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FOREWORD

T'he reports on individual country economic policy and trade
practices contained herein were prepared by the Department of
State in accordance with section 2202 of the Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418).

Modeled on the State Department's annual reports on country
human rights practices, the reports are intended to provide a sin-
gle, comprehensive and comparative analysis of the economic poli-
cies and trade practices of each country with which the United
States has an economic or trade relationship. Because of the in-
creasing importance of, and interest in, trade and economic issues,
these reports are prepared to assist members in considering legisla-
tion in the areas of trade and economic policy.

JEssE HELMS,

Chairman, Committee on Foreign Relations.
WILLIAM V. RoTH, Jr.,

Chairman, Commitee on Finance.
BENJAMIN A. GILMAN,

Chairman, Committee on International Relations.
BILL ARCHER,

Chairman, Committee on Ways and Means.
(Do)
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LETTER OF TRANSMITTAL

DEPARTMENT OF STATE,
Washington, DC, March 6, 1996.

Hon. JFsSE HELMS,
Chairman, Committee on Foreign Relations.
Hon. WILLIm V. ROTH, Jr.,
Chairman, Committee on Finance.
Hon. ALBERT GORE, Jr.,
President, U.S. Senate.
Hon. NEWT GINGRICH,
Speaker, House of Representatives.
Hon. BENJAMIN A. GIuAN
Chairman, Committee on International Relations.
Hon. BILL ARCHER,
Chairman, Committee on Ways and Means.

DEAR Sins: Section 2202 of the Omnibus Trade and Comrpetitive-
ness Act of 1988 requires the Department of State to provide to the
appropriate Committees of Congress a detailed report regarding
the economic policy and trade practices of ea c country with which
the U.S. has an economic or trade relationship. In this regard, I am
pleased to provide the enclosed report.

Sincerely, WENDY R. SHERMAN

Assistant Secretary, Legislative Affairs.
Enclosure.
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INTRODUCTION

CouNTRY REPoRTS ON ECONOMIC PoucY ANDI TRAni PRAcnmcF
The Department of State is submitting to the Congress its Coun-

try Reports on Economic Policy and Trade Practices in compliance
with Section 2202 of the Omnibus Trade and Competitiveness Act
of 1988. As the legislation requires, we have prepared a detailed
report on the economic policy and trade practices of each country
with which the United States has an economic or trade relation-
ship. We have included reports on certain countries that have rel-
atively small economic and trade relationships with the United
States, which may nonetheless interest readers. This is the Depart-
ment of State's eighth annual report. The document has grown in
coverage and scope since the series began in January 1988. It now
includes over 100 countries.

Each report contains nine sections.
e Key Economic Indicators: Each report begins with a table show-

ing data for key economic indicators in the national income, mon-
etary, and trade accounts.

* General Policy Framework: This first narrative section gives an
overview of macroeconomic trends.

* Exchange Rate Policies: The second section describes exchairge
rate policies and their impact on the price competitiveness of
U.S. exports.

* Structural Policies: The third section examines structural poli-
cies, highlighting changes that may affect U.S. exports to that
country.

* Debt Management Policies: The fourth section describes debt
management policies and their implications for trade with the
United States.

* Significant Barriers to.U.S. Exports and Investment: The fifth
sectio-: examines significant barriers, formal and informal, to
U.S. exports and investment.

9 Export Subsidies Policies: The sixth section focuses on govern-
ment actions, policies, and practices that support exports from
that country including exports by small businesses.

* Protection of U.S. Intellectual Property: The seventh section dis-
cusses the country's laws and practices with respect to protection
of intellectual property rights.

* Worker Rights: The final section has three parts.
-The first (subsections a through e) outlines the counters laws

and practices with respect to internationally recognized worker
rights.

-Tfe second (subsection f) highlights conditions of worker rights
in goods-producing sectors w-here U.S. capital is invested.

(1wi)
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-Finally, a table cites the extent of such investment by sector
where information is available.

The country reports are based on information supplied by U.S.
Embassies,-w~hichis analyzed and reviewed by the Department of
State in consultation with other U.S. Government agencies. The re-
ports are intended to serve as general guides to economic condi-
tions in specific countries. We have worked to standardize the re-
ports, but there are unavoidable differences reflecting large.vari-
ations in data availability. In some countries, the nite nStates
has no formal representation. In others, access to reliable data Is
limited,. particularly in countries making transitions to market
economies. Nonetheless, each report incorporates the best informa-
tion currently available. •DA.NIEL K. TARULLO,

Assistant Secretary of State for
Economic and Business Affairs.



TEXT OF SECTION 2202 OF THE OMNIBUS
TRADE AND COMPETITIVENESS ACT OF 1988

"J.'he Secretary ofState shall, not later than January 31 of each
year, prepare and transmit to the Committee on InternationalRelations eand the Committee on Ways and Means of the House
of Representatives, to the Committee on Foreign Relations and
the Committee on Finance of the Senate, and to other appro-
priate committees of the Conegrss, a detailed report regarding
the economic policy and trade practices of each country with
which the United States has an economic or trade relationship.
The Secretary may direct the appropriate officers of the Depart-
ment of State who are serving overseas, in consultation with ap-
propriate officers or employees of other departments and agen-
cies of the United States, including the Department of Agri-
culture and the Department of Commerce, to coordinate the prep-
aration of such information in a country as is necessary to pre-
pare the report under this section. The report shall identify and
describe, with respect to each country:
1. The macroeconomic policies of the country and their impact on

the overall growth in demand for United States exports;
2. The impact of macroeconomic and other policies on the ex-

change rate of the country and the resulting impact on price com-
petitiv'eness of United States exports;

3. Any change in structural policies [including tax incentives,
regulation governing financial institutions, production standards,
and patterns of industrial ownership] that may affect the country's
growth rate and its demand for United States exports;

4. The management of the country's external debt and its impli-
cations for trade with the United States;

5. Acts, policies and practices that constitute significant trade
barriers to Un. ted States exports or foreign direct investment in
that country by United States persons, as-identified under section
181(aXl) of the Trade Act of 1974 (19 U.S.C. 2241(a)(1));

6. Acts, policies, and practices that provide direct or indirect gov-
ernment support for exports from that country, including exports
by small businesses;

7. The extent to which the country's laws and enforcement of
those laws afford adequate protection to United States intellectual
property, including patents, trademarks, copyrights, and mask
works; and



xvi

8. The counters laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined
in section 502(aX4) of the rade Act of 1974), the conditions of
worker rights in any sector which produces goods in which United
States capital is invested, and the extent of such investment."



NOTES ON PARATION OF THE REPORTS

Subsections a. through e. of the Worker Rights section (section
8) are abridged versions of section 6 in the Countr Reports on
Human Rights Practkes for 1996, submitted to the Committees on
Foreign Relations of the U.S. Senate and on International Rela-
tions of the House of Representatives in March 1996. For a com-
prehensive and authoritative discussion of worker rights in each
country please refer to that report.

Subsection f. of the Worker Rights section highlights conditions
of worker rights in goods-producing sectors where U.S. capital is
invested. A table cites the extent of such investment by sector
where information is available. The Bureau of Economic Analysis
of the U.S. Department of Commerce has supplied information on
the U.S. direct investment position at the end of 1993 for all coun-
tries for which foreign direct investment has been reported to it.
Readers should note that "U.S. Direct Position Abroad" is defined
as "the net book value of U.S. parent companies' equity in, and net
outstanding loans to, their foreign affiliates" (foreign business en-
terprises owned 10 percent or more by U.S. persons or companies).
Where a figure is negative, the U.S. parent owes money tothe affil-
iate. The table does not necessarily indicate total assets held in
each country. In some instances, the narrative refers to invest-
ments for which figures may not appear in the table.





SOME FREQUENTLY USED ACRONYMS

ADB-Asian Development Bank
BDV-Brussels Definition of Value
BIB--Bank for International Settlements
CACM-Central American Common Market
CARICOM-Caribbean Common Market
CAP-Common Agricultural Policy.(of the EU)
CCC--Commodity Credit Corporation (Department of Agriculture)
CIS-Commonwealth of Independent States
COMECOM-Council for Mutual Economic Assistance
EBRD-European Bank for Reconstruction and Development
EFTA-European Free Trade Association
EMS-European Monetary System (of the EU)
ERM-Exchange Rate Mechanism (of the EU)
ESAF-Enhanced Structural Adjustment Facility
EU-European Union
EXIMBANK-U.S. Export-Import Bank
FOREX-Foreign Exchange
FSU-Former Soviet Union
GATT-General Agreement on Tariffs and Trade
GDP--Gross Domestic Product
GNP-Gross National Product
GSP--Generalized System of Preferences
IBRDE-International Bank for Reconstruction and Development

(World Bank)
ILO-International Labor Organization (of the U.N.)
IMF-International Monetary Fund
1DB--Inter-American Development Bank
IPR-Intellectual Property Rights
LIBOR-London Interbank Offer Rate
MFN-Most Favored Nation
NNI-Net National Income
OECD-Organization for Economic Cooperation and Development
OPIC-U.S. Overseas Private Investment Corporation
PTT-Posts, Telegraph and Telephone
SAP--Structural Adjustment Program (of the IMF/World Bank)
SDR--Special Drawing Rights (of the IMF)
STF-Structural Transformation Facilty
TRIP&--WTO Agreement on Trade-Related Aspects of Intellectual

Property Rights
UR-Uruguay Round of trade negotiations in the GATT
USD-U.S. dollar
VAT-Value-added tax
WIPO-World Intellectual Property Organization
WTO-World Trade Organization

(Xw)



AFRICA

ANGOLA
Key Koonomil Indicatore

M im oftu1. dollar unless otherwise noted)

193 1994 1996

Income, lProuction s and ERmp•ymen
Nominal GDP ...................... ..... 7,218 7,920 N/A
Real GDP Growth (percent) ........................... -23 9.7 N/A
GDP by Sector:

Agriculture and Fisheries ............................ 19.7 12.0 N/A
Extractive..................8......................540 50,900 N/A

Oil and LPG.............................................. 83,440 49,900 N/A
Diamonds ................................................... 100 1,000 N/A

Manufacturing .............................................. 4.6 3.4 NIA
Construction .............................................. 1.9 1.6 N/A
Services........................19.7 18.3 N/A
Trade ............................................................. 13.6 10.1 N/A
Transport/Communications ......................... 2.9 2.2 N/A
Import Duties ........................... 2.1 1.5 N/A
Net Exports of Goods and Services ............. -66 -980 N/A

Nominal GDP Per Capita (US$) ............. .756 810 N/A
Population (0004) ............................................. 9,545 9,780 10,070

Money and Prim:
Money Supply (M2) .......................................... 359 336 1253
Base Interest Rates'......... .............. 16 16 120
Retail Inflation Rate (Luanda) ....................... 1,840 972 3444
Consumer Price Index (Luanda) ..................... 31,834 341,218 8 1,855,500
Exchange Rate (NKZ.USS) (end-of-period):

Official-Primary ............................................ 6,500 493,484 • 5,920
Parallel .......................................................... 106,000 996,129 410,000
Informal ........................................................ N/A N/A 414,000

Balance of Payments and Trade"
Total Exports FOB ........................................... 2,901 3,001 N/A

EoI=rts to US...........................2,090 2,061 14887
TotalIports CIF .......... ............ 1,463 1,633 N/A

Imports ffom U.S. FAS ................................ 168 197 140.6
AIDfromUS ................................................... 56 87 93
AID from other countries ................................ 160 163 5100
External Public Debts ..................................... 9,927 11,050 N/A
Debt Service Payments (paid) ......................... 583 N/A N/A
Debt Rescheduled ............................................. 46 161 N/A
Foreign Exchange Reserves ............................ 206 192 1180
Trade Balance .................................................. 1,438 1,368 N/A

Balance with U.S .......................................... 1,921 1,864 1448
January to Marth 1o6.

"Active operations: 18046 0 doredit.
SJanuay to Aug 1996.4XKU a rate m 1n99I6I. The KU replad tite N in July 19M6 drppinl three 0O' frmo values

apromWe in NKT•,JantUkf to Octobw 30, 196

"ILma, medium, and usht t Um& tplusaresm.
(1)
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1. General Policy Framework
The Republic of Angola is potentially one of Africa's wealthiest countries. Rel-

atively sparsely populated, it has great hydrocarbon and mineral resources, huge
hydroelectric tential, and ample arable land. Civil war between the Government
oIngla and the National Union for the Total Independence of Angola (tNfTA)
from 1975 until November 1994 wreaked havoc and prevented the country from re.
alizing its economic potential. In addition to extreme disruptions caused by conflict,
a severe lack of managerial and technical talent has hampered economicperform.
,ance. Misguided and ineffective attempts at socialist economic planning and central-
ized decision-making further hindered development. Administrative chaos, corrup-
tion, and hyperinflation have vitiated normal economic activity and attempts at re-
form. Urban populations swollen by internally-displaced persons have subsisted
largely on humanitarian food aid or parallel market activity. The rural population
carves out a living in marginal security, surviving by subsistence farming. As a re-
sult of the near total absence of domestic production outside the oil sector most food
and other consumer items are imported. Of the country's productive sectors, only
the oil sector, jointly run by foreign oil companies and the state oil firm Sonangol,
has remained well-managed and prosperous. Angola currently produces about
660,000 barrels per day of crude, accounting for the majority of GDP, over 90 per-
cent of exports, and nearly 90 percent of government revenues.

The signing of the Lusaka Protocol peace accord in November 1994 provides hope
for economic recovery. The Protocol provides for a ceasefire, the creation of unified
armed forces, and a government of national reconciliation. The peace process is
being implemented under the supervision of a United Nations Peacekeeping Mission
with the assistance of three observer nations, the United States, Portugal, and Rus-
sia. The long-term effects of the war, the destruction of infrastructure, and years
of economic mismanagement remain to be addressed. The end of the conflict should
portend economic stabilization and growth, with some "peace dividend.* Neverthe.
less, reconstruction is likely to be a long and arduous process. Considerable expense
will be required for the creation of the unified army, reintegration into civilian soci-
ety of demobilized soldiers, disarmament, de-mining, reconstruction of roads and
other infrastructure, resettlement of dislocated populations, and rehabilitation of es-
sential services.

Beginningin 1987, the government has launched various programs aimed at pri-
vatization, liberalization, devaluation of the Kwanza, and new rigor in financial
management. Most of these programs have enjoyed little success in implementation.
A poorly thought-out liberalization of the diamond-mining industry resulted in offi-
cialdiamond exports declining from $286 million in 1992 to $31 million in 1993. Of-
ficial diamond exports climbed back to about $75 million in 1995, but the major part
of the estimated $800-900 million production of diamonds left the country through
unofficial channels. The government's 1994 and 1995 Economic and Social Programs
have been favorably received by donor nations and financial institutions, but their
execution remains disappointing. Angola is a contracting party to the GATT and is
seeking accession to the WTO.

The government budget, perpetually in deficit from heavy military expenditures
price controls, and other non-productive spending, ballooned to 38 percent of GDP
i 1992 and 32 percent of GDP in 1993. The budget remained at 34 percent of GDP
and the deficit alone reached 22 percent of GDP in 1994. The deficit has been fi.
nanced by increasing the money supply and resorting to very expensive, oil-backed,
short-term lending from commercial banks. Shortages, price controls, hyperinflation
and continuing erosion of confidence in the national currency encourage parallel
market activity and widespread dependence on barter or dollar transactions.

The oil sector, the only functional part of the Angolan economy managed by the
government and largely isolated from the civil war because of off-shore production,
has been the focus of U.S.-Angolan trade and investment. The U.S. buys about 75
percent of Angola's petroleum exports (accounting for 7 percent of U.S. petroleum
imports) and equipment for the oil sector accounts for much of U.S. sales to Angola.
Angola is the United States' third largest trading partner in Sub-Saharan Africa.
Given the country's huge potential, lasting peace and genuine economic liberaliza-
tion could provide substantial opportunities or U.S. trade and investment, particu-
larly in communications, energy, and transportation sectors.
2. Exchange Rate Policies

From 1978 to September 1990, the government maintained the official exchange
rate for the Kwanza, a non-convertible currency, at 29 Kwanzas to the dollar. The
New Kwanza (NKZ) replaced the Kwanza at par in September 1990 and was gradu-
ally devalued to NKZ 550 to the dollar by April 1992. To narrow the gap between
the official rate and a parallel market rate still several times higher, the govern-
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me~t adopted a program of auctions in late 1992 and earl 1993 that led to the fur.
there devaluation of-the currency to NKZ 7,000 t o the doZlar.,In 1994 , the govern.ment began a program of foreign, exchange selling at "fixing' sessions in which the
central iknk and commercial banks participate. Th "officia 4-primary" rate which re-
suits is used for interbank operations. A slightly higher 'Nticial-secondary* rate is
earmarked for transactions between commercial banks and the public, but in gen-
eral this rate is available only to people with privileged access to government offi-
cials. By early 1995, the official rate reached NKZ 500,000 to the dollar. Meanwhile,
the parallel market rate rose to over NKZ 1500,000 to the dollar.

In late May 1995 the government moved the official exchange rate to within 95
percent of the parallel market rate at NKZ 2,200,000 to the dollar, and in July 1995
the Readjusted Kwanza (KZR) replaced the New Kwanza dropping thre zero s from
the prices, wages, accounts, and notes denominated in New Kwanza. Exchange rates
thus changed Trom approximately NKZ 2,200,000 to the dollar to KZR 2,200 to the
dollar. Due to continued herinflation the parallel exchange rate rose to over KZR
10,000 to the dollar by ovember, while the official rate remained at KZR 5,920.
Foreign exchange can be obtained at the parallel rate from commercial banks and
licensed exchange houses. Rates up to 40 percent higher than the parallel rate can
be obtained in the widespread informal market. The government continues to de-
clare its intention to bridge the gap between official and parallel rates through fur-
ther devaluations.
3. Structural Policies

Angola's economic potential remained in flux in 1995. Consolidation of the peace
process and rising oil revenues are giving the government the chance to change its
priorities from the civil war to social and economic reforms. During 1995 the govern.
meant continued to focus on bringing down inflation and taking measures to stabilize
the budget deficit. It also continued to make the same commitments for economic
reform that it periodically has made since 1986: to converge official and parallel cur-
rency rates; make transparent the transactions which take place between parastatal
oil company Sonangol, the Ministry of Finance, and the National Bank of Angola;
phase out subsidies on petroleum products and other goods; and have the national
bank cease credit operations and become a true central bank.

The government continued to take steps to reduce its role in the economy in 1995
and did reduce massive subsidies on fuels. However, after the threat of a general
strike in September the government reintroduced subsidies and price controls on 15
essential foodstuffs and consumer products. It also continues to subsidize heavily
public transport, electricity and other utilities, and to regulate profit margins on the
sale of numerous products. While the government has publicly declared its desire
for IMF balance orpayments assistance, in December 1995 the IMF canceled a mon-
itoring program because of Angolan non-performance.
4. Debt Management Policies

The government began substantial foreign borrowing in the early 1980's, prin-
cipally to finance large oil sector investments. Prior to the 1986 slump in inter-
national oil prices, the government scrupulously met its foreign debt commitments,
even those contracted prior to independence. However, subsequent large payment
arrears have forced major western export credit agencies to suspend or highly re-
strict cover to the country. The government continues to finance part of its fiscal
deficit through oil-backed, short-term commercial borrowings, but pays interest
rates up to three times normal rates for such financing.

Total foreign debt is estimated at over $10 billion, significantly higher than GDP
and more than three times annual exports. Debt arrears are estimated at over $4.2
billion of which a little over $1 billion were accumulated in 1994 alone; $1.3 billion
is owed to Paris Club creditors. Approximately half of the debt is owed to the former
Soviet Union and its former satellites for' military purchases between 1975 and
1991. In 1989, Angola joined the IMF and the World ank, and was able to secure
the rescheduling of over $1.8 billion in Paris Club and other debt. Creditors resched-
uled $669 million of Angola's debt in 1990, but only about $40 million in each of
1991, 1992, and 1993, and another $161 million in 1994. The government has ad-
mitted that it will be unable to lighten its debt burden further failing an agreement
with the IMF on structural adjustment of the economy. The lack of adequate infor-
mation about petroleum-backed borrowing continues to be an obstacle to further dis-
cussions on renegoetiing Paris Club debt.
5. Significantarriers to U.S. Exports

Since the sharp decline of its coffee and diamond sectors, Angola's ability to im-
port has depended entirely on oil earnings and has been severely constrained by the
diversion of resources to military spending. The lack of customers with access to for-
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eign exchange to other with Angola's poor international financial reputation, pro-monts sizable challenges for US. suppliers of goods and services.
All imports are subject to licensing. In October 1995, the government announced

that import licenses would no longer routinely be granted after the fact. All im-
ported merchandise worth $5 000 or more-whether paid for in foreign currency or
not--must now be inspected Societe Generale de Surveillance (SGS) before the

Oda can be offloaded in Ango a. Import licenses are granted only to registered en-
brarisum of proven technical, commercial, and financial capacity, are issued on the
basis of a foreign exchange allocation and are restricted to imports of goods for
which the enterprise is registered. To obtain a license, enterprises must present of.
fers of three foreign suppliers to the sectoral ministries and to the Ministry of Com-
merce. The approved oiler may be considered for an import license application
which, in turn, must be approved by the same ministries. Export of certain goods
are prohibited and special export regimes apply to several others. Re-exports of
goods other than capital goods and personal belongings are also prohibited. Restric-
tions apply to the exportation of products that are in short domestic supply. All
other exports are subject to prior licensing.

State-owned firms in some service industries have in the recent past attempted
to keep out foreign competition, sometimes with success. Foreign investment regula.
tions enacted since the late 1980's have aimed at opening more sectors to foreign
investment and at simplifying the process for potential investors. However, under
the Foreign Investment Law of September 1994, foreign investment is still prohib-
ited or limited in defense, law and order, banking, public telecommunications, en-
ergy, media, education, health, and transport. Direct investments in the oil sector
are encouraged. All capital transfers are subject to licensing and control. Dividends
and capital may be repatriated upon liquidation with the prior approval of the Min-
istry of Finance.

Angola is "off cover" for trade finance from the Export-Import Bank of the US.
(Ex-Im) because of the country's outstanding arrears of about $16 million and the
elevated business risk in Angola. However, specific projects in the oil sector in
Cabinda will be considered on a project-by-project basis by Ex-Im for support. The
Overseas Private Investment Corporation (OPIC) signed an investment incentive
agreement with Angola in 1994. OPIC lists Angola among the countries where its
investment finance and insurance programs are generally available. The US. De-
partment of Agriculture made $12 million in agricultural export loan guarantees
available to Angola for the purchase of U.S. agricultural products under the P.L.
480 Title I Program in 1995.

The U.S. government continues to prohibit the transfer of U.S.-origin lethal mate-
rial to all entities in Angola, and to prohibit by executive order the transfer of all
defense articles and petroleum products to UNITA. The US. has lifted the restric.
tion on the private transfer of U.S.-origin non-lethal defense articles to the Govern.
ment of Angola, with a presumption of approval of applications for export licenses
for such transfers.
6. Export Subsidies Policies

No export subsidy schemes currently exist.
7. Protection of U.S. Intellectual Property

Legislation passed in 1992 provides for patents, trademarks, and copyrights, but
the government does not have the resources to enforce these law.3. The small-scale
sale of counterfeited and pirated consumer goods does not significantly impact on
US. trade. The Republic of Angola joined the World Intellectual Property Organiza-
tion in 1985.
8. Worker Rights

a. The Hight of Association.-The constitution provides for the right to form and
jin trade unions, but the government does not respect this right in practice. The
liw requires labor unions to be recognized by the government. Government domi-
nates the labor movement through the National Union of Angolan Workers (UNTA),
the labor organ of the ruling MPLA. Restrictions on civil liberties effectively restrict
labor activity against the will of the government.

b. The Right to Organize and Bargain Collectively.-The constitution provides
workers the right to organize and to strike, and the law provides for collective bar-
gaining, but the government does not respect these rights in practice. Despite stated
commitments to decentralization and privatization the government continues to
dominate the economy through state-run enterprises. The Ministry of Public Admin-
istration, Employment and Social Security sets wages and benefits. Salaries for pub-
lic servants are set at the Minister's discretion. Salaries of parastatal employees are
based on profits of the previous year and loans available from the central bank. The
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law prohibits lockouts and worker occupation of places of employment and provides
protection for nonstriking workers. It prohibits strikes by military and police person-
nel, prison workers, and-firemen. The law does not effectively prohibit retribution
against strikers.

c. Prohibition of Forced or Compulsory Labor.--Current law authorizing forced
labor for breaches of worker discipline and participation in strikes has been cited
by the IL uas a violation of Convention 105. The government indicated in 1993 that
it planned to introduce legislation that would prohibit forced labor, but it had not
done so b~y November 1995.

d. Minimum Age for Employment of Children.-The legal minimum age for em.
ployment is 14. However, many younger children work on family farms, as domestic
servants and In the informal economy. Thousands more young children have been
conscripted into the Angolan Armed Forces and UNITA's guerrilla army.

e. Acceptable Conditions of Work.-The minimum wage is equivalent to less than
$1.00 per month and the average salary is the equivalent or approximately $6.00
per month. As a result, many wage-earners depend on the thriving informal sector,
subsistence farming, theft, corruption, or support from relatives abroad in order to
survive. A 1994'government decree established a 37-hour workweek. However, inad.
equate resources prevented the government from enforcing this standard and other
occupational health and safety standards. Workers cannot remove themselves from
dangerous work situations without jeopardy to continued employment.

f. Rights in Sectors With U.S. Investment.-U.S. investment in Angola is con.
centrated in the petroleum sector. Workers in the oil sector earn salaries far greater
than those in almost every other sector of the Angolan economy. Workers in the pe-
troleum sector have the same limit nations on the rights of association organization,
and collective bargaining as workers in other sectors of the economy. Ihe petroleum
industry does not employ under-age children.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... . ... ( )
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................... 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ......................................................... . 0

Wholesale Trade ..................................................................... 0
Banking .................................................................................... 0
Finance/Insurance/Real Estate .............................................. (1)
Services....................................... .(2)
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 576

'Suppmesed to avoid disclosing data of individual companies.
2 indicates a value between $-600,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Armlysis.

GABON

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 11996

Income, Production and Employment:
Real GDP (1989 prices)..... . . . . . . . . . . ........ 4,315.6 4,185.1 4,187.0
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Key Economic Indicators-Continued
[Millions of U.& dollars unile otherwise noted)

1993 901994

Real GDP growth (percent)....................
GDP (at current prices)' .......................
GDP by Sector.

Agriculture....................................
Industry .............. ...............................................
0i1..............oooeeeeeoeeeee.oo.ses. e ... .... 0.e eee..

N on-oil ..............................................................
Construction .....................................................
Se vices .............................................................

Real per capita GDP ('85 BPS).................
Labor Force (000s)..........................
Unemployment Rate (percent)..................

Money and Price (annual percentage growth):
Money Supply (M2)........................
Base Interest Rates3..........................
Personal Saving Rate.........................
Retail Inflation ..............................................
Wholesale Inflation...................
Consumer Price Index (1975=100)................
Exchange Rate (CFA/US$):

Offi cial ..............................................................
Parallel .............................................................

Balance of Payments and Trade:
Total Exports FOB'4.........................

Exports to USS.................................................
Total Imports CIF4 .. . . . . . . . . . . . . . . . . ......

Imports from US .........................
Aid from US. (US$ thousands)..................
Aid from Other Countries (US$ millions) ..........
External Public Debt........................
Debt Service Payments (paid)...................
Gold and Foreign Exchange Reserves.............
Trade Balance4  ......................... . . .. . . .. . . .. . . .. . . . . .

Balance with US ..........................

2.5
4,824.0

450.5
2,443.1
1,626.1

629.3
187.6

2,571.3
4,272.0

89.5
N/A

-4.7
11.5
22.0
1.3
4.0

286.7

283.0
N/A

2,113.7
1,148.2

835.2
48.2

168.0
53.0

3,358.4
119.0

5.0
1,278.5
1,100.2

-0.5 -0.02
3,854.0 3,655A8

326.6
2,150.7
1,558.4

456.2
136.0

1,484.9
4,127.0

91.0
N/A

36.0
12.0
N/A
48.2
35.0

400.8

530.0
N/A

2,367.2
1,150.2

700.5
85.0

390.0
81.0

3,574.0
463.7
63.3

1,666.7
1,065.2

330.0
2,1&o&.0
1,555.0

490.0
138.0

1,485.0
4,187.0

90.0
N/A

23.0
8.5

N/A
20.0
15.0

410.0

500.0
N/A

2,500.0
1,140.0

730.0
95.0

300.0
N/A

5,000.0
550.0

N/A
1,770.0
1,045.0

11996 Figures arf all estimates based on available monthly data in October 1996.
'3DPa at bctsr cost.
sFigures are actual, average annual Interest rates, not changes in them.43Merchaniise Trade.

1. General Policy Framework
The Gabonese economy is dominated by petroleum and miningproduction, which

together contribute over 40 percent of gross domestic product (GDP); oil is the key
variable (production is estimated at 360,000 barrels per day), as the petroleum in.
dustry generates 80 percent of Gabon's export earnings and nearly half of Govern.
ment-revenues. Although most finished goods are imported, there is some manufac-
turing in Gabon including a brewery, an oil refinery and factories which produce
plywood, pastics and cigarettes. The remaining manufacturing is concentrated in
the initial transformation of Gabon's raw materials (e.g., a uranium "yellowcake"
plant located adjacent to the uranium mine at Mounana in Southeastern Gabon,
and a petroleum refinery located at Port Gentil). The civil service accounts for over
10 percent of GDP by itself..A wide range of tertiary activities ranging from banking
to fegal and accounting services and business consulting also figure prominently in
the economy. The Gabonese Government has been facing fiscal crisis since 1986 be.
cause of decreased oil rices and relatively poor financial management. Large deft-
cits have led Gabon to turn to foreign creditors for financing.

Following the devaluation in 1994 of the CFA franc a World Bank/IMF debt re-
scheduling progam was adopted. This was followed by Gabon's sixth Paris Club
debt rescheduling, a ten-year agreement with the London Club of private creditors,
a World Bank economic recovery credit, and a credit from the African Development
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Bank for general budget support. Gaboi's performance during its one year standby
arrangement was judged to be good. Since then financial difficulties and the accu.
mulation of arrears worsened its credit a sanding with the IMF and the World Bank,
blocking conclusion of agreement on a three-year extended fund facility. Gabon's
failure to account prperly for oil revenue and the inadequacy of new laws relating
to the privatization of key parastatal enterprises continue to be major areas of con-
cern.
2. Exchange Rate Policies

As a member of the CFA Franc Zone Gabon has little flexibility in monetary and
exchange policies. The value of the 6FA franc is currently set at 100 CFA per
French franc. While this mechanism assures exporters and importers of the convert.
ibility of the currency, it ensures a fixed exchange rate vis-a-vis the French franc
only. Thus, it discriminates in practice against imports from outside France in that
prices for French goods can be mom readily anticipated and transactions with
France are simpler than those with other countries.

Although the CFA franc is fully convertible, the Central Bank exercises adminis-
trative control over foreign exchange transactions. Outflows of foreign exchange
must be justified with an invoice or other contractual document, which must be ac-
cepted by the Central Bank before commercial banks may complete the transaction.
Generally, these controls appear to be little more than an administrative formality,
and there are no known instances where exchange controls have been used to im-
pede the operations of U.S. firms.
3. Structural Policies

All products can be freely imported except sugar, an exception designed to protect
the Gabonese producer. Customs taxes a p our categories of goods:

Category 1: basic products--this list includes medicines, vaccines, and other
medical supplies, as well as rice and wheat. The tariff for Category 1 is 5 pct-
cent of CIF (cost insurance and freight) prices.

Category 2: raw materials-this category covers inputs ror the industrial sec-
tor. They are subject to a tariff of 10 percent of CIF prices.

Category 3: intermediate products--this category includes most food products
imported into Gabon. The tariff rate is 20 percent of CIF prices.

Category 4: consumer goods are subject to a tariff rate of 30 percent of CIF
prices.

Export taxes were abolished in 1994. The Government has been attempting to in.
stitute a charge for shipping on non-national vessels. An 18 percent value added tax
was put into effect in April 1995 for all companies with annual turnover exceeding
$400,000. Exempt from the VAT are newsp&pirs, eggs, milk, fresh fish, cooking oil,
sugar, rice and bread.

An import license is required for all imports exceeding 500,000 CFA francs (ap-
proximately $1,000) in vafue. Export licenses are also required. All goods entering
Gabon must have a bill of lading. Some goods enter Gabon duty free on a temporary
basis, such as equipment used in the crude oil sector (seismic vessels, drilling equip-
ment, etc.).

Importation of sugar is banned. In 1993, the Ministry of Interior issued a decree
banning the private-import of all firearms and munitions.

The Gabonese Government levies a personal income tax, a corporate income tax,
a value-added tax and customs duties on imports. The Government draws much of
its revenue from oil royalties. Newly founded small and medium-sized businesses
(SMBs) routinely receive tax holidays for up to five years, and the Government uses
similar incentives without discrimination by nationality to attract oil exploration
companies. The personal income tax is evaded widely. Customs duties have recently
been lowered, but collection is inefficient. In the past, some observers estimated the
annual loss in revenue due to fraud and smuggling to be as high as $100 million.
High inflation rates prompted the Government to impose price controls on certain
staples at the retail level in 1995.
4. Debt Management Policies

Gabon has experienced a sharp increase in its indebtedness since the inter-
national oil price drop of 1986. External debt rose from about $1.0 billion in 1985
to $3.5 billion in 1994 and is expected to reach $5.0 billion in 1995,119 percent of
projected real GDP. Gabon rescheduled its private debt with the London Club in
1987 and again in 1994. It has been to the Paris Club seven times, most recently
in December 1995. Since April 1995, Gabon has been negotiating with the IMF and
in November 1995 received a three-year arrangement at near commercial rates
under the extended fund facility, for a program to reform the economy, develop the
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private sector and privatize state-owned companies. Gabon still has a large over.
ang of external and domestic payment arrears.
Monetary policy is tight exercised through adjustments in the bank discount rate

of the eonal Central bank (BEAC), by ceilings on net lending, and by adjust-
ments in bank reserve requirements, Given the arrangements orthe Franc Zone,
monetary policy is not used as a tool for sectora1 policies and is largely neutral in
its effect on the competitiveness of US. exports.

The Government's history with the Panrs and London Clubs is mediocre consider.
ing the fact that Gabon has the highest per capita income in SubSaharan Africa.
Sched led payments of 30 billion CFA fiancs ($60 million) due to the Paris Club
governments by October 1995 have not been fully met.

Negotiations with the IMF have often been protracted, with key issues being the
Government's lack of fiscal discipline, the need for parastatal reforms and questions
surrounding the accounting for the country's oil revenues.
5. Significant Barriers to U.S. Exports

Decrees pursuant to the IMF standby in 1994 lifted prohibitions against import-
ing mineral water, household soap, cooking oil, and cement. The prices paid for
wheat and rice are subject to Government approval. The wheat market is under the
control of a French firm, SETUCAF, which is principal shareholder in Gabon's only
flour mill and which has an exclusive right to import wheat. The rice market is
more open, with several Asian brands available. US. rice has been imported suc-
cessfull-y, but faces a price disadvantage which excludes it from the mass market.
Technical and other standards tend to-be drawn directly from the relevant French
standards. Factors such as language, distance, culture, and historical ties to France
remain as practical barriers to U.S. trade.

Most U.. products sold in Gabon are marketed through Gabonese agents. Agents
often operate branches of major multinational firms, reporting to regional affiliates
headquartered in Europe. Examples are Tractafric (sellIng Caterpillar heavy equip-
ment), Motorola (represented by CFAO), and General Electric (represented by
SOGAFRIC). Other US. products are sold by small local firms with a single outlet
in Libreville.

Recognizing the need to attract foreign skills and technology to assist in the eco-
nomic development of the country, the Gabonese Government-has never imposed in-
trusive or discriminatory measures on the investments of foreign firme, which are
the mainstay of the petroleum industry. On April 15, 1994, Gabon signed the Multi.
lateral Investment Guarantee Agency (MIGA) Convention; MIGA is operated by the
World Bank.

The Gabonese Government does not always adhere to competitive bidding prac.
tices, and French technical advisers are well placed to steer contracts to French
firms. In the petroleum sector, the Government has organized seven bidding rounds
for exploration leases since the the mid-1980's, but it continues to sign contracts
outside the rounds, off-round deals are not reserved for French firms, however, and
U.S. firms have struck off-round exploration deals as well.

Customs procedures are slow and cumbersome, particularly since the introduction
of a new computer system. The burden, however, affects all suppliers equally, re-
gardless of nationality.
6. Export Subsidies Policies

Gabon's exports are almost exclusively of raw materials, not benefiting from sub-
sidies.
7. Protection of U.S. Intellectual Property

The Gabonese Government is not active in the WTO or in other international
trade fora and has not taken a comprehensive position on the intellectual property
aspects of the Uruguay Round. Largely for lack of enforcement capability, the Gov-
ernment turns a blind eye to the infrequent trademark violations. For example, US.
ethnic cosmetic brands are sought after in Gabon, but many of those available are
in fact "remanufactured' (i.e., diluted) versions which have been processed in Nige-
ria enroute to Gabon.
8. Worker Rights

a. The Right of Association.-Since reforms in 1990 ending the single party politi-
cal system, the Gabonese Labor Union Confederation (COSYGA) no longer has an
exclusive right to represent workers. Unions throughout the economy have pro-
liferated; in-some cases two or more unions compete for members in the same in us-

try. In addition, a second trade union confederation, the Gabonese Confederation of
Free Unions (CGSL) now competes with COSYGA and has made significant inroads
as a collective bargainer for industrial employees.

m w *Mý
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b. The Rightto Organize and Bargain Coilectively. -With the promulgation of the
constitution of 1991 t•e right of collective bargaining was confirmed. Before its for.
mral sage Gabonese workers had begun to bargain with management outside the
C GA framework as early as mid-1990.

c. Prohibition of Forced or Compulwy Labor.-The constitution of 1991 guaran-
tees the right to employment. The Labor Code of 1995 forbids forced labor-, despite
this, credible sources report cases of prisoners, most ofteu African expatriates, being
forced to provide unpaid labor.

d. Min~nwm Age for Employment of Children.-The Labor Code of 1978 sets a
minimum age of sixteen years for employment. UNICEF and other concerned orga.nizations have reported instances of the abuse of children as domestic or agricul.
tural help. Non-Gabonese children are most at rik.

e. Acceptable Conditions of Work.-Conditions of work in much of the formal sec.
tor in Gabon are reasonably good. Health and safety standards are in place but not
always observed; it Is not uncommonto see workers without hardhats or protective
footwear in some industrial plants. Most of the firms operating production facilities
in Gabon are subsidiaries of, or otherwise associated with European or US. compa-
nies and tend to follow European or U.S. standards. Conditions in the informal sec.
tor and in Gabonese SMBs Lie less uniform and less favorable for the workers. Gab-
onese authorities do not exercise effective monitoring of working conditions, pri.
marily for lack of enforcement capability.

f. Rights in Sectors With U.S. Investment.--US. investment is almost exclusively
in the petroleum sector. Worker rights and working conditions in US. firms are in
general better than those elsewhere in the economy, with more careful adherence
to safety standards.

Extent of US. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions o( U.S. dollars]

catesory Amount

Petroleum ................................................................................. 73
Total Manufacturing ....................................... 3

Food & Kindred Products.......................... 0
Chemicals and Allied Products ........................................... 3
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing........ .................... 0

W holesale Trade ...................................................................... (1)
B anking .................................................................................... (1)
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries..........................................0
TOTAL ALL INDUSTRIES .................................................... 82

1Suppfeesed to avoid disclosing data of individual companies.
Source: U.S. Department of Conmerce, Bureau of Economic Analysi.

GHANA

Key Economic Indicators
(Millions of U.S. dollar unless otherwise noted]

1993 1994 '1996

Income, Production and Employment:
Real GDP(1985 prices)s ................. . . . .. . . .. . . . . . .. . . .. .  716 523 500
Real GDP Growth (percent)s ............ . . . .. . . .. .. . . . .. . .  5.0 3.8 5.0
GDP (at current prices) 2 ................. . . . .. . . . .. . . . . . .. . . . 5,650 5,243 5,000
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Key Economic Indicators--Continued
(Millions of U.. doliarnunlee otherwise noted)

GDP by Sector.
Agriculture ....................................................... 2,373 2,116 1,975
Energy and Water ............................................ 102 100 97
Manufacturing,.................................................. 514 472 458
Construction ..................................................... 181 173 166
Rents.................................N/A N/A N/A
Financial Services ............................................ 215 199 187
Other Services .................................................. 1,802 1,694 1,604
Government, Health, Education ..................... N/A N/A N/A
Net Exports of Goods and Services ................. - 1,076 -737 -695

Real Per Capita GDP (1985 BPS)............... 48 34 31
Labor Force (1,000)............ .......... 5,800 5,900 6,000
Unemployment Rate ............................................ N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 32 40 30
Base Interest Rate (percent)4 ........... .. . .. . .. . . . .. . . . ..  35 30 41
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation (percent) ..................................... 27.7 34.2 66.9
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index (1977=100) ..................... 23,279 29,069 46,500
Exchange Rate (cedi/US$):

Official ............................................................... 822 1,050 1,400
Parallel .............................................................. N/A N/A N/A

Balance of Payments and Trade:
Total Exports FOB 6 ............................................. 1,064 1,227 1,350

Exports to U . ................................................. 209 198 200
Total Imports CIFW5 .............................................. 1,888 1,724 1,700

Imports From U.S ............................................ 215 124 150
Aid from U S......................................................... 63 50 45
Aid from Other Countries ............................ 384 375 375
External Public Debt .................................... 4,603.3 5,001.1 5,200
Debt Service Payments (paid) ............................. 332.0 336.0 N/A
Gold and Foreign Exchange Reserves ................ 420.4 592.9 N/A
Trade Balance 5 .......................... .. . .. . .. . .. . . .. . .. . . . . .. . .  -824 -497 -350

Balance With US.. .......................................... -6 74 50
11996 lgm a are all mtimata based on available monthly data in October 1996.
2 GDP at retrs cost.
sPerentage chanpo calculated in local current.4Figure are actual, average annual interest Me, not changes In them.5 Mechandlue trade.

1. General Policy Framework
Ghana operates in a free market environment under a civilian government headed

by elected President Jerry John Rawlings. Rawlings headed a "provisional" regime
from the end of 1981 until January 1.993 when democratic government under a writ.
ten constitution was restored. A popularly-elected parliament took office in January
1993. Opposition parties boycotted the parliamentary elections because of a belief
that the presidential election was fraudulent. An independent Judiciary acts as the
final arbiter of Ghanaian laws.

The government has nerally adhered to the reform measures of a Structural Ad-
justment Program (SAP) adopted in 1983 by the previous military government.
Ghana is a member of the WTO. In 1992, fiscal discipline was relaxed during the
run up to the presidential and parliamentary elections. A large public sector wage
increase resulted in a fiscal deficit and contributed to a worsening of inflation. Un.
disciplined spending by parastatals has also contributed to excessive monetary
growth and intensified inflationary pressures. The Bank of Ghana has been com-
pelled to pursue a high interest rate policy in an attempt to absorb excess liquidity
and contain inflation. Nonetheless, the inflation rate trended higher throughout
1995 and in September registered approximately 70 percent.
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The government's economic pro km has focused on the development of Ghana's
private sector which historically has been weak. Although the government says it
intends to privatize a significant number of state-owned enterprises, progress to
date has been slow.

Other reforms adopted under the SAP include the elimination of exchange rate
controls and the lifting of virtually all restrictions on imports. The establishment
of an interbank foreign exchange market has greatly expanded access to foreign ex-
change. The elimination of virtually all local production subsidies is further indica.
tion of the government's intention to move toward a market oriented economy.

Ghana relies heavily on donor assistance and received pledges amounting to $2.1
billion from the donor community for the two-year period beginning January 1
1994. The World Bank is the largest donor, offering assistance at an annual levef
of approximately $300 million In the form of sectoral and structural adjustment
credits. In June 1995 Ghana completed negotiations with the IMW on a new $245
million ESAF arrange ment. Future disbursements of assistance will depend on
Ghana'a making additional progress in the privatization program and on achieving
macroeconomic performance targets.
2. Exchange Rate Policies

The foreign exchange value of the Ghanaian cedi is established through the mech-
anism of an interbank market and foreign exchange is easily obtained. The foreign
exchange auction procedure was abandoned in 1992. As the demand for imports has
risen steadily, the government has allowed the cedi to depreciate. The cedi has de-
clined from 822 to 1 US dollar at the end of 1993 to approximately 1,400 to 1 US
dollar in November 1995. In general, the exchange rate regime in Ghana does not
have any particular impact on the competitiveness of U.S. exports.
3. Structural Policies

Ghana progressively wound down import quotas and surcharges as part of its
Structural Adjustment Program. Tariff structures are being adjusted in harmony
with the ECOWAS trade liberalization program. With the elimination of import li-
censing in 1989, importers now are merely required to sign a declaration that they
will comply with Ghanaian tax and other laws. Imported goods currently enjoy gen-
erally unfettered access to the Ghanaian market.

The government professes strong support for the principles of free trade. However,
they are also committed to the development of competitive domestic industries with
exporting capabilities. The Government is expected to continue to support domestic
private enterprise with various financial incentives. Ghanaian manufacturers seek
stronger protective measures and complain that Ghana's tariff structure places local
producers at a competitive disadvantage relative to imports from countries enjoying
greater rodu ction and marketing economies of scale. High local production costs
frequent boost the price of locally-manufactured items above the landed cost of
oods imported from Asia and elsewhere. Reductions in tariffs have increased com.

petition for local producers and manufacturers while reducing the cost of imported
raw materials.

The government repealed a 17.5 percent Value Added Tax shortly after its intro-
duction in March 1995. The tax resulted in widespread public protests and some
street violence. The government has reverted to several previously-imposed taxes,
including a sales tax, but it is not certain that it will now be able to achieve 1995
revenue targets.
4. Debt Management Policies

Persistent balance of payments deficits have resulted in a continuing increase in
foreign indebtedness. Swings in commodity prices, especially gold and cocoa, have
a dramatic impact on Ghana's export revenues. In 1994, gold accounted for 45 per-
cent of total export revenues while cocoa accounted for 26 percent and timber for
13 percent. On the import side capital goods are the largest category, followed by
intermediate goods, fuel and consumer goods.

Ghana's total external debt outstanding, including obligations to the IMW, cur.
rently totals aproximately $5.1 billion. This figure grew by 7 percent during 1994.
Outstanding obligations to the IMF under medium-term facilities stood at $745 mil.
lion at the end of the first quarter of 1995. At that time long-term debt outstanding
was about $3.6 billion (about 71 percent of total debt) of which $931 million and
$2.6 billion were owed to bilateral and multilateral institutions respectively. Ghana
cleared all external debt arrears in 1994. In June 1995 Ghana negotiated a new
$245 million ESAF arrangement with the IMF.

Ghana's external debt as a percentage of GDP has risen from 60.7 percent in 1992
to 76.8 percent in 1993 and to 90.3 percent in 1994. The debt service ratios were
25.1, 35."/and 27.4 for 1992, 1993 anZ 1994 respectively.
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5. Sionifcat Barriers to U.S. Export.
Import Licenses: Ghana eliminated its import licensing system in 1989. Ghana re.

tain. a ban on the importation of a narrow range of products that do not affect U.S.exports.

Services Barriers: The Ghanaian Investment Code proscribes foreign participation
in the following sectors: small scale wholesale and retail sales taxi and car rental
services with fleets of fewer than ten vehicles, lotteries, and barber and beauty
shope.

Standards, Testing, Labelling, and Certification: Ghana has promulgated its own
standards for food and drugs.'The Ghana Standards Board, the testing authority,
subscribes to accepted international practices for the testing of imports for purity
and efficacy. Under Ghanaian law, imports must bear markings In English identify-
ing the type of product being imported, the country of origin, the ingredients or com-
ponents, and the expiration date, if any. Non-complying goods are subject to govern.
ment seizure. The thrust of this law is to regulate imported food and drugs; how.
ever, by its terms the law applies to non-consumable imports as well. Locally manu.
factured goods are subject to comparable testing, labeling, and certification rt.iire-
ments.,

Investment Barriers: The Investment Code guarantees free transferability of divi.
dends, loan repayments, licensing fees and repatriation of capital. The Code also
provides guarantees against expropriation or forced sale and delineates dispute arbi-
tration processes. Foreign investors are not subject to differential treatment on
taxes, access to foreign exchange, imports or credit. Separate legislation treats in.
vestments in mining and petroleum and applies equally to foreign and Ghanaian in-
vestors. The investment code no longer requires prior project approval from the
Ghana Investment Promotion Center (GIPC).

Government Procurement Practices: Government purchases of equipment and
supplies are usually handled by the Ghana Supply Commission (the official purchas-
ing agency) through international bidding and, at times, through direct negotiations.Former government import monopolies have been abolished. However, parastatal
entities continue to import some commodities. The parastatals no longer receive gov-
ernment subsidies to finance imports.
6. Export Subsidies Policies

The Government of Ghana does not directly subsidize exports. Exporters are enti-
tled to a 100 percent drawback of duty paid on imported inputs used in the process-
ing of exported goods. Bonded warehouses have been established which a ow im.
porters to avoid duties on imported inputs used to produce merchandise for export.
7. Protection of U.S. Intellectual Property

After independence in 1957, Ghana instituted separate legislation for copyright
(1961) and trademark (1965) protection b,.sed on British law. The government
passed new copyright and patent legislation in 1985 and 1992 respective-ly. Prior to
1992 the patent laws of the United Kingdom applied in Ghana. Ghana is a member
of the Universal Copyght Convention the World Intellectual Property Oroaniza.
tion, and the English-speaking African Regional Intellectual Property Organization.
Rights holders have access to local courts for redress of grievances. Few infringe-
ment cases have been filed in Ghana in recent years. Ghana has not been identified
as a riority country in connection with either the Special 301 watch list or priority
watc list.

Patents: Patent registration in Ghana presents no serious problems for foreign
rights holders. Fees for registration by local and foreign applicants vary according
to the nature of the patent.

Trademarks: Ghana has not yet become a popular location for imitation designer
apparel and watches. In cases where trademarks have been misappropriated, the
pifce and quality disparity would be apparent to all but the most unsuspecting
buyer.

Copyrights: Local enforcement of foreign copyrights tends to be lax. The boot-
legging of computer software is an example of copyright infringement taking place
locally. There are no data available to quantify the commercial impact of this prac-
tice. The greatest impact on US. business in terms of lost sales and revenue stems
from the pirating of videotapes. Locally.pirated material, including feature films
shown in theaters, and bootlegged imports are both common. There is no evidence
of a significant export market-for Ghanaian-pirated books, cassettes, or videotapes.
8. Worker Rights

a. The Right of Association.-Trade unions are governed by the Industrial Rela-
tions Act (IRA) of 1958, as amended in 1965 and 1972. Organized labor is rep-
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resented by the Trades Union Congress_(TUC), which was established in 1958. The
IRA confers power on government to refuse to register a trade union, however this
right has not been exercised by the current government or the previous military re-
gime. Civil servants have their own union, the Civil Servants Association, which op.
erates outside of the TUC umbrella. Government employees of several different de-
partments and agencies went out on strike in 1995 without government retribution.
No union leaders have been detained in recent years, nor has the right of workers
to freely associate otherwise been circumscribed.

b. The Right to Organize and Bargain Collectively.-The IRA provides a frame.
work for collective bargaining and protection against anti-union discrimination.
Trade unions engage in collective bargaining for wages and benefits with both pri-
vate and state-owned enterprises without government interference. The government,
labor and employers negotiate together, however, through a tripartite commission.
The law requires employers found guilty of antiunion discrimination to reinstate
worker fired for union activities. The IRA provides a mechanism for conciliation and
arbitration before unions can resort to job actions or strikes.

c. Prohibition of Forced or Compuisory Labor.--Ghanaian law prohibits forced
labor and it is not known to be practiced. The International Labor Organization
(ILO) continues to urge the government to revise legislation that permits imprison-
ment with an obligation to perform labor for offenses that are not countenanced
under ILO Convention 105, ratified by Ghana in 1958.

d. Minimum Age for Employment of Children.-Labor legislation in Ghana sets
a minimum employment age of 15 and prohibits night work and certain types of
hazardous labor for those under 18. The violation of child labor laws is common and
young children of school age can often be found during the day performing menial
tasks in the agricultural sector or in the markets. Observance of minimum age laws
is eroded by local custom and economic circumstances that encourage people to be.
come wage earners at an early age. Inspectors from the Minist of Employment
and Social Welfare are responsible for enforcement of child labor laws. Violators of
lawsprohibiting heavy labor and night work by children are occasionally punished.

e. Acceptable Conditions of Work.-In 1991 a Tripartite Commission composed of
representatives from government, organized labor, and employers established mini-
mum standards for wages and working conditions. The daily minimum wage com-
bines wages with customary benefits such as a transportation allowance. The cur.
rent daily minimum wage is 1,200 CEDIS (approximately $1.00). This sum does not
permit a single wage earner to support a family and frequently results in multiple
wage earners and other family-based commercial activity. By law the maximum
workweek is 45 hours, but collective bargaining has established a 40 hour week for
most unionized workers.

f. Rights in Sectors With U.S. Investment.-U.S. investment in Ghana is con-
centrated in the primary and fabricated metals sector (aluminum smelting and gold
mining), food and related products (tuna canning), petroleum marketing and tele-
communications. Labor conditions in these sectors do not differ significantly from
the norm, save that wage scales in the metals and mining sector are suL stantially
higher than elsewhere in the Ghanaian economy. U.S. firms have a good record of
compliance with Ghanaian labor laws.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total Manufacturing ...................................................... ()

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products .......................................... . 0
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................ .0
Other M anufacturing ........................................................ 0

Wholesale Trade ...................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate ............................................. 0

22-970 96-2
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Extent of U.S. Investment in Selected Industrics.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994-Continued

(Millions of U.S. dollars]

Category Amount

Services......................................................................0
Other Industries ............................................... (1)
TOTAL ALL INDUSTRIES ................................ 143

'S uppressed to ovoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

KENYA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1982 prices)2 .................. . .. . .. . . .. .. . . . .. . .  1,498 1,595 1,678
Real GDP Growth (percent) . . . . . . . ...... . . . .. . .. ..  0.1 3.0 5.0
GDP (at current prices)2 .................. .. . .. . .. . .. . . . . .. ..  4,658 5,744 6,043
GDP by Sector:
Agriculture.............................1,219 1,580 1,660
Energy and Water ............................................ 40 60 64
Manufacturing .................................................. 626 617 666
Construction ..................................................... 142 270 280
Rents...............N/A N/A N/A
Financial Services ............................................ 401 733 780
Other Services .................................................. 6506 1,083 1,137'
2Govt, Health and Education .......................... 460 935 972
Net Exports of Goods and Services ................. -131 -94 -150

Real Per Capita GDP ('82 BPS) .................... 55 63 85
Labor Force (000s) ............................................... 11,800 12,300 13,160
Unemployment Rate (percent) ............................ N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 26.0 31.0 35
Base Interest Rate 4 ...................... .. . .. . .. . . .. . .. . . . .. . ..  27.0 19.0 21
Personal Saving Rate .......................................... 20.0 15.0 12
Retail Inflation ........... 40....................0 N/A N/A N/A
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... 46.0 28.8 6.2
Exchange Rate (KSh/USD-Annual Average) ... 65.0 55.0 56.0

Balance of Payments and Trade:
Total Exports FOB 5 ....................... .. . .. . . .. . . .. . . . . . . .. .  1,186 1,482 1,769

Exports to U.S .................................................. 53 109 120
Total Imports CIFs .............................................. 1,493 2,043 2,699

Imports from US.............................................. 104 170 175
Aid from U.S.6 . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 32 36 35
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 6,300 6,700 6,900
Debt Service Payments (paid) ............................. 436 450 480
Gold & Foreign Exch. Reserves .......................... 150 506 550
Trade Balance 5 ........................... . . . .. . .. . . .. . . .. . . .. . . .. . - 575 -620 - 500

Balance with U.S.s ........................................... -51 -117 -60
11996 figures are all estimates based an January-October data.
J1GDP at factor cost.
SPercentage changes calculated in Kenya ahillinsa.4Flgurea are actual, average annual interest rates, not change in them.
# Merchandise trade.
eEmergency food aid is not included.
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1. General Policy Framework
Kenya's economy is basically agricultural, with a small industrial base. Agri.

culture contributes 26 percent to Gross Domestic Product (GDP), provides 75 per-
cent of total employment and 55 percent of export earnings. The main foreign ex-
change earners are coffee, tea horticulture and tourism. The industrial sector
which accounts for 14 recent ot GDP, is dominated by import substitution-oriented
industries, many of which are agro-based and highly dependent on the domestic
market and neighboring countries. The public sector, though declining, absorbs over
40 percent of all formal sector wage employees and 35 percent of total investment.

Kenya's current policy framework emphasizes the role of the free market. Fea-
tures of the economy include the use of market-based pricing incentives, a liberal
investment code, and a newly liberalized foreign exchange system. Kenya is a mem-
ber of the World Trade Organization. Non-traditional areas which have the most po-
tential to augment incomes and employment include horticulture, manufactured ex-
ports and small-scale enterprises.

Under a structural adjustment program (SAP) supported by the World Bank and
the International Monetary Fund IMF) in 1993-95 the government made substan.
tial progress in removing impediments to the development of a free market. Price
controls were abolished, import licensing requirements removed and the Kenya shil-
ling floated. The outcome has been a significant opening of the domestic market to
international competition. As a result of these economic reforms, the economy is on
the road to recovery after several years of near zero Frowth. GDP is expected to in-
crease by five percent in 1995, up from three percent in 1994.

The Central Bank of Kenya (CBK) acted swiftly in 1993 to mop up excess liquidity
and improve management of the financial sector. Starting in March 1993, the CBK
offered weekly sales of $125 million worth of Treasury bills with interest rates ris-
ing as high as 70 percent. By June 1995, weekly sales had fallen to $90 million and
rates to the mid-teens. The commercial bank cash ratio was raised steadily from 12
percent to reach 20 percent by the second half of 1994. A number of weak banks
and non-bank financial institutions were either closed or brought under statutory
management. Amendments to the country's banking bill signed into law in early No-
vember 1995 provide the CBK governor with additional powers to regulate the fi-
nancial services sector.

The government's efforts to combat inflation have been particularly successful.
From a high of 100 percent in July 1993, the government brought the month-to-
month rate of inflation down to 3.3 percent in October 1995. For all of 1995, the
average rate is estimated to be 6.2 percent. While deficit spending by the govern.
ment continues to create inflationary growth in the money supply, tight monetary
policy and an increased flow of cheap imports as well as goodharvests beginning
in 1994 have kept prices in line.

Meanwhile the budget deficit as a percentage of GDP is falling. According to offi-
cial figures, the government reduced the deficit from 6.5 percent of GDP in FY 1993/
1994 to 0.7 percent in FY 1994/1995. This has been despite a reduction in donor
assistance flows as compared to historic levels. The government's goal is to reduce
the deficit in FY 1995/1996 to zero. The Central Bank constitutes the source for
most deficit financing. Civil service salaries, representing nearly 70 percent of recur-
rent government expenditures, and money-losing parastatals such as the National
Cereals Board, have contributed in large part to deficit spending. Since July 1993,
nearly ten percent of the entire civil service has been retrenched, but the effort is
slowing. Likewise, although the government since 1991 has sold its interest in near-
ly 100 of the 207 parastatals designated as non-strategic, the most economically im-
portant enterprises, such as the national railroad, the port authority and the post
and telecommunication company, remain in government hands.
2. Exchange Rate Policies

From 1981-1993 the Kenya shilling was pegged to the IMF's special drawing
right (the Fund's unit of account). In October 1993, the government stopped fixing
the rate paving the way for a market-determined exchange rate. With the exception
of occasional open market operations to prevent overly rapid downward movement,
the Central Bank has since allowed the shilling to float. Foreign exchange reserves
improved substantially in late 1993 and much of 1994 to well over four months' im-
port cover because of a freer foreign exchange regime and large capital inflows due
to the attractive interest rates on Treasury bills. The reserve level declined, how.
ever, in 1995. This was mainly due to the CBK's decision to use part of its reserves
to pay outstanding external debt at a time when import demand was high and donor
aid flows curtailed.

Although the restrictive Exchange Control Act is still on the books (a government
bill to repeal the act is expected to pass before Parliament recesses in early Decem-
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ber 1995), most of the restrictions on the holding and transfer of foreign exchange
have been abolished. By ministerial decree, locafexporters may now use hard cur-
rency earnings directly to meet import requirements and remit dividends. Borrowing
restrictions on foreign and local firms from both domestic and offshore sources have
been eliminated. Expatriates are permitted to operate foreign currency accounts in
Kenyan banks. The government licensed the country's first foreign exchange bu.
reaus in early 1995 and announced a plan to make the Kenya, Uganda and Tanza-
nia shilling mutually convertible by January 1, 1996. Foreign investors may repatri.
ate earnings on new investments without CBK approval. Repatriation of profits on
p re-March 1994 investments are still subject to approval as are overseas transfers
by Kenyans of domestic funds in excess of $5,000.
3. Structural Policies

In November 1994, the last price controls, those on petroleum products, were abol.
ished. A government subsidy on the price of corn and two short-lived import bans
on selected agricultural commodities distorted prices in the second half of 1994 and
the first half of 1995. Although the bans did not include hard wheat, traditionally
a large US. export item, an anti-subsidy measure adopted in September 1994 did
discourage subsidized American wheat imports.

Kenya continued its tax modernization program in 1994 and 1995. Reforms in-
cludedthe introduction in 1994 of personal identification numbers for tax-related
transactions and the establishment in July 1995 of a central revenue authority to
enhance collection capabilities. Over the past two years, the government has stead.
ily increased the range of goods and services subject to the value-added tax (VAT).
VAT accounted for over 50 percent of domestic revenue in 1994. Effective January
1995, the government lowered the maximum personal income tax rate from 40 per-
cent to 35 percent. In 1994, it reduced the corporate tax from 37.5 percent to 32.5
percent. In June 1994, Kenya reduced the number of custom duty categories from
eight to seven. In June 1995, the number of categories was reducedto six. The max.
imum tariff fell in 1994 from 50 percent to 45 percent; and in 1995, the government
lowered the maximum rate to 40 percent.

Abolition of import licensing requirements, increased availability of foreign ex-
change, and the reduced role of marketing monopolies held by a number of
parastatals have improved the commercial environment. Producers no longer re-
quire large inventories of raw materials. Firms can program production and forecastsales more accurately. Shortages of inputs and basic consumer items have become
rare. These measures have, in turn, helped to improve the country's general invest.
ment climate. For the first time in more than four years, the country investment
level increased in 1994-by 13.4 percent. Remaining impediments to investment in.
clude inadequate government investment in infrastructure, particularly roads,
power and water, and widespread corruption. A growing population also strains the
government's ability to provide adequate social infrastructure particularly in public
health and education.

4. Debt Management Policies
For the first time in its history, at the end of 1993, Kenya had accumulated debt

arrears of $715 million. This prompted the government to seek a rescheduling of
outstanding official debt in January 1994. A multilateral agreement was concluded
under non-concessional terms which rescheduled arrears accumulated from Decem-
ber 1991-1993. Repayment was scheduled over seven years, starting with a grace
year in 1994 and ballooning to 25 percent in later years. Kenya did not seek a-Lon-
don Club rescheduling. Private arrears accumulated during the 1991-93 period (ap-
proximately $70 million) were sufficiently small that they could be repaid directly.

Kenya's stock of international debt was $6.7 billion in 1994. As a result of the
rescheduling, the government is required to pay $188 million in interest and to re-
deem $341 million in outstanding debt in 1995. Annual debt payments are expected
to remain in the $500-550 million range. This represents roughly four months of
exports and approximately 32 percent of GDP. The debt problem is compounded by
a hugo domestic debt, much of which consists of Treasury bills sold by the govern-
ment at high interest rates since 1993 to reduce the money supply.

Although adjustment programs are ongoing with the IMF and World Bank, the
last policy framework paper (PFP) was agreed in 1993. Finalization of a new PFP
and a new $200 million IMW enhanced structural adjustment facility has been held
up pending more government action on corruption. The proposed World Bank $50
million structural adjustment credit is under discussion. The next consultative
group meeting of all donors under the aegis of the World Bank in Paris has been
tentatively scheduled for January or February 1996.
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5. $tnicant Barriers to U.S. Exports
Foreign companies offering services in construction, engineering and architecture

may face discrimination when bidding for public projects. Life insurance companies
are required to have at least 33 percent loca ownership and general insurers must
reinsure 25 percent of their business with the state reinsurance company. All for.
eign films must be licensed by the national film company. Foreign lawyers wishin
to practice in Kenya are required to take a one-year course at the Kenya School 01
Law. Telecommunications is still largely controlled by the state monopoly. Commer.
cial power generation and distribution is also a monopoly of the national power and
lighting company and two other parastatals. In late 1995, however, the government
solicited bids for a build-own-operate program of private power generation.

Importation of animals, plants, and seeds is subject to quarantine regulations.
Specal labelling is required for condensed milk, paints, varnishes, and vegetable/
butter ghee. Kenyan law requires that all imports must be sold by metric weight
or metric fluid measure.

Aside from the insurance sector and various parastatal monopolies, there are no
statutory sectoral limits on direct foreign investment. In practice, however, the gov.
ernment strongly encourages joint ventures through the approvals process for local
and foreign investment. It is the stated policy of the Investment Promotion Center
to promote investment outside the two cities of Nairobi and Mombasa. New foreign
investors with expatriate staff are required to submit plans to phase them out. Local
authorities are also reluctant to grant licenses for small-scale commercial enter-
prises absent a Kenyan partner, lenyan law does not permit manufacturers to dis-
tribute their own products. Foreign equity investment on the Nairobi stock exchange
has been authorized since January 1, 1995. The limits were increased in mid-June
1995 to 40 percent combined foreign ownership and 5 percent individual foreign
ownership.

As a former British colony, U.K. firms dominate in the procurement of govern.
m imports. Sales of major import items are frequently tied to the source country
ndi.g official development finance. Government procurement is done through

Vender boards. Goods worth over $4,000 must be purchased through open tender.
Kenyan firms are entitled to a 10 percent preference (i.e., if the Kenyan bid is up
to 10 percent higher than a foreign bid, the Kenyan company will be awarded the
contract). Practice often differs from government regulations. The incidence of cor-
ruption is high. Tenders have frequently been awarded to uncompetitive firms in
which government officials have a significant interest. There are no conflict-of-inter.
est regulations. Some of the largest government contracts are awarded in secrecy.
The government's decision in 1994 to grant a $83 million contract for a new inter.
national airport at Eldoret without open bidding is the most recent example.

Customs procedures are overly detailed and-rigidly implemented with resulting
delays in clearing both imports and exports. Commodities imported into Kenya vaf-
ued in excess of $500 are subject to preshipment inspection, including price compari.
son by a government-appointed inspection firm for a 2 percent fee. Goods arriving
in Mdombasa without preinspection are subject to inspection at the port, for a fee
of 5 percent. Kenyan importers must use local insurance companies to insure im.
ports. Commercial banks are required to ensure that importers have submitted Im.-
port Declaration forms, invoices, a Clean Report of Findings, and a copy of the cus-
toentry form before releasing foreign exchange. Prior exchange approval must
be obtained for imports of machinery and equipment which are regarded as part ofequity capital or are purchased with borrowed funds. The Clean Report of Findings
is also required by authorized banks before a shipping guarantee can be issued.
6. Export Subsidies Policies

In September 1992, the Kenyan government enacted a dutyNAT remission facility
which allows exporters to purchase imported inputs duty-free. This facility is de-
signed to be less subject to corruption than the prior export compensation scheme.
There is no general system of4p erential financing, but sectoral government devel-
opment agencies in areas such as tourism and tea are supposed to provide cheap
funds to promote investment and exports by Kenyans.

The government has two major export institutions: the Export Processing Zones
Authority, which promotes investment through liberal tax incentives, and the Ex.
port Promotion Council, a public-private body which coordinates export promotion
activities. There are two private export processing zones (EPZs) in Nirobi, one of
which is open to investors, and one in Mombasa. They cater to over fifteen compa-
nies. A government-sponsored EPZ near Nairobi has recently commenced oper.
ations. The government is currently looking for funds to construct another in
Mombasa. The donor community also provides technical assistance to promote non-
traditional exports.

I ] [ • • ! [ !! ' !!, ' ,,!!!! !•, , ,! ,!• , • ,
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7. Protection of U.S. Intellectual Property
Kenyan laws on intellectual property are less than adequate and enforcement of

existing legislation is poor resulting in widespread piracy. The country is party to
the Paris Convention for the Protection of Industrial[ Property, the Patent Coopera-
tion Treaty, the Universal Copyright Convention and the Berne Convention. Kenya
is also a member of the World Intellectual Property Organization and the African
Regional Industrial Propery Organization. Protection of patents and trademarks iE
the responsibility of the Kenya-Industrial Property Office (KIPO). Copyrights are
handled by the Attorney General's office.

The Industrial Property Act of 1990 established KIPO and put it in charge of
granting patents and industrial property rights. KIPO also screens technology trans.
fer agreements and licenses. Patents are valid for seven years from the date of filing
and may be extended for 10 years. A law to extend the period of validity to conform
to the international period is expected to be introduced in early 1996.

Trademark protection is available from the Kenyan government for a period of
seven years. Upon application, the proprietor of the trademark may renew the reg-
istration for a period of 14 years when the original registration or the last renewal
expires. The first applicant for trademark protection is entitled to registration.

Piracy of books, music tapes, videos and computer software is widespread. In No-
vember 1995, Parliament passed a bill to amend the Copyright Act; it is with the
President for signature. The main objectives of the bill are to bring Kenyan law into
conformity, with the Berne Convention and to incorporate changes necessitated by
technological change, notably in the field of computers. The amendment specifically
defines computer programs to be within the Act.-Pirated sound recordings are large-
ly imported.

Inadequate intellectual property protection has discouraged U.S. investment and
trade in Kenya. This is particularly the case with videos, which enjoy virtually no
legal protection, but it is also true of industrial technology. The delays required to
obtain official sanction and a lack of confidence in speedy and fair resolution of com-
mercial disputes are major stumbling blocks.
8. Worker Rights

a. The Right of Association.-All workers are free to join unions of their own
choosing except for civil servants in the national government, including doctors, and
university academic staff. Approximately 350,000 workers or 20 percent of Kenya's
industrialized work force are union members. Except for the 150,000-strong Kenya
National Union of Teachers and four other small unions, all other unions belong to
the Central Organization of Trade Unions (COTU). Internationally, COTU is affili.
ated with the continent-wide Organization of African Trade Union Unity and the
International Confederation of Free Trade Unions. In theory, the Trade Disputes
Act permits workers to strike provided that 21 days have elapsed following the sub-
mission to the Minister of Labor of a written report detailing the nature of the dis-
pute. The military, police, prison guards and members of the National Youth Service
are precluded by law from striking.

b. The Right to Organize and Bargain Collectively.-While not having the force
of law, the 1962 Industrial Relations Charter, executed by the government, COTU
and the Federation of Kenya Employers, gives workers the right to engage in legiti-
mate trade union organizational[activities. Both the Trade Disputes Act and the
Charter authorize conective bargaining between unions and employers. Wages and
conditions of employment are established in the context of negotiations between
unions and management. In 1994, government wage policy guidelines which limited
salary increases were relaxed as were employers' ability to declare workers redun-
dant. Collective bargaining agreements must be registered with the Industrial
Court.

c. Prohibition of Forced or Compulsory Labor.-The constitution proscribes slav-
ery servitude, and forced labor. Under the Chiefs' Authority Act, however, a local
authority can require people to perform community service in an emergency but
there were no known instances of this practice in 1994 or 1995. People so employed
must be paid the prevailing wage. The International Labor Organization's (I [/)
Committee of Experts has found this provision of Kenyan law to contravene ILO
Conventions 29 and 105 concerning forced labor.

d. Minimum Age for Emplovment of Children.-The Employment Act of 1976 pro-
scribes the employment o (children under the age of 16 in any industrial undertak-
ing. The law does not apply to the aiIcultural sector, where about 70 percent of
the labor force is employed, or the children serving as apprentices under the terms
of the Industrial Training Act. Ministry of Labor officers are authorized to enforce
the minimum age statute. Given the high levels of adult unemployment and
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underemployment, the employment of children in the formal wage sector in violation
of the Employment Act is not a significant problem.

e. AcceptableConditions of Work.-In 1995, minimum unskilled worker salaries
averaged less than $30 per month. The normal work week, by law, is limited to 52
hours except for nighttime employees (60 hours) and agricultural workers (ex.
cluded). Non-agricultural employees receive a minimum of one rest day in a week,
one month's annual leave, and sick leave. By law, total hours worked (i.e., regular
time plus overtime), in any two-week period for night workers cannot exceed 144
hours; the limit is 120 hours for other workers. The Ministry of Labor is tasked with
enforcing these regulations, but reported violations are few. The Factories Act of
1951, which sets forth detailed health and safety standards, was amended in 1990
to encompass the agriculture, service and government sectors. Inspection of work
sites continued to improve. *Whistleblowers" are not protected, however. Kenya's
worker compensation regulations do not yet comply with provisions of ILO Conven.
tion No. 17.

f. Rights in Sectors With U.S. Investment.--There is significant U.S. investment
in petroleum (Caltex, Esso), food (Coca Cola, CPC), transportation equipment (GM,
Firestone) and other manufacturing sectors (Kiwi Brands, computer assembly).
Labor conditions are similar to those in other sectors of the economy. If there is any
notable difference, it is that working conditions in the U.S. firms are better than
the average.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

AmountCatepry

Petroleum ............. ,......... ........... .............
Total Manufacturing ............................... .......................

