methodology and model structure, the
measurement of NTB tariff equivalents, and the
type of trade policy change simulated. Such differ-
ences, as well as similarities, may be illustrated by
reviewing three multilateral trade models: Whalley
(1985); Stoeckel, Pearce, and Banks (1990); and
Deardorft and Stern (1990). It must be noted, how-
ever, that none of these models are capable of esti-
mating some of the complex effects of negotiations
in services, investment, and intellectual property.

Model Structure

The differences in the structure of the three
models explain some of the differences with respect
to simulation results. One common feature of these
models, however, is that none of them take account
of the dynamic effects associated with increasing
returns to scale and imperfectly competitive mar-
kets. The simulated effects of trade liberalization
measure the one-time static eff'ects that would result
after product and factor markets fully adjust to the
policy change.

The Whalley model is a computable general equi-
librium model and is most closely related to text-
book trade theory based on comparative advan-
tages, that abstracts from the macroeconomic
effects of changes in aggregate demand and nominal
exchange rates. Trade patterns are determined by
the interaction of supply and demand in the context
of differing endowments of capital and labor
between regions. Full employment and balanced
trade are assumed for all regions at all times. The
basic method is to use given base-year data on pro-
duction, consumption, and trade, together with cer-
tain substitution elasticity parameters for supply
and demand relationships in order to calculate equi-
librium relative product and factor prices; this step
is referred to as calibration. Once the characteristics
of the base-year equilibrium are determined, policy
simulations may be generated by solving the model
for different sets of tariff and NTBs, that is, coun-

©International Monetary Fund. Not for Redistribution



{Measu'es and Costs of Protection —

terfactual simulation. This method of analysis
abstracts from disequilibrium adjustment of output
and factor markets, emphasizing long-run real com-
parative static effects of trade policy changes.
These effects are the changes in consumer welfare
and producer costs of trade liberalization, terms of
trade effects, and decreased tariff revenue and quota
rents accruing to the importing country after
liberalization.

The Stoeckel model is also a general equilibrium
model that focuses on the long-run comparative
static effects of trade policy changes. It combines an
input-output structure of interindustry flows of
intermediate goods with the three primary factors of
production: land, labor, and capital. While product,
land, and capital markets are assumed to clear, the
labor market assumption only requires that there be
no unmet labor demand. The primary difference
between this model and the Whalley model is that
trade may be unbalanced in the former. The
Stoeckel model also permits changes in aggregate
demand and output.

The Michigan model used by Deardorff and Stern
is somewhat different in allowing some additional
Keynesian short-run disequilibrium features associ-
ated with nominal rigidities and unemployment. It
permits nominal exchange rates to have effects on
the trade balances and employment. However, the
simulations of multilateral trade liberalization
incorporate the assumption that aggregate expendi-
ture changes endogenously to maintain a given level
of employment, with gross employment changes
indicating the required adjustment in labor markets.

The Whalley model consists of 7 regions and 33
commodity groups. Assumptions with respect to
consumer preferences allow for varying income
elasticities of demand and production technology
assumptions permit a variety of elasticities of sub-
stitution between inputs. Further, the Whalley
model assumes that domestic products and imports
from each source are not perfect substitutes.

The Stoeckel model consists of nine regions and
seven commodity groups. This model generally
assumes a greater degree of substitutability between
primary factors of production (land, labor, and cap-
ital) and between imported and domestic goods than
the Whalley model. However, the Stoeckel model is
similar in assuming imperfect substitutability
between products from different regions.

The Michigan model is the most disaggregated
and includes 34 countries, 22 traded goods, and 7
nontraded goods. Elasticities of substitution
between capital and labor, as well as between
domestic and imported commodities, are closer to
those in the Whalley model. However, while the
other two models assume that imported goods from
different sources are imperfect substitutes, as are
imported and domestic goods, the Michigan model
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treats imports from all sources as identical while
permitting incomplete substitution between domes-
tic goods and imports aggregated from all sources.

Tariff and Nontariff Barriers

The Whalley model simulates the effects of elim-
inating all tariff and NTBs. NTBs are estimated in
terms of their ad valorem tariff’ equivalents using a
residual method developed by UNCTAD. This
method entails allocating a part of the difference
between domestic and world prices to transporta-
tion costs and tariffs, with the remainder expressed
as a nontariff barrier term. The tariff equivalents of
NTBs are set exogenously. In computing the base-
year equilibrium position, this model allocates the
quota rents from NTBs to the importing country.
The tariff equivalent data for the United States, EC,
and Japan are from UNCTAD and an arithmetic
average of these was used for the other developed
country region. These equivalents are assumed
equal to zero for the Organization of Petroleum
Exporting Countries (OPEC) and, given a paucity
of data for the less developed countries, the
Whalley model applies tariff equivalent figures
from a study of Bangladesh to the developing coun-
try region. Finally, NTB tariff equivalents for the
newly industrializing economies (NIEs) are
assumed to equal the equivalents for the developing
country region multiplied by the ratio of NIE tariffs
to developing country tariffs.

The Stoeckel model simulates the effects of a
global cut in tariff and NTBs by 50 percent. The
NTBs are also expressed in their tariff equivalent
form and determined exogenously in the model.

The Michigan model simulates the effects of a
complete elimination of tariff and NTBs in the
developed countries. In simulating these effects,
estimates of ad valorem tariff equivalents were
made using available data formajor industrial coun-
tries and a subset of developing countries. High and
low estimates of these data were made with the lat-
ter adjusted for the percentage of trade covered by
NTBs. The Michigan model is unique relative to the
others in that the tariff equivalents of NTBs vary
endogenously to reflect the difference between the
estimated demand for a product and the quota
restriction. Thus, a decline in import demand owing
to changes in other variables would reduce the esti-
mated NTB tariff equivalent.

As may be seen from Table 23, NTB tariff equiv-
alent estimates vary substantially from study to
study because of the differing underlying data
sources used in the method of calculation, the
period for which data were collected, and the extent
of trade coverage. Generally, it appears that, at
least for manufacturing industries. the estimates of
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 Table 23. A Comparison of NTB Taritf Equivalents

(in percent)
Stoeckel. Pearce, and Banks Whalley Deardorft and Stern
European Community
Agricuiture S33 Agriculture and food 332 Not available
Mining 9.3 Minerals and exiractive ores 48.5
Processed food 105.2 Energy 28.2
Textiles. clothing. and footwear 39.8 Nonmechanical manufacturing 7.9
Motor vehicles, metal products. 4.2 Machinery and transport 1.7
and machinery 5.6
Other manufactures
United States
Automobiles 11.0 Agriculture and food 43.8 Food, beverages, tobacco 14.5
Motorcycles 30.0 Minerals and extraclive ores 0.0 Footwear 4.3
ColorTVs 15.0 Energy 5.6 Printing and publishing 228
CB radios 21.0 Nonmechanical manufacturing 7.5 Chemicals 0.0
Textiles and ciothing 30.0 Machinery and transport 0.0 Petroleum and related 0.0
Nonrubbcr footwear 18.5 Iron and steel 11.3
Carbon and alloy steel 30.0 Nonferrous metals 0.0
Specialty steels 25.0 Metal products 0.0
Nuts and bolis 15.0 Nonelectrical machinery 0.0
Sugar 30.0 Electrical machinery 0.2
Dairy 80.0 Miscellaneous manufaciuring 0.0
Meat 14.0
Peanuts 28.0
Mushrooms 20.0
Japan
Not available Agricullure and food 72.1 Food, beverages. tobacco 2%.1
Minerals and extractive ores 46.0 Footwear 6.1
Energy 3047 Chemicals 1.1
Nonmcchanical manufacturing 8.1 Petroleum and related 1.3
Machinery and transport 1.8 Nonmetallic minerals 1.1
Miscellaneous manufacturing 0.8
Sources: Deardorff and Stern (1990). Table A10: Whalley (1985). p. 286: and Stoeckel. Pearce. and Banks (1990). pp. 40 and 50.

NTBs in the Stoeckel model are somewhat higher
than for the other two models.

Simulation Results

The seven-region Whalley model was used to
simulate the comparative static effects of multi-
lateral elimination of tariffs and NTBs. The results
were presented in terms of the regional long-run net
welfare changes which, when scaled by GDP, yield
a 2.2 percent gain for the EC, a 0.5 percent increase
for the United States, a 2.8 percent gain for Japan,
and an overall global increase in welfare of 0.4
percentof world GDP. The small overall gain is due
primarily to terms of trade losses in developing
countries. These arise in this experiment because
trade barriers in developing countries are very high
compared with other regions. In the context of the
Uruguay Round. a more appropriate experiment
would be an equiproportionate cut in trade barriers.

The Stoeckel model was used to simulate the
effects of a 50 percent reduction in tariffs and
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NTBs. Since trade was permitted to be unbalanced
in this model, welfare calculations of the type made
in the Whalley model were not, strictly speaking,
permitted. However, as mentioned, GDP changes
were reported for this simulation and might roughly
be compared with the results from the Whalley
model. The EC was estimated to gain 5.2 percent of
GDP from this liberalization, while North America
gains 3.9 percent and Japan, 9 percent. The gain in
GDP for the countries reported (and which does not
include a residual country category) was estimated
at about 5 percent.

Deardorft and Stern used the Michigan model to
simulate the effects of a complete trade liberaliza-
tion by developed countries (including elimination
of agricultural subsidies). They do not present wel-
fare calculations for the same reason that the
Stoeckel model does not; that is, since trade is per-
mitted to remain unbalanced, welfare calculations
would be complicated by issues regarding accu-
mulations and decumulations of reserves. However,
a comparison of the effects of this simulation on
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Table 24. A Comparison of the Stoeckel Model and the Deardorff and Stern Model

Percentage Change in Value of Exports
Stoeckel. Pearce, Banks

European Community (EC) 16.4 EC

Japan 36.7 Japan

North America 26.5 United States

World 17.1 Canada
World

Memorandum

Change interms of trade in Deardorff
and Stern (/n percent)

EC -0.30
Japan —1.13
United States 0.08
Canada -0.02
World -0.05

Sources: Deardorffand Stern (1990}, pp. 256-57: and Stocckel, Pcarcc,

Deardorfl'and Stern

5.3
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Percentage Change in Value of Imports

Stoeckel. Pearce. Banks Deardorff and Stern

EC 9.5 EC 5.2
Japan 33.5 Japan 6.3
North America 26.4 United States 3.5
World 16.0 Canada 4.8

World 4.5

and Banks (1990), p. 76.

changes in exports and imports with Stoeckel’s sim-
ulation of a 50 percent global liberalization is pre-
sented in Table 24. Generally, the Stoeckel model
estimates a much greater increase in trade than the
Deardorff and Stern results.