Food & Kindred Products ..................................................
Chemicals and Allied Products ...........................................
Metals, Primary & Fabricated ............... ..........
Machinery, except Electrical .............................................
Electric & Electronic Equipment .......................................
Transportation Equipment ................................................
Other Manufacturing .........................................................

Wholesale Trade ....... ......................................
B anking ...................................................................................
Finance/Insurance/Real Estate .............................................
S ervices ....................................................................................
Other Industries .....................................................................
TOTAL ALL INDUSTRIES ...............................................

I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

3
6
(1)
0
3

(1)
-1

40
27

1
(1)
(1)
(1)

0
131

NIGERIA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted] 1

1993 1994 1995

Income, Production and Employment:
Real GDP (1984 prices)2 ... . . . . . . . . . . . . . .......
Real GDP Growth (percent)" ......................
GDP (at current prices).......................
GDP by Sector:

A gricu lture ........................................................
Energy and Water.........................
M anufacturing ..................................................

4,542
2.3

37,023

1,730
558
688

4,600
1.3

40,795

1,397
550.5
313.6

N/A
2.6

N/A

N/A
N/A
N/A
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Key Eoonomic Indicators-CovtAnued
tMillims of U.S. dollars unless otherwise noted)i

1993 1994 1

Construction ..................................................... 127 91.8 N/A
Rents ................................................................. N/A 122.7 N/A
Financial Services ............................................ 3396 410 N/A
Other Services .................................................. 772 39.1 N/A
Government, Health, Education ................. 470 500.5 N/A
Net Exports of Goods and Services................. 832.8 666.6 N/A

Real Per Capita GDP (US$)s .............................. 48.84 48.0 N/A
Labor Force (millions) ......................................... 42.8 42.8 42.8
Unemployment Rate (percent) 4 . . .. . . . . . . 3.4 3.9 N/A

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 5,290.5 7,818.4 N/A
Base Interest Rate5 ..................... . .. . . . .. . . .. . . . . .. . . .. ..  27 21 35
Personal Saving Rate .......................................... 15.5 12- 15

15
Retail Inflation ..................................................... 57.2 57 60
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... 751.9 1,180.7 N/A
Exchange Rate (US$/naira-annual average).4

Official ............................................................... 0.04 0.05 0.05
Parallel .............................................................. 0.02 0.02 0.01

Balance of Payments and Trade:
Total Exports FOB 7 ............................................. 9,923 9,377 N/A

Exports to U.S .................................................. 3,301 4,430 N/A
Total Imports CIF'7 .............................................. 5,665 7,319 N/A

Imports from U.S .............................................. 891 509.2 N/A
Aid from US ........................................................ 23 13.5 12
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 28,700 29,440 N/A
Debt Service Payments (paid) ............................. 1,600 1,800 2,000
Gold and Foreign Exchange Reserves ................ 806 1,659 N/A
Trade Balance7 ........................... . . .. . . . .. . . .. . . .. . . . . .. . .  3,258 2,057 N/A

Balance with U.S ........................................... 4,410 3,440 N/A
'All dollar figures are based on oficial change rates and in some places reflect exchange rate fluctua.

tions and not internationally recognized development aseaasments.
S1996 figures are estimated based an January-June 1996 data.'In constant 1984 naira, GDP grew 2.3 and 1.3 percent in 1993 and 1994, while GDP per capita in ur.

rent dollars was $398 and $300.
4CBN figur; Embassy estimates 28 petoent employment.:Figure are actual average annual interest rates, not changes in rates.sOfficial •artan rate for grnmetn transitions is 22 naira/dollar while the government-authorised Au-

tonomous Foreign Eachanps lMrket rate in tle first half or 1996 averaged 80 nalrs/dollar.
7 Merchandise trade.

1. General Policy Framework
Nigeria is Africa's most populous nation and the United States' fifth largest oil

supplier. It offers investors a low-cost labor pool, abundant natural resources, and
the largest domestic market in Sub-Saharan Africa. However, it also suffers from
an autocratic military government, inadequate infrastructure, confusing and incon-
sistent regulations, and endemic corruption. Nigeria's crucial petroleum sector pro-
vides the government with over 90 percent of/all foreign exchange earnings and
about 80 percent of budgetary revenue. A riculture, which accounts for nearly 40
percent of GDP and employs about two-thirds of the labor force, is dominated by
small-scale subsistence farming. Nigeria is a member of GATT and acceded to the
WTO on January 1 1995.

After a period of relative fiscal austerity in the late 1980's, the Nigerian govern-
ment ran budget deficits of up to 12 percent of GDP beginning in 1990. The deficit
decreased to seven percent in 1994 and in 1995 the budget deficit is expected to de-
cline to two to five percent of GDP. The deficit reduction came about primarily
through austerity,.. foregoing governmentt projects and infrastructure mainte-
nance. International financial institutions' recommendations to further reduce the
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deficit include reducing large government fuel price subsidies (the official price of
gasoline was equivalent to about 55 cents per gallcn in November 1995)),shelving
a number of government projects which are of doubtful economic value, and reduc.
ing leakages from government income due to corruption.

Over the last several years, monetary policy has been driven by the need to ac.
commodxiate the government's budget deficit and a desire to reduce the inflationary
impact of the budget deficit on the economy. Deficits at the federal level have been
financed primarily by borrowing from the Central Bank of Nigeria (CBN), which
held 75 percent of the government's domestic debt at the end of 1994. Since the
Central Bank monetizes much of the deficit, budgetary shortfalls have a direct im-
pact on the money supply and on price levels, which have risen rapidly in recent
years.

Over the past two years, Nigeria has flip.flopped on economic policy. In conjunc-
tion with his 1994 budget announcement, Head of State General Sani Abacha an.
nounced the abandonment of most 1986 structural adjustment program reforms and
instituted tight government control over key economic variables. In response to the
economic downturn caused by those measures, in his 1995 budget announcement,
Abacha abandoned the tightly regulated economic policies enacted in 1994. Under
a new policy of "guided deregulation," the government of Nigeria has reopened the
Autonomous Foreign Exchange Market (AFEM), loosened controls on foreign invest-
ment, reduced tariffs and lifted bans on some imports.
2. Exchange Rate Policies

In 1995 Nigeria reversed its highly controlled foreign exchange regime instituted
in 1994. Under the Foreign Exchange Decree of 1995, the AFEM was reestablished,
allowing private companies to source foreign exchange at the parallel market rate
of 90 naira to the dollar in November 1995. The official exchange rate of 22 naira
to the dollar has buen retained for official government transactions. Companies can
once again hold domiciliary accounts in private banks, with account holders having
"unfettered" use of the funds. Foreign investors may bring capital into the country
without prior Finance Ministry approval may service foreign loans, and remit divi.
dends. Foreign exchange dealers are functioning, albeit with a limitation of $2,500
per transaction.
3. Structural Policies

As stated in the December 1989 Circular, "Industrial Policy of Nigeria," the Nige-
rian government maintains a system of incentives to foster the development of par-
ticular industries, to encourage firms to locate in economically disadvantaged areas,
to promote research and development in Nigeria, and to favor the use of domestic
labor and raw materials. The Industrial Development (Income Tax Relief) Act of
1971 provides incentives to "pioneer" industries, that is, industries deemed bene-
ficial to Nigeria's economic development. Companies given "pioneer" status may
enjoy a non-renewable tax holiday of five years, or seven years if the pioneer indus-
try is located in an economically disadvantaged area.

In 1995 Nigeria promulgated the Nigerian Investment Promotion Commission
(NIPO) Decree to replace the Enterprises Promotion Act. This decree liberalizes the
foreign investment regime, allowing 100 percent foreign ownership of firms outside
the petroleum sector (which is still limited to the existing joint-venture agreement
or production-sharing contracts with the Nigerian government). A foreign enterprise
may now buy shares of any Nigerian firm except those on the "negative list": pro-
duction of firearms, ammunition, narcotics, military and paramilitary wares and
accouterments. The Investment Promotion Decree provides for the creation of an In-
vestment Promotion Commission which will register companies for foreigners after
incorporation under the Companies and Allied Matters Decree of 1990. The decree
also abolishes the expatriate quota system (except in the oil sector) and prohibits
the nationalization or appropriation of a foreign enterprise by the Nigerian govern-
ment except for such cases determined to be in the national interest. The list of re.
served sectors (a holdover from the Enterprises Promotion Decree recently repealed)
has been one factor that has prevented the conclusion of a bilateral investment trea-
ty between Nigeria and the United States.

Nigeria has also promulgated a money laundering decree to introduce procedures
designed to inhibit this practice as well as a decree on Advance-fee Fraud, known
as "419 Schemes" after the so-numbered Nigerian law, to track methods of fraud.
The scope of 419 business fraud has brought international notoriety to Nigeria and
constitutes a serious disincentive to exporters since any international transaction
must be thoroughly vetted and confirmed.
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4. Debt Management Policies
Nigeria's foreign debt ballooned from $13 billion in 1981 to $24 billion in 1986,

when sharply lower oil revenues and continued high import levels created large bal-
ance of payments deficits. By the middle of 1996 external debt (not including ar.
rears) had reached $32 billion, more than Nigeria's entire gross domestic product.
Debt service due including payment of arrearages is projected to be over $8 billion
annually for the next several years.

In January 1992 in an effort to reduce its external stock of debt, the Nigerian gov-
ernment concluded an agreement with the London Club which gave commercial
banks a menu of options from which to choose in reducing Nigeria's commercial
debt. The menu included debt buy backs (currently at 40 cents to the dollar), new
money bonds, and collateralized par bonds. As a result of the agreement, Nigeria
was able to reduce its external debt by $3.9 billion, but the accumulation of arrears
on other debt (especially Paris Club debt) since that time has brought external debt
back to previous levels. Including arrears, official foreign obligations exceeded $40
billion as of November 1995.

During the period 1986 to early 1992 on the basis of a comprehensive structural
adjustment program Nigeria reached three standby agreements with the IMF. The
most recent of these was approved in January 1991 and expired in April 1992. Dis-
cussions with the IMF since then have failed to result in a now agreement.

Nigeria's most recent rescheduling agreement with the Paris Club expired at the
same time as its standby agreement with the IMF, and debt repayment obligations
have grown significantly. Nigeria's record on debt repayment meanwhile, has also
deteriorated. In 1992 Nigeria made debt service payments of 12.7 billion against in-
terest and principal payment obligations of $5 billion. Faced with similar obligations
in 1993, external debt service payments were only $1.6 billion, for 1994 debt service
payments were only $1.8 billion and the budgeted debt service payments for 1995
are $2 billion (of which less than half had been made by mid 1995). Although pre-
liminary discussions with the IMF and World Bank have begun on a Medium Term
Economic Program, no new rescheduling agreement will be reached until an IMF
program is in place again and a successful track record has been established.
5. Significant Barriers to U.S. Exports

Nigeria abolished all export licensing requirements and cut its list of banned im-
ports in 1986. However, as of November 1995, the importation of approximately 20
different items is still banned, principally agricultural items, fertilizer, and textiles.
These bans were initially implemented to restore Nigeria's agricultural sector and
to conserve foreign exchange. Although the bans are compromised by widespread
smuggling, the reduced availability of grains has raised prices for both banned com-
modities and locally produced substitutes. In addition, due to corruption, little of the
heavily-subsidized fertilizer reaches the farmers.

In 1995 Nigeria announced a new tariff structure which will be in force for the
next six years. The revision is aimed at narrowing the ranges of many customs du.
ties, increasing rate coverage in line with GATT/WTO provisions and retaining
fewer import prohibitions. The following products have been removed from the list
of banned commodities end are now subject to duty rates: rice, 100 percent duty;
day old chicks and parent stock, 5 percent; sparkling wines and champagne, 100
percent; fruits and fruit juices 75 percent; and jute bags, 45 percent.

In addition to rice, other U.S. products are hampered by tariffs as follows: sor-
ghum, 100 percent; cigarettes, 200 percent; cotton, 60 percent; wheat, 10 percent;
and passenger vehicles, from 30 to 100 percent. Meanwhile, a 35 percent across the
board reduction in import tariffs became effective on July 31, 1995, and is now being
implemented by Nigerian Customs, thus temporarily reducing the above listed duty
rates. This action came in the wake of representations from the business community
pointing out that even though tariffs were reduced somewhat in early 1995, customs
duty calculations are now made on the basis of 80 naira to the dollar, rather than
the official rate of 22 naira to the dollar as used in 1994. In October 1995 the Nige-
rian Ports Authority announced reductions in port charges of 60 percent in Lagos
and 70 percent at the Delta ports. Other import restrictions apply to aircraft and
ocean-going vessels. Guidelines mandate that all imported aircraft and ocean-going
vessels be inspected by a government authorized inspection agent. In addition, per-
formance bonds and offshore guarantees must be arranged before either down pay-
ments or subsequent payments are authorized by the Ministry of Finance.

Nigeria requires that an international inspection service certify the price, quan-
tity, and quality before shipment for all private sector imports. All containerized
shipments irrespective of value and all goods exported to Nigeria with a cost, insur-
ance and freight value greater than $1,000 are subject to preshipment inspection.



23

Nigeria generally uses an open tender system for awarding government contracts,
and foreign companies incorporated in Nigeria receive national treatment. Approxi.
mately five percent of all government procurement contracts are awarded to US.
companies.
6. Export Subsidies Policies

In 1976, the government established the Nigerian Export Promotion Council
(NEPO) to encourage development of non-oil exports from Nigeria. The Council ad.
ministers various incentive programs including a duty drawback program, the ex.
port development fund, tax relief and capital assets depreciation allowances, and a
foreign currency retention program. The duty drawback or manufacturing in-bond
program is designed to allow the duty free importation of raw materials to produce
goods for export, contingent on the issuance of a bank guaranteed bond. The per-
formance bond is discharged upon evidence of exportation and repatriation of for.
eign exchange. Though meant to promote industry and exportation, these schemes
have been burdened by inefficient administration, confusion, and corruption, causing
great difficulty and in some cases losses to those manufacturers and exporters whoopted to use them.

The NEPC also administers the Export Expansion Grant Program, a fund which
provides grants to exporters of manufactured and semimanufactured products.
Grants are awarded on the basis of the value of goods exported, and the only re-
quirement for participation is that the export proceeds be repatriated to Nigeria.
Though the grant amounts are small, ranging from two to five percent of total ex-port value, they appear to be subsidies as designated by GATT, and may violate
GATT rules.
7. Protection of U.S. Intellectual Property

Nigeria is a signatory to the Berne (copyright) Convention, the Universal Copy-
right Convention and the Paris (industrial property) Convention. The country be-
came a member of the World Intellectual Pr6perty Organization (WIPO) in January
1995. Cases involving infringement of non-Nigerian copyrights have been success-
fully prosecuted in Nigeria, but enforcement of existing laws remains weak, particu.
larly in the patent and trademark areas. Despite active participation in inter-
natonal conventions and the apparent interest of the government in intellectual
property rights issues, little has been done to stop the widespread production and
sale_ of pirated tapes videos, computer software and books in Nigeria.

The Patents and design Decree of 1970 governs the registration of patents, and
the Nigerian Standards Organization is responsible for issuing patents, trademarks
and copyrights. Once conferred, a patent gives the patentee the exclusive right to
make, import, sell, use the products or apply the process. The Trademarks Act of
1965 governs the registration of trademarks. Registering a trademark gives its hold.
er the exclusive right to use the registered mark for a particular good or class of
goods.

The Copyright Decree of 1988, based on WIPO standards and U.S. copyright law,
currently makes counterfeiting, exporting, importing, reproducing, exhibiting, per.
forming, or selling any work without the permission of the copyright owner a crmi-
nal offense. Progress on enforcing the 1988 law has been slow. The expense and
length of time necessary to pursue a copyright infringement case to its conclusion
are drawbacks to the prosecution of such cases.

In the past, few companies have bothered to secure trademark or patent protec-
tion in Nigeria because it is generally considered ineffective. Losses from poor intel-
lectual property rights protection are substantial, although the exact cost is difficult
to estimate. The majority of the sound recordings sold in Nigeria are pirated copies
and the entire video industry is based on the sale and rental of pirated tapes. sat-
ellite signal piracy is also common. Violation of patents on pharmaceutical is also
a problem. The International Intellectual Property Alliance estimated that U.S.
companies lost $39 million in 1988 due to copyright piracy, excluding losses from
computer software.
8. Worker Rights

a. The Right of Association.-Nigerian workers, except members of the armed
forces and employees designated essential by the government, may join trade unions
and may strike. Essential employees include firefighters, police, employees of the
Central -Bank, the security printers (printers of currency, passports, and government
forms), and customs and excise staff. Nigeria has signed and ratified the Inter.
national Labor Organization's (ILO) Convention on Freedom of Association. How-
ever, the government has decreed a single central labor body, the Nigerian Labour
Congress NLW), and deregistered other unions. Under Nigerian la or laws, any
nonagricultural enterprise which employs more than 50 employees is obliged to rec-
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ognize trade unions and must pay or deduct a dues checkoff for employees who are
members. However, the government has threatened to withdraw the dues checkoff
provision and make the payment of union dues completely voluntary if unions pur-

sue strikes. As a result of the government's failure to abide by I LO conventions to
which it has subscribed concerning worker rights and freedom of association, it is
currently subject of an ILO "special paragraph censuring the Nigerian rverrment.

b. The Right to Organize and Bargain Collectively.-The labor laws of igeria per-
mit the right to organize and the right to bargain collectively between management
and trade unions. Collective bargaining is common in many sectors of the economy.
Nigerian labor law further protects workers against retaliation by employers for
labor activity through an independent arm of the judiciary, the Nigerian Industrial
Court, which handles complaints of anti-union discrimination. The NWC has com-
plained, however, that the Nigerian judicial system's slow handling of labor cases
constitutes a denial of redress to those with legitimate complaints. The government
retains broad authority over labor matters, and can intervene forcefully in labor dis.

plutes which it feels contravene its essential political or economic programs, as it did
in August 1994 when the Nigerian government dismissed the executive councils of
tne NLC and the two leading petroleum sector unions and replaced them with "ad-
ministrators". The administrators remain in control pending national executive
council elections to be held at a yet unspecified date.

c. Prohibition of Forced or Compulsory Labor.-The 1974 Labor Decree and the
1989 Constitution prohibit forced or compulsory labor. While this prohibition is gen-
erally observed in practice, forced labor has been used in some community clean-
up projects. The I LO has noted that with the 1989 Constitution suspended, Nigeria
may not be able to enforce the ILO c onvention Against Forced Labor in the absence
of constitutional guarantees.

d. Minimum Age for Employment of Children.-Nigeria's 1974 Labor Decree pro-
hibits employment of children under 15 years of age in commerce and industry and
restricts other child labor to home-based agricultural or domestic work. The law fur-

ther stipulates-that no person under the age of 16 may be employed for more than
eight hours per day. The decree allows the apprenticeship of youths aged 13 to 15
under specific conditions. The government does not specifically regulate service of
apprentices over the age of 15. Primary education is compulsory in Nigeria, though
rarely enforced, and recent studies show declining enrollment due mainly to the con-
tinuing deterioration of public schools. This lack of sufficient public school infra.
structure has forced more children into the employment market.

e. Acceptable Conditions of Work.-Nigeria's 1974 Labor Decree established a 40
hour work week, prescribed 2 to 4 weeks of annual leave, set a minimum wage and
stipulated that workers are to be paid extra for hours worked over the legal limit.
The decree also states that workers who work on S'mndays and legal public-holidays
must be paid a full day's pay in addition to their normal wages. There is no law

prohibiting excessive compulsory overtime. The last government review of the mini-
mum wage, undertaken in 1991, raised the monthly minimum wage from 250 naira
to 450 naira ($20.45 in 1991 but only $5.19 in 1995). The 1974 Decree contains gen-

eral health and safety provisions. Employers must compensate injured workers and

dependent survivors of those killed in industrial acciddents. Enforcement of these

laws by the Ministry of Litbor has been largely ineffective.
f. Rights in Sectors With U.S. Investment.-Worker rights in petroleum, chemicals

and related products, primary and fabricated metals, machinery, electric and elec-

tronic equipment, transportation equipment, and other manufacturing sectors are

not significantly different from those in other major sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct

Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. 81
Total M anufacturing ............................................................... 81

Food & Kindred Products ................................................... . (1)
Chemicals and Allied Products ............................. 13

Metals, Primary & Fabricated .......................................... 3

Machinery, except Electrical ............................................. . 0

Electric & Electronic Equipment ..................................... 2

Transportation Equipment ................................................. (1)
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Extent of U.S. Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994-Continued

(Millions of U.&. dollars]

Catogory Amount

Other Manufacturing .......................................................... 2
Wholesale Trade ...................................................................... (1)
Banking .................................................................................... (1)
Finance/InsuranceWReal Estate .............................................. (1)Services ................... .......................................... (1)

Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 402

'Suppnssd to avoid disclosing data of individual cempanioe.
Sour=s U.S. Department of Commeme, Bureau ofE economic Analysis.

SOUTH AFRICA

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

199, 1994 19961

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 74.1 77.6 78.3
Real GDP Growth (Pct.) ............. ........................ 1.1 2.3 3-4.0
GDP (at current prices) ....................................... 105.7 123.8 130.1
GDP by Sector:

Agriculture ....................................................... .4.8 3.5 3.4
Mining and Quarrying ..................................... 9.2 6.5 3.1
Energy and Water ............................................ 4.3 3.2 2.5
Manufacturing .................................................. 24.5 16.4 16.9
Construction ..................................................... 3.4 2.1 2.0
Wholesale/Retail Trade .................................... 17.2 10.1 10.2
Financial Services ............................................ 17.2 10.3 10.6
General Government ........................................ 16.1 9.7 9.9
Net Exports of Goods and Services ................. 1.7 2.3 1.3

Real Per Capita GDP ........................................... 2,900 3,004 3,081
Labor Force (millions) (excluding former home.

lands)'2 ............................................................... 12.3 12.3 13.1
Unemployment Rate (percent) ................ .32.6 32.6 32.6

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 3.9 20.6 15.6
Prime Overdraft Rate (percent at year-end) ...... 16.9 16.3 18.5
Personal Savings Rate ......................................... 4.7 3.6 1.8
Producer Price Index ........................................... 6.6 8.2 310.9
Consumer Price Index ......................................... 9.7 9.0 310.6
Exchange Rate (rand/dollar-annual average): 4

Financial ........................................................... 4.3 4.5 N/A
Commercial ....................................................... 3.2 3.6 N/A
Unified ............................................................... N/A N/A 3.7

Balance of Payments and Trade.5
Total Exports FOB ............................................... 24.0 24.9 26.6

Exports to U.S .................................................. 1.6 1.2 1.2
Total Imports CIF ................................................ 18.0 21.2 25.6

Imports from U.............................................. 2.4 3.4 4.0
Aid from U.S. (US$ millions) .............................. 80 212 187
Aid from Other Countries ................................... N/A N/A N/A
External Public Debts ......................................... 2 27.8 N/A25.5
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Key Economic Indicators--Continued
[Billions of U.S. dollars unless otherwise noted)

1993 1994 1996

Debt Service Payments Paid6 ............................. 0.8 N/A N/A
Gold and Foreign Exchange Reserves ................ 2.4 3.1 3.5
Trade Balance ...................................................... 1.5 -0.6 -0.9

Trade Balance with U.S ................................... -0.8 -2.2 -2.8

'Figures for 1996 are year-end projetions based on second quarter statistics.
sAil estimates regarding population and unemployment are speculative due to incomplete census of home-

land populations.
IAs mentioned above, 1996 estimates are based on second quarter statistics. Because of a precipitous fall

in both consumer and producer prices beginning in April 1996, actual year-end figures are expected to be
considerably lower than those projected here.

4Prior to 1996, South Africa maintained an exchange rate for financial transactions and another for all
others. The dual exchange rate was eradicated under a unified rand in early 1996.

SAIl South African trade statistics include export and import data for the five member countries of the
Southern African Customs Union (SACU) (Le., Boswana, Lesotho, Namibia, South Africa, and Swaziland).
Trade within the SACU is not included.

IDuulng the apartheid era, debt estimates were kept secret by the South African government. The debt es-
timates cited here are recent estimates released by the South African Reserve Bank and reflect a consider.
able upward adjustment of unofIcial estimates from previous years.

1. General Policy Framework
South Africa is a middle-income developing country with an abundant supply of

natural resources, well-developed financial, legal, communications, energy, and
transport sectors, a stock exchange which ranks among the ten largest in the world,
and a modern infrastructure supporting an efficient distribution of goods to major
urban centers throughout the region. With nearly two years having passed since the
historic election of President Nelson Mandela in the country's first multi-racial elec-
tions, South Africa remains the most advanced, broadly-based, and productive econ-
omy in Africa, with a Gross Domestic Product (GDP) nearly four times that of
Egypt, its closest competitor on the African continent.

Despite a decades-long era of apartheid policies which ensured the inefficient useof human resources under investment in human capital, labor rigidities, large budg-
etary outlays for duplicate layers of government and facilities, extensive govern.
mental interference in the economy, and a lack of foreign investment, resource in-
puts, and imported goods borne of international sanctions, the new South Africa
now features an economy in a strong period of recovery. After more than four years
of negative real GDP growth, the South African economy responded in 1993 with
1.1 percent real growth. The election of President Nelson Mandela in early 1994_saw
an even greater improvement with 2.3 percent real growth for year-end 1994. Esti-
mates for 1995 growth hover between three and four percent and most economists
predict 1996 growth in excess of 3.5 percent. All economic sectors, with the excep-
tion of the mining industry, which is plagued by labor unrest and the mining of low-
grade ore, have shared in this economic recovery. Nonetheless, the South African
economy must strive for growth between five and ten percent to offset rapid popu-
lation growth estimated at 2.4 percent per annum.

A primary objective of President Mandela's Government of National Unity (GNU)
has been to address the historical inequities ir political, economic, and social oppor-
tunities between black and white South Africans bequeathed by apartheid era re.
pimes. While much remains unfinished in eliminating apartheid's legacy and meet-
ing the black community's aspirations, some progress has been made in reducing
economic distortions caused by past racial policies. Legal restrictions which pre-
vented black South Africans from owning businesses, obtaining skilled jobs, or living
in major urban centers have been eliminated. Black trade unions have been recog.
nized and spending on socio-economic development for blacks, including education
and health care, has increased substantially. Nonetheless, the disheartening effects
of apartheid-era policies, particularly the %bantu" education system, will be felt for
years to come.

The new South African government has already taken steps to address many
structural problems within the South African economy. Over the last decade, quan-
titative credit controls and administrative control of deposit and lending rates have
largely disappeared. The South African Reserve Bank now operates in much the
same way as Western central banks, influencing interest rates and controlling li-
quidity through its rates on funds provided to private sector banks, and to a lesser
degree throug the placement of government paper. In the past four years, restric-
tive monetary policy through the maintenance of relatively high central bank lend-



27

ig rates has curbed domestic spending on imports and reduced inflation to its low.
est rates in twenty years.

Although South Africa has traditionally pursued conservative fiscal policies,
apartheid-era government deficit expenditure on large military outlays, subsidies to
domestic industries, and duplicate bureaucracies for-black and white South Africans
led to the creation of a sizable debt. The exercise of considerable fiscal constraint
by Mandela's Government of National Unity has sought to counter this trend and
has succeeded in limiting real government consumption expenditure to under 0.5
percent for the second consecutive year. The public deficit as a ratio of GDP has
accordingly declined from 8.6 percent in 1992, to 6.4 percent in 1993 and 5.8 percent
in 1994. Higher increases in revenues than expenditures accounted for these im.
proved deficit figures. Nonetheless, a public deficit of this level is still unsustainable
and, if maintained over the long term, could result in extremely high levels of gov-
ernment debt. As these levels represent double the global norm of three percent of
GDP, the deficit could become an increasingly powerful constraint on future govern-
mental policy.

The South African government primarily finances its debt through the issuance
of R150 denomination government bonds. To a lesser extent due to its adverse ef-
fect on reserves, the government has opted to finance some short-term debt through
the sale of foreign exchange and gold reserves. As a corllary of its restrictive finan-
cial policies, the South African government has not opted for financing deficit spend.
ing through loans from either domestic or international commercial banks.

2. Exchange Rate Policies
Under South African exchange regulations, the South African Reserve Bank

(SARB) has substantial control of foreign currency. Exchange controls are adminis-
tered by the SARB's Exchange Control Department and through commercial banks
that have been authorized to deal in foreign exchange. All international commercial
transactions must be accounted for through these "authorized" foreign exchange
dealers. In addition, the SARB is the sole marketing agent for gold, which accounts
for roughly 30 percent of export earnings. This provides the SARB wide latitude for
determining short-term exchange rates. Except for a period in 1987 when the SARB
followed an implicit policy of fixing the rand against the dollar, monetary authori.
ties normally allow the rand to adjust periodically in an attempt to stabilize exter-
nal accounts.

The severe strain of international sanctions on South African gold and foreign ex-
change reserves caused the South African government to reimpose in 1985 com-
prehensive exchange controls previously lifted in 1983. Among these controls was
the reinstitution of the dual exchange rate in which a more favorable exchange rate
applied to foreign investment flows and outflows (the financial rand) and a less fa-
vorable one to all other transactions (the commercial rand), to attract international
capital. Despite warnings from the South African Reserve Bank that the low level
of hard currency reserves necessitated continued inflows of long-term capital, the
Government of National Unity proceeded with its economic liberalization plans by
eliminating the financial rand under a unified exchange rate on 20 March 1995. As
a result, all foreign exchange transactions are now conducted through a unitary ex.
change rate.

Nonetheless, South Africa still maintains several exchange rate controls as a
hedge against capital outflows. A cautionary approach to further liberalization is the
most likely scenario as current South African foreign exchange reserves provide for
less than two months coverage of import demand. Most salient among the remaining
foreign exchange controls is the requirement that all South African nationals in.
tending to purchase foreign exchange apply for a license to do so with the South
African Reserve Bank. The South African government is more likely to approve for-
eign exchange purchases for investment abroad if the foreign partner of the South
African party conducts an asset swap, whereby an equivalent amount of foreign ex.
change is invested in South Africa by the foreign partner as collateral. Although do.
mestic as well as foreign business concerns have lobbied hard for the lifting of the
asset swap requirement, it is unlikely that the South African government will do
so until foreign reserve levels approach the three-month coverage level.

3. Structural Policies
Prices are generally market-determined with the exception of petroleum products.

Purchases by government agencies are by competitive tender for project or supply
contracts. Bidders must pre-qualify, with some preferences allowed for local content.
Parastatals and major private buyers, such as mining houses, follow similar prac-
tices, usually inviting only approved suppliers to bid.
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The primary source of government revenue in South Africa is income tax. Both
personal and corporate income tax rates are among the highest in the world. Al.
though the government planned to phase in both individual and corporate tax rates
through year end 1999, fiscal constraints have slowed plans to do so. In April 1993,
the South African government increased the Value Added Tax (VAT) rate from its
previous level of 10 percent to 14 percent in an effort to cover the shortfall in gov.
ernment revenues and meet the increasing expenditure mandated by the socio-eco.
nomic policies of the Reconstruction and Development a (RDP). In 1994, the
secondary corporate.tax on dividends was increased from 15 percent to 25 percent.
While maintaining the maximum personal income tax rate at 45 percent on incomes
in excess of R80,000 (about U.S. Dollars 22,000) for married taxpayers and R56,000
(about U.S. Dollars 15,000) for single taxpayers, the government did, however, im.
pose a "one-time" levy in 1994 of 5 percent on all income over R50,000 (about US.
Dollars 13,700)-both corporate and individual-to finance overruns associated with
the governmental transition. Although officials promised that this tax would be a"one-time only" assessment, rumors of a second levy have already surfaced.

On a more positive note, the South African government did undertake some meas-
ures in 1994 towards easing the tax burden on foreign investors, by reducing the
corporate primary income tax rate to 35 percent from its previous rate of 40 percent.
In addition the non-resident shareholders tax on foreign investors was scrapped ef-
fective 1 October 1995.
4. Debt Management Policies

In 1985, burdened with large capital outflows and intense pressure against the
Rand, and denied access to foreign capital by international sanctions, the South Af-
rican government declared a unilateral standstill on amortization payments to pri.
vate concerns. Interest payments, however, were continued, and amortization pay-
ments to international organizations and foreign governments were unaffected, obvi.
ating the need for a Paris Club rescheduling. The debt "standstill" was regularized
in an arrangement with private creditors in 1986. In 1990, South Africa and its pn.
vate creditors negotiated a third extension of that arrangement through the end of
1993. In September 1993, the government, with the consensus of South Africa's
major political parties, finalized a debt agreement with major western banks on $5.0billion worth of mostlyprivate debt caught inside the "standstill net.

Duringthe apartheidera, actual debt estimates were considered state secrets of
the South African government. Those debt estimates released by the government
and reported by international financial authorities during the apartheid years must,
therefore, be viewed with skepticism. With the election of Mandela's Government of
National Unity, the South African Reserve Bank has sought to redress this problem
and issue revised estimates of foreign and domestic debt. Although these revisions
reflect a significant upward adjustment of previous estimates, they, nonetheless, in-
dicate relative debt stability in recent years. At the end of 1994, the SARB reported
that total foreign debt amounted to $27.9 billion. The ratio of total foreign debt to
GDP has remained steady at around 22.9 percent over the past four years, while
interest payments as a percentage of total export earnings declined slightly from 6.6
percent in 1993 to 6.4 percent in 1994.

South Africa is a member of the World Bank and International Monetary Fund
(IMF) and continues Article IV consultations with the latter on a regular basis. In
December 1993, after 27 years of economic isolation, South Africa became an IMF
borrowing nation with an $850 million drought relief loan, which replenished South
Africa's strained foreign exchange reserves and normalized its international finan-
cial relations. South Africa is also currently engaged in technical discussions with
the World Bank regarding the possibility of sizable bank loans to assist with its am-
bitious RDP objectives.
5. Significant Barriers to U.S. Exports

Under the terms of the Import and Export Control.Act of 1963, South Africa's
Minister of Trade and Industry may act in the national interest to prohibit, ration,
or otherwise regulate imports. In recent years, the list of restricted goods requiring
import permitshas been reduced, but still includes such goods as foodstuffs, cloth-
ing, fabrics, footwear, wood and paper products, refined petroleum products and
chemicals.

Although the South African government eliminated the much maligned import
surcharge on all goods effective -1October 1995, in conformity with its World Trade
Organization (WTO) commitments, it still maintains a complex tariff structure. De-
spite public commitments to the simplification and eventual reduction of tariffs
within the WTO framework, the South African government plan has led, nonethe-
less, to an increase in some tariffs, including hikes of up to 180 percent on certain

"/
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steel products. While many goods enter duty-free and those subject to duty normally
pay at rates between 5 and 25 percent, some rates of tariff protection (especially
luxury items and automobiles) persist in excess of 60 percent. To be sure, the gov-
ernment remains publicly committed to its WTO obligations and simplification of
the tariff structure has yielded some success in reducing tariff barriers. One such
case is that of import duties on computer components which were lowered from 11.5
to 6.9 percent in September 1995.
6. Export Subsidies Policies

The primary subsidy regime of the South African government is the General Ex-
port Incentive Scheme (GEIS) through which South African exporting companies re.
ceive direct non-discriminatory cash subsidies based on the value of exports, the de-
gree of beneficiation or processing, and the local content of the exported product.
The GEIS was recently downsized in early 1995 and is expected to be eliminated
by the end of 1997. Under this most recent revision, subsidies for fully manufac-
tured products were lowered from 25 percent to 14 percent of export value on 1
April-1995, to 12 percent on 1 April 1996 and to 10 percent on 1 April 1997 until
the wholesale elimination of the program on 31 December 1997. Subsidies for par-
tially manufactured products dropped from 12.5 percent to 3 percent on 1 April
1995; to 2 percent on 1 April 1996; and to 0 percent on 1 April 1997. Subsidies on
raw materials and beneficiated raw materials were eliminated on 1 April 1995. In
addition, categorization of the various goods eligible for GEIS subsidies were re-de-
fined such that many goods previously defined as "partially manufactured" were
downgraded to "beneficiated" and so lost eligibility for subsidies.

Another export incentive of the South African government is the Export Market-
ing Assistance scheme (EMA) which offers financial assistance for the development
of new export markets, through financing for trade missions and market research.
Other subsidies include electricity and transport rebates for businesses located in
designated development corridors. Provisions of the Income Tax Act also permit ac-
celerated write ofis of certain buildings and machinery associated with beneficiation
processes carried on for export and deductions for the use of an export agent outside
South Africa.
7. Protection of U.S. Intellectual Property

Despite the existence of a comprehensive legal framework protecting intellectual
property rights (IPR) and membership in international protocols like the Paris Con.
vention for the Protection of Industrial Property, the Berne (copyrght) Convention
for the Protection of Artistic and Literary Works, and the Worid Intellectual Prop-
erty Organization (WIPO), South Africa has been the target of persistent complaints
from business and the International Anti-counterfeiting Coalition concerning the in-
tentional misappropriation by South Africans of internationally recognized trade.
marks. Such consistent misappropriation of internationally-known U.S. trademarks
ltd the U.S. Trade Representative to place South Africa on the Special 301 Watch
List as a country that denied adequate and effective 11I1 protection. An out-of-cycle
review of South Africa's IPR protection, originally scheduled to be completed by Sep.

-tember 1995, was recently delayed in order to continue monitoring developments by
South Africa to address several outstanding U.S. trademarks concerns pending in
South African courts.

To be sure, the South African legal framework provides comprehensive IPR pro-
tection on a par with most Western industrialized nations. In May 1995, the new
Trade Marks Act of 1993 replaced the Trade Marks Act of 1963, improving protec-
tion of internationally-known trademarks. Parliament also passed the Designs Act
of 1993 which introduced a registration system providing protection for design pro-
prietors for 10 years from the date of registration or issue, whichever is earlier. In
addition, the Patent Act of 1978 was most recently amended in 1988 to provide pat-
ent protection of inventions and innovations for a period of 20 years from the date
of filing, without extension. Other South African IPR laws include the Plant Breed-
er's Rights Act of 1976 and the Copyright Act of 1978 (amended in 1992).

Despite the volume of legal statutes protecting IPR, foreign firms continue to com-
plain of trademark and IPR infringements. In 1994-1995, a large number of inter-
nationally-known U.S. companies complained of IPR infringements, most notably in
the children's toys, franchise foods, and women's apparel sectors. Many of these
complaints focused on the problem of street vendors who pirate the trademarks of
internationally-known concerns. When a complaint has been lodged, the South Afri-
can government has enforced its laws by conducting raids on suspected pirates. A
more serious problem, however, exists where South Africans have registered well.
known foreign marks in anticipation of future investment by the foreign mark
owner.
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To date those U.S. firms seeking redress through the South African legal system
have not fared well. In one well-publicized nuisance trademark dispute involving an
internationally-known U.S. firm, a South African judge found the US. firm lacking
in intent to use the trademark and expunged its mark at the request of the Souti
African "nuisance registrant." Although the U.S. firm has appealed the case, (on the
grounds that apartheid-era sanctions prevented use of the trademark), legal au.
thorities found the ruling ominous for future IPR protection. Nonetheless, the South
African government has stated its strong support for and commitment to implement
fully its Trade-Related Aspects of Intellectual Property (TRIPs) obligations under
the World Trade Organization.

Another IPR concern is the extent of computer software piracy in South Africa.
The Business Software Alliance (BSA), a global body with active anti.piracy pro-
grams in over 50 countries, estimates that as much as 70 percent of South Africa's
software is pirated resulting in a net loss of over $56 million in revenue to com-
puter firms. In addition the U.S. motion picture industry reports that piracy, in-
cluding unauthorized public performances, video piracy, and Uparallel imports pose
a serious problem to doing business in South Africa. Likewise, U.S. pharmaceutical
firms operating in South Africa express similar concerns regarding "parallel im.
ports."
8. Worker Rights

a. The Right of Association.-Freedom of association is guaranteed by the interim
constitution and given statutory effect by the recently approved Labor Relations Act.
All workers in the private sector and most in the public sector-with the exception
of members of the National Defense Force, the National Intelligence Agency, and
the South African Secret Service-are entitled to join a union. Moreover, no em-
ployee can be fired or prejudiced because of membership in or advocacy of a trade
union. There are 201 registered trade unions and 47 unregistered trade unions, with
a total approximate membership of 3.4 million or 44 percent of the employed, eco-
nomically active population.

South Africa's largest trade union federation the Congress of South African Trade
Unions (COSATU) is formally aligned with the African National Congress (ANC)
and the South African Communist Party (SACP). Over 60 former COSATU members
serve in national and provincial legislatures and administrations. More COSATU
members will enter government with the conclusion of the November 1995 local
elections. The second largest trade union federation, the National Council of Trade
Unions (NACTU), while officially independent of any political grouping, has close
ties to the Pan Africanist Congress (PAC) and the Azanian Peoples Organization
(AZAPO).

The right to strike is also guaranteed in the constitution, and is given statutory
effect by the new Labor Relations Act. The LRA has established a simple procedure
for a protected strike, with the requirement that the dispute first be referred for
conciliation. If conciliation fails to resolve the dispute then a trade union is entitled
to engage in a legal strike. Such a strike is not liable to criminal or civil action.
The LRA does, however, permit employers to hire replacement labor for striking em-
ployees after giving seven days notice to the striking trade union.

The LRA also accords the right to strike to public sector employees, with the ex-
ception of essential services and the three components of the security services men-
tioned above. While this right was first asserted in the Public Sector Labor Rela.tons Act of 1993, the new L simplifies and rationalizes collective bargaining in
the public sector and the resort to industrial action.

The International Labor Organization (ILO) readmitted South Africa in 1994.
Originally an ILO member since its inception in 1919, South Africa withdrew from
the ILO in 1964. Following the reinstatement, the international labor conference re-
scinded its declaration concerning action against apartheid. There is no South Afri.
can government restriction against union affiliation with regional or international
labor organizations.

b. The Right to Organize and Bargain Collectively.--South African law defines
and protects the rights to organize and bargain collectively. The government does
not interfere with union organizing and generally has not interfered in the collective
bargaining process. The new LRA statutorily entrenches "organizational rights,"
such as trade union access to worksites, deductions for trade union subscriptions,
and leave for trade union officials, which will strengthen trade union ability to orga.
nize workers.

Several recently-created fora have served to strengthen and institutionalize the
role of collective bargaining in recent months. The creation of the National Economic
Development and Labor Council (NEDLAC), a tripartite negotiating forum, has
served to solidify the role of trade unions as social partners with government and
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business In the formation of economic and labor policy. In addition, the new LRA
creates workplace fora which will allow for better shopfloor communication between
management and labor over issues of work organization and production. To receive
statutory protection, these fora can only be initiated by trade unions in businesses
with more than 100 employees. It is hoped that these provisions will be expanded
in time to include workplaces with smaller workforces.

To further reduce the adversarial nature of South African labor relations, the new
LRA also created a Commission for Conciliation, Mediation, and Arbitration
(CCMA), which promises to play an aggressive, interventionist role in dispute reso-
lution before parties move to full-fledged strikes or lock-outs. In those instances in
which the CCMA is unable to resolve a dispute, the [IA permits its referral to the
labor court. It is expected that this will be a rarely' used option, however, as the
intent of the LRA is to reduce judicial intervention into labor relations and encour-
age negotiated resolution whenever possible.

South Africa has no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-Forced labor is illegal under the

interim constitution, and is not practiced.
d. Minimum Age for Employment of Children..-Employment of minors under age

15 is prohibited by South African law. The LRA, however, grants the Minister of
Welfare discretionary powers to permit employment of children under carefully de.
scribed conditions in certain types of work, such as in the agricultural sector. En-
forcement of child labor laws by the ministries of labor and justice, however, areweak and reactive depending largely upon complaints made against specific em-
ployers. As a result, use of child labor in the informal economy is quite common.

e. Acceptable Conditions of Work.-.-There is no legally mandated national mini-
mum wage in South Africa. Instead, the Labor Relations Act provides a mechanism
for negotiations between labor and management to set minimum wage standards in-
dustry by industry. To date, over 100 industries, including a majority of workers in
the manufacturing sector, are protected by the provisions of the act..In those sectors
of the economy not sufficiently organized to engage in the collective bargaining proc-
esses which establish minimum wages, the age Act grants the Minister of-Labor
the authority to set minimum wages and conditions. The Wage Act, however, does
not apply to farm or domestic workers.

Occupational health and safety issues remain a top priority of trade unions, espe.
cially in the mining and heavy manufacturing industries. Although government
focus on these issues has increased substantially (highlighted by the passage in
1993 of the Occupational Health and Safety Act), South African industrial and min-
ing processes are still considered hazardous by international standards. Parliament
is currently studying a Mines Commission of Inquiry on Health and Safety Issues
in the mining sector, to determine ways to improve existing mine health and safety
legislation.

Although current South African occupational health and safety laws require that
an employer not place employees at unreasonable risk, they do not give employees
the right to remove themselves from hazardous jobs. An employee who leaves a
worksite as a result of hazardous work conditions could face disciplinary action or
dismissal. It should be noted, however, that South African occupational health and
safety laws do provide protection from dismissal or reduction in salary/rank for
whistle-blowing workers who report or file complaints against unsafe working condi.
tions.

f. Rights in Sectors With U.S. Investment.--The workers rights conditions de-
scribed above do not differ from those conditions found in sectors with U.S. capital
investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... 623

Food & Kindred Products.......................... 35
Chemicals and Allied Products ........................................... 168
Metals, Primary & Fabricated ............................................ 57
Machinery, except Electrical .............................................. 122
Electric & Electronic Equipment ....................................... (1)

m am
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions of U.S. dollars]

Catqory Amount

Transportation Equipment ................................................. (1)
Other Manufacturing....... .. .. 185

W holesale Trade ...................................................................... 84
Bai n0ng . .................................................................. ... ...... 0
Finance/Insurance/Real Estate .............................................. (1)
Services.................................................................. 6
Other Industries ....................................................................... 39
TOTAL ALL INDUSTRIES .................................................... 1,044

'Suppruss.d to avoid disclosing daao.f• individual companies.
Source U.& SDepartmont of Comwce, Bureau of Economic Analysis.



EAST ASIA AND THE PACIFIC

AUSTRALIA

Key Economic Indicators
(Billions of U.S. dollars unless otherwise noted])1

1993 1994 19962

Income, Production and Employment:
Real GDP (1989-90 prices)$-............................... 262.8 297.4 310.8
Real GDP growth (percent) ................................. 3.9 5.4 3.1
GDP (at current prices) ....................................... 281.4 321.9 343.9
By Sector:

Agriculture ........................................................ 10.9 11.1 10.9
Energy and Water .......................................... -- 8.9 9.6 9.8
Manufacturing ................................................. 39.4 46.7 48.8
Construction ..................................................... 16.8 19.4 19.1
Ownership of Dwellings................................... 26.1 28.9 30.4
Finance, Property an Business Services ...... 32.6 36.0 38.7
Other Service,'................................................ 17.7 20.2 22.3
Gov't, Health, Education.s...... .............. 37.3 10.0 10.9

Net Exports of Goods & Services ........................ -0.2 -3.3 -2.0
Real Per Capita GDP (US$ 000's) ................... .14.9 16.7 17.3
Labor Force (000's)...........................8,619 8,775 9,003
Unemployment Rate (percent) ............................ 10.9 9.8 8.5

Money and Prices (annual percentage growth):
Money Supply_(M3) .............................................. 5.6 9.4 6.1
Base Interest Rate'............................................. 5.1 5.2 7.5
Personal Savings Ratio (percent) ........................ 3.4 3.8 4.2
Retail Price Index ................................................ N/A N/A N/A
Consumer Price Index ......................................... 1.9 2.6 4.0
Wholesale Price Index ......................................... N/A N/A N/A
Exchange Rate (ADI=U.S. cents) ....................... 68.0 73.2 73.8

Percentage Change ........................................... -8.1 -7.6 -0.8
Balance of Payments and Trade:

Total Exports (FOB) ............................................ 42.2 46.9 50.0
Exports to Us ...................................03.4 3.3 3.3

Total Imports (FOB)............................ .42.4 50.2 52.0
Imports from US ................................................. 9.0 11.0 12.0
Aiidfrom US........................................................ 0 0 0
Aid from Other Countries ................................... 0 0 0
Gross External Public Debt ................................ 66.6 74.7 76.0
Debt Service Payments (paid) ............................. 6.3 7.1 7.3
Gold & Foreign Exchange Reserves ................... 13.7 14.6 14.6
Trade Balance ...................................................... -0.2 -3.3 -2.0
Trade Balance with US...................................... -5.6 -7.7 -8.7

'Exchange rate fluctuations must be considered when analyzing data. Percentage changes are calculated in

R1996 figures are all estimates based on available monthly and quarterly data in November 1995.
$GDP at factor cost for base year indicated (1985 Data superceded).
4'OtheServieWt includes community, recreation, personal and other services.
iIncludes Government Administration and Defence, Education, and HIealth and Community Services.
GFigures are actual, average annual interest rates, not changes in them.
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1. General Policy Framework
Australia's gross domestic product (GDP) in 1995 was estimated to be $343.9 bil.lion. Real GDP is estimated to have grown by 3.1 percent in 1995, compared to

growth of 5.4 percent in 1994. As economic growth slowed to a more sustainable
rate in 1995, the unemployment level fell to a level between 8.0 and 8.5 percent,
while annual inflation rose to above 5 percent.

US. economic interests in Australia are substantial, including direct investment
worth approximately $26 billion and a bilateral trade surplus of approximately $8
billion.

Although in area Australia is the size of the contiguous United States, its domes-
tic market is limited by a small popuh'tion (18.0 million people). The production of
agricultural commodities and primary products is an important component of the
economy; Australia leads the world in wool production, is a significant supplier of
wheat, barley, dairy produce, meat, sugar, and fruit, and a leading exporter of coal,
minerals and metals, particularly iron ore, gold, alumina, and aluminum. Export
earnings are not well diversified; in 1994, primary products accounted for 57 percent
of the total value of goods and services exports.

To increase Australia's international competitiveness, the government has contin-
ued its longstanding effort to reduce trade barriers and deregulate large segments
of the economy.Privatization of government services at both the federal level (air-
lines, banks, telecommunications) and state level (water treatment, transportation,
electricity, banks) is being pursued. Trade reforms begun in June 1988 resulted in
an end to import quotas on all but textiles, clothing, and footwear, and lower tariffs
on most imports. Although the 20 percent preference given by the federal govern-
ment to Australian and New Zealand firms bidding on government contracts was
abolished November 1, 1989, and civil offsets in December 1992, some state and ter-
ritory governments continue to apply preferences in their contracts.

As part of its long term effort to reduce the size of the budget deficit, and as a
means of slowing the rate of economic growth to a level sustainable over the long
term the Australian Government presented a budget surplus for the fiscal year
(AFV) 1995-96. The surplus of $520 million (0.1 percent of GDP) was generated
mainly through asset sales (the largest being the sale of the government-owned air
line QANTAS) and an increase in the company tax rate. While the government may
have achieved its target of a budget surplus three yearsearlier than anticipated, the
actual 1996-96 surplus may be less than forecast; difficulties regarding the private
leasing of airports currently operated by the Federal Airports Corporation will cause
government revenue to fall below its projected level.

The money supply is controlled through an open market trading system of nine
dealers who act as a conduit between the Reserve Bank and the financial system.
Transactions may involve purchases, sales, or trade in repurchase agreements of
short-term Treasury securities. Depnding on liquidity conditions, the Reserve Bank
may bypass dealers and buy or sell short term Treasury Notes directly with banks
on a cash basis. Banks do not normally hold liquid deposits of any size with the
Reserve- Bank. Instead, they hold call-funds with the authorized dealers. If a bank
needs cash on a given day, it either borrows from other banks or withdraws funds
it has on deposit with the dealers. Under the above money supply control system,
foreign exchange flows and government deficits and credits have onTy limited impact
on the money supply. The government also uses interest rate changes to influence
the money supply. The last official government interest rate change was in Decem-
ber 1994, when the cash rate was raised by 100 basis points to 7.5 percent.

An original member of the WTO (the Australian government mtified the Final Act
in December 1994), Australia is a strong supporter of the Uruguay Round Final Act
liberalizing international trade. Australia also strongly supports liberalizing trade
within the Asia-Pacific region under the Asia Pacific Economic Cooperation (APEC)

forum's Bogor declaration call for free trade in the region by 2010/2020.
Current Australian Government economic policy has competing priorities to con-

tend with: the need to curb rising inflation and wages and the need to kickstart
stagnant employment growth. In addition, the current account is a significant influ-
ence on economic policy. In 1995, the current account deficit reached an estimated
$18.5 billion (5.3 percent of GDP), up from $15.5 billion (4.8 percent of GDP) in
1994. Otherwise, the Australian economy appears to have settled into a sustainable
annual growth path between 3 to 4 percent. The central debate in economic policy
for the first halt of 1996 will be the stance of monetary policy, which has remained
unchanged since December 1994.
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2. Exchange Rate Policies
Australian dollar exchange rates are determined by international currency mar.

kets. Official policy is not to defend any particular recharge rate level. In practice,
however, the Reserve Bank has a comfort range in mind when looking at exchange
rate movements. It is active in "smoothing and testing" foreign exchange rates in
order to provide a generally stable environment for fundamental economic adjust-
ment policies.

Australia does not have major foreign exchange controls beyond requiring Reserve
Bank approval if more than AD5,000 ($3,650) in cash is to be taken out of Australia
at one time, or AD50,000 ($36,500) in any form in one year. The purpose is to con-
trol tax evasion and money laundering. If the Reserve Bank is satisfied that there
are no liens aginst the money, authorization to take large sums out of the country
is automatic. The regulation does not affect U.S. trade.
3. Structural Policies

Pursuing a goal of a globally competitive economy, the Australian government is
continuing a program of economic reform begun in the 1980s that includes an accel.
erated timetable for the reduction of protection and microeconomic reform. Initially
broad in scope, the Australian government's program is now focusing on industry-
by-industry, microeconomic changes designed to compel businesses to become more
competitive.

The strategy has three principal premises: protection must be reduced; the pace
of reform needs to be accelerated; and industry must learn to do without high levels
of protection.

Towards those ends, a phased program to cut tariffs by an average of about 70
percent was begun July 1, 1988, and will be completed on June 30, 1996. Specifi-
cally, in approximately, equal phases, except for textiles, clothing, footwear and
motor vehicles, all tariffs will be reduced to 5 percent.Along with these measures,
some of the few manufactured products still receiving bounties (production sub-
sidies) are supposed to have those benefits reduced each year until the bounties ex-
pire. With an election due in early 199t%, however there is some consideration being
given to extending a few of the bounties beyond their currently programmed expira.
tion dates. The government's long anticipated innovation statement reportedly will
contain a final decision on the bounty question. The Urugulay Round agreements
will force faster-than-planned tariff reductions in only a small number of cases.

As noted in Section five (below), local content requirements on television advertis-
ing and programming and certain government procurement practices may also have
adverse effects on U.S. exporters and services industries.
4. Debt Management Policies

Australia's gross external public debt is estimated to be around $76 billion, or 22
percent of GDP. That figure represents 45 percent of Australia's gross external debt;
the remaining 55 percent is owed by the private sector. Gross interest payments on
public debt totaled $4.0 billion in AFY 1994/95, representing 5.6 percent of exports
of goods and services. Private sector debt service totaled $4.0 billion, an amount
equal to another 5.6 percent of export earnings. On an overall bais, therefore, Aus-
tralia's debt service ratio was 11.2 percent, down from AFY 1993/94's 13.4 per-
cent.Standard and Poor's general credit rating for Australia remained AA during
1995.
5. Significant Barriers to U.S. Exports

The U.S. enjoyed an estimated $8.7 billion trade surplus with Australia in 1995.
The U.S. is the number one source of imports in Australia, with a 22 percent share
of Australia's import market and a substantial share of the imported products pur-
chased by the government. The following Australian trade policies and practices af-
fect U.S. exports.

Licensing: Import licenses are now required only for certain vehicles, textiles,
clothing, and footwear. Licensing applied to these products is for protection but, ex-
cept for a small market among importers of used automobiles, has had little impact
on U.S. products.

Services Barriers: The Australian services market is generally open, and many
U.S. financial services, legal, and travel firms are established here. In 1992 the Gov-
ernment announced a complete liberalization of the banking sector and new foreign
banks are licensed to operate as either branches (for wholesale banking) or subsidi.-
aries (for retail operations). The Australian Broadcasting Authority (ABA), which
controls broadcast licensing, liberalized rules governing local content in television
advertising effective January 1, 1992. Under current rules, up to 20 percent of the
time usedTor paid advertisements can be filled with messages produced by non-Aus-
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tralians. Statistics covering 1992 (the latest available) indicate that approximately
8 percent of television advertisements broadcast in that year were produced abroad.

Dn January 1, 1990, local content regulations regarding commercial television
prormming entered into force. Beginning with 35 percent for 1990, the local con-
tent requirement increased by 5 percent per year until January 1, 1993. From that
date forward, 50 percent of a commercial television station's weekly broadcasts be-
tween the hours of 6:00 a.m. and midnight must be dedicated to Australian pro.
prams. Trade sources indicate that the content regulation did not have a substantial
impact on the amount of U.S.-sourced programming sold to Australian broadcasters,
as the mix of programming is driven by the market's preference for Australian
themes. The latest available statistics bear that out. According to the ABA, in the
two years before the local content requirement took effect, an average of 46 percent
of commercial stations' broadcasting time was devoted to imported p ammin.
During the 1992 broadcasting year, that figure fell marginally, to 44 percent. In
September 1995, the ABA completed a review of the broadcasting quota. It decided
to increase the local content requirement to 55 percent effective January 1 1996.

Regulations governing the development of Australia's Pay-TV system require that
channels carrying drama programs devote at least 10 percent of broadcast time to
new, locally produced programs. There is some speculation that the government may
increase that requirement to 15 percent in 1996.

State governments restrict development of private hospitals. Their motives are to
limit public health expenditures and to balance public/private services to prevent
saturation and overuse-major government fiscal concerns given that most medical
expenses for private hospital care are paid through government health progmrms.

Standards: In 1992 Australia became a signatory to th, GATT Standards Code
and now follows the WTO Agreement on Technical Barriers to Trade. However, it
still maintains restrictive standards requirements and design rules for automobile
p arts, electronic and medical equipment, and some machine parts and equipment.
Currently, all Australian standards are being rewritten to harmonize them where
possible to international standards with the objective of fulfilling all obligations of
the GATT Standards Code. State governments agreed in March 1991 to. cognize
each others' standards. As a result, state standards are being reviewed to harmonize
with federal standards.

Labeling: Federal law requires that country of origin be clearly indicated on the
front label of some products sold in Australia. Labels must also give the name and
address of a person in Australia responsible for the information provided on the
label. State rules requiring that mass or volume of packaging contents be expressed
on labels to the nearest five kilograms or milliliters are expected to be changed as
state standards are harmonized. -These and similar regulations are being reconsid-
ered along with other standards in light of compliance with WTO obligations, lack
of utility and effect on trade.

Motor Vehicles: Passenger vehicle tariffs currently 27.5 percent will drop to 25
percent on January 1, 1996 and will be drop to 15 percent on January 1, 2000.
Under automotive arrangements announced in March 1991, automobile manufactur-
ers may import duty free dutiable imported components up to a maximum value
equal to 15 percent of their automobile production in a given year. In addition
under terms of the export facilitation scheme, local manufacturers of vehicles and
automotive components can receive an offset on the tariff on finished vehicles they
import for sale in Australia in an amount equal to the value of their exports of vehi-
cles/components times the duty rate on the vehicles imported. Under the Motor Ve-
hicle Standards Act of August 1, 1989, the import of used vehicles manufactured
after 1973 for personal use is banned, except where the car was purchased and used
overseas by the buyer for a minimum of three months.Commercial importers must
apply for a "compliance plate' costing AD20,00O ($14,600) for each make of car im.
ported.Left-hand drive cars must be converted to right hand before they may be
driven in Australia. Only approved (licensed) garages are permitted to make these
conversions. Because of these requirements, only a small number of used cars are
imported into Australia eachyear.

Foreign investment: U.S. firms account for the largest single share of the stock
of foreign direct investment in Australia. In February, 1992 the government an-
nounced significant liberalizations opening the economy even further to foreign .n-
vestment, although Australia maintains an investment screening mechanism whch
discriminates against foreign investors. In the mining sector (excluding uranium),
the 50 percent Australian equity and control guideline for participation in new min-
ing projects, and the economic benefits test for acquisitions of existingmining busi-
nesses have been abolished. In almost all sectors of the economy, the thresholds
above which foreign investment proposals must be examined by the Foreign Invest-
ment Review Board (FIRB) have been increased. Proposals to acquire 15 percent or
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more of a company or business with total assets below AD50 million ($36.5 million)
or takeover an off-shore company with Australian subsidiaries or assets valued
below AD50 million will no longer be examined. Proposals above the threshold will
be approved unless fou,,d contrary to the national interest. The only sectors in
which the new liberalizations do not apply are uranium mining, civil aviation, the
media, and urban real estate.

Divestment cannot be forced without due process of law.There is no record of
forced disinvestment outside those stemming from investments or mergers which
tend to create market dominance, contravene laws on equity participation, or result
from unfulfilled contractual obligations.

Government Procurement: Australia is not a member of the WTO Agreement on
Government Procurement (AGP). However, in June, 1994 the government an-
nounced an interagency examination of the code and the question of possible adher-
ence. In May 1995, the Department of Foreign Affairs and Trade published a discus-
sion paper on AGP accession issues. The public comment period on this paper is cur.
rently open and a final decision is not expected until late 1996.

The federal government abandoned the civil offset program in 1992, but replaced
them with Partnerships for Development programs. Three state governments still
require offsets in some cases.Since 1991, foreign information technology companies with annual sales to the
GOA of AD10-40 million ($7.3-29.2 million) have Veen required to enter into fixed
term arrangements (FTAs) and those with sales greater than AD40 million ($29.2
million) into partnerships for development (PFDs). Under FTAs, a foreign company
or its subsidiary commits to undertake local industrial development activities worth
15 percent of its projected amount of government sales over a four year period.
Under a PFD, the headquarters of the foreign firm agrees to invest 5 percent of its
annual local turnover on R&D in Australia; export goods and services worth 50 per-
cent of imports (for hardware companies) or 20 percent of turnover.(for software
companies); and achieve 70percent local content across all exports within the seven
year life of the PFD. In 1992 this scheme was extended into the telecommunications
customer premises equipment (CPE) sector, replacing, in large measure, the require-
ment that suppliers of cellular mobile telephones, patx, small business systems, and
first telephones have Industrial Development Arrangements (IDAs) in place before
obtaining licenses to connect their equipment to the public switched network. The
IDA program now is scheduled to be eliminated in June 1996.

Beginning on February 1, 1992, the government implemented a Restricted Sys-
tems integration Panel (RSIP) scheme. The RSIP was a panel of 15 selected private
companies through which all Commonwealth information technology (IT) require-
ments involving systems integration activit were to be sou, ed, except for pur-
chases with an estimated value of less than WD1 million ($0.7 million). Firms apply-
ing for panel membership were evaluated on "demonstrated competence, commercial
viability and potential to contribute to government policy objectives, including ex-
pansion into Asian-Pacific markets, particularly those of North and South-East
Asia."

Late in 1994, an interagency review of the RSIP found that the scheme has not
made a significant contribution to industrial development. It recommended replac-
ing the RSIP with an "Information Technology Services Common Use Contract
Panel (ITSCUCP)." The new panel, which was formed in 1995, will be used in GOA
agencies in planning and implementing IT purchases. Membership in the new panel
is much broader than the old RSIP. Any IT company can join upon demonstrating
acceptable levels of Australian product development, investment in capital equip-
ment, skills development and/or services support, and local sourcing. Potential mem-
bers of the ITSCUCP also will be evaluated on their Australian R&D activities, ex-
port orientation, and development of relationships with Australian/New Zealand
suppliers/customers. It is too soon to evaluate the impact of the ITSCUCP on foreign
access to Australia's government IT market.

In December 1992 the GOA announced an initiative requiring, beginning in AFY
1993/4, Government Business Enterprises (GBEs-central government-owned com-
panies such as Telstra) to, inter alia, give "local companies the maximum oppor-
tunity to compete for government business consistent with the commercial objectives
of GBEs and the need to obtain value for money." The new policy stops well short
of directing GBEs to give preference to local suppliers. However, it does have a bias
in favor of local firms and could, therefore, become a significant element in deter-
mining procurement choices.

The government's May 1994 employment and industry policy statement strength-
ens these efforts to use government procurement policy to encourage local industrial
development.It requires industry impact statements to be drafted for procurements
of $7.4 million or more, and establishes a two envelope system for such tenders.
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Under this system, bidders will be required to submit detailed information regard.
ing Australian industrial development separately (in "envelope 2*), and bids will be
judged both on price/ roduct specifications and industrial development grounds. In
October 1995, the Industry Commission published a study critical of the two enve-
lope system and invited public comment on possible changes.

Quarantines: Because of its geographic location, Australia is relatively free of
many animal diseases (rabies, hoof and mouth, etc.) and pests that plague other
parts of the world. To preserve its environment Australia imposes extremely strin.
gent animal and plant quarantine restrictionsI.xcept for horses, livestock imports
are limited to reproductive material and a few valuable breeding animals that must
undergo long quarantines. Studies are underway which could result in the lifting
of phytosanitary barriers to the importation of US. salmon and cooked chicken,
among others.

Fruit drinks: In 1993, Australia modified its preferential tariff scheme to equalize,
from July 1, 1995, the tariff applied on citrus from developed and developing coun.
tries. The tariff will be set at 8 percent effective on that date, and will fall to 5 per.
cent on July 1, 1996.
6. Export Subsidies Policies

Australia was a signatory to the GATT Subsidies Code and agreed to limit export
subsidy use according to its WTO commitments.

The Australian government provides export market development-reimbursement
grants of up to AD250,000 ($182,600) for most qualifying domestic firms exporting
goods and services. Other mechanisms provide for drawbacks of tariffs, sales, and
excise taxes paid on exported finished products or their components. In some cases,
government grants and low cost financing are provided to exporters for bonding,
training, research, insurance, shipping costs, fees, market advice, and to meet other
costs. "Bounties" (in effect production subsidies) are paid to producers of books, new
ships, machine tools, fuel ethanol, citric acid and computer equipment to help them
export or compete with cheaper foreign-made substitutes. Existing bounties are to
be phased down until they expire. Bounties and their expiration dates are: citric
acid (March 31, 1996); fuel ethanol, machine tools and robots (June 30, 1997); books,
computers and circuit boards (December 31, 1997). All bounties will be reviewed be.
fore expiration with some possibly extended or converted to tariffs. Dairy market
support payments, which were classed as export subsidies under the Uruguay
Round were to be terminated on June 30, 1995 in accordance with Australia's Uru.
guaayIRound implementing legislation.

The government provides support and research and developments grants to Aus-
tralian industry for trials and evelopment of internationally competitive products
and services for which the federal or state governments are the primary purchasers.

Until recently, electricity production and distribution has been the purview of
state governments, some of which subsidize the industry and/or selected users of
electricity.Victoria, however, has embarked on an ambitious program of privatiza-
tion which has seen all distribution companies sold to the private sector, each with
substantial participation of U.S. investors. Privatization of generation facilities will
begin in 1996. States also control railroads and rates; some use rail charges as a
form of indirect taxation to overcome their legal inability to levy income and some
sales taxes.New South Wales and Queensland charge high freight rates for coal
partly for that reason. Other states charge high prices to move wheat by rail, a fac-
tor which hurts Australian wheat's competitiveness on world markets. In competing
for investment, states offer a wide range of negotiable concessions on land, utilities,
and labor training, some of which amount to subsidies.
7. Protection of U.S. Intellectual Property

Patents, trademarks, copyrights, designs and integrated circuits are protected by
Australian law. Australia is a member of the World Intellectual Property Organiza-
tion, the Paris Convention for the Protection of Industrial Property, the Berne Con-
vention for the Protection of Literary and Artistic Works, the Universal Copyright
Convention the Geneva Phonograms Convention, The Rome Convention for the Pro-

tection of Performers, Produocers of Phonograms and Broadcasting Organizations,
and the Patent Cooperation Treaty. Austral-an law is broad and protects new tech.
nology, including genetic engineering.

Patents: Patents are available for inventions in all fields of technology (except for
human beings and biological processes for their production). They are protected by
the Patents Act, which offers coverage for 20 years from the date the application
for a patent was filed. Trade secrets are protected by common law, such as by con-
tract. Designs can be initiallyprotected by registration under the Designs Act for
one year, which may be extended for six years and for further periods of five and
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five years respectively, upon application. In 1995 a disagreement between the Unit-
ed States and Australian governments surfaced regarding the application of the
TRIPS Agreement's requirement to protect pharmaceutical test data. Discussions on
this issue continue.

Trademarks: Trade names and marks may be protected for seven years and re-
newed at will by remistration under the Trademark Act. Once used, trade names and
marks may also, without registration, be protected by common law. Some protection
also extends to parallel importing; that is, imports of legally manufactured products
ordered by someone other han a person or firm having exclusive distribution rights
in Australia. Parallel importation is allowed, however, for books, and has been pro.
posed for sound recordings (legislation which would have allowed such imports died
when Parliament was dissolved for the March 1993 national election and in 1995
the Federal Cabinet decided not to reintroduce it). In September 1988 the Aus-
tralian Copyright Law Review Committee (CLRC) recommended that parallel impor-
tation of computer software be allowed under strict limitations. The Price Surveil.
lance Authority also made this recommendation in December 1992. The CLRC with.
drew its recommendation in 1995.U.S. firms oppose that recommendation and are
monitoring the situation.

Copyrights: Copyrights are protected under the Copyri ght Act. Works do not re-
quire registration and copyright automatically covers original literary, artistic, mu-
sical and dramatic works, film and sound recordings. Computer programs are legally
considered to be literary works. Copyright protection is for the life of the author
plus 50 years.

The Australian Copyright Act provides protection regarding public performances
in hotels and clubs, and against video piracy and unauthorized thirdJcountry im-
ports. Australia's Uruguay Round implementing legislation extends protection
against the commercial rental of sound recordings and computer programs. The At-
torney General monitors the effectiveness of industry bodies and enforcement agen-
cies in curbing the illegal use of copyrighted material.

New Technologies: Illegal infringement of technology does not appear to be a sig.
nificant problem. Australia has its own software industry and accords protection to
foreign and domestic production. Australia manufactures only basic inte grated cir-
cuits and semiconductor chips. Its geographic isolation precludes most U.S. satellite
signal piracy.Australian networks, which pay for the rights to U.S. television pro-
grams, jealously guard against infringement.Cable television is not yet well estab-
lished in Australia.
8. Worker Rights

a. Right of Association.- Workers in Australia fully enjoy and practice the rights
to associate, to organize and to bargain collectively; rights enshrined in the Arbitra-
tion Act of 1904. Although already well established in practice, legislation estab-
lished the legal right to strike effective March 30, 1994. In general, industrial dis-
putes are resolved either through direct employer-union negotiations or under the
auspices of the various state and federal industrial relations commissions whose
mandate includes resolution of disputes through conciliation and arbitration. Aus-
tralia has ratified the major International Labor Organization conventions regard-
ing worker rights.

b. Right to Organize and Bargain Collectively-Approximately 35 percent of the
Australian workforce belongs to a union. The industrial relations system operates
through independent federal and state tribunals; unions are fully integrated into
that process, having explicitly stated legal rights and responsibilities.

c. Prohibition orced or Compulsor.y Lcibor.-Compulsory and forced labor ar
nprohibitedby ILO conventions, which Australia has ratified, and are not practiced
inAustralia.

d. Minimum Age for Employment of Children.-The minimum age for the employ.
ment of children varies in Australia according to industry apprenticeship programs,
but the enforced requirement in every state that children attend school until age
15 maintains an effective floor on the age at which children may be employed full
time.

e. Acceptable Conditions of Work-There is no legislatively determined minimum
wage. An administratively determined minimum wage exists, but is now largely out-
moded, although some minimum wage clauses still remain in some federal and state
"awards." Instead, various minimum wages in individual industries are specified in
industry "awards" approved by state or federal tribunals.