Overall, the results of the three models suggest
that the Michigan model lies between the more
extreme results of the Whalley and Stoeckel
models, to the extent that comparisons can be made
between these models given their different struc-
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tures and simulation experiments. Whalley’s results
appear to be driven by rather strong terms of trade
effects; while Stoeckel’s results appear to be driven
by somewhat higher degrees of substitution
between products and factors of production. The
Stoeckel model also assumes higher NTB tarff
equivalents than the other two models; this together
with higher assumed elasticities of substitution
explains the relatively large gains estimated from
trade liberalization.
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Table A1. Major Industrial Countries: Real GNP, Domestic Demand, and Trade Volumes, 1973-90
(Annual changes, in percent)
Average!'
1973-82 1983 1984 1985 1986 1987 1988 1989 1990

Real GNP
Canada? 3.4 B2 6.3 4.8 33 4.2 4.7 2.5 0.5
United States 200 3.6 6.8 34 2.4 34 4.5 2.5 i.0
Japan 39 2.8 43 5.2 2.6 4.3 6.2 4.7 5.6
France? 2.8 0.7 1.3 1.9 2.5 2.3 4.2 349 2.8
West Germany 1.9 1.9 3.1 1.8 2.2 1.5 3.7 3.8 4.5
ltaly? 34 1.1 %7 2.6 2.9 3.1 4.] 3.0 2.0
United Kingdom3 1.4 3.7 2.2 356 39 4.8 43 2.3 0.8
Real total domestic demand
Canada 35 3.6 4.7 5.3 4.2 5.3 5.2 38 -0.2
United States 1.7 Syl 8.7 38 3.3 3.0 3.3 1.9 0.5
Japan 34 1.8 3.6 4.1 3.7 5.l 7.6 57 5.8
France 245 -0.7 0.4 255 4.5 3.3 44 3.5 3.2
West Germany t.4 2.3 19 0.9 3.3 2.6 3.6 2.7 5.0
[taly 2.5 0.2 35 2.8 3.0 4.1 4.4 3.0 1.9
United Kingdom 1.2 4.9 2.5 2.7 4.6 5.3 7.8 313 =0.1
Export volumes
Canada 4.6 7.4 18.6 6.4 4.0 3.6 9.3 i 4.5
United States 5.4 -3.8 8.0 K3 8.0 14.5 22.5 1.1 8.8
Japan 8.0 7.9 16.2 4.6 -0.6 03 5.1 3.8 5.5
France 5.1 3x7 5.5 1.5 0.6 365 8.7 8.1 4.9
Germany? 5.3 -0.3 9.2 59 1.3 2:9 6.8 8.0 4.5
Italy 4.6 34 7.9 32 38 3:3 4.9 9.0 35
United Kingdom 4.4 28 8.1 5.6 4.2 552 1.8 4.8 6.6
Import volumes
Canada 5.0 1t 19.7 10.4 8.1 6.2 13.6 4.9 -0.4
United States 2.8 12.9 249 4.5 13.4 5.8 6.6 6.2 3.8
Japan 24 0.8 10.5 0.4 9.5 9.3 16.7 7.8 5.8
France 5.4 -1.9 34 4.2 10.1 725 8.8 7.8 5.2
Germany# 3.0 4.0 5.l 4.1 6.1 5.5 6.5 7.2 12.8
Ttaly 2.6 ~1.9 10.8 4.] 7.6 1.3 6.4 8.3 4.5
United Kingdom 2.3 8.9 114 3.2 7.4 7.4 3.1 7.9 1.2

Source: International Monetary Fund (1991b).

'Compound annual rates of change.

*GDP at markcl prices.

*Average of expenditure. income, and output estimates of GDP at markel prices.

*Data through Junc 30, 1990 covers West Germany.
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Table A2. Shares in World Exports of Manufactures, 1963-89°

({in percent)

I 1963 1973 1977 1981 1986 1989
Total exports 100.0 100.0 100.0 100.0 100.0 100.0
Developed countries 80.9 83.1 82.6 81.4 79.6 77.6

European Community? 44.0 46.5 45.0 40.1 42.6 41.5
Intra-EC 20.6 22.8 209 18.9 23:0 24.1
Japan 10.0 11.9 13.3 14.1 12.3
United St ates 12.3 12.0 13.9 10.3 12.3
Other developed countries e 14.3 13.8 14.1 12.6 1.5
Developing countri'es 5.8 6.9 8.0 10.5 12.4 5
Four Asian NIEs? S/t 4.2 6.2 7.9 10.t
Other developing countries . 3.2 3.8 43 4.5 5.0
Eastern trading area 13.3 10.0 9.3 8.1 8.0 73

Sources: General Agreement on Tan'ffs and Trade (GATT): International Monetary Fund {IMF): United Nations; United Nations Confer-
ence on Trade and Development; and IMF staft estimates. Based on GATT classifications.

'Standard Intcrnational Trade Classification (SITC) categeries 5 through 8 minus 68.

2EC-10: Belgium, Denmark, France. Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands. and the United Kingdom.

*The newly industrializing economies (NIEs) of Hong Kong, Korea. Singapore, and Taiwan Province of China.
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Table A3. Developing Countries’ Exports by
Product, 1980-88

1980 1985 1988
(In millions of
U. S dollars)
Food 65.9 64.1 il
Raw materials 20.4 14.5 28:2
Ores and minerals 13.9 11.0 14.6
Fuels 338.7 193.5 133.7
Nonferrous metals 10.7 -5 13.7
Total exports of primary
products 4495 290.4 262.7
Textiles 12.3 13.8 26.0
Clothing 1587 22.0 40.6
Other consumer goods 16.9 25.4 49.7
Iron and steel 5.1 7.5 13.2
Chemicals 9.5 12.4 23.0
Other semimanufactures 14.7 18.2 37.0
Machinery and transport
equipment 30.7 53al 114.2
Total exports of
manufactures 104.7 152.2 303.7
Total merchandise
exports 562.7 4480 5748
fin percent of
trotal exports)
Food 11.7 14.3 13.5
Raw materials 3.6 3k 2 4.0
Ores and minerals 25 2.4 25
Fuels 60.2 432 233
Nonferrous metals 1.9 1.7 2.4
Total exports of primary
products 79.9 64.8 45.7
Textiles 2.2 3.1 4.5
Clothing 2.8 4.9 7.1
Other consumer goods 3.0 5.7 8.6
Iron and steel 0.9 1.7 %3
Chemicals 1.7 2.8 4.0
Other semimanufactures 2.6 4.1 6.4
Machinery and transport
equipment 5.5 11.8 19.9
Total exports of
manufactures 18.6 34.0 52.8
Soucce: General Agreement on Tariffs and Trade. fnrerna-
tional Trade (Geneva), various issues.
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Table A4. Shares of Exports of Manufactures by Area and Sector, 1973-88

(in percent)
1973 1980 1985 1988
Total expoits of manufactures
Industrial countiies 83.1 82.3 79.0 77.6
Developing countries 6.9 9.5 12.7 15.1
Eastern trading area 10.0 8.1 8.3
Textiles
Industsral countries 733 70.0 64.6 58.8
Developing countries 17.3 ;.9 25.2 28.0
Easterun trading area 9:8 8.1 10.2 13.2
Clothing
Industrial countries 55.0 49.3 46.6 40.6
Developing countries 303 38.3 45.5 45.4
Eastern trading area 14.7 12.5 8.0 14.0
Other consumer goods
Industrial countries 76.0 80.1 75.9 73.5
Developing countries 3.1 14.1 18.9 20.5
Eastern trading area 10.9 5.8 5.2 6.0
Iron and steel
Industrial countries 83.6 83.9 7 76.0
Developing countries 3.3 6.6 10.6 13.0
Eastern trading area 13.1 9.6 12.1 11.0
Chemicals
Industnal countries 87.1 86.5 65.9 66.6
Developing countties 4.4 6.7 8.2 9.0
Eastern trading area 8.6 6.8 26.0 24.4
Other semimanufactures
Industrial countries 80.5 84.5 80.2
Developing countries 1.7 10.7 14.7 17.1
Eastern trading area 7.8 4.8
Machinery and transpoit equipment
Industrial countries 849 848 82.6 81.7
Developing countries 3.1 5.9 8.7 1.2
Eastern trading area 11.9 9.4 8.7 7.0
Source: General Agreement on Tariff's and Trade. fnternational Trade (Geneva), various issucs.
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— Statistical Appendix —

Table A6. Importance of GATT Taritf Bindings
in Industrial Countries?

(/n percent)
Bound Tariffs
Share in Share in
taniff lines imports?
United States
Agriculture 90 87
Industry 100 100
Total 98 99
Canada
Agriculture 90 98
Industry 98 98
Total 96 98
Japan
Agricuiture 60 63
Industry 97 86
Total 91 81
European Community
Agriculture 63 69
Industry 99 99
Toral 88 93
Austria
Agriculture 55 75
Indusuy 96 94
Total 88 91
Finland
Agriculture 51 89
Industuy 97 99
Total 90 97
Norway
Agriculture 67 96
Indusuy 95 99
Total 90 99
Sweden
Agriculture 46 78
Industry 97 97
Total 88 94
Switzerland
Agriculture 44 Sil
industry 99 100
Total 90 93
Australia
Agriculture 26 36
Industiy 1 24
Total 12 25
New Zealand
Agriculture 48 59
Industey 39 47
Total 41 48
All markets
Agriculture 61 74
Industy 87 95
Total 82 92
Sources: General Agreement on Tariffs and Trade (GATT);
and Organization for Economic Cooperation and Development.
"Tanff bindings are upper limits on tariff sagreed to in GATT.
All data referto 1984 except Australia (1980/81) and New Zea-
land {1983/84), Since the launching of the Uruguay Round int
1986. Australia and New Zealand bave offered te bind a larger
proportion of their tan ffs.
?Refers to imperts subject to a most-favored-nation tariff,
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Table A7. Import Coverage Ratios of Selected Nontariff Measures, by Country Groupings,
Applied by Selected Developed Market-Economy Countries ;

(/n percent)
NTM Coverage in Imports from
Former U.S.S.R.
World Developed countries  Developing countries  and Eastern Europe
Product Group Broad Narrow Broad Narrow Broad Narrow Broad Narrow
All fooditems 359 31.8 41.8 35.4 28.7 26.6 56.7 549

Food and live animals 393 34,5 47.3 39.2 31.0 28.7 61.1 59.3

Oilseeds and nuts 7.4 6.9 547 4.9 10.3 10.3 8.5 8.5

Animal and vegetable oils 10.0 9.6 12.9 12.1 146 7% 23.8 28.7
Agricultural raw materials 43 2.9 3.4 2.5 5.9 3.9 5.7 2.1
Ores and metals 17.9 11.6 20.4 14.2 1.9 5.6 2523 15.9

Iron and steel 52.9 353 56.8 40.7 40.6 19.7 67.1 44.0

Nonferrous metals 0.8 0.2 0.8 0.1 0.3 0.1 24 1.4
Fuels 17.9 13.5 23.8 17°2 12.6 9.3 438 36.9
Chemicals 10.8 6.6 10.9 7.0 8.1 4.3 15.8 6.4
Manufactures, excluding 17.8 11.0 15.5 T2 24.2 21.2 18.9 14.6

chemicals

Leather 13.2 1.3 7.4 1.7 16.8 1.0 16.2 285

Textile yarn and fabrics 38.7 343 17.0 11.8 61.6 58.1 69.3 61.2

Clothing 63.1 56.6 27.6 6.8 71.6 68.5 5.4 72.9

Footwear 19.7 8.0 14.2 0.2 209 10.9 52.5 6.1

Vehicles' 54.7 29.6 58.6 31.6 0.7 0.7 1.1 10.7
All items, excluding fuels 18.5 12.5 16.8 9.6 22.4 19.2 22.7 17.1
All items 18.4 12.6 17.1 9.9 19.9 16.8 30.4 24.4

Source: United Nations Conference on Trade and Development (1991a).

Note: Ratios have been computed using as faraspossible 1988 trade weights; otherwise trade statistics for 1986 (or 1989 in the calculations
regarding the United States) were used. The “*broad™ group of nontariff measures (NTMs) includes cenain para-tariff measutes. surcharges,
variable levies, antidutnping and countervailing actions. yuantitative restrictions (including prohibitions, quotas. nonautomatic licensing, state
monopolies, voluntary export restraints and restraints under the Multifiber Airangement (MFA) and similar textile airangements). import
surveillance. automatic licensing, and price control measures. The "“narrow™ group of NTMs excludes from the broad group defined above.
para-taiiff measures, aatidumping and counteivailing actions, automatic licensing and impon surveillance measures. Australia, Austria,
Canada, EC-12, Finland. }apan, New Zealand. Norway, Sweden. Switzeriand, and the United States.