Workers in Australian industries, including the petroleum, food, chemicals, met-
als, machinery, electrical, transportation equipment, wholesale trade, and general
manufacturing sectors, enjoy hours, conditions, health, safety standards and wages
that are among the best and highest in the world.
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f. Rights in Sectors With U.S. Investment--Most of Australia's industrial sectors
enjoy some US. investment.Worker rights in all sectors are essentially identical in
law and practice and do not differ between domestic and foreign ownership.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

(Millions of U.S. dollars]

Catepry Amount

Petroleum ................................................................................. 2,942
Total Manufacturing ............... ......................08,002

Food & Kindred Products ................. ".........................0 1,544
Chemicals and Allied Products..................... 2,445
Metals, Primary & Fabricated ...................... .355
Machinery, except Electrical .............................................. 603
Electric & Electronic Equipment ....................................... 417
Transportation Equipment ................................................. 642
Other Manufacturing .......................................................... 1,995

W holesale Trade ...................................................................... 2,152
Banking .................................................................................... 1,717
Finance/lnsuranceReal Estate .................................... .......... 2,056
Services ...................................................... 1,126
Other Industries ...................................................................... 2,510
TOTAL ALL INDUSTRIES .................................................... 20,504

Soums: U.S. Dportment of Comewiro, Bureau of Eeonomic Analysis.

PEOPLE'S REPUBLIC OF CHINA

Key Economic Indicators
(Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (RMB bn/1978 base)2 ........................ 1,446 1,617 1,763
Real GDP Growth (percent) ................................ 13.5 11.8 9.5
GDP (at current prices) ....................................... 392.1 529.4 600.0
GDP by Sector.

Agriculture ........................................................ N/A N/A N/A
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. N/A N/A N/A
Construction ..................................................... 25.96 34.12 35.00
Rents ............ .................. .N/A N/A N/A
Financial Services ............................................ N/A N/A N/A
Other Services .................................................. N/A N/A N/A
Government/Health/Education ........................ N/A N/A N/A

Net Exports of Goods and Services .................... N/A N/A N/A
Real per Capita GDP (RMB) 2............................. 1,220 1,349 1,453
Labor Force (millions) ......................................... 602 615 626
Official Unemployment (percent) ........................ 2.6 2.8 3.0

Money and Prices (annual percentage growth);
Money Supply (M2).........25 34 34
Base Interest Rate ............................................... N/A N/A N/A
Personal Savings Rate 3 ..................................... 40.0 40.0 40.0
Retail Inflation ..................................................... 13.2 21.7 17.0
Wholesale Inflation .............................................. N/A N/A - N/A
Consumer rice Index ......................................... 14.7 24.1 19
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Key Economic Indicators--Continued
[Billions f U.S. dollars unless otherwise noted]

1993 1994 1IN61

Exchange Rate (RMWUS$, year-end):
Official 4 ................. 66000............. ................ 5.8  N /A  N /A

Parallel ............................................................ 8.8 8.5 8.3
Balance of Payments and Trade:

Total Exports (FOB) .. ........... 91.7 121.0 150.0
Exports to U.S. (CV) 5...................................... 31.5 38.8 47.3

Total Imports (CIF)s ........................................... 104.0 115.7 131.0
Imports from U.S. (FAS) 5 ............ . . .. . .. . . . . . .. . .. . .  8.8 9.3 11.5

Aid from US ........................................................ 0.0 0.0 0.0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 66.0 93.0 130
Debt Services Payments (paid) ........................... 9.7 9.1 7.0
Gold and FOREX Reserves ................................. 21.2 51.6 74.0
Trade (Merchandise) Balance 5 ............ . .. . . .. . . . . .. . . - 12.2 5.3 19.0

Balance with US.5 ........................................... 22.8 29.5 35.8
1996 Ifigure are all estimates based on available monthly data in October 1995. Sources: State Statistical

Bureau Yearbook, PRC General Administration of Customs Statistics, International Monetary Fund and
World Bank reports, U.S. Department of Commerce trade data and embassy estimates.

2Real GDP and real per capita GDP are given in renminbi (RMB) using 1978 prices. All other income and
production figures are converted into dollars at the parallel rate.

8Personal savings rate is as estimated by the IMF in May 1992.
'Prior to 1994 China maintained a dual exchange rate system with an official rate and a parallel *swap

market* rate. In January 1994 these two rates were unified.
#Source: Department of Commerce (U.S.-China bilateral trade data); PRC Customs (Chinese global trade

data).

1. General Policy Framework
The Chinese economy has grown at an average rate of nine percent per year sincethe 1979 economic reforms, with growth rates of 13 percent in 1992-1993, according

to official data.Tight credit and other anti-inflation policies led to slower growth in
1994, and real growth in 1995 is officially projected to fall to 9-10 percent. (Though
China's official GDP figures tend to overstate growth, official data, in general, re-
flect significant economic trends.) China continues to attract large inflows of foreign
direct investment, which in the past has enjoyed substantial tax benefits and other
p referential policies. Believing that current investment flows are sufficient, however,
Beiring has recently begun to reduce a number of investment incentives. Reform
policies generally focus on the use of market forces to sustain growth, as well as
the economic dynamism of the rapidly growingprivate sector.

The draft five year plan for 1996-2000 reaffirmed the importance of China's eco-
nomic expansion and, by implication, its private sector, calling for eight to nine per-
cent annual GDP growth through 2000 and a further doubling of GDP during 2000-
2010. Economic reform and China's opening to the outside world are central to Chi.
na's development formula, but the draft five year plan also reconfirms the role of
state-owned enterprises, which still directly account for more than one-third of total
industrial output. As China deepens its reforms, new challenges will include the es-
tablishment of legal and political structures to sustain high levels of foreign as well
as private domestic investment. China must also develop capital markets and re-
form financial institutions to allocate more efficiently the large amounts of savings
in the economy and to fund, both domestically and internationally, infrastructure
essential to sustained growth. 0

Restraints on new bank lending, the reimposition of administrative price controls,
and the slowdown in growth have moved the 1995 retail price index down to about
17 percent from last year's 22 percent. In October 1995, the retail price index was
10.3 percent (year on year) and declining. However, administrative controls on the
prices of basic raw materials and some food items hide inflationary pressures which
may yet affect future price levels. Although credit policy has been tightened, the
continued growth of non-performing intercompany lending or "triangular debt"
among enterprises, though difficult to quantify, is partly reflected in the renminbi
(RMB) 760 billion in accounts receivable held by Chinese firms in October 1995,.an
increase of RMB 128 billion compared to October 1994. The continued monetization
of non-performing state enterprise debts, in the form of directed lending by state
policy banks, hampers efforts to establish macroeconomic monetary discipline.
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Inflation and employment are two key interactive issues for policymakers, who
place a high priority on stability. As inflation trends downward, unemployment has
risen. During 1995, general concern over unemployment has slowed the pace of re-
forms. Though official figures record a three percent unemployment rate, there is
substantial underemployment in the state sector workforce and in agriculture.

The draft 1996-2000 five year plan says that a national priority will be to deal
with growing regional income disparities. This requires strengthening the govern.
ment's fiscal capacity and its ability to equitably redistribute wealth. Tax reform
has led to a more simplified code and has reduced the gap in tax rates for state.
owned and other enterprises. The government collected 8.9 billion RMB in personal
income taxes in the first three quarters of 1995, which is close to 90 percent of the
1995 target. However, tax reforms and the new tax system have yet to raise signifi-
cantly real government revenues or the share of government revenues in GDP, two
key objectives.

Chinats underdeveloped financial system remains small in comparison to China's
economic ambitions and inhibits the efficient allocation of capital. However, China
is attempting to move forward with the legal framework needed to improve the
banking sector. In 1995, new banking laws were adopted to facilitate the entry of
foreign banks to China although these financial institutions are not permitted to
conduct local currency business, and may only participate in wholesale banking in
such areas as letters of credit, export credits and, under limited conditions, in com-
mercial loan syndications. China now has 104 foreign bank branches concentrated
in coastal areas and large inland cities including Beijing and Chengdu. The over-
hang of previous debt in the form of policy loans to the state sector complicates at-
tempts to segregate and to manage policy loans still on the books of domestic state
banks. China's large state banks are grappling with this problem, but liquidating
state enterprise assets would raise unemployment in the short term, Until a solu.
tion to this problem is found, China is likely to continue to restrict foreign banks'
participation in local economic activities.
2. Exchange Rate Policies

Chinese authorities describe the current exchange rate as a "managed floating
rate." Since January 1995, the RMB/dollar exchange rate has appreciated slightly
from about 8.5 to 8.3.The exchange rate is permitted to fluctuate in a narrow band
around central rates announced by the People's Bank of China.China uses the RMB/
dollar exchange rate as the basic rate, and RMB rates against other currencies are
calculated by referring to international market rates of the previous day. This sys-
tem is not particularly suited to exchange rate fluctuations; the gap between cross
rates and international market rates provides arbitrage opportunities to dealers
while rendering the central bank cross rates impractical because no transactions
occur at the central bank rate. China still lacks a foreign exchange market where
foreign exchange dealers interact directly with international markets.

With foreign reserves expanding rapidly, foreign-invested enterprises and author-
ized Chinese firms currently have liberalaccess to foreign exchange in China. The
RMB is conditionally convertible for authorized trade and current account trans-
actions. Chinese enterprises are required to sell their foreign exchange earnings to
Chinese banks. A Chinese importer with a valid import contract and any required
import licenses or quota permits can in principle, purchase foreign exchange
through a designated foreign exchange bank without receiving prior approval from
the State Administration for Exchange Control.

China maintains separate foreign exchange rules for foreign-invested enterprises
(FIEs), which can maintain foreign currency deposits and keep their foreign ex-
change earnings. Although FIEs generally have good access to foreign exchange,
FIEs must obtain approval for foreign exchange transactions. However, FIEs are
currently excluded from the large "interbank" foreign exchange market and required
to buy and sell foreign exchange from each other in a modified version of the old
swap center. In practice, most FIEs buy and sell foreign exchange using designated
foreign exchange banks, including branches of foreign banks, as their agents.These
transactions are completed over the same trading system and exchange rates used
by Chinese banks for domestic customers. As part of its APEC trade-liberalization
"down payment," China has indicated that it will 'unify" the foreign exchange proce-
dures for foreign and domestic entities by the end of 1996. Detailed information on
how this reform will be administered, however, has not yet been publicized.
3. Structural Policies

Chinese officials claim that prices have been freed for about 95 percent of
consumer goods and 85 percent of industrial inputs. As part of its effort to control
inflation, however, the Chinese government has intervened in pricing for daily ne-
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cssities, basic urban services, and key commodities. China continues to maintain
dcriminatory pricing practices with respect to some services and inputs offered to
foreign investors in China. At the same time, foreign-invested enterprises often may
use incentives, tax holidays, and grace periods to pay less than the 33 percent cor-
porate income tax to which they would otherwise be subject. In principle, Chinese
firms pay a corporate income tax of 30 percent. However, central and local govern.
ment authorities regularly provide ad hoc tax relief for policy reasons or in response
to financial difficulties in the state sector.

In 1994 China issued a "Framework Industrial Policy for the 1990s" which an-
nounced plans to issue policies for the automotive, telecommunications and trans-
portation, machinery and electronics, and construction sectors. The automotive in-
dustrial policy, issued in July 1994, contains import controls and specific product
bans, local content and other performance requirements for foreign investors and
temporary price controls for sedans. In October 1995, Chinese media reported that
a new electronics policy on joint ventures may impose high local content and tech.
nology transfer requirements. Promulgation of that policy however, has been de-
layed, perhaps due to concerns with its compatibility with WTO rules and other
international obligations. Sectoral industrial policies for the chemicals and petro.
chemicals and machinery industries were reportedly under review by the State
Planning Commission in autumn 1995, in preparation for submission to the State
Council for approval.

In July 1995, China reduced the value-added tax rebate on exports from 17 per-
cent to 14 percent, and during 1995 China fell several billion dollars behind in mak-
ing rebates to eligible companies. State Tax Administration officials have promised
to pay the rebates over the next two years. The State Tax Administration an-
nounced further reductions in the value-added tax rebate to take effect in 1996.
4. Debt Management Policies

At the end of 1994 China's external debt stood at about $93 billion, or 77 percent
of exports, according to official Chinese data. In the context of China's strong export
performance and high foreign exchange reserve levels, its current external debt bur-
den remains within acceptable limits. China's 1994 debt service ratio was 9.1 per-
cent (ratio of repayment of principal and interest on foreign debt to foreign exchange
receipts of exports plus services), down from 9.7 percent in 1993, according to Chi-
nese data. However, the ratio of foreign debt to GDP rose to 18 percent in 1995 from
14 percent in 1994. The Asian Development Bank, the World Bank, and Japan are
China's major creditors, providing approximately 60 percent of all China's govern-
mental and commercial loans.

In 1995, China began drafting a law to govern management of government debt
to replace the 1992 4Treasury Bond Regulations," which are deemed narrow-gauged
and not sufficiently international in scope. Though there is no clear timetable, the
enactment of the new law would formalize the legislative process of approving debt
ceilings and more clearly regulate the activities of intermediaries and investors in
the government bond market. The Fifth Party Plenum called for the finance min.
istry to unify the management of the government's internal and external debt.
These objectives reflect official recognition of the need to upgrade further China's
capital markets and improve debt management..hna's government bond market is still in its infancy.China established a system
of primary dealers in 1994, and there are officially about 50 dealers. The Ministry
of Finance authorizes them to underwrite bonds on a contract basis for domestic
customers. In July 1995, China "auctioned" bonds on a very small scale but finan-
cial experts do not regard these transactions as standard competitive bidding be-
cause priority was assigned not according to interest rates but to dealers who most
quickly turned in their funds.Domestic interest rates on government bonds are fixed
at about one percentage point above bank savings rates, which are "policy," not mar.
ket, rates. In the last several years, China has introduced a wider variety of matu-
rities and instruments to manage its external and internal debt, but the trend is
generally towards more short and medium-term maturities (six months and 1-6
years). Some experts have observed that the sharp rise in government borrowing in
1994 and 1995 (about RMB 103 billion and RMB 10 billion, respectively) reflects the
decision of the Third Plenum of the 14th Communist Party Congress that fiscal defi-
cits should be covered by bonds and not indiscriminate "policy loans."
5. Significant Barriers to U.S. Exports

China continues to impose significant barriers to U.S. exports, although reforms
are liberalizing China's trade regime. Liberalization of China's import regime has
not kept pace with liberalization of its export regime. In addition to prohibitively
high tariffs which discourage many imports, China maintains hundreds of formal

.1
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nontariff barriers to restrict imorts, such as: import licensin. requirements; import
quotas, restrictions, and controls; and standards and certification requirements. Chi-
na's restrictive system of trading rights, which severely constrains domestic and for.
eign-invested enterprises' ability to directly import and export, limits market access
and raises the cost of imported goods in China by funneling imports through fee-
collecting foreign trade companies. Normally, U.S. suppliers are unable to sell di-
rectly to their ultimate customer. Lack of regulatory transparency remains a prob.-
lem, although China has made important progress in publishing trade-related
rules.Use of unscientific sanitary and phytosanitary measures is a barrier to exports
of some U.S. agricultural goods.

On October 10, 1992, the United States and China signed a memorandum of un.
derstanding (MOU) on market access that commits China to dismantle many of
these barriers and gradually open its markets to U.S. exports. The actions Mina
has committed to take are consistent with the obligations of the General Agreement
on Tariffs and Trade (GATT) and the World Trade organization (WTO).

In implementing the 1992 market access MOU, China has published numerous
previously "confidential" trade laws and regulations, both at the central and
subnational levels.Publication of trade-related laws and regulations does not always
precede implementation. Information on China's import quotas, crucial for foreign
and domestic traders, has yet to be published on an itemized basis, as required-In
the MOU.

As a direct result of the market access MOU, China has removed over 1,000
uotas and licenses on a wide range of key U.S. exports such as telecommunications

digital switching equipment, computers, many agricultural products, and medical
equipment. Following elimination of an additional tranche of nontariff measures
(NTMs) on July 1, 1995, six months behind schedule, China continued to retain
hundreds of NTMs . Under the MOU, China removed another 176 NTMs on Janu-
ary 1, 1996.

Despite the removal of these quotas and licenses there have been indications that
China is erecting new barriers to restrict imports. Examples include new procedures
regarding purchases of large-size medical equipment, registration requirements for
imported (but not domestically manufacture d)chemicals, and new industrial policies
in such areas as automobiles and electronics. In addition, continuing restrictions on
trading rights can act as a barrier for imports after quotas have been removed, as
in the case of crude oil imports.

High and unpredictable tariffs make importing into the Chinese market difficult.
Tariflfs on imports can run as high as 150 percent on goods such as automobiles.
Although foreign-invested enterprises have been able to import capital equipment
for their projects duty free, this exemption is expected to be eliminated in 1996.
Under commitments in the 1992 market access MOU, China lowered tariffs on sev.
eral thousand items of interest to U.S. exporters. China has announced that, as part
of its APEC "down payment" it will reduce tariffs on more than 4,000 products by
a simple average of-30%, effective April 1, 1996. As part of China's effort to accede
to the World Trade Organization, the United States and other WTO members are
negotiating with China on the further reduction of tariffs of concern to U.S. compa.
nies.

Under the market access MOU, China agreed to base standards for the import
of agricultural products and livestock genetics on sound science. Since 1992 the
United States has signed a number of protocols with China that have opened the
door to U.S. exports of such products as apples (from Washington, Oregon, and
Idaho), cherries (from Washington), live cattle, bovine embryos, bull semen, os-
triches, poultry and birds, swine, rabbits, and horses. On some key agricultural
products, however, China continues to use unscientific sanitary and phytosanitary
measures to block U.S. exports, especially citrus fruit and pacific northwest wheat.
Because of this the United States placed China on the Super 301 "watch list" for
these practices in 1995.

For manufactured goods, China has required quality licenses before granting im-
port approval with testing based on standards and specifications often unknown or
unavailable to foreigners and not applied equally to domestic products. In the mar-
ket access MOU, China committed to applying the same standards and testing re-
quirements to both foreign and domestic nonagricultural products.

In the market access MOU, China aipeed to eliminate the use of import substi-
tution policies and measures, and promised that it would not subject any imported
products to such measures in the future, nor deny approval for imports because an
equivalent product is produced in China. Nonetheless, the Chinese government has
continued to require local content requirements and implement other import substi-
tution policies affecting foreign investment in China, such as in the automotive in-
dustrial policy announced in 1994.



45

China has made important reforms to its trade regime in recent years. In addition
to the above-mentioned actions to improve transparency, lower tariffs, and remove
nontariff measures, China has adopted legislation or issued regulations on unfair
competition, foreign trade, labor, protection of intellectual property rights, import
quotas, commodities subject to inspection, and other trade-related is-
sues.Implementing regulations often have not been published.

China has only recently begun to reform and open its services sector, and in most
areas severely restricts or prohibits access to the market. China has initiated lim.
ited experiments in such areas as insurance, retailing, legal services, and tourist re-
sorts. In insurance, Guangzhou was added to Shanghai in 1995 as a second city
with limited (one company) foreign participation. In retailing, joint venture depart-
ment stores approved at the central level (with full trading rights) remain limited
to 22 stores in 11 cities and special economic zones, although many joint venture
department stores have been approved at the provincial or municipal level (without
trading rights). Access in two key areas of interest to U.S. companies, value-added
telecommunications and financial services, remains severely restricted.

Many joint ventures are highly dependent on China's state-owned enterprises for
downstream services. Some investors have been permitted to set up their own mar.
keting and service organizations, but many have no choice but to rely on Chinese
channels for support. Imports of audio and video recordings continue to be ham-
pored by unofficial quotas and lax enforcement of intellectual property laws. China
does not permit foreign membership on its stock exchanges, although foreigners may
hold certain stock with restricted privileges.Representative offices of foreign compa-
nies must hire their local employees throu a abor services company.

Significant barriers to investment in China warrant further reform. Multiple,
time-consuming approval procedures adversely affect establishment of investments.
Depending on the locality, investments above $30 million require national as well
as local approval. Export requirements, local content requirements, and foreign ex.
change balancing requirements detract from China's investment climate.

China also encourages the development of favored domestic industries through tax
incentives and tariff exemptions.China permits repatriation of profits when a joint
venture has earned sufficient foreign exchange to cover the remitted amount. Cmina
published investment guidelines in June 1995 cataloguing those sectors in which
oreig investment is encouraged, allowed, restricted, or prohibited. China does not

provide national treatment to foreign investors on establishment or operation of in-
vestments. In some key areas, such as input costs, foreign investors are often treat-
ed less favorably than Chinese firms. Foreign investors may not own land in China,
though long term land use deals may be approved. In at least one case, a U.S. com-
pany has thus far been unable to have an international arbitration award enforced
in Cina.

Although open competitive bidding procedures are increasingly used for both do-
mestic and foreign-invested projects, the great majority of government procurement
contracts in China are handled through domestic tenders or direct negotiations with
selected suppliers. Projects in cert in fields require government approvals, usually
from several different organization; and levels. Procedures can be opaque and for.
eign suppliers are routinely discriminated against in areas where domestic suppliers
exist.

Customs procedures are not applied uniformly throughout China. The same prod-
uct may be assessed duties at different rates in different Chinese ports of entry.
Some products are subject to different inspection or registration procedures than do-
mestic products. For instance, China's chemical registration regulations are applied
only to foreign-made chemicals.
6. Export Subsidies Policies

China abolished direct subsidies for exports on January 1, 1991. Nonetheless,
many of China's manufactured exports receive indirect subsidies through guaran.
teed provision of energy, raw materials or labor supplies. Other indirect subsidies
are also available such as bank loans that need not be repaid or enjoy lengthy or
preferential terms.Import/export companies also cross-subsidize unprofitable exports
with earnings from more lucrative products. Tax rebates are available for exporters
as are duty exemptions on import dinputs for export production. China reduced the
level of its value-added tax rebates to exporters in 1995, and fell billions of dollars
behind in making payments on the rebates. In October 1995, a Chinese vice premier
announced that a further reduction of the value-added tax rebate level would take
effect in early 1996.

In its on-going negotiations to accede to the World Trade Organization (WTO),
China mainaiiins that it should have the right to re-introduce export subsidies for
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agricultural goods at some point in the future. Negotiations continue, and China's
position has met with considerable attention from WTO members.

7. Protection of U.S. Intellectual Property
With the signing of the February 26, 1995, Intellectual Property Rights (IPR) En-

forcement Agreement, including a Chinese action plan and a covering exchange of
letters, China took a significant step forward in its commitment to take effective
measures to reduce IPR piracy. Under the agreement, China established a special
enforcement period from March 1 to September 1, 1995, during which the central
and local governments launched a crackdown onVpiracy of copyrighted works and
trademark products. China established a State Council [PR boring Conference
and enforcement task forces at the local levels to carry out anti-piracy efforts..The
agreement also called for new rules for border enforcement, a copyright verificatioti
system for audiovisual and CD-ROMs incorporating computer software, and training
in IPR enforcement.

China enacted new trademark regulations on August 1, 1995, and regulations on
customs protection of IPR on July 5, 1995.However, the customs regulations and im.
plementing rules, which came into effect on October 1, 1995, do not fully follow the
[PR agreement and create possible loopholes for IPR violators.

Prior to the signing of the 1995 [PR enforcement agrement, China made signifi-
cant progress in the enactment of laws and regulations to protect intellectual prop-
erty. A copyright law went into effect in 1991 and a trade secrets law went into ef.
fect in 199. In addition, China acceded to a number of intellectual property conven-
tions, including the Paris Convention on the Protection of Industrial Property, the
Berne Copyright Convention, and the Madrid Pact on Protection of Trademarks, and
China joined the World Intellectual Property Organization. To monitor.Chinese im-
plementation of the [PR agreement and ensure that the agreement is implemented
fully, China was placed on the 1995 Special 301 watch list.

China's patent regime is substantially consistent with international standards.
The 1992 bilateral intellectual property memorandum of understanding (MOU) com-
mitted China to make important improvements in the protection of patented prod-
ucts. The MCYD provided for administrative protection of certain U.S. pharma-
ceutical and agricultural chemicals as of January 1, 1993. In an amendment to Chi-
na's patent law, China agreed to provide the equivalent of full product patent pro-
tection for these products if they were patented in the United States between 1986
and 1993 but not yet marketed in China.

Although China's trademark regime is generally consistent with international
practice, piracy of trademarks is still widespread, especially in cases that deal with
well-known trademarks. Actions taken against infringers must be initiated by the
injured party. Owners of unregistered well-known marks bear full responsibility for
providing evidence that their infringed trademark is internationally known and "In
the relevant sector of the public" in China.

Pervasiveness of copyright infringement remains among the most serious issues
facing U.S. rightholders. Compact disc (CD) plants shut down just prior to the sign.
ing of the 1995 IPR agreement have reopened and continue to produce, pirated CDs
near or at their previous levels. Although China has had real success in the reduc-
tion of piracy at the retail level, it has not effectively countered piracy at the manu-
facturing and distribution levels. A copyright title verification system, which was to
be established as part of the action plan, has yet to be implemented completely. Fur.
thermore, SID codes which act as unique identifiers of factories that produce CDs
have not been placed in all CD molds."UJS. business representatives have had lim-
ited access to IPR task forces and many have complained that they must provide
complete evidence of the infringement before their case can be considered.

U.S. industry associations estimate an annual production of about 45 million pi-
rated CDs for both the Chinese market and for export. In 1994, they estimated that
total lost sales of audio-visual products reached $850 million and that software was

pirated at a rate of 98 percent. Pirated production has also shifted to higher valved
CD-ROMs and video CDs, with exports surging to higher levels after the IPR agree-
ment.

Market access remains a continuing concern. Under the 1995 IPR agreement,
China agreed to permit U.S. individuals and entities to establish joint ventures with
Chinese entities in China in the audio-visual sector for production and reproduction.
However, investment guidelines issued in July 1995, which prohibit the establish-
ment of joint ventures in movie production, seem to contradict the provisions of the
IPR agreement. In addition, informal quotas on imports of movies and possible new
regulations which would prohibit joint ventures in the area of software remain IPR
market access concerns.
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8. Worker Rights
a. The Right of Aasociation.-China's 1982 constitution provides for 'freedom of

association, but this right is subject to the interest of the state and the leadership
of the Chinese Communist Party. China's sole officially-recognized workers' organ.
zation, the All-China Federation of Trade Unions (ACFTU), is controlled by the
Communist Party.Independent trade unions are illegal. The 1993 revised trade
union law required that the establishment of unions at any level be submitted to
a higher level trade level organization. The ACFTU, the highest level trade organi.
zation, has not approved the establishment of independent unions. Workers in com.
pansies with foreign investors are guaranteed the right to form unions, which then
must affiliate with the ACFTU.

b. The Right to Organize and Bargain Collectively.-China's national labor law,
which entered into force on January 1, 1995, permits workers in all types of enter.
praises in China to bargain collectively. The law supersedes a 1988 law that allowed
collective bargaining only by workers in private enterprises. The national labor law
provides for workers and employers at all types of enterprises to sign individual as
well as collective contracts. Collective contracts should be worked out between
ACFTU or worker representatives and management and specify such matters as
working conditions, wage distribution, and -hours of work.Individual contracts
shouldthen be drawn up in line with the terms of the collective contract. Collective
contracts must be submitted to local government authorities for approval within 15
days. Through the early autumn of 1995, Chinese union and labor officials reported
only a few experiments in collective bargaining. According to the ACFTU, collective
bargaining will first be implemented mostly at foreign.invested enterprises where
capital interests are clearly delineated.

c. Prohibition of Forced or Compulsory Labor.-In addition to prisons and reform
through labor facilities, which contain inmates sentenced through judicial proce.
dures, China also maintains a network of "reeducation through labor' camps, to
which inmates are sentenced through non-judicial procedures.Inmates of reeduca.
tion through labor facilities are generally required to work. Reports from inter-
national human rights organizations and foreign press indicate that at least some
persons in pretrial detention are also required to work.Chinese justice officials have
stated that in reeducation through labor facilities there is a much heavier emphasis
on education than on labor. Most reports conclude that work conditions in the penal
system's light manufacturing factories are similar to those in ordinary factories, but
conditions on farms and in mines can be harsh.

d. Minimum Age for Employment of Children.--China's national labor law forbids
employers to hire workers under 16 years of age and specifies administrative re-
view, fines and revocation of business licenses of those businesses that hire minors.
The Chinese constitution establishes the basic right of children to receive nine years
of compulsory education and to receive their subsistence from parents and guard-
ians.Laborers between the ages 16 and 18 are referred to as "juvenile workers' and
are prohibited from engaging in certain forms of physical work including labor in
mines. In poorer isolated areas, child labor in agriculture is widespread.China's vast
reserve of surplus adult labor minimizes incentives to employ children, and China's
urban child labor problem is relatively minor. No specific Chinese industry is identi-
fiable as a significant violator of child labor regulations.

e. Accepta le Conditions of Work.-The national labor law codified man of the
general principles of China's labor reform, setting out provisions on employment,
labor contracts, work hours, wages, skill development andtraining, social insurance,
dispute resolution, legal responsibility, supervision and inspection. The law does not
set a national minimum wage, but allows local governments to determine their own
standards on minimum wages. On May 1, 1995, China reduced the national stand-
ard work week from 44 hours to 40 hours excluding overtime. The national labor
law mandates a 24-hour rest period per week and does not allow overtime work in
excess of three hours a day or 36 hours a month. The law also sets forth a required
scale of overtime compensation.Unemployment insurance schemes cover a majority
of urban workers (primarily state sector workers).

Every work unit must designate a health and safety officer, and the International
Labor Organization has established a training program for these officers. Moreover,
while the right to strike is not provided for in the 1982 constitution, the trade union
law explicitly recognizes the rig t of unions to "suggest that staff and workers with-
draw from sites of danger" and to participate in accident investigations. Nonethe-
less, pressures for increased output, lack of financial resources to maintain equip.
ment, lack of management concern, and a poor understanding of safety issues by
workers continue to result in a high rate of accidents.More than 20,000 workers died
in Chinese industrial accidents in 1994, and industrial accidents claimed another
6,658 workers' lives during the first five months of 1995.
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f. Rights in Sectors With U.S. Investment.-Worker rights practices do not appear
to vary substantially among sectors, but safety standards are higher in UH...in.
vested companies in general.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

[Millions of U.S. dollars]

Catepry Amount

Petroleum .................................................................................
Total Manufacturing ........................................................

Food & Kindred Products .......................................
Chemicals and Allied Products.........................
Metals, Primary & Fabricated........................
Machinery, excel Electrical..........................
Electric & Ele.o, ronic Equipment.......................
Transportation Equipment................................ ...
Other Manuft.turing ...................................................

W holesale Trade ...............................................................
Banking ........................... ... .....................
Finance/Insurance/Real Estate..........................
Services ...................................................................................
Other Industries ...............................................................
TOTAL ALL INDUSTRIES ..............................................

(1)
99
10
29
(8)
(1)
89

552
1,902

131(1)
(1)
(1)

38
1,699

'Suppressed to avoid disclosing data of individual companies,
Source: U.S. Department of Commerce, Bureau of Economic Analy*is

HONG KONG

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted)

1993 1994 19961

Income, Production and Employment:
Real GDP (1990 prices).......................
Real GDP Growth (percent)....................
GDP (at current prices).........................
GDP By Sector (percent):

Agriculture ........................................................
Energy and Water.........................
M anufacturing .................................................
Construction ......................
Rents ................................................................
Finance 2  ........................................................
Other Services 3 .................... .. . .. . . .. . .. . . .. . . . . .

Government/Health/Education ........................
Net Exports of Goods and Services (at current

prices) ................................................................
Real Per Capita GDP (US$).....................
Labor Force (000s)...........................
Unemployment Rate (percent)...................

Money and Prices (annual percentage growth):
Money Supply_(M2) ....... ....... .......
Base Interest Rate (Prime Rate)..................
Personal Saving Rate..........................
Retail Inflation4 .............. . . . .. . . . . . . . . . . . . . .. ......
Wholesale Inflation......................
Consumer Price Index5 ................ . .. . . .. . .. . . .. . . . .

Official Exchange Rate (HK$/US$)................
Balance of Payments and Trade:

Total Exports (FOB).....................

89,474
6.4

116,359

0.2
2.1

11.1
5.2
3.4

25.8
36.5
15.7

8,025
15,116
2,873

2.0

94,388
5.4

132,341

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

2,847
15,572
2,973

1.9

99,107
5.0

146,898

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

-2,000
16,008
3,092

3.0

16.0 13.2 15.6
6.5 8.5 9.0
1.5 3.75 4.25

N/A N/A N/A
N/A N/A N/A

135.9 146.9 158.4
7.736 7.728 7.736

135o244 151,399 177,137
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted)

1993 1994 19961

Exports to U.S. (FOB)7...................31,107 35,196 39,067Total Imports (CIF)............................................ 139,052 159,99 195,08
Imports from U.S. (CIF)7................................ 10,266 11,300 14,808

Aid from US.................0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 0 0 0
Debt Service Payments .................................. 0 0 0
Gold and FOREX Reserves8............. . . .. . . . . . . . .. .  43,003 49,277 54,624
Trade Balance ...................................................... -3,808 - 10,923 - 18,271

Balance with US.7 ........................................... 18,410 20,841 24,264
Statistical note: Biannually the Census and Statistics Department retroactively revises GDP and other-"o

nomic data.Th. above figures reflect the August 1996 revisions and thus supersede prior data.
'Hong Kong government figures, unless noted. 1996 pro ections are by the Consulate and are based on

first three quarters statistics, 1996 exchnge rates were bated on HKD 7.7360to USD 1.00, 1994 and 1993
exchans rates as listed.5lncludas financing, insurance, real estate and business services.

sIncludes wholesale, retail, import/export trades, restaurants, hotels, transport, storage and communica-
tions

4The Hong Kong government provides only the consumer price index (CPI).
$Oct 1969-sept 1990 equals 100; CPI(A) covers urban households with monthly expenditure of $504-2067

(aopprdmately 50 percent of households).
4Of which domestic exports constituted 21.3 pct. (1993), 19 pet. (1994), and 173 pet. (1996 estimate).
MHong Kong merchandise trade data includes substantial reexports (mainly from China) to the United

States. Exlusive of those reexports, the data are:
I. l eow

Exports to U.S. (FOB) ..................................................................................... 7,794 7,9 4,96
Imports from U.S. (CIF) .................................................................................. 10,266 11300 9, 6
Balance with U.S ............................................................................................ -2,472 -3,353 -4,621

For comparison, the data published by the U.S. Commerce Department are:
Imports to U.S. (FOB)........................................10,000 10,1 6,840
Exports from U.S. (CIF) ................................................................................. 9,873 11,446 9,433
Balance with Hong Kong ............................................................................... -127 1,03 2,693

*Foreign currency assets of the Exchange Fund (U.S. Dollars). 1995 figure is as of September 30,1996.

1. General Policy Framework
The Hong Kong government pursues economic policies of noninterference in com-

mercial decisions, low and predictable taxetion, government spending increases
within the bounds of real economic growth, competition subject to transparent laws
(albeit without antitrust legislationY and consistent application of the rule of law.
Market forces determine wages and prices in Hong Kong, with price controls limited
only to certain government-sanctioned monopolies in the service sector. The Hong
Kong dollar has-been linked to the U.S. dollar since 1983. There are no restrictions
on foreign capital or investment, except for some limitations in the media sector,
nor are -there export performance or local content requirements. Profits may be free-
ly repatriated.Hong Kong consumes more U.S. manufactured and agricultural goods
per capita than almost any other economy. U.S. exports to Hong Kong grew by $1.6
billion in 1994 and by $2.3 billion during the first eight months of 199-5. There are
some market barriers in certain service sectors, in particular medicine, law, and
aviation.

Hong Kong is a duty free port. It levies consumption taxes on tobacco, alcoholic
beverages, methyl alcohol and some fuels, but otherwise goods trade freely. Hong
Kong is also a hub for Chinese and regional trade. In 1994, reexports of goo mace
elsewhere ($123 billion) were more than four times larger than domestically pro.
duced exports ($29 billion). More than 90 percent of reexports originated in or were
destined to China. The opening of China, and especially the development of
Guangdong province as a low cost manufacturing base, has encouraged Hong Kong
to shift from a manufacturing to a services-based economy; over 80 percent of lHong
Kong's GDP now derives from the service sector, much of it connected in one way
or another with China.

Hong Kong is a founding member of the World Trade Organization (WTO) and
stronglysupports an open multilateral trading system. Hong Kong is a member in
its own right of a number of other multilateral economic organizations, including
the Asia Pacific Economic Cooperation (APEC) forum and the Asian Development
Bank. In other relevant multilateral fora, such as the International Telecommuni-
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cations Union or the International Labor Organization, Hong Kong participates as
part of the United Kingdom (U.K.) delegation.

For many years Hong Kong's free market policies have spurred high rates of real
growth, low unemployment, rising wages, and one of the highest per capita GDP
revels in the world. The growing economy has produced additional tax revenues de.
spite modest increases in excise, real estate and business profits taxes. The cor.
porate profits tax is 16.5 percent and personal income is taxed at a maximum rate
of 15 percent. Property is taxed; interest, royalties, dividends, capital gains grnd
sales are not. In spite of the growth of government spending from approximately 14
percent of GDP in the mid 1980s to about 19 percent by the early 1990s, the Hong
Kong government annually runs budget surpluses and has amassed large fiscal re.
serves.

To quote the Chairman of the American Chamber of Commerce in Hong Kong
(AmCham), "The Territory's well established legal system, superior infrastructure,
communications, freeport status and low taxes make Hong Kong an unbeatable loca-
tion for regional business operations." In November 1995 over 90 percent of
AmCham members expressed "favorable" or "very favorable" views of Hong Kong's
business environment over the next five years (1996-2001).

In 1995, the Hong Kong economy shows several signs of moderating. Economic
growth has slowed to an annual real rate of five percent, and unemployment jumped
from 1.9 percent at the end of 1994 to 3.5 percent in the summer of 1995. Skyrocket.
ing property prices have fallen some 20-25 percent since April 1994, when the qov-
ernment introduced a package of measures designed to curb property speculation,
release more land for development, and accelerate major housing projects.

On July 1, 1997, the Peoples Republic of China (PRC) will regain sovereignty over
Hong Kong. As guaranteed by the 1984 Sino-U.K. Joint Declaration and the 1990
PRO Basic Law-the latter passed by China's National People's Congress-Hong
Kong will become a Special Administrative Region (SAR) of the PRC. China will as-
sume from the U.K. responsibilities for Hong Kong's foreign affairs and defense.
However, under China's one country, two systems" doctrine, Hong Kong has been
granted "a high degree of autonomy" in managing its economic, social, legal, budget
and other internal matters for fifty years. Hong Kong will remain a separate cus-
toms territory with all of its current border arrangements, it will retain its inde-
pendent membership in economic organizations such as the WTO, and it will retain
control of its own economic and financial policies.

Sino-British consultations on transition concerns take place chiefly in the Joint
Liaison Group (JLG). The JLG approves agreements with third countries and major
economic decisions (such as government-tendered commercial franchises) that will
stretch beyond July 1, 1997. -Cooperation on transition issues in the JLG has been
uneven. There was PRC disagreement over U.K.-introduced changes to the electoral
system in 1993. However, in 1995, both sides have reached agreement on other
major issues such as the establishment of a Court of Final Appeal for the SAR and
the financial support agreements for the new Chek Lap Kok (CLK) Airport and con-
necting railway. The JLG continues to discuss other important agreements concern-
ing port development and airport franchises.
2. Exchange Rate Policies

The Hong Kong dollar is linked to the U.S. dollar at an exchange rate of HKD
7.841.00. The link was established in 1983 to encourage stability and investor con-
fidence in the run-up to Hong Kong's reversion to Chinese sovereignty in 1997. The
linked exchange rate requires that Hong Kong interest rates generally track U.S.
interest rates.-Hong Kong's prevailing 9 percent inflation rate has meant that sav-
ers have continued to face negative real interest rates.

The Hong Kong government remains firmly committed to ensuring currency sta-
bility through the linked exchange rate to the U.S. dollar. PRC officials have said
they support Hong Kong's policy of maintaining the link after 1997. Authority for
maintaimnig the exchange value of the Hong Kong dollar as well as the stability and
integrity of0the financialand monetary systems rests with the Hong Kong Monetary
Authority (HKMA). There are no multiple exchange rates and no foreign exchange
controls of any sort. Under the linked exchange rate, the overall exchange value of
the Hong Kong dollar is influenced predominantly by the movement of the U.S. dol.
lar against other major currencies. The price competitiveness of U.S. exports is af-
fected in part by the value of the U.S. dollar in relation to third country currencies.

3. Structural Policies
Hong Kong's generally non-interventionist policies have brought rising prosperity

and low unemployment to the territory and have created an attractive-barrier-free
market for U.S. goods exporters and most services providers. There are virtually no
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controls on trade and industry other than to meet standard obligations associated
with health, safety and security. Other factors often cited for Hong Kong's dynamic
economic success include a simple, low rate tax structure, a well educated and in.
dustrious workforce, and an extremely efficient transportation and communications
infrastructure, much of which was built and is operated by the private sector.

Moderating growth and rising unemployment have prompted the democratically
elected Legislative Council (Legco) to press for an economic stimulus package in
1995. The Hong Kong government has so far steadfastly resisted.

Hong Kong takes justified pride in its airport, the fourth largest in terms ofpas-
senger traffic, and its port, the world's largest in container throughput. But these
facilities are under severe strain given robust economic growth in the region and
projections for continued strong growth well into the future. Major new infrastruc.
ture, including the replacement CLK Airport and Container Terminal No. 9 (CT-
9) are badly needed to ease congestion and ensure Hong Kong's continued competi-
tiveness as a trade center. With recent agreements in the Jr•G the new airport is
now expected to open in April, 1998. With respect to CT-9, a U.S. terminal operator
has a significant interest in the consortium which has won an important bid. An
impasse in the JLG over the assignment of contracts, however, has blocked progress
on CT-9. The Hong Kong government has said it hopes there may be a resolution
to the impasse with the MRCby spring 1996.
4. Debt Management Policies

The Hong Kong government has minuscule public debt.Repeated budget surpluses
have meant the HKG has not had to borrow. To promote the development of Hong
Kong's debt market, the HKG in March 1990 launched an exchange fund bills pro-
gram with the issuance of 91-day bills. Maturities have gradually been extended.
In October 1993, the HKMA issued five-year notes, with maturities that extend be-
yond Hong Kong's reversion to Chinese sovereignty. The HKMA plans to issue
seven-year notes in late 1995. Under the Sino-British Agreed Minute on financing
the new airport and related railway, total borrowing for these projects cannot exceed
$2.95 billion, and such borrowing "will not need to be guaranteed or repaid by the
government." Liability for repayment will rest with the two statutory iodies: the
Mass Transit Railway Corporation (MTRC) and the future Airport Authority.
5. Significant Barriers to U.S. Exports

As noted above, Hong Kong is a duty free port with no quotas, dumping laws, or
other barriers to the import of U.S. goods. Minor exceptions include consumption du-
ties levied on tobacco products, alcohol, and automobiles, and import license require.
ments for textiles, rice, meats, plants, and livestock. Phytosanitary standards are
generally compatible with U.S. exports of agricultural products. With a few excep-
tions product standards, testing, labelling, and certification requirements are world
standard and do not restrict imports; customs procedures are not burdensome. Hong
Kong does not restrict U.S. investment or impose conditions regarding export per-
formance, profit repatriation, or local content. Hong Kong was the eleventh largest
foreign market for U.S. goods in 1994, although a significant portion of those ex-
ports are actually reexported to China.

Hong Kong does not have antitrust laws. Certain sectors of its economy are domi.
nated by monopolies or cartels, some, but not all, of which are regulated by the gov-
ernment. Those companies do not necessarily discriminate against U.S. goods or
services, but they can use their market position to block effective competition. The
non-governmental Hong Kong Consumer Council reports on anti-competitive behav-
ior in the market. Its reports can spur government action; for example, the govern-
ment acted in 19.94 to remove the thirty year old interest rate cap for many time
deposits after reviewing the Council's report on the interbank interest rate cartel.
The Hong Kong government has tasked the Consumer Council with assessing
whether Hong Kong needs a general antitrust law-that report is due by year-end
1995.

Certain exceptions, particularly in the services sectors, to Hong Kong's policy of
open and fair competition are indicated below:

Telecommunications and Broadcasting: Hong Kong will soon have one of the most
liberal telecommunications regimes in the world, with only international basic voice
service subject to monopoly rovision. (That monopoly is exercised by Hong Kong
Telecom International (HKTI). Its franchise expires on September 30, 2006.) The
United States has asked Hong Kong to lift the remaining restrictions in the context
of the WTO basic telecom negotiations. Concerning broadcasting, foreign ownership
of local broadcasting stations or cable operators mnvy not exceed 49 percent. More-
over, the Hong Kong government stipulates that broadcasters use the HKTI satellite
uplink rather than their own uplink.
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Aviation services: Ground services at Hong Kong's present airport are provided
only by two UX.-affiliated mhis has prevented U.S. service providers
from ompetingc and has denied U.S airlines adequate competitive choice and prices.
The Provision ai Airport Authority (PAA), overseeing construction of CLK Airport,
has committed to having multiple service providers. In franchises let so far, 1S.
firms are members of winning consortia for line maintenance and cargo handling.

Civil Aviation: In October 1996 Hong Kong and the United States initialed a new
Air Services Agreement that will govern US..Hong Kong aviation relations once ap-
proved by the JLGAt the same time, the negotiators agreed on an expanded traffic
rights package that takes effect immediately. US. carriers gained important new
rights, including first-ever fifth freedoms for all-freight carriers. Nevertheless, the
agreement does not permit codesharing and provides U.S. carriers with no new fifth
freedom passenger rights. These factors will limit expansion of U.S. passenger car.
riers in the Hong Kong market. Hong Kong is not a party to the WTO plur-lateral
agreement on civil aircraft.

Certification Services: In 1995 the Hong Kong Works Branch announced a new
policy by which during 1996 government contractors must be certified by a local

ong Kong company that they meet ISO-9000 quality standards, notwithstanding
the fact that U.S. and other foreign certification companies have operated without
complaint in the Hong Kong market for years.Various Hong Kong government offi-
cials are reviewing the Works Branch policy for consistency with Hong Kong's free
tradegphilosophy.

Medical services: Before being licensed to practice, medical doctors trained outside
of Hong Kong, the U.K., and Australia must pass a testing and retraining program
that can stretch to over three years. In 1991, Hong Kong adopted legislation that
should streamline the licensing procedures.However, there is concern that U.S. spe-
cialist training may be discriminated against by the non-governmental Hong Kong
Academy of Medicine, which has been asked to help establish Hong Kong's first Spe-
cialist Register.

Legal services: Foreign law firms are barred from hiring local lawyers to advise
clients on Hong Kong law, even though Hong Kong firms can hire foreign lawyers
to advise clients on foreign law. In amendments passed in 1994, foreign law firms
may now become "local law firms" and hire Hong Kong attorneys, but they must
do so on an even ratio with foreign lawyers.

Banking services: Hong Kong has one of the most open and most favorable regu.
latory environments in Asia for foreign financial institutions. However, foreign
banks established after 1978 are permitted to maintain only one branch (automated
teller machines meet the definition of a branch).Since 1994, these banks have been
allowed to open a back office at a separate site. Foreign banks may acquire local
banks that have unlimited branching rights.

Infant Product Standards: At present, Hong Kong requires that certain baby prod-
ucts meet British standards. A review of other nations standards is underway. The
United States hopes that US. standards will also be recognized, clearing the way
for the import of U.S.-made products such as baby strollers, cribs, and walkers.

Alcohol: The high Hong Kong tax rate remairq an impediment to expanding U.S.
sales. Taxes were reduced in 1994, however, -nd during 1995 the competitiveness
of U.S. exporters improved.

Government Contracts: While Hong Kong's record for open and fair government
rocurement is generally without blemish, th Hon Kong government made the un-

Fortunate decision to pull out of the new WTO plurilateral agreement on government
procurement. This means there will be no official bid protest system in-Hong Kong
and raises concerns about Hong Kong's future policy intentions.
6. Export Subsidies Policies

The government neither protects nor directly subsidizes manufacturers, despite
calls from some local legislators to do so. The Hong Kong government does not offer
exporters p referential financing, special tax or duty exemptions on imported inputs,
resource discounts, or discounted exchange rates. Several governmental and statu-
tory entities, however, provide direct and indirect support to Hong Kong industry.

The Hong Kong government's Industry Department encourages inward invest-
ment with six "one-stop shopping" investment offices two of which are in the United
States (New York and San Francisco). In 1995 the industry Department completed
a study on the establishment of a subsidized science park for local technology com-
panies.

The Hong Kong Trade Development Council (HKTDC), a quasi-jovernmental stat-
utory organization, engages in export and import promotion activities and promotes
Hong Kong as a hub for trade services. The KTC organizes trade fairs publishes
trade periodicals, hires trade lobbyists, and, on one occasion, subsidized the legal
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costs of Hong Kong textile companies facing dumping allegations. Revenues are de-
rived from taxes on imports (0.035 percent) and exports (0.05 percent), and oper.
ations (trade shows magazines). An April 1995 Hong Kong government report
called on the HKTDC to promote financialand trade services.

Another statutory body, the Hong Kong Industry Technology Center Corporation
(HKITCC), promotes technological innovation and application of new technologies in
Hoen Kong industry.The government has allocated $26 million, granted land, and
provided a loan of $24 mllion for the HKITCC. In 1995-96, the Industry Depart-
ment will spend $27 million to promote selected technology projects. The main pro-
grams are incubation, technology transfer and research and design support services.
Technology companies enjoy support services and discounted rent in the center. Any
Hong Kong registered company is eligible to apply, provided it is less than three
years old and has fewer than 20 employees.

The Hong KongProductivity Council(HKPC), another statutory body, is financed
by annual government allocations and by fees earned from its services. The HKPC
provides a variety of training programs, industrial and management consulting and
technical support services. HKPC invites local companies to join consortia to share
the design and development cost of new products. In late 1995 the HKPC announced
a study to encourage automotive technology manufacturing in Hong Kong.

The Hong Kong Export Credit and Insurance Corporation (ECIC), another statu-
tory body, provides insurance protection to exporters. The largest share of ECIC cov-
erage (32 percent), is for exports to the United States. In 1995 ECIC reduced pre-
miums by ten percent and raised coverage to 90 percent.
7. Protection of U.S. Intellectual Property

Hong Kong's intellectual property laws are among the best in the world, but a
massive increase in pirated compact disc music, video and software production in
China over the past two years has-swamped local enforcement efforts. Retailers of
pirated software have operated so brazenly that the location of one pirate mall has
even made it into guidebooks. One well known U.S. software company estimates
that the pirating of-three software programs accounts for $1.7 million in lost sales
per month. The-U.S. music industry estimates that twenty percent of the recorded
music sold in Hong Kong is pirated. The United States has urged Hong Kong gov.
ernment at the most senior levels to crack down on hawkers and retailers and the
criminal syndicates behind them. In 1995 Hong Kong has responded by beefing up
IPR enforcement inanpower in the Customs Department and by increasing the fines
for copyright theft. However, to date the judiciary has not significantly increased
sentences or fines on IPR infringers, and thus there is still no effective deterrent
to IPR piracy. Moreover, there is evidence that Hong Kong middlemen are involved
in the production in China of IPR infringing works and then collating and exporting
the roducts through Hong Kong to the rest of the world.

With respect to the legislative arena and international conventions, Hong Kong's
framework is world class. Hong Kong has acceded to the Paris Convention for the
Protection of Industrial Property, theBerne International Cop ght Convention and
the Geneva and Paris Universal Copyright Conventions. For those conventions
which only allow sovereign state participation, the PRC has recently stated that it
would apply all of them to Hong nong post-1997 (just as Britain does today). Some
of Hong Kong's local laws covering trademarks, copyright for trade descriptions (in-
cluding counterfeiting), industrial designs, maskworks, and patents will have to be
"localized" for post-1997 application. Drafts of the laws indicate that, if anything,
the process of localization will be used to strengthen existing laws.
8. Workers Rights

a. Right of Association.- The right of association and the right of workers to es.
tablish and join organizations of their own choosing are provided for under local
law. Trade unions must be registered with the Hong Kong government, which must
also approve affiliations with foreign unions. No application for such aMliation has
so far been refused. Unions are defined as corporate bodies and enjoy immunity
from civil suits arising from breaking of contingent contracts or interference with
trade by work stoppages on the part of their members. The Hong Kong government
does not discourage or impede union formation or discriminate against union mem-
bers.Workers who allege anti-union discrimination have the right to have their
cases heard by a government labor relations body.

b. Right to Organize and Bargain Collectively.-The right to organize and bargain
collectively is guaranteed under local law. However, the latter is not widely prac-
ticed and there are no mechanisms to specifically encourage it. Instead, a dispute
settlement system administered by the government is generally resorted to in the
case of disagreements. In the case of a-labor dispute, should initial reconciliation
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efforts prove unsuccessful, the matter may be referred to arbitration with the con.
sent of the parties or a board of inquiry may be established to investigate and make
suitable recommendations.

c. Prohibition of Forced or Compulsory Labor.-Compulsory labor is prohibited
under existing legislation.

d. Minimum Age for Employment of Children.-Under regulations governing the
minimum age for employment of children, minors are allowed to do limited part.
time work beginning at age 13 and to engage in full-time work at age 15. Employ.
ment of females under age 18 in establishments subject to liquor regulations is pro-
hibited. The Labor Inspectorate conducts work place inspections to ensure that
these regulations are being honored.

e. Acceptable Conditions of Work.--Wage rates are determined by supply and de.
mand, with the exceptions of foreign domestic workers and a small number of
trades. There is no legislated minimum wage. Hours and conditions of work for
women and young persons aged 15 to 17 in industry are regulated. There are no
legal restrictions on hours of work for men. Overtime is restricted in the case of
women and prohibited for all persons under age 18 in industrial establishments. In
extending basic protection to its work force, the Hong Kong government has enacted
industrial safety and compensation legislation. The Hong Konggovernment Labor
Department carries out inspections to enforce legislated standard and also carries
out environmental testing and conducts medical examinations for complaints related
to occupational hazards.

Protection afforded under Hong Kong ordinances exterds to both local and foreign
workers in all sectors. Injuries and occupational diseases qualifying for compensa-
tion, while normally not specified by industry, cover injuries resulting from use of
industrial machinery as well as disease caused by exposure to physical, biological
or chemical agents.

f. Rights in Sectors With U.S. Investment.-U.S. direct investment in manufactur.
ing is concentrated in the electronics and electrical products industries. Aside from
hazards common to such operations, working conditions do not differ materially
from those in other sectors of the economy.Relative labor market tightness and high
job turnover have spurred continuing improvements in working conditions as em.
ployers compete for available workers.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 552
Total M anufacturing ............................................................... 1902

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 99
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 435
Electric & Electronic Equipment ....................................... 492
Transportation Equipment ................................................. .. (1)
Other M anufacturing .......................................................... 652

W holesale Trade ...................................................................... 4209
Ban king .................................................................................... 1094
Finance/Insurance/Real Estate .............................................. 3013
Services .................................................................................... 698
Other Industries ...................................................................... 517
TOTAL ALL INDUSTRIES ..................................................... 11,986
1 Suppressed to avoid discloming data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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INDONESIA

Key Economic Indicators
(Millions ot U.8. dollars unless otherwise noted]

I9S 1994 19964

Income, Production and Employment:
Real CDP (1993 prices)1 ..................................... 158 ,0 14  16 3,876  169 ,0 24

Real GDP Growth (percent) ................................ 6.5 7.3 7.2
GDP (at current prices) ....................................... 158,014 174,701 196,795
GDP by Sector:

Agriculture ........................................................ 28,252 30,472 33,452
Mining...... ........................ 15,092 14,528 13,908
Manu acturing .................................................. 35,245 41,762 50,217
Electricity, Gas, Water ..................................... 1,576 1,811 2,118
Construction ..................................................... 10,787 12,936 15,719
Retail Trade and Hotels ................................... 26,496 28,963 32,245
Transportation/Communication ...................... 11,139 12,466 14,211
Banking and Finance ....................................... 13,439 15,536 18,270
Government ...................................................... 10,760 10,563 10,380
Other Services .................................................. 65,224 5,659 6,242

Real per Capita GDP (US$) ................................ 835 853 865
Labor Force (millions) ......................................... 81 86 90
Unemployment Rate (percent) ............................ 2.8 4.3 4.0
Underemployment Rate (percent) ....................... 39.6 39.8 40.0

Money and Prices (annual percentage growth):
Money Supply ....................................................... 22.3 19.7 27.5
Interest Rate 2  .......................... . . . .. . .. . .. . . .. . . .. . . .. . . .. .  8.7 12.0 15.0
National Savings (percent GDP) ......................... 26.0 27.2 27.4
Consumer Price Index ......................................... 10.2 9.6 9.2
Wholesale Price Index ......................................... 3.6 5.4 12.1
Exchange Rate (RpiUS$)s ................................... 2,087 2,160 2,245

Balance of Payments and Trade:
Total Exports ........................................................ 36,607 40,223 45,600

Exports to U.S .................................................. 5,439 6,523 7,000
Total Imports .................................................... 28,376 32,322 42,000
Imports from US.............................................. 2,770 2,811 3,600

Aid from U S. ....................................................... 94 90 87
Aid from All Sources ............................................ 5,110 5,202 5,360
]Fpreign Debt (official/private) ............................ 83,500 89,100 94,000
Debt Service Ratio ............................................... 29.2 30.2 29.7
Foreign Exchange Reserves ................................ 12,352 13,158 14,100
Trade Balance ...................................................... 8,231 7,901 3,600

Trade Balance with U.S ................................... 2,669 3,712 3,400
'GDP based on 1993 revision of national accounts.
2 Interbank fund rates
I Peiod average.
41996 figures are embassy estimates based on available data.

1. Ge; -ral Policy Framework
Indonesia is an economic success story. In 1967, when President Soeharto took

power, it was one of the world's poorest countries, with per capita GDP of $70 per
person half that of India and Bangladesh. In 1995, Indonesia's nominal per capita
VDP should pass $1000, triple that of Bangladesh and more than double India's.
Life expectancy has risen dramatically-from.41 in 1967 to 63 in 1993-while infant
mortality and illiteracy rates have plummeted.

Real GDP growth averaged 8.3 percent per year from 1989 to 1994, while the gov-
ernment held? inflation to the 5-10 percent range. With strong export performance
and manageable import growth, the current account deficit dropped from $4.4 billion
in 1991 to $1.9 billion in 1993. However, in 1995, the economy began to show signs
of overheating. Imports grew by more than 25 percent, and the current account defl.
cit widened and could exceed $8 billion (about 4.5 percent of GDP) in 1995.
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The government maintains a balanced budget in the sense that expenditures do
not exceed domestic revenues plus foreign assistance receipts. The central bank con.
trols the money supply through the purchase and sale of its own debt instruments,
known as "Sertifikat Bank Indonesia."

Indonesia has made considerable progress in trade and investment deregulation.
In mid-1994, the government lowered investment barriers and, in May 1995, un-
veiled a comprehensive tariff reduction package which covered roughly two-thirds
of all traded goods and will reduce most tariffs to under five percent by 2003.

Indonesia's development is good news for American business. U.S. exports to the
country have doubled since 1988, totaling $2.8 billion in 1994. The best prospects
for U.S. exporters include equipment used in the construction of infrastructure, ma-
chinery, aviation equipment, agricultural products, and household consumer goods.
2. Exchange Rate Policies

The government has maintained the convertibility of the rupiah since the 1960's.
There have been no foreign exchange controls since 1972. The government follows
a managed float based on a basket of major trading currencies, including the dollar.
Current policy is to maintain the competitiveness of the rupiah through a gradual
depreciation against the dollar, at a rate of about five percent a year. The exchange
rate at the end of October 1995 was 2,260 rupiah per dollar.

3. Structural Policies
In general the government allows the market to determine price levels. Theg-

emnment enforces a system of floor and ceiling prices for certain 'strategic food
products such as rice. In some cases, business associations, with government sup-
port, establish prices for their products. Direct government subsidies are confined
to a few goods such as fertilizers.

Individuals and businesses are subject to income taxes.In 1995, the government
reduced the highest marginal income tax rate to 30 percent, for earnings in excess
of $33,000. In 1985, a Value-Added Tax (VAT) was introduced. Import duties are
another important source of government revenue. Companies can apply for an ex-
emption from or a rebate of import duties and VAT paid on inputs used to produce
exports. A few products remain subject to export taxes, usually with the goal of job
creation. For example, in October 1989 export taxes on cut lumber were raised to
prohibitive levels; and in May 1992 a previous export ban on logs was replaced by
high export taxes. However, the government has pledged to phase out export taxes
in its next deregulation package. According to government ovicials, total tax compli-
ance in Indonesia is about 55 percent.
4. Debt Management Policies

Indonesia's medium and long term foreign debt totals about $94 billion, with
about $60 billion owed by the state sector and $34 billion by the private sector. In
1995 Indonesia will pay approximately 30 percent of total export earnings in prin-
cipal and interest payments on its foreign debt. The government is fully committed
to meeting its debt service obligations and has no plans to seek a.debt rescheduling.

A cabinet-level team set up by the government in September 1991 to oversee for-
eign borrowing has had a measurable effect on controlling public offshore debt. The
team is charged with reviewing applications for foreign commercial credits to f1.
nance projects in which the government or a state-owned enterprise is involved. Fi-
nancing for purely private projects is not directly affected. The team is also charged
with prioritizing the use of offshore funds by project and with establishing borrow-
ing ceilings. In October 1991 the team announced ceilings on public sector foreign
commercial borrowing and guidelines for private sector borrowing through FY 1995/
96 ranging from $5.5 to $6.5 billion total per year.
5. Significant Barriers to U.S. Exports

Import licenses: Since 1986, import licensing requirements have been relaxed in
a series of deregulation packages. Items still subject to import licensing include
some agricultural commodities (rice, wheat, sorghum, sugar), certain agricultural
tools and machinery, some types of heavy construction and excavation equipment,
certain chemicals, alcoholic beverages, and some aluminum and iron and steel prod-
ucts. Import licensing requirements may be waived for companies importing goods
to be incorporated into subsequent exports.

In June 1993, the government lied the previous ban on most types of completely
built-up passenger vehicles, and replaced the ban with high import duties and sur-
charges. The May 1995 deregulation package set a schedule for reducing those tar-
iffs over a five-year period. The tariff on sedans, for example, will be reduced from
175 percent to 40 percent by the year 2003.



57

Services Barriers: Services barriers abound, although there has been some loosen.
ing of restrictions particularly in the financial sector. Foreign banks, securities
firms, and life and property insurance companies are permitted to form joint ven-
tures with local companies; in most cases, the capitalization requirements are high
er than for domestic firms. Foreign companies incorporated in Indonesia may issue
stocks and bonds through the capital market. Foreigners are permitted to purchase
up to 49 percent of a company's shares listed on the stock exchange.

Foreign attorneys may serve as consultants and technical advisors. However, at-
torneys are admitted to the bar only if they have graduated from an Indonesian
legal faculty or from an institution recognized by the government as equiva.
lent.Foreign accountants may serve as consultants and technical advisors to local
accounting firms. Air express companies are not permitted to own equity in firms
providing courier services although they may arrange with local firms to provide
services intheir name and place expatriate staff at local firms.

Indonesia imposes a quota on the number of foreign films which may be imported
in a given year. Films may be imported and distributed only by fully Indonesian-
owned companies. In November 1994 the government issued the final set of regula-
tions necessary to allow U.S. video companies to work with Indonesian distributors-
to provide legal video and laser disc rentals and sales. Distribution of U.S. videos
began in 1995.

Standards, Testing, Labelling, and Certification: In May 1990 the Government of
Indonesia issued a decree which stated that the Department of Health must decide
within one year of receipt of a complete application for registration of new foreign
pharmaceutical products. Under the National Drug Policy of 1983, a foreign firm
may register prescription pharmaceuticals only if they both incorporate high tech.
nology and are products of the registering company's own research.Foreign pharma.
ceutical firms have complained that copied products sometimes become available on
the local mart, At before their products are registered.

Investment Barriers: By enacting a new dereulation package in June 1994, the
government took a large step forward in improving Indonesia's investment climate.
The plTckage, known as PP 20, dropped initial foreign equity requirements and
sharply reduced divestiture requirements. Indonesian law now provides for both 100
percent direct foreign investment projects and joint ventures with a minimum Indo-
nesian equity of 5 percent. In addition, PP 20 opened several previously restricted
see•)rs to foreign investment, including harbors, electricity generation, tele-
communications, shipping, airlines, railways, roads and water supply. Some sectors,
however, remain restricted or closed to foreign investment.For example, foreign in-
vestors may not invest in retail operations; they may, however, distribute their
products at the wholesale level. The Indonesian government is now working to open
industrial distribution to foreign ventures.

Most foreign investment proposals must be approved by the Capital Investment
Coordinating Board (BKPM). Investments in the oil and gas, mining, banking, secu-
rities and insurance industries are handled by the relevant technical min.
istries.While BKPM seeks to function as a one-stop investor service, most investors
will also need to work closely with various technical government departments and
with regional and local authorities. There are limited provisions under which for-
eigners may exploit or occupy real property in Indonesia, but ownership is limited
to Indonesian citizens. There are numerous restrictions on the employment of for-
eign nationals, and obtaining expatriate work permits can be difficult.

Government Procurement Practices: in March 1994 President Soeharto signed a
decree which regulates government procurement practices and strengthens the pro-
curement oversight process. Most large government contracts are financed by bilat-
eral or multilateral donors who specify procurement procedures. For large projects
funded by the government, international competitive bidding practices should be fol-
lowed. Under a 1984 presidential instruction ("Inpres 8") on government-financed
projects, the government seeks concessionary financing which meets the following
criteria:3.5 percent interest and a 25 year repayment period which includes a seven
years grace period. Some p!roects proceed, however, on less concessional terms. For-
eign firms bidding on certain government-sponsored construction or procurement
projects may be asked to purchase and export the equivalent in selected Indonesian
products. Government departments and institutes and state and regional govern-
ment corporations are expected to utilize domestic goods and services to the maxi-
mum extent feasible; however, this is not mandatory for foreign aid-financed goods
and services procurement. An October 1990 government regulation exempts state-
owned enterprises which have offered shares to the public through the stock ex-
change from government procurement regulations; as of November 1995 four such
enterprises had made public offerings.
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6. Export Subsidies Policies
Indonesia Joined the GATT subsidies code and eliminated export loan interest

subsidies as of April 1 1990- Indonesia will now abide by its new WTO commit.
ments on subsidies. As part of its drive to increase non-oil and gas exports, the gov-
ernment permits restitution of VAT paid by a producing exporter on purchases of
materials for use in manufacturing export products. Exemptions from or drawbacks
of import duties are available for goods incorporated into exports.
7. Protection of U.S. Intdlectual Property

Indonesia is a member of the World Intellectual Property Organization and is a
party to certain sections of the Paris Convention for the Protection of Intellectual
Property. It withdrew from the Berne (copyright) Convention for the Protection of
Literary and Artistic Works in 1959.

Indonesia has made progress in intellectual property protection, but it remains on
the U.S. Trade representative's special 301 "Watch List under the provisions of the
1988 Omnibus Trade and Competitiveness Act.

Patents: Indonesia's first patent law came into effect on August 1, 1991. Imple-
menting regulations clarified several areas of concern, but others remain, incluEding
compulsory licensing provisions, a relatively short term of protection, and a provi-
sion which allows importation of 50 pharmaceutical products by non-patent holders.
The patent law and accompanying regulations include produce and process protec-
tion for both pharmaceuticals and chemicals.

Trademarks: A new trademark act took effect on April 1, 1993. Under the new
law, trademark rights will be determined by registration rather than first use. After
registration, the mark must actually be used in commerce. Well-known marks are
protected. However, there are some remaining problems with marks filed prior to
1991. Cancellation actions must be lodged within five years of the trademark reg.
istration date.

Copyrights: On August 1, 1989 a bilateral copyright agreement with the United
States went into effect extending national treatment to each other's copyrighted
works.Enforcement of the ban on pirated audio and video cassettes and textbooks
has been vigorous, although software producers remain concerned about piracy of
their products. The government has demonstrated that it wants to stop copyright

piracy and that it is willing to work with copyright holders toward this end. En-
forcement to date has significantly reduced losses from pirating, but leakages still
exist.

New patent, trademark and copyright laws will be submitted to Parliament in
1996. They are designed to bring Indonesia's laws into compliance with the Uruguay
Round agreement.

New Technologies: Biotechnology and integrated circuits are not protected under
Indonesian intellectual property laws. Indonesia has, however, participated in a
World Intellectual Property Organization conference on the protection of integrated
circuits and is considering introducing legislation.

Impact: It is difficult to estimate the extent of losses to US. industries due to in-
adequate intellectual property protection, but U.S. industry has placed considerable
importance on improvement of Indonesia's intellectual property regime.
8. Worker Rights

a. The Right of Association.-vate sector workers, including those in export proc-
essing zones, are free to form or join unions without prior authorization. However,
in order to bargain on behalf of employees, a union must register as a mass organi-
zation with the Department of Home Affairs and meet the requirements for recogni-
tion by the Department of Manpower. In JanuarZ 1994, a new government regula-
tion authorize non-affliated "plant level unions to be set up in individual plants
and to negotiate binding collective agreements. While there are no formal con-
straints on the establishment of unions, the recognition requirements are a substan-
tial barrier to recognition and the right to engage in collective bargaining. The only
unions recognized by the Department of Manpower are the thirteen industrial sector
unions that comprise the all Indonesia Workers Union Federation (Serikat Pekerja
Seluruh Indonesia, or SPSI). SPSI claims a membership of about two million, or
about 2.5 percent of the total work force. However, if agricultural workers are ex-
cluded, the percentage of union members rises to about five percent.

Civil servants are not permitted to join unions and must belong to KORPRI, a
non-union association whose central development council is chaired by the Minister
of Home Affairs. Teachers must belong to another PGRI. Though technically pos-
sessing the same rights as a union, it has not engaged in collective bargaining.

All organized workers, with the exception of civil servants, have the right to
strike. In practice, state enterprise employees and teachers rarely exercise this
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right.Before a strike can occur in the private sector, the law requires intensive me.
diation by the Department of Manpower and prior notice of the intent to strike.
However, no approval is required, and wildcat strikes are not uncommon.

b. The Right to Organize and Bargain Collectively.-llective bargaining is provided
for by law, but only the recognized trade unions that make up SPSI and the new"plant level unions may legally engage in it. Once notified that 25 employees have
joined a registered union, an employer is obligated to bargain with them. Before a
company can register or renew its company regulations it must demonstrate that
it consulted with the union or, in its absence, a committee consisting of employer
and employee representatives.

Labor law applies equally in export processing zones.Regulations expressly forbid
employers from discriminating or harassing employees because of union member.
smc.PProhibition of Forced or Compulsory Laborl-rced labor is strictly forbidden. In-
donesia has ratified ILO Convention No. 29 concerning forced labor.

d. Minimum Age for.Employment of Children.--e Department of Manpower ac-
knowledges that there is a class of children under the age of 14 who, for socio-eco.
nomic reasons, must work and legalizes their employment provided they have pa-
rental consent and do not engage in dangerous or difficult work. The workda
limited to four hours. Employers are also required to report in detail on ever, child
employed, and the Department of Manpower carries out periodic inspections.Critics,
however, charge that the inspection system is weak and that employers do not re-
port when they employ children.

e. Acceptable Conditions of Work.--e law establishes seven-hour workdays and 40
hour workweeks, with one 30 minute rest period for each 4 hours of woik. In the
absence of a national minimum wage, minimum wages are established for regions
by area wage councils working under the supervision of the National Wage Council.
Since 1995, regional minimum wage rates are adjusted nationwide on April 1 of
each year.Ministerial regulations provide workers with a variety of other benefits,
such as social security, and workers in more modern facilities often receive health
benefits and free meals. However, enforcement of labor regulations is limited and
many employers do not pay the minimum wa~e or provide other rec.quired benefits.
The failure to implement government regulations has been a significant cause of
strikes.

f. Rights in Sectors With U.S. Investment.-Working conditions in firms with U.S.
ownership are widely recognized as better than the norm for Indonesia. The applica-
tion of legislation and practices governing worker rights is largely dependent upon
whether a particular business or investment is characterized as private or public.
U.S. investment in Indonesia is concentrated in the petroleum and related indus-
tries, primary and fabricated metals (mining), and pharmaceuticals sectors.