‘From Laird and Vossenaar (1991).

Table A8. Trade Coverage Rates of Selected NTMs Applied by
Developed Countries, 1981-90

(1981 = 100)
1981 1982 1983 1984 1985 1986 1987 1988 1989 1990
{Non-fuel irade; core measures)

Total 100.0 101.6 101.7 104.1 103.8 103.3 104.7 105.3 104.6 103.1
Austria 100.0 100.0 100.0 100.0 100.0 99.6 99.6 99.6 99.6 99.6
Canada 100.0 114.6 114.6 114.6 107.6 107.6 110.1 80.2 68.1 68.1
EC 100.0 106.2 114.2 11,7 110.0 108.9 108.4 108.6 108.5 109.0
Finland 100.0 100.0 106.0 106.0 106.0 105.5 105.5 105.5 105.5 105.5
Japan 100.0 100.0 100.1 100.1 100.1 97.2 97.2 96.8 96.7 96.7
New Zealand 100.0 100.0 100.0 100.1 69.2 66.0 39.8 39.8 25.8 19.6
Norway 100.0 101.0 100.3 99.1 98.9 98.6 98.6 98.4 98.4 90.9
Switzerland 100.0 100.1 100.3 100.8 100.8 100.8 100.8 100.8 100.8 100.8
United States 100.0 96.3 88.5 97.7 100.0 101.1 106.5 110.7 110.4 106.0

Source: Lairdand Vossenaar (1991).

Note: Ratios have been computed using 1988 trade weights (except for the EC and the United States, for which 1989 trade weights were
used). The group of *“‘core™ nomtariff measures (NTMs) includes certain surcharges, variable levies, quantitative restrictions (including
prohibitions, quotas, nonautomatic licensing, state monopolies. voluntary expon iestraints and restraints under the Multifiber Airangement
(MFA). and similar textile arvangements). and pri'ce control measures. Countries applying the measuresarc Austria, Canada, EC-12, Finland,
Japan, New Zealand, Norway, Switzerland. and the United States.
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Table A9. Export Restraint Arrangements, 1987-90"
(By number of arrangements)
September May March December
1987 19882 19893 1990+

Total export restraint arrangements® 135 261 289 284
By sectoral composition

Steel 38 52 50 39

Agricultural and food products 20 55 51 59

Automobiles and transport equipment 14 17 20 23

Textiles and clothing$ 28 72 66 51

Electronie produets ] 19 28 37

Footwear 8 14 18 21

Machine tools 7 J/ 14 15

Other 9 25 42 39
By protected markets

European Community 69¢ 1387 1738

United States 48 62 69

Japan 6 13 13

Other industrial countries 12 47 33

Eastern Europe - 1 I
By restrained exporters

Japan 25 28 70

Eastem Europe 20 45 41

Korea 24 25 38

Other industrial countries 23 59 57

Other developing countries 42 98 83

Sources: General Agreement on Tants and Trade (GATT). “Review of Developments in the Trading System.” L/6289 and C/W/548
(Geneva, 1987. 1988. 1989); and C/RM/02/2.

‘Includes voluntaiy expost restraints (VERSs). orderly marketing arrangements, expoist forecasts. basic price systems, industiry-to-industiy
arrangements. and discriminatosy import systems. Excludes restrictions under the Muttifiber Arrangement (MFA).

*@fthe repoited increase from September 1987, almost half were in existence prior to 1988 but were reported to GATT only in 1988.

10fthe 289 VERs reported in the Scptember 1988-February 1989 GATT report on developments in the trading system, at least 24 have
cither not been confirmed by the countries concerned or may have lapsed. although no termination dates were indicated.

*Preliminary data.

>Excluding restrictions underthe MFA.

¢Including 2@ arrangements involving individual European Community (EC) member states.

7Including 5§ awrangements involving individual EC member states.

$1ncluding 96 airangements involving individual EC member states.
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Table A10. Textiles and éiothing: Nontaritf Barriers to Trade

Period

1957-62

1961

1962-73

1971

1974-77

1978-81

1982-86

1986-91

Apgreement

Japanese voluntary export restraint (VER) with the
United States

“Short-term agreement’ (19 countries)

“Long-termagreement” (19 countries)

Japan, Hong Kong, Taiwan Province of China, and
South Korea voluntan'ly restrain their exports to the
United States

Multifiber Arrangement (MFA) |
MFA 11
MFAIII

MFA}1V

Source: Goldbergand Ordover (1991).

118

Outcome

Restricted export of cotton, textiles. and apparel.

Importing country is allowed to unilaterally impose
a quota if exporting country does not come up with
an acceptable proposal of VER.

Renewal of short-term agreement plus restrictions
on cotton textiles must be compatible with annual
export growth of at least 5 percentforeach export-
ing country.

The combined restrictions from long-term agree-
ment and these additional country specific VERs
restrict U.S. imports from a total of 37 countries.
Bilateral agreements; more fibers sub ject to

restraints; 6 percent annual export growth is
allowed.

Further restrictions and entrance of European coun-
tries in the agreement.

New restrictions with unilateral quotas allowed in
some cases.

Agreement is expanded to include silk blends and
vepgetable fibers.
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— Statistical Appendix —

Table A13. United States: Outstanding Unfair Trade Practice Cases Abroad and
Safeguard Petitions, December 31, 1990

U.S. Imports.
1990 Share in 1990
Safeguard (In billions of U.S. Imports
Directed Against Dumping  Subsidies Retaliation! Actions? U.S. dallars) (In percent)
Industrial countries
Canada 12 6 6 6 93.8 23.9
European Community — 1 16 ? 955 24.3
France 9 1 1 ) 13.6 3.5
Germany 12 — — 8 29.0 7.4
Italy 13 — 1 6 13.4 3.4
Spain [ 1 — 5 3.5 0.9
United Kingdom 4 — 2 4 20.9 S8
Japan SO — 8 9 93.1 234
Developing countries
and regions
Argentina B 9 4 I 187 0.4
Brazil 7 6 4 2 8.6 2.2
China I — — 3 16.3 4.1
Korea 9 [ 6 7 19.3 4.9
Mexico 3 7 — 3 30.8 7.8
Taiwan Province of
China 13 I 6 7 23.9 6.1
Venezuela 2 2 — I 9.9 2.5
Subtotal 149 35 54 693 392.8 100.0
Other 46 36 6 s 124.2 —
Total 195 71 60 603 517.0 —
Sources: Officcofthe U.S. Trade Representative: U.S. International Trade Commission; U.S. General Accounting Office: U.S. Department
of Commerce: and General Agreement on Tariffs and Trade (GATT). semi-annual reportsunder Articles 2: 16and 14:4 of the Agreement.
iCases initiated under Section 301 of the U.S. Trade Act of 1974,
Cascs initiated under Scction 201 of the U S. Trade Act of 1974.
Since the U.S. Trade Acicame into force. 60 investigations have beeninitiated urder Scction 201. Of thesce, 12 affected imports from any
country. including seveeal listed individually above.
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Table A15. Subsidies by Sector (National Accounts Definition)

(As a percentage of sectoral GDP at market prices)

Industry. of which

Agriculture
Transpon and and Food
Year Total communications Housing' Other2 Processing Total3
United States 1986 0.5 0.7 -2 04 5.5 0.7
Japan 1985 1.0 4.5 i 0.7 5.1 1.2
Germany 1986 1.9 6.5 2.7 1.2 127 2.1
France* 1984 343 705 £ 2.5 6.4 35
Italy 1980 2.6 29.7 0.7 6.7 2.8
United Kingdom+4 1986 1.6 6.1 . 0.7 - 1.7
Canada 1985 2.6 7.1 4] 2.0 10.8 25
Austria4 1986 2.8 1713 1.5 12.4 32
Belgium 1980 4.4 23.6 - 1.8 545 4.0
Denmark 1986 2.6 9.1 5.4 1.0 7.7 3.1
Finland* 1987 1.4 3.0
Greece 1987 5.8
Iceland 1986 2.6 2.7 2.6 7.8 2.7
Ireland 1975 S.9 19.1 2.8 14.8 6.8
Luxembourg 1987 . Fine e - - 4.4
Netherlands 1985 2.9 13.3 15.2 0.7 13.9 3.2
Norway4 1986 4.1 4.5 3.4 3.8 28.8 5.7
Portugal 1981 6.5 8.1 Il 1) 6.1 8.5 5.4
Spain 1980 3.8 16.8 s 2.8 2.8 33
Sweden 1986 7.4 12.6 18.4 4.2 2.1 4.8
Switzerland 1987 1.4
Turkey 1987 =3 i i 0.8
Australia 1985 1.6 9.7 0.8 &+ 1.7
New Zealand 1985 0.8 S.1 0.2 1.6 0.8

Source: Fordand Suyker (1990),

'Excluding mortgage interest deductibility.

2Asa percentage of sectoral GDP including housing.

*As 4 percentage of total GDP.

*As a percentage of sectocal GDP at market pr'ces based on average value-added tax rates.
>As a percentage of sectoral GDP at factor cost.
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Table A16. Government Support in the EC by Sector?
(As a percentage of sectoral value added)

Manufacturing,
Excluding
Steel and Steel?
Total? Manufacturing Shipbuilding (1981-85)  Shipbuilding  Railways  Agriculture
(Years 1981-86)
Germany 2.5 3.0 2.9 8.6 12.3 37.0 9.8
France 2.7 4.9 376 583 56.6 38.0 124
ltaly 4.0 9.5 8.2 103.0 342 49.0 9.0
United Kingdom 1.8 3.8 2.9 57.6 21.6 18.0 14.1
Belgium 4.1 6.4 4.5 40.4 zn 70.0 7.3
Denmark 1.3 2.8 2.8 18.0 33.8 15.0 8.0
Greece 2.5 12.9 13.9 i i
Ireland 4.0 7.9 T3 107.2 SR it 13.2
Luxembourg 6.0 7.3 35 14.6 0.0 181.0¢ 12.0
Netherlands 1.5 4.1 4.1 4.3 10.7 220 72
EC-10 2.8 5.1 4.0
(Years 1986-88)
Germany 2.5 2.7 2.7 — 16.6 32:0 13.5
France 2.0 A7) 3.5 — 68.0 29.0 7.6
ltaly K| 6.7 6.5 = 28.2 8.0 11.0%
United Kingdom I3 2%] 2.5 — 25.0 9.0 8.6
Belgium 3.2 4.4 4.6 = 12.3 63.0 6.2
Denmark 1.0 2.0 1.6 - 7.8 14.0 4.9
Greece 3. 15.8 16.4 = 5.0¢ 2.0
[reland 2% 6.1 6.2 = 18.0¢ 6.6
Luxcmbourg 4.1 2:8 4.4 — i 174.0 14.15
Netherlands 1.3 33 35 = 3.8 6.0¢ 6.2%
Pertugal 23 g3 8.1 — it 12.0 6.4
Spain 23 513 87 — 17.5 28.0 1.35
EC-12 2.2 4.0 3.8 —
Source: Ford and Suyker (1990).
Nate: EC = European Community.
'Excluding supranational support.
*In percent of GBP.
YAids to steel for the EC-10 have been virtually phased out under current policy.
*Figureinfiated by pension arrangements.
“Based on national accounts data or long-tcrm extrapolations: not comparable with tigures for other member states.
“Figures expressed as a percentage of value added in the transport sector because separate data for railways are not available.
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Table A17. Support to Manufacturing inthe EC and
EFTA Countries by Instrument?
(As a percentage of total support)
Grants Tax Concessions Equity Participation Soft Loans Guarantees

Germany 30 63 02 6 I
France 33 16 18 15 19
Italy 54 36 7 ] 0
UnitedKingdom 69 6 16 7 2
Belgium 61 t 6 12 10
Denmark 70 0 0 29 1
Greece 882 03 9 0 3
Ireland 52 37 6 I 4
Luxembourg 68 9 S 18 0
Netherlands 64 30 0 6 0
Portugal 26 60 12 2 0
Spain 78 0 19 2 |
EC-12 49 30 9 8 5
Austria 21 o 684 11 0
Finland 7 P 15 12 I
Iceland 27 P 0 33 40
Norway 61 = 1 27 I
Sweden 55 e 0 27 18
Switzerland 7 S 0 14 9
EFTA 58 — 16 18

Source: Ford and Suyker (1990).