Foreign participation in the petroleum sector is largely in the form of production
sharing contracts between the foreign companies and the state oil and gas company,
Pertamina, which retains control over all activities. All employees of foreign compa-
nies under this arrangement are considered state employees and thus all legislation
and practice regarding state employees generally applies to them.Employees of for-
eign companies operating in the petroleum sector are organized in KORPRI. Em-
ployees0f these state enterprises enjoy most of the protection of Indonesian labor

laws but, with some exceptions, they do not have the right to strike, join labor orga-
nizations, or negotiate collective agreements. Some companies operating under other
contractual arrangements, such as contracts of work and, in the case of the mining
sector, cooperative coal contracts, do have unions and collective bargaining agree-
ments.

Regulations pertaining to child labor and child welfare are applicable to employers
in all sectors. Employment of children and concerns regarding child welfare are not
considered major problem areas in the petroleum and fabricated metals sectors.

Legislation regarding minimum wages, hours of work, overtime, fringe benefits
health and safety, etc. applies to all sectors. The best industrial and safety record
in Indonesia is found in the oil and gas sector.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 4,341
Total M anufacturing .............................................................. " 181

mmo m amam = 0 0 m womm"Nmm" Nlnl ,--
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994--Continued

[Millions of UA. 4lar]

cat.i q Amount

Food & Kindred Products ........... ........ (1)
Chemicals and Allied Products ........................................... 83
Metals, Primary & Fabricated ............................................ 7
Machinery, except Electrical ............e...a......... .......... (1)
Electric & Electronic Equipmentit...................................... (1)
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... (1)

Wholesale Trade ...................................................................... 58
Banking .................................................................................... 111
Finance/Insurance/Real Estate .............................................. ()
Services .................................................................................... (1)
Other Industries ...................................................................... 259
TOTAL ALL INDUSTRIES................................................... 5,015

1 Suppressed to avoid disclosing data of individual companitAL
Source: U.S. Department of Commerce, Bureau of Economic AnalysiL

JAPAN

Key Economic Indicators
[Billions of U.8. dollars unless otherwise noted] 1

1993 1994 19962

Income, Production and Employment:
Real GDP (1990 Prices)........................
Real GDP Growth (percent)....................
Nominal GDP ................................................
Real GDP by Sector.

Agriculture & Fisheries......................
M ining .............................................................
M anufacturing ..................................................
Construction .....................................................
Electricity, Gas ............................................
Wholesale, Retail............................
Finance and Insurance.......................
Real Estate ..................................................
Transportation ..................................................
Services .............................................................

Per Capita Income MUS$).......................
Labor Force (millions)........................
Unemployment Rate (percent)..................

Money and Prices (annual percentage growth):
Money Supply:

(M2+CD annual average percent)..............
Commercial Interest Rates:

(10-yr govt bonds/year-end)...................
Savings Rate (percent).5 ... . . . . . . . . . . . . .......
Investment Rate (percent)• ....................

"Consumer Price Index (1990 base) ........
Wholesale Price Index (1985 base) .....................
Exchange Rate (yen/US$).....................

Balance of Trade:
Total Exports (FOB).........................

4,066.6
-0.2

4,274.6

84.2
9.3

1,146.9
334.0
129.4
531.2
204.2
382.8
241.3
527.4

34,279
66.2

2.5

4,447.5
0.5

4,688.6

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

37,521
66.5
2.9

1.1 - 2.1

3.02
32.3
29.9

106.4
95.0

111.18

360.9

4.59
31.0
28.9

107.1
93.1

102.23

14,844.1
20.5

15,086.2

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

240,592
366.6

3.2

3.1

42.67
N/A
N/A

3107.0
792.1

794.06

395.6 443.0
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Key Economic Indicators-Continued
[B&IioO of U.S. dollars unlofs otherwise noted]'I

1993 1994 19962

Exports to U.S. (FOB) ........ 0....... .05.4 117.6 120.9
Total Imports (CIF) ........... . . . 240.7 274.7 335.9

Imports from US. (CIF) .......................... 45.2 62.7 75.3
Trade Balance with U.S ...................................... 50.2 54.9 45.6

Balance of Payment.
Current Account ......................... 131.4 129.1 110.4
Trade Account ...................................................... 141.5 145.9 134.8
Services & Transfers ........................................... -10.1 -16.8 -24.4
Long-term Capital ................................................ -78.3 -82.0 -84.5
Basic Balance ....................................................... 53.1 47.1 25.9
Short-term Capital ............................................... - 14.4 --8.9 74.9
Gold and FOREX Reserves (yr-end) ................... 99.7 127.0 184.5

1Jan-Septembe cumulative.
J'Full year estimate.
JanAut atve• .A. LAbor data is not seasonally adjusted.

'End oeptembe.
OPublic and private savinp as a percent of GDP.
e(Public and private domestic fixed capital formation and inventory investmentYnominal GDP.
T Period average.

1. GeneralPolicy Framework
In 1994,.the Japanese economy, the world's second largest at more than $4 tril-

lion, posted its third consecutive year of below one percent GDP growth, 0.5 percent
for-the year. The economy remains weak, but boosted by expansionary fiscal mone-
tary policies signs of recovery are growing stronger.Real GDP growth is estimated
at .5 percent for 1995 and projected to rise to 2.0 percent in 1996.

The current economic slowdownwhich began in mid-1991, has proven to be one
of the longest in Japan's postwar history. (Until 1992-3, Japan had never recorded
two consecutive years of less than three percent real growth.)The surge in asset

rices and high rates of capital investment and hiding in the late 1980's gave way,
y 1991, to sharply slower growth, corporate restructuring, and balance sheet ad-

justment by businesses and consumers.'Very low levels of utilization for existing ca-
pacity suggest that employment and prices will remain soft, even if the economy
posts a weak recovery.

Japan is our second largest trading partner. In 1994 the United States exported
$62.7 billion to Japan and imported $117.6 billion from Japan. Japan's 1995 exter-
nal accounts posted global trade and current account surpluses of $135 billion (BOP
basis) and $110 billion, respectively. In 1995, Japan's merchandise trade surplus--
measured in dollar terms--fell for the first time in five years. The overall surplus
fell 11.4 percent to $107.1 billion; the trade surplus with the United States fell 17
percent to $45.6 billion. Despite sluggish domestic demand, the relatively high yen
led in 1995 to a 22.3 percent increase in cost-competitive imports.Exports also grew,
for the thirteenth consecutive year, by 12 percent, especially to other Asian markets.
Many economists expect Japan's trade and current account surplus to diminish fur-
ther over time.

In recent years, the Japanese government has used public spending to counter the
overall negative contribution of private demand to domestic demand growth. Five
fiscal stimulus packages between August 1992 and September 1995 have injected
a substantial amount of public works spending into the economy. Most recently, the
Japanese government announced a yen 14.2 trillion stimulus package in September1995.

In order to ease credit conditions, the Bank of Japan lowered the official discount
rate nine times between mid-1991 and September 1995, from 6.0 percent/year to 0.5
percent.Nominal interest rates set new record lows during 1995, yet demand for
funds, particularly for investment purposes, remained relatively weak.
2. Exchange Rate Policies

Japan operates a floating exchange rate regime with periodic intervention. In re-
cent years, intervention has been aimed at preventing appreciation of the yen. On
February 13, 1995, the United States and Japan signed a Financial Services Agree-
ment. Under this agreement, measures have been taken resulting in significant re-
laxation of foreign exchange controls, including raising limits on the foreign holdings
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of Japanese pension funds and other measures designed to encourage overseas in.
vestment by Japanese firms. In early 1996, the Government of Japan announced an
agreement to work with the monetary authorities of Hong Kong and Singapre to
maintain currency stability. In the last five years, the yen has appreciated 15 per-
cent on a real trade-weighted basis.
3. Structural Policies

Japan's economy is undergoing serious structural pressures, due primarily to
technology-driven global competition. Regulatory reforms have proceeded very slow.
ly, and the economy remains heavily managed by an intricate web of national and
local government regulations that have the effect of hindering market access for for.
eign frs. Japan's bureaucracy holds broad regulatory an-d discretionary powers
that allow it to intervene directly in the economy. In many cases, formal Japanese
laws and regulations are written only in general terms, with the details supplied
by often-unpublished "administrative guidance." The resulting broad power and dis.
cretion of government ministries can make it difficult for foreign firms to learn what
approvals and practices may be required to conduct business, and difficult to obtain
those approvals. Some official regulations also tend to reinforce private Japanese
business practices that restrict competition, hinder new domestic and foreign entries
into the market and raise cost of goods and services.Bureaucratic obstacles have de-
layed structural adjustment and impede competition in key sectors, such as retail
distribution, information and telecommunications, transportation, land and housing,
labor, and legal services.Heavy-handed bureaucracy combined with overly-exclusive
private business practices continue to trouble both foreign firms and domestic re-
formers in Japan.

On July 10, 1993 President Clinton and then-Prime Minister Miyazawa an-
nounced the U.S.-Japan Framework for a New Economic Partnership. The Frame.
work Agreement replaced the multiplicity of fora for pursuing bilateral economic ob-
jectives that had grown over the years. It provides a structure for addressing macro-
economic, structural and sectoralissues as well as cooperation in addressing global
issues through the "Common Agenda." The Framework divides the bilateral trade
agenda into five discrete "baskets" for discussion: government procurement, regu.
latory reform and competitiveness, economic harmonization, implementation of ex-
isting agreements and other major sectors (autos and auto parts). Since January
1993 the U.S. and Japan have reached twenty trade-related agreements, twelve of
which were reached under the Framework. The U.S. and Japan have developed an
active program of cooperation on issues of global concern-including the environ-
ment, health, population.

Structural issues are addressed in the Framework baskets dealing with imple-
mentation, regulatory reform and competitiveness, and economic harmonization.
These discussions have included issues such as enhanced competition policy, foreign
direct investment, buyer/supplier relationships, reform of the regulatory process and
more transparent administrative procedures, as well as continued efforts to reform
the distribution system (including import procedures). In 1994 and 1995 the U.S.
and Japan reached important Framework agreements on investment, financial serv-
ices, and intellectual property rights (see section 7).In addition, many of the agree-
ments reached on specific sectors, such as autos and auto parts and glass, address
specific structural problems adversely affecting competitive U.S. and other foreign
firms in the Japanese market.

Since the popularization of economic reform under the administration led by
Prime Minister Hosokawa in 1993, the government has made deregulation a key
theme in its economic agenda. The government issued its five-year (later accelerated
to three years) Deregu[ation Action Plan in March 1995, and various ministries,
agencies, and advisory committees continue to study and formulate measures to pro-
mote economic reforms. The government's Administrative Reform Council (ARC) is
scheduled to submit a report to the Prime Minister's Office in late March, 1996, that
will prioritize the implementation of key deregulation items raised in the March
1995 Action Plan and in the ARC working level committee's July 1995 interim de-
regulation report. In recent years, the U.S. has consistently urged Japan to under-
take bold and wide-ranging measures to deregulate its economy. However, the U.S.
has been disappointed to date by the pace, depth and range of Japan's current de-
regulation plans. Under the Framework Agreement's Workin Group on Deregula-
tion and Competition Policy, the U.S. has submitted two packages of deregulation
and competition policy proposals and suggestions to the Government of-Japan.
Working group talks and extensive discussion of deregulation issues are continuing.

The Japanese government, which formerly directed considerable public and pri-
vate resources to priority areas of the economy, is increasingly subject to domestic
criticism for using public funds to promote leading sectors andease declining ones.

464 .
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The government still has a direct role in promoting and organizing cooperation
among Japanese high technology firms, using off.-budget resources and small
amounts of appropriated funds to contribute to investment projects and government.
private sector efforts.

The Japanese government extended JF'Y 1994 income tax cuts totalling yen 5.5
trillion ($55 billion) through JFY 1995 (JFY runs from April through March). The
permanentn" portion of the income tax cut (yen 3.5 trillion/$35 billion) will continue
thereafter. The "temporary" portion (yen 2 trillion/$20 billion) of the tax cut is cur-
rently scheduled to be dropped after 1996. In April 1997, the current consumption
tax (a value-added tax) is scheduled to be raised from the current rate of 3 percent
to 5 percent.
4. Debt Management Policies

Japan is a major source of foreign direct investment, especially into other Asian
economies. Japan is also the world's largest net creditor, in part due to the country's
relatively high savings rate. The Government of Japan is actively supporting in-
creased overseas investment though levels have fallen during the recession. Japan
is also the greatest source of official development assistance to developing countries
and participates actively in Paris Club debt rescheduling for low-income nations.
5. Significant Barriers to U.S. Exports

The Japanese government has removed most formal, direct barriers to imports of
goods and services. Japan's average industrial tariff rate (about two percent) is one
of the lowest in the world, and Japan has made further tariff reduction offers in
the Uruguay Round Market Access Negotiations. The Uruguay Round Agreement
will reduce but not eliminate trade barriers in a number of areas: agr Ilture
(where the United States and other trading partners seek, among other tChfngs, an
end to Japan's ban on rice imports), manufactured goods (where the U.S. has pro-
posed mutual elimination of tariffs for major industrial sectors), and services.

One of the primary goals of the U.S.-Japan Economic Framework is to deal with
structural and sectoral issues in order to increase substantially access and sales of
competitive foreign goods and services through market-opening and macroeconomic
measures. Since July 1993, U.S. and Japanese negotiators have reached twelve
framework agreements including in the areas of autos and auto parts, investment
financial services, flat glass, government procurement of medical technology and
telecommunications products and services including Nippon Telegraph and Tele-
phone, intellectual property rights and insurance. Earlier trade agreements cover
other areas including supercomputers, commercial satellites, semiconductors, wood
products, paper, and government computer procurement.

Import Licenses: Import licenses, still technically required for all goods, are grant-
ed on a pro forma basis, with limited exceptions (fish, leather goods and some agri-
cultural products).

Service Barriers: Removing impediments to trade in services has become a promi-
nent aspect of the U.S.-Japan trade agenda. The U.S.-Japan Financial Services
Agreement of February 13, 1995 is already expanding competitive U.S. financial
services companies' access to many profitable areas in the Japanese market. On Oc-
tober 11, 1994 the U.S. and Japan signed an insurance agreement under which the
Government of Japan committed, among other things to enhance the transparency
of its regulatory system, provide important procedural protection, introduce specific
liberalization measures, and strengthen its antitrust/competition policy.The U.S.
and Japan have accords that partially liberalize access to the legal services market
(1987), promote free and open procurement of construction services and goods (1988
1991 and 1994), and ease restrictions on telecommunications services (Internationaf
Value-Added Networks I, 1988; Cellular phones, 1989 and 1994; International
Value-Added Networks II, 1990).

Legal services remain an area of contention, despite partial liberalization of legal
services in 1987. Japan continues to maintain severe restrictions on legal services
that foreign iwms can provide, including a prohibition on the employment of or a
partnership with Japanese lawyers. A Japanese government study commission on
legal services, established in September 1992, has called for some changes in the
current system. However, the commission addressed the issue of partnership in only
a limited way and did not recommend removing the current ban on foreign law
firms employing Japanese lawyers. These difficulties continue to be discussed under
the Frameworks Deregulation and Competition Policy Working Group talks.

Standards, Testing, Labelling and Certification: The Japanese government has
simplified, harmonized and, in some cases, eliminated restrictive standards in order
to8follow international practices in many areas. The U.S. Government continues to
bring to the attention of the Government of Japan standards issues raised by U.S.
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firms. The Framework talks' Deregulation and Competition Policy Working C Ap
is discussing a number of standards and certification issues.The US.-Japan auto
and autoparts aeement also calls for resolution of specific auto-related standards
and certi action issues by May 1996. However, overall progress remains slow. Ad.
vances in technology make some current Japanese standards outdated and restric.
tive. In addition, Japanese industry supports unique safety standards that limit
competition. Lastly, bureaucratic inertia Inhibits further standards simplification.
Standards problems continue to hamper market access in Japan.

Investment Barriers: Foreign investment into Japan in most sectors is now sub-
ject to only ex-post notification to the Ministry of Finance (MOF), thanks to MOF
commitments made under S11. Previously, all foreign investors were required to no-
tify the MOF of their intent to invest 30 days before any investment occurred.
Japan still restricts foreign investment in certain sectors including: aircraft, spacedevelopment, atomic energy, ol and gas production and distribution, mining, agri.
culture, fisheries, forestry, leather and leather products manufacturing, and tobacco
manufacturing.

Foreign investment in the banking and securities industries is subject to a reci.
procity requirement. Japan gives foreign investors national treatment after entry
with the Organization for Economic Cooperation and Development (OECD) notified
of limited exceptions. The Japanese government does not employ local equity re-
quirements, export performance requirements or local content requirements. The
Japanese government has not forced foreign individuals or companies to divest
themselves of investments. Japanese law allows foreign landholding, and foreign in-
vestors may repatriate capital and profits readily. At the same time, foreign direct
investment in Japan is much lower than that in its major G-7 trading partners.
There are a number of factors underlying this fact, including the legacy of many
years of active Japanese government discouragement of foreign investment. The
majorproblem, however, is the high co0t of doing business in Japan that makes the
rate of return on investments far lower than other alternatives. The Japanese gov.
erniment has taken initial steps to provide incentives to foreign investors and has
•ledged further action as part of the U.S.-Japan Investment Accord signed in July

9 9s).

Acquisition of existing Japanese companies is difficult, due in part to crossholding
of shares among allied-companies, leading to a low percentage of publicly traded
common stock.Tis practice complicates efforts of foreign firms to acquire existing
distribution/service networks through mergers and acquisitions. Close and exclusive
private relations between Japanese buyers and suppliers also continue to impede
foreign entry, as do extremely high business costs, related in part to overregulated
land and labor markets, and other regulatory burdens.

Government Procurement Practices: Japan is a signatory to the World Trade Or-
ganization (WTO) Agreement on Government Procurement. In November 1991,
Japan agreed to implement unilaterally procedural improvements to increase oppor-
tunities for U.S. suppliers. The United States continues to monitor Japanese govern-
ment procurement practices to assure that foreign firms are given an opportunity
to compete fairly and openly. Talks under the Framework produced specific United
States-Japan agreements covering government procurement in medical technology
and telecommunications, including Nippon Telegraph and Telephone; these were
signed November 1994.Bilateral negotiations also addressed problems in the govern-
ment procurement market for construction services. The negotiations resulted in the
1994 Action Plan for Reform of the Bidding and Contracting Procedures for Public
Works (Action Plan). In the Action Plan, Japan set forth open and competitive pro-
curement procedures to be used when making construction-related procurements
valued at or above the WTO government procurement thresholds.

Customs Procedures: The most serious shortcoming of Japanese customs proce-
dures is the lack of a fully integrated customs system which is used by other agen-
cies involved in import processing. Japanese customs authorities do not have com.
prehensive authorization to perform all customs inspections and to issue necessary
customs documents, but must rely on other agencies, principally the Ministries of
Agriculture (MAFF) and Health and Welfare (MHW), to complete required inspec-
tions. Coordination among agencies is often poor, leading to lnng delays in releasing
items from customs. In addition, the Japanese automated customs system needs to
be updated and improved since it does not provide such features as electronic pre-
filing and computerized parallel processing, needlessly exacerbating customs delays.
Finely, customs infrastructure at Japan's airports is sometimes inadequate or ex-
tremely expensive to use, thereby making on-site customs processing more difficult.

However, the government is making some progress in addressing these problems.
For example, MHW and MAFF have announced plans to install computers in or
after 1997for rapid parallel processing of agricultural imports, and the government
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plans to institute in FY96 an 'immediate release system" for certain categories of
air cargo, eliminating the need for this air cargo to pass through cus.
tomsAdaitionally, the government has begun an expansion of cargo terminal capac-
ity at Narita to facilitate more on-site customs processing.

6. Export Subsidies Policies
Japan conforms to the OECD Ex rt Credit Arrangement, including the agree-

ment on the use of tied aid credit. The Japanese government subsidizes exports as
permitted by the Arrangement, which allows softer terms for export financing to de-
veloping nations. Of the $13.24 billion that Japan allotted for offcial development
assistance in 1994, approximately 32.2 percent was earmarked for loan aid. In this
area, Japan has virtually eliminated Japan-tied-aid credits and now extends about
98 percent of its loan aid under untied terms.But U.S. exporters continue to face
difficulties in competing due to the use of (1) less developed country (LDC) untied
aid, where bidding is only open to Japanese and LDC firms, and (2) tied feasibility
studies (provided by grant aid) for untied (loan aid) projects which result in project
specifications more suited to Japanese than U.S. bidders. These programs are the
subject of continued discussions within the OECD. Japan exempts exports from the
three percent VAT-like consumption tax initiated in April 1989. This provision does
not appear to have any significant impact on a manufacturers decision to sell do-
mestically or export.
7. Protection of U.S. Intellectual Property Rights

Japan is a party to the Berne (copyright), Paris (industiral property) and Univer-
sal Copyrigt conventions and the Patent Cooperation Treaty. Japan's intellectual
Property rghts (IPR) regime affords national treatment to U.S. entities. The United
States and Japan agree that uniform IPR standards and better enforcement are
needed. Toward that end, U.S., Japanese, and European negotiators are engaged in
trilateral patent harmonization talks. Discussions, including the protection of semi-
conductor mask works, are also taking place in the World Intellectual Property Or-
ganization and the WTO.

Average patent pendency in Japan is one of the longest among developed coun-
tries. The long pendency period, coupled with a practice of opening all applications
to public inspection 18 months after filing, exposes patent applications to lengthy
public scrutiny without effective legal protection. Bilateral talks on Japan's slow
patent processing led to a reduction in the average patent examination portion of
the pendency period, from about 37 months to 30 months.Efforts to reduce this pe-
riod continue.

Many Japanese firms use the patent filing system as a tool of corporate strategy,
filing many applications to cover slight variations in technology. Public access to ap-
plications and compulsory licensing provisions for dependent patents facilitate this
practice. The rights of U.S. filers in Japan are often circumscribed by filings of ap-
plications for similar inventions or processes. Japan's extremely narrow scope of pat-
ent grants compounds this problem. The need to respond individually to multiple
oppositions slows the process and makes it more costly. Japanese patent examiners
and courts interpret patent applications narrowly and adjudicate cases slowly. Japa.
nese patent law lacks an effective doctrine of equivalents and civil procedure lacks
a discovery procedure to seek evidence of infringement.

A United States-Japan IPR agreement, signed in August 1994 under the Frame-
work, will provide some relief to problemsposed by the lengthy pendency period and
the practice of multiple opposition filin%. Under legislation introduced by the Japa-
nese Patent Office, the Japanese parliament revised the patent system in Aprii
1995. The IPR agreement became fully operational on January 1, 1996. The revised
system will allow opposition filings only after a patent is granted.Multiple opposi-
tion filings will be consolidated and ad dressed in a single proceeding, minimizing
time and costs. There will also be a revised, accelerated examination system, the
major elements of which are: (a) patents already filed with accredited foreign patent
authorities will be eligible for accelerated examination irn Japan; (b) accelerated ex-
amination applications will be granted or abandoned within 36 months of the re.
"q.est date; and (c) there are limits on accelerated examination fees. In addition,,
Japan will no longer issue compulsory, dependent patents..

Trademark applications are also processed slowly, averaging two years and three
months and sometimes taking three to four years. Infringement carries no penalty
until an application is approved. In April 1992, Japan amended the trademark law
to protect service marks explicitly.

Japanese copyrignht protection for programming languages and algorithms is am-
biguous. Pirated video sales remain a problem, although the Japanese police cooper-
ate with the Motion Picture Association of America in targeting video pirates, under
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1988 Japanese IPR legislation that facilitates prosecution. Japan has committed to
enforce vigorously national treatment rights. A revised copyright law, which was
passed in 1991 and took effect in January 1992, extends copyright protection to 30
years. Japan has also provided protection for sound recordings produced after 1971.
However, under the WTO Agreement on Trade Related Aspects of Intellectual Prop.
erty Rights (TRIPS), which entered into force in developed countries on January 1,
1996, Japan is obligated to extend copyright protection to US. sound recordings pro.
ducked since 1946. The U.S. government continues to urge the Government of-Japan
to provide such protection.Discussions by an advisory panel to the Japanese govern.
ment of a proposal to relax legal restrictions against reverse engineering of software
and decompilation of computer programs tooklplace into 1994 but the panel ulti-
mately issued no recommendations.-The US. government and U.S. software compa-
nies registered their strong objection to any change.

Although Japan's 1990 Trade Protection Law is an improvement over protection
by ordinary contract, it is still very difficult to get an injunction against a third
party transferee of purloined trade secrets.
8. Worker Rights

a. The Right of Association.-This right as defined by the International Labor Or-
ganization (WLO) is protected in Japan.

b. The Right to Organize and Bargain Collectively.-This right is assured by the
Japanese constitution. Approximately 24 percent of the active work force belongs to
labor unions.Unions are free of government control and influence. The right to
strike is implicitly assumed by the constitution, and it is exercised frequently. Pub.

ilic employees however, do not have the right to strike, although they do have re.
course to mediation and arbitration in order to resolve disputes. In exchange for a
ban on their right to strike, government employee pay raises are determined by the
government, based on a recommendation by the Independent National Personnel
Authority.

c. Prohibition of Forced or Compulsory Labor.-The Labor Standards Law pro.
hibits the use of forced labor, and the law is vigorously enforced.

d. Minimum Age/for Employment of Children.-Under the Revised Labor Stand-
ards Law of 1987, minors under 15 years of age may not be employed as workers,
and those under the age of 18 may not be employed in dangerous or harmful work.
Child labor laws are rigorously enforced by the Labor Inspection Division of the
Ministry of Labor.

e. Acceptable Conditions of Work.-Minimum wages are set regionally, not nation.
ally. These wage rates are sufficient to provide workers and their families with a
decent living.The Ministry of Labor effectively administers various laws and regula-
tions governing occupational health and safety, principal among which is the Indus-
trial Safety and Health law of 1972.

f. Rights in Sectors With U.S. Investment.-Internationally recognized worker
rights standards, as defined by the ILO, are protected under Japanese law and
cover aU workers in Japan. U.S. capital is invested in all major sectors of the Japa-
nese eqgnomy, including petroleum, food and related products, primary and fab-
ricated metals, machinery, electric and electronic equipment, other manufacturing
and wholesale trade.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Cat. •go •Amount

Petroleum ................................................................................. 6,124
Total M anufacturing ............................................................"15,844

Food & Kindred Products .......................... 1,121
Chemicals and Allied Products ........................................... 3,634
Metals, Primary & Fabricated ............................................ 298
Machinery, except Electrical .............................................. 4,425
Electric & Electronic Equipment ....................................... 1,665
Transportation Equipment ................................................. 1,842
Other M anufacturing .......................................................... 2,860

W holesale Trade ...................................................................... 86,844
Banking.......... ........... .......................... 420
Finance/Insurance/Real Estate .............................................. 6,400
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Extent of U.S. Investment in Selected Industries.-U.S. Direct

Investment Position Abroad on an Historical Cost Basis--1994--Continued
[Millions of U.S. dollar,]

Category Amount

Services............. ................................. 496
Other Industries ..................................................................... 900
TOTAL ALL INDUSTRIES .................................................... 87,027

Sou.. e: U.S. Department o.fCommerce, Bureau of.. f. nomic A...ysi. •

SOUTH KOREA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP Growth (percent)....................
GDP (at current prices)2 .. . . . . . . . . . . . . . ......
GDP by Sector:

AgricultureForestry/Fisheries .......................
Electricity/Gas/Water ......... ................
M anufacturing ..................................................
Construction .....................
Financial Services.........................
Government/Health/Education ........................
O ther ................................................................

Net Exports of Goods and Services...............
Per Capita GDP (US$)........................
Labor Force (000s)..........................
Unemployment Rate (percent)..................

'Money and Prices (annual percentage change):
Money Supply (M2)........................
Yield on Corp. Bonds (percent).3 ... . . . . . . . ......
Personal Saving Rate (percent)s ........................
Retail Inflation. ......... ............
Wholesale Inflation........................
Consumer Price Index.......................
Average Exchange Rate (US$/1,000 won) ..........

Balance of Payments and Trade:
Total Exports (FOB)4 ... . . . . . . . . . . . . . . .......

Exports to U .4.................................
Total Imports (CIF)4........................

Imports from US. ..................
Aid from US ... .............. ......................
Aid from Other Countries ..............
External Public Debt's ......................
Debt Service Payments (paid)..................
Gold and Foreign Exchange:

Reserves (cost basis)......................
Trade Balance4  ......................... . . . . .. .. . .. . .. . .. . . . .

Balance with U•.4 5 ........................................

5.5 8.4 9.1
332,852 380,304 457,312

23,464
7,718

89,906
46,108
56,668
26,454
82,534

- 107
7,501

19,803
2.8

18.6
12.6
26.7
4.8
1.5

121.7
1.246

82,236
18,138
83,800
17,928

0
0

43,870
5,500

20,262
-1,564

210

26,807
8,815

102,232
51,154
64,985
30,189
96,122

-5,134
8,483

20,326
2.4

15.6
12.9
25.9

6.2
2.8

129.3
1.247

96,013
20,553

102,348
21,578

0
0

57,300
6,500

25,673
-6,335
- 1,026

32,234
10,522

123,993
57,371
83,362
35,384

114,446
-8,000
10,196
21,112

2.0

15.7
11.5
25.0
"4.7
5.0

135.4
1.298

124,200
23,000

129,000
30,000

0
0

70,000
8,500

34,000
-4,800
-7,000

1996 fig-rm are all estimat" based an available data as of October 1996.
aGDP at fir ct.
'Figures ar for average annual interest rates, not changes in them.
4 Merchandise trade; Korean government data.
'U.S. Government data are compiled differently.
4Include r n-gparanteed private debt.
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1. General Policy Framework
The Korean government's economic policies have traditionally emphasized rapid

export-led development and the protection of domestic industries. Government inter.
vention in the economy to promote these objectives has been pervasive throughout
the post-Korean War era. Restrictions on foreign participation in the economy
through trade and investment have been common. In the latter part of the 1980s
removal of explicit import prohibitions and steadily increasing domestic demand
began to push Korea toward a more mature stage of economic development. In the
1990s, the Kim Young.Sam administration launched programs to deregulate and
modernize the economy, but many bureaucrats still believe the government has an
important role in preventing macroeconomic and social instability caused by 'exces-
sive competition."

The Korean economy has rebounded strongly since 1992, when growth fell to a
recent low of 5.1 percent. Growth has been accelerating since mid.1993, and real
GDP in the first half of 1995 ros 9.6 percent over year-earlier levels. Output of the
manufacturing sector may exceed ten percent in 1996, and the capacity utilization
rate in manufacturing exceeds 80 percent. The expansion is investment-led, as the
large conglomerates (chaebols") implement ambitious plans to modernize and ex-
pand facilities. Exports, aided by the strength of the yen, remain brisk in 1995, al-
though imports are even more buoyant. Imports from the United States continue to
grow at double-digit rates, with an increase of over 17 percent in the first half of
1995 compared to the year-earlier period. Household spending on consumption,
which accounts for over half of total GDP, is rising along with optimism about the
economy. Real GDP growth, which averaged 8.4 percent in 1994, will likely exceed
nine percent in 1995.

Despite faster growth, the economy displays few signs of overheating. Consumer
prices rose only 4.7 percept in the first nine months of 1995. Wage demands have
moderated compared to 1994, although wage costs may rise in the second half of
the year, since many wage packages negotiated in 1994 call for the payment of bo-
nuses at end-1995. To forestall any major increases in the rate of inflation, the Bank
of Korea intends to hold money supply growth toward the bottom of its 14 to 17
percent target range in the second half of 1995.

The Korean economy enjoys some positive features that compare favorably with
many OECD economies. Government spending and taxes as a share of GNP, as well
as the fiscal deficit, are low by international standards. Moreover the quality of
public expenditure is high, with an emphasis on education andpubiic works rather
than transfer payments. The national savings rate has climbedJdramatical]y since
Korea made inflation control a priority in the 1980s, and it now roughly equals the
gross investment ratio of about 30 percent of GNP.

At the microeconomic level, however, government intervention is extensive and
costly in terms of economic efficiency. The prices of many products are controlled
de facto. Korea continues to require commercial banks to give priority to smaller
businesses in allocating credit, and the government must approve all bond and stock
issuances. Most overseas capital transactions are tightly controlled.Investment and
product safety regulations inhibit domestic competition and often discriminate
against foreigners. Korean government task forces have been commissioned to rid
the economy of obstructive and redundant regulations, and plans were announced
in 1995 to liberalize aspects of the shipping, trucking, petroleum and telecommuni.
cations industries, but thus far progresshas been marginal.
2. Exchange Rate Policies

The Won appreciated against the dollar by about three percent in the 12 months
ending August 1995. On the other hand, a sharp fall in the external value of the
won against the yen in 1994 gave Korean heavy industries price advantages over
their Japanese rivals. Korean economic forecasts assume the recent appreciation of
the won against the yen in 1995 will continue into 1996, with corresponding lower
export volumes and growthlevels.

The U.S. Treasury has reported to the U.S. Congress that it finds no evidence of
direct exchange rate manipulation by the Korean authorities to gain competitive ad.
vantage. The-Treasury noted, however, that stringent foreign exchange and capital
controls distort trade and investment flows and frustrate the emergence of a truly
market-determined exchange rate.
3. Structural Policies

Korea's economy is based on private ownership of the means of production and
distribution, although heavy governmental intervention (via policy loans and discre-
tionary enforcement of regulatory policies) has historically been used to steer the
direction of economic development. The government also uses its tight grip on the
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financial sector to apply this control..One side effect has been the high degree of
concentration of capitaland industrial output in a small number of chaebols. The
most recent Korean government estimates indicate that the 30 largest chaebols ac-
count for about one-third of the total capital of the domestic financial sector and
about 35 percent of all manufacturing.

Historically, Korea's import regime allowed easy entry of raw materials and cap-
ital equipment needed by competitive export industries but restricted consumer im-
ports. Since the mid-1980s, however, the government has eliminated most explicit

import prohibitions. Instead, a variety of nontariff barriers have emerged as obsta-
cles to imports, including onerous and non-scientific food safety and plant quar-
antine requirements.

In 1993, the US. and Korean Presidents launched the Dialogue for Economic Co.
operation (DEC), a year-long effort to address systemic issues that impact trade and
investment flows between the two countries. Building on the results of the prior
Presidential Economic Initiative (PEI), the DEC sought to deepen economic coopera-
tion through a variety of means, including the Korean government's programs to de-
regulate the economy and improve the chmate for foreign investment. The DEC es.
tablished counterpart groups to examine specific problems in the areas of taxation,
administrativeprocedures, import clearance and competition policy, while the ple-
nary sessions dealt with foreign direct investment issues. In the June 1994 Eco-
nomic Sub-Cabinet meeting, the U.S. side assessed the DEC as moderately success-
ful; subsequently, both sides have sought to implement its results.

4. Debt Management Policies
Foreign debt management is not a critical issue for Korea. Korea's gross foreign

debt will total an estimated $70 billion at end-1995, while debt service as a share
of the total export of goods and services is around nine percent.Net foreign debt,
taking into account Korea's numerous and growing overseas assets, is approximately
$17 billion.

In 1995 the Republic of Korea graduated from its status as a World Bank loan
recipient.
5. Significant Barriers to U.S. Exports

Although the most explicit barriers to imports have fallen over time and overall
trade is steadily growing, U.S. exporters often discover new, more subtle barriers
that tend to frustrate the widespread liberalization promised in the major trade ini-
tiatives of the late 1980s. Tariffs have fallen to an average rate of 7.9 percent; con-
tinued decline in the average is doubtful in the near term, given the contrary impact
9X "tariffication" of some agricultural items following the Uruguay Round (UR)
which were formerly subject to small quotas. The National Assembly ratified the UR
agreements at the end of 1994; implementing legislation will go into force through-
out 1995 and 1996.

The typical trade barriers U.S. exporters experience today are rooted in the maze
of regulations which greatly complicate the process of licensing, inspections, type ap-
proval, marking requirements and other standards affecting trade. Many of these
technical barriers to trade are inconsistent with international norms. For that rea-
son, the United States has challenged some Korean government policies in the agri-
cultural sector through the World Trade Organization (WTO). Trade restrictions af-
fecting U.S. exports of automobiles and telecommunications equipment have been
the subject of bilateral negotiations.

One important barrier to even greater growth in U.S. exports to Korea is the re-
striction on importing on credit.Use of limited deferred payment terms (extended as
of December 1, 1995, to a maximum of 180 days) is restricted to items with a tariff
of ten percent or less, which are generally raw materials. Use of deferred payment
terms for other goods requires a license from foreign exchange banks or permission
from the Governor of the Bank of Korea, which is rarely granted. U.S. firms esti-
mate that they could increase exports by up to one-third if Korean firms were al-
lowed to buy on credit.

Licenses are required for all imports to Korea, but they are usually granted auto-
matically, except in the case of prohibited or regulated goods (a classification that
includes around 150, mostly agricultural products). Under Korea's agreement to
phase out its GATT balance of payments (BOP) restrictions, the government is com-
mitted to eliminate most of these restrictions by 1997. In April 1994, the govern-
ment reconfirmed this commitment and added a number of key items as part of the
Uruguay Round agreements; yet, some of the items will not be liberalized until the
year 2000.

Under the Uruguay Round, Korea will gradually' A pand its minimum import
quota for beef to 225,000 MT by the year 2000, while &t the same time expanding

'I• / / /

'I
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the proportion of the quota imported through the simultaneous buy/sell system and
reducing the mark-up. In Janua q2001, Korea will remove all nontariff barriers to
beef imports, including state trading.Standards, licensing, registration and certification requirerents all can be u

effectively to limit US. exporters' access to the Korean market. Unreasonably tough
and arbitrarily enforced standards and labeling requirements have adversely.af.
fected U.S. exports of a wide variety of consumer products. Registration require.
ments for products, such as chemicals, processed food and cosmetics, hamper free
entry into the market as well and can require U.S. firms to release detailed propri
etary information on the composition of their products to their loca! competitors in
the process.

Elective January 1, 1993 a Prime Ministerial Decree, outlined improved proce
duress for standards and rules-makinginincluding a requirement for public notice,
minimum comment periods and an adjustment period prior to implementation. The
government nttroduced a full-fledged Administrative Procedures Act in 196, ad.

Iressin one of the principal topics of discussion in the DEC.
The Korean government has also begun to implement a five-year program of fl-

nancial sector reforms, announced in Ray 1993, to reduce controls on banks and
other financial institutions. Measures taken to date include the lifting of many con-
trols on interest rates, removing documentation requirements on most forward for.
eign exchange contracts and easingdslightly foreign banks' access to won currency
funding. Under the present timetable olr reform, some critical measures (such as
full won convertibility and freedom of capital movements) are not scheduled to be
achieved until 1997. Government restrictions also continue to deny national treat-
ment to foreign banks and securities firms in a number of areas. For example, for-
eign banks face significant impediments in the form of restricted access to local cur-
rency funding, difficulties inmobtaiing approval for new financial products and. re-
quirements to capitalize each subbrancn.rforeign securities firms face restrictions
on their ability to lead manage securities issues in overseas markets and may not
place orders for foreign securities on behalf of Korean clents.e.t..

Changes in regulations announced in June 1994 resulted in a streamlining of for-
eign investment applications procedures and the easing of a number of barriers to
direct foreign investment. Apt the same time,the government announced accelerated
opening of several sectors that had previously been closed to foreign investors. ear-
lier changes to laws and regulations governing foreign purchases of land made it

easier for foreign-invested companies to purchase land for staff housing and busi-
ness purposes.

Despite these improvements, however, U.S, investors in Korea continue to face a
number of significant barriers.Restrictions on access to offshore funding (including
offshore borrowing, intracompany transfers and intercompany loans) are particu-
larly burdensome for foreign-invested companies.noreign equity participatin re-
quirements remain in some sectors, and licensing requirements and other regulatory
restrictions can limit foreign directinvestmentningsectors that are nominally open
to foreigners. Foreign firms face additional restrictions in investment i.n most mrofles-
sional services, as well as in their downstream services. Retail dstribution my for-
eign-invested arms, for example, is subject to limits on the number of outlets and
floor spaces.These restrictions will not be lifted until 1996.clt.n.l.

The government has done little to educate a public accustomed to a closed domes-
Thmaret on the benefits of imports, particularly to consumers. Mdost Koreans have

been taught that imports are by definition luxury goods and somehow unpatriotic.
The government in the past encouraged regular "frugality campaigns" against "over-
consumption" that hit consumer imports particularly hard. The accumulated herit-
ageof these essentially ant.iimport campaigns is hard to erase.

The streamlining of Korea's complex iport clearance procedures is an important
U.S. policy objective. Korea is now implementing DECerecommendations for im-

provement of custonK and import clearance procedures. A new customs subgroup
has been established to deal with the long-term implementation of improvements i
the Korean import clearantce system.

Korea has a ed to join the WTO Government Procurement Code. Its member-

ship will be effective January 1, 1997.

6. Export Subsidies Policies

Since the mid-1980s, Korea has been dismantling the once prevalent system of
subsidies which helped foment the dramatic industrialization of the 1960-70s. First,
a new law governing tax exemptions was passed in 1983. Then, the balance of the
subsidy tools (grants and directed andor subsidized financing) web redirectd in

1986 towards functional objectives, rather than towards specific industries or sec-
tors.,

2

7
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In the face of the ongoing financial liberalization, the real benefit of the sub.
sidized lines of credit is declining, and the relative size of direct grants is small and
declining with regard to both the government budget and the massive amount spent
privately on investment. While the targeting of-finance in Korea's high growth,
cash-starved environment remains an important tool, tax exemptions are likely the
most significant means by which the government can promote its objectives. Ex-
empted taxes were estimated to equal fully ten percent of total government expendi-
tures in 1994.

Many government programs directly support Korea's export industries, including:
customs duty rebates for raw material imports used in the production of exports;
short-term export loans for small/medium-sized enterprises (SMEs); rebates on the
value-added tax (VAT); a special consumption tax for export products; corporate in-
come tax benefits for costs related to the promotion of overseas markets; unit export
financial loans; and, special depreciation allowances for small/medium-sized export-
ers. Korea also maintains a special loan program for SMEs to facilitate exports to
Japan in an effort to curb its enormous bilateral trade deficit with that country,

Korea intends to implement the new WTO Agreement on Subsidies and Counter.
vailing Measures as a "developed country," suggesting that any remaining "red
light" subsidies will be eliminated or modified very soon. The government has sub-
n'tted draft legislation to the Assembly to bring the tax incentives provided to the
domestic shipbuilding industry into compliance with OECD norms.
7. Protection of U.S. Intellectual Property

Beginning in February 1993, Korea launched a new comprehensive, plan to
strengthen intellectual property rights (IPR) protection and the enforcement of IPR
laws.-The so-called "Special Enforcement Program" has been resumed annually. It
included the establishment of an information network on cases and regularly sched-
uled raids on markets where counterfeit goods were prevalent. Key trouble areas,
such as the electronics markets in Seoul and Pusan, were targeted more often. Ko-
rean authorities gave high priority to the prosecution of IPR-related cases. For the
first time, IPR offenders routinely spent time in jail and paid fines. The government
also increased the penalties for copyright infringement and amended the customs
law to strengthen IPR enforcement for imports and exports of copyright and trade-
mark goods.

As a result of this concentrated push, the U.S. government, in its recent Special301 reviews, elected not to upgrade Korea to "priority foreign country" status but
kept it on the "priority watch list." The American Chamber of Commerce in Korea
(AMCHAM) supported the U.S. government's decisions. In the summer of 1995,
AMCHAM's Board of Governors voted to support downgrading Korea to the "watch
list" in anticipation of the passage of the laws necessary to bnrng Korea into compli.
ance with the WTO Agreement on Trade Related Aspects of Intellectual Property
Ri hts (TRIPS).

N11 compliance with the WTO's TRIPS Agreement would require relatively few
changes in Korea's body of laws and regulations. All of the necessary draft laws
have been submitted to the National Assembly, and the government hoped to secure
their passage by January 1, 1996. Regulations implementing these new laws and
other changes will be completed by July 1, 1996. Korea is also committed to becom-
ing party to additional international conventions governing IPR issues, such as the
Berne Convention for the Protection of Literary and Artistic Works.

Patents: While Korea's patent laws are satisfactory, the actual extent of patent
protection in Korea depends on judicial interpretation. Problems include a lack of
discovery procedures, limits on the use of the 'doctrine of equivalents" andsa deter-
mination that "improvement patents" (whether patentable or not) do not infringe on
the pioneer patent.Existing laws on compulsory licensing pose problems for some
US. firms because they specify that a patent can be subject to compulsory licensing
if the patent is not worked

Trademarks: Trademark violations typically have been the most visible area of in-
fringement and were the prime target of recent enforcement crackdowns, particu.
larly sinze Korean law allows prosecutors or police to investigate trademark in-
fringement cases without the filing of a formal complaint.Problems remain with the
Korean definition of "world famous marks," wherein enforcement is inconsistent.
The Korea Industrial Property Office (KIPO) lýas developed a catalogue of some
30,000 trademarks from all over the world to aid its examiners. The U.S. Govern.
ment continues to urge KIPO to refer to a CD-ROM listing of trademarks provided
by the US. Commerce Department.

Copyrights: Korea and the United States established copyright relations when
Korea joined the Universal Copyright Convention in 1987. Korean government ad-
ministrative measures outlined in the 1986 United States-Korea IPR agreement
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were intended to provide retroactive protection for books copyrighted from 1977 to
1987, software copyrighted from 1962 to 1985 and all pre-1987 iound and video re.
cordings.

Following the 1986 agreement, Korea had some immediate success in curbing
pirating activities particularly in the area of printed materials, through the use of
txand trademark infringement laws. Until the advent of the special-enforcement
campaigns, relatively little attention was given to the problem of piracy in the area
of sound recordings. One of the chief successes of the new IPR regime has been the
establishment of a mechanism for reviewing registration applications that tracks the
ownership of both pre and post-1987 works.

Software piracy continues to be widespread. The Korean authorities have con-
ducted raids on retailers and wholesalers but have given relatively low priority to
large end-users.The few raids that have been conducted on training schools and
other end-users have sparked significant purchase orders to legitimate vendors. In
1994 and 1995, the government sponsored a series of public seminars on the impor-
tance of copyright protection for software, and the number of raids and arrests con-
tinued to rise.

Korea agreed in 1993 to extend copyright protection to textile designs. Korean of.
ficials are working with local textile manufacturers to develop mechanisms for
tracking rights ownership and protecting Korean producers from liability.

A key complaint of U.S. firms is that Korean law does not permit the prosecutor
or the police to undertake an investigation of alleged copyright infringement unless
a formal complaint has been filed. U.S. firms maintain that this requirement causes
delays that allow the alleged violator to remove evidence from the premises before
the authorities arrive. The Korean government currently has no plans to change
this requirement.

New technologies: In November 1992, the National Assembly passed legislation to
extend IPR protection to semiconductor mask works. Korea could seek reciprocal
protection for its chips under US. law, provided it demonstrates that no "unauthor-
ized duplication" is occurring. The Korean government has been very responsive to
US. Government suggestions on how the law and has changed its implementing
regulations to make its compulsory licensing provisions acceptable to U.S. industry.

LeFislation to protect trade secrets took effect in December 1992. A Prime Min-
isterial decree effective JanuaIy 1,1993, mandates the handling of trade secrets (in-
cluding business confidential information) in such a manner that legitimate com.
mercial interests are protected. In 1992, the Korean government enacted new legis-
lation to regulate cable television; the U.S. Government views certain provisions of
this law with concern because may inhibit market access for U.S. firms.

Korea is a party to the Paris Convention for the Protection of Industrial Property,
the Patent Cooperation Treaty, the Universal Copyright Convention and the Geneva
Phonograms Convention. It is also a member of the World Intellectual Property Or-
ganization. In November 1992, the National Assembly ratified the United States.
Korea Patent Secrecy Agreement.
8. Worker Rights

a. Right of Association.- The Korean Constitution gives all workers (with the ex-
ception of most public service employees and teachers the right to free association.
Despite these limits, there are blue collar public sector unions in railways, the post.
al system, telecommunications and the national medical center. The trade union law
specifies that only one union is permitted at each place of work, and all unions are
regfred to notify the authorities when formed or dissolved.

fn the past, the government did not formally recognize labor federations which
were neither part of nor affiliated with the country's sole legally recognized labor
confederation, the Federation of Korean Trade Unions (FKTU).In 1993, however, the
Labor Ministry began to recognize independent professional federations represent.
ing such groups as hospital workers, journalists, financial workers and white collar
employees in construction companies and government research institutes. In prac.
tice, labor federations not formally recognized by the Labor Ministry can exist with-
out government interference, except when the authorities consider their involvement
in labor disputes to be harmful to the nation.

No minimum number of members is required to form a union, and unions may
be formed without a vote of the full prospective membership. Korea's election and
labor laws forbid unions from donating money to political parties or participating
in election campaigns. Yet, trade unionists have circumvented the ban by tempo-
rarily resigning their union posts and running for office on a political party's ticket
or as an independent.

Strikes are prohibited in government agencies, state-run enterprises and defense
industries. By law, enterprises in public interest sectors such as public transpor-
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tation, utilities, public health, banking, broadcasting and communications must sub-
mit to government-ordered arbitration in lieu of striking; in fact, strikes can occur
even in these sensitive sectors, as we have seen in some recent cases involving U.S.-
owned banks. The Labor Dispute Adjustment Act requires unions to notify the Min-
istry of Labor of their intention to strike and mandates a ten-day cooling off period
before a strike may legally begin.

Overall melhbership in Korean labor unions has been declining over the last sev.
eral years, largely because the explosion in labor organizing in 1987-89 left the
movement divided but well compensated, while worker rights significantly im.
proved.

Korea has been suspended from U.S. Overseas Private Investment Corporation
(OPIC) insurance programs since July 1991 due to the limits placid on such worker
rights as the freedom of association.

b. Ri'hi To Organize and Bargain Collectively.-The Constitution and the Trade
Union Law guarantee the autonomous right of workers to enjoy collective bargain.
ing and undertake collective action. Although the trade union law is ambiguous, the
authorities, backed up by the courts, have ruled that union members cannot reject
collective bargaining agreements (CBAs) signed by management and labor nego.
tiators.Nonetheless, union members continue to reject CBAs agreed to by labor and
management negotiators. Extensive collective bargaining is practiced. Korea's labor
laws do not extend the right to bargain collectively to government employees, in-
cluding employees of state or publicly run enterprises and defense industries.

Korea has no independent system of labor courts. The Central and Local Labor
Commissions form a semi-autonomous agency of the Ministry of Labor which adju-
dicates disputes in accordance with the Labor Dispute Adjustment Law. The Law
authorizes labor commissions to start conciliation and mediation of labor disputes
after, not before, negotiations breakdown and the two sides are locked into their po.
sitions.Labor-management antagonism remains a serious problem, and some major
employers remain strongly antiunion.

c. Prohibition of Forced or Compulsory Labor.-The Constitution provides that no
person shall be punished, placed under preventive restrictions, or subjected to invol-
untary labor, except as provided by law and through lawful procedures. Forced or
compulsory labor is not condoned by the government.

d. Minimum Age for Employment of Children.-The Labor Standards Law pro-
hibits the employment of persons under the age of 13 without a special employment
certificate from the Ministry. of Labor. Because education is compulsory until the
age of 13, few special employment certificates are issued for full-time employment.
Some children are allowed to take part-time jobs, such as selling newspapers. In
order to gain employment, children under 18 must have the written approval from
their parents or guardians. Employers may require minors to work only a reduced
number of overtime hours and are prohibited from employing them at night without
special permission from the Ministry of Labor.

e. Acceptable Conditions of Work.-Korea implemented a minimum wage law in
1988. The minimum wage level is reviewed annually. Companies with fewer than
ten employees are exempt from this law. In practice, most firms pay wages well
above the minimum levels, due to the tight labor markets. The Labor Standards and
Industrial Safety and Health Laws provide for a maximum 56-hour work week and
a 24-hour rest period each week. Amendments to the Labor Standards Law passed
in March 1989 brought the maximum regular work week down to 44 hours, but such
rules are sometimes ignored, especially by small firms.

Even though the government sets health and safety standards, Korea suffers from
unusually high accident rates.The Ministry of Labor employs few inspectors, and its
standards are not effectively enforced.

f. Rights in Sectors With U.S. Inuestment.-U.S. investment in Korea is con-
centrated in petroleum, chemicals and related products, transportation equipment,
processed food and manufacturing. Workers in these industrial sectors enjoy the
same legal rights of association and collective bargaining as workers in other indus.
tries. Manpower shortages are forcing labor-intensive industries to improve wages
and working conditions, or move offshore. Working conditions at U.S.-owned plants
are for the most part better than those at corresponding Korean plants.
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Extnt of U.S. Investment in Selected Industries..-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

caloscryAmount

Ietroleumz ................. * 000... 88
Total Manufacturing ........................................................... 1391

Food & Kindred Productsd............................ 261
Chemicals and Allied Products ........................................... 291
Metals, Primary & Fabricated ............................................ 0 66
Machinery, except Electrical .............................................. 40
Electric & Electronic Equipment ....................................... 195
Transportation Equiptnent ................................................. 78
Other Manufacturing .......................................................... 460

W holesale Trade ...................................................................... 422
Banking .................................................................................... 1426
Finance/Insuranc&/Real Estate .............................................. 204
Services ......................................................................... ........... 29
O ther Industries ...................................................................... 51
TOTAL ALL INDUSTRIES .................................................... 3,612

Scums: U.S. Department of Commem., Bureau i~fconemit Analyuis.

MALAYSIA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 I94 i61

Income, Production and Employment:
Real GDP (1978 prices).................... 39,150 41,952 248,196

Real GDP Growth (percent) ................................ 8.3 9.2 89.6

GDP (at current prices) ....................................... 62,949 70,815 85,462
By Sector (1978 prices):

Agriculture ........................................................ 6,305 6,125 6,688
Manufacturing .................................................. 11,799 13,276 15,958
Mining and Petroleum ..................................... 3,128 3,145 3,540
Utilities.........................#.## . 847 944 1,128
Construction ..................................................... 1,565 1,751 2,115
Wholesale and Retail Trade ........................... 4,836 5,125 5,854
Financial Services ............................................ 4,144 4,471 5,154
Government Services ....................................... S3,919 4,207 4,585
Other Services .................................................. 3,528 3,845 4,489

Net Exports of Goods & Services ........................ -921 -937 - 1,318
Real Per Capita GDP ("78 base - US$) ............... 2,061 2,135 2,397
Labor Force (000s) ............................................... 7,627 7,846 8,060
Unemployment Rate (percent) ............................ 3.0 2.9 2.8

Money and Prices (Annual Percentage Growth):
Money Supply (M2) .............................................. 22.1 14.7 418.5
Base Interest rate (percent) ................................ 8.2 6.8 7.7
Gross Nat SavingstGNP (percent) ...................... 32.7 34.4 33.9
Inflation (CPI) ...................................................... 3.86 3.7 3.5
Exchange Rate (avg RM/US$) ............................. 2.57 2.62 2.5

Balance of Payments and Trade:
Merchandise Exports (FOB) ................................ 46,003 56,682 72,356

Exports to U.S.'s............... .. . .10,568 13,977 4 15,800
Merchandise Imports (FOB).....................*#*. 42,861 54,941 72,554

Imports from U.S. ................................... 8",064 6,965 48,100
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Key Economic Indicatot.-Continued-
(Millions of U.S. dollars unless otherwise noted]

S.... ..... . . ... .. . . 993. 199... . .. 4 1996 ..

Aid from US . ....................................................... 0.3 0.3 0.5
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 14,149 14,257 16,729
Debt Service Payments (paid)7 ........... . . . .. . . . .. . . .. ..  537 932 1,156
Official Net Reserves ........................................... 29,741 26,020 26,800
Merchandise Trade Balance ................................ 3,202 1,741 - 198

Balance With US ............................................. 4,504 7,012 7,700
'IMalayan Govenmnnt estimates.
*Converted at annual aveaw es han rates, GDP at market prices.
SCalculated in ringgrt to avod exchange. rate changes.
41996 data to July inly.
'U.S. Department of Commerce data.
'Embasy Utlmatea.
I Excluding propysents.

1. General Policy Framework
Malaysia has a relatively open, market-oriented economy; real GDP has grown be-

tween 6Gand 8 percent per year from 1964-1984. Since independence in 1957 the
Malaysian economy has shown sustained growth and has diversified away from the
twin pillars of the colonial economy, tin and rubber. In 1985-1986 the collapse of

Commodity prices led to Malaysia's worst recession since independence, with real
GDP falling one percent. Since then, the economy has rebounded, led by strong
growth in both foreign and domestic investment and exports of manufactures, with
real GDP growing at an average rate of over 8 percent. In 1995 real GDP growth
is expected to reach 9.6 percent.

While the government plays a diminishing role as a producer of goods and serv.
ices, it continues to hold equity stakes (sometimes significant ones) in a wide range
of domestic companies. These entities are rarely monopolies; instead, they are one
(generally the largest) player among several competitors in a given sector. Govern.
ment-owned entities are mjr players in some sectors, particularly plantations and
financial institutions. In 1986, the government began privatizing many entities, in-
cluding telecommunications, the national electricity company, the national airline
and the government shipping/firm. The government sold off its remaining shares in
Malaysia Airlines Systems (MAS) in August 1994 and MAS is being reorganized to
improve profitability. Similarly in October 1995 the government sold its controlling
interest in Heavy Industries c orporation of Malaysia (HICOM), owner of the na-
tional car manufacturing facilities, to a private company. Seaports, government hos-
pitals and post offices are in various stages of privatization.

Malaysia supports global trade liberalization measures and encourages direct for-
eign investment, particularly in export oriented manufacturing and high tech prod.
ucts. It was very active in the Uruguay Round negotiations and ratified the agree.
ment on September 6, 1994. Malaysia's 1996 Federal budget, tabled in Parliament
October 27, 1995, reduced import tariffs on over 710 items and abolished import du.
ties and sales tax on 800 items of raw materials and equipment.Multinational cor.
porations control a substantial share of the manufacturing sector. U.S. and Japa.
nese firms dominate the production of electronic components (Malaysia is the
world's third largest producer of integrated circuits), consumer electronics, and elec.
trical goods. Foreign investors also play_ important roles in petroleum, textiles, vehiw
cle assembly, steeI, cement; rubber products, and electrical machinery.

Fiscal Policy: The government follows a conservative fiscal policy, with a surplus
in its operating account. The government reduced the personal income tax from a
maximum tax rate of 32 percent to 30 percent in the 1996 budget bringing it to
the same level as the corporate income tax rate. The most recent budget, despite
a growing current account deficit, is viewed as mildly expansionary.

Monetary Policy: Malaysian monetary plicy is aimed at controlling inflation
while providing adequate liquidity to stimulate economic growth. Monetary aggre.gates are controlled by the cntral bank through its influence over interest rates in
the banking sector, open market operations and, occasionally, changes in reserve re.
quirements.
2. Exchange Rate Policies

j Malaysia has a substantially open foreign exchange regime. The Malaysian cur-
rency, the ringgt (RM), floats against the U.S. dollar. Bank Negara (the central
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bank) does not specifically peg the ringgit, but does intervene in the forei ox-
change market to smooth ou fluctuations and discourage speculation on the ringgit.
It generally tracks the ringgit's value against a trade-weighted basket of currencies
in which the U.S. dollar has a large weighting.Bank Negara's stated policy is to
maintain a stable exchange rate which reflects the currency's true underlying value
rather than to manipulate the rate to boost exports.Following a three year period
when the dollar-ringgit rate traded in a narrow range (RM2.70--RM2.75 per dollar),

the ringgit rose rapidly during the first two months of 1992 to RM2.50 per dollar.
At the end of 1993, the ringgit weakened to a low of RM2.70 per dollar when capital
controls were imposed by Bank Negara. When the restrictions were reversed in the
third quarter of 1994, the ringgit strengthened reaching RM2.43 per dollar in June
1995. Ithas since traded between RM2.50 and WM2.54 per dollar.

Payments including repatriation of capital and remittance of profits, are freely
permitted. Payments to countries outside -Malaysia can be made in any foreign cur.
rency other than the currencies of Israel, Serbia and Montenegro. No permission is
required for payments in foreign currency up to RM50,000 (approximately $20,000).
Individual foreign exchange transactions above RM50,000 must be reported but do
not require prior approvaL. Exchange control approval is required for loans exceed.
ing an aggregate of RM10 million ($4 million) from domestic credit facilities for non-
resident controlled companies. Effective December 1, 1994, exporters are allowed to
maintain a foreign currency account with any one of the designated "tier-l" banks.
They are also perrmitted to maintain overnight balances of between $1 million and
$5 million. Resident individuals may open foreign currency accounts up to $100,000
with designated banks for education and employment purposes. No permission is re-
quired for a non-resident to undertake direct or portfolio investment in Malaysia.
3. Structural Policies'

Pricing Policies: Most prices in Malaysia's economy are market determined, but
the government controls prices of some key goods, notably fuel, public utilities, ce.
ment, motor vehicles, rice, flour, sugar and to-bacco. Citing concerns about inflation
25 items were temporarily added to the price control list on October 16, 1994, and
removed on June 10, 1995. On November 21, 1995, the Domestic and Consumer
Trade Ministry announced that it was putting 25 items on the price control list for
the coming festival season in February 1996,Overall tariffs average less than 10
percent on a trade-weighted basis and import licenses are required for a small range
of goods, e.g., automobiles, meat, tobacco and plastic resins. Since 1993 the federal
government has lowered or eliminated tariffs on over 5,200 items to defuse domestic
Inflation and to meet commitments in the Uruguay Round and the Association of
South East Asian Nations (ASEAN) Free Trade Agreement (AFTA).

The agricultural sector, however, does contain some restrictive tariffs and non-,
tariff barriers. For example, the government fixes floor prices for locally grown rice
and tobacco to encourage domestic production and to boost depressed rural incomes.
Despite this price incentive, local rice production does not meet demand; the sole
authorized importer, a government-owned corporation, must import about 40 per-
cent of the country's rice needs. In the case of tobacco, the government pushes ciga.
rette manufacturers to use a high proportion of local tobacco. Imports of tobacco are
restrained by high import duties and controlled through import licenses.

Tax Policies: income taxes, both corporate and individual, account for about 35
percent of government revenue. Indirect taxes, comprising export and importtduties,
excise taxes, sales taxes, service taxes and other taxes account for another 35 per-
cent of government revenue. The remainder comes largely from profits of state.
owned enterprises and petroleum taxes. Sales taxes on imported food products are
uniformly collected at the port of entry while competing domestic goods can escape
the equivalent tax rates.However, the government has stepped up efforts to fine do-
mestic manufacturers that evade sales taxes.

Regulatory Policies: The government encourages foreign and local private invest.
ment. Manufacturing companies which export at least 80 percent of output currently
have no equity limits. For companies exporting 51 percent to 79 percent of output,
foreign equity is allowed up to 79 percent. Companies exporting 20 percent to 50
percent of output, foreign equity up to 51 percent is allowed.
4. Debt Management Policies

Malaysia has a strong credit rating in international financial markets; most pub.
lic and private companies have no diffculty accessing funds. Malaysia's medium and
long term foreign debt (both public and private sector) is expected to stand at $27.4
billion at the end of 1995, about 32 percent of GDP. Malaysia's debt service ratio
declined from a peak of 18.9 percent of gross export earnings in 1986 to 5.2 percent
in 1994.
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5. SignfanS Barrer. to U.S. Exports
Import Tariffs on Tobacco: To encourage greater use of local tobacco in cigarettes

and to maintain high domestic leaf prices, the government levies heavy import tar-
iffs. The present import duty for unprocessed tobacco is RM50 ($20) per kilogram,
plus five percent ad valorem. While this policy reduces leaf imports, the greatest im-
pact appears to fall on cheaper, lower quahty leaf from suppliers other than the
United States. Since the duty on imported leaf tobacco does not vary by quality, it
is more economical to import high grade U.S. leaf to blend with domestic tobacco.
In 1992, the government first proposed an import quota for flue-cured tobacco. Al.
though, the government manages the quota rather li-Krally cigarette manufacturers
are forced to buy up all the locally produced tobacco, which is generally considered
to be very low quality. Cigarettes are taxed at a rate of RM162 ($64.8) per kilogram.

Duties On H•gh Value-Food Products: Duties for processed and high value prod.
ucts, such as canned fruit, snackfoods, and many other processed foods, range be-
tween 20 and 30 percent.ln the 1994 and 1995 budgets, import duties on most fresh
fruit were reduced to 10 percent. Import duties for areca, brazil and cashew nuts,
as well as for a variety of fresh berries including strawberries were cut in half from
10 percent to 5 percent ad valorem in the 1996 budget. Other food items which also
now eroy slightly lower duties include frozen fruits such as pears, peaches, straw-
berries and apricots. The duties for most food ingredients and raw materials used
in food processing have been eliminated. There are also no duties on imported raw
materials such as corn and soybean used in making livestock feed.

Plastic Resins: In December 1993, tariffs were increased for a five year period
from 2 to 30 percent (for non-ASEAN countries) and from 1 to 15 percent (for
ASEAN countries) on plastic resins. In 1994, when tariff protection alone did not
provide the amount of protection desired, the government instituted a licensing sys-
em for plastic resins to give protection to the domestic industry for a five year pe-

riod.U.S. firms utilizing resins in their manufacturing process have complained the
system limits their ability to source the products they want and has resulted in sig-
nificant price hikes. U.S. manufacturers of resins say their ability to sell to Malay-
sia has been sharply curbed. The government says it has implemented a trans-
parent form of protection for a specify period of time and will review the situation
regularly.

Protective Tariffs for Kraftpaper: In April 1994 the government raised tariffs on
several categories of imported kraftpaper (used in making cardboard boxes) to be-
tween 20 and 30 percent, depending on the category. These tariff increases are to
be phased out over a maximum of-five years and are subject to review every two
years. Following this action local manufacturers have raised prices three times, af-
fecting U.S. firms using cardboard boxes for packing their export products. U.S. sup-
pliers of kraftpaper to Malaysia have complained that they are losing sales. The1996 budget afiolished the import duty on certain categories of paper or paperboard;
these duties were not among those increased in April 1994.

High Import Duties On Alcoholic Beverages: Tariffs on alcoholic beverages, for the
first time in many years, did not increase in the 1994 and 1995 budgets. In addition,
duties for still wines and vermouth were reduced by 55 percent in the 1996 budget.
Duties on wine and beer are now RM103 ($41) per decaliter and RM74 ($29.6) per
decaliter, respectively.

Tariff Quota for Chicken Parts: Although import licenses are required for poultry
and poultry products, import duties were abolished in the 1995 budget and Malaysia
has now opened this previously closed market with the establishment of a modest
tariff-rate quota. In 1983, the government effectively closed peninsular Malaysia to
imports of chicken parts by ceasing to issue veterinary import permits. The ban was
implemented because the European Economic Community allegedly was dumping
chicken parts into the Malaysian market. Until January 1991, the East Malaysian
states of"Sabah and Sarawak maintained separate import regimes for poultry prod.
ucts which permitted the import of U.S. chicken. Now, however, there is a single
import regime for Malaysia. Since the implementation of the ban, a significant do-
mestic poultry industry has developed and Malaysia now exports relatively large
quantities of live poultry and poultry meat to Singapore and Japan.

Rice Import Policy: Because subsidized local production satisfies only part of do-
mestic demand, the National Rice Company (Padiberas Nasional Berhad or Bernas),
as the sole legal importer, imports substantial quantities of rice.Bernas was
"corporatlzed" on July 7, 1994 and engages in paddy procurement, rice-milling and

rice tradin.
Import Licenses: Malaysia makes limited use of import licensing, but licenses

have-been cited as significant barriers for imports of automobiles and plastic resins.
Some technical licenses (e.g., for electrical products and telephone equipment) exist,
but they are administered fairly and do not appear to constitute nontariff barriers.

22-970 96-4
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Service Barriers: Malaysia protects most service sectors. Foreign lawyers, archi-
tects, etc., are generally not allowed to practice in Malaysia. The guidelines for em-
ployment of foreign professionals such as engineers, architects, and consultants tak-
Ing part in infrastructure pro:scts will be tightened in the 1996 budget. Television
adversements must be largely reduced in Malaysia with Malaysian performers
unless an exception is obtained.Wholly-owned U.S. travel agencies,.air courier serv-
ices, motion picture and record distribution companies are permitted.Financial Services: Banking, insurance and stokbroking are all subject to govern-
Smint regulation which limits foreign participation. For example, no new banking li-
censes are being granted for either local or-foreign corporations (with the exception°'hof the Bank of tna which reporte-'} will be allowed to open a br uch.)_Foreign-
controlled companies are required to obtain 60 percent of their local credit from Ma-
laysian banks. Foreign corporations may obtain domestic credit facilities of up to
RM10 million ($4 million) without approval in addition to short term trade financing
and forward exchange contracts. Under the terms of the 1987 Bankino and Finance
Act, all foreign controlled banks were required to change their Malaysian branch of-
fices to locally incorporated subsidiaries by September 31, 1994. Foreign
shareholdings in insurance companies are limited to 30 percent without government
approval. However there are ten insurance companies which are 100 percent for-
eign owned (one U.S.) and another eight have foreign equity in excess of 50 per-
cent.Foreigners may hold up to 49 percent of the equity in a stockbroking firm. ur-
rently there are 11 stockbroking firms which have foreign ownership and 20 rep-
resentative offices of foreign brokerage firms. Foreign investors may hold 30 percent
of mutual fund management companies.

Standards: Malaysia has extensive standards and labeling requirements, but
these appear to be implemented in an objective, nondiscriminatory fashion. Food
product labels must provide ingredients,ex dates and, if imported, the name of

ithe mporter. Electrical equipment mustbe approved by the Ministry of Inter-
national Trade and Industry, telecommunications equipment must be "type ap-
proved" by the Department of Telecommunications and aviation equipment must be
approved by the Department of Civil Aviation.Pharmaceuticals must be registered
with the Ministry of Health. In addition, the Standards and Industrial Research In.
stitute of Malaysia (SIRIM) provides c9uality and other standards approvals.

Government Pro•irement: Malaysian Government policy requires countertrade
provisions on government tenders above RM1 million ($400,000). Below RM1 mil-
lion, countertrade is welcomed and even encouraged, but not required. Most govern-
ment tenders require that countertrade be offered as an alternative. Incentives exist
for local procurement. Many smaller civil construction projects (RM50 million or
less) are restricted to local firms.
6. Export Subsidy Policies

Malaysia offers several export allowances. The most important is the Export Cred-
it Refinancing (ECR) scheme operated by the central bank. Under the ECR, com-
mercial banks and other lenders provide financing to exporters at an interest rate
of 6 percent for both post-shipment and pre-shipment credit.

Malaysia also provides tax incentives to exporters, including double deduction of
expenses for.

overseas advertising and travel;
supply of free samples abroad;
promotion of ex ports
maintaining sales offices overseas; and
research on export markets.

7. Protection of U.S. Intellectual Property
Malaysia is a member of the World Intellectual Property Organization (WIPO)

and, as of October 1, 1990, the Berne Convention for the Protection of Literary and
Artistic Works and the Paris Convention for the Protection of Industrial Property.

The Trade Description Act of 1976, the Patent Act of 1983, the Copyright Act of
1987, and the Copyright (Amendment) Act of 1990 have greatly strengthened protec-
tion for intellectual property in Malaysia. Under the Copyright (Amendment) Act of
1990, and the accompanying accession to the Berne Convention, Malaysia now pro-
vides copyright protection to all works (inter alia video tapes, audio material, and
computer software) published in countries that are members of the Berne Conven-

tion regardless of when the works are first published in Malaysia. Police and legal
authorities have been responsive to requests from U.S. firms for investigation and
prosecution of copyright infringement cases, though pirated videotapes and com-
puter software continue to be widely available.



79

Patents registered in Malaysia generally have a duration of 15 years but may
have a longer duration under certain circumstances. A person who has neither a
domicile nor residence in Malaysia may not appear before the patent registration
office or institute a suit except through a local patent agent. With regard to trade.
marks, "where any person has registered or applied for protection of any trademark
in any foreign state designated by the Malaysian Government, such person shall be
entitled to registration of this trademark in Malaysia provided that application for
registration is made within six months from the date of registration in the foreign
state concerned." Trademark infringement has not been a problem in Malaysia Gor
U.S. companies. Patent protection is also good.
8. Worker Rights

a. The Right of Association.-Unions may organize workplaces, bargain collec-
tively with an employer, form federations, and join international organizations. As
of June 30, 1994, there were 519 unions registered in Malaysia, of which 604 percent
are enterprise-level unions, and twelve percent of the workforce were members of
trade unions. The Trade Unions Act defines a trade union as representing workers
in a "particular trade, occupation, or industry or within any similar trades, occupa.
tions or industries thereby restricting a union's ability to organize." A trade union
for which registration has been refused, withdrawn or cancelled is considered an un-
lawful association. Strikes are legal and relatively few (14 strikes in 1994). Govern-
ment policy places a de facto ban on the formation of unions in the electronics sec.
tor, but allows in-house unions. The government registered several company (or en-
terprise-level) unions in the electronics sector during the late 1980s and early 1990s.
At present, workers at seven electronics companies are represented by enterprise-
level unions.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is the
norm in Malaysian industries where workers are organized. Malaysia's system of
conciliation and arbitration, which requires negotiation and settlement of issues be-
fore resorting to industrial action, effectively restricts collective bargaining rights
through compulsory arbitration. There were 346 collective bargaining agreements,
approximately 70 percent of 550 trade disputes, referred to the Industria Court in
1994 and settled. The government proposes to eliminate an exemption for firms
granted."pioneer" status which protected them from union demands exceeding those
specified in the Employment Act of 1955.

c. Prohibition of Forced or Compulsory Labor.-There is no evidence that forced
or compulsory labor occurs in Malaysia for either Malaysian or foreign workers.
However, there have been claims by foreign workers that, employers routinely de-
duct employment agency fees (under other costs) from their wages.

d. Minimum Age for Employment of Children.--Employment of children is covered
by the Children and Young Persons (Employment) Act of 1966, which stipulates that
no child under the age of 14 may be engaged in any employment except light work
in a family enterprise or in public entertainment, work performed by the govern-
ment in a school or training institution, or employment as an approved apprentice.
The Ministry of Human Resources maintains a staff to enforce regulations prohibit-
ing children from working more than six hours per day, more than six days per
week, or at night.However, according to nongovernmental organizations, there are
many childrenbetween the ages of 10-14 working full-time mostly on plantations.

e. Acceptable Conditions of Work.-The Employment Act of 1955 sets working con-
ditions, most of which are at least on a par with standards in industrialized coun-
tries. The new Occupational Safety and Health Act was promulgated in February
1994 and covers all sectors of the economy except the maritime sector and the mili-
tary. Other laws provide for retirement programs and disability and workman's
compensation benefits.No comprehensive national minimum wage legislation exists
but certain classes of workers are covered by minimum wage laws.Plantation and
construction work is increasingly being done by contract foreign workers. Working
conditions for contract workers often are significantly below those of direct hire
workers. In addition, many of the immigrant workers way not have access to Malay-
sia's system of labor adjudication. The government has implemented programs to le-
galize the status of foreign workers, in an effort to prevent the exploitation of illegal
workers.

f. Rights in Sectors With U.S. Investment.-The largest U.S. investment in Malay-
sia is in the petroleum sector. Exxon has two subsidiaries operating in Malaysia.
Esso Production Malaysia Incorporated (EPMI) which is 100 percent owned by
Exxon, handles offshore oil and gas production. asso Malaysia, which is 65 percent
owned by Exxon and 35 percent by a range of Malaysian individuals and institu-
tions, refines and markets oil products in Malaysia. employee at both companies
are represented by the National Union of Petroleum and Chemical Industry ork-
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ere (NUPCIW), which has negotiated collective agreements with management. Some
EPMI employees have broken away from the NUPCIW and formed a separate in.
house union. Pay and benefits at both companies are considered excellent. Other
US. oil and gas firms operating in Malaysia are mainly involved in marketing pe-troleum products and rely heavlyon foreugn workers.

The second largest concentration of U.S. investment in Malaysia !s in the elec.
tronics sector, especially the manufacture of components, such as semiconductor
chips and various discrete devices. (Electronic components are Malaysia's largest
single manufactured export.) Wages and benefits are .rt- -*he best in Malaysianmanufacturlng.Twenty US. electronic component ma. • .rcteu •s operate 27 plants
in Malaysia, employizg more than 55,000 Malaysian workers.

Extent of U.S. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

CatWCr0 Amount

Petroleum ................................................................................. 396
Total M anufacturing ............................................................... 1,582

F ood & Kindred Products....................... .. 5
Chemicals and Allied Products ........................................... 66
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment..................... 1,209
Transportation Equipment ................................................. 0
Other M anufacturing .......................................................... 208

W holesale Trade ...................................................................... 142
Banking .......................................................................... .......... 57
Finance/Insurance/Real Estate .............................................. 153
Services .................................................................................... (2)

Other Industries ...................................................................... 53
TOTAL ALL INDUSTRIES .................................................... 2,382

1Su pressed to avoid disclosing data of individual companies.
2 IndIcats a value between $-500,000 and $W00,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

NEW ZEALAND

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:'
Real GDP (1982/83 prices)2 .............. .. . . .. . . .. . . . . .. . .  19,138 20,956 24,142
Real GDP Growth Rate (percent) ....................... 1.4 5.4 3.7
GDP (at current prices) 2 . . . .. .. . . .. . .. . . .. ................... 40,048 44,255 53,051
GDP by Sector (at current prices):8

Agriculture ........................................................ 2,677 2,929 3,285
Fishing/Hunting/Forests/Mining ..................... 1,749 2,786 2,873
Manufacturing .................................................. 7,919 9,018 10,748
Electricity/Gas/Water......... ............. 1,075 1,325 1,462
Construction ..................................................... 1,169 1,506 2,158
Trade/Restaurants/Hotels ................................ 6,038 6,803 8,230
Owner Occupied Dwellings .............................. 3,249 3,438 3,911
Transport and Storage ..................................... 1,968 1,915 2,140
Finance/I mn rance/Business Services ............. 5,215 5,405 6,257
Communications/Other Services ..................... 3,603 3,959 4,751
General Government Services ......................... 4,902 5,034 5,464
Net Exports of Goods and Services ................ 1,004 1,316 1,047
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Key Economic Indicators--Continued
rMfrnons of U.8. dollar unless othrwise notedi

1993 1994 1906

R eal Per Capita GDP (1982/83 prices in US$)2 5,477 5,917 6,720
Labor Force, June (000s) ..................................... 1,648 1,685 1,728
Unemployment Rate, June (percent) .................. 9.9 8.4 6.3

Money and P e (annual percentage growth,
March yr.):
Money Supply (M2 July/July growth) ................ -0.9 12.7 6.7
Base Landing Rate (actual Sept.) ....................... 10.4 9.4 12.1
Personal Saving Ratio (percent)8s......... . .. . .. . . . .. .. . 6.6 5.5 5.6
Consumer Price Index ......................................... 1.0 1.3 4.6
Producer Price Index (June/June) ...................... 2.5 1.6 0.8
Exchange Rate (US$/NZD, average for March

yr.) ..................................................................... 0.5324 0,5532 0.6147
Balance of Payments and Trade:'4

Total Exports FOB5  . . . . . . . . . . . . . . . . . . . . .  10,100 10,968 12,861
Exports to US ................................................. 1,201 1,233 1,333

Total Imports CIF 5 ... . . . . .. . .. . .. . . .. . .. ..9,228 10,217 13,070
Imports from US .............................................. 1,704 1,872 2,473

Aid Receipts .......................................................... 0 0 0
"External Public Debt (March yr.) ...................... 14,322 16,4" 13,523
Debt Service Ratio (March yr.)6......................... 47.0 42.2 13.4
Gold and Foreign Exchange Reserves ................ 3,337 4,011 3,471
Trade BalanceIs5 .......................... . .. . . .. . .. . .. .. . .. . . .. . .. .  872 751 -209

Trade Balance with U.S ................................... - 503 -639 -1,140
'Reporting data for yemrs ending March 31.
2GYP by xpenditure unsin constant prices for the year ending March 31 1983.
CEstimataby N.Z. InstituLe of Economic Research. GDP by sector is production baesd.
4Fiucal year ending June 30. FY 1994/96 data preliminary.
'Merchandise Trd. FY 1994/96 data preliminary.
'Principal payments on medium and long term debt plus Interest payments on total debt, as a percent of

eqzporteo oods ed services and investment income. FY 1994/96 estimated.

1. General Policy Framework
New Zealand is a modern developed economy with a heavy reliance on foreign

trade. Its exports and manufacturing are based significantly on agriculture. Tourism
is the single largest foreign exchange earner, followed closely by meat exports.
While North Amirican and European markets remain important, Asia represents
New Zealand's growth market (taking 38 percent of its exports by mid-1995). Aus-
tralia remains New Zealand's largest trading partner and partner in the Australia-
New Zealand Closer Economic Relations (CER) Trade Agreement. The United States
follows Japan as New Zealand's third largest trading partner. An efficient,
unsubsidized producer of agricultural products, New Zealand strongly supported the
WTO Uruguay Round Agreements. On November 29, 1994, Parliament enacted elev-
en different amendments, which together ratify the Uruguay Round Agreements.
New Zealand is meeting obligations to make notifications on implementation of its
WTO commitments. Through the WTO and APEC, New Zealand actively supports
global and regional trade and investment liberalization. It seeks arrangements bilat-
erally or through the CER to facilitate trade and investment with key markets (e.g.,
Chile, Canada, ASEAN).

Begun by a Labour Party government in 1984 and furthered by National Party
governments in the 1990s New Zealand's structural reforms and market liberaliza-
uion have created a market driven, deregulated economy with strong long term
growth prospects. Reforms abolished agricultural subsidies enhanced labor mobility
ended foreign exchange controls and import licensing, slased protective tariffs, anr
floated the New Zealand dollar. To reestablish fiscal responsibility, the government
cut social spending and privatized government monopolies and enterprises (many
sold to US. interests). New Zealand now enjoys a growing budget surplus expected
to rise to 7.7 percent of the GDP by mid-199'7.

The New Zealand government refinances its maturing debt (including substituting
domestic for foreign debt) and manages its cash flow through periodic issuing of gov-
ernment securities. These are held by both domestic and foreign investors. The gov-
ernment obtains most of its annual income from direct taxes ($12 billion in FY

0s I m I ams
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1995) on company profits and personal incomes. The maximum personal and cor-
porate income tax rate is currently 33 percent. The second largest revenue earner
lithe Goods and Services Tax (GST) of 12.5 percent on all sales of goods and serv-
ices. Assuming continued price stability, the government plans to use its budget sur-
plus to lowerIncome tax rate, for most Now Zealanders during fiscal years199
97 and 1997/98 while reducin#, the country's debt, eliminating al public sector for-
eign debt, and increasing socird spending.

Economic stabilization is left largely to the independent Reserve Bank of New
Zealand (RBNZ). Under the Reserve-Bank Act of 1989, the RBNZ's primary function
is to keep inflation under control. Theprecise definition of price stability must be
agreed upon between the Minister of Finance and the RBNZ in a Policy Tage ts
Agreement, which the government can override only in limited circumstances. Price
are considered stable under the present agreement if the annual change in the "all.
group CPs" remains within the range of zero to two percent. This range excludes
te direct interest rate effect on the 7CPI, and price shocks from the terms of trade
or natural disasters and from changes in indirect taxes and government charges.
Thus, the Reserve Bank's policies are either neutral (allowing the market to set in-
terest rates while inflation is low) or actively deflationary. When inflationary pres-
sures persist, the RBNZ usually tightens monetary conditions by jawboning the
market, with the financial community nudging short term interest rates high-
er.Should this fail, the RBNZ uses open market operations or cuts the daily cash
target (amount of cash available to commercial banks to settle accounts at close of
each business day).

After two years of overheated expansion, the RBNZ's tight monetary policy since
late 1994 has settled the economy into a more sustainable long term annual real
GDP growth pattern of three to four percent, with falling unemployment and low
inflation. Slower than expected GDP growth and restored price stability by Septem-
ber 1995 has allowed the RBNZ to accept some softening of interest rates a quarter
or more ahead of schedule. The Reserve Bank will remain vigilant, however, to
counteract the inflationary effects of anticipated tax cuts in 1996 and 1997..The cur.
rent account deficit continues (and will continue) to rise, but this has positive long
term implications as the imbalance is caused primarily by rapid growth of capital
imports and productive capacity expansion.
2. Exchange Rate Policies

The New Zealand Dollar was floated in March 1985 as part of a broad based de-
regulation of financial markets. The Reserve Bank has not intervened in the foreign
exchange market since the float. In early November 1995, the New Zealand dollar
was trading at 65 U.S. cents having appreciated six percent against the U.S. dollar
in the previous 12 months.~ost analysts believe the New Zealand dollar could con-
tinue torise slowly against most major world currencies over the nextfew years,
given the strength of the economy and relatively high interest rates. Thus, U.S.
goods and services should remain competitively pricedin the New Zealand market.

Reliant on foreign trade, New Zealand views both short term interest rates and
the Trade Weighted Index, (value of the New Zealand dollar against the currencies
of the counts major trading partners) as principal indicators of price stability.
While not attempting to run a fixed exchange rate band, the Reserve Bank does
seek "comparative exchange rate stability," influencing the exchange rate indirectly
through movements in short term interest rates. When the Trade Weighte. Index
rises strongly, the Reserve Bank tends to allow domestic interest rates to soften as
domestic producers discount to compete with cheaper imports and exporters increase
productivity to maintain foreign sales. When the trade weighted exchange rate falls
sharply, the RBNZ tends to nullify the effect of imported inflation by pushing up
short term interest rates.
3. Structural Policies

In 1985 the Government of New Zealand began a policy of market liberalization
and deregulation that has opened the economy to foreign competition and invest-
ment. In 1988, the government reported that 93 percent of imports entered New
Zealand duty free. In March 1991, a program was announced to cut most remaining
tariffs by one third from 1993 to 1996.Further reductions of up to a third will likely
beginby 1997.

The Employment Contracts Act of 1991 abolished compulsory unionism and the
practice of nationwide occupational awards.The removal of these restrictive prac-
tices has increased labor mobility, reduced labor costs and hours lost to strikes, and
improved productivity. The government also implemented sharp reductions in social
benefits, introducing partial user charges in 1991 or health and education and
rationalizing housing assistance. In 1993, despite strong public resistance, the major
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political paaties agreed to changes to the universal retirement system to control
costs.

With budget surpluses rising, the government observed in 1995 that not all New
Zealanders have benefited from reform and plans to increase spending in 1996 for
family benefits, education, and health care. The government is also acting on rec-
ommendations of the bipartisan Employment Task Force to lower the effective mar.
gnal tax rate on welfare beneficiaries to encourage more labor force participation
y the long-termunemployed. Minorities, suffering a widening employment and in.

come gap, will be given extra help to train for and seek employment. Young job
seekers will also receive personal counselling. At the same time, able-bodied, single
beneficiaries withoutdependent children who do not actively seek work will see their
welfare benefits sharply reduced or ended.
4. Debt Management Policies

Gross public debt grew from 45 percent of GDP in 1973 to a peak of 77 percent
in 1987. In June 1995, total public debt was $20.4 billion, nr 37.9 percent of GDP.
This improvement is due largely to the use of proceeds from privatization to repay
external debt. Current projections show the debt falling to below 30 percent of GDP
and all public foreign currency debt eliminated by June 1997. In FY 1987/88, public
debt service was $3.3 billion, or 8.4 percent of GDP and 20 percent of government
expenditures. In FY 1994/95 it dropped to $2.2 billion, or 1.9 percent of GDP and
12 percent of expenditures. External debt in FY 1994/95 accounted for 23 percent
of total government debt. Interest on external debt equaled 3.5 percent of exports
of goods and services plus investment income.
5. Significant Barriers to U.S. Exports

New Zealand embarked on a unilateral tariff liberalization program in 1985 with
an announcement that tariffs would be reduced to zero on any goods not also pro-
duced in New Zealand. Tariffs on most other goods were reduced in four stages be-
tween July 1988 and July 1992 from a range of 30 to 40 percent to a range of be-
tween 16 to 19 percent. In March 1991, a program was announced to cut most tar-
iffs again by one third between 1993 and 1996.

Under separate treatment for locally produced goods covered by former industry
plans relatively high tariffs for apparel, textiles, curtains, carpets, footwear, motor
vehicles and car tires will be reduced in stages through July 1996 by about one
quarter to one third of the existing tariffs.However, even after July 1996, passenger
vehicles and original equipment tires will still face a tariff of 25 percent; replace-
ment tires, 15 percent; and apparel, 30 percent. These tariffs could be trimmed by
up to a third in a new tariff reduction schedule expected to be put in place before
1997.Despite protests by domestic manufacturers, duty reductions on highly pro-
tected goods have growing domestic support. For example, although five Japanese
and U.S. owned passenger car assemblers maintain that further tariff reductions
would jeopardize jobs and kill a potential export market to Australia, their oppo-
nents (importers of used cars, mostly from Japan) counter that the present duties
increase the price of cars in New Zealand by an average of $3,000.

With the coming into force of the WTO Uruguay Round Agreement in 1995, tariffs
on only two categories of imports, used cars and used clothing, remain unbound.
Items of particular export interest to the United States subject to high tariffs in-
clude printed matter for commercial use, aluminum products, and wine. Reductions
in tariff levels in accordance with WTO commitments and unilateral reduction plans
should expand commercial opportunities for U.S. exporters.New Zealand also com-
pleted the dismantling of a highly restrictive import licensing regime in 1992. The
New Zealand Apple and Pear Marketing Board, a producer organization, had a mo-
nopoly right to import apples and pears, except from Australia. This monopoly was
abolished-on January 1, 1994.

While there is an active public debate over the issue, foreign direct investment
is welcomed. It is actively sought to increase New Zealand access to foreign tech-
nology, managerial expertise and distribution networks. Approval by the Overseas
Investment Commission (016) is required for all foreign direct investment over NZD
ten million (applied to both acquisitions and greenfield investments) or if foreign
participation in a company exceeds 24.9 percent. No performance requirements are
attached to foreign direct investment. Full remittance of profits and capital is per-
mitted through normal banking channels. The Overseas Investment Amendment
Bill passed in August 1995 eliminated an outmoded, duplicative approval system for
foreign land purchases by placingthe responsibility for such approvals solely with
the 01C. The bill also gives the OIC the authority to monitor compliance with in-
vestment approval conditions and increases the penalty for noncompliance with
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these conditions. If foreign investors are found to have falsified their approval appli.
cations, the High Court can order the disposal of their New Zealand ho 4ings.

In practice, the OIC approves virtually all investment applications, and its av-
roval requirements have not been an obstacle for U.S. investors. There is no infit

foreigners investing in any sector or acquiring 100 percent ownership of any firm.
or example, the entire national railroad system, including the only regular pas.

senger and rail ferry service connecting the two main islands, was sold to a majority
US-. owned consortium in 1993. In 1991, the former government telecommunications
monopoly was sold to two US. telecommunications companies. Major food process-
ing and forestry companies have also been sold to U.S. firms. The exceptions are
prohibitions against foreign ownership of Air New Zealand to preserve landing
rights; the 1973 Fisheries Act which allows foreigners only to lease New Zealand
fishing rights; and a general edict against ownership of government owned forestrytracts (these can be leased, however y both domestic and foreign interests).

The US. government recognized New Zealand's generally liberal trading environ-
ment by signing a bilateral Trade and Investment Framework Agreement (IFA) in
October 1992. he TIFA provides for periodic government to government consulta.-
tions on bilateral and multilateral trade and investment issues and concerns. The
last TIFA meeting was held in Washington in July 1995.
6. Export Subsidies Policies

New Zealand acceded to the GATT Subsidies Code in 1981 and eliminated seven
GATT-inconsistent subsidy programs through 1990. New Zealand will now limit its
use of subsidies in accordance with WTO obligations.
7. Protection of U.S. Intellectual Property

New Zealand is a member of the World Intellectual Property Organization, the
Paris Convention for the Protection of Industrial Property, and the Berne Copyright
and Universal Copyright Conventions. New Zealand supports measures to enhance
intellectual property protection in multilateral and regional economic fora. The Gov-
ernment of New Zealand effectively enforces its laws which offer such protec-
tion.This is done to protect New Zealand innovators both at home and abroad and
to encourage technology transfer. The government recognizes that New Zealand is
heavily dependent on imported technology and that the country derives considerable
benefitin providing intellretual property protection.

New Zealand intellectual property rights laws have been under review for a num-
ber of years. In 1992, New Zealandrepealed Section 51 of the Patents Act of 1953,
which contained permissive rules for compulsory licensing of pharmaceutical prod.
ucts. While no licenses had ever been issued under these provisions, in 1990 a num.
ber of applications were filed with the Commissioner of Patents, generating a great
deal of concern among international pharmaceutical companies. The repeal oUSec-
tion 51 brought New Zealand's patent act into conformity with intellectual property
legislation in other industrialiied countries. In November 1994, significant amend-
ments were made to current laws protecting intellectual property rights as part of
the package of eleven amendments passed to ratify the Uruguay Round Agreements.
These include the Patents Amendment Act of 1994, Trade Marks Amendment Act
of 1994 and Geographical Indications Act of 1994. Copyright laws were amended
under the Copyght Act of 1994 and Layout Designs Act of1994.These reforms are
mainly aimed at bringing New Zealand's laws into conformity with the TRIPS
(Trade Related Intellectual Property Rights) Agreement.
8. Worker Rights

a. The Right of Association.-New Zealand workers have unrestricted rights to es-
tablish andjoin organizations of their own choosing and to affiliate these organiza-
tions with other unions and international organizations. The principal labor organi.
zation, the New Zealand Council of Trade Unions (NZCTU), is affiliated with the
International Confederation of Free Trade Unions (ICFTU). A second smaller na-
tional labor federation, the New Zealand Trade Union Federation (TUF) was estab-
liished in 1993. 7W is not affiliated with any global international, although some
of its affiliates retain longstanding ties with the ICTFU's international trade sec-
retariats. There are also a number of independent labor unions. Unions are pro.
tected by law from governmental interference, suspension, and dissolution.

Unions have and-freely exercise the right to strike.Strikes designed to force an
employer to become party to a multi-company contract are prohibited. Moreover, po-
lice officers are barred from striking or taking any form of industrial action. Police
do have freedom of association and the right to organize and to bargain collectively.

b. The Right to Organize and Bargain Collectively.-The right of workers to orga.
nize and birgain collectively is provided by law and observed in practice. Unions
actively recruit members and engage in collective bargaining. Only uniformed mem-
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bets of the armed forces are not permitted to organize unions or to bargain collec-
tively.

The Employment Contracts Act (ECA) of 1991 dir egulated the labor market and
sharply broke with almost a century of pro-union industrial legislation. It has en-
hanc•ed labor mobility, helped to lower the numbers of long term unemployed, and
Increased New Zealand's international competitiveness.Under the ECA, unions lost
their special legal status and have no inherent right to represent any particular
group of workers. Compulsory unionism and the closed shop were abolished. Monop-
oly union coverage was dropped and workers may not be forced to join a particular
union.

The ECA ended a previous system of national "awards" under which a wage
agreement would apply to all employers and employees in an industry whether or
not they had been involved in the award negotiations. Under the ECA, employment
relationships are ,based on contracts. Individual employees and employers may
choose to conduct negotiations for employment contracts on their own behalf or may
authorize any other person or organization to do so as their representative. The gov-
ernment does not control mediation and arbitration procedures. The Employment
Court hears cases Arising from disputes over the interpretation of labor lawsA less
formal body, the Employment Tribunal, is available to handle wage disputes and as-
sist in maintaining effective labor relations. There are no export processing zones.

c. Prohibition of-Forced or Compulsory Labor.-EForced or compulsory labor is pro-
hibited. Inspection and legal penalties ensure respect for these provisions.

d. Minimum Age for Employment of Children.-Department of Labour inspectors
effectively enforce a ban on the employment of children under age 15 in manufactur.
ing, mining, and forestry. Children under the age of 16 may not work between the
hours of 10 P.M. and 6 A.M. In addition to explicit restrictions on the employment
of children, New Zealand's system of compulsory education ensures that children
under the minimum age for leaving school (now 16) are not employed during school
hours.

e. Acceptable Conditions of Work.-New Zealand law provides for a 40-hour work-
week, with a minimum of three weeks annual paid vacation and eleven paid public
holidays. Under the Employment Contacts Act, however, employers and employees
may agree to longer hours than the 40-hour per week standard. The government
mandated minimum wage of approximately US$4.06 per hour, applies to workers
20 years of age and older. Effective April 1, 1994, a minimum wage for younger
workers was introduced at 60 percent of the adult minimum.

New Zealand has an extensive body of law and r ,gulations governing health and
safety issues, notably the Health and Safety in Employment Act of 1992. Under this
legislation, employers are obliged to provide a safe and healthy work environment
and employees are responsible for their own safety and health as well as ensuring
that their actions do not harm others. Under the Employment Contracts Act, work-
ers have the legal right to strike over health and safety issues. Unions and members
of the general public may file safety complaints on behalf of workers. Safety and
health rules are enforced by Department of Labour inspectors who have the power
to shut down equipment if necessary.

f. Rights in Sectors With U.S. Investment.-The conditions in sectors with U.S. in-
vestment do not differ from conditions in other sectors of the economy.

Extent of U.S. Investment in SWlected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catgory Amount

Petroleum ................................................................................. 282
Total M anufacturing ............................................................... 1,274

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 131
Metals, Primary & Fabricated ............................................ 11
Machinery, except Electrical ............................................ 3
Electric & Electronic Equipment ...................................... .46
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... 633

Wholesale Trade...........................................118
B anking .................................................................................... (1)
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Extent of U.S Investment in Selcted Industries.-U.S. Direct
Investment Position Abroad on an HMstical Cost Basis-1994--Continued

[Millions o U.S. dollars]

C*WrwyAmount

FinancenmsranoWReal Estate ............................................. 209
Service.s................ ........................... (1)
Other Industries ................d u s t r i es........................ 1,571
TOTAL ALL INDUSTRIES .................................................... 3,577
1 Supprtwe to aved db•odng data d itKIduai oompanio
Souw. U.S. Departmet at Cuamafte, Buma of U onmie Anal*s

PHI-iPPMNS

Key Economic Indicators
(Millions of U.8. dollars unless otherwise noted]

199 ,194 . 19951
Income, Production and Employment:

Real GDP (1985=100)..........27,071 28,990 31,258
Real GDP Growth (percent) ................................ 2.1 4.3 5.1
GDP (at current prices) ....................................... 654,368 63,910 74,455
GDP by Sector (current prices):

Agriculture ....................................................... 11,746 14,113 16,053
Energy and Water ............................................ 1,343 1,699 2,006
Manufacturing ................................................. 12,8911 14,906 17,549
Construction ..................................................... 2,923 3,673 4,162
Dwellings/Real Estate ...................................... 3,633 4,327 5 N/A
Financial Services ............................................ 2,159 2,550 5 N/A
Trade ................................................................. 7,654 8,736 5N/A
Government Services ....................................... 3,818 4,555 5 N/A
Health/Education (private).............................. 1,329 1,620 5 N/A
Other Services .................................................. 6,261 7,106 GN/A

Net Exports of Goods & Services ........................ -593 - 5,900 -5,600
Real Per Capita GDP (US$) ................................ 407 425 448
Labor Force (000s) ............................................... 26,879 27,654 28,400
Unemployment Rate (percent) ............................ 9.2 ").5 9.4

Money and Prices (annual percentage growth):
Money Supply (M2)2 ............................................ 24.6 26.8 29.5
Average Loan Rates ..................... .. . . .. . . .. . .. . . . . .. . . ..  14.6 15.0 15.5
Average Savings Rate 3 .................. . .. . . .. . . .. . . . . .. . . . ..  8.3 8.0 8.5
Retail Price Index (Manila) ................................. 2.0 7.1 6.5
Wholesale Price Index (Manila) .......................... - 1.1 8.2 2.5
Consumer Price Index (Phil.) .............................. 7.6 9.0 8.1

Average Exchange Rate (pesos/US$):
Official (interbank rate) ................................... 27.12 26.42 25.78
Parallel (US$ buying rate) ............................... 27.07 26.38 25.65

Balance of Payments and Trade:
Merchandise Exports (FOB) ................................ 11,375 13,483 17,260

Exports to US. (Phil. data) ............................. 4,371 5,143 6,120
Merchandise Imports (FOB) ............................... 17,597 21,333 26,030

Imports from U.S. (Phil. data) ........................ 3,522 3,941 4,650
Bilateral Aid, U.S.4......... ............... 160 90 98
Bilateral Aid, Others ........................................... 1,727 1,642 2,050
External Public Debt ........................................... 34,282 37,698 41,000
Debt Service Payments (paid) ............................. 3,196 4,065 5,100
Gold and FOREX Reserves ................................. 5,801 6,995 8,200
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Key Economic Indicators-Continued
(Millions or U.S. dollars unless otherwise noted]

1993 1994 199s

Merchandise Trade Balance ................................ -6,222 - 7,850 -8,770
Merch. Trade Balance with US ...................... 849 1,202 1,470

Sources. National Economic and Development Authority, Bangko Sentral ng Pilipinas, Department of Fi.

IEstimated from data available as of October 1996
10rowth rate of year-end M2 levels.
'Actual annual averap interest rates, not changes In them.4Inflows per balance of payments, net of inflows from the U.S. Veterans Administration (USVA).
'Overall service meter output for 1996 estimated at $3,728 million.

1. General Policy Framework
Although the Philippines historically has had to grapple with a 'boom-and-bust"

economic, growth pattern, confidence in the county's economic prospects has been
steadily building up since 1992 with the restoration of political stability, serious ef-
forts to address macroeconomic imbalances and infrastructure constraints, and the
country's reentry into the capital markets. While poverty and highly skewed income
distribution remain important concerns a more soundly based economic rebound
has begun to emerge since 1993 aided by efforts to liberalize the relatively closed
Philippine economy of the past. Exports and investment led 1994's 5.2 percent real
gross national product (GNP) expansion. This trend has continued thus far in 1995
and is expected to spur GNP growth to between 5.5 to 6.0 percent. Measures to open
Up the economy also are having positive effects on the balance of payments in terms
of spurring export growth, encouraging higher overseas workers' remittances, at-
tracting foreign direct and portfolio investments, and increasing trade finance.

Continuing and expanding the initiatives of its predecessor, the Ramos adminis-
tration is implementing a far-reaching reform program towards sustaining economic
expansion and transforming the Philippines' agrarian-based economy into an indus-
trial market-driven one. Although social and political resistance remain, the Phil.
ippine government has already succeeded in implementing important reforms
to.l'iberalize the trade, foreign exchange and investment regimes; privatize
parastatals; reduce entry barriers in vita [industries (such as banking, insurance,
telecommunications and oil); and encourage private sector investments in much
needed infrastructure. The country became a founding member of the World Trade
Organization (WTO) on January 1, 1995. Provided reforms continue, optimism is
growing that the Philippines may, at last, be embarking on a path of sustained
strong growth.

Achieving and sustaining fiscal balance is an important goal in the Philippine
government's overall program to improve and sustain macroeconomic stability. In
1994 the national government achieved its first fiscal surplus in two decadeR, the
effect of new or higher taxes, upward adjustments in fees and charges, strong pri.
vatization receipts and expenditure cuts. Debt servicing's share of the budget pie
has declined in recent years, from almost half to under a third today.Short term
debt still constitutes the bulk of outstanding public sector securities, but the govern-
ment has had increasing success with the issuance of medium-term notes.The gov-
ernment's medium term goal through the year 2000 is to sustain a fiscal surplus
to finance the repayment of its external and domestic debts.

The financial restructuring in 1993 of the Central Bank (now known as Bangko
Sentral ng Pilipinas, BSP) restored the monetary authority's ability to conduct mon-
etary and exchange rate policy more effectively. Armed with a clean balance sheet
and a portfolio of treasury securities with which to conduct open market operations,
the BSP has been able to implement staggered reductions in reserve requirements
since 1993 (i.e., from 25 percent to 17 percent). In recent years, surges of foreign
capital flows into emerging and liberalizing markets like the Philippines have had
a strong expansionary impact on domestic liquidity, posing an additional challenge
for monetary and foreign exchange policymakers.
2. Exchange Rate Policies

The Philippines has taken significant steps since 1992 to deregulate its foreign
exchange system, leading to the full convertibility of current account transactions.
Except for some remaining restrictions on foreign investments and on foreign debt,
the Gvernment has also lifted most restrictions on capital account transactions.
Among others, the current regulations allow immediate investment repatriation and
remittance privileges without requiring the BSP's approval.In September 1995 the
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Bangko Sentral announced that the country had officially joined the ranks of ".Arti.
cie VIIIH" International Monetary Fund (IMF) member countries, indicating its com-
mitment to an open and liberal foreign exchange and payments regime.

The foreign exchange rate is generally set freely in the interbank market, which
was transformed in 1992 from short daily on-floor trading sessions to full off-floor
trading under an automated dealing system. The Bangko Sentral imposes limits on
individual banks' overbought and oversold foreign exchange positions. Targeted for
elimination by end-1996, the Philippine government has started phasing down a for.
ward foreign exchange cover scheme for oil imports.
3. Structural Policies

Prices of goods and services are generally determined by internal market forces,
with the exception of fuel and basic public utilities such as transport, water and
electricity.The government grants certain incentives to investors in government-pre.
ferred activities (see Section 6). The Foreign Investments Act of 1991 allows full for-
eign ownership of companies engaged in activities not covered by investment incen-
tives, except those covered by a foreign investment "negative list" (see Section 5-
Investment Barriers).

Trade liberalization and tariff reform programs continue.The major exception is
in agriculture, where 70 percent, by value, of major production remains protected
from import competition, mostly through the maintenance of quantitative restric.
tons. Refobins since 1993 have also improved access to important service industries
such as telecommunications, banking and insurance. In October 1995 the govern.
ment issued regulations to reduce non-price controls in the oil sector, notably on the
importation of petroleum products and, with the exception of refineries, on the es-
tablishment of facilities such as gas stations, depots and LPG filling tanks. In May
1994 the Government improved its 1990 build-operate-transfer (BOT) law by ex-
panding the number of BOT variations, simplifying rules and regulations, and al-
lowing more flexibility in pricing.

Since 1993 the Government has also adopted a number of measures to beef up
revenues. Among others, it increased stock transaction and documentary stamp
taxes, restructured cigarette taxes, imposed a minimum three percent tariff, and in-
creased various government fees and charges. The government has announced im-
plementation of an expanded value added tax (EVAT) law (which will extend the
VAT to goods and services such as telecommunications, lease and sale of real prop-
erty, restaurants/caterers/hotels, books, imported meat and, eventually, to profes.
sional and financial services) starting January 1996. To consolidate recent fiscal
gains, the government is relying on congressional approval of a comprehensive tax
reform program to sustain future revenue flows and, on the expenditure side, plans
to implement a reduction and reorganization of the civil service. However, imple.
menting legislation for both of these plans has been delayed, and it is doubtful that
they will take effect before 1997.
4. Debt Management Policies

Like its predecessor, the Ramos administration has continued the firm commit-
ment to servicing the country's foreign obligations, rejecting occasional congressional
and other political rhetoric calling for debt repudiation and/or debt service caps. The
Philippine government has had four debt rescheduling rounds with its official bilat-
eral (i.e., Paris Club) creditors. Between 1990 and 1992, the government also
repurchased and/or restructured nearly $6 billion in debt owed to foreign commer.
cial banks, which enabled the Philippines to reenter international capital markets
in 1993 after a decade's absence. A debt-to-equity swap program, in effect from 1986
to 1993, also helped reduce the country's foreign debt burden.

The appreciation of the yen has had an expansionary effect on the foreign debt
level, but debt servicing is no longer a severe problem. As of June 1995, the coun-
try's foreign debt was $40.6 billion, between 50 to 55 percent of GNP, compared
with over 90 percent of GNP in the mid-1980s. The ratio of debt service to goods
and services export receipts is currently at 16 percent, down from nearly 40 percent
in the early 1980s.

The Mf approved a three-year extended arrangement in mid-1994 which the
Philippines envisions as an exit arrangement. The Government did not conclude a
fifth Paris Club debt rescheduling agreement, in line with its aim to wean the coun-
try from exceptional financing. The Philippines continues to benefit from various
sector-specific assistance and structural adjustment programs provided by other
multilateral institutions such as the Asian Development Bank and the World Bank
Group.
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5. S~g~ cn*"$ arrier, to U.S. Exports
Tariffs: Following the completion of the GOP's five-phase tariff reform program

under Executive Order (EO) 470, the President issued a new wide-ranging six phase
tariff simplification and reduction package encompassing harmonized tariff code
chapters 25 thru 97 but excluding chapters ?-24 (most agricultural imports). EO
264 progressively lowers tariffs on most industrial manufactures effective August
28, 1996 through the year 2000. For the manufacturing sector, the average nominal
tariff will fall from 14.02 to 7.48 percent and for mining, average tariff goes down
to 3.90 percent from 7.31 from 1995 to 2000. Given the current average nominal tar.-
iff of 28 percent for agriculture, the Philippines' current average nominal tariff of
15.88 percent will be lowered to 10.40 by the year 2000. (Note: This tariff reform
program has not been extended to many agriculture goods because of failure to im-
plement the Uruguay Round commitments in agriculture. The GOP is carefully re.
viewing a sepate tariff restructuring program or agricultural imports after imple-
mentatin of the Philippines' UR commitments.) Broadly, the new tariff schedule
imposes a maximum tariff of 30 percent on finished goods, 20 percent on compo-
nents, 10 percent on raw materials produced locally and three percent on those not
available locally.

Exempted from the 30 percent tariff ceiling, and to enjoy a 40 percent protection
up to 1999, are 14 tariffTlines including all categories of new completely built-up
passenger cars. This was in preparation for opening the automotive industry and
exposing domestic assemblers to foreign competition, which was just recently simple.
mented by the Bangko Sentral effective October 20, 1995. BSP Circular No. 92 de-leted from the list of regulated commodities imports of new automobiles, other light
motor vehicles and used buses, and motor vehicles for the transport of goods.

Of particular interest to the United States is that the sale of domestically pro.
duced meat is exempt from the expanded VAT while imported beef (high-grade or
manufacturing grade cut) is subject to the tax. The Finance Secretary has acknowl-
edged this may contravene a WTO provision.

Import Licenses: The GOP is preparing to make necessary legislative changes to
Philippine laws in conflict with the Uruguay Round Agreement. The "Magna Carta
of Small Farmers" continues to ban imports of farm commodities produced locally
in "sufficient quantity." The Philippines delay in implementing its WTO UR com.
mitments to repeal quantitative restrictions on agricultural items has been a source
of bilteral contention. The target date for implementation has been delayed to at
least late spring 1996. The Philippines did not commmit to remove quantitative re.
strictions on rice, which can only be imported by the National Food Authority.

To avail of export quota allocation, a Garment and Textile Export Board "Author-
ity to Import" is required for imports of pre-cut fabrics and accessories for process-
ing into finished wearing apparel and textile products for export. Several restricted
and controlled items remain subject to quota restriction for reasons of public health,
morals and national security.

Services Barriers: Banking-A new law, signed in May 1994, relaxed restrictions
in place since 1948. A foreign investor can enter either on a wholly owned branch
basis or own up to 60 percent (up from 30 percent) of an existing domestic bank
or new locally incorrated banking subsidiay.However, the new-law allows only
ten new foreign banks entry on a full services, branch basis. (Four were established
prior to 1948. The new foreign banks are also limited to putting up six branches
each.

Securities--Membership in the Philippine stock exchange is open to any company
(foreign or Filipino) incorporated in the Philippines, however, foreign membership
is limited to 30 percent of total membership. A foreign investor wishing to purchase
shares of stock is subject to foreign ownership limitations specified by the constitu-
tion and other laws.poreign ownership in securities underwriting companies is lim-
ited to a minority. Foreign firms are not allowed to underwrite securities for the
Philippine market but may underwrite Philippine issues for foreign markets.

Insurance and iTravel Agencies--For at least two years effective October 24, 1994,
these sectors are open to full foreign ownership (See Section 5-Investment Bar.
riers).

Legal services--Specific requirements to practice law in the Philippines are Phil.
pine citizenship, graduation from a Philippine law school, and membership in the

Integrated Bar of the Philippines. As general rule, the Philippine Constitution re.
serves the practice of professions for Philippine citizens.

Standards, Testing, Labelling, and Certification: The Philippine government, for
reasons of public health, safety and national security, implements regulations that
affect U.S. exports of drugs, food, textiles and certain industrial goods. Notable ex-
amples follow:
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(a) The Department of Health's renewed campaign for the full implementation of
the 'Generic Act* of 1988 focuses on the vigorous promotion of 'cheap" generic
drugs. The generic name must appear above a drug's brand name.

(b) Sanitary and phytosanitary certification, which is often costly, controls imports
of meats, fresh fruits, vegetables and seeds.

(c) Local inspection for standards compliance is required for imports of about 30
specific industrial products including lghting fixtures, electrical wires and cables,
sanitary wares and household appliances, potland cement and pneumatic tires. For
other goods, however, US. manufacturers' self-certification of conformance is accept.
ed.

(d) Labeling is mandatory for textile fabrics, ready-made garments, household and
institutional linens and garment accessories. Mislabelling, misrepresentation or mis.
branding may subject the entire shipment to seizure and-disposal.Minimum require-
ments for every imported or locally manufactured product are the following:

1. Registered trade or brand name;
2. Duly registered trademark;
3. Duly registered business name;
4. Address of the manufacturer, importer or repacker of the consumer prod.

uct in the Philippines;
5. General make or active ingredients;
6. Net quantity of contents, In terms of weight, measure or numerical count

rounded to at least nearest tenths in metric system;
7. Country of manufacture, if imported; and,
8. If a consumer product is manufactured, refilled or repacked under license

from a principal, the label shall state the facts
Additional information may be required for selected products:

1. Whether the product is flammable or inflammable;
2. Warning of toxicity;
3. Directions for use, if necessary;
4. Process of manufacture used, if necessary; and
5. Wattage, voltage or amperes.

Investment Barriers: A more liberal foreign investment law (the Foreign Invest-
ment Act of 1991, or FIA) for activities not eligible or not seekinginvestment incen-
tives allows foreign equity beyond the 40 percent ceiling imposed by previous invest.
ment regulations. However, there are important exceptions, one being that foreign-
ers are not allowed to own land except in partnership with Filipinos (in which case
the foreign investor's share is limited to 40 percent). The FIA also contains a foreign
investment "negative list" with these categories:

(a) List A specifies activities in which-foreign participation is either excluded or
limited by the Constitution and other statutes. For example, investments in mass
media, the practice of licensed professions (including legal services), retail trade co-
operatives, small scale mining and private security agencies are exclusively for Pini-
pinos. Varying foreign ownership ceilings are imposed on companies engaged in,
among others, advertising, employee recruitment, construction, financing, and the
exploration and development of natural resources.

(b) List B limits foreign ownership (generally to 40 percent) for reasons of public
health, safety and morals, and to protect local small and medium-sized firms. To
protect small domestic enterprises, non-export firms must be capitalized at a mini.
mnra of $500,000 to exceed the 40 percent foreign ownership requirement.

(,c') List C limits foreign ownership in activities "adequately served" by existing
Philippine eni.rnrioes.

Until October'23, b094 the FIA was guided by a three-year "transitory" foreign.
investment negative list. The government released the first "regular" negative list
in June 1994, which took effect on October 24, 1994. Activities included under lists
A and B were unchanged. Effective October 24 List C was "empty," opening activi-
ties and services such as insurance, travel agencies tourist lodging establishments
conference/convention organizers, and import and wholesale activities not integrated
with production to full/foreign ownership. An "empty' list C also gives existing for-
sign 9iensors in the Philippine market the option to establish their own majority-
owned subsidiaries. In 1996 sectors can petition for inclusion in negative list C
under a process which includes public hearings.

The government imposes a foreign ownership ceiling of 40 percent for firms seek-
ing incentives with the Board of Investment (BOI) under the government's annual
Investment Priorities Plan. While this ceiling may be exceeded-in certain cases (i.e.,
the activity is defined as "pioneer,* or at least 70 percent of production is for export,
or the enterprise locates in an area classified as 'less developed") divestment to the
40 percent foreign ownership ceiling is required within 30 years.
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The BOI continues to impose industry-wide local content requirements under the
government's progressive development program for motor vehicles. Current guide-
lines also specify that participants the motor vehicle development program len-
erate, via exports, a ceran ratio of the foreign exchange needed for import reqire-
ments. The government says it will phase down these requirements under its WTO
obligations.

Current Philippine regulations restrict domestic borrowings by foreign firm. The
limits are set as maximum debt-to-equity ratios (depending on the type of activity)
which must be maintained for the term of the debt.

Government Procurement Practices: In general, government procurement policies
do not discriminate against Ibreign bidders. However, preferential treatment is prac-
ticed in the purchase of medicines, rice for government employees, corn for domestic
consumption and iron and steel products for use in govLrnment projects. Petroleum
requirements by government agencies must be procured from government-owned
sources.

Awarding of contracts for government procurement of goods and services have to
pass competitive bidding. For infrastructure projects which require a public utility
franchise (e.g. water and power distribution, public telephone and transportation
system), the contractor must at least be 60 percent Filipino. For other major con-
tracts such as BOT projects where operation may not include a public utility fran-
chise, a foreign constructor must be duly accredited by its government to undertake
construction work. To the benefit of U.S. suppliers, areas of interest including power
generation equipment, communications equipment and computer hardware do not
generally confront significant restrictions.

The Philippines is not a signatory to the WTO Government Procurement Code.
Customs Procedure: All imports valued at over $500(are permitted only with a

preshipment inspection report called a "Clean Report of Findings" issued by the au-
thorized outport inspector. To assess import duties, the Bureau of Customs uses as
basis Home Consumption Value (HCV). This permits arbitrary valuation which in
many cases (according to extensive anecdotal evidence) does not reflect the selling
price, resulting in inconsistent valuation from country to country.

To conform to WTO obligations the Government has committed to replace HCV
with a variation of the Brussels definition of Value as an interim step to shifting
to a transaction value-based system; however, the necessary legislation is still pend-
ing before the Congress.
6. Export Subsidies Policies

Enterprises (including exporters) registered with the BOI are entitled to tax and
duty exemptions under the Philippine Omnibus Investment Code of 1987. These in.
clude: income tax holidays; for pre-1995 BOI registrants, tax and duty exemptions
for imported capital equipment up to 1997 or 1999 (depending on location); for post-
1994 registrants, a maximum duty of three percent for capital equipment imports
up to 1997 (after which regular duty rates will apply); tax credits for domestically
purchased equipment and accompanying parts; income tax deductions for incremen-
tal labor expense; and tax and duty exemptions on imported genetic materials and
breeding stock and or tax credits for local purchases thereof. In addition to these
general incentives, a number of benefits under the Omnibus Code apply specifically
to BOI-registered export firms, such as tax credits for imports of raw materials and
exemption from taxes and duties on imported spare parts.Export companies in gov-
ernment-designated zones and industrial estates registered with the Philippine Eco-
nomic Zone Authority (PEZA) enjoy basically the same incentives as BOI-registered
companies.Firms which export at least 50 percent of production may also register for incen-
tives under Republic Act No. 7844 of 1994 (the Export Development Act or EDA).
Firms registered with the BOI, PEZA or any other government agen• which meet
the 50 percent export requirement may register under the EDA to avail, of any addi-
tional incentives under that law. The incentives under EDA include: duty-free im-
portation of capital equipment up to 1997; for exporters of nontraditional products
partial tax credit up to 1997 for locally purchased raw materials, equipment and
spare parts; tax credit up to 1999 for imported inputs and raw materials not readily
available locally, used for export production/packaging; and tax credit on incremen-
tal annual export revenue.MThe Export Development Act also provides for the estab-
lishment of an eximbank which will offer preferential and simplified credit schemes
to exporters.

There are a number of specialized credit programs targeted for small and me-
dium-scale enterprises in general or exporters in particular, several of these funded
by foreign bilateral or mu bilateral agencies. Most rates are market-based, although
a number of facilities still offer fixedinterest rates.There is no preferential rate for
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domestic companies. In December 1994, the Bangko Sentral ng Pilipinas launched
a $500 million Export Development F~und (EDF) fa-cility (the foreign exchange coun.
terpart of its peso rediscounting facility). The EDF rates are LIBID-based and ad-
Justed periodically. The BSP imposes a ceiling on the spread at which banks can
relend ihe funds (currently one percent, after applicable taxes).
7. Protection of U.S. Inteilectual Property

While IPR protection is improving, serious problems remain, and the issue re-
mains a bilateral trade concern.Current penalties for infringement and counterfeit-
ing are not real deterrents. Insufficient funding hampers the effective operation of
agencies tasked with IPR enforcement. Joint government-private sector efforts have
improved administrative enforcement; but when IPR owners must use the courts,
enforcement is slower and less certain.

In February 199:3 President Ramos created the Inter-agency Committee on Intel-
lectual Property Rights as the body charged with recommending and coordinatingenforcement oversight and program implementation. The Philippine government is
a party to the Parts Convention for the Protection of Industrial Property and the
Patent Cooperation Treaty. It is a member of the World Intellectual Property Orga-
nization and the WTO.

The Philippines was moved from the U.S. Trade Representative's Special 301 apri-
ority watch list" to the "watch list,* following a bilateral IPR agreement signed in
April 199N which commits the Philippine government to improve its legislative pro.
tection and to strengthen enforcement significantly. The Philippine government has
generally complied with the arement, except for legislative improvements. Legisla.
tion incorporating all legislative commitments under the bilateral was targeted to
be submitted to the Congress before the June 1994 end of the congressional session.
The government did not, however, meet the deadline.LUeislation was introduced in
the second half of 1995, and the government has committed to pursue its passage
as "priority legislation."

Patents: The present law recognizes the possibility of compulsory licensing two
years after registration with the Patent, Trademark and Technology Transfer Board,
if the patented item is not being utilized in the Philippines on a commercial scale,
or if domestic demand for the item is not being met to an "adequate extent and on
reasonable terms."Compulsory licensing is easier for pharmaceutical and food prod-
ucts, because use, inadequate production for domestic demand, etc. need not be es-
tablished. In the bilateral IPR agreement of April 1993 the government committed
to submit to the Philippine Congress an amendment to the patent law which will
allow importation to satisfy "working requirements' for patented goods. Starting
March 15,1993 rules on royalty payments were relaxed somewhat granting auto-
matic approval for royalty agreement not exceeding five percent o? net sales. Roy-
alty rates higher than five percent may be allowed in meritorious cases. Naturally
occurring substances (plants or cells, for example) are not patentable.

Trademarks: Trademark counterfeiting is widespread. Many well-known inter-
national trademarks are copied, including denim jeans, designer shirts, and per-
sonal beauty and health care products. Some U.S. firmz--for example Disney-in co-
operation with Philippine enforcement agencies have had success in curbing piracy.
The National Bureau of Investigation (the Philippine equivalent of the FBi) has
been cited by the private sector for its excellent cooperation recently in conducting
raids against trademark violators.Under the terms of the U.S.-Philippine IPR agree-
ment, the government will seek amendments to the Philippine trademark law to
provide protection for internationally well-known marks.

Philippine law requires trademark owners to file an affidavit of use or justified
non-use with the Patents, Trademark and Technology Transfer Board every five
years to avoid cancellation of trademark and registration. Non-use of a mark must

for reasons totally beyond the control cot a registrant. (Import bans, for example,
constitute justified non-use.) Current practice provides that internationally well-
known marks should not be denied protection because of non-registration or lack of
use in the Philippines. Pending legislation seeks to incorporate this practice into
Philippine law. Trademark protection is limited to the manufacturing or marketing
of the specific class of goods applied for, and to products with a logical linkage to
the protected mark.

Copyrights: Philippine law is overly broad in allowing the reproduction, adapta-tion or translation of published works without the authorization of the copyright
owner. A residential decree permits educational authorities to authorize thi reprint
of textbooks or other reference materials without the permission of the foreign copy-
right holder if the material is certified by a school registrar as required by the cur-
riculum and the foreign list price converts to 250 pesos (about $10) or above. This
decree, especially for textbooks, is inconsistent withthe appendix of the 1971 text
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of the Berne Convention. However, the Philippine government is expected, under
the terms of the bilateral IPR agreement with the U.S. reached in April 1993, to -

correct these deficiencies through accession to the Paris Act of the Berne Conven-
tion, and through amendments toits domestic legislation.

Video piracy is a serious problem, but declining from about 80 percent of the mar-
ket a few years to about 60 percent now. The government's Videogram Regu-
latory Board (VRB)is tasked with righting video piracy. Due to budget constraints
the bulk of its efforts are focused in Metro Manila. Copyright protection for sound
recordingscurrently 30 years, is shorter than the internationally accepted norm of
50 years. The government has committed to submitting amendments to the Phil-
ippine Congress to bring the term of copyright protection into conformity with inter-
national norms. Industry sources estimate that piracy of recorded music (mostly cas-
settes, although imported pirated compact discs from the United Arab Emirates and
China are starting to show up in Metro Manila shops) has fallen to an average of
about 40 percent. About 98 percent of all computer software sold is pirated. Com-
puter shops routinely load software on machines as a free "bonus" to entice sales.
The Philippine government and related organizations such as state-run universities
are reportedly the largest user of illegal software in the country. Government
sources report that ongoing talks with U.S. firms on legitimizing the iovernment's
use of software are making progress, which representatives of these firms have con-
firmed.

Special IPR Courts: The Philippines has moved to name special IPR courts, which
are to start operating immediately.The Philippine Supreme Court, with Administra-
tive Order No. 113-95 has designated 48 courts to handle IPR violations and to
speed up IPR cases. The order instructs all judges to terminate "as far as prac-
ticable" the trial of IPR cases in 60 days and to render judgment in another 30 days.

New Technologies: Many shops rent video laser discs purchased at retail stores
in the United States without payment of commercial rental fees. More recent issues
involve copyright infringement complaints against cable television stations which
retransmit copyrghted works without authorization from or payment to the copy-
right owners. The bilaterEl IPR agreement of April 1993 commits the government
to fully enforce the protections afforded to audiovisual works under Philippine laws
and regulations.
8. Worker Rights

a. The Right of Association.-All workers, including public employees, have a right
to form and join trade unions--a right which is exercised without national govern.
meant interference, although opposed in practice by some employers and officials of
local government units. Trade unions are independent of the government and gen-
erally free of political party control. Unions have the right to form or join federa-
tions or other labor groupings. Subject to certain procedural restrictions, strikes in
the private sector are legal. However, unions are required to provide strike notice,
respect mandatory cooling-off periods, and obtain majority member approval before
calling a strike.

b. The Right To Organize and Bargain Collectively. -The Philippine Constitution
guarantees the right to organize and bargain collectively. The Labor Code protects
and promotes this right for employees in the private sector, as well as those em-
ployed in government-owned or controlled corporations. A similar but more limited
right is afforded to employees in most areas of government service. Dismissal of a
union official or worker trying to organize a union is considered an unfair labor
practice. Nevertheless, employers sometimes attempt to intimidate workers by
threats of firing or closure. Although labor law and practice are uniform throughout
the country, there have been complaints about local official efforts to maintain
"union free/strike free" policies in several of the export processing zones. Work stop-
pages and workdays lost to industrial disputes, after trending downward in recent
years, showed an increase at midyear over 1994 levels.

c. Prohibition of Forced or Compulsoy Labor.-The Philippines prohibits forced
labor. As the world's foremost "exporter" of both unskilled and trained labor, it is
sensitive to reports of abuse of Phi ippine workers overseas.

d. Minimum Age for Employment of Children.--Philippine law prohibits the em-
ployment of children below age 15. The exceptions involve situations under the di-
rect and sole responsibility of parents or guardians, or in the cinema, theater, radio
and television where a child's employment is essential. In these cases, employment
must not impinge on the child's education, health, safety or morals, and the parent
or employer must procure a work permit. The Labor Code allows employment for
those between the ages of 15 and 18 for such hours and periods of the day as are
determined by the secretary of Labor but forbids employment of persons under 18
years in hazirdous work. However, a significant number of children are employed



94

in the informal sector of the urban economy or as unpaid family workers in rural
areas.

e. Acceptable Conditions of Work..4'e Minimum Wage Act of 1989 authorized
tripartite regional wage boards to set minimuit wages. Rates last underwent gen-
era! revision in late 1993, with the highest inMVlanila and lowest in rural regions.
The minimum wage for workers in the-National Capital Region (NCR) was approxi.
mkately $5.60 (145 pesos) per day. As a seasonal rice shortage (combined with storm.
related and other factors) caused sharp upward price shifts in the second half of
1995, it was expected that regional wage boards would respond accordingly. Wage
boards outside the NCR, in ad=tion to establishing lower minimum levels, also ex-
empted employers according to such factors as establishment size, industry sector,
involvement with exports, and level of capitalization. This approach excludes sub-
stantial numbers of workers (especially in agriculture, domestics, laborers, janitors,
messengers and drivers) from coverage under the law. Detected minimum wage vio.
lations continue to run high.The legal work week before overtime is 48 hours for
most categories of industrial workers and 40 hours for government workers. The law
mandates a full day of rest weekly and overtime for any hours worked over an eight
per day limit. A comprehensive set of occupational safety and health standards ex-
ists in law. Statistics on actual work-related accidents and illnesses are incomplete,
as incidents (esprciznlly in regard to agriculture) are underreported.

"f' Rights in Sectors ,,,ith U.S. Investment.-U.S. and other established multi-
national firms apply U.S., Ec'ropean or Japanese standards of worker safety and
health to meet the requirements of their home-based insurance carriers. They also
treat their work force according to professional employee management principles.
Firms in the export processing zoneshave resisted efforts to unionize their workers.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... . ... ( )
Total M anufacturing ............................................................... 1,167

Food & Kindred Products ................................................... 350
Chemicals and Allied Products ........................................... 417
Metals, Primary & Fabricated ........................................... .31
M achinery, except Electrical .............................................. - 2
Electric & Electronic Equipment........................247
Transportation Equipment ................................................. 0
Other M anufacturing .......................................................... 124

W holesale Trade ...................................................................... 177
B anking ................................................................................... 321
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 60
Other Industries ...................................................................... 67

TOTAL ALL INDUSTRIES .................................................... 2,374
I1Supprensed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis

SINGAPORE

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (at 1985 prices)2 ............... . .. . . .. . . .. . . . . .. .  44,161 51,582 57,529
Real GDP Growth (percent)3s. . . . . . . . . . . .. . . .. . ... .. 10.1 10.1 7.6
GDP (at current prices)2a.................. . .. . . .. . . .. . . . . .. . . 57,005 68,967 79,678
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996'

GDP by Sector (1985 prices):
Agriculture ........................................................ 97.5 109.4 119.8
Energy and Water ............................................ 895.7 1,036.0 1150.2
Manufacturing .................................................. 12,158.6 14,561.2 16,703.0
Construction ..................................................... 2,988.9 3,669.9 3,903.0
Rents ................................................................. N/A N/A N/A
Commerce ......................................................... 7,856.8 9,093.6 10,116.2
Transport/Communications ............................. 6,377.8 7,494.4 8,640.4
Financial/Business Services................11,861.1 13,710.5 15,633.2
Other Services .................................................. 4,514.2 5,070.1 5,671.8

Net Exports of Goods & Svcs................. 5,794.4 12,731.5 17,572.8
Real per Capita GDP ('85 BPS--US$) ............... 13,800 16,119 17,977
Labor Force (000s) ............................................... 1,635.7 1,693.1 1,732.0
Unemployment Rate (percent) ............................ 2.7 2.6 2.6

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. .8.5 14.4 14.3
Base Interest Rate4 ..................... . . . .. . .. . .. . .. . . . .. . . .. . 5.3 6.5 6.4
Personal Savings Rate ......................................... 1.6 2.9 2.9
Retail Inflation ..................................................... 5.2 -2.1 0.2
Consumer Price Index ......................................... 2.3 3.1 2.3
Exchange Rate (SJ/US$, annual avg) ................ 1.62 1.53 1.42

Balance if Payments and Trade:
Total Exports (FOB)5 .......................................... 73,749 96,481 111,151

Extorts to U.S .................................................. 13,050 15,657 16,781
Total imports (CIF)5 ........................................... 84,940 102,420 116,713

Imports from U.S .............................................. 11,676 13,022 13,936
Aid from U .S . ....................................................... 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 7.4 3.2 N/A
Debt Service Payments (paid) ................... .N/A N/A N/A
Gold and FOREX Reserves ................................ 48,066 56,030 65,456
Trade Balance 35............................ . . .. . .. .. . .. . .. . .. . . . .. .  -11,191 -5,939.1 -5,562.2

Balance with U.S. 1........................................... 1,374.1 2,635.0 2,845.4
11996 Figures are estimates based on part yeor data.
2 GDP at factor cost.
sPemcantage Changes calculated in local currency.
4Figure are actual, average annual interest rates, not changes in them.
s Merchandise trade,

1. General Policy Framework
Sitting astride one of the major shipping lanes of the world, Singapore has long

adopted export-oriented free-market economic policies that encourage two-way flows
of trade and investment. These policies have allowed this small country to develop
one of the world's most successfUrl open trading and investment regimes. Over the
past decade real GDP grew at an average annual rate of seven percent; 1994's eco-
nomic growth rate was 10.1 percent. Singapore actively promotes trade liberaliza.
tion in the region through its activities in APEC and ASEAN. It ratified the Uru-
guay Round GATT agreement in October 1994 to become one of the founding mem-
bers of the World Trade Organization.

Taking into account a lack of natural resources and a small (3.2 million popu-
lation) domestic market, Singapore's policies have created a climate encouraging
economic growth, including an open trade and investment environment, a corrup-
tion-free pro-business regulatory framework, political stability, public investment in
infrastructure, high savings and prudent fiscal management, a trained labor force,
and significant tax concessions to foreign investors. Singapore's fiscal policies have
enhanced export and investment growth.The government has had a budget surplus
for most years since the 1970's. The country's reserves ($56.0 billion in 1994) are
conservatively invested by the Singapore Government Investment Corporation. The
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Central Provident Fund (CPF) compulsory savings program is the basis for the na-
tional savings rate of 50 percent of GDP.

The Monetary Authority of Singapore (MAS), the country's central bank, engages
in limited money-market operations to influence interest rates and ensure adequate
liquidity in the banking system. There are no controls on capital movements.The
MAS maintains a strong currency to check inflation, particularly imported inflation,
given Singapore's extreme exposure to international trade. Although inflation is
moderate by international standards (3.1 percent based on 1994 C.P.XI. numbers and
2.3 percent so far in 1995), an acute labor shortage and rising property values have
intensified inflationary pressures.

Singapore has become a major center for electronics, oil refining and financial
services, act*.g as a hub for the growing Southeast Asian market. Singapore's sound
economic policies (which promote private investment, including incentives to foreign
investment) have attracted about 1,000 U.S. companies to Singapore, with cumu.
lative investments of $12 billion in 1994. The U.S. is Singapore s second largest
trading partner, accounting for 17 percent of total trade in 1994. U.S. impoilus to
Singapore in 1994 were $13.0 billion and Singapore's exports to the U.S. were $15.7
billion.
2. Exchange Rate Policies

Singapore has no exchange rate controls. Exchange rates are determined freely
by daily cross rates in the international foreign exchange markets. The MAS uses
currency swaps and direct open market operations to keep the Singapore dollar
within a desired trading range, guarding against the internationalization of the
Pingapore dollar so as not to lose control over its monetary and economic policies.

he igapore dollar appreciated 22.9 percent against the U.S. dollar from 1989to 1994. In 1994 the Singapore dollar strengthened 10 percent ainst the U.S. dol-
lar. This has not seriously affected Singapore's economy as nearly all of its produc-
tion inputs are imported. The strong Singapore dollar has helped to make U.S. prod-
ucts more competitive in the Singapore market.
3. Structural Policies

Singapore's prudent economic policies have allowed for steady economic growth
and e development of a reliable market, to the benefit of U.S. exporters. Singapore
was the tenth largest customer for U.S. products in 1994. Prices for virtually all
products are determined by the market. The government lets bids by open tender
and encourages price competition throughout the economy.

Singapore s tax policy is designed to maintain its international competitive posi-
tion. Foreign firms are taxed on the same basis as local firms. The corporate tax
is currently at 27 percent. The government aims to bring the corporate tax down
to 25 percent in the next few years. There ar no taxes on capital gains, turnover,
or development. The government implemented a three percent value-added Goods
and Services Tax (GST) in 1994 but reduced corporate and personal taxes. Tariffs
exist for only a few products. Excise duties are levied on cigarettes, alcohol, petro-
leum products and motor vehicles primarily to control social behavior and restrict
motor vehicle use. There are no nontariff barriers to foreign goods.

Many of Singapore's public policy measures are tailored to attract foreign invest-
ments and ensure an environment conducive to their efficient business operations
and profitability. Investment policies are direct and designed to benefit both inves-
tors and Singapore. Although the Government seeks to develop more high-tech in-
dustries, it does not impose production standards, require purchases-from local

sources, or specify a percentage of output for export.
4. Debt Management Policies

Singapore's external public debt was a negligible $3.2 million at the end of 1994.
Its debt service ratio is less than 0.1 percent. Singapore's budget surpluses and
mandatory savings have allowed the government wide latitude in supporting infra-
structure, education, and other programs contributing significantly to national de-
velopment.
5. Barriers to U.S. Exports

Singapore has one of the world's most liberal and open trade regimes. Nearly 99
percent of imports enter duty-free.Import licenses are not required, customs proce-
dures are minimal and highly efficient, the standards code is reasonable and the
government actively encourages foreign investmentAll major government procure-
ments are by international tender. The Government ratified the Uruguay Round
GATT accord on October 18, 1994.

Singapore maintains some market access restrictions in the services sector. No
new banking licenses for local retail banking have been issued for more than two
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decades (although Singapore allows the establishment of offshore banking) because
the Monetary Authority considers Singapore over-banked. Foreign banks hold over
half the retail licenses but hold less than half of total assets and operate with much
lower profit margins. UtL. banks hold only three out of ýsG full licenses. Foreign re-
tail banks are not allowed additional branches or ATM machines although local
banks are allowed to expand. No new licenses for direct (general) insurers are being
issued, although reinsurance and captive insurance licenses are freely available.
Foreign companies hold about three-quarters of the 58 direct insurance licenses.Liberalization of the telecommunications sector began in 1989. Singapore
Telecom's (ST) monopoly to provide wireline domestic and-international-tele-
communications facilities and services will not end until 2007. There are six wire.
less operators licensed to provide voice, data and paging services. Provision of value-
added services has been liberalized, but suppliers must operate using STs monopoly
facilities. Foreign investment in basic telecommunications facilities and services is
limited at 49 percent. Singapore Telecom is partially privatized, with a majority of
shares controlled by the government. Singapore Telecom is an active overseas inves-
tor, with over $1 billion in equity interests in basic telecom operators in Europe,the United States and other APECeconomies.

6. Export Subsidies Policies
Singapore does not subsidize exports although it does actively promote them. The

government offers significant incentives to attract foreign investment, almost all of
which is in export-oriented industries. It also offers tax incentives to exporters and
reimburses firms for certain costs Incurred in trade promotion, but it does not em-
ploy multiple exchange rates, preferential financing schemes, import-cost-reduction
measures or other trade-distorting policy tools.
7. Protection of U.S. Intellectual Property

Singapore continues to take concrete measures to improve its level of intellectual
property protection and strengthen enforcement. Singapore is a member of the
World Intellectual Property Organization (WIPO), and has ratified the Uruguay
Round Accord including the TRIPS provisions. Singapore is not a party to the Berne
Convention or the Universal Copyright Convention. In 1987, following close con-
sultation with thd U.S. Government, Singapore enacted strict, comprehensive copy-
right legislation which relaxed the burden of proof for copyright owners pressing
charges, strengthened civil and criminal penalties and made unauthorizecdposses-
sion of copyrighted material an offense in certain cases. In January 1991, Singapore
similarly strengthened its Trademark Law. In 1994 Singapore enacted a new Pat-
ents Act.

Patent Law: Singapore's 1994 Patent Act is not fully TRIPS consistent; chief areas
of concern are in compulsory licensing provisions. In April 1995, Singapore notified
the United States of its intent to amend its patent law to make it fully consistent
with the TRIPS agreement by the end of 1995; such amendments were subsequently
introduced in Parliament, and were expected to be enacted by December 1995.

Copyrights: As a result of stepped up enforcement, copyright infringement in the
computer and software areas was significantly reduced in 1994. While the Govern-
ment of Singapore continues to take an active stance in protection of computer soft-
ware in Singapore, there was an upsurge of pirated CD ROMs from China in the
first half of 1995.Industry and government are working to close off the increase *a
illicit software. In response to motion picture and phonographic industry requests
that the Singapore government do more to stem the importation and transshipment
of pirated videos and CD's Singapore's Board of Censors instituted additional proce-
dures to screen for pirated materials and make it easier to get convictions for trans-
gressors. In a recently completed civil suit brought by the International Federation
of the Phonographic Industry, Singapore's High Court ordered a local distributor of
pirated compact discs to pay $673,000 in damages, the largest penalty ever in

ingapore for copyright infringement. Singapore needs to amend its copyright law
to make it fully consistent with the TRIPs agreement.

Estimated losses to the U.S. due to compulsory licensing provisions of the patent
law totaled approximately $3 million in 1994. Software piracy losses were estimated
by U.S. industry to be $32.2 million in 1993. We have no industry estimates for this
year.
8. Worker Rights

a. The Right of Association.-Article 14 of the Singapore's constitution gives all
citizens the right to form associations, including trade unions. Parliament may,
however, based on security, public order, or morality grounds, impose restrictions.
The right of association is delimited by the Societies Act and labor and education
laws and regulations. In practice, communist labor unions are not permitted. Singa-
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pore's labor force numbered 1.69 million in 1994, with some 234,000 workers orga-
nized into 85 trade unions.

Ninety-nine percent of these workers in 80 unions are affiliated with an umbrella
organization, the National Trades Union Congress (NTUC), which has a symbiotic
relationship with the government. The NTUC's leadership is made up mainly of
Members of Parliament belonging to the ruling People's Action Party (PAP). The
Secretary.General of the NTUC is also an elected Minister without Portfolio in the
Prime Minister's Office.

b. The Right to Organize and Bargain Collectively.-The Trades Union Act au-
thorizes the formation of unions with broad rights. Collective bargaining is a normal
part of labor-management relations in Singapore, particularly in the manufacturing
sector. Collective bargaining agreements are renewed every two to three years, al-
though wage increases are negotiated annually.

c. Prohibition of Forced or Compulsory Labor.-Under sections of Singapore's Des.
titute Persons Act, any indigent person may be required to reside in a welfare home
and engage in suitable work.

d. Minimum Age for Employment of Children.-The government enforces the Em-
ployment Act which prohibits the employment of children under 12 years and re-
stricts children under 16 from certain categories of work.

e. Acceptable Conditions of Work.-The Singapore labor market offers relatively
high wage rates and working conditions consistent with international standards.
However, Singapore has no minimum wage or unemployment compensation. Be-
cause of a continuing labor shortage, wages have generally stayed high. The govern-
ment enforces comprehensive occupational safety and health laws, Enforcement pro-
cedures, coupled with the promotion of educational and training programs, reduced
the frequency of job-relatedaccidents by one-third over the past decade. The average
severity of occupational accidents has also been reduced.

f. Rights in Sectors With U.S. Investment.-U.S. firms have substantial invest-
ments in several sectors of the economy, including petroleum, chemicals and related
products, electric and electronic equipment, transportation equipment, and other
manufacturing areas. Labor conditions in these sectors are the same as in other sec-
tors. The growing labor shortage has forced employers mainly in the electronics in.
dustry. to hire many unskilled foreign workers. Over 360,000 foreign workers are
employed legally in Singapore, 22 percent of the total work force. The government
control the number of foreign workers through immigration regulation and through
levies on firms hiring them. Foreign workers face no legal discrimination, but, be-
cause they are mostly unskilled workers, are generally paid less than Singaporeans.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

P etro leum ................................................................................. 2,127
Total M anufacturing .............................................................. 5,316

Food & Kindred Products ................................................... 112
Chemicals and Allied Products .......................................... 122
M etals, Primary & Fabricated ............................................ 176
M achinery, except Electrical .............................................. 2,556
Electric & Electronic Equipment ....................................... 2,099
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... (1)

W holesale Trade ...................................................................... 1,638
B anking .................................................................................... 489
Finance/Insurance/Real Estate .............................................. 690
Services ................................................................................... 514
Other Industries ................. .............................................. 197
TOTAL ALL INDUSTRIES .................................................... 10,972

'Suppressed to avoid disclosing data of individual companies.