Note: EC = European Community: EFTA = European Free Trade Association.

'EC countries (1986-88 average), excluding supranational support and support 10 energy and transport. EFTA countries (198487 average):
including mining, quanying, gas and electricity sectors. Wata for EFTA countrics do not include tax concessions.

2Support considered to be negligible. No figures available.

ITax expenditures included in grants.

“Mainly support o state holding companies.
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Table A19. Determinations Under the 1988 Amendments to Section 301 of the 1974
Trade Act of the United States?

Countries and

Australia, Brazil, EC

Argentina, Canada, Chile,
Colombia, Cyprus. Egypt,
Germany, Greece, Hungary,
Indonesia, Italy, Japan,

Korea, New Zealand, Pakistan,
Philippines. Spain. Taiwan
Province of China. Turkey.

Saudi Arabia, United Arab
Emirates. Venezuela, Yugoslavia

Source: Office of the United Siates Trade Representative.

Date Regions Affected Practices or Measures
“*Super™ 3012 May 1989 Brazil Quantitative import restrictions
Japan Procurement of satellites and supercomputers
Technical standards on forestry products
India Export performance requirements
Protection in insurance markets
April 1990 India Export performance requirements
Protection in insurance markets
“Special™ 3013 May 1989 Brazil, India, Mexico, Designation on a Priority Watch List
China, Republic of Korea,
Saudi Arabia, Taiwan Province
of China, Thailand
Argentina, Canada. Chile, Designation on a Watch List
Colombia, Egypt, Greece,
Indonesia, Italy, Japan,
Malaysia, Pakistan, Philip-
pines, Portugal, Spain, Turkey,
Venezuela, Yugoslavia
April 1990 Brazil, India, China, and Designation on a Prority Watch List
Thailand
Argentina, Egypt, Canada. Designation on a Watch List
Chile, Colombia, Greece,
Indonesia, Italy, Japan,
Korea, Malaysia, Pakistan,
Philippines, Spain, Saudi Arabia,
Taiwan Province of China, Turkey,
Venezuela, Yugoslavia
April 1991 China, India, Thailand Initiated investigation of alleged violations of

intellectual property rights
Designation on a Priority Watch List

Designation on a Watch List

Note: EC = European Community.

'Section 301 of the 1974 Trade Act gives the President broad authority o retaliate against allegedly unfair trade practices of other countries.
Since 1974, just over 100 complaints against developing and industrial countries have been filed (this excludes actions under “Super™ and
“Special” 301) of which approximately 25 percent were rejected and less than 10 percent led to trade retaliation. Of the remainder. some cases
led to trade liberalization action by trading partners, but the majority had indeterminale results. In several cases, Section 301 actions have been
followed up through General Agreement on Tariffs and Trade (GATT} dispute selllement procedures.

2Super 301, which expired in 1990, reguired the Uniled Stales Trade Repiesentalive (USTR) 1o (i) identify *“U.S. trade liberalization
priorities” in lerms of countries and practices; and (ii) initiate Section 301 investigations witha view Lo seeking the elimination or reduction of
the practices, or compensation from them. The case against Brazil was dropped in 1990. The Japanese cases were deall with within the wider
context of the Stiuctural Impediments Initiative. {ndia was redesignated in 1990, but no retaliatory action has been takenso far.

3Special 301 regquires USTR 1o identify foreign countries that deny adequale intellectual property protection or fair and equitable market
access to U.S. persons that rely upon intellectual propeity protection, and that are not entering into good faith negotiations or making
significant progress in improving intelleciual propeity protection. The 1989 and 1990 Watch Lists did not require further action. In 1991, for
the first time, investigalions were initiated under Special 301.
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B ———————— ——— : STATISTICAL APPENDIX ——

Table A22. Total Transfers Associated with Agricultural Policies
(In bifiions of U.S. dollars)
1979-8I 1983-85 1990
Average 1986 1987 1988 1989 Estimate
Total transfers’
Australia 0.5 0.9 0.9 0.6 0.6 0.7 0.7
Auslria 1.2 1.7 2.6 3.8 Bi:5 2.8 3.8
Canada 2.4 5.9 7.9 9.1 9.3 7.8 8.3
EC-122 433 58.1 102.9 120.0 119.6 102.4 133.4
Finland ot " 4.8 4.4 5.0 4.9 5.9
Japan 18.5 347 54.1 66.4 70.1 65.3 59.0
New Zealand 0.2 0.4 0.9 0.1 0.2 0.} 0.1
Norway 287, 3.3 3.15 338 4.2
Sweden 3.5 3.1 3.0 3.l 34
Switzerland s S 4.3 5.4 on7 5.0 6.2
United States 2148 69.7 88.1 81.5 69.1 71.3 74.1
Total 87.9 171.4 272.8 297.5 289.6 266.7 299.1
Costtotaxpayers
Australia x5 0.6 0.4 0.3 0.2 0.3 0.3
Austria 0%5 0.5 0.4 1.0 1.0 0.8 1.1
Canada 1.6 3.2 4.4 5.6 SA7 4.3 4.7
EC-122 21.1 22.0 317 38.2 45.6 41.3 49.3
Finland 1.3 1.6 1.8 17 2.2
Japan 10.2 10.8 13.9 17.9 19.6 18.0 14.9
New Zealand 0.2 0.3 0.9 0.1 0.1 — —
Norway 1.5 1.8 1.9 1.8 2.1
Sweden 0.5 0.6 0.6 0.5 0.5
Switzerland 1.1 e/ 1.8 1.8 %3
United States 19.4 47.1 59.4 51.6 44.2 47.8 47.1
Total 53.5 84.5 115.5 120.4 122.5 118.3 124.5
Cost to consumers
Australia 0.2 0.4 0.5 0.4 0.4 0.4 0.4
Austria 1.1 .2 22 2.8 2.6 2.0 2.7
Canada LS 2.8 3.6 36 3.6 S 3.6
EC-122 36.7 36.7 71.9 82.7 75.0 61.9 85.1
Finland 5 3.5 3.] 33 3.2 3.8
Japan 17.3 29.2 48.8 60.0 65.6 59.0 54.7
New Zealand s 0.1 0.1 0.1 0.1 0.1 0.1
Norway 1.4 1.8 1.7 1.6 2s2
Sweden 3 287 2.6 2.7 3.0
Switzerland Sy S 3.8 4.5 4.7 3.9 49
United States 9.6 24.2 29.6 31.4 26.0 24.2 27.9
Total 66.4 94.6 168.6 193.1 185.6 162.5 188.4
Source: Organization for Economic Cooperation and Development, Agricuiiural Policies., Markets and Trade. Monitoring and @utlook
(Paris), various issues.
"Total transfers are the sum of the cost to taxpayers and consumers less the additional budget revenue from impon taxes. The {atter is smal{
and is not shown separately here.
*EC-10 prior 10 1986. Total transfers of EC-10 in 1986 were $97.7 billion and 3 percent of their GDP.
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Table A23. Agriculture in National Economies, 1988
Share of Agriculture Agricultural E xports
in Percentof GDP! in Percent of Merchandise Exports?
Industrial countries
Australia 4.2 35.1
Austria 3.1 34
Canada 3.0 8.2
EC-12 259 746
Finland 5.5 2.9
Japan 2.6 0.4
New Zealand 8.4 59.1
Nerway 3.0 2.0
Sweden ong 2.1
Switzerland 32 3.1
United States 2.0 13.2
OECD average 2.9 8.0
Developing countries
Sub-Saharan Africa 34.0 38.0
Of which
Cdted’lvoire 36.0 85.0
Kenya 3i1 .0 63.0
EastAsia 22.0 16.0
Of which
Indonesia 24.0 22.0
Thailand 17.0 45.0
Philippines 23.0 26.0
Seuth Asia 33.0 24.0
Of which
India 32.0 18.0
Sri Lanka 26.0 50.0
Latin America and Caribbean 10.0 29.0
Of which
Argentina 14.0 70.0
Brazil 9.0 310
Uruguay 11.0 52.0
Sources: Organization for Economic Cooperation and Development (1991); and World Bank (1990).
Note: EC = European Community: SITC = Siandard international Trade Classification.
'Agriculture, hunting, foresty, and fishing as a percent of 1o1al GDP by kind of economic activity.
2Agricuitural exportsare SITC Revision 2, codes 0, [, 2, 4, excluding fishery and (orestry products.
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Table A24. Factors Contributing tothe Changesin
Total Net Producer Subsidy Equivalents
(In percentage point contributions of total change)

1990

1988 1989 Estimate
Total net producer subsidy equivalent (PSE) -5.9 -5.4 9.1
Quantity produced =31 2.9 1.8
Unit PSE -2.8 =8.2 72
Unit support notidentified below 6.0 1.5 —229
Unit direct payments 0.6 -1.9 0.8
Unit market price support -9.4 -7.8 9.3
Domestic prices (in terms of U.S. dallars) 8.4 8.4 -3.2
World prices (in terms of U.S. doitars) —-17.8 -16.2 1255

Source: Organization for Economic Cooperation and Development. Agriculiural Policies. Markets and Trade, Monitoring and @utiook
(Paris), various issues.

*The approximate effect on the 10tal net PSE of the change in the component if no otherchange had taken place. Markel price supports forthe
total OECD are expressed in U.S. dollars and while they may be allected by exchange rate changes these are not shown in this calculation
aithough they would be in a calculation for individual couniries.

Table A25. Trade in Agricultural Products of Selected Industrial Countries
(/n mittions of U.S. dollars)

1980 1983 1984 1985 1986 1987 1988

Exports
Australia 9.3 6.5 8.2 7ES 8.1 9.1 10.5
Canada 7.0 8.2 8.4 6.9 6.4 72 8.8
EC-12! 27.3 23.4 24.6 24.7 26.7 30.4 299
New Zealand 355 3.4 3:2 3.4 3.5 4.3 5.0
United States 423 374 38.9 30.1 274 30.8 39.9
Imports
Canada 4.6 4.4 4.9 4.6 Sp0) 5.4 6.0
EC-12 50.6 39.5 40.6 39.2 42.1 45.5 42.6
Other Europe (excluding Turkey) 9.9 7.8 7.9 8.0 10.2 11.7 8.5
Japan 17.6 16.6 18.6 16.7 17.9 20.8 26.8
United States 19.9 19.2 22.8 23.2 24.1 22.7

Source: Organization for Economic Cooperation and Development (1991).

'Excludes imira-EC 1rade and castern Germany.
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Table A26. Cereal Exports, 1978/79-1990/91?