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

Key Economic Indicators
(Billions dU.S. dolar sunlesa otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1991 prices) ....................................... 206.9 219.9 233.9
Real GDP Growth (percent) ................................ 6.3 6.5 6.6
GDP (at current prices) .. .................. 222.6 241.0 261.7
GDP by Sector.

Agriculture ........................................................ 8.2 8.6 9.4
Energy/Water .................................................... 6.0 6.4 6.8
MininglQuarrying ............................................. 1.2 0.8 0.8
Manufacturing .................................................. 67.8 69.9 74.2
Construction ..................................................... 11.7 12.8 13.8
Commercial Services ........................................ 33.7 37.0 41.3
Transport/Communications ............................. 14.2 15.8 17.2
Financial Services ............................................ 43.0 50.2 55.1
Government/Other Services ............................. 36.8 39.5 43.1

Net Exports of Goods & Services ........................ 4.2 4.6 4.1
Real Per Capita GDP (US$) ................................ 10,677 11,457 12,322
Labor Force (000s) ............................................... 8,874 9,081 9,269
Unemployment Rate (percent)................. 1.5 1.6 1.6

Money and Prices (annual percentage growth):
Money Supply (M2) ....................................... 15.1 13.0 9.0
Base Interest Rate 2 ............... . . . .. . . .. . . . . . . . . . .. . .. .too7.9 7.6 7.3
Personal Savings Rate8s............. . . .. . .. .. . . . . . .. . .. .  -1.6 -2.9 -4.5
Retail Inflation ............................................. 2.9 4.1 3.9
Wholesale Inflation,4............................. 2.5 2.2 7.1
Consumer Price Index (1991 Base) .................... 107.54 111.94 116.32
Exchange Rate (US$/NT$): 4

Official ............................................................... 0.03787 0.03785 0.03792
Unofficial ........................................................... 0.03779 0.03792 0.03795

Balance of Payments and Trade.
Total Exports (FOB)5 .......................................... 85.1 93.0 112.9

Exports to U.s ................................................ 25.1 26.7 29.1
Total Imports (CIF)Is........................................... 77.1 85.3 106.2

Imports from U.S. ....................... 16.2 17.0 20.0
Aid from US.7 ... . . . . . . . . . . 34.2 26.5 17.0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 0.1 0.1 0.1
Debt Service Payments (paid) ......................... . 1.8 1.9 1.8
Gold and FOREX Reserves ................................. 89.3 98.3 99.0
Trade Balance ..................................................... 8.0 7.7 6.7

Trade Balance with U.S.8 ................................ 8.9 9.7 9.1
11996 figures are estimates based on data from the Directorate General of Budget, Accounting and Statis-

tics, or extrapolated from data available as of September 1996,
21early average of the prime rate listed by the Bank of Taiwan.
lNominal personal savings rates: (1993) 16.4 percent, (1994) 16.7 percent, (1995) 15 percent.
41996 increase reflects increased cost of parts and components from Japan due to yen appreciation.
'Average of figures at the end of each month.
*Taiwan Ministry of Finance figures for merchandise trade.
7Outstanding debt owed. Aid disbursements stopped in 1968.
$Figures are provided by the U.S, Department of Commerce, and reflect calculation of U.S. imports as

FAS (=ree along side) and imports as customs value, as opposed to Taiwanese exports measured as FOB and
imports on a CIF basis, which would result in an understated U.S. deficit.

1. General Policy Framework
Over the past four decades, Taiwan has achieved annual economic growth averag-

ing nine percent. Real gross domestic product (GDP) increased 6.5 percent in 1994,
and is expected to grow by 6.6 percent in 1995. Per capita GDP was $11,457 in
1994. As of September 1995, Taiwan held foreign exchange reserves of about $93
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billion, more than any country except Japan. Prices rose 4.1 percent in 1994 and
are expected to rise 3.9 percent in 1995.

In recent years, appreciation of the New Taffwan Dollar (NTD) and rising labor
and land costs have led many manufacturers of labor intensive products to move
offshore, mainly to Southeast Asia and mainland China. Industrial growth is now
concentrated in capital and technology intensive industries such as petrochemicals,
computers, and electronic components, as well as consumer goods industries. Ex-
ports account for 43.5 percent of GDP.

Falling official savings and growing public expenditures have caused domestic
public debt to increase steadily. The local authorities now rely more on domestic
bonds and bank loans to finance major expenditures. Outstanding public debt meas-
ured about 19 percent of GDP for Taiwan's 1996 fiscal year (July 1, 1995 to June
30, 1996). The central government's deficit measures about four percent of GDP. De-
fense spending still accounts for the largest share of public expenditures but is fall-
ing in relative terms. The greatest pressure on the budget now comes from growing
demands for social welfare spending, including a new national health insurance
plan initiated in 1995.

Taiwan wishes to accede to the World Trade Organization (WTO) in the near 'i.
ture. It also aims to develop into an Asia pacific regional operations center. To meet
both these goals, Taiwan has begun to take unilateral steps to liberalize its trade
and investment regime.
2. Exchange Rate Policies

Taiwan has a floating exchange rate system in which bankers set rates independ-
ently of the authorities. The Taiwan authorities, however, control the largest banks
authorized to deal in foreign exchange. Fourteen foreign banks are engaged in for-
eign exchange business. The number of private domestic banks permitted to deal
in foreign exchange is steadily increasing.

The Central Bank of China (CBC) intervenes in the foreign exchange market
when it feels that speculation or 'drastic fluctuations* in the exchange rate may im.
pair normal market adjustments. Two tools the CBC uses to influence the foreign
exchange market are restrictions on banks' overbought and oversold positions and
limits on banks' foreign liabilities.The Central Bank of China also limits the use of
derivative products denominated in New Taiwan dollars. Trade-related funds flow
freely into and out of Taiwan. Although Taiwan relaxed some restrictions on capital
account transactions in 1995, most notably restrictions on portfolio investments, it
still maintains a range of controls on inward and outward capital flows that limit
demand for the New Taiwan Dollar and reduce upward pressures on its value.
3. Structural Policies

Several state-owned enterprises have been partially privatized in the past two
years. Large state-run enterprises nonetheless account for nearly one-third of the
economy, including 16 percent of industrial production. The authorities have set up
a Fair Trade Commission to thwart noncompetitive pricing, but state-run firms were
able to apply on a case-by-case basis for five-year exemptions. These will expire in
1996.

In March 1994 and July 1995, the Taiwan authorities cut tariffs on many indus-
trial products at the behest of the United States. Taiwan's average nominal tariff
rate is 8.6 percent; the tracde-weighted rate is 4.7 percent. Current high tariffs and
pricing structures on some agricultural products, in particular, pose obstacles for
U.S. exports. Taiwan bans imports of some products such as peanuts and some poul-
try and pork products. The Taiwan Tobacco and Wine Monopoly Bureau (¶ITWMB)
has a monopoly on domestic production of cigarettes and alcoholic beverages.
4. Debt Management Policies

Taiwan is virtually free of foreign debt. At the end of December 1994, Taiwan's
long term outstanding external public debt totaled $360 million, compared to gold
and foreign exchange reserves of about $100 billion. Taiwan's external public debt
service payment in 1994 totaled $98 million, only one-tenth of one percent of exports
of goods and services.

Foreign loans committed by the Taiwan authorities exceed $1 billion. Taiwan has
offered low-interest loans to the Philippines, Eastern Europe, Vietnam, and Latin
America, mostly to build industrial zones. Taiwan also contributes to the Asian De-
velopment Bank (ADB), the only multilateral development bank in which it has
membership. In addition, the ADB has floated bonds in Taiwan.

II I
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5. Significant Barriers to U.S. Exports
Taiwan's WTO accession will open markets for some U.S. goods and services, but

will also remove area restrictions which favored some U.S. imports over those from
other nations.

On July 1, 1994, Taiwan implemented a negative import list; more than 85 per-
cent of all import categories are now exempt from controls. Some 828 categories re-
quire approval from relevant authorities. Another 425 require import pernts from
the Boarcd of Foreign Trade or pro forma notarization by banks. Imports are banned
for 239 categories, including ammunition and some agricultural products.

Services Barriers:
Financial: In the past two years, Taiwan has removed many discriminatory limits

on foreign financial services firms, including those limits on branching, NTDdepos-
its and scope or business. Taiwan limits foreign ownership of securities investment
and trust companies, local brokerage firms dealing in ofshore futures, and local
companies listed on the Taiwan Stock Exchange (TAIEX). Foreign individuals ar
prohibited from trading in shares on the TAIEX. Furthermore, the promotion and
sale of off-shore mutual funds is heavily restricted in Taiwan.

Legal: Foreign firms may not operate legal practices in Taiwan but may set up
consulting firms or work with local law firms. Qualified foreign attorneys can, as
consultants to Taiwan law firms, provide legal advice to their employers only.

Insurance: Taiwan removed its prohibition against mutual insurance companies
in July 1995; as of November 1995, however, it had not issued implementing regula-
tions. Other restrictions limiting market entry for insurance companies were relaxed
in 1995, including lengthy cqualffying periods.

Transportation: Taiwan does not permit foreign ocean or air freight carriers to
truck containers to their ultimate destinations on the island. A new law passed in
August 1995aims to offer national treatment to foreign shipping companies. Actual
provision of national treatment however, will in part depend on implementing regu.
nations. As of November 1995, these had not been promulgated.

Telecommunications: New telecommunications legislation enacted in January
1996 allows foreign investors up to 20 percent share in the provision of cellular pag-
ing, trunking radio, wireless data and other Type One services. The new legislation
allows 100 percent foreign-owned firms to provide basic or Type Two value added
network (VAN) services, i.e., voice services information storage and retrieval, infor-
mation processing, remote transactions and electronic data interchange.

Motion Pictures: Taiwan restricts the import of foreign film prints to 28 per title
(up from 24 as of June 1995). No more than 11 theaters in any municipality may
show the same foreign film simultaneously.

Standards, Testing, Labeling, and Certification: Taiwan has committed to join the
WTO code on Technical Barriers to Trade as part of its WTO accession. Existing

irequarements for agricultural goods particularly affect U.S. exports. These include
aack of an internationally-accepted set of pesticide tolerance levels for imported
fruits and vegetables, stringent microbiological and chemical testing of imported
food products, and standards on preservatives for soft drinks.Imported agricultural
goods are routinely tested while local agricultural products usually are not. Indus-trial products such as air conditioning and refrigeration equipment, electric hand
tools, and synthetic rubber gloves must undergo redundant andunnecessary testing
requirements, which include destructive testing of samples.

Investment Barriers: In August 1995, Taiwan reduced by 25 percent the number
of industries in which foreign investment is prohibited, and reduced the number re-
quiring government approval. Industries in which restrictions on foreign investment
have been reduced or removed include housing construction, real estate, travel serv-
ices and petroleum retail sales. However, several sectors which have been liberal-
ized, such as power generation, restrict the share of foreign ownership. Foreign in-
vestment is still prohibited in industries such as agriculture, basic telecommuni-
cations, broadcasting, cigarette manufacturing and liquor distilling.

Equity participation is limited in several industries, including shipping, mining
and securities trading. Local content requirements remain in the automobile and
motorcycle industries. There are still restrictions on the number of foreign adminis-
trative personnel in foreign-funded firms.Foreign individuals may not purchase
shares on Taiwan's stock market. Taiwan replaced the $7.5 billion ceiling for all for-
eign institutional investors in the Taiwan Stock Exchange with a ceiling of 12 per-
cent of total market capitalization in February 1995. In September 1995, Taiwan
allowed foreign institutional investors to exceed the $200 million limit on institu-
tional stock investors if most of their funds were invested in equities. In September,
the foreign ownership limit in a listed company was raised to 7.5 percent per inves-
tor and to 15 percent for all foreign investors. A foreign institutional investor may
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only remit invested principal three months after his funds have arrived in Taiwan.
Capital gains may only be remitted one year after funds have arrived.

Procurement Practices: Taiwan has committed to adhere to the WTO Agreement
on Government Procurement as part of its WTO accession process. Currently public
procurement which exceeds NTD 50 million ($1.9 million U.S.) should an through
the state-owned Central Trust of China (CTC). However, in practice CTC does not
do most procurement actions. Each agency has its own set of procurement regula-
tions and practices, making the process cumbersome, confusing, anc6 lacking in
transparency. Taiwan commissioning agencies frequently impose onerous terms and
conditions on contracts.Some agencies, such as the Environmental Protection Agen.
cy, require foreign companies to partner with Taiwan firms as a prequalifying condi.
tion on certain tenders. Short lead times on major tenders also restrict foreign par.
ticipation.Taiwan's Industrial Cooperation Programs (ICPs) represent a form ofoff-
set and are becoming more prevalent. The ICPs require foreign vendors to propose
programs that transfer technology, procure locally, and assist with marketing.
6. Export Subsidies Policies

There are few subsidy and tax policies to subsidize exports. Taiwan's small rice
and sugar exports enjoy indirect subsidies through guaranteed purchase prices high-
er than world prices. Producers of some fruit, poultry, and livestock receive financial
assistance with packaging, storage, and shipping via marketing cooperatives and
farmers associations.The TTWMB guarantees prices for products used in production
of tobacco and alcohol goods. Taiwan authorities also offer guaranty prices for a por-
tion of rice and other cereal crops produced by farmers. Taiwan subsidizes the man-
ufacture of fertilizer by offering lower fuel prices to domestic manufacturers.
7. Protection Of U.S. Intellectual Property

Taiwan's protection of Intellectual Property Rights (IPR) has improved substan-
tially in the past few years, In 1995 Taiwan implemented an Integrated Circuit
Layout Protection Law and Personal Data Protection Law. Together with legislation
now under consideration to protect trade secrets, these laws give Taiwan an IPR
legal structure largely consistent with the WTO Agreement On Trade-Related As-
pecgts Of Intellectual Property Rights (TRIPS).

Improved enforcement efforts, including the establishment of computerized export
monitoring systems for computer software and trademark goods, have reduced pi-
racy.Inconsistent decisions by Taiwan's trademark and patent examiners highlight
the need for better training and more standardized examination and registration
procedures. New examination procedures were implemented July 1995. Taiwan was
on the 1995 Special 301 Watch List. Taiwan is not a member of any major multilat-
eral intellectual property conventions.Taiwan plans to set up an intellectual prop-
erty rights bureau.

Patents: The revised patent law limits compulsory licensing and replaces most
criminal penalties for patent infringement with tougher civil penalties. U.S. compa-
nies are concerned that, in light of Taiwan's relatively undeveloped civil law system,
penalties are insufficient to deter infringement.

Trademarks: Counterfeiting of famous name products has decreased, but remains
a problem. Taiwan's voluntary export monitoring system for trademark goods should
help reduce infringement. Many U.S. companies believe penalties for infringers re-
main weak.

Copyrights: Export of counterfeit copyrighted goods has dropped markedly. The
unauthorized copying of computer software and the manufacture of counterfeit video
games remain problems. Taiwan has not adopted 50-year retroactive copyright pro-
tection as mandated by TRIPs, currently only protecting copyrights dating from
1965. Taiwan's Executive Yuan (EY) is further revising Taiwan's copyrght law in
1996 to conform to TRIPs requirements. The EY is expected to include a provision
in the revised law stating that Taiwan will abide by the TRIPs 50-year requirement
upon its accession to the VTO.

New Technologies: Official inspection and monitoring have sharply reduced unau-
thorized use of copyrighted programming on cable television. Taiwan courts have
not yet taken a clear position on the legality of retransmission of unencoded satellite
signals.
8. Worker Rights

a. The Right of Association.-As democratization has continued, the number of
independent labor organizations in Taiwan has increased. However, because many
of these organizations are not registered under Taiwan's Labor Union Law (LUL),
they lack a firm legal footing and the right to demand collective bargaining. The
LUL allows all workers except for civil servants, teachers, and defense industry
workers to organize trade unions, although a recent court ruling requires amend-
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ment of the law within two years to permit workers in these categories to form
unions. The LUL forbids, however, formation of competing trade unions and confed-
erations.

b. The Right to Organize and Bargain Collecti iely.-The LUL, the law governing
the handling of labor disputes, and the Collective Agreement Law give workers the
right to organize and bargain collectively. Under these laws, employers may not
refuse employment to, dismiss, or otherwise unfairly treat workers on the basis of
their union membership or participation in mediation or arbitration. At times, how.
ever, employers have ignored these laws without suffering any legal action. Collec-
tive bargaining agreements exist mainly in large-scale enterprises, which account
for less than five percent of the enterprises on Taiwan.

c. Prohibition of Forced Compulsory Labor.-The Labor Standards Law (LSL) pro.
hibits forced or compulsory labor. The maximum jail sentence for violation of the
law is five years.The only reported cases of forced labor have involved prostitution.

d. Minimum Age for Employment of Children.-The LSL stipulates that the mini-
mum age for employment is 15 years, after compulsory education ends. Child labor
is rare in Taiwan.

e. Acceptable Conditions of Work.-The LSL limits the work week to 48 hours (8
hours per day, six days per week). The LSL also has provisions for leave, overtime
pay, retirement pay, and minimum wages. In August 1995, the authorities raised
the minimum monthly wage by 6.2 percent to $540. The 1994 average monthly wage
in the manufacturing sector was $1160. Employers typically provide additional pay-
ments and benefits, including a portion of National Health Insurance and labor in-
surance premiums, the distribution of labor welfare funds, and meal and transpor-
tation allowances.

f. Rights in Sectors With U.S. Investment. -U.S. firms and joint ventures gen-
erally abide by Taiwan's labor regulations.In terms of wages and other benefits,
worker rights do not vary significantly by industrial sector. Working conditions,
however, tend to be relatively better in the higher-tech information and electronics
industries and relatively worse in the lower-tech footwear and sporting goods indus-
tries.

Extent of U.S. Investment in Selected Industries.-U.S. Dii-ect
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing......................................2,459

Food & Kindred Products ................................................... 96
Chemicals and Allied Products ........................................... 894
Metals, Primary & Fabricated....................... (1)
Machinery, except Electrical .............................................. 280
Electric & Electronic Equipment ................................. 959
Transportation Equipment ............................................... (1)
Other M anufacturing ........................................................... 97

Wholesale Trade................... . . ......................... 528
Banking...................... . ............................ 435
Finance/Insurance/Real Estate ... o .................................. 168
Services........... o ........................................... 160
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 3,882

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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THAHAAND

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1938 1904 1996'

Income, Production and Employment:
Real GDP (1985 prices) 2..................................... 97,581 106o829 117,464
Real GDP Growth (percent)$'.............................. 8.3 8.7 8.6
GDP at Current Prices2 ...................................... 124,957 143,177 165,008
GDP by Sector.

Agriculture ........................................................ 12,743 14,674 15,362
Energy and Water ............................................ 2,995 3,337 N/A
Manufacturing .................................................. 35,282 40,356 45,722
Construction ..................................................... 8,786 10,656 12,019
Rents...............................3,209 3,531 N/A
Financial Services ............................................ 9,151 11,372 N/A
Other Service .................................................... 52,791 54,181 N/A
Government/Health/Education ........................ 4,648 5,067 N/A

Net Exports of Goods & Services ........................ -6,535 -8,291 N/A
Real Per Capita GDP (US$) ................................ 2,154 2,439 2,759
Labor Force (000s) ............................................... 33,619 34,878 34,231
Unemployment Rate (percent)................. 3.7 3.4 3.1

Money and Prices (annual percentage growth):
Money Supply (M2)e6............................................ 18.4 12.9 19.1
Base Interest Rate4 ...................... .. . . .. . .. . . .. .. . . .. . .. .  10.5 11.75 13.62
Personal Savings Rate ......................................... 4.4 3.7 N/A
Retail Inflation 7 ......................... . .. . .. . . .. . . .. . .. . . .. . .. ..  3.4 5.1 5.4
Wholesale Inflation .............................................. -0.4 3.9 N/A
Consumer Price Index ......................................... 113.7 119.5 N/A
Exchange Rates (B/US$) average:.

Official 7  ................................ . . . . .. . . .. . . .. . .. . .. . . . . . . .. .  25.32 25.15 24.84
Parallel .............................................................. N/A/ N/A/ N/A/

Balance of Payments and Trade:
Total exports, (FOB) 5 .......................................... 37,159 45,233 54,750

Exports to US.5 ................................................ 7,987 9,507 9,803
Total Imports, (CIF)...................... 46,242 54,444 65,620

Imports from US.. . . . . . . . . . . . . . . . . . . . . . .  5,373 6,444 6,739
AID from U.S. (FY-DA obligation) ..................... 47.5 34.6 31.2
AID from other Countries (FY) ........................... N/A N/A N/A
External Public Debt (LT)s ................ .. . .. . .. . .. . . .. . .  14,171. 15,534 17,478
Debt service payments (paid)s ............ . .. . .. . .. . . .. . .  5,180 6,429 1,894
Gold & Foreign Exchange Reserves 6 ....... .. . . . . .. ..  23,980 30,279 35,900
Trade Balances ........................... .. .. .. . . . .. . .. . .. . .. . . .. .  9,083 9,211 10,870

Balance with US.. ..................... . .. . . . .. . .. .. . . . .. . .. .  2,614 3,063 3,064
Sources Bank of Thailand,Thai Ministry of Commerce Thai National Economic and Social Development

Beard, U. S. Department of Cemmeree and Embassy estimates.
'1996 figures are all estimates,
$GDP at actor out.
'Pemwtage ehanpes in baht terms.
4Pigures are actual and average Interest rate.
'sMerchandise trade.
sAs of Sept. 1996.
VJan..SepL 1996.
#As of June 190.

1. General Policy Framework
Thailand's economic development policies are based on a competitive, export-ori.

ented, free market philosophy. Over the last decade, Thailand's economy has under-
gone a substantial transition from one based primarily on agriculture to a more
open and broadly based one with a large manufacturing sector., Although the major-
ity of the Thai labor force (54.6 percent in 1995) Is still employed in agricultural
production, this sector now accounts for only 11 percent of GDP. Manufacturing,
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wholesale and retail trade and service industries are the most rapidly growing sec.
tors and now account for almost two-thirds of Thailand's GDP.

The Banharn government which came into office following democratic elections in
July 1995 has continued to pursue the major economic policies of previous govern.
ments. As did its predecessor, the current government has stresse addressing im-
balances created through rapid industrialization by emphasizing rural development
and reducing disparities in the distribution of income.

Thailand's gross domestic product grew at an average amnual rate of over eight
percent during the last decade, and averaged over ten percent between 1988 and
994. Following a modest slow down to 7.9 percent in 1992, GDP growth picked up

in 1993 to 8.3 percent, and rose further to 8.7 percent in 1994. Growth in 1995 is
currently estimated at 8.6 percent.Barring unexpected domestic or external shocks,
Thailand should maintain solid economic growth in the seven to eight percent range
for the foreseeable future.

Thai exports grew at 21.7 percent in 1994 to exceed $45 billion. This was a land-
mark for Thailand as exports exceeded one trillion baht for the first time. Import
growth was also strong at 17.7 percent, rising to $54.4 billion. Both imports and ex.
ports have continued their strong growth in 1995, with exports projected to increase
by 21.6 percent and imports by 21.2 percent. Thailand's merchandise trade deficit
grew to $9.2 billion in 1994 andis expected to top $10.7 billion in 1995.

The country's current account deficit rose in 1994 to $8.5 billion, equivalent to 5.9
percent of GDP. The current account deficit has continued to widen and is projected
to top $10 billion in 1995, equivalent to 6.1 percent of GDP. The persistence of the
deficit, as well as its rapid growth, has aroused some concern among Thai polio
makers. While many officials argue that a substantial portion of Thailand's trade
deficit Is accounted for by imports of capital goods, others note that imports ofconsumer goods b•ave also been increasing rapidly.

Net capital movement into Thailand was $14.1 billion in 1994, mostly as a result
of strong private capital inflows, predominantly bank financing ($13.2 billion). Net
foreign direct investment fell from $2 billion in 1992 to $1.7 billion in 1993 and $595
million in 1994, largely as the result of a slowdown of investment in this category
from Japan; a great deal of investment from Japan now enters Thailand via the
large bank inflows noted above. Foreign direct investment has increased slightly in
1995. During the first eight months of the year, the latest period for which statistics
are currently available, foreign direct investment reached $588.7 million.
. Overall, the country recorded a balance of payments surplus in 1994 of $4.2 bil-
lion. Total debt outstanding was $54.1 billion, $15.8 of which was public debt. The
total debt service ratio stood Zt 10.6 percent. Official reserves stood at $35.9 billion
in October 1995, equivalent to about seven months of imports.

Rapid growth has had its drawbacks: infrastructure bottlenecks remain a problem
and environmental degrvdatior, has worsened considerably in recent years. If unre-
solved, Thailand's infrast ucture bottlenecks and shortages of skilled personnel will
limit the pace of future growth. Metropolitan Bangkok's public works (communica-
tions facilities, roads and mass transit) are already overtaxed and will come under
increasing pressure. At the same time, much of the growth has been concentrated
in the greater Bangkok area, which accounts for more than half of Thailand's total
GDP. Little progress has been made in addressing the problems of wide disparities
of income between Bangkok and the rest of the country.

A drought in the northern provinces during 1993 reduced agricultural output de-
pendent on irrigation and reduced water supplies to the Bangkok metropolitan area
in 1994. Abundant rainfall in 1994 and 1995, however, has refilled reservoirs to ca-
pacity. Severe flooding in the north of Thailand during August 1994 and in both the
north and central plains region in 1995 destroyed some crops. These growing condi-
tions, strong export demandand changes in Thai policies which reduced production
have led to increased prices for agricultural goods in 1995.

The average amount of schooling for the Thai workforce is less than six years
the lowest in ASEAN. The level of education of the workforce will have to be raised
to maintain Thailand's development pace and competitiveness with neighboring
countries which have lower wage rates. The Thai government is fully aware of this
problem and is in the process of expanding mandatory years of schooling from six
to nine. Wage gains continue to outpace substantially the growth of the consumer
price index.

For the past eight years Thailand has experienced a substantial government
budget surplus as revenues were fueled by growth and government investment ex-
penditures for major infrastructure projects lagged. For 1994 the government's over-
ill cash surplus reached $2.6 billion, 1.8 percent of GDP.
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2. Exchange Rate Policies
Since November 1984 the Thai baht has been pegged to a basket of currencies

of principal trading partners. The composition ofthe basket is a L osely guarded se.
cret, but the US. dollar appears to represent about three-quarters of the basket.
The Exchange Equalization Fund, chaired by a Deputy Governor of the Bank of
Thailand, determines the exchange value of the baht each working day. There is no
parallel market in Thailand. Global currency realignments since 1985, and espe.
cially the recent appreciation of the Japanese yen and the Thai baht against the
U.S. dollar, have tended to make U.S. exports to Thailand more price competitive.

In May 1990 the Thai government announced a series of measures to liberalize
significantly the exchange control regme. It accepted the obligations of the Inter.
national Monetary Funds Article I covering reduction of restrictions on inter.
national transactions. Commercial banks were given permission to process all for.
eign exchange transactions and substantial increases were allowed in ceilings on
money transfers not requiring Batik of Thailand preapproval and on spending by
Thai tourists and businessman abroad. In April 1991 and May 1992 additional
rounds of foreign exchange liberalization substantially simplifiedforeign exchange
reporting requirements and allowed banks to offer foreign currency accounts to indi-
viduals and businesses. The central bank also raised limits on Thai capital transfers
abroad and allowed free repatriation (net of taxes) of investment funds, dividends,
profits and loan repayments. It allowed exports to be paid for in baht without prior
permission and companies to transfer foreign exchange between subsidiaries with-
out having to change those funds into baht.
3. Structural Policies

The appointment of -;he first Anand administration in March 1991 set the stage
for a flurry of legislative and regulatory reforms. The Anand government reduced
market distortions, made tax policies more transparent and, in general, liberalized
the domestic market. Although the nation's trade and current account deficits are
large in relation to total GDP, the overall balance of payments remains in surplus
because of tourism earnings and large inflows of foreign capital. This payments sur.
plus and a substantial lu dgetay surplus have allowed the Thai government to re-
duce customs duties and liberalize its import regime. A wider reform of the import
regime, reducing the number of tariff rates and eliminating most tariffs above 30
percent, is being pursued.Thailand began implementing the ASEAN Free Trade
Area's (AFTA) tariff reductions in January 1993. Although it began slowly, AFTA
has picked up speed as the six member nations (Brunei, Indonesia, Malaysia, Phil-
ippines, Singapore and Thailand) have started seeing results. At the September
1994 meeting of the ASEAN Economic Ministers in Chiang Mai, the AFTA members
agreed to reduce the 15 year implementation schedule to 10 years, gradually to
eliminate the exclusion list of protected items and generally to expand AFTA from
a tariff reduction scheme into a real free trade area. Thailand has been one of the
leading proponents of this effort, and an ASEAN summit scheduled to take place
in Bangkok in December 1995 may advance the implementation schedule of AFTA.
Thailand's trade relations have traditionally been oriented toward distant markets,
particularly North America, Europe, and Japan. but the government sees the
ASEAN Free Trade Area increasing intra-ASEAN trade as welt.

Beginning in 1992 the Thai government implemented a major reform of its tax-
ation system. In 1992 the government increased personal income tax deductions,
loweredthe top marginal tax rate to 37 percent and unified the corporate income
tax rate at 30 percent. The government is considering a further reduction to 25 per-
cent to attract more investment.On January 1, 1992 Thailand implemented a value-
added tax (VAT) system, replacing a multi-tiered business tax with a single rate of
even percent on value added. U.S. transportation and shipping companies in Thai-
land are at a competitive disadvantage vis.a-vis firms from third countries which
"zero rate" Thai companies under their own VAT systems.Since the United States
does not have a VAT system, U.S. firms are "exempt" from the Thai system and
unable to claim rebates for taxes paid on inputs. Firms which are "zero rated" are
able to offset VAT paid on inputs in paying their own taxes.

Thai financial authorities have taen additional steps to open up the commercial
banking system. Foreign exchange controls have been liberalized and the govern-
ment has lifted the ceiling on deposit rates. It is gradually reducing the amount of
government bonds that commercial banks are required to hold to satisfy reserve and
other requirements. In May 1992 the central bank authorized banks and finance
and security companies to engage in additional activities and banks are now able
to underwrite securities. In March 1992 the Finance Ministry licensed seven new
mutual fund companies, ending a 17 year monopoly. Foreign banks are allowed to
participate in the Bangkok International Banking Facility (BIBF), created to de-
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veloD an offshore banking industry in Thailand. Again, as part of its commitment
in the GATS negotiations, Thailand will allow from five to seven BIBFs to become
full branches in 1996.
4. Debt Management Policies

Domestic credit is expanding, helping fuel some of the growth in consumption in
the economy. Domestic credit expanded 18 percent in 1992, 19.6 percent in 1993,
28.9 percent in 1994 and 27.1 percent through September 1995. The prime rate has
ranged from 10.5 to 14 percent since 1991 and currently stands at 13.75 per cent.
Inthe same period, rates for one-year fixed deposits have ranged from 7 .0to 11.0
percent where they stood as of September 1995. With the disparity between rel-
atively high domestic rates and declining international lending rates, Thai private
sector external borrowing has grown rapidly since 1993 and, as noted above, net
capital inflows have increased greatly.
5. Significant Barriers to U.S. Exports

In order to comply with its Uruguay Round commitments, the Thai government
introduced substantial reductions in its duty rates effective January 1, 1995. With
few exceptions (automobiles, alcoholic beverages, certain unprocessed agricultural
products) import duties currently range from zero to 30 percent ad valorem. There
are presently six classifications of import duties: (1) zero duties on selected equip.
ment (e.g. medical) for public use, (2) zero to five percent on raw materials; (3)10
percent for intermediate products; (4) 20 percent for finished products; (5) 30 per-
cent for special production items; and, (6) items offered special protection (e.g. 68.5
percent for luxury sedans). In addition, the Thai government continues to levy other
specific taxes of an equivalent or higher rate.

Arbitrary customs valuation procedures sometimes constitute a serious import
barrier. The Thai Customs Department keeps records of the highest declared prices
of products imported into Thailand from invoices of previous shipments. Those
prices can then be used as "check prices" for assessing tariffs on subsequent ship.
ments of similar products from the same country. Customs may disregard actual
invoiced values in favor of the check price for assessment purposes, a practice which
may parLicularly affect agricultural products with seasonally fluctuating prices. For
products shipped from other than the country of origin, the Customs Department
reserves the option of using the check price of either the country of origin or the
country of shipment, whichever is higher. These rules are applied to imports from
all nations.

The Thai Food and Drug Administration issues licenses for food and pharma-
ceutical imports. This licensing process can pose an important barrier because of its
cost, duration and demand for proprietary information. Ucenses for importers of
food products cost 15,000 baht (about $600). These licenses must be renewed every
three years. Licenses for importers of pharmaceuticals cost 10,000 baht (about $400)
and must be renewed every year. Sample products imported in bulk require labora-
tory analysis at a cost of 1,000 to 3,000 baht (about $40 to $120) per item. Food
products imported in sealed containers (consumer-ready packaged) require labora-
tory analysis at a cost of 5,000 baht (about $200) per item.Thirt -nine food products
must be registered as_"specific" controlled food items" at an additional cost of 5,000
baht ($200) per item. Registration of pharmaceutical imports costs 2000 baht (about
$80) per item, with the cost of inspection of each item an additional 1,000 baht
(about $40). Although the Thai Food and Drug Administration has made efforts to
streamline the re ,.scration process, it usually requires three months or more to com-
plete. All controlled items must be accompanied bya detailed list of ingredients and
a description of the manufacturing process. Some U.S. suppliers have declined to ex-
port to Thailand rather than provide the proprietary information requested.

The Thai Ministry of Commerce requires import licenses on certain raw materials

petroleum, industrial, textile and agricultural products. These licenses can be used
to protect uncompetitive local industry, encourage greater domestic production,
maintain price stability in the domestic market and for phytosanitary reasons. Im-
port licensing is also used to protect intellectual property rights and to comply with
internationalobligations. Import licensing is required for 43 categories of items. In
the food products area, licensing requirements remain for powdered skim milk and
fresh milk, potatoes, soy beans and soy bean oil, refined sugar, coffee and others.
Corn for animal feed is among those 10 categories which do not need import licenses
but must comply with concerned agencies' requirements for surcharges, fees or cer-
tificates of origin.

Largely by restricting foreign bank entry, branching and acquisition of Thai
banks, Thai authorities limit all foreign banks to about six percent of total commer.
cial banking assets at present. Although an existing foreign bank license was bought
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in 1994, no new foreign bank licenses have been issued since 1978, However, Thai
authorities regularly approve representative offices of well established foreign
banks. In aggregate, foreigners are limited to a maximum 25 percent shareholding
in each Tha•i bank. Thai authorities have approved a limited number of foreign
branches to operate in the offshore market. No person or group of related persons
whether Thai or foreign, may hold more than five percent of the shares of each Thai
bank. Larger holdings established before these regulations took effect cannot be in.
creased, but do not have to be reduced.

Foreign banks do not receive national treatment in Thailand. Foreign banks are
prohibited from opening branches and are not permitted to operate off-site auto.
matei teller machines (ATMs). In 1994, regulations were changed to permit foreign
banks to participate in the local ATM network.However, they-have been unable to
negotiate agreements to participate in the ATM network with domestic banks.

Thai law and regulations limit foreign equity in new local insurance firms to 25
percent or less. This denies new U.S. property/casualty and life insurers access #o
the local market on terms equal to localinsurers. A long established U.S. firm, how-
ever, controls a major share of the Thai life insurance market.

Under Thai law, aliens are forbidden to engage in the brokerage business. A 1979
law limits all foreign ownership of Thai finance and credit foncier companies to 25
percent; however, a maximum of 40 percent participation in firms already licensed
when the law was enacted is permitted.
6. Export Subsidies

The Government of Thailand ratified the Uruguay Round agreements in Decem-
ber 1994. Thailand maintains several programs, notified to the GATT in July 1995,
which benefit manufactured products or processed agricultural products and may
constitute export subsidies. These programs include subsidized credit on some gov.
ernment-to-government sales of Thai rice, preferential financing for exporters in the
form of packing credits; tax certificates for rebates of packing credits and tax certify.
cates for rebates of taxes and import duties on inputs for products made for export.
Thailand established an export-import bank in September 1993 which took over
some of these functions, particularly the packing credit program.
7. Protection of Intellectual Property

Improved protection for US. copyright, patent and trademark holders has been
one of our most prominent bilateral trade issues over the past several years. Thai.
land has made significant progress in intellectual property protection over this pe.
riod. Following the passage of a revised copyright law in November 1994, which gen-
erally brings the Thai copyright regime into conformity with international standards
of the draft Uruguay Round agreement (TRIPs) and the Berne Convention (Paris
Act) the U.S. downgraded Thailand from "priority watch list" to "watch list" status.
In addition, the Thai government has agreed to provide protection through adminis-
trative means for certain pharmaceutical products not entitled to full patentprotec-
tion under Thai law. In recognition of this progress, in July 1995, the U.S. Zso re-
stored a number of GSP benefits which had been denied to Thailand under the pro.
visions of Special 301. A number of additional bills designed to bring Thailand into
full compliance with TRIPS requirements, including new patent legislation and im-
provements to the copyright act, are currently being drafted.

Efforts on the part of the Thai government to enforce existing cpyright laws have
also improved since 1991.Enforcement activities against intellectual property in-
fringement were centralized to reduce copyright piracy, with raids by police expand-
ing to cover computer software. US. industry associations have been instrumental
in securing more energetic enforcement. Nonetheless, copyilght piracy of audio and
video tapes and computer software remains widespread. The government has pub-
licly stated its commitment to continuing and vigorous enforcement. The Mimstry
of Commerce set up a special Intellectual Property Department in 1992 which is ac-
tive in coordinatin both the legal structure and enforcement efforts against all
forms of violation Jintellectual property.

Concerns remain that Thailand's legal procedures do not provide adequate deter-
rence against copyright infringement.The government has established a special divi-
sion in the courts to concentrate on intellectual property matters and a bill to estab-
lish entirely separate intellectual property courts, with judges trained in intellectual
property matters, is currently pending in Parliament. Thai officials expect that
these measures will speed up consideration of copyright and other IPR cases and
improve the efficiency of the fegal system in dealing with them.
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8. Worker Rights
a. The Right of Association.-The Labor Relations Act of 1975, Thailand's basic

labor law, guarantees to workers in the private sector most internationally recog.
nized worker rights, including freedom of association. Workers have the right to
form and join unions of their own choosing, to decide on their constitutions and
rules and to formulate their policies without outside interference. Once a union is
established, the law protects members from discrimination because of union activi.
ties. In addition, unions have the right to maintain relations with international
labor organizations. In April lbýl the government passed the State Enterprise
Labor Relations Act_(SELRA) which denied state enterprise workers many of the
labor association rights they had enjoyed under the 1975 law. The government has
promised to amend the SELRA and restore these rights. The new legislation has
been approved by the Cabinet, passed parliamentary scrutiny, and is set for final
passage in the March 1996 legislative session.

b. The Right to Organize and Bargain Collectively.-The 1975 Act grants Thai
workers the right to organize unions and employee associations without outside in-
terference and to bargain collectively over wages, benefits and working conditions.
There are nearly 900 private sector unions registered in Thailand. Untilthe SELRA
is amended state enterprise workers, like civil servants, may not form unions, but
are allowed membership in employee associations. The law currently denies the
right to strike to civil servants, state enterprise workers and workers in "essential"
services such as education, transportation and health care. Actual collective bar-
gaining is rare, though informal employee/employer bargaining does occur in some
firms. Industry-wide collective bargaining is almost unknown.

c. Prohibition of Forced or Compulsory Labor.-The Thai Constitution prohibits
forced or compulsory labor except in the case of national emergency, war or martial
law. Thailand, however, has been subject of ILO action under Convention 29 (Forced
Labor) for several years because of the persistence of child prostitution. Recently
the government has stepped up enforcement of laws against child prostitution and
is cooperating in ILO programs to deal with the problem.

d. Minimum Age for Employment of Children.--The minimum employment age in
Thailand is 13. Thailand restricts the employment of children between 13 and 15
to "light work" in nonhazardous jobs and requires Department of Labor permission
before they can begin work. Empoyment of children at night is prohibited. The gov-
ernment has announced its intent to increase compulsory education from six to nine
years in the next few years- this will make possible further raising of the minimum
employment age to 15. In the last three years, the government has also more than
doubled the size of the labor inspector corps concerned with child labor law to en-
hance enforcement of those laws. Nevertheless, enforcement is not rigorous and
some illegal employment of children continues, mostly in the informal sector.

e. Acceptable Conditions of Work.-Working conditions vary widely in Thailand.
Medium and large factories, including those of most multinational firms, generally
meet international health and safety standards, although a May 1993 fire in a fac-
toryproducing toys for export in which nearly 200 workers were killed demonstrates
significant gaps in enforcement. The government has sought to address those gaps
by increasing the number of safety inspectors and by increasing the penalties for
violations. Eight-hour days are the norm and wages and benefits in export indus-
tries usually exceed the legal minimum. However, in Thailand's large informal sec-
tor wage, health and safety standards are often ignored. Most industries have a le-
galiy mandated 48-hour maximum work week. The major exception is commercial
establishments, where the maximum is 54 hours. Transportation workers are re-
stricted to no more than 48 hours per week.

f. Rights in Sectors With U.S. Investment.-U.S. capital investment is substantial
in several sectors of the Thai economy, including petroleum (exploration, production,
refining, and marketing), electronic components assembly and consumer products.
Workers in these sectors, especially those working for U.S. and other western and
Japanese firms, usually enjoy labor conditions superior to those of the average Thai
worker: the degree of unionization is greater, wages and benefits are higher, and
health and safety standards are better. Child labor is rare or nonexistent among
large multinational firms. However, compliance with worker rights standards is
weak among some sube'-nractors which supply larger, more reputable firms.

22-970 96-5



110

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 1,185
Total Manufacturing ............................................................... 1,341

Food & Kindred Products .............................. .. 50
Chemicals and Alied Products ........................................... 290
Metals, Primary & Fabricated ................................... (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 358
Transportation Equipment ................................................. (2)

Other Manufacturing .......................................................... 105
Wholesale Trade ...................................................................... 344
B anking .................................................................................... 365
Finance/Insurance/Real Estate .................................. ............ 63
Services .................................................................................... 70
Other Industries ...................................................................... 394
TOTAL ALL INDUSTRIES .................................................... 3,762

'Suppressed to avoid disclosing data of individual companies.
2lndicates a value between $-500,000 and $600,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.



EUROPE AND NORTH AMERICA

THE EUROPEAN UNION

Key Economic Indicators
[Billions of U.& dollars unless otherwise noted]

1993 1994 199

Income, Production and Employment:
Real GDP (1990 prices) I ..................................... 6,831 .6 7 ,02 1.0  N /A

Real GDP Growth (percent) ................................ -0.6 2.7 3.0
GDP (at current prices)1'..................................... 6,897.8 7,312.8 N/A
GDP by Sector.

Agriculture ........................................................ N/A N/A N/A
Energy and Water ............................................. N/A N/A N/A
Manufacturing .................................................. N/A N/A N/A
Construction ..................................................... N/A N/A N/A
Rents...........................0.*.N/A N/A N/A
Financial Services.........................N/A N/A N/A
Other Services........................... N/A N/A N/A
Government, Health and Education ............... N/A N/A N/A

Net Exports of Goods and Services ............... N/A N/A N/A
Real per capita GDP.................... 18,563.8 19,078.8 N/A
Labor Force38 . .. .. . . . . . . 164.3 164.5 165.2"
Unemployment Rate (percent) ............................ 10.6 11.1 10.6

Money and Prices (annual percentage growth):
Money Supply (M2).......... ............... 6.6 2.9 N/A
Base Interest Rate (percent)4 ........................... 8.6 6.7 7.3
Personal Saving Rates5...................... . 20.9 21.2 21.5
Retail Inflation ............................ N/A N/A N/A
Wholesale Inflation .............. ......................... NIA N/A N/A
Consumer Price Index ....................................... 3.4 3.1 N/A
Exchange Rate (ECU/US$-annual average) 0.854 0.840 0.769

Balance of Payments and Trade:
Total Exports FOBo........................563.4 641.3 N/A

Exports toU.S..........................98.1 113.1 N/A
Total Imports ....................................................... 583.6 642.5 N/A

Imports from US............................................. 101.9 110.0 N/A
Aid from US..............................N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt5 . . . .. . . . . . . . . . . . .. . . ..o 66.1 68.8 72.6
Debt Service Payments......................N/A N/A N/A
Gold and FOREX Reserves .......................... N/A N/A N/A
Trade Balance............................. .- 20.6 - 1.2 N/A

Balance with US...........................................-3.8 3.1 N/A
IZU I&.
SU.S. dollars.

4Nomhnd short-trm intret mt&
sPernt of GDP, EU I2
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1. General Policy Framework
The European Union (EU) is the world's largest economy and our largest trade

and investment partner; the New Transatlantic Agenda concluded by-President
Clinton and his EU counterparts at the December 1995 US-EU Summit in Madrid
will further expand and deepen our relationship (see Section 5 below).

The EU exercises supranational authority over certain policies of 15 highly-devel.hoped Western European countries: Austria, Belgium Denmark, Finlani, France,
Germany, Greece_ Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain,
Sweden and the United Kingdom. (Austria, Finland and Sweden joined on Jan. 1,
1995.) It is unique in that the member states have ceded to it increasing authority
over their domestic and external policies, -specially with the 1986 "Singe Market
and the 1993 "Maastricht" amendments to the 1958 Treaty of Rome. Individual
member-state policies, however, may still present problems for U.S. trade; please
refer also to the relevant country-specific chapters.

The EU's authority is clearest in the economic realm. A long-standing customs
union, the EU-with the ratification by the EU and its 15 member states of the
Uruguay Round agreements--now represents the collective interest of the member
states in the WTO's Committee on Trade in Goods. (The member states retain some
authority over intellectual property and services issues and both the EU and the
member states are represented in the TRIPS and GATS Committees.) Internally,
the EU's 1992 "Single Market" program guarantees the free movement of goods
services, capital and people among the member states; many of the program's meas.
ures were designed toward harmonizing member states' domestic laws in order to
eliminate non-tariff barriers to these flows. In addition, the European Commission
enforces Treaty provisions against anti-competitive practices throughout the EU.
More recently, the Maastricht Treaty mandated an "economic and monetary union"
among the member states no later than January 1, 1999 (Denmark and the United
Kingdom have "opt-out" clauses) and gave the EU a role in policY formulation con.
cerning investment from third countries, although member state barriers to such in.
vestment existing on Dec. 31, 1993 continue in force until superseded by EU law.

The EU itself currently has only very limited fiscal and no monetary policy pow-
ers..The Union's budget is limitedto less than 1.3 percent of EU GDP; by law, ex-
penditures must be balanced by revenues from the member states. (The EU has no
independent taxing authority.)Expenditures, at less than 100 billion dollars, are di-
vided generally among agricultural support (50 percent), "structural" policies to pro.
mote growth in poorer regions (356percent), other internal policies (five percent), ex-
ternal assistance (five percent) and administrative and miscellaneous (five percent).

The EU's indirect influence over member-state fiscal and monetary policy, how.
ever, is considerable, and growing in the run-up to economic and monetary union.
The EU now adopts annual "Guidelines" on member-state economic policy. And the
member states are striving to achieve the "onvergence criteria" for monetary union:
deficits of three percent of GDP; gross national debt of 60 percent of GDP; inflation
and interest rate levels no more than one and a half percentage points above the
average of the three lowest rates among the member states, and two years of rel-
ative exchange rate stability. These efforts to restrain fiscal policy may have damp-
ened to some extent aggregate demand in the EU, and thus the demand for U.S.
products, although GDP is still expected to grow about 2.6 percent in 1996.

In response to the 1993 economic downturn in 1993 and persistent high unem-
ployment, the EU member states adopted a "Growth Initiative" and the "White
Paper on Growth Competitiveness and Employment," which expanded the Euro-
pean Investment bank's ability to provide loans and guarantees to member states;
advocated huge investments in trans-European transport, energy and telecommuni-
cations networks; and suggested measures to reduce non-wage labor costs and other-
wise promote labor market flexibility. If successful, these and other long-term meas-
ures-including the Single Market and Economic and Monetary Union-should gen-
erally promoteEuropean growth and the demand for US goods.
2. Exchange Rate Policies

As noted, the EU intends to establish an economic and monetary union (EMU)
with a common monetary and exchange rate policy no later than 1999. During the
second stage of EMU, which began on January 1, 1994, the member states continue
to coordinate their exchange rate policies through the European Monetary stem
(EMS) and, specifically, its Exchange Rate Mechanism (ERM). The European Mane-
tary Institute facilitates and monitors implementation of these arrangements. Mem-
ber states retain full authority to set monetary policies during the second stage of
EMU.

The aim of the EMS and ERM is to promote monetary, price, and exchange rate
stability in Europe by limiting the fluctuations of participating currencies within a
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certain range around bilateral central parity rates. Pressures in foreign exchange
markets in September 1992 led the United Kingdom and Italy to suspend their par.
ticpatlon in tYe ERM, and compelled adjustment of the parities for other currencies
in subsequent months. In part to relieve these pressures, on August 2, 1993, the
ERM fluctuation band was widened from 2.25 to 15 percent.

The EMS and ERM are not aimed at influencing trade flows with the United
States or other third countries and are consistent with the articles of agreement of
the International Monetary Fund.
3. Strzwtural Policies

Single Market: The European Union's "1992" single market was officially inaugu-
rated on January 1, 1993 with the disappearance of most intra-EU border controls
on movement of goods, services, capital and people. The legislative program is large-
ly complete, although there are delays in member state implementation of Commu.
nity rules in national law and national differences in interpretation of those rules.
The net effect of the single market exercise has been freer movement, fewer member
state regulations for products and service providers to meet, and real consolidation
of markets. Some aspects of the program, however, have created problems for U.S.
exporters, such as directives on procurement for utilities and on television broad-
casting, and conditions for negotiation of mutual recognition agreements on testing
and certification of regulated products (all discussed below).

Tax Policy: Tax policy remains the prerogative of the member states, who must
approve by unanimity any EU legislation in this domain. EU legislation to date in
this area has been aimed at eliminating tax-induced distortions of competition with-
in the union. As such, it has focused on harmonizing value-added and excise taxes;
eliminating double taxation of corporate profits, interest, and dividends; and facili-
tating cross-border mergers and asset transfers.

Environmental Measures: Pending environmental measures may also affect the
business climate. Among them, evolving EU wastes policy and the EU's ban on ex-
ports of hazardous wastes to non-OECD countries (in line with the Basel Conven-
tion) may raise operating costs for industries. The European Commission continues
to press for a Union-wide C02 tax. However, member state opposition has limited
the Commission to establishing harmonized guidelines for those member states who
do wish to implement a national C02 tax. Debate continues over the packaging di-
rective which was approved in late December 1994 and which asignps certain re-
sponsibilities for disposal of packaging to producers and retailers. The Commission
is in the process of developing labelling criteria (as called for in the directive), some
of which, if implemented, could have a significant impact on trade.
4. Debt Management Policies

The EU raises funds in international capital markets, but does so largely for cash
management purposes and so does not have any significant international debt. The
European Investment Bank, reportedly the world's largest multilateral development
bank, also raises funds in international markets (with the implicit guarantee of the
EU and its member states), but it has an extremely favorable balance sheet and re.
tains the highest credit rating. Finally, the EU has used its borrowing power to on-
lend to key developIng countnes, especially in Central Europe and the Newly Inde-
pendent States of the former Soviet Union; it traditionally refuses to reschedule
such loans.
5. Significant Barriers to U.S. Exports

As noted previously the European Union is the largest trade and investment
partner of the United States. Two-way trade exceeds 200 billion dollars, and is gen-
erally in near balance while US firms have invested over 200 billion dollars in the
EU 41 percent of total U.S. direct investment abroad.

T'o build on the US.-EU relationship, President Clinton, EU Commission Presi-
dent Santer and Spanish Prime Minister Gonzalez included as part of "rhe New
Transatlantic Agenaa" announced during their December 3 Summit Meeting in Ma-
drid a commitment to create a "New Transatlantic Marketplace". The "New Trans-
atlantic Marketplace" is dedicated to the progressive reduction or elimination of bar-
riers hindering the flow of goods, services and capital. In keeping with this initia-
tive, the U.S. and EU will place a high priority on mutual recognition agreements
to minimize standard-related problems, greater regulatory cooperation, an'Informa-
tion Society" initiative, a customs cooperation agreement and other items. The US.
and EU also will undertake a joint study of other ways to facilitate trade and fur-
ther reduce or eliminate barriers.

The United States and the EU pledged to complement the "New Transatlantic
Marketplace" with initiatives in the WTO aimed at elimin ating tariff barriers in the
information technology and other sectors, to consider whether to accelerate Uruguay
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Round tariff restrictions, and to cooperate in strengthening the multilateral trading
system. A Senior-Level Group will report to the subsequent semi-annual Summits
on progress toward achieving priorities identified in the New Transatlantic Agenda,
which should resolve or help resolve the problems spelled out below.

(a) Manufactured exports
Enlargement: When Austria, Finland and Sweden joined the EU on January 1,

1995, they raised their tariffs on certain products as part of adopting the EU's com-
mon external tariff. In accordance with GA7T rules, the European Commission has
negotiated with the United States and other affected trading partners a package of
compensating tariff cuts. The agreement reached with the United States was ap-
proved by the European Council of Ministers on December 15. The highest value
concessions were in three sectors: semiconductors agriculture and chemicals.

Standards testing labelling and certification: Whe U.S. Department of Commerce
anticipates tiat products covere. inder EU legislation and regulations will eventu-
ally account for 0 per ent of U.S. exports to Europe. A num]br of problems related
to this evolving EU-wid legislative environment have caused concerns to U.S. ex-
porters. These include lags in the drafting of harmonized legislation for regulated
areas and inconsistent application and interpretation by member states of the legis-
lation that is in place. While these are not deliberate trade barriers, their existence
can impede US. exports to the EU.

The EU is implementing a harmonized approach to testing and certification, as
well as providing for the mutual recognition of national laboratories accredited to
test and certify regulated products. An additional difficulty for U.S. exporters is that
only "notified bodies" located in Europe are empowered to grant final product ap.
provals of regulatedproducts. The United States and the EU are negotiating to re-
solve this through Mutual RecognitionAgreements (MRAs). MRAs would permit
U.S. authorities to test and certify to European standards prior to export, which
could lead to substantially reduced costs for the introduction of American goods into
Europe and vice versa. M could cover up to ten sectors including telecom, phar-
maceuticals, medical devices, and personal protective equipment. Industry experts
estimate that these agreements will affect roughly 40 billion dollars in UZ.exports
to Europe. The MRA negotiations have been given an added boost b•y the U.S.-EU
Summit (noted above) and the conclusions of-the Transatlantic Business Dialogue
held on November 10-11, 1995, between US. and European business leaders.

Leghold Traps: Under a regulation adopted in 1991, the EU was slated to ban im-
ports of fur from animals caught in leghold traps beginning January 1, 1996. Were
the ban to have gone into effect, this would have caused a major trade dispute with
the United States and Canada. The European Commission decided in December
1995 to delay implementation for a year to allow U.S., Canadian and EU experts
to work out standards clarifying which traps are acceptable, but it is possible trade
may be disrupted nonetheless.

Ecolabelling: The Union's ecolabelling scheme, set up in March 1992, permits a
manufacturer to obtain an "ecolabel" for a product when its production and life cycle
meet the environmental impact criteria established for that particular product. The
United States closely monitors the setting of EU criteria to ensure that they do not
disadvantage US. producers and thus become de factor trade barriers. Thus far,
ecolabel standards in the paper products industry have been the most problematic,
because they are based on manufacturing processes not used in North America.

Customs Reclassification: In May 1995 the EU implemented a regulation requir-
ing all the Member States to classic& imports of local area network (L N) equipment
as telecommunications rather than computer equipment. As a result, a nu .mber of
Member States increased the tariff they applied to the product. Similarly, the EU
in November 1995 announced that CD-ROM drives would henceforth be classified
as multimedia devices rather than computer equipment. This, too, resulted in a
higher tariff applying to imports, although the EU has temporarily suspended appli-cation of these duties to he0p European computer manufacturers (there is no Euro-
pean production of CD-ROM drives).

(b) Agriculture
Quotas and import licensing for bananas: On July 1 1993 the EU implemented

a new banana import regime to replace individual Menber State rules for banana
imports. Elements of the new regime have caused a significant erosion of U.S. com-
panies' share of the EU banana market. A "Framework .Agement," which the EU
negotiated with four of the five countries that had challenged the regime in the
GA-U, did not commit the Euroean Union to reform those aspects of the regime
which are most harmful to U.S. banana marketing firms and in fact led to further
discrimination against U.S. banana companies in favor of EU firms. After a year
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of investigation and informal consultations with the EU failed to achieve a resolu-
tion of the issue, in October 1995 the U.S. held formal consultations with the EU
under GAT7 dispute settlement procedures.

Round-up Reidy Sgoybeans: Genetically-modified foods approved as safe in the
United States are facing substantial procedural delays in obtaining approval in the
European Union. This could have a major impact on US. exports of bulk commod.
ities, such as soybeans, which might include the genetically-modified, environ.
mentally "friendly "Round-up Ready" soybeans. The.Commission is currently con-
sidering ways to resolve this problem.

Hormone Ban: Despite the progress made toward resolving the dispute over meat
inspection, US. exports of beef and beef products to the Union will continue to be
severalI limited as long as the EU's hormone ban remains in place. This ban took
effect January 1, 1988. It applies to meats and meat products imported into the EU
after January 1, 1989 with the exception of meats for pet use. The ban has caused
trade damage to the US. estimated at $97 million a year. In response in January
1989 the Uf. vernment imposed 100 percent tariffs on import of EU'agricultural
products valued at $97 million. This level of retaliation was adjusted downward in
July and December 1989 to reflect this partial resumption of U"S. exports of meats
that are not treated with hormones.

EU Ban on Bovine Somatotropin (BST): An EU moratorium on the use and mar.
keting of bovine somatotropin (BST), a synthetic protein that stimulates increased
milk production in cows, has been in effect since April 1990. In December 1993, the
EU Council of Ministers voted to extend this moratorium in order to examine the
implications of the ban, its consequence on trade and the experience of countries
where the use of BST is authorized. The EU has also taken the unusual step of bar-
ring individual member state licensing of BST, requiring license approval at the
Umon level.

Wine Certification and Enological Practices: US. wine exports continue to face
uncertain market access into the European Union. The US. would like the EU to
make permanent the current temporary derogations whereby U.S. wine producers
can use wine treatment practices which are not approved in the Union, and U.S.
wine exporters can use a simplified export certificate. The Union continues to link
these access questions to the _U.S. commitment for greater protection for EU wine
names in the U.S.

Veterinary Regulations: Under the 1992 single market program the EU adopted
a large body of legislation designed to harmonize veterinary standards within the
Community, including import regulations. The Uruguay Round Agreement on the
Application of Sanitary and Phytosanitary Measures requires countries to recognize
as equivalent other countries measures which have been demonstrated to provide
the appropriate level of protections and to base such limits and evaluations on sci-
entific principles. To this end, the U.S. and the EU have entered into negotiations
to facilitate the recognition, where possible, of the equivalency of existing standards.
This would allow the U.S. to demonstrate to the EU thatUS. standards provide
the EU's appropriate level of sanitary and phytosanitary protection and thus elimi-
nate the need for U.S. exporters to adopt EU methods for achieving those standards.

(c) Services exports
Broadcasting: The 1989 "Television Without Frontiers" directive requires a major-

ity of television transmission time to be reserved for European programs where
practicable. The United States has held GATT consultations with the EU concerning
the Directive because the broadcast quotas appear to violate EU member states' ob-
ligations under the GAIT. Although the U.S. and the EU were unable to resolve
their differences over this issue during the Uruguay Round, the US. remains com-
mitted to continued work to achieve our objectives with the EU, i.e. to promote more
open trade In audiovisual services and to ensure freedom of choice for consumers.
The U.S. hopes that in the course of reviewing the 1989 directive, the EU does not
either remove the element of flexibility contained in the quota provision or extend
it to new services. The U.S. has reserved its right to take further action and is close-
ly monitoring implementation of these measures.

Telecommunications: U. S. exports of telecommunications services and supplies
are constrained by several EU practices. The United States has requested that the
Union ensure that non-EU competitors have access to reserved services on an equal
basis with EU competitors once those services are liberalized (infrastructure, voice
telephony).

Another impediment to trade in telecommunications goods and services is govern-
ment procurement practices. An intellectual property right protection policy pro-
posed by the European Telecommunications Standards Institute (ETSI) was revised
on November 23, 1994 and no longer represents an impediment to trade.
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The European Union is in the midst of implementing wide.ranging telecommuni-
cations policy reforms and liberalization. The European Commission's proposals for
third country access to the market for many of these services is fixed to the treat-
ment agreed in the Negotiations on Basic Telecommunications Services at the WTO.
Tese negotiations are scheduled to conclude on April 30, 1996.

Electricity, third party access: The EU continues to grapple with liberalizing the
internal market for electricity. While the Commission has been pressing for liberal-
ization for over three years, member states have been divided between those who
insist on protecting state-run monopolies (they fear significant job losses), and those
member states who want to liberalize the market (these states hope to boost their
industries' competitiveness). Some US. firms are concerned that the EL's moves to
liberalize the market may be insufficient to provide significant opportunities to jus-
tify substantial investments by third parties.

Computer Reservation Services (CR8): U.S. CRS companies have had difficulty
cracking the EU market, as each member state market tends to be dominated by
the CRS owned by its flag carrier. The EU's 1993 CRS "Code of Conduct" compelled
one US. CRS firm to establish subsidiaries in virtually every member state, and
there are questions whether the Code may be used to establish "charging principles"
which could further erode the ability of U.S. firms to gain market share. in addition,
German Rail, which ispart owner of one of the major EU CRS's, refused to work
on an equal footing with- U. firms, although a recent judgment by German com-
petition authorities may have corrected this.

Ground-handling: Ground-handling services at many member state airports, in-
cluding.Frankfurt, Milan and Athens are controlled by either the airport and/or the
national carrier, to the detriment of US. and other airlines, freight carriers, and
ground-handling service firms. The EU is considering a directive to liberalize this
sector in phases, but the right to conduct certain ground-handling services either
for oneself or for others may still be restricted at airports below a certain size. The
final directive may also allow for certain airports to be temporarily exempted be.
cause of space and capacity reasons.

Postal Services: US. express package services such as UPS and Federal Express
remain concerned that the prevalence of postal monopolies in many EU countries
restricts their market access and subjects them to unequal competitive conditions.
Proposals to liberalize many postal services and to otherwise constrain the advan-
tages enjoyed by the national monopolies may not be sufficient to redress fully these
problems.

Data privacy: The European Council of Ministers formally adopted the directive
on the protection of personal data in July 1995. The directive tries to strike a bal-
ance between the protection of an individual's right to privacy in regard to trans-
mission of personal data and the need to facilitate the flow of such information with-
in the European Community. The directive allows for data transfer to third coun-
tries if they provide an adequate level of protection for the data under their own
laws or through international obligations they have undertaken. US. companies are
concerned because the text lacks clarification about data transmission to non-EU
countries. The ease with which data moves across borders will depend on how indi-
vidual member states define adequate level of protection.

(d) Government Procurement Practices
In his April 1995 determination on discrimination in foreign government procure-

ment under Title VII of the Trade Act of 1979, the U.S. Trade %presentative cited
German Government practices. The Administration identified a concern with Ger-
man implementation of the 1993 US.-EU Memorandum of Understanding on Gov-
ernment Procurement, as evidenced by problems related to a procurement of steam
turbines by an eastern German electrical utility. The MOU entitles U.S. companies
to national treatment under the EU Remedies for Utilities Directive, while in fact
the U.S. bidder has found no effective channel in Germany to seek a remedy. On
a separate issue, the US. Government continues to be concerned about aprovision
in the EU's Utilities Directive which allows discrimination against non-EU bidders
for government procurement in the telecommunications sector.

(e) Investment
Traditionally, EU member states were exclusively responsible for their policies

governing investment from non-EU countries, while the Treaty required that they
give investment from other member states full national treatment. The member
states have generally had a good investment climate, and the book value of US. in.
vestment in the EU exceeds 200 billion dollars, or 41 percent of total US. invest.
ment abroad.
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Member state barriers existing on Dec. 31, 1993 remain in effect, but these may
now be superseded should the member states agree, through the Council, to enact
an EU law. The EU is expected to maintain a welcoming climate for foreign invest-
ment, but the VS. government has expressed concern about reciprocity provisions
in the financial services and hydrocarbons directives, and in the proposed ground-
handling services directive. The EU requires that firms be majority owned and con-
trolledby EU nationals in order to benefit from the EU maritime and aviation
transport directives, and has placed similar ownership restrictions in proposals on
mutual recognition of satellite network and communication services licenses and on
access to guarantees in the film production and distribution areas.

The EU and its member states are participating actively in the OECD negotia-
tions toward a Multilateral Agreement on Investment, which should help preclude
any further discriminatory measures.
6. Export Subsidies Policies

Agricultural Subsidies: Export Subsidies: Under the terms of the UR agreement
on agriculture the EU agreed to limit its use of export subsidies for agricultural
products, both in terms of the quantities of products subsidized and the amounts
of the subsidies. The EU has taken measures which appear to enable the EU to
meet its export subsidy commitments and EU officials at all levels have repeatedly
stated their intention to 4o so.

Shipbuilding subsidies: EU member states provide subsidies and other forms of
aid to their shipbuilding and repair industries. The European Commission sets an-
nual ceilings for subsidies under its Seventh Directive. In 1995, the ceiling was nine
percent of gross investment for new ships and 4.5 percent for conversions and small
vessels (under 10 million ECU). This ceiling expires on December 31, 1995. On June
8, 1989 the Shipbuilders Council of America (SCA) filed a Section 301 petition, seek.
inq elimination of subsidies and trade distorting measures for the commercial ship.
building and repair industry. In response, USTR undertook to negotiate a multilat-
eral agreement in the OECD to eliminate all subsidies for shipbuilding by the
OECD member countries. An agreement. was reached in July 1994 and signed in
December, to take effect on January 1, 1996. The Commission deposited its instru-
ment of ratification of the OECD agreement on December 11, 1995, and plans to
have necessary implementing legislation adopted by the end of 1995. If the OECD
agreement is not ratified by all signatories in time to go into force on January 1,
1996, the EU's Seventh Directive will remain in effect until the agreement enters
into force, but not beyond October 1, 1996 at the latest. If the OECD agreement is
not in force by June 1, 1996, the Commission will propose new shipbuilding aid
rules to take effect after October 1.
7. Protection of U.S. Intellectual Property

The EU and its member states support strong protection for intellectual property
rights. The member states are members of all the relevant WIPO Conventions, and
they and the EU regularly join with us in encouraging other countries to sign up
to and fully enforce high IPR standards, including those in the WTO TRIPs agree-
ment. The EU, like the United States, is now considering additional legislation in
new areas of IPR protection, as shown in its recent discussion paper on copyright
and related rights in the information society.

Trademarks: The USG has declined to join the Madrid Protocol because the Proto-
col does not delineate under what conditions intergovernmental organizations may
4oin and allows such organizations to have a vote separate and independent from
its member states does not adequately define intergovernmental organizations leav-
ing open the possibility that other similar entities will seek separate votes for them-
selves; and does not sufficiently address whether the EU or its member states are
the competent authority for purposes of implementing the agreement. The USG con-
tinues to press the Commission to cooperate in finding a resolution to this impasse
since the Protocol's system of trademark registration cannot be truly international
without USG membership.
8. Worker Rights

Labor legislation remains largely the purview of the individual member states
(see the respective chapters), although the EU has adopted a number of regulations
related to occupational safety and health and with respect to employee participation
in company decsion making. In addition, since last year's report, the EU has de-
cided that GSP beneficiaries may receive an extra margin of preference if they meet
certain worker rights standards. The amount of this preference should be decided
upon sometime in 1996.
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Extent of U.I. Investment in Selected Industries.-U.S. Direct
Investment Positon Abroad on an Historical Cost Basis--1994

rMilhlMos t U& dollars]

csthpQ Amownt

Petroleum ................................................................................. 20,574
Total Manufacturing ........... ................ 1.........................01,009

Food & Kindred Products .. ............. 11,453
Chemicals and Allied Products...................... 28,328
Metals, Primary & Fabricated ............................................ 5,105
Machinery, except Electrical .............................................. 15,527
Electric & Electronic Equipment..................... 7,671
Transportation Equipment ................................................. 11,042
Other Manufacturing .......................................................... 21,883

Wholesale Trade ...................................................................... 23,584
Banking ............. ................................ 10,375
Finance/Insurance/Real Estate .............................................. 76,220
Services .................... .......................... 12,825
Other Industries ...................................................................... 6,561
TOTAL ALL INDUSTRIES.................................................... 251,149

Somw sU.S. Depatsetnt ofC~mmvs sumusof atBmgmk Analyst.

ARMENIA

Key Economic Indicators
[Millions ofUA dollars imun otherwise noted]

1993 1994 1995

Income, Prod uctin and EmplaywnL"
Real GDP (1993 prices) ...................................... 510.0 537.5 575.1
Real GDP growth (percent) ................................. -14.8 5.4 7.0
GDP (at current prices) ....................................... 510.0 652.0 1,347.0
GDP by Sector (percent):

Agriculture ........................................................ 48.1 46.0 45.0
Industry.............................. 26.0 30.4 32.0
Construction............................. 3.7 2.6 3.0
Transportation .................................................. 0.6 1.5 1.8
Trade and Catering .......................................... 2.0 1.5 1.9
Other................................ 19.6 18.0 16.3

Real per capita GDP ('91) ................................... 0.136 0.156 0.167
Labor force (000m) .......................)........................ 1,530 1,475 1,430
Unemployment Rate (percent) ............................ 6.5 5.8 7.1

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. N/A N/A 41.3
Base Interest Rates ...................... .. . .. . . . . .. . . .. . . .. . . ..  46.5 360-210 52.0
Personal Savings Rate ......................................... N/A N/A 9.8
Retail Inflation ..................................................... N/A N/A N/A
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... 1,100.0 987.4 29.0
Exchange Rate (NCtUS$):.

Official ............................................................... 2,020 350 400
Parallel .............................................................. 2,050 360 400

Balance of Payments and Trade:
Total Exports FOB ............................................... 108.0 196.8 218.9

Exports to U.................................................. 0.2 0.3 0.6
Total Imports CIFa ........................ 205.4 291.4 443.9

Imports from U.S.0 ............ .......... 1.9 6.1 4.7
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Key Economic Indicators-Continued
(Millions of U.& dolars wile. otherwise noted]

19919 9994 19961

Aid from U S ........................................................ 93.2 100.0 123.0
Aid from Other Countries ................................... 19.3 22.8 40.4
External Public Debt ........................................... 220.0 250.0 353.6
Debt Service Payments (paid) ............................. 0 6.9 55.5
Gold and Foreign Exchange Reserves ................ N/A 32.3 95.0
Trade Balances ........................... . . . ... . . .. . .. . .. . . . .. . .. .  -97.4 -94.6 -225.0

Balance with US. 8 ......................................... -1.7 -5.7 -4.1
19M fiwue ame all estimates based an available data in October 19M6

sPirgwes are actual, avya¶ annual interm" rates not changes in them.
NOrain, Auel and oth`= a n iports not included. f igw_ ae fa rom the Armenian Ministry of Econ-

omy, the Armenian State Department etr Statistics, the Central Bank, IMP, and UN.

1. General Policy Framework
Under the Soviet Union's central planning system, Armenia had built up a devel-oped industrial sector, supplying machine building equipment, defense electronics

and optics, textiles, and other manufactured goods to sister republics in exchange
for raw materials and energy resources. Predominantly a rocky country, Armenia
is a large food importer. Its mineral deosits (copper, molybdenum, gold) are small.

The present Armenian government, since its formation in 1991, has demonstrated
a firm commitment to turning Armenia from a centralized state with a planned
economy into a democratic society with free market economic conditions. However,
from the very beginning, the government has struled with serious problems.

The economic decline which started with the 19S earthquake and the disintegra-
tion of the USSR has been exacerbated over the past five years (1991-1995) by the
ongoing conflict over the Armenian enclave of Nagorno-Karabakh in neighboring
Azerbaýan. Azerbaian and Turkey have shut down pipeline and railroad traffic to
Armenia for its support of the Karabakh Armenians. This has left Armenia with
only unreliable and limited deliveries of Turkmeni natural gas through Georgia,
while other fuel and raw materials have been in short supply. In 1992-1995 most
industrial enterprises were either shut down or operating at drastically reduced lev-
els. From Its introduction in November 1993, the value of the Armenian national
currency (the Dram) for 18 months was steadily eroded by inflation. Electricity has
been strictly rationed. The urban centralized natural gas-operated heating systems
almost collapsed, and In 1992-1995 the centralized heating was provided only to a
small portion of the population. During 1992-1994, consumer prices increased-
sharply (by 11 times in 1994), while real incomes drastically declined. As a result,
the standard of living plummeted, and a virtually unprecedented outmigration of
the population, including active businessmen and qualified specialists, has occurred.
The hardships have also increased the level of corruption in almost all executive
government levels, including law enforcement bodies.