1978-832 1983-87* 1987-91+

{In miltions of tons per year)

Industrial countries 164.9 156.8 167.2
United States 105.5 83.2 96.8
Canada 225 7ol 22.9
EC-12 17.1 23.0 27.4
Other Europe 1.8 4.1 3.1
Australia 13.4 19.8 14.3

Former U.S.S.R. and

Eastern Europe 4.0 4.9 3.8
Developing countries 28.9 36.4 29.0
Asia 12.6 18.1 17.8
Thailand 5.8 7% 6.0
Africa 4.4 2.0 4.0
Western Hemisphere ~ 16.2 17.8 i0.0
Argentina 15.3 16.9 8.9
Total World 197.6 197.9 200.0
(In percent of world 101al)
Industrial countries 83.4 79.2 83.6
United States 534 42.0 48.4
Canada 11.4 12.7 11.4
EC-12 8.7 11.6 13.7
Other Europe 0.9 2.1 1.6
Australia 6.8 10.0 74
FormerU.S.S.R. and
Eastern Europe 2.0 2.5 1.9
Developing countries 14.6 18.4 14.5
Asia 6.4 9.1 8.9
Thailand 29 3.9 3.0
Africa 2p2 1.0 2.0
Western Hemisphere 8.2 9.0 5.0
Argentina N/ 8.5 4.5

Source: Food and Agriculure Organization, Feod Outlook
(Rome), various issues.

'Comprise rice, wheat. and coarsc grains.

2Crop years 1978/79-1982/83.

*Cropyears 1983/84-1986/87.

*Crop ycars 1987/88-1990/91.
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Table A27. Cereal Imports, 1978/79-1990/91'

(In millions of tons a year)
1978-832 1983-873 1987-914
Industrial countries 56.2 46.4 423
North America 1.4 1:5 246
Japan 24.3 27.1 27.4
EC-12 25.0 12.1 6.9
Other Europe 3.7 23 2.4
Other 2.0 3.6 3.5l
FormerU.S.S.R. and
Eastern Europe 45.6 43.8 39.5
Former U.S.S.R. 322 36.5 32.8
Eastern Europe 13.4 7.2 6.7
Developing countries 96.0 109.5 118.9
Asia 51.6 58.4 71.1
China 17.8 13.5 20.5
Korea 5.4 752 9.3
Saudi Arabia 3.6 7.6 5.7
Africa 22.0 29.5 27.4
North Africa 13.4 17.7 18.3
Sub-Saharan
Afnica 8.6 11.8 9.1
Western Hemisphere ~ 22.4 21.7 20.3
Total World 197.9 199.6 200.6

Sources: Food and Agriculiure Organization, Foud Outlook

(Rome), various issues; and World Bank, Werld Development

Repori (Washington), various issues.
'Comprise rice, wheat. and coarse grains.
2Crop years 1978/79-1982/83.
3Cropyears 1983/84-1986/87.
4Cropycars 1987/88-1990/91.
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and Major Commodities, 1991

levies; export refunds; production
quotas; ofl'set by co-responsibility
levy

lization; variable import
levy: controls on HFCS
deficiency payments

Table A28. Main Agricultural Producer Support Policies for Selected Countries

Commodity United States! European Community? Japan? Canada*
Grains CCC inventory opera- Price supports maintained by State trading, including GRIP and NISA
tions and commodity intervention purchases subject to the restriction of
loans; deficiency pay- maximum guarantee quantities; imports: deficiency
ments; acreage reduc- variable levy; export refunds; co- payments
tion (set-asides); Export  responsibility levies (negative
Enhancement Programs support); land set-aside (all
{EEP); marketing loans products)
forrice
Oilseeds CCC inventory opera- Deficiency payments Deficiency payments Asabove
tions and commodity
loans; EEP; marketing
loans for soybeans
Dairy Price supports main- Price supports maintained by Price supports through Production and
tained by tanffs, quotas.  intervention purchases; produc- government stockhold- import quotas;
and CCC inventory tion quotas; variabie levies; ing, production quotas, deficiency pay-
purchases cxport funds; offset by co- andtradebarriers; some  ments; fluid milk
responsibility levies deficiency payments premium
Livestock Beef: Tarifl; quota; vol- Price supports maintained by Beef: Tanff Beef: Tariff
untary restraint agree- intervention purchases: variable Pork: Variable levy Pork: Tanft
ments; EEP. Other: levies; export refunds Poultry: Tanft Poultry: Produc-
General (research and tion and import
development, inspec- quotas
tion, etc.)
Sugar Tarifl quotas Price supports maintained by State trading by Deficiency
intervention purchases; variable JRSSPSC; price stabi- payments

Notes: Thistable includes only main suppoit mechanismsand excludes support provided at the state or provincial level forall countries and

at the nationallevel for EC countries.

An overview is contained in Organization for Economic Cooperation and Development. National Policies and Agricuttural Trade (Paris.
1987).

Wnited States. Commodity Credit Corporation (CCC) inventory operations and commodity loans {or grains and oilseeds involve a program
under which farmers are offered loans for their crops at a specified price. termed the /oan rate. The crops serve as collateral and farmers may
either repay their loans and redeem their crops or not pay their loan and surrender or forfeit their crops to the CCC. The latter option is
attractive when the market pn'ce is below the loan rate, but this has not occuired for cereals since 1987. The interest rate is also below the
market rate. CCC support purchases are also made for dairy products. Marketing loans enable the farmer to repay the loan at the world market
price if this is below the loan rate and thus are like export subsidies.

A deficiency payment is used to raise the income of producers. {t is roughly the difference between the rarget price and the higher of the
market price or the loan rate times the program yield (which has been frozen), times the payment acreage. The payment acreage is base
acreage less the set-aside less the flexible planting acreage (at least 15 percent).

Beef is supported by the U.S. Meat Import Law, which provides for quotas on meat imports when annual imposts are estimaled to exceed a
certain trigger fevel defined as 110 percent of an adjusted base quota. Quotas have not been applied since 1979. and voluntary export restraint
agreements are sometimes used.

2European Community. A variable levy is a levy on imports that is used to raise import prices of grains and dairy products to a threshold
price, and of beef to a guide price. both of which tend to be above the domestic market price for the same commodity, thus effectively excluding
imports. The European Community has argued that this is not a quantitative import restriction but a frequently adjusted tadft.

Muximum guarantee guantities result in a pn'ce reduction in the nextyearifa level of output for the current year is exceeded {itdoes not
directly limit production in the current year) and are applied on a Community-wide basis. These difier from production quotas. which are
applied to individual producers for the current year.

The cuirent sugar regime has remained effectively the same since 1981, Domestic prices are maintained by production quotas and variable
levies that effectively exclude all imports except specil imports from African. Caribbean, and Pacific (ACP) countries. The production
quotas. which include high fructose corn syrup (HFCS), are divided into three categories. Production for domestic consumption (“*A™ guota)
receives full price guarantees. Production for export {(“B' quota), set at a proportion of A" quota, receives an export restitution. The
remainder of sugar production, **C" sugar. is carried over into A" quota for the next year. Co-responsibility levies are used to finance the
sugar regime. A levy of 2 percent of the intervention pn'ce is made on all sugar produced under quota. 1n addition, a levy of up to 37.5 percent
can be made on sugar produced under the “B"" quota. However, revenue genecaled by these levies has been insufficient to cover the heavy cost
of export refunds and so an elimination levy was introduced in 1985 and a supplementary levy was approved in February 1988.
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Table A28 (conciuded)

Mapan. Slate trading in grains is by the Food Agency of the Ministry of Agriculture, Forestry. and Fisheries: in beef. by the Livestock
[ndustty Promotion Corporation (LIPC): and in sugar, by the Japan Raw Silk and Sugar Price Stabilization Corporation (IRSSPSC).

The L1PC used to both stabilize the domestic price of beef and to manage the supply of imported beef by quolas, but imports were liberalized
in April 1991.

The institutional framework for inteivention in the sugar market has not changed greatly since 1982 when the Sugar Price Stabilization Law
was amended. The operations of the JRSSPSC to stabilize the price of imported sugar entail setting a stabifization priceceiling band and with it
a target price. When the import price of sugar is below the targel price. as it was during the 1980s. the JRSSPSC imposes surcharges and
variable levies based on this difference. Part of these receiplts is kept for rebates should the import price exceed the stabilization ceiling. To
encourage domestic production, the Government lixes minimum producer prices. The JRSSPSC is obliged (o buy sugar from refiners who have
paid groweis the minimum producer prices: the JRSSPSC rcsells the sugar to the same refiners (in a book transaction) at a lowerprice, which is
comparable with the price of sugar made from imported raw sugar. The loss on this operation may be regarded as a de ficiency payment and is
financed from JRSSPSC levies and from the Government's budgetl. The production of HFCS is also regulaled by production guolas, variable
levies. and surcharges.

4Ca&nada. Canada has introduced a major refoim o rationalize the support programs under a standard framework. The main programs are the
Gross Revenue Insurance Plan (GRIP) and the Net Income Siabilization Account (NISA), which for 1991/92 have only been implemented for
grains and oilseeds. The GRIP provides revenue protection that builds on the conventional crop insurance based on yield and price protection
components. The yield component is based on conventional crop insurance. Price protection is based on the target prices calculated asa 15-
year moving average of past market prices. and the level of suppori can be varied by selting the coverage ratio {the proportion of the target
income that will be insured). The premiums for crop insurance are shared 50 percent by the producer, and 25 percent for each of the federal and
provincial governments. The revenue insurance part is calculated as the diff erence between target revenue and markel revenue. The former is
calculated as the coverage ratio, limes the targel price, limes the probable yield, times the seeded acreage. The coverage ratio can vary from 70
percent to 90 percent among provinces and crops but once sel it would be fixed for five years. The cost of the revenue insurance is divided into
33'/1 percent o producers, 25 percent to provinces, and the rest, to the federal government.