By mid-1995, due to economic efforts, the Central Bank's strict monetary policy,
and foreign assistance, Armenia's economy started to show some indications of im-
provement. The Dram has been stable since June 1994, while the average monthly
inflation rate in 1995 came djwn to 1.8 percent. In 1992, Armenia privatized almost
80 percent of its agricultural land. By the end of 1995, it had also privatized most
of urban dwellings. The major privatization of national industries started in 1994
with the privatization of small-size enterprises and continued in 1995 with the pri.
vatization of medium and large enterprises. Privatization should be complete in
1997 and is a key step toward improving the economic situation and attracting for-
eign investment. At the same time, Armenia's strong determination to build a mar-
ket-oriented economy and democratic society has allowed it to engage the IMF,
World Bank, EBRD as well as other financial institutions and foreign countries.
Total loans extended to Armenia in 1993-1995 are expected to exceed $500 million.
These loans are targeted at eliminating the budget deficit; stabilizing the local cur-
rency; developing energy generation and distribution, agricultural, and food process-
ing sectors, land and air transportation, wholesale distribution, and social sectors;

as well as continuing rehabilitation of the zone damaged by the 1988 earthquake.
In order to improve Armenia's negative trade balance, the government is working
to improve operating industries' export performance. Concentrated efforts are being
made to develop the banking and stock exchange sector, liberalize trade regulations
and bring business legislation in conformance with internationally recognized
norms, upgrade the energy industry infrastructure, reopen Armenia's only nuclear
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power plant, and to search for new sources/suppliers of energy and fuel. The govern-
ment promotes the re-establishment of economic ties with the NIS states, and Rus.
sia in particular. Iran is rapidly becoming Armenia's leading trading partner. Arme-
nia is open for foreign investors and has the most liberal foreign trade policy of all
NIS states. At the same time, the country remains heavily dependent on technical
assistance and humanitarian aid, mostly in the form of wheat, rice and fuel. The
main suppliers are the United States, the EU, and the United Nations.

A resolution of the country's economic problems is primarily dependent on the
ending of the regional conflict around Naorno-Karabagh, reestablishing normal re-
lations with neighboring countries and lifting blockades.
2. Exchange Rate Policies

At present, Armenia's banking sector consists of two state banks, the Central
Bank and the Savings Bank, and-more than forty commercial banks, a few of which
are partially owned by the state. In 1995, restrictions on convertibility of the Arme-
nian dram were almost completely eliminated. The dran's convertibility within CIS
borders was under negotiation. In 1995, the Central Bank continued to determine
the currency exchange rate through regular currency auctions conducted at the
Yerevan Stock Exchange. The Central bank's exchange rate is used primarily for
valuing Pon-cash transactions between enterprises. Exchange rates at numerous ex-
change offices, which belong to other banks, may vary from the Central Bank's ex-
change rate by up to three percent.

No strict limitations exist on hard currency outflow from Armenia. However, per-
mission to export foreign currency in excess of $500 (or an equivalent sum in other
hard currency) is granted only upon presentation of documentation proving that the
money was purchased officially, or legally obtained. Foreigners may freely expatri-
ate profits received in Armenia after all proper taxes are paid. Export/import pay-
ments must be made only on a contractual basis through banks which, along with

customs departments, verify the legality of actual export transactions. Companies
registered in Armenia must maintain their business accounts in resident banks in
Armenia.
3. Structural Policies

In 1995, U.S. commercial exports to Armenia remained insignificant (in contrast
to U.S. aid, which outpaced assistance from other countries). U.S. exports were af-
fected more by the Azerbaijani and de facto Turkish blockade, unrest in Georgia,
and the conflict in Nagorno-Karabakh than by Armenia's tax and regulatory poli-
cies. Foreign businessman continued to exercise the same rights in owning busi-
nesses, and were generally subject to the same taxes and regulations, as Armenian
resident businessmen. Joint Ventures with more than 30 percent foreign investment
are granted significant tax privileges including a general two year tax holiday.

Basic Armenian taxes inchlde a profit/corporate tax (generally 12-30 percent; 45
percent for banks and insurance companies), a value added tax (20 percent), an ex-
cise tax (25-50 percent) for sale of certain products, a property tax, a personal in-
come tax, and taxes paid to social security and pension funds. In 1995, export/im-
port licensing was further simplified, while rates of duties and fees paid for export/
import licenses and licenses for certain professional activities are normally depend-
ent on the current minimum monthly wages set by the government. Though Arme-
nian tax law describes 10 more types of taxes and duties, including a land tax, no
enabling legislation and collection mechanisms have been adopted- for them as of
yet. All exerts from Armenia are duty-free. The law sets minor customs duties (5-
10 percent) for imports of certain goods.

In 1994, Armema adopted a Law on Foreign Investments which should enhance
the legal structure for secure investments in the country's economy. In September
1996, Armenia ratified three agreements signed with the United States signed in
1992: Agreement on Trade Relations Between the Republic of Armenia and the
United States of America ("rrade Agreement'); Investment Incentive Agreement be-
tween the Government of the Republic of Armenia and the Government of the Unit-
ed States of America ("OPIC Agreement"); and Treaty Between the Republic of Ar-
menia and the United States of America Concerning the Reciprocal Encouragement
and Protection of Investment (*Bilateral Investment Treaty-BIT"').
4. Debt Management Policies

Since Russia assumed responsibility in 1992 for managing Armenia's $561.6 rnil-
lion share of the former USRO's external debt Armenia has accumulated additional
external debt amounting to $353.6 million. This includes an IMF stand-by credit;
World Bank loans for rehabilitation projects in the earthquake zone, irrigation and -
energy projects, an EBRD loan for reconstruction of the Hrazdan natural gas-fired
power generating unit; a credit for construction of a cargo terminal at Yerevan's
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Zvartnots airport; and a number of other loans. Annual debt service payments by
the end of 19 are estimated at $55.5 million.
5. S~gn~lcoat Barriers to U.S. Exports

In 1995, the number of products for which importers in Armenia needed licensing
was further reduced, and procedures for obtaining the licenses were simplified. The
licensed items include only wild animals, pharmaceuticals, anti-insect chemical sub-
stances, military-related equipment, narcotics and psychotropic substances.

At the same time, the following factors acted as significant barriers to U.S. ex-
ports to Armenia: low purchasing power of the population and local companies; ab-
sence of local long-term financing-, generally underdeveloped banking services and
high interest rates charged by Armenian banks (the first western bank to enter Ar.
menia, Midland, is planning, to open its division in Yerevan in the beginning of
1996); reluctance of U. financial institutions to finance trade with Armenia; inad-
equate, unreliable and expensive cargo transportation services; the continuing block.
ade of the country's principal transportation land and rail routes; insufficient tele-
communication services; absence of information on Armenian market demands; poor
intellectual property rights protection; insufficient guarantees for foreign invest-
ments; and lack of a dispute resol'ition vmechanism.

In 1995, government procurement practices were mainly based on countertrade
transactions, as well as competitive bidding in certain industry sectors and pro-
grams financed by international credits.
6. Export Subsidies Policies

In 1995, selected export capable industries were still continuing to receive govern-
mental assistance. Though the majority of state owned enterprises have been self-
sufficient basis for a decade, the government subsidized and provided resource dis-
counts to a few producers in critical/strategic industries.
7. Protection of U.S. Intellectual Property

Armenia has not yet fulfilled its [PR obligations under the agreement on trade
relations between Armenia and the United States, signed in 1992 and ratified by
Armenia in 1995. The agreement states that the parties shall ensure that domestic
legislation provide for protection and implementation of internal property rights, in-
cluding copyrights on literary, scientific and artistic works, including computer pro-
grams and data bases, patents and other rights on inventions and industrial design,
know-how, trade secrets, trade marks and service marks, and protection against un-
fair competition.

In August 1993, the Armenian parliament adopted a Law on Patents, and the
government established a Patent Administration. Patents are granted for a period
of 20 years. In early 1995, the government adopted temporary regulations for reg-
istration of trademarks. Basic laws on Trudemarks and Copyrights-have been under
consideration by the Parliament since 1993.

Meanwhile, piracy of US. video and audio records, books, and software is wide-
spread th,-ough illicit local copying and importation from neighboring states. No ex-
ports of pirated materials from Armenia to other states have been observed. Arme-
nian state television and numerous private c&ble channels regularly show video ma-
terials of US. origin, many of which are unlicensed.

Armenia is a member of WIPO, Paris Convention for the Protection of Industrial
Property, Madrid Agreement Concerning the International Registration of Marks,
Patent Cooperation Treaty, Eurasian Patent Convention, and the Convention Relat-
ing to the Distribution of Program-Carrying Signals Transmitted by Satellite.
8. Worker Rights

a. The Right o[Association.-The 1992 Law on Employment guarantees employ-
ees the right to form or join unions of their own choosing without previous author-
ization.

b. The Right to Organize and Bargain Collectively.-The 1992 Law on Empluy-
ment guarantees the right to organize and bargain collectively. Armenia's high un-
employment rate makes it difficult to gauge to what extent this right is exercised
in practice.

c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced labor.
d. Minimum Age for Employment of Children.-The statutory mini nrn age for

employment is 16.
e. Acceptable Conditions of Work.-A standard working week is 40 hours. Theminimum annual paid leave is 15 working days. The minimum wage is set by gov-

ernmental decree and was increased periodically during 1995. Wages are normally
paid every two weeks. Female employees are granted privileges which include: pro-
hibition of hard and hazardous jobs; prohibition of night shift work (in certain
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caes); prohibition of overtime, work on holidays, and business trips for women with
children under age of 2; maternity leave of a minimum of 140 days, maximum one
year partially paid, a further one year unpaid; prohibition of dismissal of pregnant
women and women with children under the age of 18 months. Employees paid state
wages cannot support either themselves or their families and-have to look for
sources of additional income. Many of those still on the payroll of idle enterprises
continue to receive two-thirds of their base salary.

f, f.thisin Secto•s With U.S. Invaetment.-There is minimal U.S. investment inArmnenia.
Data on US. investment in Armenia is not available.

AUSTRTA

Key Economic Indicators
(Millions of UA dollars uness otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1985 pries)........................
Real GDP growth (percent).....................
GDP (at current prices)........................
GDP by Sector.

Agriculture .........................
Energy and Water ..........................
Manufacturing/Mining .....................................
Construction ................. ..............................
Financial Services............... . ...
Other Services......................
Public Services......................
Net exports of Goods and Services ..................

Real Per Capita GDP (1986 prices) 32....... . . . . ..

Labor Force (000s)..........................................
Unemployment Rate (percent)..................

Money and Prices (annual percentage growth):
Money Supply (M2)...........................
Secondary Bond Market Rate a...........................
Personal Savings Rates . . . . . . . . . . . . . . . . .

Wholesale Inflation....................
Consumer Price Index.........................
Exchange Rate (ASIUS$)4.....................

Balance of Payments and Trade:
Total Exports (FOB)..........................

Exports to US ...........................................
Total Imports (CIF)...........................

Imports from US ............................
External Public Debt's.........................
Debt Service Payments. .................
Gold and Foreign Exchange Reserves (year-

end).....................................
Trade Balance. . . . . . . . . .. . . . . . . . . . . . . .

Balance with US..6 .....................................
'Data am of October 1996 and availalde eommiForecasts.t Converted at the 1965 ezchanwe rate d( Austrian Schillins (AS)
*'igures are actual, average annual rates, not changes in them.
4There is oily an social rate, no p.1.W rates.
Pigu=re reflect the federal gwernmet'a seternal debt.

1MerhandlPe trade only.
1. General Policy Framework

79,019
-0.1

182,098

4,161
5,168

43,010
13,912
34,497
49,544
26,836

-69,080
9,889
3,666

4.2

3.2
6.74
11.7

-0.4
3.6

11.63

40,172
1,324

48,573
2,132

18,302
2,511

18,272
-8,401

-808

81,150
2.7

196,568

4,431
5,315

46,769
15,218
38,030
52,487
28,678

-74,641
10,116
3,667

4.4

7.6
6.69
12.5

1.3
3.0

11.42

44,877
1,559

55,061
2,408

22,850
2,163

19,089
-10,184

-849

20.69 for U.S. Dollar 1.00.

Austria, a member of the European Union (EU) since January 1, 1995, has a well
developed market economy with a high standard of living. With exports of goods and

womr

83,098
2.4

232,832

5,109
6,317

56,337
17,861
45,059
61,901
33,337

-90,822
10,336
3,662

4.6

3.5
6.60
12.1
1.0
2.3

10.10

55,604
1,832

66,960
3,020

28,713
4,069

N/A
- 11,356
- 1,188
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services reaching 41 percent of GDP Austria's economy is closely integrated with
other EU member countries, especially with Germany. Since the early 1980's, the
Austrian economy has experienced stable growth. Following a mild recession in
1993, Austria's economy, driven by strong exports, investments, and private con.
sumption, expanded 2.7 percent in 1994. Accession to the EU is expected to spur
investment, employment, and growth, both by providing access to the Single Market
and by fostering liberal policies to prpmote competition and dismantle protectionism.
Already, accession has had a positive impact on foreign investment, attracting over.
seas firms already positioned to market in the EU and seeking convenient access
to emerging markets in Central Europe.
ofDespite Austria's favorable economic prospects, the Government faces a number
of economic challenges, foremost of which is the budget consolidation process that
will be required for Austria to meet the convergence criteria to join the European
Monetary Union (EMU) by 1999. Austria ended 1994 with an annual budget deficit
that reached 4.7 percent of GDP, compared to 3 percent required under the criteria.
The Government Implemented an initial austerity package for the 1995 budget,
comprising a modest reduction in family allowances, as well as a gasoline tax in.
crease. However increased social expenditures and additional payments to the EU
totalling $2.8 billion are expected to push the 1995 deficit to 5.1 percent of GDP.
In October 1995 the nine-year government coalition between the Social Democratic
Party (SPO) and the Austrian People's Party (OVP) broke up over a new austerity
package for the 1996 budget. Elections are scheduled to be held on December 17,

91995.
The European Union's Single Market and the economic transformation occurring

in Central Europe also poe significant challenges to the Austrian economy. To meet
increased competition from both the EU and Central European countries, less com-
petitive low-tech production will have to shift towards more specialized value-added
manufacturing. While the Government has taken measures to foster liberal policies
to adapt to EU standards, Austria's economy is still characterized by wage-price
rigidities, barriers to market entry, and an elaborate regulatory environment.

Over the last 15 years, monetary policy has been focused on foreign exchange rate
rather than money supply targets--specifically, maintaining an essentially fixed
ratio between the Austrian Schilling (AS) and the German Mark (DM). Because of
the central importance of Germany as a trading partner, the polity of linking the
Schilling to the German Mark is not expected to change in the foreseeable future.
2. Exchange Rate Policies

The Austrian National Bank (ANB) continues to pursue a "hard Schilling" policy,
adjusting interest rates to peg the Schilling to the German Mark at an exchange
rate of AS 7 to DM 1. In 1994, the Austrian Schilling appreciated against the U.S.
Dollar and many other European currencies. Despite continuing complaints from
Austrian exporters, the ANB has used every opportunity to reaffirm its long-stand-
ing "hard Schilling" policy, as well as its plans to participate in the "hard core" of
the EMU. On acceding to the EU Austria joined the European Monetary System
(EMS) and the Exchange Rate Mechanism (ERM).

The ANB has fully liberalized all cross-border capital transactions for non-resi.
dents and residents. A capital market law on public securities introduced in 1992
deregulated and liberalized Austrian capital markets. U.S. issuers of bonds and se.
curities are free to place offerings in the Austrian capital market.
3. Structural Policies

Participation in the European Economic Area (EEA) on January 1 1994 required
Austria to accelerate structural reforms and to open its economy. Tiis process has
continued since Austria's accession to the EU. Most non-tariff barriers to merchan.
dise trade have been removed. Financial and other services have been liberalized.
Cross-border capital movements and market access for foreign bonds have been fully
liberalized.

In 1992, as part of a comprehensive tax reform package, the Government intro-
duced measures to reduce and simplify taxation of individuals and companies. Re-
forms implemented in 1994 focused on increasing a general tax credit for all tax-
payers and abolishing other taxes, such as the net assets tax and the special busi-
ness tax on commercial and industrial enterprises. The corporate income tax was
raised from 30 to 34 percent. Austria's accession to the EU required Austria to re-
vise some taxes, such as its import turnover tax, to conform to EU guidelines. The
introduction of an energy tax has been proposed.

Although in recent years the Government has begun to privatize some state enter-
prises, the state-owned or -dominated sector continues to play a significant role in
the economy. However, the scope of government interventionist policies, a tradi-
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tional feature of the Austrian economy, has been reduced since 1993. The Govern-
ment lifted price controls, and has begun to privatize state-owned companies. Sub-
sidy programs were scaled back to con-form to EU regulations. Still, state-owned in-
dustries employ 15 percent of the industrial workforce and account for 20 percent
of exports.

A new, more liberal business code and a new cartel law, which imposed tighter
controls on mergers went into effect in 1993. Austria implemented its first procure.
ment law in 1993. In July 1994, a new Environmental Impact Assessment Act was
passed to regulate large industrial and infrastructure projects. Because of the exten-
sive regulations imposed by this and other environmental legislation, industry views
licensing procedures as costly and cumbersome.
4. Debt Management Policies

Austria's external debt m an ment has had no significant impact on U.S. trade.
At the end of 1994, the federal government's external debt amounted to $22,849 mil-
lion (21.2 percent of the government's overall debt) and consisted of 89 percent
bonds and 11 percent direct borrowing. Debt service amounted to $2,163 million in
1994, or 1.1 percent of GDP and 2.9 percent of total exports of goods and services.
In 1994, total public sector debt amounted to $27,522 million or 14 percent of GDP
and is estimated to have climbed to 15 percent in 1995. Republic of Austria bonds
are rated AAA by recognized international credit rating agencies.

5. Significant Barriers to U.S. Exports
On Austria's accession to the EU, 63 percent of existing tariffs were lowered or

eliminated, while 31 percent were increased. U.. exports of chemicals, plastics,
computers and photographic equipment, semiconductors, and integrated circuits
were affected adversely. In 1995, the United States and the EU entered into nego-
tiations to reach an agreement to compensate the United States for these tariff in-
creases under GAIT rules.

The EU's Common Agricultural Policy (CAP) also has had a negative impact on
imports of U.S. agricultural goods into the Austrian market. Import duties for some
key U.S. agricultural products such as tobacco, rice, and raisins rose considerably.
In addition, the EU ban on imports of hormone-treated beef is severely restricting
U.S. exports of beef to Austria.

Austria's 1993 Banking Act presents a number of obstacles for market entry of
U.S. banks. Branches of non-EEA banks must be licensed, while EEA banks may
operate branches on the basis of their home country licenses. For bank branches or
subsidiaries from a non-EEA member country, the limits for single large loan expo-
sures and open foreign exchange positions will shrink considerably byDecember 31,
1998, because the endowment capital from their parent companies will no longer be
included in the capital base used for calculating these limits.

Providers of financial services, such as accountants, tax consultants, and property
consultants, must submit specific proof of their qualifications, such as university
education or number of years of practice. Other service activities also require a busi-
ness license of which one of the preconditions is legal residence. Under GATS, Aus-
trian officials insist that Austria's commitments on trade in professional services ex-
tend only to intra-corporate transfers. US. service companies often form joint ven-
tures with an Austrian firm to •et around these restrictions.

Austrian labelling and marking requirements are not as strict as those in the
United States. Nutritional information is not required on food products, nor are
safety warnings on electrical devices. Labelling in the German language is not re-
quired. Austrian national standards are in the process of being harmonized with
those of the EU. For some categories of goods, including machines and children's
toys, the EU certification (CE mark) is required, while for others existing national
standards still apply.

Testing and certification procedures are generally trar.sparent. Problems only
arise for firms seeking certification of state-of-the-art technologies. With the adop-
tion of the 1994 telecommunications law, the government has taken steps to bring
Austria in line with the EU's more liberal policies. The result is that registration
procedures for telecommunications equipment have been liberalized.

The investment climate in Austria is favorable, with no formal sectoral or geo-
graphic restrictions. The Government of Austria generally welcomes all foreign di-
rect investment, with no discrimination against foreign investors. In most business
activities, 100 percent foreign ownership is permitted. Investment incentives are
abundant. In addition to EU structural subsidies available to areas where 41 per-
cent of the population is concentrated, financial incentives are offered by federal,
provincial, and local governments, as well as other institutions. However, investors
must sometimes deal with complicated administrative procedures to obtain approval
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for new operations. For foreigners, the purchase of real estate is complicated by
varying environmental regulations and land utilization plans of the individual prov.
inces.ln one recent case involving the establishment of a large assembly plant, envi-
ronmental and administrative approval procedures took nearly two years. Austrian
residency laws and quotas for foreign labor have caused problems for resident U.S.
irms in obtaining resident and work permits for non-EU citizens and their depend.

ents.
Austria ratified the Uruguay Round Agreements on December 6, 1994. The Gov.

ernment adheres to the General Agreement on Tariffs and Trade (GATT) public pro-
curement procedures. Austria does not have restrictive "buy-national" laws, and the
principle of the best bidder is usually maintained. However, offset requirements are
common in defense contracts. Austria's first federal procurement law was enacted
in 1993 which adopted EU legislation on procurement. In its first year of EU mem-
bership, Austria continued to bring its legislation into line with EU standards, par-
ticulsay to comply with guidelines on services and the legal remedy directive.
6. Export Subsidies ]ViCiWs

The Government. provides export promotion loans and guarantees within the
framework of the OECD export credit arrangement and the GATT subsidies code.
Following Austria's accession to the EU the Austrian Kontrollbank (AKB), Austria's
export financing agency, stopped providing economic risk guarantees for short term
financing of exports to OECD countries. A 1995 amendment to Austria's Export
Guarantees Act (AFG) enables the AKB to guarantee un-tied credits. On accession
to the EU Austria had to abolish its 0.3 per mille levy on all exports and imports
earmarked for export promotion. The AKB's export fund provides export financing
programs for small and medium-sized companies with annual export sales of up to
110 million.
7. Protection of U.S. Intellectual Property

Austrian laws are consistent with international standards, and Austria is a mem-
ber of all principal multilateral intellectual property organizations, including the
World Intellectual Property Organization (WIPO). Unfortunately, the piracy of soft-
ware, video programs _andfilms is still prevalent. Several laws have been enacted
in recent years to combat this growing concern. To prepare for its entry into the
EU, Austria amended its copyright law in March 1993 to include protection of com-
puter software. In 1995, the Justice Ministry drafted legislation to adopt EU direc.
tives on satellite broadcasting and cable. A evy on imports of home video cassettes
and a compulsory license for cable transmission is required under Austrian copy-
right law. Of total revenues, 51 percent go to a special fund for social and cultural
projects. Austrian copyright law requires that the owner of intellectual property
must prove the entire chain of rights up to the producer. In the case of films, this
has made prosecution of cases ofvideo piracy almost impossible. In a recent suit
by a publishing house against an Austrian piano teacher who had copied protected
musical works of a German composer for his pupils, the Austrian Supreme Court
ruled that the copying of musical notes of foreign composers is prohibited under law.

8. Worker Rights
a. The Right of Association.-Workers in Austria have the constitutional right to

associate freely and the de facto right to strike. Guarantees in the Austrian Con-
stitution governing freedom of association cover the rights of workers to join unions
and engage in union activities. Labor participates in the "social partnership," in
which the leaders of Austria's labor, business, and agricultural institutions give
their concurrence to new economic legislation and influence overall economic policy.

b. The Right to Organize and Bargain Collectively.-Austrian unions enjoy the
right to organize and bargain collectively. The Austrian Trade Union Federation
(61GB) is exclusively responsible for collective bargaining. All workers except civil
servants are required to be members of the Austrian Chamber of Labor. leaders
of the OGB and labor chamber are democratically elected. Workers are legally enti-
tled to elect one-third of the board of major companies.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited by law.

d. Minimum Age for Employment of Children.-The minimum legal working age
is 15. The law is effectively enforced by the labor inspectorate of the Ministry For
Social Affairs.

e. Acceptable Conditions of Work.-There is no legally-mandated minimum wage
in Austria. Instead, minimum wage scales are set in annual collective bargaining
agreements between employers an employee organizations. Workers whose incomes
fall below the poverty line are eligible for social welfare benefits. Over 50 percent
of the workforce works a maximum of either 38 or 38.5 hours per week, a result
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of collective bargaining agreements. The Labor Inspectorate ensures the effective
protection of wo-rkes by requiring companies to meet Austria's extensive occupa-
tional health and safety stanards.

f. RPghta in Sectorm With U.S. Investmert.-Labor laws tend to be consistently en-
forced-in all sector, including the autow,'tive sector, in which the majority of•U.S.
capital is invested.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catwory Amount

Petroleum ................................................................................. 192
Total Manufacturing................................ .834

Food & Kindred Products............................ 18
Chemicals and Allied Products ........................................... 43
Metals, Primary & Fabricated............. .............. 5
Machinery, except Electrical .............................................. 65
Electric & Electronic Equipment ....................................... 313
Transportation Equipment ................................................ (1)
Other Manufacturing .......................................................... (1)

Wholesale Trade ...................................................................... 245
B anking .................................................................................... (1)
Finance/InsurancWReal Estate .............................................. (1)
Services .................................................................................... 212
Other Industries ...................................................................... - 14
TOTAL ALL INDUSTRIES .................................................... 31,611

1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis,

AZERBAIJAN

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP Growth (percent) ................................ -23 -22 -6
GDP (at current prices) ....................................... 3,231 2,627 2,153
Per capita GDP 2 (US$) ....................................... 431 350 287
Labor Force (millions) ......................................... 2.7 2.6 2.7
Unemployment Rate (percent) . .. . . . . .. . .. . .. ...0.7 27.9 18.0

Money and Prices (annual percentage growth):
Base Interest Rate ............................................... N/A 150 100
Retail Inflation ..................................................... 1,130 1,664 85
Wholesale Inflation .............................................. 209 890 100
Consumer Price Index ......................................... 1,080 1,403 820
Exchange Rate (manat/ULS$-annual average):

Official ............................................................... 130 1,410 4,500
Parallel .............................................................. 256 1,410 4,500

Balance of Payments and Trade:
Total Exports FOB ............................................... 351.2 636.8 322.4

Exports to US.................................................. 3.4 0.2 0.0
Total Imports CIF ................................................ 513.9 777.9 377.5

Imports from US.............................................. 10.8 9.2 7.3
Aid from US........................................................ 20 23 26
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... N/A N/A 550.0
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Key Economic Indicators--Continued
(Milliow o fU.. dollar unles otherwise noted]

1993 1994 19l

Debt Service Payments (paid) .................. N/A N/A 59.0
Gold and Forex Reserves ..................................... 1.0 3.0 118.0
Trade Balance ...................................................... -162.7 - 141.1 -55.1

Balance with US. ............................................. -7.4 -9.0 -7.3

.Thee peratap...e gre. .m-, .,wy w. Eubsaybelieveofficial figures do notfilly reflect the
gowth of t ,nm tradigsectr.

Embassy believe. that the reml m ent rate is ulsnificantly higher than the" figures indicate.

1. General Policy Framework
Azerbaijan is a former Soviet republic with a population of 7.5 million people. It

has rich petroleum resources and therefore is a significant potential trading and in-
vestment partner of the United States. The country has enormous oil and gas re-
sources, particularly offshore in the Caspian Sea. In September 1994, a consortium
of Western oil companies and the Government of Azerbaian signed an $8 billion oil
production sharing agreement (PSA). Under the PSA the oil companies formed the
Azerbaijan International Operating Company (AIOC) to develop the offshore Chiraq,
Azeri and Guneshli fields. AIOC -has successfully completed its work on schedule,
and early oil is expected to be flowing from Chiraq by November 1996, with full field
development around the turn of the century. On ovember 10, a second major oil
consortium was formed by U.S., Russian, and Italian oil companies, as well as the
State Oil Company of Azerbaj'an, to develop the Karabakh offshore oil field.

The econm my has declined steadily since Azerbaian became independent ipn 1991.
Contributing factors in this decline have been the Nagorno-Karabakh conflict, the
disruption of trade ties within the former Soviet Union and the collapse of large
parts of the state manufacturing sector. Heavy industry in Azerbaian, such as oil
refining, petrochemicals, oil field equipment and air conditioner manufacturing
"plants, are working below capacity. These factories will require substantial foreign
investment to make their products competitive on world markets. Despite claims
that 2,000 private farms have been created, the agricultural sector remains domi-
nated by large state and cooperative farms. AzerbaItan has great agrcultural poten-
tial to produce cotton, tobacco, silk, and tea, as we l as grapes and other fruits for
export.-The key to renewed growth in both manufacturing and agriculture is privat.
ization. The government has repeatedly expressed its determination to proceed with
privatization.

Private businesses have appeared, particularly in the retail and service sectors.
There are definite signs of prosperity--such as new residential construction and new
cars--at least for some pockets of the population. Many state enterprises are begin-
ning to produce and market products independently of central control. Most inter-
national experts believe that a rapid production response from newly privatized en-
terprises, particularly in agriculture, could reverse recent economic declines. Al.
though privatization will cause increased unemployment as inefficient state enter-prses become more efficient, this effect is expected to be a temporary consequence.

e prospects for U.S. exports of consumer goods are likely to improve as privatiza-
tion moves forward and economic growth resumes.

Azerbaijan has made dramatic progress on the financial stabilization front over
the last year. Monthly consumer price inflation was in excess of 50 percent at the
end of 1994. Wo' "ing closely with the International Monetary Fund (IMF), the Azer-
baijan government tightened up monetary policy and enacted a restrictive budget
for 1995. The Central Bank and the Ministry of Finance have closely coordinated
efforts to limit government spending and curtail credit emission. State banks were
compelled to stop issuing interest-free loans to non-creditworthy state enterprises.
The Azerbaijan government has signed and remained in compliance with an IMF
systemic transformation facility (STF) and standby agreements. As a result,
consumer price inflation significantly declined. Azerbaian s monthly price index ac-
tually declined in June and-has remained below 5 percent since May.
2. Exchange Rate Policies

The successful financial stabilization policy outlined above contributed to the sta-
bilit of the Azerba.jani manat since December 1994 at the rate of 4,500 manat per
US. dollar. Earlier in 1994, when domestic price inflation was raging, the manat
declined significantly relative to the dollar. Under current foreign exchange market
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rues, exprters are required to sell 30 percent of their hard currency earnings at
regular ter-bank currency market auctions. At present the manat is not over.
valued-i.e there is no significant black market for foreign exchange, and official
and parallel (black market) rates do not differ. At least one hundred independent
foreign currency exchange centers operate in Azerbaian. Each center is required to
exhilifit an official certificate for exchange operations, but no limit is imposed on the
amount of money which can be exchanged. However, the government imposes a
limit on the amount of foreign currency that can be taken out of the country.
3. Structural Policies

Successful financial stabilization in the long run requires structural changes in
the economy. The key structural reform policy the government is grappling with is
privatization. In theory, agricultural privatization started last year. In fact, the
rural privatization program has had desultory results and land tenure remains un-
clear. On a completely separate track, and with World Bank technical assistance,
the Government of Azerbajan is developing an industrial privatization program. De.
spite numerous delays, this privatization appears likely to be put into effect by the
end of 1995. Privatization vouchers are being printed, which the government will
be distributing to the population in the near future. The government has repeatedly
welcomed foreign participation in this privatization program.

Since the end of 1994 Mthe government implemented a number of pricing policy re-
forms in compliance with its IME STF program. The government eliminated large
consumer subsidies on gasoline and bread. It also raised energy prices to world mar.
ket levels.

The government implemented a new tax system in 1992 through a series of presi-
dentiaL-decrees. This system is composed mainly of four taxes: 1) a 20 percent value
added tax; 2) an enterprise profit tax, with a standard 35 percent rate and differen-
tial rates allowed on certain enterprises; 3) excise taxes of up to 90 percent of the
price for selected goods; and 4) a personal income tax, progressive in nature but not
rigidly enforced. Other important sources of government revenue are a royalty on
crude oil production and a tax on vehicle ownership. The government's policy of at-
tractiag foreign investment provides tax concessions in certain priority sectors, al-
though the mechanism for securing these tax concessions has not yet been estab-lished.

The Azerbaijan government regulates exports of the main hard currency earning
exports, such as oil products, cotton, and wine. Potential buyers of such commodities
must pay for an export license or cooperate with an Azerbaijani partner that has
obtained a general license for that commodity.
4. Debt Management Policies

Azerbaijan has not finalized an agreement with Russia about its share of the
former Soviet Union's foreign debt. Azerbaijan's other significant external debt is to
the Turkish Export Bank. Total external debt of Azerbaijan amounts to about $550
million. In 1995 Azerbaijan's debt service is estimated to be about $59 million, less
than 3 percent of GDP, about 11 percent of total external debt, and 18 percent of
projected exports. In 1995 exports are estimated to be $322 million. Azerbaijan has
a projected trade deficit of about $55 million. Azerbaijan has had neither a Paris
Clib rescheduling of official debt nor a London Club rescheduling of commercial
debt. The external debt is not an obstacle to greater U.S. trade with Azerbaijan.
5. Significant Barriers to U.S. Exports

One barrier to U.S. exports is the government's practice of using government-to-
government barter deals to finance imports. Azerbaijan pays for about one-fourth
of its imports by trading goods such as primarily oil-basecd products, cotton, oil field
equipment, diesel fuel, chemical products of organic synthesis, silk, waste metals
and tobacco. However, these barter deals are a declining proportion of total imports
and would only pose a problem for U.S. exporters competing with products from the
former Soviet Union.

Import licenses: At present Azerbaijan does not require import licenses.
Services barriers: The major barrier to the growth of the U.S. service sector in

Azerbai.an is the rudimentary nature of Azerbabjan's legal and financial system.Azerbaijan recently adopted a bankruptcy law, but no foreclosures have taken place
and the use of real collateral for loans is limited. There is no commercial trans-
actions law in place. However, the government has said repeatedly that U.S. finan-
cial institutions and telecommunications companies are welcome to operate in Azer-
baijan. There are two U.S. accounting firms operating successfully in Baku.

Standards, testing, labeling, and certification: The Chamber of Commerce and In-
dustry of Azerbaijan is responsible for ensuringbasic health standards on imported
food. The U.S. Embassy is not aware of any other official standards established for
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imports. At present there are no labeling or marking requirements in Azerbaijan.
The Aserbaian government prohibits the import of radioactive materials and
wastes, narcotics and psychotropic drugs. Special permission is required to import
weapons, explosives and certain radioactive equipment used in the oil industry.

Investment barriers: Azerbai*an welcomes foreign investment. However, consider.
able ambiguities exist conaernig tax rates and exclusive' agreements. According
to the foreign investment law of 1992, the Cabinet of Ministers must pre-approve
all foreign investments. The Cabinet of Ministers approves concessional agreements
for mineral exploration. Extraction rights are granted through concessional agree-
ments with the approval of the Cabinet of Ministers, and may require parliamen-
tary approval as well. Both Azeris and foreigners may lease land. At present, for-
?eigners can buy real estate only jointly with Azerbaijani partners participating in
joint ventures.

During the first four years of independence there have been no expropriations or
major investment disputes involving foreign companies. However, some companies
have had problems in getting government agreement to fulfill payment obligations.
An international arbitration mechanism to resolve disputes between the Govern-
ment of Azerbaijan and private companies, as well as between foreign and Azeri
firms, has yet to be established. Azer an is not a member of the International
Center for the Settlement of Investment Disputes. Although a bilateral trade treaty
is in effect between Azerbajan and the United States, negotiations for a bilateral
investment treaty have not yet been completed.

Government procurement practices: Selling to the central government or to state
enterprises is difficult, particularly outside the energy sector.Major oil revenues are
not expected to flow to Azerbaijan before November 1996. At present, the govern-
ment is running arrears in payments to domestic suppliers. State enterprises are
often two to three months late in paying their own employees. Firms selhng to the
Azerbaian government should be particularly careful to specify beforehand how the
value-addedtax will be handled.

Custom procedures: Customs procedures are burdensome. Importers are required
to provide customs authorities with the following documentation: (1) a signed import
contract, (2) a customs declaration spec ying what is being imported, (3) an invoice
for the goods imported, (4) permission from the relevant ministry for imports includ-
ing pesticides, medicines, weapons and ammunition, (5) the bill of lading, (6) a cer-
tificate of origin, and (7) a certificate of quality for the imported merchandise.
6. Export Subsidies Pcliies

The manufacturing sector remains in government hands. However, energy prices
have been raised and there are no direct government export subsidies. Export tariffs
are levied on most goods. As specified by the foreign investment law, goods produced
from imported raw materials and goods produced by foreign investors in Azerbaijan
are exempt from the duty.
7. Protection of U.S. Intellectual Property

Although foreign patents, trademarks, and copyrights are covered in the U.S.-
Azerbaijan bilateral trade treaty, no effective enforcement mechanisms are et in
place to protect intellectual property rights. Azerbaijan is a member of the Worid
Intellectual Property Organization and a party to the Paris (industrial property)
Convention, the Berne and Universal Coprght Conventions, the Eurasian IPatent
Convention and the Patent Cooperation Treaty. The government's Committee on
Science and Technology has drafted patent, trademark and copyright bills, but the
parliament has not yet passed these bills into law.

Trademarks: Trademarks can be registered with the Ministry of Foreign Economic
Relations. Occasional counterfeit bottles of Fanta have been found in Baku markets.
A Baku restaurant illegally uses the name of a major U.S. restaurant chain.

Copyrights: There is widespread sale of pirated video films, books (translations),
computer software and music. Pirated products are mostly imported from Russia
and reproduced locally. However, there is no evidence that locally produced counter-
feit goods are exported to third countries.

New technologies: Except for computer software, which is virtually all pirated,
new technologies are not subject to significant infringement. Most pirated software
come from Russia, although some software appears to have been illegally copied
from a program received by the Academy of Sciences through a private humani-
tarian aid project.

Given Azerbaijan's relatively low level of imports and low per capita income, intel-
lectual property violations probably have a minimal impact on U.S. exports at this
time. However, as oil exports grow, the importance of the Azerbaijani market will
grow as well.
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. Workers Rights
a. The Right of Aswiation.-The new Constitution provides for freedom of asso.

citation, including the right to form labor unions. However, most industrial and
white-collar workers are organized into one or another sub-branch of the Azerba0ani
Labor Federation, run by the Government. Most Azerb aijni labor unions continue
to be highly dependent upon the government, although there is an independent oil
workers union. There is a legal right to strike. One strike was reported in 1995
which involved oil workers. There are no provisions for retribution against strikers.
Unions are free to form federations and to affiliate with international bodies. Azer-
baUan is a member of the International Labor Organization.

b. The Right to Organize and Bargain Collectively.-Collective bargaining remains
at a ru dimentay level. Government-appointed boards and directors run the major
enterprises and set wages. Unions do not participate in determining wage levels. In
a carryover from the Soviet system, both management and workers are considered
members of the professional unions.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is al-
lowed by the Constitution only in case of martial law. It is not known to have been
practiced. Two departments in the prosecutor's office (the Department of Implemen-
tation of the Labor Code and the Department for Oversight Over Minors) enforce
the prohibition on forced or compulsory labor.

d. Minimum Age for Employment of Children.-The minimum employment age is
16 years. Children of age 14 are allowed to work during vacations with the consent
of their parents and certification of a physician. Children of age 15 may work if the
workplace's labor union does not object. There is no explicit restriction on the kinds
of labor that children of age 15 may perform with union consent. The Labor Min.
istry has primary enforcement responsibility for child labor laws. With high adult
unemployment, there have been few, if any, complaints of abuses of child labor laws.

e. Acceptable Conditions of Work.-The nationwide monthly minimum wage is set
by parliamentary decree. It was raisedfrom manat 4000 (about $0.89) to manat 5500
(about $1.22) in February 1995. There seems to be no active mechanism to enforce
the minimum wage but, since very few people actually earn the minimum wage
(most who work earn more), this is not presently a major issue in labor or political
debate. Unemployment benefits (equal to the minimum wage) were granted to about
40,000 people in 1994. The legal work week is 41 hours for adults, 36 hours for chil.
dren aged 16 to 18, and 24 hours for children aged 15 to 16. The work week is lim-
ited to not more than 36 hours for officially listed "jobs in unhealthy conditions."
Health and safety standards exist, but they are mostly ignored in the workplace.

f. Rights in Sectors With U.S. Investment.-In the petroleum sector, the only sec.
tor with significant US. investment, worker rights do not generally differ from
those in other sectors of the economy. However, wages are higher than average in
enterprises with US. oil company investment, and health and safety standards have
dramatically improved.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catepry Amount

Petroleum ................................................................................. .(1 )
Total Manufacturing .............................................................. 0Food & Kindred Products ..................................... ............ 0

Chemicals and Allied Products .......................................... . 0
Metals, Primary & Fabricated ............................................ 0
Machinery except Electrical ............ ............... 0
Electric & Electronic Equipment ........... ........... 0
Transportation Eq~uipment . ......................... 0
Other-M anufacturing .......................................................... 0

Wholesale Trade ..................................................................... 0
Banking .................................................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

oSuppresed to avoid disDloar nt data of individual compani asi
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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BELARUS

Key Economic Indicators
[MuloUms OfU. dollars unless otherwise noted]

1993 1994 1996'

Income, Pxoductio and Employment.:
Real GDP Growth (percent). -11 -13 -11
Labor Force (000s) .............. .. 4,824 4,696 4,2Z9
Unemployment Rate (percent) ............................ 1.4 2.1 2.5

Money and P~m-.
Money Supply ............................... N/A 590 1,300
Base Interest Rates .. ............ 210 480 66
Personal Saving Rate (percent) 4 ......... . .. . . . . .. . . .. . .  39 49.2 58.5
Retail Inflation /............ NA N/A N/A
Wholesale Inflation ................ 2,415.5 1,966.8 225.5
Consumer Price Index ..................... 2,096.6 2,059.9 308.8
Exchange Rate:6

Official........................................... 2,936 3,699 11,5>40
Parallel ........................................................ 3,160 4,652 11,533

Balance of Payment and Trade:
Total Exports FOBo........................................... 1,863.5 2,510 3,024.1

Exports to US..• ......................... 39.1 54.5 49.2
Total Imports CIF ........................ 2,368 3,066.3 3,288.9

Imports from U ..................... o........................ 45.6 51.3 41.2
Aid from US. ...................... N/A 6.9 9.3
Aid from Other Countries................................... N/A 34.4 23.4
External Public Debt...... ................... 437.7 349.3 125.2
Debt Service Payments (paid) ................. 10.3 121.9 124.1
Gold and FOREX Reserves 5  . . . . . . . . . . . . . . . . . . 59.6 175.1 523.3
Trade Balance ........... ..................- 504.5 -556.3 -264.8

Balance with U.S.00.0....................... -6.5 -29.4 -2.1
11996 fm. am an s nautmN a. g( 5s t..be.
'Pmmtq.chumps acalekad in hu urny

no &rmam "Wd sepa, amad ret.n. not permntagas of chang&4Asa0 tbsVe.

S IM5 fiures an as of Auust IN&
1. General PWiy Framework

Belarus formally declared sovereignty on July 27, 1991. Together with Russia and
Ukraine, Belarus was a founding member of the Commonwealth of Independent
States (CIS) in December 1991. In March of 1994, the Parliament passed Belarus'
first postSoviet constitution, building the framework for a government with a
strong executive branch. In July of 1994, Aleksandr Lukashenko was elected as the
first president of the Republic of Belarus. May 1995 legislative elections, conducted
in less than free and fair conditions, failed to fill enough seats to produce a new
parliament.

Another round of parliamentary elections took place November 29, 1995. Runoff
elections in districts where there was no clear winner were held on December 10.
In the gap between parliaments, President Lukashenko has largely ruled by decree.
A few decees, inclu one chani the state budget, have been brought before
the Constitutional Coud questioningtheir constitutionality. Overall economic policy
is directed by the President's Administration through the Cabinet of Ministers, led
b•y Prime Minister Chigir. In the summer of 1995, the Belarusian President declared
his intention to create a policy of 'market socialism. The pace of economic reform
has been consistently slow.

Belarus achieved remarkable macroeconomic stability in 1995, holding its ruble
rate steady at approximately 11,500 to the US. dollar since January, and bringing
the inflation rate down from 40 percent in January to less than six percent from
May through October. In September 1995 Belarus reached agreement with the IMF
on a $300 million stand-by lan.

While the Belaruslan government began in early 1995 to'enact some structural
reforms, such as price liberalization and lowering subsidies for communal services
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in accordance with a previous IMF agreement meaningful progress on privatization,
land ownership and tax reform has not yet feen made. Belarus has also failed to
cut some subsidies which were required under the termns of the IMF greements.
While gover-nment policy calls for increased reliance on market mechanisms, the
government retains central control of key market sectors, including agriculture.
Only about 20 percent of the economy belongs to the private sector.

Belarus has a diversified economy, which previously maintained the highest
standard of iving in the Soviet Union. The Republic can meet most of itti own basic
food needs with -ce exception of feed grains, sugar and vegetable oil. The agricul-
tural sector is still largely operated under the Soviet collective farm system. The in-
dustrial sector in biased toward heavy industry, particularly machine building
heavy trucks and tractors, electronics, chemicals, defense related production, and
construction materials. Virtually all of these enterprises remain state-owned. Many
are on the verge of bankruptcy mainly due to inter-enterprise arrears. Some are in-
dividually seeking Western partners to upgrade their production lines. Overall in-
dustrial output has declined over the fiwst 10 months of 1995 by 20 percent.

Traditionally low prices for Russian energy supplies allowed Belarus to develop
an energy intensive industrial base. Since independence, Belarus has accrued an en-
ergy debt to Russia of 509.5 million dollars. The government is attempting to fi-
nance it through a debt for equity swap by creating joint ventures with Russian
firms to give them majority control over a large portion of the Belarusian oil refin-
ing sector, and by encouraging payment of overdue military industrial debts owed
by Russia. Other deficit financing is accomplished through sales of floating rate gov-
ernment bonds and credits issued by the national Bank of Belarus (NBB).

Fiscal and monetary policies: The Government of Belarus allows itself a budget
deficit of no more than six percent of government expenditures. It has met its budg-
et targets each, of the last four years. Its program with the IMF requires the
Belarusian government to keep the deficit to less than 3.2 percent of the budget,
and it is expected to meet that target. The central bank is authorized by law to
issue credits up to four percent of gross domestic product.

The main instruments of monetary control are the volume and cost of NBB lend-
ing to banks, IMF.required monetary reserve targets, and interest rate policies. The
executive branch controls hard currency flows by mandating minimum reserve re-
quirements. The government also introduced a limited government securities mar-
ket in September 1995. Establishing monetary discipline is impeded by the practiceof monetizing the fiscal deficit and the occasional practice of canceling outright out.
standing debts to state enterprises. The refinance rate of the NBB serves as an indi.
rect subsidy to state enterprises as the rate is lower than commercial credit.

The National Bank of Belarus is not a strong institution. It is hampered by a lack
of technical and financial expertise and by political interference. Its reform-oriented
chairman, Stanislav Bogdankevich, resigned in September 1995 after the Presi-
dential Adminitration merged a large public and a private bank by executive fiat
without consulting the National Bank which by law has oversight of banking oper.
ations in the country. In the wake of the state mandated merger, some small private
banks have begun to merge to in order to survive and gain strength.
2. Exhange Rate Policies

As of January 1, 1995, all retail trade has been conducted in Belarusian rubles.
Since mid-January 1995 the ruble rate has artificially been held steady against the
US. dollar by legislated high real interest rates to create dernand for Belarusian
rubles. When the rates were lowered in August and demand dropped, the National
Bank began to use its hard currency reserves as well as sales of government securi-
ties to maintain the exchange rate. This artificially fixed rate of the national cur-
rency has hurt Belarusian exporters. While the low ruble rate may help imports into
Belarus, new import value-added taxes and higher import tariffs resulting from the
1995 Customs Union with Russia and Kazakfhstan have largely negated-any such
benefits.
3. Structural Policies

Tax and Customs Policies: Businesses in Belarus are liable for more than 20 dif.
ferent types of taxes and levies several of which were added in 1995. As a result
of the Customs Union between Melarus and Russia, Belarusian customs tariffs were
raised across the board from 5-10 percent to 20-40 percent and the customs border
between the two countries was eliminated, allowing goods produced in Belarus to
enter Russia with no customs duties. While this could be an incentive for foreign
investors to manufacture in Belarus and sell their goods in Russia, the higher cus-
toms tariffs paid at the external" Belarusian border would bring down any net prof.
it. Further, in August, the Belarusian Government introduced a 20 percent import
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VAT to be paid at the border on virtually all incoming goods. The government tem-
porarily rescinded it in September on certain raw materials used by local manufac-
turers.

Frequent changes in the array of taxes on profits, property, land, fuel, natural re-
sources, income, Chernobyl consequences, employment, social security and more
pose problems for businesspeople. Fines are often severe and the tax authorities are
entitled to keep a portion of them, providing incentive to find irregularities. A clause
in the Foreign Investment Act which entitles foreigners to a five year exemption
from new tax laws that are less favorable than those in place at the time of a firm's
registration is often disregarded by Belarusian authorities.

Pricing Policies: Prices were liberalized in the spring of 1995 in accordance with
an IMF stand-by agreement. Only utilities, public transportation, bread and a few
other food staples retain government price controls.

Regulatory Policies: The act of registering with the local authorities is often a sig-
niflcant obstacle for foreign and domestic businesses alike. Applications can lan-
guish unattended or be arbitrarily denied. Banking regulations authorize each legal
entity only one ruble account and one hard currency account. The tax authorities
have the right to freeze those accounts without warning when they suspect viola.
tions and the business entity may not open another bank account, even if the in-
spection/litigation process lasts several months. These situations especially cripple
foreigners' ability to conduct business and push many firms into operating in a gray
market by paying¶their employees in cash "bonuses" or finding other ways to cir-
cumvent tax andanking procedures.
4. Debt Management Policies

On September 12, after protracted negotiations, the IMF approved a $293 million
stand-by loan for Belarus. Earlier negotiations broke off in the spring of 1995, when
the IMF determined that Belarus had not lived up to its agreement for a stabiliza-
tion loan of $100 million granted at the end of 1994. The September stand-by loan
went forward because of Belarus' impressive macroeconomic stabilization record for
1995 and because of a tightly written agreement requiring Belarus to hit specific
reform benchmarks before each tranche of the loan can be released. The IMF's 1995
projection for servicing Belarus' extrnal debt of $2 billion will require 22.9 percent
of per capita GDP, or 6.9 percent of its exports.

The United States, European Union, various European countries and Japan pro-
vided nearly $300 million in balance of payments support for the IMF loan. The
U.S. Export-Import Bank does not provide direct loans to the Government of
Belarus, while the European Bank for Reconstruction and Development (EBRD) has
provided only a minimal amount. The EBRD is, however, financing several major
commercial and infrastructure improvement projects. The U.S. Government and
EBRD have capitalized investment funds of nearly $200 million targeted at small
and medium sized businesses. The World Bank is also active in Belarus, financing
telecommunications, construction and other projects. Ol1IC has begun to finance a
few Belarusian joint venture projects and provide political risk insurance. Belarus
was granted GATT observer status in 1992 and in November 1995 approved a
memorandum on the Republic's trade regime, the main document necessary to seek
admission to the World Trade Organization.
5. Significant Barriers to U.S. Exports

The Government of Belarus invited representatives of leading U.S. businesses to
meet with the President, Prime Minister and other Belarusian officials in Septem-
ber 1995 to discuss investment opportunities. As of late November, promised
changes regarding privatization, foreign ownership of property, free trade zones and
a foreign investment troubleshooting committee have not transpired. Currently for-
eigners may buy apartments and certain other real property, but they cannot pur-
chase land. They may only lease the land on which their property stands for a pe-
riod of up to 99 years.

Formal import licenses are required only for industrial waste and chemical fer-
tilizers. Certification of imported equipment in the communications and industrial
sectors can, however, be bureaucratically difficult. Complicated registration proce-
dures are required to engage in scrap metal trading, as the Belarusian government
seeks to discourage organized crime elements from engaging in this and other lucra-
tive trading operations.

Bureaucracy lack of infrastructure and complexities arising from the Customs
Union with Russia result in burdensome customs procedures. Commercial truckers
can wait at the borders from Poland and Lithuania for as long as three days. In
the summer of 1995 Belarus introduced a fee structure for any vehicle entering from
abroad, whether driving to or through Belarus. Private cars are assessed $20, while

I
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buses and heavy trucks have to pay between $100 and $160 for using Belarusian
roads.
6. Export Subsidies Policies

There are no overt export subsidies policies on the part of the Belarusian govern-
ment. However, there are indirect subsidies to many state owned enterprises, most
of which export their products. Under governmental pressure, the National Bank
and commercial banks-have been required toprovide loans to these enterprises at
less than the commercial lending rate. The IMF is urging cessation of these indirect
subsidies. Another instance of an indirect export subsidyminvolved the Minsk Tractor
Factory. Because of hyperinflation and rapid devaluation of the Belarusian ruble in
1994, a deal negotiated at the current ruble rate in the summer of 1994 to sell
12,000 Belarusian tractors to Pakistan resulted in a loss of approximately $5,000
per tractor as the tractors were delivered in 1995..The Belarusian government had
to absorb the loss to the state owned factory. Subsidies to state owned enterprises
are a legacy of the Soviet past aimed at maintaining production and employment
and are not directly intended to support exports.
7. Protection of U.S. Intellectual Property

Intellectual property rights are poorly understood and not well protected in
Belarus, although some progress is being made. Belarus is awash in pirated copies
of video audio and printed materials, as well as computer software. Belarus' draft
law on intellectual property has been endorsed by the World Intellectual Property
Organization (WIPO). Belarus will join the Berne Convention for the Protection of
Literary and Artistic Works and the Geneva Phonogram Convention, following adop.
tion of the bill. Belarus is also a member of the Paris Convention for the Protection
of Industrial Property. In addition, Belarus is a member of the Universal Copyright
Convention signed in the early 1950s by the Soviet Union.

Enforcement of these conventions has thus far proven weak, and membership has
not generated sufficient momentum among Belarus officials to adequately protect
patents and copyrights. Belarus passed a law on trademarks and service marks,
both of which appear to be adequately protected. No data is available to estimate
losses to United States firms as a result of video, audio and software pirating, most
of which appears to come from Russia and Asia.
8. Worker Rights

a. The Right of Association.-The constitution upholds the right of workers, except
state security and military personnel, to form and join independent unions on a vol-
untary basis and to carry out actions in defense of worker rights, including the right
to strike. However, these rights are not generally recognized in practice.

Several independent trade unions exist, but most are in the earl stages of devel-
opment. The two major independent unions are the Free Trade Union of Belarus
(SPB) and the Belarusian Independent Trade Union (BNP). The two formed the
Congress of Free Trade Unions of Belarus, which coordinates the activities of over
16,000 members and serves as a resource center for the free trade union movement.
The largest trade union remains the Belarusian branch of the former U.S.S.R.'s All
Union Central Council of Trade Unions, which has five million members. It is not
yet considered to be completely independent of the government.

b. The Right to Organize and Bargain Collectively.--Legislation dating from the
Soviet era provides for the right to organize and bargain collectively. Since the econ-
omy is still largely in the hands of the state, unions usually seek redress at the po.
litical level. Workers and independent unions have recourse to the court system,

c. Prohibition of Forced or Compulsory Labor.-The 1994 constitution prohibits
forced labor, and it is not known to occur.

d. Minimum Age for Employment of Children.--Current labor law establishes 16
years of age as the statutory minimum age of employment. With the written consent
of one parent (or legal guardian), a child-of 14 years may conclude a labor contract.
Reportedly, the procurator general's office enforces this law elTectively.

e. Acceptable Conditions of Work.-The President's administration sets the mini-
mum wage, which is currently 60,000 rubles (less than $3.00). It must be periodi-
cally adjusted for inflation, but because the rate of inflation has fallen dramatically
in 1995, there has only been one n Uustment. The labor code sets a limit of 40 hours
per work week and provides for a;least one 24 hour rest period per week. Because
of the difficult economic situation an increasing number of workers find themselves
working less than 40 hours per week. Often factories require workers to take unpaid
furloughs due to shortages of raw materials and energy, and lack of demand for fac-
tory output.

The law establishes minimum conditions for workplace safety and worker health;
however, these standards are often ignored. Workers at many of Belarus' neavy ma-
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chinery plants do not even wear minimal safety gear syr.h as gloves, hard hats or
welding glasses. A state labor inspectoratA exists but does not have the authority
to enforce compliance, and violations are often ignored.

f. Rights in Sectors With .S. Investment.-There is no large scale U.S. invest-ment fin Belarus at this time, although some major companies are currently con-
templating multi-million dollar investments. The Cabinet of M terms passed de-
cree in the spring of 1995 removing workers' right to strike in certain sectors of the
economy, such as transport, deemed vital to the state. Aside from this, the Embassy
is not aware of sectors in which worker rights are significantly less protected than
in others.

Data on U.S. investment in Belarus is not available.

BELGIUM

Key Economic Indicators
[Millions of U.S. dollars, except per capita GDP)

1993 1994 19961

Income, Production and Employment:
Real GDP (at 1985 prices)2 .................................. 162.1 172.4 200.9
Real GDP growth (percent) ................................. - 1.3 2.2 2.3
GDP (at current prices)s ..................................... 206.4 226.3 267.8
GDP by Sector ...................................................... N/A N/A N/A
Real per capita GDP (US$, 1985 prices) ............ 16,210 17,170 20,092
Labor Force (000s) ............................................... 4,266 4,285 4,298
Unemployment Rate (percent) ............................ 8.8 10.2 10.2

Money and Prices (annual percentage change):
Money Supply (MI) .............................................. 40.7 43.7 50.3
Base Interest Rates ............................................. 7.2 7.7 8.3
Personal Saving Rate .......................................... 21.9 21.3 20.8
Retail Inflation ........ ......................... 2.6 1.8 1.7
Wholesale Inflation .............................................. 0.2 1.5 1.0
Consumer Price Index ......................................... 2.7 1.9 1.7
Exchange Rate (BFLS$) ..................................... 34.6 33.4 29.5

Balance of Payments and Trade:
Total Exports FOB ............................................... 111.3 115.6 139.0

Exports to US .................................................. 4.9 6.8 6.4
Total Imports CIF4 .............................................. 114.7 117.5 141.3

Imports from U.S .............................................. 5.2 6.1 7.5
External public debt ............................................ 43.9 40.4 42.0
Gold and Foreign Exchange Reserves ................ 21.0 20.7 23.1
Trade Balance 4 .......................... .. . . .. . . .. . . .. . . .. . . .. . . ..  -3.4 -1.9 -2.3

Balance with U.S .............................................. -0.3 -0.4 - 1.1
11996 figures are all estimates baaed an monthly data available in October 1996.
SGDP at factor ot.
sFigures are actual, average annual interest rates.
4Merchandise trade.

1. General Policy Framework
Belgium possesses a highly developed market economy, the tenth largest among

the OECD industrialized democracies. The service sector generates more than 70
percent of GDP, industry 25 percent and agriculture two percent. Belgium ranked
as the ninth-largest trading country in the world in 1994, with exports and imports
each equivalent to about 65 percent of GDP. Three-quarters of Bel ium's trade is
with other European Union (EU) members. Only five percent is with the United
States. Belgium imports many basic or intermediate goods, adds value, and then ex.
ports final products. The country derives trade advantages from its central geo-
graphic location, and a highly skilled, multilingual and industrious workforce. Over
the past 30 years, Belgium has enjoyed the second-highest average annual growth

Sproductivity amon OECD countries (after Japan).
Trughout the lae 1970's and the 1980's, Belgium ran chronic budget deficits,

leading to a rapid accumulation of public sector debt, By 1992, debt was equal to
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127 percent of GDP. Because of the high Belgian savings rate, Belgium has largely
financed its budget deficits from domestic savings, Foreign debt represents less than
15 percent of the total and Belgium is a net creditor on its external account.

Belgium's macroecnomic policy since 1992 has aimed at reducing the deficit to
3.0 percent of GDP and reversing the growth of the debt/GDP ratio in order to meet
the criteria for participation in Economic and Monetary Union (EMU) set out in the
EU's Maastricht Treaty. Since 1992, the Belgian government has implemented
budgetary austerity measures worth more than $20 billion, or about 8.0 percent of
GDP. Even though 75 percent of these measures were revenue increases rather than
expenditure cuts they had the advantage of being mostly structural in nature, as
opposed to one-time measures. The deficit declined to 5.3 percent of GDP in 1994
and is budgeted at 4.4 percent of GDP in 1995. The government's 1996 budget, pre.
sented in October 1995, provides for a 3.0 percent deficit and a reduction in the
debt/GDP ratio to 131 percent (from a 1994 peak of 137 percent). Belgium has vir.
tually no chance of reaching the Maastricht Treaty debt/GDP target of 60 percent,
but expects to demonstrate sustained progress towards the target in order to qualify
for early MU membership.

Belgium's recession in 1993 was the most severe in the EU after Germany's. The
budget measures adopted by the government in 1992 and subsequent years have im-
pos4d a drag on the economy's recovery estimated at a reduction in GDP growth
rates of between 0.2 and 0.5 percent. Unemployment remains stubbornly high at ten
percent of the workforce (by EU and OECD standardized definitions) due to the slow
"pace of the recovery, high labor costs (especially non-wage costs) and structural mis-
matches in skills and the geographic distribution of labor and employment opportu-
nities.

In 1993 Belgium completed its process of regionalization and became a federal
state consisting of the three regions of Brussels, Flanders and Wallonia. Each region
was given substantial economic powers, such as trade promotion, industrial develop.
ment, research and environmental regulation.
2. Exchange Rate Policies

Belgian monetary policy basically shadows German interest rates closely in order
to keep the Belgian Franc (BF) close to its central parity with the Deutsche Mark
(DM) within the European Monetary System's Exchange Rate Mechanism (ERM).
Since 1990, the National Bank of Belgium (NBB) has sought to keep the BF within
a plus or minus 0.3 percent band around the central parity of the DM, a much nar-
rower band than what the ERM required. The result has been low inflation (even
below Germany's level) and a much-reduced interest rate premium over German
bonds.

The near collapse of the ERM in July 1993 placed enormous pressures on this
"strong franc" policy as currency traders focussed on Belgium's high debt and budg-et imbalance. The NBB and government used high short-term interest rates
jawboning and currency market interventions to support the BF. Although the BP
slipped by about seven percent against the central parity rate with the DM, it re-
gained its parity by late 1993. Since then, the BF has remained within two percent
of its DM parity. This has meant an appreciation of the BF against the U.S. dollar
and weaker European currencies. Belgian manufacturers have complained about the
impact of the BF's appreciation on their competitiveness, particularly compared to
woak-currency Europeans such as Spain and Italy.
3. Structural Policies

Belgium is a very open economy, as is witnessed by its high levels of exports and
imports as a ratio to GDP (65 percent each). Belgium does not discriminate between
foreign and domestic investors. Belgium generally discourages protectionism. The
federal government actively encourages foreign investment on a national treatment
basis.

Tax policies: Belgium's tax structure was substantially revised in 1989. The top
marginal rate on personal income is still 55 percent. Corporations are taxed on in-
come at a standard rate of 39 percent. Small companies pay a rate ranging from
29 to 37 percent. Branches and foreign offices are taxed on total profits at a rate
of 43 percent, or at a lower rate in accordance with the provisions contained in a
double taxation treaty. Under the present bilateral treaty between Belgium and the
United States, that rate is 39 percent. Despite the reforms of the past five years
the Belgian tax system is still characterized by relatively high marginal rates and
a fairly narrow base resulting from numerous exemptions. While indirect taxes are
lower than the EU average, both in relation to GDP and as a share of total reve-
nues, personal income taxation and social security contributions are particularly
heavy. Total taxes as a percent ofGDP are the fifth highest among OECD countries.

m m U
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Taxes on capital are by comparison quite low: in October 1995, the Belgian govern-
ment reduced the tax rate on interest incojne to 15_percent, while maintaining the
tax rate on dividends at 25 percent for residents. There is no tax on capital gains.

The United States and Belgium have a treaty avoiding double taxation for U.S.
companies operating in Belgium. Known as the "circular regime", it grants certain
major exemptiorns from Belgian taxation and has been considered generally satisfac-
tory by the American business community in Belgium.

Regulatory policies: The only areas where price controls are effectively in place
concern energy, household leases and the price of pharmaceuticals. With the pos.
sible exception of the latter, none of these has any significant impact on U.S. busi-
ness in Belgium.
4. Debt Management Policies

Belgium is a member of the G-10 group of leading financial nations, and partici-
pates actively in the IMP, the World ank, the EBRD and the Paris Club. Belgium
is also a significant donor nation, and it closely follows development and debt issues
particularly with respect to Zaire (#here development aid flows are still frozen) and
some other African nations.

Belgium is a net external creditor, the household sector's foreign assets growth
exceeding the external debts of the public and corporate sectors. Only about 15 per-
cent of the Belgian goverment's overall debt is owed to foreign creditors. Moody's
top Aal rating of the country's bond issues in foreign currency fully reflect Bel.
gium's integrated position in the EU, its significant improvements in fiscal and ex.
ternal balances over the past few years, its economic union with the financial power-
house Luxembourg, and the slowdown in external debt growth. The Belgian govern-
ment does not experience any major problems in obtaining new loans on the local
credit market. Because of the reform of monetary policy in 1991, as well as greater
independence granted in 1993 to the National Bank of Belgium, direct financing in
Belgian francsby the Treasury through the central bank has become impossible.
5. Significant Barriers to U.S. Exports

From the inception of the EU's single market, Belgium has implemented most,
but not all trade and investment rules necessary to harmonize with the rules of
the other EU member countries. Thus, the potential for U.S. exporters to take ad-
vantage of the vastly expanded EU market through investments or sales in Belgium
has grown significantly.

Some bamers to services and commodity trade still exist,however, including:
-Telecommunications: The Federal government is gradually opening up the

traditionally monopolistic telecom sector. In July 1995, a second cellular li-
cense was issued. That same month, the government decided to open up to
49 percent of Belgacom, the public telephone operator, to privatization
through sale to a foreign partner. However foreign suppliers of equipment
still complain that theyface an unequal battle with the national champions."
There is also a dispute regarding the directory costs Belgacom charges pub-
lishers for access to the necessary subscriber data.

-Ecotaxes: The Belgian government has passed a series of ecotaxes, in order
to redirect consumer buying patterns away from environmentally damaging
materials. These taxes will raise costs for some U.S. exporters, since U.S.
companies selling into the Belgian market must adapt to the phased-in imple-
mentation of these taxes, which may add more costs to U.S. producers forced
to adapt worldwide products to varying EU environmental standards.

-Opening the retail service sector to US. firms: During the last two years, the
large U'S. retail chain, Toys R Us, has experienced considerable difficulties
in obtaining permits to open outlets in Belgium. Current legislation is de-
signed to protect the small shopkeeper in Belgium and has a decidedly
nontransparent and protectionist bent. While Belgian retailers also suffer
from the same restrictions, their existing sites give them strong market share
and power in local markets.

--Military offset programs: Belgian military procurement programs frequently
contain offset clauses, whereby a certain amount of the contract needs to be
performed in Belgium, either directly (i.e. direct compensation on the sale) or
indirectly (i.e. by giving Belgian firms a share of unrelated contracts). The off.
set programs are complicated because of the required regional breakdowns: 53
percent must go to Flanders, 38 percent to Wallonia and 9 percent to Brus-
sels. In February 1995, a special commission of the Belgian&Chamber of Rep-
resentatives approved the continuing practice of military offset programs, al-
beit under the condition of a stricter control by parliament.
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-Broadcasting and Motion Pictures: Belgium voted against the EU broadcast.
ing directive (which requires a high percentage of European programs) be.
cause its provisions were not, in the country's view, strong enough to protect
the fledgling film industry in Flanders. The Flemish (Dutch-speaking) region
and the facophone community of Belgium have local content broadcasting
requirements for private television stations operating in those areas. The EU
has taken the Walloon and Flemish communities to the European Court of
Justice concerning these requirements. TNW cartoons still has judicial prob.
lems in distributing its signal in Belgium, while NBC and Viacom, via their
majority interest in the TV4 channel, face similar problems with broadcasting
authorities in Flanders.

6. Export Subsidies Pobicies
There are no direct export subsidies offered by the Belgian government to Indus-

trial and commercial entities in the country, but the government (both at the federal
and the regional level) does conduct an active program of trade promotion. This
trade promotion activity (subsidies for participation in foreign fairs and the compila-
tion of market research reports), together with a social expenditure break (a reduc.
tion of social security contributions by employers, and generous rules for cyclical
layoffs) are offered to both domestic and forein-a.wned in export sectors, and they
may come close to the definition of a subsidy in the case of a company engaged in
exporting.
7. Protection of U.S. Intellectual Property

Belgium is party to the major intellectual property agreements, including the
Paris Convention, Berne and Universal Copyright Conventions, and the Patent Co.
operation Treaty. Nevertheless, an estimated 20 percent of Belgium's video cassette
and compact disc markets are composed of pirated products. For software, the fig-
ures of pirated copies has dropped from 58 to 46 percent in one year, still represent.
inga loss of $700 million to rights holders.

Copyright: On June 30, 1994, the Belgian Senate gave its final approval to the
revised Belian copyright law. National treatment standards were introduced in the
blank tape-levy provisions of the new law, replacing reciprocity standards, which
would have denied payments to U.S. firms. Problems regarding first fixation and
non-assignability were also solved. The final law states that authors will receive na-
tional treatment, and allows for sufficient maneuverability in neighboring rights.
The most recent estimate is that U.S. authors and producers will receive some $6
million annually from the proceeds of the blank tape levy in Belgium.

Patents: A Belgian patent can be obtained for a maximum period of twenty years
and is issued only after the performance of a novelty examination.

Trademarks: The Benelux Convention on Trademarks established a joint process
for the registration of trademarks for Belgium, Luxembourg and the Netherlands.
Product trademarks are available from the Benelux Trademark Office in The
Hague. This trademark protection is valid for ten years renewable for successive
ten-year periods. The Benelux Office of Designs and Model4 will grant registration
of industrial designs for 50 years of protection. International deposit of industrial
designs under the auspices of the World Intellectual Property Organization (WPO)
is alo available.
8. Worker Rights

a. The Right of Association.-Under the Belgian constitution, workers have the
right to associate freely. This includes freedom to organize and join unions of their
own choosing. The government does not hamper such activities, and Belgian work-
ers in fact fully and freely exercise their right of association. About 60 percent of
Belgian workers are members of labor unions. This number includes employed un-
employed and retired workers. Unions are independent of the government, but have
important links with major political parties. As the government does not require
unions to register, there are no prohibitions against anti-union actions before reg.
istration. Unions have the right to strike and strikes by civil servants and workers
in "essential' services are tolerated. Also, Belgian unions are free to form or join
federations or confederations and are free to affiliate with international labor bod-
ies. However, the International Confederation of Free Trade Unions (ICFTU) in
1995 noted that *the right to strike was being increasingly undermined by employ-
ers and the judiciary." The ICFTU cited an increasing tendency over the last few
years for employers to seek the intervention of the courts in order to ban strikes
or break up picket lines." It is easier today to get an injunction against a strike if
it can be sown to a judge's satisfaction that violence or an infringement of private
property has occurredin-the course of a strike.
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Sb. The Rigt to Organize and Bargain Collectively.-The right to organize and

bargain collectively is recognized, protected and exercised freely. Every other year,
the-Belgian business federation and unions negotiate a nationwide collective bar.
gaining agreement covering 2.4 million private-sector workers, which establishes the
framework for negotiations at plants and branches. Public sector workers also nego-
tiate collective bargaining agreements. Collective bargaining agreements apply
equally to union and non-union members, and over 90 percent of.Belian workers
are covered by collective bargaining agreements. The law prohibits discrimination
against organizers and members of unions, and protects against termination of con.
tracts of members of workers' councils, members of health and safety committees,
and shop stewards. Effective mechanisms such as the labor courts exist for adju-
dicating disputes between labor and management. There are no export processing
zones.

c. Prohibition of Forced or Compulsory Lbor.--Forced or compulsory labor is file.
gal and does not occur. Domestic workers and all other workers have the same
rights as non-domestic workers. The government enforces laws against those who
seek to employ undocumented foreign workers.

d. Minimum Age for Employment of Children.-The minimum age for employment
of children is n16,bt schoohng is compulsory until the age of 18. Youth between
the ages of 15 and 18 may participate in part-time work/part-time study programs,
but may not work full time except on limited duration summer-labor contracts of
up to 30 days. The labor courts effectively monitor compliance with national laws
and standards. There are no industries where any significant child labor exists.

e. Acceptable Conditions of Work.-In June 1995, the monthly national minimum
wage rate for workers over 21 was set at 43,318 Belgian francs (U.S. dollars 1,494).
The Ministry of Labor effectively enforces laws regarding minimum wages, overtime
and worker safety. By law, the standard workweek cannot exceed 40 hours and
must at least have one_24-hour rest period.

f. Rights in Sectors With U.S. Investment.-U.S. capital is invested in many sec-
tors in Belgium. Worker rights in these sectors do not differ from those in other
areas.