Table A29. United States: Agricultural Support, 1980-92
Producer Subsidy Total Public Agricultural Budget
Equivalent2 Spending? Outlays?
(Crop Year) (Fiscal Year) (Fiscal Year)
Percent Percent Percent
Yeart Amount of GNP Amount of GNP Amount of GNP
(In billions (In billions (In billions
of U.S. dollars) of U.S. dollars) of U.S. dollars)
1980 15.7 0.6 23.7 0.9 1.2 04
1981 16.0 0.6 250 0.9 8.8 0.3
£982 19.8 0.6 349 0.8 1.3 0.4
1983 19.2 0.9 453 1.1 15.9 0.5
1984 314 0.7 36.6 1.3 229 0.7
1985 34.8 0.7 543 1.0 13.6 0.4
1986 44.7 0.9 60.0 1.4 314 0.6
1987 45.1 1.0 49.4 1.1 27.4 0.7
1988 37.2 0.8 42.5 0.9 17.2 0.4
1989 33.4 0.6 45.7 0.9 16.9 0.3
1990 35.9 0.7 449 0.8 12.0 0.2
1991 15.94
1992 15.35
Source: Organization for Economic Cooperation and Development, Moniroring and @®utlook of Agricultural Policies. Markets and Trade
(Patis), various issues; and Uniled States, Executive Office of the President, Budget ofthe U.S. Governmeni. FY 1992, and previous issues.
‘Fiscal orcrop years ended the year shown in the column.
2Total public spending includes all assistance to agriculture from federal and state governments. Some of this is excluded from the producer
subsidy equivalent (PSE) as it could not be allocated across crops.
3Includes outlays forfarm income slabilization and for agiicultural research services.
4Estimale.
5Projection.
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Table A30. United States: Support Programs for the Main Agricultural Commodities |
Crop Year Ended!
1980 1985 1986 1987 1988 1989 1990 1991 1992
{In U.S. dollars per bushel)
Wheat?
Target price 3.40 4.38 4.38 4.38 4.38 4.23 4.10 4.00 4.002
Loan rate 2.50 3.30 3.30 2.40 2.28 2.21 2.06 1.95 2.04
Average farmprice 3.80 3.39 3.08 2.42 2437 3572, 35l 2.61
Deficiency payment — 1.00 1.08 1.98 1.81 0.69 0.32 1.28 .
Acreage reduction program (in percent) 20.0 20.0 20.0 25.0 215 2.5 10.0 5.0 15.0
Corn?
Targel price 2.20 3:03 3.03 3.03 3.03 2.93 2.84 275, 2.753%
Loanrate 2.10 2.55 2.55 1.92 1.82 .77 1.65 1.57 1.62
Average farm price 2.52 2.63 223 1.50 1.94 2.54 2.36 2.30 i
Deficiency payment - 0.43 0.48 1.1 1.09 0.36 0.58 0.51 s
Acrcage reduction program (in percent) 10.0 10.0 100 200 20.0 20.0 10.0 10.0 %S
Soybeans
Loan rate? 4.50 5.02 5.02 4.77 4.77 4.77 4.53 4.50 5.023
Average producer price 6.28 5.78 5.05 4.78 5.43 7.42 5.70 5.75
(In U.S. dollars per hundredweight}
Rice
Target price 9.05 11,90 11.90 1§90 11.66 {1.15 10.80 10.71 10.712
Loan rate? 6.79 8.00 8.00 7.20 6.84 6.63 6.50 6.50 6.50
Average farm price 10.50 8.04 6.53 3.76 7.27 6.83 "33 6.75
Dcficiency payment cieis 3.76 3.90 4.70 4.82 4.31 356 4.21 iy
Acreage reduction program (in percent) v, 250 20.0 35.0 35.0 25.0 25.0 20.0 5.0
Dairy
Milk support prices 13.10 11.60 11.60 11.35 10.60 10.60 10.10 10.10 10.10%
Average price of manufacturing milk 12.00 11,72 1146 11.37 1115 1238 12.29 — o
(InUS. centsperpound)

Sugar
Loanrate (cane sugar) 18.00 18.00 18.00 18.00 18.00 18.00 18.00 18.00 18.00%
Average raw sugar price 30.11 2034 2095 21.83 22.12 22.81 23.27 Sy i
Cotton (upland)
Target price AT 81.0 81.0 81.0 79.4 75.9 73.4 72.9 72.93
Loan rate 50.2 55.0 57.3 55.0 523 51.8 50.0 50.3 50.8
Average farmi price 62.3 575 56.8 515 63.7 55.6 63.6 66.4 o
Deficiency payment ... 18.6 23.5 26.0 17.3 19.4 13.1 7.6 B
Acreage reduction program (in percent} caw 2810 20.0 25.0 25.0 12.5 25.0 125 5.0

Source: U.S. Department of Agriculture (USDA).

IExcept (or dairy and sugar, which are on a calendar year basis. USDA publications refer to crop years in terms of the beginning year. The
conventionadopted here is the one applied to financial years.

2Wheat and corn bushels arc converted into metric tons by muluplying by factors of 36.75 and 39.37. respectively.

*Fixed at these levelsthrough 1995/96 as a minimum.

“Rice and soybeans benefit (rom a marketing loan arrangement. In the case of rice tarmers Lo repay their loans at the higher of the world
market price or 70 percent of the loan rate if the world market price is lower than the loan rate. Loans (orsoybeans can be repaid at the lesser of
the loan rate and the world market price.

“Support prices at the start of the year: they are sometimes changed during the Year.
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1991/92
Estimate

2.519
2,665
282
126
775
392
823
3,497

11,079

6.574
11
1,200

835
876
12,790
2,470
15,260

Table A31. United States: Budgetary Spendingon Agriculture, by Commodity, 1985/86—1991/92
(!n millions of U.S. dolfars)
1990/91
1985/86  1986/87 1987/88 1988/89  1989/90  Provisional
Wheat 3.440 2.836 678 S3 806 2,647
Corn 10.524 12,346 8,227 2,863 2,450 2,364
Grain sorghum 1.185 1,203 764 467 361 298
Other feedgrains 502 418 62 54 =90 75
Rice 947 906 128 631 667 818
Dairy 2,337 1.166 1.296 679 S0S 665
Upland cotton 2.142 1,786 666 1,461 -79 389
Other CCC expenditures 4.764 1.747 640 4.315 1.851 3,588
Total CCC net outlays 25,841 22,408 12,461 10,523 6.471 10,844
Of which
Deficienc’y payments 6,166 4,833 3,971 5.796 4,178 6,117
Dairy termination 489 587 260 168 189 100
Export Enhancement Program! 10 643 1.199 393 234 900
Targeted export assistance! 16 68 104 122 155 40
Exports of dairy stocks 117 172 118 66 118 41
Agricultural credit insurance 3.234 2,564 2.618 2.987 2,241 1.718
Otherincome stabilization 533 —230 167 1,307 1,049 894
Total Farm Income Stabhilization 29,608 24,742 15,246 14,817 9,761 13,453
Agricultural Research and Services 1,841 1.864 1,964 2.102 2.197 2.404
Total 31,449 26,606 17,210 16,919 11,958 15.857
Sources: United States, Executive Office ot the President. Budger of the Unired States Gavernment, various issues; U.S. Departmem of
Agriculturc. Agricultural Outlook, various issues: and the U.S. Department of Agriculture.
Note: CCC = Commadity Credit Corporation.
'Value of cestificates issued in that year: the certificates would be recorded as spending when they were redeemed.
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_— Statistical Appendix —

Table A33. European Community: Average Degree of Self-Supply
in Selected Agricultural Products, 1956-891

1956-602 1968/693 1978/794 1980/815 1983/840 1985/867 1988/89

Product
Total cereals
(excluding rice) 85 86 97 103 116 110 113
Wheat 90 94 108 119 134 124 123
Rye 98 100 108 101 106 [ 106
Barley 84 103 112 13 120 119 1i8
Grain maize 64 45 60 66 84 77 95
Sugar 104 82 124 136 100 123 124
Fresh vegetables 104 98 94 100 101 107 106
Fresh fruit (excluding
citrus fruits) 90 80 77 83 84 87 84
Wine 89 97 99 1028 103 104 91
Fresh milk products
(excluding cream) 100 100 100¢ 10110 10112
Cheese 100 98 1032 106'0 10712
Butter 101 91 1119 1221 13412 wat i
Eggs 90 99 101 102! 10312 i 102
Total beef and veal 92 90 100 10311 10812 1071 104
Poultry meat 93 101 105 Lon 10713 1051 105
Sheep meat and goat meat s 56 67 7411 7613 801 83

Sources: Commission of thc European Communitics. The Agricufural Situation in the Community (Brussels). various issues; and data
provided by the Commission of the European Communities.

'Data for 1956-60and 1968/69 cover the six original members ofthe Community, and those for 1978/79 coverthe six original members plus
Denmark, Ireland, and the United Kingdom. Data for 1980/81. 1981/82. and 1983/84 cover ten members of the Community (including Greece
and excluding Spain and Portugal).

ZAverage of the years 1956 through 1969.

AAverageofcrop years 1967/68, 1968/69, and 1969/70.

“Average of crop years 1977/78, 1978/79. and 1979/80.

sAverage of cropycars 1979/80, 1980/81, and 1981/82.

¢Average of crop years 1982/83, 1983/84, and 1984/85.

7Average of crop years 1984/8S5, 1985/86, and 1986/87.

sExcluding Greece.

®Average of cropyears 1976/77, 1977/78, and 1978/79.

®Average of 1979, 1980, and 1981.

"*Average 0f 1980, 1981, and 1982.

*Averageof 1982, 1983. and 1984.

Average of 1983, 1984, and 1985.

“Averageof 1984, 1985, and 1986.

139

©International Monetary Fund. Not for Redistribution



Table A34. European Community: European Agricultural Guarantee and Guidance Fund—
Guarantee Section, Expenditures by Sector, 1976-90

(!n millions of ECUs)
1980 1985 1986 1987 1988 1989 1990 1991

Cereals2and rice3 1,714 2,360 3,485 4.237 4.512 3,340 4,611 5,261

Export subsidy 1,219 1,13 1.804 3,166 3,160 2, 2 3,047 3,386

Intervention 509 1,247 1,681 1,071 1.352 619 1,564 1,875
Milk and products2-? 4,754 5,933 5.406 5.013 5.984 5,041 4.489 5.063

Export subsidy 2.746 2,028 2,155 2,258 3.082 2,922 2,401 2,477

Intervention 2,006 3.905 3%2'51 2,785 2,901 2,118 2,088 2,586
Oils and fats 687 1,803 2,632 3.827 3.917 4.139 5,014 5.888

Export subsidy 4 23 32 87 88 100 167 136

Intervention 683 1,780 2,600 3,740 3.829 4,039 4,847 5,762
Sugar3 567 1,805 1.726 2,035 2,082 1.980 2,127 1,885

Export subsidy 286 1,353 1.238 1.516 1.566 1.45l1 1.483 1.211

Intervention 289 452 487 519 516 529 644 674
Beef, veal. pigmeal, and poultry 1.563 2.974 4,348 3,033 4.179 4,376 2,585 4,389

Exportsubsidy 893 1,504 1,387 1,142 1,135 1,776 1,341 1,337

Intervention 671 1,470 2.96l 1,891 3.044 2,600 1.244 3.052
Fruits and vegelables 688 1.231 986 967 708 1,020 1.296 [.439

Exportsubsidy 41 75 77 67 65 80 105 131

Intervention 646 1.156 909 900 643 940 1.119 1.308
Other 1,023 3411 3.014 3.150 4.362 4,188 5,971 5.308
All sectors 11.005 19,517 21,597 22262 25.745 24.084 26.093 29.233
Accession compensatory amounts (ACAs) - — 6 18 64 42 35 35
Monetary compensatory amounts (MCAs) 298 190 476 636 505 323 136 210
All sectors, including ACAs and MCAs 1,314 19,707 22,079 22919 26,315 24,448 26.264 29,478
Budgetary guideline4 27,500 28.624 30.630 32,511
Depreciation of intervention stocks s — — — 1,240 1.443 1.470 810
Others AR 37 114 259 132 —-18 290 907
All sectors, including ACAs, MCAs,

depreciation of intervention stocks, and

other ... 19,744 22,193 23.178 27,687 25,873 28,024 31.195

Sources: Commission of the European Communities, The Agricultural Sitnation in the Community (Brussels), van'ous issues; and Financial
Report on the European Agricultural Guarantee and Guidance Fund.

'Prefiminary draft budget: subscguent budget estimates indicated higher expenditures thal, in the absence of corrective action, would have
exceeded the guideline.

Including the financial contribution from cereal and milk producers.

*Including food aid refunds.

4There arc some additional inclusiens and exclusions bet'ore the above total is cemparable with the basis used fer the budgetary guideline.

SClearance of accounts plus interest following reform of financing arrangements, free distribution of inlervention products, and set-aside of
arable land. Figure fer 1987 includes clearance of the 1983, 1984, and 1985 accounts. Figure for 1990 also includes sural development
schemes linked to market operation.
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Table A36. Japan: Self-Sufficiency Rates of Major Agricultural Products?
(!n percent)
1975 1980 1985 1986 1987 1988 1989
Rice 110 87 107 108 108 100 100
Wheat 4 10 14 14 14 17 16
Barley 10 15 15 14 14 ) 14
Pulses 9 z 8 8 9 8 9
Soybeans 4 4 5 5 6 6 6
Vegetables 99 97 95 95 94 91 92
Fruits 84 8l m 74 74 67 67
Eggs 97 98 98 97 99 98 98
Milk and milk products 82 86 89 82 78 ) 80
Meats il 81 81 78 76 /3 72
Beef 8l 72 72 69 64 58 54
Pork 86 87 86 82 80 77 7
Poultry 97 94 92 89 88 85 84
Sugar 16 29 33 34 34 35 35
Fats and oils 23 29 32 33 30 33 30
Food total2 74 72 71 70
Grains total 40 33 31 31 30 30 30
Food total (calorie basis) 55 53 52 51 49 49 48
Feed total (calorie basis) 34 28 27 27 26 26 26
Source: Japanese Ministry of Agriculture, Forestry, and Fisherics, “"Food Balance Sheet.” 1986-89.
'Datarelate to fiscal years, Self -sufficiency rates = domestic production/domestic utilization; domestic utilization = domestic production +
change instocks + imports — cxports.
2The ratio of the total value of domestic production to the total valuc of domestic consumption. cxpressed as a percentage.

Table A37. Japan: Administrative Prices of Major Agricultural Products
(in yen per kifogram)
1980 1985 1986 1987 1988 1989 1990 1991

Rice (husked)

Government purchase price 295 311 311 293 279 279 275
Wheat

Government purchase price 178 185 183 174 166 160 154
Barley

Government purchase price 162 167 165 156 148 138 132
Sugar

Government purchase price 246 241 235 213 206 194 188
Soybeans

Standard price 280 287 282 266 251 251 240
Manufacturing milk

Guarantee price 89 90 88 83 80 80 78 77
Butter

Stabilization indicative price 1,253 1.276 1,225 1,100 1,080 1.092 1,065 1,051
Skimmed milk powder

Stabilization indicative price 501 541 541 527 521 527 513 507
Beef

Lower stabilization price 1,105 1,120 1,090 1,020 995 995 985 960
Pork

Lower stabilization price 588 600 540 455 410 400 400 400

Source: Japanese Ministiy of Agriculture, Forcstry, and Fisheries.

Note: Up 1o 1987, lower stabilization prices for beef were established separately for Wagye steer beef and daiy steer beef. which were
¥1.370and ¥1.020, respectively.
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| STATISTICAL APPENDIX

Table A39. Japan: Nominal Protection Coefficients

{In yen per kilogram)

1983 1984 1985 1986 1987 1988 1989 1990
Japanese support prices
Rice 304 31 31 3N 293 279 279 275
Wheat 185 185 185 183 174 166 160 154
Beef 1.120 1,120 1,120 1,090 1,020 995 995 985
Buiter 1,302 1,302 1,276 19225 1,100 1,080 1,092 1,065
Sugar 250 243 241 235 213 206 194 188
World prices
Rice 66 60 52 35 33 39 44 42
Wheat 37 36 32 19 16 19 23 20
Beef 580 540 514 353 345 323 354 S
Butter 583 492 534 428 362 397 451 472
Sugar 44 27 21 22 22 29 39 40
Nominal protection

coefficients

Rice 4.6 S8 6.0 8.8 8.8 2 6.3 6.6
Wheat 5.0 5.1 6.7 9.4 10.7 8.9 6.8 7.8
Beef 1.9 2.1 2.2 3.1 3.0 3| 2.8 2%/
Butter 2=2 2.6 2.4 2.9 3.0 %7 2.4 2.3
Sugar 526 8.9 1.3 10.5 9.9 7.2 5.0 4.7

Sources: Japan. Ministry of Agriculture, Forestry, and Fisheries, Statistical Yearbook, various issues; and international Monetaty Fund,
Iniernational Financiat Statistics, various issues,

Note: The world prices in this table are only indicative of trends and generally understate import prices. World prices are (.0.b. prices and
notc.i.f. In addition. the grades of the domestic products are geaerally different (typicatly higher) from the commodities used as the reference
world prices. Japanese suppoil pn'ces arethoseshownin Table A37.

The world prices are:

Rice: Thai milled white riice, 5 percent broken, {.0.b. Bangkok.

Wheat: U.S. No. [ hard red winter wheat, (.0.b. Gulf ports.

Beef: Frozen bonelessbeef. Australian and New Zeatand origin, f.0.b. U.S. ports.
Butter: New Zealand. best quality. Selling pr'ce on the London Provision Exchange.

Sugar: International Sugar Agieement price. which is anaveiage of the New York contract No. | | spot prn'ce and the London daily price,
f.0.b. Caribbean ports.
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Table A40

Country

Exported crops
Argentina

Brazil

Chile

Colombia
Cdted'lIvoire
Dominican Republic
Egypt

Ghana

Malaysia
Pakistan
Philippines
Portugal
SriLanka
Thailand

Turkey

Zambia

Average
All countries
Lower-income developing
countries

Imported food crops
Brazil

Chile

Colombia

Cate d'Ivoire
Dominican Republic
Egypt

Ghana

Korea

Malaysia

Morocco

Pakistan

Philippines

Portugal

Sri Lanka

Turkey

Zambia

Average
All countries
[.ower-income developing
countries

Source: Kiueger, Schiff. and Valdés (1988). Tables ! and?2.
Note: Lower-income developing countri'es do not include Argentina. Brazil, Chile. Korea. Malaysia.

. Statistical Appendix |

. Direct, Indirect, and Total Nominal Protection Rates

Product

Wheat
Soybeans
Grapes
Coffee
Cocoa
Coffee
Cotton
Cocoa
Rubber
Cotton
Copra
Tomatoes
Rubber
Rice
Tobacco
Tobacco

Wheat
Wheat
Wheat
Rice
Rice
Wheat
Rice
Rice
Rice
Wheat
Wheat
Com
Wheat
Rice
Wheat
Corn

(in percent)
1975-79 1980-84
Direct Indirect Total Direct Indirect Total
=25 -16 —41 -13 =37 —50
8 —32 —40 —19 —14 =33
1 22 23 0 =7 -7
-7 —-25 —32 —5 —34 -39
—-31 —a3 -64 =21 ~26 -47
-15 -18 —-54 =32 -19 =5
=36 -18 —33 =22 -14 —36
26 —66 —40 34 -89 =55
=25 —4 -29 -18 =10 -28
-12 —48 —60 —7 -35 —42
—11 =27 -38 —-26 —28 -54
17 =5 12 1§/ -13 4
-29 -35 —64 -31 -31 —62
—28 —15 —43 ~ 15 —19 =34
2 —-40 -38 -28 =35 —63
1 —42 —41 7 —51] =50
=il =25 ~36 —11 -29 —40
—18 =33 —46 -13 --35 —48
35 —32 3 -7 —14 =21
Il 22 33 9 =7 2
5) —29% —20 9 —-34 ~25
8 —=33 =25 16 -26 ~10
20 -18 2 26 =19 7
-19 —18 =37 =2 —14 ~35
79 —66 13 118 -89 29
91 —18 73 86 —12 74
38 —4 34 68 -10 58
-7 —-12 -19 0 -8 —8
-13 —48 —io] AL =35 —56
18 -7 -9 26 —28 -2
15 -5 10 26 =13 —13
I8 —35 —iI% 1] —31 =20
28 —40 —12 -3 -35 -38
13 —-42 =55 -9 -57 —66
20 -25 -5 21 —27 -6
11 -33 —23 13 =35 —22
and Portugal.
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— Statistical Appendix —

Table A42. Effects on Global Welfare of Liberalization by Industrial Countries
(/n bilfions of 1986/87 U.S. dollars a year)

Changes in Welfare
Net welfare in U.S.

Consumer/ dollars
Producer taxpayer Net welfare! per capita

European Community =227 36.7 14.0 43
Japan -21.8 30.4 6.3 52
United States =172 25.6 8.6 36
Canada =13 3.9 2.6 101
Australia 1.6 -0.5 1.1 71
New Zealand 1.7 -0.4 1.3 396
Industrial countries —65.6 104.0 853 51
Centrally planned economies 9.8 -10-.2 -0.8 —
Developing exporters 5.1 -5 0.7 2
Newly industrializing economies 0.5 -0.8 -0.9 =18
Other developing importers 11.8 —-14.6 -4.4 -2
Developing countries 17.4 -20.5 -4.5 =2
Global —38.4 732 29.9 7

Source: Roningen and Dixit (1990).
\Net welfare change includes bases 10 other groups. for example, quota holders.
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GATT Membership Status
GATT Contracting Party

©International Monetary Fund. Not for Redistribution

Table A43. GATT Membership

Country

Antigua and Barbuda
Argentina
Australia
Austn’'a
Bangladesh
Barbados
Belgium
Belize

Benin
Bolivia
Botswana
Brazil
Burkina Faso
Burundi
Cameroon
Canada
Central African Republic
Chad

Chile
Colombia
Congo

Costa Rica
Céte d’'Ivoire
Cuba’
Cyprus
Czechoslovakia
Denmark
Dominican Republic
Egypt

El Salvador
Finland
France
Gabon
Gambia, The
Germany
Ghana
Greece
Guatemala
Guyana
Haiti

Hong Kong!
Hungary
Iceland

India
Indonesia
Ireland

Israel

Italy
Jamaica
Japan

Kenya
Korea. Republic of
Kuwait
Lesotho
Luxembourg
Macao’
Madagascar
Malawi
Mataysia
Maldives
Malta
Maun'tania
Maun'tius
Mexico
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Date of GATT
Accession/Application

March 30, 1987
October 11, 1967
January I. 1948
October 19, 1951
December 16, 1972
February 15. 1967
January . 1948
October 7. 1983
December 12, 1963
September 8, 1990
August 28, 1987
July 30. 1948

May 3, 1963
March 13. 1965
May 3. 1963
January 1. 1948
May 3. 1963

July 12, 1963
March 16, 1949
October3. 1981
May 3. 1963
October 25, 1990
December31. 1963
January |, 1948
July 15, 1963
April 20. 1948
May 28. 1950

May 19, 1950

May 9. 1970

May 22. 1991

May 25, 1950
January 1. 1948
May 3, 1963
February 22, 1965
October I, 1951
October 17, 1957
March I, 1950
October 10, 1991
July 5. 1966
January 1, 1950
April 23, 1986
September9. 1973
April 21, 1968
July 8, 1948
February 24, 1950
December22, 1967
July 5, 1962

May 30. 1950
December 31, 1963
September 10, 1955
February 5. 1964
April 14. 1967
May 3, 1963
January 8, 1988
January 1, 1948
January 11, 1991
September30,1963
August 28, 1964
October 24. 1957
Apnl 19, 1983
November 17. 1964
September 30, 1963
September 2, 1970
Aupgust 24, 1986

Date of
IMF Membership

February 25. 1982
September 20. 1956
August 5, 1947
August 27, 1948
Aupgust 17,1972
December29, 1970
December25, 1945
March 16. 1982
July 10, 1963
December27, 1945
July 24, 1968
December27, 1945
May 2, 1963
September 28, 1963
July 10, 1963
December 27. 1945
July 10. 1963

July 10. 1963
December 31. 1945
December 27, 1945
July 10. 1963
January 8. 1946
March 11, 1963
March 14, 1946
December 2!, 1961
September20, 1990
March 30, 1946
December28, 1945
December 26. 1945
March 14, 1946
January 14, 1948
December27, 1945
September 10, 1963
September 21. 1967
August 14, 1952
September20. 1957
December 26. 1945
December 27, 1945
September 26, 1966
September 8, 1953

May 6, 1982
December 27, 1945
December 27, 1945

February 21, 1967
August 8, 1957
July 12, 1954
March 27, 1947
February 21, 1963
August 13, 1952
February 3, 1964
August 26, 1955
September 13, 1962
July 25, 1968
December 27, 1945

September25, 1963
July 19. 1965
March 7, 1958
January 13, 1978
September I 1, 1968
September 10, 1963
September 23, 1968
December31, 1945
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De facto application3
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Trinidad and Tobago
Tunisia

Turkey

Uganda

United Kingdom
United States
Uruguay
Venezuela
Yugoslavia

Zaire

Zambia
Zimbabwe
Algeria

Angola

Bahamas, The
Bahrain

Brunei!

Cambodia

Cape Verdc
Dominica
Equatorial Guinea
Fiji

Grenada
Guinea-Bissau
Kiribati

Mali
Mozambique
Papua New Guinea
Qatar

Sao Tome and Principe

Seychelles
Solomon Is{ands

St. Christophcr and Nevis

St. Lucia

St. Vincent and Grenadines

Swaziland
Tonga
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October 23. 1962
August 19, 1990
October 17, 1951
October23, 1962
January 1, 1948
January [, 1948
December 6, 1953
August31, 1990
August25, 1966
September [ I, 1971
February 10, 1982
July 11,1948

Table A43 (continued)
Date of GATT Date of
GATT Membership Status Country Accession/Application IMF Membership

Morocco June 17, 1987 April 25, 1958
Myanmar July 29, 1948 January 3, 1952
Netherlands January I. 1948 December27, 1945
New Zealand July 30, 1948 August31, 1961
Nicaragua May 28, 1950 March 14, 1946
Niger December 31, 1963 April 24, 1963
Nigeria November 18. 1960 April30. 1961
Norway July 10, 1948 December 27, 1945
Pakistan July 30, 1948 July 11, 1950
Peru October 7, 1951 December 31, 1945
Philippines December27, 1979 December27. 1945
Poland October 18, 1967 June 12, 1986
Portugal May 6. 1962 March 29, 1961
Romania November 14, 1971 December 15, 1972
Rwanda January I, 1966 September 30. 1963
Senegal September 27, 1963 August31, 1962
Sierra Leone May 19. 1961 September 10. 1962
Singapore August20, 1973 August 3. 1966
South Africa June 13,1948 December27. 1945
Spain August 29, 1963 September 15, 1958
Sri Lanka July29, 1948 August 29, 1950
Suriname March 22, 1978 April 27. 1978
Sweden April30, 1950 August 31, 195]
Switzerland2 August I, 1966

Tanzania December9. 1961 September 10, 1962
Thailand November 20, 1982 May 3. 1949
Togo March 20, 1964 August [, 1962

September 16, 1963
April 14,1958
March 11, 1947
September 27, 1963
December27, 1945
December 27, 1945
March 11, 1946
December 30. 1946
December27, 1945
September28. 1963
September 23. 1965
September 29, 1980

September 19, 1989
August 21, 1973
September 7, 1972

December 31, 1969
Novcmbcr20, 1978
December 12, 1978
December 22, 1969
May 28, 1971
August 27, 1975
March 24, 1977
June 3, 1986
September 27, 1963
September24, 1984
October9, 1975
September 8, 1972
September 30, 1977
June 30, 1977
September 22, 1978
August 15, 1984
November 15, 1979
December 28, 1979
September 22, 1969
September 13, 1985




Table A43 (concluded)
Date of GATT Date of
GATT Membership Status Country Accession/Application IMF Membership
Tuvalu
United Arab Emirates September22. 1972
Yemen, Republic of September 29, 1969
Applied for GATT
membership Bulgaria September 25, 1990
China September 14. 1989 December 27, 1945
Guatemala February 28, 1991 December28, 1945
Honduras December 26, 1945
Mongolia October 8. 1991 February 14, 1991
Nepal June 1. 1989 September 6. 1961
Panama October 8, 199] March 14, 1946
Paraguay February 24, 1989 December28, 1945
Nota GATT member Afghanistan Suly 14, 1955
Albania October 15, 1991
Aruba December 27, 1945
Bhutan September 28, 1981
Comoros September21. 1976
Djibouti December29, 1978
Ecuador December 28, 1945
Ethiopia December 27, 1945
Guinea September28, 1963
Iran, Islamic Republic of December 29, 1945
Iraq Decembcer26, 1945
Jordan Aupust 29, 1952
L.ao People’s Democratic
Republic July 5, 1961
Lebanon April 14, 1947
Liberia March 28, 1962

Libyan Arab Jamahiriya
Namibia

Netherlands Antilles
Oman

September25. 1990

September 17, 1958

December27, 1945
December 23, 1971

Panama March 14, 1946
Saudi Arabia August 26, 1957
Somalia Aupgust 31, 1962
Soviet Union2 4 May 16, 1990 July 23, 1991
Sudan September 5. 1957

Syrian Arab Republic
Vanuatu

Vietnam

Western Samoa
Yemen Arab Republic

April 10, 1947
September 28, 198l
September21. 1956
December 28. 1971

May 22, 1970

the Work of the GATT.

Source: International Monetaty Fund (IMF); and General Agreement on Tariffs and Trade (GATT). Aclivilies 1989. An Annual Review of

Note: information relates to the period through Oclober 1991 and does not account for subsequent developments. particularly in Eastern

Europe and the former Soviet Union.

‘Nota memberof the IMF.

*Has applied for {MF membership.

3Countries 10 whose territories the GATT has been applicd and which now, as independent states. maintain a de facto application of the
GATT pending final decisions as to their fulure commercial policy.

*The Soviet Union has GATT observer status,
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Table A46. Balance of Payments Consultations Since Introduction of 1979 Declaration
Country 1980 198! 1982 1983 1984 1985 1986 1987 1988 1989 1990 {99l
Argentina LF S E
Bangladesh S S S S S S
Brazil S F F S F LF S E
Colombia LF S S S
Czechoslovakia F
Egypt S S S LF S
Ghana S S F S LF SE
Greece F F E F E
Hungary F LF E
India S S S S F F F
Israel F F F F F F F
[taly F E
Korea S S F S F LFE
Nigeria LF S S S
Pakistan S S S S LF 8
Pern S S S LF S E
Philippines F S S LF S S
Portugal F F F F E E
Sti Lanka S S S LF S S
Tunisia S S S S S
Turkey S S S S F S
Yugosiavia S.F S S S LF

Source: General Agreement on Tariffs and Trade, Balance of Payments (BOP/selies).
Note: F = full consulation: LF = last full consulation; S = simplified consultation; E = balance of payments measure no longer applied.
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Table A47. Recourse to Article XIX of the General Agreement on Tariffs and Trade, 1978-91

Country

Australia

Austria

Canada

Chile

European Community

Finland

Germany

Product

Textile appare! items

Files and rasps

Textile apparel items

Brandy

Fixed resistors

Passenger motor vehicles
Selected sporting footwear
Double-edged safety razor blades
Round blunt chainsaw files
Sheets and plates of iron and steel
Wool worsted yarns

Certain trucks and stackers
Hoops and strips of iron and steel
Certain filament lamps
Nonelectrical domestic refrigerators

Broken rice
Prepared fowls

Clothing items

Footwear other than canvas and rubber
Nonleather footwear

Leather footwear

Yellow onions

Fresh. chilled, and frozen beef and veal
Sugar

Wheat

Edible vegetable oils

Raw silk (ltalty)

Portable televisions

Preserved mushrooms

Cultivated mushrooms

Other cultivated mushrooms

Yarn of synthetic fibers
(United Kingdom)

Frozen cod fillets (Ireland,
United Kingdom)

Dried grapes

Certain tableware (France,
United Kingdom)

Certain electronic quartz
watches (France)

Morello cherries

Preserved raspberries

Sweet potatoes

Centain steel products
(Spain)

Frozen squid

Refrigerators and freezers
(Portugai)

Processed cherries

Certain semiprocessed red
fruits

Provisionally preserved
cultivated mushrooms

Women's pantyhose
Porous fiberboard

Hard coal and hard coal
products

165

Measure

Tarift increase
Quantitative restriction
Tariff increase

Tariff increase
Licensing

Quantitative restriction
Quantitative restriction/licensing
Quantitative restriction
Quantitative restriction
Quantitative restriction
Tariff quota
Quantitative restriction
Tariff quota

Tariff increase

Tariff increase

Quantitative restriction
Quantitative restriction

Quantitative restriction
Quantitative restriction
Quantitative restriction
Quantitative restriction
Specific surtax

Quantitative restriction

Tariff surcharge
Tariff increase
Tariff increase

Quantitative restriction/tariff
Quantitative restriction
Quantitative restriction
Quantitative restriction
Quantitative restriction
Quantitative restriction

Embargo

Compensatory tax
Quantitative restriction

Quantitative restriction

Tanff
Tariff
Quantitative restriction
Quantitative restriction

Suspension of imports at certain
price levels
Quantitative restriction

Tari ff
Tariff

Import quality allocated by means
of licensing

Tariff surcharge
Tariff surcharge

Import licensing for countries
outside the European Coal and Steel
Community

©International Monetary Fund. Not for Redistribution

Year
Introduced
(Terminated)

1975 (1988)
1976 (1978)
1976 (1988)
1977 (1979)
1977 (1979)
1977 (1985)
1977 (1982)
1978 (1982)
1978 (1978)
1978 (1980)
1978 (1988)
1980 (1982)
1982 (1983)
1983

1983 (1985)

1987
1990

1976 (1978)
1977 (1981)
1981
19822
1982 (1983)
1985 (1985)

1984 (1989)
1984 (1989)
1985 (1989)

1969

1977 (1979)
1978 (1980)
1980 (1984)
1980 (1980)
1980 (1980)

1981 (1981)

1982
1983 (1983)3

1984
1985
1986
1986
1987
1987
1988

1989
1991

1991

1976 (1979)
1986 (1986)

1958




— STATISTICAL APP‘_EB!-DI_)_( —

Certain speciality steels
Heavyweight motorcycles

Quantitative restriction
Tariff increase

Table A47 (conciluded)
Year
Introduced
Country Product Measure (Terminated)
Iceland Furniture, cupboards. and Import deposit 1979 {1980)
cabinets; windows and doors
Nigeria Cement Import licenses prohibited 196l
Norway Various textile items Quantitative restriction 1979 (1984)
South Africa Certain footwear Tariff increase 1984
Malic acid Tariff increase 1985
Certain oil fatty acids, Tariff increase 1986
flasks, steel wire. plugs
Opitical fibers and optical Suspension of tariff bindings 1987 {1988)
fiber bundles
Spain Synthetic rubber Tariff 1967
Cheeses Quantitative restriction 1980 (1980)3
Switzerland Dessert grapes Tariff increases 1982 (1982)
United Stiates Ball bearings Tariff increases 1974 (1978)
Footwear Quantitative restriction 1977 (1981)
CB radio receivers Tariff 1978 (1981)
High-carbon ferrochromium Tariff 1978 (1982)
Clothespins Quantitative restriction 1979 {1984)
Lag screws or bolts Tariff 1979 (1982)
Porcelain-on-steel cookware Tanff 1980 (1984)
Preserved mushrooms Tariff 1980 (1983)

1983
{983

Source: General Agreement on Tariffs and Trade.
'‘Partial termination in 1985

2Partial termination in 1985 and 1986.

‘Replaced by export restraint arrangement.
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