Extent of Ua. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catepry Amount

Petroleum ................................................................................. 318
Total M anufacturing ............................................................... 7,108

Food & Kindred Products......................... 654
Chemicals and Allied Products..................... 4,657
Metals, Primary & Fabricated ............................................ 188
Machinery, except Electrical .............................................. 71
Electric & Electronic Equipment ....................................... 177
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... (1)

W holesale Trade ...................................................................... 1,816
Banking .................................................................................... 245
Finance/Insurance/Real Estate .............................................. 3,175
Services .................................................................................... 1,260
Other Industries ...................................................................... 43
TOTAL ALL INDUSTRIES .................................................... 13,966

I Suppmeemd to avod disecloing data .f individual companies.
Source: U.S. Department d Commerme, Burmu of Economic Analysi&

BOSNIA.HERZEGOVINA

With the Dayton Peace Accords, Bosnia-Herzegovina ended its civil war and
agreed to the outline of a governing structure for the future. To this day, however,
Bosnia remains a war torn country with little economic activity beyond smuggling
distribution of humanitarian supplies and weapons production. Bosnia conducted
virtually no trade with the United States in 1995.
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War damage continues to hamper economic activity. A reported 40 percent of

Bosnia's brldes have been destroyed, along with 35 percent of its roads and 50 per-
cent of its power stations and telecommunications facilities. Reconstruction work
will require up to five billion dollars over the next three years.

Prospects for the future have improved dramatically since the initialing of the
Duton Peace Accords. Much work remains to be done, however, before Bosnia ac-
counts for more than a tiny fraction of U.S. trade. First sound institutions will have
to be created to provide a structure for economic development. Second, macro-
economic policy will have to be managed carefully in order to accommodate massive
infusions of predicted economic aid without fuelling inflation. Third, the Bosnians
will have to accept fundamental economic reform and agree to a restructuring of
their Socialist-vintage economy.

If Bosnia is successful in maintaining economic control and proceeding with re.
form, pros$ for rapid growth are evident. It is possible to project even double
digit growth of GDP over te next several years. Much depends on the stated will.
ingness of a number of international donors to contribute to Bosnian reconstruction.

Data on key economic indicators and U.S. investment in Bosnia-Herzegovina is
not available.

BULGARIA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

. 1993 1994 19961

Income, Production and Employment:
Real GDP (1993 prices)23 .. . . .. . .. . .. . .. . ................... 10,812 10,981 11,200
Real GDP Growth (percent) 3 ',............................ -2.0 1.4 2.4
GDP (at current prices) 8 '4................................... 10,812 10,018 11,275
GDP by Sector:.2a34

Industry ............................................................. 4,236 3,607 4,047
Agriculture ........................................................ 1,082 1,127 1,265
Trade and Services ........................................... 5,336 4,635 5,200

Real Per Capita GDP (1993 USD) 3  .. . . . . . . . . . . 1,285 1,297 1,318
Labor Force (000s) 2 s ........................................... 3,787 3,827 3,804
Unemployment Rate (percent)2 3 ......... . .. . .. . . .. . .. . .  15.8 14.1 11.9

Money and Prices:
Money Supply (M2, percent growth)23 .............. 52.8 78.6 55
Base Interest Rate's5 ..................... .. .. . .. . .. . . .. . .. . . .. .  48.2 63.8 50
Retail Inflation23 . . . . . . . . . . . . . . . . . . . .. . .  . 63.9 121.9 35
Consumer Price Index'2 (Dec. 1992= 100) ......... 164 363.9 491.3
Producer Price Index (industrial) (Dec.

1992=100) .......................................................... 124.9 256.4 N/A
Exchange Rate (LeviUS$-annual average):.

Official............................. .27.6 54.2 66.7
Parallel .............................................................. 28.7 56.4 69.4

Balance of Trade and Payment&s-'3 '
Total Exports (FOB) ............................................ 3,913 4,156 4,600

Exports to U.S.................................................. 115 195 310
Total Imports (FOB) ........................................... 5,311 4,316 4,468

Imports from U.S .............................................. 159 118 160
Aid from U.S. (Fiscal Year) ................................. 45.9 43.0 42.7
Aid rIm Other Countries (including inter-

national finaii-oa institutions) ........................ 154 1,097 N/A
External Public Debt ('094, billions) ................... 12.5 10.4 10.3
Annual Debt Service Paid7 . ........ 88.8 850 275
Gold and Foreign Exchange Reserves (US1 bil-
lions)................................ 1.5 1.0 1.5

Trade Balance ...................................................... - 1,o * - 159.5 132
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Key Economic Indicators-Continued
[Millions of U.S. dollars unless otherwise noted]

1,998 1994 1996'z

Balance with US8 .............................................. 43.4 77 150
M196 ,i res ar estimates for yw..ud.g overnment of Bulgai.afmbasey etim"t

4InterngtJOW FlngngalInottuims.NBM bask (lomberd) roanctng re(period average .
"Rate deprecated ftm 32.7:1 to 66 from January 1o December 1994.
719956 uri fei first &Ax months.

1. General Policy Frmework
Bulgaria is a parliamentary republic ruled by a democratically elected govern.

ment. It ham successfully conducted several rounds of democratic elections since
1989, including the country's first direct presidential elections in 1992. Bulgaria's
transition to a market economy continued during 1995, albeit slowly and against po.
litical and social resistance. Alter several years of weak technocratic government in
the country, the Bulgarian Socialist Party (BSP - successor to the Communist
Party) won an outrgt majorit in the parliamentary elections of December 1994.
Under the leadership of Prime Minister Zhan Videnov, the BSP government has fo-
cussed on managing the economic situation with the state taking a more active role
than under previous governments. The Vldenov government has progressed slowly,
but important economic legislation has been promulgated, and the government has
pushed forward with the mass privatization program. Having bottomed out in 1994,
Bulgaria's economy appears to be rebounding, with 2.4 percent growth forecast for
1995, and is expected to gain momentum well into 1996. Unemployment also de.
clined in 1995 but is unlikely to fall much further. Bulgaria is recovering somewhat
from multiple blows to its terms of trade in the early 1990s.

Inflation exploded to 122 percent in 1994, fuelled primarily by a price policy that
suppressed increases but raised inflationary expectations. The imposition of the
vale-added tax in April 1994 precipitated further inflationary pressures. Inflation
rates dropped during the first eight months of 1995, although September's monthly
inflation umped to 4.8 percent after the government increased energy prices by 25
percent on September 1, and 1995 annual inflation is expected to fall in the range
of 35-40 percent. The Bulgarian National Bank (BNB) is pursuing a moderately re-
strictive monetary policy to maintain exchange rate stability and control inflation.

The rapid depreciation of the Bulgarian lev in foreign exchange markets early in
1994.significantly boosted the lev value of foreign-currency accounts, thereby in.
creasing the money su pply. The lev/dollar rate stabilized during 1995 and the -BNB
was able to reduce interest rates while controlling commercial bank liquidity
through changes in reserve requirements using open market operations to sterilize
foreign exchange inflows. However, the bNB's failure to deal with the precarious
condition of two troubled state banks remains a serious concern. Despite stagnation
in the standard of living during 1995, exports of U.S. consumer goods to Bulgaria
have risen, given the relative weakness of the dollar versus European convertible
currencies.

Although the government came close to achieving its IMF-agreed 1994 budget def-
icit targe t of 6.5 percent of GDP (unofficial estimates place the deficit at 6.7 percent
of GDP), there is some skepticism that it will be able to keep to the ambitious 1995
target of 5.7 percent. As of mid-year, actual revenues, especially those from the
VAT, were significantly below 1995 budget projections. The VAT and excise taxes
continue to be the government's most lucrative taxes, while revised income and prof.
its tax bills have yet to be passed by Parliament. The government financed the defi-
cit through a combination of central bank borrowing and treasury bill sales.

In 1994, Bulgaria rescheduled its 1993 and 1994 maturities with the Paris Club
(official creditors) and restructured $8.1 billion in commercial (London Club) debt,
resulting in a 47 percent reduction. Bulgaria received $334 million from the Inter-
national-Monetary Fund (IMF) in 1994 as a result of a stand-by agreement, but
agreement has not been reached in 1995 on the terms of a fourth stand-by arrange-
ment. There will be a mounting need for Bulgaria to reach agreement as external
debt servicing payments rise sharply beginning in 1996.

Structural reforms necessary to underpin macroeconomic stabilization were not
pursued vigorously during 1995. Restitution of urban shops and houses had already
put capitalinto the hands of many ordinary Bulgarians, helping fuel rapidly grow-

s1rvice and consumer goods sectors. Preparations for mass (voucher) privatiza.

22-970 96-6
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tion were being finalized at the end of 1995, but "cash" privatization of state-owned
industry continued to move slowly. In the spring controversial amendments to the
1992 Land Law threatened to further delay the break-up of state-organized collec-
tive farms, but many provisions were struck down by the Constitutional Court. The
BSP has indicated it Will reintroduce similar provisions; meanwhile, the restitution
process is still incomplete.

Bulgaria's association agreement with the European Union (EU) finally took effect
January 1 1994. An analogous agreement with the European Free Trade Associa-
tion (EfTA) entered into force in 1993. Bulgaria views eventual EU membership as
a key foreipolicy al, and was particularly concerned when the EU placed Bul-
garia on a "negative list" of countries for purposes of travel to the EU. Bulgaria con-tinues to pursue its objective of acceding to the World Trade Organization, but nego-
tiations were still not concluded by the end of 1995. The Bilateral Investment Trea-
ty with the United States was ratified by the US. Senate and took effect in June
1994. A bilateral treaty for avoidance of double taxation remains in limbo, pending
enactment of tax reform legislation by Bulgaria.

2. Exýchange Rate Policies
After several years of remarkable stability, and even significant real appreciation

given inflation in August 1993 the Bulgarian lev began to fall in foreign exchange
markets. The Lev depreciated from 32.7 to 66 per U.S. dollar between December
1993 and December 1994, with a particularly dramatic fall in March 1994. The lev/
dollar rate has been fairly stable in 1995, with some slight depreciation in the third
quarter.

The BNB sets an indicative daily U.S. dollar rate for statistical and customs pur-
poses, but commercial banks and others licensed to trade on the interbank market
are free to set their own rates. A parallel market operates openly offering about a
four percent premium. For goods such as autos and some machine tools, the United
States remains largely price competitive with Western Europe and Japan.

Only some of the commercial~banks are V, nsed to effect currency operations
abroad. Companies may freely buy foreign exchange for imports from the interbank
market. Companies are required to repatriate, but no longer to surrender, earnedforeign exchange to the central bank. Bulgarian citizens and foreign persons may
also open foreign currency accounts with commercial banks. Foreign investors may
repatriate 100 percent of profits and other earnings, except that profits and divi-
dends derived from privatization transactions in which Brady bonds were used for
half the purchase price may not be repatriated for four years, and initial capital for
ten years. Capital gains transfers appear to be protected under the revised Foreign
Investment Law; freeand prompt transfers of capital gains are guaranteed in the
Bilateral Investment Treaty. A permit is required for hard currency payments to
foreign persons for direct and indirect investments and free transfers unconnected
with import of goods or services.
3. Structural Policies

Bulgaria's new market-oriented legal structure does not inhibit U.S. exports,
which are more affected by the government's tight monetary policy and Bulgaria's
isolation from trade financing. The enactment of an up-to-date Bankruptcy Law in
1994 was a significant step in bringing Bulgaria's Commercial Code up to inter-
national standards. However, the law is not being duly applied, as banks are hesi-
tant to initiate proceedings against large state-owned companies for fear of causing
their own insolvency or creating a domino effect on other companies. .Moreover, no
reorganizations have yet been completed; judges and courts have no prior experience
in company reorganizations and there is an absence of trained professional trustees.
In general, implementation of reforms is hindered by slow decision-making, par-
liamentary delays (despite the presence of a BSP majority), tend bureaucratic red

he Videnov government has nevertheless promulgated some important if at
times controversial legislation: the Law on Securities, Stock Exchanges and Invest-
ment Companies (which is likely to lead to the formation of a single state-run stock
exchange); Law on.Prices (whose effect is still undeLernined but could bring about
more price control); Law on Concessions (which lacks provisions for grandfathering
existing activities); amendments to the Law on Customs; amendments to the Regu-
lations on the Application of Decree Number 56 on Business Activity; and amend-
ments to the Penal Code. The government has also pushed forward with the mass
privatization program, patterned on the Czech voucher system. After lengthy delays,
the program was close to implementation in November 1995. To date, market pri-
vatization has stagnated, although the government has developed an ambitious plan
to accelerate the process. The government program calls for the privatization of 618
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enterprises (20 percent) by the end of 1995; only 110 transactions were completed
by mid-year. Until privatization is well rooted, one can expect a certain unpredict.
ability in commercial dealings.

With the implementation of the new 18 percent unified-rate VAT in 1994, Bul.
garia took a significant step in reforming its tax system. However, the revised In.
come and Profifs Tax laws still have not been adopted by Parliament. While average
tax rates are relatively low according to the IMF, U.S. experts believe that marginal
tax rates are too high to stimulate the economy.
4. Debt Management Policies

Bulgaria's former Communist regime more than doubled the country's external
debt from 1985 to 1990. With more than $10 billion outstanding, the government
declared a debt service moratorium in March 1990. Bulgaria continued to service
three small convertible-currency bond issues, and resumed partial servicing of its
debt in late 1992.

In April 1994, Bulgaria rescheduled its official ("Paris Club") debt for 1993 and
1994. In June of that year, it concluded a Brad plan-type ageement to reschedule
$8.1 billion of its debt to commercial creditors ("London Club"). This agreement re-
duced Bulgaria's commercial debt by 47 percent. Even with this debt reduction,
however, Bulgaria will be challenged to meet its total debt service requirements be.
ginning in 1996. In addition to its external debt (which totaled over $10 billion at
the endof 1994), Bul1ria's growing domestic debt burden has been estimated at
close to one-half of GDw.

After protracted negotiations, the IMD approved a one-year standby agreement/
structural transformation facilty of approximately $410 million for Bulgaria in Feb-
ruary 1994. To support the IMF stabilization program, the G-24 countries pledged
$330 million in balance of payments support for 1994. Bulgaria also complied with
the final conditions of its World Bank structural adjustment loan, permitting the
release of the $100 million second tranche and $100 million in Japanese matching
funds. IMF funds were used to cover a portion of the initial payment of Bulgaria's
London Club rescheduling. However, Bulgaria fell out of compliance with perform-
ance criteria, and IMW funding was discontinued after the third quarter of 1994.
The stand-by agreement expired in March 1995, and conclusion of a fourth stand-
by ar.ment is not expected until 1996. The IMF is seeking the reduction of Bul-
garia s internal deficit, liquidation of non-viable state enterprises, acceleration of
privatization, and restructuring of the banking sector. The IMF also maintains the
prerequisite that Bulgaria first reach agreement with the World Bank on structural
reform conditions for a Financial and Enterprise Structural Adjustment Loan
(FESAL).
5. Significant Barriers to U.S. Exports

Import licenses are required for a specific, limited list of goods. Among other's, the
list includes radioactive elements, rare and recious metals and stones, ready har.
maceutical products, and pesticides. The BuFgarian government has declared that it
grants licenses within three days of application, without fees, and in a non-discrimi-
natory manner. The U.S. embassy has no complaints on record from U.S. exporters
that the import-license regime has negatively affected U.S. exports. Armaments and
military-production technology and components also require import licenses and can
only be imported by compan-ies licensed by the government of Bulgaria to trade in
arms. Dual-use items are also controlled. (Prior to the dissolution of COCOM, Bul-
garia was granted "favorable consideration status," which means a presumption of
approval for COCOM applications and a shorter approval period. Bulgaria has ex-
pressed its interest in membership in the COCOM successor regime, the "New
Forum currently under negotiation.)

The Bulgarian government states that its system of standardization is in line with
internationally accepted principles and practices. Imported goods must conform to
minimal Bulgarian standards, but in testing and procedures imported goods are ac.-
corded treatment no less favorable than that for domestic products. The testing and
certification process generally requires at least two months. All imports of goods of
plant or animal origin are subject to veterinary and phytosanitary control, and rel.
evant certificates should accompany such goods.

Under the January 1992 Foreign Investment Law, Bulgaria grants national treat-
ment unless otherwise provided for by law or international agreement. Foreign in-
vestors may hold up to 100 percent of an investment. Foreigners may not own agri-
cultural land, real estate or natural resources, but may lease for up to 70 years.
Foreign persons may freely repatriate earnings and other income from their invest-
ments at the market rate of exchange. Although capital gains are less clearly cov-
ered in the law, Bulgaria committed itself to their free repatriation in the U.S.-Bul-
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garian Bilateral Investment Treaty signed in September 1992. However, in Feb-
ruary 1995, restrictions were enacted on the repatriation of profits and dividends
related to privatization transactions involving Brady bonds. Specifically, if Brady
bonds were used for half the purchase price, profits and initial capital may not be
repatriated for a period of four years and ten years, respectively. Since the 1993 re-
peal of special tax Incentives, foreign investors have been subject to the same 40
percent profits tax as Bulgarian enterprises.

Foreign investors are required to obtain a license to own or have controlling inter.
est in banking or insurance; in firms manufacturing arms, ammunition, or military
equipment; in so-far unspecified geographic areas- and in research, development and
extraction of natural resources. We undertand that a soon-to-be enacted arms and
dual use export control law will require that firms exporting arms and military
equipment from Bulgaria have majority Bulgarian ownership and control.

There are no specific local content or export-performance requirements nor spe-
cific restrictions on hiring of expatriate personnel, but residence permits are often
dilicult to obtain. Bulgaria committed itself in the U.S.-Bulgarian Bilateral Invest-
ment Treaty to international arbitration in the event of expropriation, disinvest.
ment, or compensation disputes.

U.S. firms complain that the inflexible or rigid enforcement of tax and other regu.
lations inhibits investment plans. Foreign investors also complain that massive tax
evasion b private domestic firms combined with the failure of the authorities to en.
force collection from large, often financially-precarious, state-owned companies
places the foreign investor at a real disadvantage.

There is no legal requirement for the Bulgarian government to procure only local
poods and services. Government procurement works mostly by competitively-bid
international tenders. There have been problems of lack of clarity in many tendering
procedures (e.g. the extension of the E-80 superhighway from Plovdiv to the Turk-
ish border). US. investors are also finding that in general neither remaining state
enterprises nor private firms are accustomed to corpetitive bidding procedures to
supply goods and services to these investors within Bulgaria.

Bulgana's new harmonized tariff schedule increased average tariffs, while reduc-
ing the overall range of tariff rates and eliminating spikes. Customs duties are paid
advalorem according to the tariff schedule. A one percent customs clearance fee is
assessed on all imports and exports. Bulgaria applies the single administrative doc.
ument used by European Community members. The import tax has been progres-
sively reduced to I percent in 1995 and is to be discontinued in 1996. An export
tax (on mainly agricultural products) was implemented in December 1994.

Imports from the United States are assessed at the most-favored-nation (MFN)
rate, and the U.S. Government has recommended to Congress Bulgaria's full "grad.
uation" from Jackson-Vanik requirements. Bulgaria's Association Agreement with
the European Union significantly lowered tariffs and modified quantitative restric-
tions on ds originating in the EU. U.S. exporters to Bulgaria frequently inform

s M , exports have been put at some price disadvantage by these changes.
The United States is seeking significant reductions in Bulgarian tariffs on U.S.
goods as part of Bulgaria's accession to the WTO.
6. Export Subsidies Policies

The Bulgarian government applies no export subsidies as such at the present
(though many state enterprises are indirectly subsidized with soft loans through the
banking system). However, the 1995 Law for the Protection of Agricultural Produc.
ers established a State Fund for Agriculture whose regulations give it the authority
to stimulate the export of agricultural and food products through export subsidies
or export guarantees.
7. Protection of U.S. Intellectual Property

The adoption in 1993 of new Patent and Copyright Laws brought the Bulgarian
IPR system up to international standards generally, but enforcement is seriously de-
ficient. In April 1995, following a government-to-government exchange of letters
with the United States, Bulgaria agreed to strengthen copyright protection and en-
forcement. Since thev, Bulgaria has become a signatory to the 1961 Rome Conven-
tion for the Protection of Performers, Producers of Phonograms and Broadcast Orga-
nizations (September 1995) and the 1973 Geneva Phonograms Convention (August
1995). Bulgaria also amended its Penal Code to criminalize pirating activities and
make them punishable *\ith imprisonment. Bulgaria's third major piece of IPR legis-
lation, the Trade Mark and Industrial Design Law, is in need of updating but con-
sidered adequate overall. A revision is expected during 1996. Production and trade
secrets are nominally protected under Art. 14 of the "Protection of Competition Act."
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Enforcement of IPR laws is problematic. Authorities have not established a record
of vigorous enforcement to make the laws credible, although the government is plan-
ning to create an interministerial committee to address copyright enforcement is-
sues and is working with private international IPR organizations. Video, compact
disci and computer program piracy have been widespread. Infringement of trade.

mars and trad dress is also a problem for many U7. consumer products manufac.
turers. While the law allows for confiscation of offending products, infringement is
deemed a misdemeanor under the Penal Code and subject to a nominal fine which
does not act as a deterrent. The US. embassy is not aware of any difficulties of U.S.
companies in obtaining and exploiting patent rights. A US. pharmaceuticals com-
pany encountered a violation of one of its transitional patents in the course of com.
pleting the drug registration process- the National Drug Institute and the Ministry
of Health have been taking ste to deregister the infringing product. In early 1995,
the International IntellectUal property Alliance estimated total 1994 trade losses for
the United States of $154.5 million due to piracy.
8. Worker Right

a. The Right of Association.-The 1991 Constitution guarantees the right of all
workers to form or Join trade unions of their own choice. -This right appears to have
been freely exercised in 1995. Estimates of the unionized share of the workforce
range from 30 to 50percent. Bulgaria has two large trade union confederations, the
Con-federation of Independent Trade Unions of Bulgaria (CITUB), and Podkrepa.
CITUB, the successor to the trade union controlled-by the former Communist re.
gime, which now operates as an independent entity. Podkrepa, an independent con-
feration created in 1989, was one of the earliest opposition organizations, but is
no longer a member of the Union of Democratic Forces (UDF). The two confed-
erations cooperate on some tactical issues,_particularly in the country's tri-partite
body, the National Tripartite Coordination Council (NTCC), which includes employ.
ers and government. In February 1995, a third trade union confederation, the Com-
munity of Free Union Organizations in Bulgaria (CFUOB), was admitted to the
NTCC; CITUB and Podkrepa filed a joint complaint to the International Labor Or-
ganization (ILO) against the Government's selection of the CFUOB as the labor del-
egate to the ILO's 82nd session. The Labor Code passed in December 1992 recog-
nizes the right to strike when other means of conflict resolution have been ex-
hausted, but "political strikes* are forbidden. Military, police, energy production and
supply, and health sectors are defined as essential services, and workers in these
sectors are restricted from strikin.

b. The Right to Organize and Bargain Collectively. -The Labor Code institutes
collective bargaining, which is practiced both nationally and on a local level. Only
the three members of the NTCC are authorized to bargain collectively. This led to
complaints by smaller unions which may in individual workplaces have more mem-
bers than either of of the NTCC members. Smaller unions also complained that they
are excluded from the NTCC.

c. Prohibition of Forced or Compulsory Labor.-Many observer agreed that the
practice of shunting minority and conscientious-objector military draftees into work
units which often carry out commercial construction and maintenance projects is a
form of forced labor.

d. Minimum Age for Employment of Children.-The Labor Code sets the minimum
age for employment of children at 16, and 18 for dangerous work. Employers and
the Ministry of Labor and Social Welfare are responsible for enforcing these provi.
sions. While child labor laws are enforced well n the formal sector, underage em-
ployment is increasing in the informal and agricultural sectors as collective farms
are broken up and the private sector continues to grow.

e. Acceptable Conditions of Work.-The national monthly minimum wage was ap-
proximately $38 (2,555 leva) at the end of 1995. The minimum wage was not enough
to provide a wage earner and family a decent standard of living. The Constitution
stipulates the right to social security and welfare aid and assistance for the tempo-
rarily unemployed, although in practice such assistance is often either late or not
disbursed. The Labor Code provides for a standard workweek of 40 hours, with at
least one 24-hour rest period per week. Bulgaria has a national labor safety pro-
gram with standards established by the Labor Code. Conditions in many cases are
worsening owing to budget stringenciesand a growing private sector over which
labor inspectors have not yet achieved effective supervision.

f. Rights in Sectors With U.S. Investment.--Overall U.S. investment is relatively
small as of late 1995. Of the nine sectors covered in theTrade Act Report, only the
*Food and Related Products," 'Electric and Electronic Equipment," "Primary and
Fabricated Metals," and 'Other Manufacturing" sectors have an active U.S. presence
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as of late 1995. Conditions do not significantly differ in these sectors from the rest
of the economy.

Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

DMtllios o f U.S. dollars]

cat"My Amount

Ptroleum.................................................... ................ 0
Total Manufacturing....................................................a2

Food & Kindred Products................................... (1)
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical.............................................. (1)
Electric & Electronic Equipment ..................................... 0
Transportation Equipment............................ 0
Other Manufacturing............................. 0

Wholesale Trade ..................................................................... 0
Banking .................................................................................... 0
Finance/Insurance$Real Estate .............................................. 0
Services .................................................................................. 0
Other Industries .................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 2
1 &upVpu~ to avoid diloong data of IndivhM~d ompan/e.
Sowam- U.. Department of Cmomvm , Bureau of emomk Analysis.

CANADA

Key Economic Indicators
[MiRions of U.S. dollar unless otherwise noted]

1993 1994 1996

Income, reduction and Emphoyment.
Real Gross Domestic Product (billions of 1986

US$)'1...............443.3 437.7 2435.2
GDP Growth Rate (percent)$8 ............ . .. . . . .. . . . . .. . .. .  2.2 4.6 '42.5
Real GDP by Sector (millions of 1986 US$):.

Manufacturing .................................................. 71,077 71,728 275,056
Finance/Insurance/Real Estate ....................... 63,686 61,610 262,762
Trade ................................................................. 46,730 47,387 248,362
Community, Business and Personal Services 48,266 47,124 248,909
Transportation/Communications ..................... 32,426 32,680 234,215
Construction ..................................................... 21,598 21,487 220,889
Mining................. .. . .16,548 16,605 217,346
Agriculture ........................................................ 8,329 8,242 28,152
Utilities ............................................................. 12,419 12,267 2 12,61¶
Logging and Forestry ....................................... 2,020 2,005 2 1,963

Per Capita Personal Disposable Income (US$) . 13,059 12,343 212,694
Personal Savings Rate (percent) ........................ .9.5 7.9 27.7
Total Labor Force (000's) ..................................... 14,666 14,832 1514,931
Unemployment Rate (percent)............................ 11.2 10.4 59.5

Money, Interest Rates, Price. (end of period):
Money Supply (M2, Semasonay Adjusted) .......... 275,115 266,976 6278,672
Bank of Canada Rate (percent) .......................... 4.11 7.43 76.71
Chartered Banks' Prime Rate (pct) .................... 5.50 8.00 78.00
Consumer Price Index (1988=100) ..................... 130.4 130.7 7133.9
Annual Percent Change ...................................... 1.8 0.2 72.3
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Key Economic Indicators--Continued
Mfflion of U.S. dollars unlem oth-rwise noted]

1993 1994 1996

Exchange Rate: C$1=US cents ............................ 77.53 73.21 7 73.78
Balance, of Payment. and Trade:

Merchandise Exports.................... 140,524 159,491 s 187,031
Exports to US... ........................... 112,347 130,277 6 151,048

Merchandise Imports..................... 133,296 148,475 s 172,136
Imports from U.S .............................................. 97,566 111,005 8*128,478

Merchandise Trade Balance ................................ 7,228 11,016 8 14,895
Balance with U.S .............................................. 14,781 19,272 8*22,570

Gold and Otffcial Reserves.................. 13,068 12,673 716,384
Total Federal Debt (FY) (US$ billion accurm.

deficits) .............. 0... . . .. ...S .t.00........... 393.9 399.7 '427.2
'Time sdes data Is disorted because oftexchange ate fluctuations. Real GDP in billions of 1986 C$ was

C071.7 in I19, C$&97.9 in 1994 and CtW0.1 inIIQ 1996,
_Seermd quarter (IWQ) 1995 (actual data), seasonally a;jVuted at an annual rate.
Pert hang am ealulated an reed GDP data apressed in C$.

4Pereut $han between, Q 1995 and 11Q 1994.'Third quarter avesage
*M1•+urrted banks non-persownal notice depoeits+parsonal savings deposits, as of 9/30/96,

'Thrd uarerend of period.
nFrt hlIM 195annualised.

'Fedral Govt. prJmetion for FY 1996-9, Canada's fiscal year coven the period April I to March 31.

1. General Policy Framewrrk
Canada is the world's seventh-largest market economy. Production and services

are predominantly privately owned and operated. However, the federal and provin-
cial governments are significantly involved in the economy. They provide a broad
regulatory framework and redistribute wealth from high income individuals and re.
gions to lower income persons and provinces. While the government has made
progress on privatization, government-owned Crown Corporations such as the Cana-
dan Broadcasting Corporation, the Canadian Wheat Board, and provincial electric
utilities still play an important role in the economy.

Canada is the largest single trading partner of the United States. Although Can.
ada developed as an exporter of natural resources and related products, the economy
is now fully industrialized and produces highly sophisticated consumer goods and
capital equipment. Canada's annualized merchandise exports to the U.S. in the first
half of 1995 were US$151 billion, and annualized merchandise imports from the
U.S. were US$128.5 billion. Motor vehicles and parts account for approximately 20
percent of US. merchandise exports to Canada, followed by exports of machinery
and equipment and industrial equipment. The stock of total foreign direct invest-
went In Canada in 1994 was US$108 billion, of which US$70 billion or 65 percent
was U.S. foreign direct investment. Roughly 40percent of the assets of Canadian
manufacturing companies are foreign-owned; of this total, about 75 percent belong
to U.S. firms.

The deficit and related expansion of government debt are the most pressing ,prob.
lems facing fiscal poliymakers at the federal and provincial levels. Net public debt
in FY 1994-95 exceeded 74 percent of Gross Domestic Product. Government options
to reduce deficits are constrained by high levels of non-discretionary spending. Stat.
utory social transfers to individuals and to provincial governments account for over
40 percent of the federal budget, and public debt service payments account for about
an additional 25 percent of spending. Further reductions of subsidies for regional
development and other remaining disretionary programs such as defense, agri-
cultuie and foreign aid would require the government to make difficult political de-
eisions. Nevertheless, the government has stated firmly that it intends to reduce the
deficit to three percent of GDP by the April 1996-March 1997 fiscal year.

The Bank of Canada is Canada's central bank. The governor of the Bank is re-
sponsible for conducting monetary policy. The Bank's main monetary policy tool is
management of cash balances with the chartered banks. Other tools used to control
the money supply include open market operations such as purchase and resale
agreements with money market participants, and the bank rate (the interest
charged on central bank advances), which is set 25 basis points above the average
yield-on 90-day Treasury bills at the weekly auction conducted by the Bank. The
Bank may participate in the auction to influence its outcome.
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2. Exchange Rate Policies
The Canadian dollar is a fully convertible currency, and exchange rates are deter.

mined by supply and demand conditions in the excange market. There are no ex-
change control requirements imposed on export receipts, capital receipts, or pay.
ments by residents or non-residents. The Bank of Canada operates in the exchange
market on almost a daily basis to try to maintain orderly trading conditions and
smooth rate movements.
3. Structural Policies

Prices for most goods and services are established by the market without govern-
ment involvement. The most important exceptions to market pricing are government
services, services provided by regulated public service monopolies, most medical
services, and supply-managodagncultural products (eggs, poultry and dairy prod.
ucts).

The principal sources of federal tax revenue are corporate and personal income
taxes and the goods and services tax (GST), a multi-stage seven percent value-added
tax on consumption. The personal and corporate income tax burden, combining fed.
eral and provincial taxes and surcharges, is significantly higher than in the US.

Federal government regulatory regimes affect foreign investment (see section 5
below) and also US. firms in the financial services sector. Although foreign-owned
bank subsidiaries are subject to federal restraints on their operations andgrowth,
U.S. banks have been exempted from most of these restrictions under the U.S.-Can-
ada Free Trade Agreement (CFTA). This continues under NAFTA. However, the fed-
eral government still prohibits the entry of direct branches of foreign banks. In mid-
1992 Canada implemented further financial sector reforms, which largely eliminated
the remaining barriers among banks, trust companies and insurance companies.

Transportation policies: The Canada Transportation Act (Bill C-101), which is
now before Parliament and will replace the National Transportation Act, is intended
to enhance the viability of the railway industry and to eliminate duplication and un-
necessary regulation of all modes of transportation.

Aviation is not included in the NAFTA. On February 24, 1995, the United States
and Canada signed a new Air Transport Agreement which immediately eliminated
most restrictions on air service between the two countries and will virtually deregu-
late the transborder market over three years.

Telecommunications policies: Canada s Telecommunications Act allows the federal
regulator, the Canadian Radio-television and Telecommunications Commission, to
forbear from regulating competitive segments of the industry, and exempts resellers
from regulation. While the Act restricts foreign ownership of telecommunications
firms to 20 percent of the voting shares, the Canadian Telecommunications Common
Carrier Ownership and Control Regulations enacted under the Act effectively in-
crease that limit by defining as Canadian a-corporation or other entity which has
less than one-third of its voting shares owned by non-Canadians. Carriers which op-
erated in Canada prior to 1987, but which do not meet the Canadian ownership re-
quirements, are grandfathered under Section 16 of the legislation.
4. Debt Management Policies

Canada's net public and private external indebtedness rose from US$89 billion (26
percent of GDP in 1984 to US$233 billion (43 percent of GDP) in 1994. While this
indicates an improvement from 1993, it nevertheless is a relatively high figure for
an industrialized country. While foreigners have been receptive to holding Canadian
securities and such purchases contribute to the strength of the Canadian dollar, the
sharp rise in external indebtedness has made the Canadian dollar and economy in-
creasingly vulnerable to shifts in international investor confidence.
5. Significant Barriers to U.S. Exports

On January 1, 1989, Canada and the United States began to implement a free
trade agreement to eliminate over a ten year period virtually all tariff and non-tariff
barriers to trade between the two countries. The CFTA was suspended on January
1, 1994, with the inauguration of the North America Free Trade Agreement
(NAFTA) which expands the free trade area to Mexico. The NAFTA expanded on
the OFTA in the areas of services, investment and government procurement. Can-
ada has passed legislation to implement the Uruguay Round agreement under the
GATT.

NevertheleW,/a number of Canadian practices constitute barriers to US. exports
to Canada.

Canada applies various restrictions to imports of supply-managed products (dairy
em" and poultry), fresh fruit and vegetables, potatoes, processed-horticultural prod-
u and yve swine. The US continues to pursue these issues bilaterally. Regarding
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the supply managed commodities, the US. government has requested a Chapter 20
(dispute settlement) panel to resolve contradictions between Canada's ruguay
]Round implementation and its obligations under NAFTA.

Provincial legislation and Liquor Board policies regulate Canadian importation
and reta•i distribution of alcoholic beverages. The Free Trade Agreement addressed
a number of these policies (listing, distribution, and pricing) and provides dispute
settlement procedures. Provincial beer distribution practices were grandfathered
under the CUeA but were challenged by the U.S. under the General Agreement on
Tariffs and Trade (GATI'). The US. and Canada concluded a Memorandum of Un-
derstanding in August 1993 which significantly improves access to the Canadian
market for U.S. bWer. However, US. exporters remain unhappy about provincial
minimum import price requirements and cost-of-service issues hinder the importa-
tion of US. wine.

Under its Processed Product Regulations, Canada allows imports of processed
fmit and vegetables to be sold only in certain limited-size packages (i.e. consumer
sizes) for products where Canadian standard sizes are prescribed. Following three
years of formal U.S. government representation, which prompted Canadian regu.
latory change in November 1993, U.S. exporters have improved access to Canada's
hotel, institutional, and food service trade for a wide range of products such as
ketchup, french fries, pickles, etc. in sizes larger than those stipulated in the regula-
tions.

Although the area of standards and labeling continues to require attention, con-
siderable progress has been made in the accreditation of U.S. standards organiza-
tions involved in certification, quality registration and testing. Canada's accredita-
tion agency, the Standards Council of Canada (SCC), has thus far accredited three
major-Us. certification organizations, and applications from four additional U.S.
certification organizations aro currently under review. In the area of quality reg.
istration, two U.S. companies have received accreditation from SCC to date.

Canadian customs regulations limit the temporary entry of specialized equipment
needed to perform short-term service contracts. Certain types of equipment are
granted duty-free or reduced-duty entry into Canada only if they are unavailable
From Canadian sources. Although NAFIA has broadened the range of professional
equipment permitted entry, it has not provided unrestricted access. Under the Ca.
nadian Goods Abroad Progiam, Canadian goods sent to the United States for non.
warranty repairs, additions or transformations, are dutiable on the full value of the
goods plus the value of the services performed abroad if the work could have been
aone by a Canadian firm within a "reasonable distance."

Canada restricts the direct export of Pacific salmon and herring by requiring that
a portion of the Canadian catch be landed in Canada before being exported. An in-
terim agreement reached following CFTA dispute settlement permits direct export
(i.e. sali at sea) of a portion of the catch by Canadian licensees. The level of direct
exports, however, has been disappointing. Following a mid-term review in 1994,
technical changes were made in the requirements for licencees. The USG will con-
tinue to monitor developments.

Canadian industries have used Canada's Special Import Measures Act (SIMA) to
restrict access to the Canadian market by U.S. companies. In cases where dumping
margins have been imposed, determinations have put U.S. exporters at a significant
price disadvantage. Both Canadian and US. companies have brought challenges
under NAFTA Chapter 19 dispute settlement provisions to anti-dumping and coun.
tervailing duty determinations.

Canada denies Canadian enterprises tax deductions for the cost of advertising in
foreign broadcast media and publications when the advertising is directed primarily
at Canadians. Various restrictions on advertising aimed specifically at the Canadian
market restrict U.S. access to the Canadian market for publications and print media
advertising.

Under the Investment Canada Act, the Broadcast Act, and policies in the energy,
publishing, telecommunications and transportation, broadcasting and cable tele-
vision sectrs, Canada maintains laws and policies which interfere with new or ex-
panded foreign investment. As well, foreign investment in the banking and financial
services sectors is restricted under the Bank Act and related statutes.

The Investment Canada Act (as amended by the CFTA) requires the federal gov-
ernment to review and approve foreign investment to ensure "net benefit to Can-
ada." The Act exempts from prior government approval foreign investments in all
new ("greenfield") businesses, and acquisitions worth less than C$5 million (C$150
million for U.S. investors--1992 dollars). The exemption excludes "culturally sen-
sitive sectors" such as book publishing and distribution film and video, audio music
recordings and music in print or machine readable form. Also excluded as "cul-
turally sensitive' are foreign investments to establish new businesses or acquire ex-
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listing ones for the publication of magazines (including "split-run* editions), period.
cals or newspapers. Foreign investment in these sectors is potentially subject to re-
view regardless of size or whether the investment is new or through direct or indi.
rect acquisition.

Further to the policy on culture embodied in the Investment Canada Act, Invest-
ment Canada enrorcos a federal book publishing policy knqwn as the "Baie Comeau
Policy". Canada prohibits the majority acquisition of Canadian book publishing and
distributing companies, and requires that foreign-owned subsidiaries in Canada be
divested to Canadians within two years if the ownership of the parent changes
hands. Exceptions to the policy permit direct acquisition if the Canadian firm is infinancial distress and no Canadian buyer can be found. Also, a foreign owner indi-
rectly acquiring a Canadian firm might not be forced to divest it if a transaction
of "net beneflt'to Canada can be negotiated. Investment Canada also has specific
policies regarding foreign investment in the film distribution sector.

In the banking sector, the Bank Act of 1980 made chartering of foreign-owned
banking subsidiaries possible for the first time. However, foreign anks are still not
permitted to enter Canada as direct branches. Foreign banks are also unable to ac-
quire a domestic Canadian bank, since no single entity (person or corporation) can
hold more than 10 percent of a Canadian bank s capital. The CFTA eliminated other
discriminatory restrictions on US. bank subsidiaries in Canada.

In the trust and loan, and insurance sectors, which are regulated by both the fed.
eral and provincial governments, foreign investors wishing to establish in either of
these two areas may do so, but acquisitions of provincial firms are subject to restric.
tions preventing foreign control.

Where GArGvernment Procurement Code or CFTA requirements do not apply,
Canadian government entities follow preferential sourcing policies favoring Cana.
"dian-based firms over foreign-based firms. In addition, Government Services Can-
ada, the major federal procurement agency, maintains a supplier development fund
to promote new Canadian sources of supply. Canada's Federal and Provincial crown
(government-owned) corporations also follow strong "buy national" or "buy provin-
cial" policies. Products affected include telecommunications, heavy electrical and
transportation-related products.

Canada pursues an "industrial benefits policy" which is administered through a
procurement review mechanism. The policy is intended to insure that major govern-
ment procurement projects provide long-term benefits for "the economic or social de-
velopment of Canada beyond the immediate impact of the procurement expendi-
tures. This policy is one of Canada's most objectionable government procurement
practices.
6. Export Subsidies Policies

In 1995, the Canadian government ended subsidies under the Western Grains
Transportation Act (WGTA) for the rail transportation of western grown wheat, bar-
ley, oats and many other agricultural commodities intended for export. By doing so,
Canada exceeded its WTO commitments to reduce export subsidies for these prod-
ucts. To compensate farmers for the cut, the federal government has promised a
C$1.6 billion lump sum pmyout, a C$300 million adjustment assistance fund, and
C$1 billion in new export credit guarantees for agricultural products, including
C$700 million for western wheat and barley.

Under the provisions of the CFTA, Canada has agreed to terminate its produc-
tion-based duty remission program by the start of 1996 and to limit application of
the program to the four companies with which agreements were already in place
(including subsidiaries of the three major North American automakers).
7. Protection of U.S. Intellectual Property

The Canadian government has long-standing legislation to protect intellectual
property rights, and these laws are effectively enforced.

In 1993 the Canadian government amended the Patent Act to eliminate compul-
sory licensing for pharmaceuticals, thereby extending patent protection to the stand-
ard 20 years.

1989 amendments to the Canadian Co right Act grantedexplicit copyright pro-
tection for computer programs, andprovided a right of payment for retransmission
of broadcastprogramming as required by the CTA.

In 1993 Canada proclaimed the Integrated Circuit Topography Act, a law protect-
ing semiconductor chip design.

In January 1994, the Copyright Act was amended to reflect the changes required
bX, NAFTA, e.g., rental rights for computer programs and sound recordings; protec-
tion for data bases and other compilations; and increased measures against all cat-
egories of pirated works.
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8. Worker Rights
a. The Ri¶ht of AMowcation.--Exept for members of the armed forces workers in

both the pu.clie and private sectors have the right to associate freely. These rights,
protected by both the federal labor code and provincial labor legislation, are seely
exercised.

b. The Right to Otgaize and Bargain Collectively.-Workers in both the public
and private sectors freely exercise their rights to organize and bargain collectively.
Some essential public sector employees have limited collective bargaining rights
which vary from province to province. 37.5 percent of Canada's non-agriculturalworkforce Is unionized

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor practiced in Canada.

d. Minimum Age for Employment of Children.-Generally, workers must be 17
years of age to work in an industry under federal jurisdiction. Provincial standards
(covering over 90 percent of the national workforce) vary, but generally require pa-
rental consent for workers under 15 or 16 and prohibit young workers in dangerous
or nighttime work. In alljurisdictions, a person under 16 cannot be employed in a
designated trade, or, in other words, become an apprentice before that age. The stat-
utory school-leaving age in all provinces is 16.

e. Acceptable Cohdtione of Work.-Federal and provincial labor codes establish
labor standards governing maximum hours, minimum wages and safety standards.
Those standards are respected in practice.

f. Rights in Sectors With U.S. Ihvestment.-Worker rights are the same in all sec-
tors, including those with U.S. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 8,553
Total M anufacturing ............................................................... 35,037

Food & Kindred Products ................................................... 3,600
Chemicals and Allied Products..................... 5,856
Metals, Primary & Fabricated............................................ 2,822
Machinery, except Electrical .............................................. 2,024
Electric & Electronic Equipment..................... 1,820
Transportation Equipment ................................................. 8,548
Other M anufacturing .......................................................... 10,369

W holesale Trade ...................................................................... 7,006
Banking ............................................. ............................ 792
Finance/Insurance/Real Estate .............................................. 12,159
Services .................................................................................... 3,509
Other Industries ...................................................................... 5,751
TOTAL ALL INDUSTRIES .................................................... 72,808

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

CROATIA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:'
GDP (1985 prices) ................................................ N/A N/A N/A
Real GDP Growth (percent) ................................ -3.2 0.8 1.0
GDP (at current prices) 3 . . . .. . . .. .. .. . .. . .................... 11,654 14,025 16,937
GDP by Sector.

Agriculture ........................................................ 1,229 1,544 N/A
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Key Economic Indicator--Continued
IMilmlos oU&" doIlars wil. otherwise noted]

En ergy/W ater.................. 22 27 N/A
Manufacturing .................................................. 3,527 3,928 N/A
Construction .......... ... .... .. 249 299 N/A
Rents............................... 1,770 2,130 N/A
Financial Services ............................................ 878 1,125 N/A
Other Services... .. ............. ... 2,284 2,879 N/A
Government/Health/Education ...................... 1,693 2,093 N/A

Net Export of Goods and Service, ...................... 305 209 N/A
Real Per Capita GDP ........................................... N/A N/A N/A
Labor Force (000s) ............................................... 1,316 1,304 1,240
Unemployment Rate (percent) .................... .. 19.0 18.7 18.8

Money and Prices (annual percentage growth):
Money Supply (M3)4 ............................................ 1,092.7 74.9 42.0
Base Interest Rate's .. . . . . . . . . . . . . . . . . .. . .. .  59.0 15.4 22.6
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 1,149.7 -3.0 4.0
Wholesale Inflation .............................................. 1,075.6 -5.5 1.0
Consumer Prices .................................................. 1,124.3 2.5 4.0
Exchange Rate (HRK/US$) ............................ 3.5879 5.9926 5.2100

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,904 4,260 4,480

Exports to US .................................................. 69 88 82
Total Imports (CIF) .. ........... .......... 4,666 5,230 6,680

Imports from US .............................................. 124 172 206
Aid from US ........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 2,638 3,024 3,130
Debt Service Payments (paid) ............................. 621 550 593
Gold and Foreign Exchange Reserves ........... 612 1,405 2,000
Trade Balance ...................................................... -763 -970 -2,200

Balance with US .............................................. -55 -84 - 124
11996 figures are all estimates based on the most recent available monthly data.
'Insead of Gross Domestic Product, the fArmer Yugoslavia calculated Gross Social Product which excludedgovernment, housing, financial services and some personal services. Official GDP statistics are not yet avail.'bl, for Croatia. The GDP data provided above are based on a study in the journal "Privredna Kretan a i

Ekonomska Politika* (No. 41, July 1996) published by the Economic Institute-Zagreb and The National
Bank of Croatia.

BAra96 Annual Exchange Rate of the National Bank of Croatia (1993-94) and January through Septem.ber (1IM)
4M2 plus liquid foreign currency denominated deposits.
GInterest rates are Averag Annual Credit Rates at Deposit Money Banks in December (1993-94) and

June (1996).

1. General Policy Framework
Croatia has enjoyed almost two years of low, single digit inflation since the intro.

auction of the stabilization program in October, 1993. This price stability was
achieved by means of tight monetary, fiscal and incomes policies. The cost of these
measures can be seen in an initial drop in real income, continuing high unemploy-
ment and low economic growth. The Government has succeeded in balancing the
budget but, with the economy on a war footing, defense accounts for almost 40 per.
cent of core government expenditures or almost 15 percent of estimated GDP in
1995. This leaves little revenue for investment in basic infrastructure and recon-
struction. However, having retaken most of the Serb-occupied parts of the country
and with improved prospects for peace in the region, there is reason to hope that
defense expenditures may be reduced in the future.

Low inflation and a positive balance of payments have allowed the Croatian Gov.
ernment to stabilize the exchange rate of the Croatian currency, called the Kuna.
Since the beginning of 1994, the Kuna has appreciated against the dollar almost 25
percent while staying more or less even with the German Mark. The result has been
a surge in imports, which were 75 percent higher during the first eight months of
1995 versus the same period the previous year. At the same time, the growth in
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exports slowed and reversed itself by midyear, leadin$ to an ever growing deficit in
the balance of trade which is likely to exceed two bilhon dollars in 1995.me deficit
is offset in part by a positive services balance (mostly tourism) but mostly by a large
increma in transfers from abroad. Since most of this capital influx is unregistered,
it is not clear to what extent it represents reverse capital flight or a negative devel.
opment, that of people in straitened circumstances forced to draw down on savings
held abroad or reeiv help from friends and relatives.

After initially slamming on the monetary brakes and devaluing the currency by
20 percent to eliminate inflationary expectations in late 1993, the National Bank
of Croatia has pursued a largely ive monetary policy, expanding the money sup.
ply more rW les in line with the increase in foreign exchange reserves. The in-
creased demand for money (and decrease in velocity) Tollowing the elimination of in.
flation have allowed for a fairly rapid remonetization of the economy. However,
when the expsion of the money supply has threatened a resurgence of inflation,
the National Bank has restricted conversion of foreign exchange and increased the
reserve requirement at commercial banks.

Croatia's efforts at structural reform have been less successful than the campaign
to eliminate inflation. Although over two thousand mostly small firms have been to.
tally or partiallyprivatized, progress in the area of large, socially-owned conglom-
erates has been slow. Efforts to restructure major industries suc as shipbuilding,
steel, and food processing have been halting. The principal stumbling block has been
the added unemployment that such restructuring would entail. Likewise, bank reha-
bilitation has been stymied by the inability and/or unwillingness of the banks and
companies to work out their problem loans through the traditional tools of restruc-
turing or bankruptcy. The increased demand for money following stabilization al-
lowed the commeriial banking system temporarily to continue financing losses at so-
cially-owned enterprises without risking renewed inflation.

At the beginning of 1995 the Government recognized the need to come to grips
with the problem posed by these companies. Under a new privatization strategy, the
sale of al remaining socially-owned enterprises (approximately 500) would be com-
pleted within two years. The strategy would include mass prvatization and direct
sales to domestic and foreign investors. Credit is being cut ofT to loss-making enter.
p9rises, programs are being worked out to restructure the shipbuilding and steel in-
dustry, and bank rehabilitation has begun in earnest with the intervention of two
medium sized regional banks and the promise of more to follow.
2. Exchange Rate Policies

The Croatian Government has implemented a managed float looselypegged to the
German Mark but in theory responsive to the forces of demand and supply. The
Kuna is freely convertible into foreign currency in banks and foreign exchange
houses at rates close to those of the National Bank of Croatia. Occasionally, the
central bank restricts its purchases of foreign exchange, making it difficult to con-
vert foreign currency into Kuna. Following the introduction of the stabilization pro.
gram, previous restrictions on the purchase of foreign exchange, premiums above
te official rate and the foreign currency black market which thrived before the sta.
bilization program have totally disappeared.
3. Structural Policies

The Croatian Government introduced new personal and corporate income taxes in
1994 and increased efforts to enforce compliance. High payroll taxes, over 50 percent
of wages, distort labor incentives. However, the Government relies on a cascading
sales tax for two-thirds of its revenues. As part of its efforts to modernize the tax
system and make it more efficient from an economic standpoint, the Government
hadjlanned to replace the cascading sales tax in 1996 with a value-added tax set
at 20 percent. It has now decided to postpone this step until the revenue immplica.
tons are more clearly understood. Taxes and social contributions accounted for 49
percent of GDP in 1994.

Croatia is in the process of revising its economic legislation. A new company law
and banking law were introduced in 1994. A new bankruptcy law and a new securi-
ties and mutual fund law are expected shortly. The government has implemented
cost-saving reforms in the health care system and is considering the introduction
of direct taxes (personal and corporate) as part of the consolidation of the health
systmwithin the general budget. A total revision of the pension system is being

Croatian law stipulates that government purchases over 50,000 German Marks be
done via public tender in the Official Gazette Foreign competitors are free to com-
pete on an equal footing. As a general rule, the Croatian government does not pro-
vide subsidies or price supports. The major exception is in the agricultural sector
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where price supports for commodities such as wheat (in which Croatia is self-sufft-
dent) are prevalent. There are also local content laws which discriminate against
American cigarette manufacturers. Croatia is currently negotiating to join the World
Trade Orgai~zation and hopes to become a member in 199I.
4. Debt Management PAiid

Croatia's foreign debt amounts to about 3.9 billion dollars if the country is as.
signed 28.49 percent of the three billion dollar "unallocated debt" of the former
Yugoslavia in line with its share of that former country's IMF quota. In such a situ-
ation, external debt would equal about 28 percent of last years GDP and 55 percent
of last year's exports of =o and services. In March, 1995 Croatia's official credi-
torn in the Paris Club ageed to reschedule their loans according to the IMF quota
formula. Croatia's comnmecial bank creditors have not accepted that formula and
talks continue with the London Club to renegotiate the debt.

Rescheduling will result in an increase in debt service payments, because Croatia
had been accumulating arrears rather than servicing its official and commercial
bank debt. These arrears are estimated at 200 million dollars in the case of the
Paris Club debt and somewhat larger in the case of the London Club. They should
be cleared by the debt rescheduling agreements, after which, projected annual debt
service should amount to less than 5 percent of GDP and about 15 percent of ex-
ports over the next few years.

Official and multilateral creditors will likely provide the bulk of Croatia's external
financing needs in the near future, although a peace settlement in the region could
lead to substantial inflows of private capital. The World Bank initiated its lending
activity in Croatia with a 128 million dollar emergency reconstruction loan in June
of 1994. The Bank's country assistance strategy anticipates commitments totalling
690 million dollars over the period FY 95-FY 98. The EBRD has approved projects
totalling 230 million dollars with another 30 million dollars of projects in the pipe-
line. In October, 1994 the IMF approved a 190 million dollar Special Transformation
Facility and a 95 million dollar Sad-by Arrangement for Croatia totalling 75 per-
cent of its quota with the Fund. Croatia has remained essentially in compliance
with the criteria established by the Fund and both facilities will be almost fully dia-
bursed by the end of 1995. Croatia is expected to seek a new Stand-by Arrangement
in 1996.

5. Significant Barriers to US. Exports
The greatest barrier in Croatia to US. exports (and those of other countries) are

the testiing and certification requirements for many products including food, drugs,
most elecronics and high tech items and machinery. Croatia does not recognize
tests conducted in other countries although the Government has been actively seek-
ing to conclude bilateral agreements which would provide for mutual recognition of
testing and certification. There are reports that the testing requirement is some-
times applied rather arbitrarily, openi'g the door to potential abuses. Croatia also
requires labelling, in Croatian, giving the country of origin and other relevant speci-
fications of imported products.

Customs procedures are not unduly burdensome in theory. However, shortage of
personnel and inexperience (given Croatia's relatively short history as an independ-
ent nation) can lead to delay and errors. In addition to customs duties, certain im-
ported goods are subject to an administrative chargeof one percent of the customs
as and special excise duty of ten percent. The Croatian government is consider.

ing eliminating these special payments and incorporating them, in part, in the cus-
toms duties.

There are few barriers to foreign firms offering services in Croatia. If a company
intends to operate regularly in Croatia rather than on a one time contract, it must
establish a branch office and register for tax purposes. Although telecommunicationservices are by law open to o petitiono, in practice the state telephone company,

Hrvatska Posta i Telekomunikacije, controls all existing infrastructure.
In Croatia, foreign investors have the same rihts, obligations, and legal status

within an enterprise as domestic investors, provi ed the condition of reciprocity is
met. A foreign person is allowed to operate as a sole trader in Croatia provided he
or she holds a work permit. Before starting, the person is required to obtain a trad-
ing license and to register. Foreign persons engaged in business operations in Cro-
ata may, on condition of reciprocity, own rea estate in Croatia in the same way
as Croatian citizens without any special conditions, limitations, or approvals, as
stipulated in the Law on Basic Piopet Rights.

6. Export Subsidies Polace
There are no direct export subsidy programs in Croatia. The State Office of Stra-

tegic Material Reserves purchases certain agricultural products, especially wheat, at
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prices above those in the world market and may then sell them abroad. The govern.
ment is discusing the possibility of instituting duty exemptions on imported-inputs
that will be used In products destined for export.
7. Protection of U.S. Intdlectual Property

Croatia's laws protecting intellectual property appear to be adequate and enforce-
ment has been good. Croatia passed a Law on Protection of Industrial Property in
April, 1992 and a Copyright Lawlk August, 1993. The Motion Picture Association
of America recently commended Croatia on enforcement activities against video-pi-
racy carried out under the Copyright Right Law, which the association said served
as a model for other countries in the region.

The Republic of Croatia is party to the following conventions: the Convention Es.
tablishing the World Intllectual Property Organization; the Paris Convention for
the Protection of Industrial Property- the Madrid Agreement Concerning the Inter.
national Registration of Marks; the Nice Agreement Concerning the International
Classification of Goods and Services for the Purposes of the Registration of Marks-
the Locarno Agreement Establishing an International Classification of Industrial
Designs; the Berne Convention for the Protection of Literary and Artistic Works.
8. Worker Rights

a. The Right of Aasociation.-AIl workers, except military and police _personnel,
are entitled to form or join unions of their own choosing without prior authorization.
There is an active labor movement in Croatia with r national labor federations
and independent associations of both blue collar and white collar members. In gen-
eral, unions are independent of the government and political arties. The right to
strike is guaranteed in the constitution and is limited only in tge armed forces, po.
lice, government administration, and public services. Strikes have been infrequent
since the end of 1994 with two notable exceptions in the transportation sector.

b. The Right to Organize and Bargain Coliectively.-Collective bargaining is pro.
tected by law and practiced freely in Croatia. In spring 1995, the Croatian Far-
liament passed a new labor code, with union support, which goes into effect January
1, 1996. The code deals directly with antiunion discrimination issues. Unions now
can challenge firings in court, and the new labor code did away with provisions
under which illness had been a valid reason for employers to fire workers. It also
erased provisions which, under the old code, required union shop stewards to re-
main on the job while serving full time on workers' councils, and granted them the
right of reinstatement when service is completed. Nevertheless, Croatia's trade
union federations have alleged that the Government employs strong-arm tactics
against employees involved in labor disputes to force them back to work.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory work is con-
stitutionally forbidden. In 1995 there were no documented instances of coerced or
forced labor. the Ministry of Labor and Social Welfare is the agency charged with
enforcing the constitutional ban on coerced or forced labor.

d. Minimum Age for Employment of Children.-The minimum age for youth em-
ployment is 15 and is enforced by the Ministry of Labor and Social Welfare. Under
the constitution, children may not be employed before reaching the legally deter.
mined age, nor may they be forced or allowed to do work that is harmful to their
health or morality. Workers under 18 are entitled to special protection at work and
are prohibited from heavy manual labor. Education is mandatory up to age 14.

e. Acceptable Conditions of Work.-There are national minimum wage standards.
As of October the minimum gross monthly wage in Croatia was roughly 200 dollars
gross (1024 Kuna) and 140 dollars net (694 Kuna). National regulations provide for
a 42-hour workweek, overtime pay, a half-hour daily break, and a minimum of 18
days of paid vacation annually. It is standard practice to provide a 24-hour rest pe-
riod during the workweek. Health and safety standards are set by the government
and enforced by the Ministry of Health. In practice, industries are not diligent in
meeting standards for worker protection.

f. Rights in Sectors With U.S. Investment.-The information given above on the
five areas of concern for workers rights applies equally in all sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

-Petroleum ................................................................................
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Extent of UAL Investmat in Selected Industrieso-.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

DM "llmu of U.S. d"lMlI]

lcauwy Amount

Tota Manuf a na .......... . ,.. ......
Food & Kindred P r .. . . c s 5
Chemicals and Aied Products ........................................... 0
Metals, Primary A &Fbr ............................................ 0
Machinery, e pt E t .. 0
Electric & Electronic Equipment .......... ........... 0
Transportation Equipment ................................................. 0
Other M anuf acturing ................ 0

Wholesale Trade ...................................... 0
Bankng 0......... ..................................................... 0
FinancsJInsurance&Real Estate .........................te............ 0
Services .................................................................................... 0
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES ........................................... 5

Boumw U.& Departmadt d Commove, Bufmu of Economiz AnalyuiL

CZECH REPUBLIC

Key Economic Indicators;
(Billios Ce U.8. doflars unless otherwise noted]

1993 19"4 196

Income, Production and Employment:
Real GDP (1985 prices)s ................ . . . .. . . .. . . . . . . . . .. . .  3.7 14.3 N/A
Real GDP Growth (percent) ................................ -0.9 2.6 4.4
GDP (current prices)5 .................... . . .. . . .. . . .. . . . .. . . ..  31.2 36.0 N/A
GDP by Sector.I

Agriculture, Husbandry forestry, Fisheries ... 1.9 2.0 1.8
Mining of Raw Materials ................................. 1.0 0.9 1.8
Energy, Water and Gas ................................... 1.9 2.0 2.6
Manufacturing .................................................. 7.9 9.1 11.8
Construction ..................................................... 1.6 2.0 2.8
Retail, Vehicles Repairs, Consumer Goods 3.0 3.4 4.6
Transport, Storage, Communications ............. 1.6 2.0 2.8
Finance .............................................................. 2.6 3.7 4.0
Pvt. Health, Education .................................... 4.4 5.5 6.4
Govt. Health, Education ....................... 3.6 4.0 3.8

Real per capita GDP (US$) ................................. 1,336 1,361 1,502
Labor force (million) ............................................ 4,777 4,777 4,777
Unemployment (percent) .................................... 3.5 3.2 3.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 20.2 22.1 N/A
Base Interest Rate (average)4 ............. . . .. . . . .. . . . .. .  14.94 12.98 13.2
Personal Saving Rate .......................................... 9.3 11.0 10.1
Retail Inflation ..................................................... 20.8 10.0 9.2
Producer Price Index ........................................... 13.1 4.5 7.0
Exchange Rate: Official ....................................... 29.15 28.78 26.60

Balance of Payments and Trade:
Total Exports5 13.07 .............. 14.30 16.0

Exports to U.S.' .......... boo..0.24 0.31 N/A
Total Imports ......... ........ ... 12.73 14.73 18.0

Imports from U.S.'s ...... .................. 0.39 0.51 N/A
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K]7 Economic Indicators '--Continued
[B sofA u.& dMm unl ess o0erise noted]

1993 1994 1996s

External Debt ....................................................... 8.5 10.7 15.0
Debt Service Payment ...y.m.e......... .............. 1.16 2.47 N/A
Gold and FOREX Reserves (official) .................. 3.9 6.2 14.0
Trade Balance .................................................... 0.34 -0.43 -3.00

Balance with US .............................................. -0.15 -0.2 N/A
1? r w data &nm CNB emW Camh StatUsta• Office.
2w eotimatme arn based em irst haf e of 1906. While the Csech Statistical Office breakdown of GDP

does not match the rem wt p , the embsa decided to use them" th. beet available.
2 GDP at &atecrt.
4Figures amre average anmal lutent rate&
SMernhandis trade.

1. GeneralPolicy FrPameork
The Czech government has continued the conservative economic and fiscal policies

which have characterized the Czech transition. Similarly, it has maintained a pro-
gram of broad privatization and wholesale legal reform in order to continue the
building of a viable market economy. The government estimates 4.4 percent growth
for 1995 and 4.8 percent for 199W.

The Czech government is continuing down the road towards economic integration
with the west as highlighted by the signing of its accession agreement with the Or.
ganization of Economic Cooperation and Development (OECDY on November 28. De-
spite some notable problems, such as restructuring newly privatized firms and cop-
ing with an inefficient financial sector, the Czech economy as a whole returned to
solid growth in 1994. Government and private forecasts show that the Czech econ-
omy is likely to grow by over 4 percent in 1995 and by close to 5 percent in 1996,
based on strong consumption and investment activity. Industrial production grew at
over 7% in the first half of 1995. Fixed capital formation increased by 12% while
household demand rose 5.2%. Inflation, flat in July and August, is running at a
year-over-year rate of under 10%. Unemployment has not risen above 3%. Whie the
trade deficit of close to USD 1.8 Billion outpaced services growth for a current ac-
count deficit of USD 720 billion in the first half, a strong surplus on the capital ac-
count more than compensated. As a result, foreign currency reserves grew to almost
USD 15 billion by Aimust 1995. This foreign capital inflow pushed the total stock
of debt to USD 13.7 Billion (33% of which was short term loans).

The government completed the second wave of large-scale privatization in the first
half of01995, during which approximately 1,500 formerly state-owned large enter-
prises were transferred to the private sector. Although tenders and management
buy-outs played a larp role, this large-scale privatization process also included the
process of "coupon privatization* whereby citizens over the age of 18 were allowed
to acquire shares of enterprises through the purchase of vouchers. Approximately
70 percent of Czechs elige to participate in the voucher program 9di so, giving
this country perhaps the highest per capita rate of stockholders in the world. The
private sector contribution to GDP is estimated at about 70 percent in the first half
of 1995.

After a moderate surplus of USD 400 million in 1994, the government is likely
to meet or exceed its target of a balanced budget for 1995. As of August 1995, the
government budget showed a surplus of USD 425 million. The government plans a
balanced budget for 1996, following some increases in budgeted expenditures in line
with rises in revenue forecasts based on higher growth projected for 1996. In late
1995, the Czech government increased its proposed (balanced) budget for 1996 b
USD 1.3 Billion to USD 18.7 billion (36.2% of GDP) in reaction to higher GD;
growth in the first half of 1996 and a higher projection for 1996.

The central bank, or Czech National Bank, remains an independent monetary au-
thority which has proven itself able to withstand political pressure. Monetary policy
in the Czech Republic has stabilized. The inflow of foreign capital has continued to
strengthen since 1994. On June 22, the Czech National Ban announced a series
of measures to slow the growth of the money supply while controlling the inflow of
short term foreign capital. the moves included an increase in the discount rate to
9.5% from 8.5%9 and establishing a uniform reserve requirement rate of 8.5%, which
increased the reserve rate on most deposits by t.5%. The bank also imposed t'ght
restrictions on short-term deposits from abroad The Czech National Bank also has
been strengthening its supervision over banks following problems (including 4 fail-
ures) among smaller banks.
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. Exchange Rate Policies
The Czech government has followed a 'hard crown" policy which has kept the

crown stable since January 1991. The composition of the currency basket since 1993
has been based on the German mark (65 percent) and the U.S. dollar (35 percent).
The official exchange rate has moved within the range of 26-28 crowns per U.S. dol-
lar in 1995 while on a downward trend following the USD-DM exchange rate. The
crown has been fully convertible for trade purposes since 1990.

In September 1995 the Czech parliament approved a new law on foreign ex-
change transactions. 'The law provides for current account convertibility as of Octo-
ber 1, 1995. (Current account transactions include the import of goods and services,
royalties, interest payments and dividend remittances.) The law also liberalizes
some capital account transactions, notably direct investment purchase of securities
through a broker, and real estate purchases abroad by Czech nationals. Other cap-
ital-account transactions still require a foreign exchange license. Finally, the law
authorizes the central bank and the Finance Ministry to take steps to move to fullcapital account convertibility without additional legislation. Repatriation of earnings
from U.S. investments is also guaranteed by the US..Czechoslovak bilateral invest-
ment treaty which went into effect in December 1992.
3. Structural Policies

The continued transition towards the free market continues to require adjust-
ments throughout the legal, financial, and political structure. Some of the major
changes are outlined below.

Taxes: In late June, the Parliament passed tax reductions for 1996 and a new bad
debt write-off provision. The corporate income tax is to go down from 41% to 39%
and the top personal income tax rate is to drop from 43% to 40% while social insur-
ance contributions are also to be lowered slightly. Parliament also provided for tax
write-offs of bad debts, although with considerably less generous treatment of pre.
1995 debts: post-1995 debts may be deducted over three years and pre-1995 bad
debt over 10 years. The government plans to lower tax rates to EU levels over time.

Prices: Over 95 percent of price controls were eliminated in 1991. Only the price
of utilities, rents, gasoline, fuel oil, and various municipal services continue to be
regulated. These prices are being slowly increased and the remaining controls
gradually eased over time.

Wages: In the second half of 1995, the government removed wage regulation
which had been based on a system of punitive levies on excessive wage growth.

Privatization: the Czech Republic's rapid and innovative mass privatization pro-
gram remains one of the hallmarks of its impressive economic transition to a mar-
ket economy, even if its consequences for corporate governance and industrial re.
structuring remain unresolved. An estimated 70 percent of GDP was produced by
the private sector as of mid-1995. The property still held by the state is valued at
over USD 10 billion, ranging from large majorities to nominal shares in private
firms, and represents the key task in finishing privatization. The government has
announced its intent to reduce the state's share in 58 major or strategic firms. While
the Ministry of Privatization aims to decide the framework for privatization of most
of these firms before the summer 1996 elections, the bulk of sales will not occur
until late 1996 and 1997.

4. Debt Management Policies
The Czech Republic maintains one of the lowest foreign debts in Central and

Eastern Europe. As of mid-1995, the gross foreign debt was approximately USD 14.0
Billion. Central government debt of close to USi) 6 billion represents approximately
13 percent of GDP and current government plans cal for the level of debt to drop
to only 10 percent by the year 2000 through growth in the economy. The Czech Re.
public repaid its entire debt with the IMF ahead of schedule, the first post-com-
munist country to do so. Standard and Poors raised its sovereign credit rating of
the Czech Republic to 'a" in November 1995.

Due mainly to the lending policies of the former communist regime, the current
government is owed approximately USD 4.5 billion by various, mainly ex-communist
bloc, governments around the world. First among them is Russia, which owes an-
proximately USD 3.4 billion, then Syria, which owes approximately USD 750 ml.-
l ion. The Russian debt was restructured in 1994 and a 1994 interest payment of
USD 79 million was made on this debt. It remains an open question whether these
other debts will be collected.

5. Significant Barriers to U.S. Exports
The government of the Czech Republic is committed to a free market and has

made the elimination of artificial trade barriers an important element of its overall
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economic Iolicy. There are currently no significant barriers for U.S. exports to this
country. The Czech Republic has adopted-a GATf/WTO tariff codee with a trade-
weighted average tariffof "-6 percent. This is being reduced to close to 4 percent
in accordance with Czech commitments in the Uruguay Round. Some European
Union (EU) exports face a lower tariff rate under the Czech Republic's EU Associa-
tion Agreement. Currently, the difference in the duty facing U.S. versus EU firms
is under 2 percent and will fall to slightly over 1 percent once the Uruguay Round
reductions have been fully implemented. Trade in agricultural/food products is gen-
erally free of major trade baiers although technical barriers continue to hamper
imports of certain products such as live animal and animal genetics. In anticipation
of memberships in the EU, the Czech Republic is rewriting much of its legislation
related to the production, marketing and trade of agricultuia]/food products. During
this transition phase, it is not always clear which rules apply, which has led to some
delays in getting products approve for import. The alignment of the Czech Repub.
lic's food legislation with the EU also means that certain products currently prohib-
ited in the EU such as U.S. beef, genetically modified organisms (i.e. ready roundup
soybeans), and BST are also prohibited in the Czech Republic.

Some provisions of the 1993 tax code have been criticized by U.S. and other for-
eign investors as inhi'biting investment. As noted above, new Czech legislation al.
lowed corporate tax deductibility of bad debt reserves for the first time. However,
US companies are concerned about the ability to reclaim VAT collected on unre-
coverable debts and the tax status of group and offshore companies. Czech legisla-
tion effectively penalizes use of holding company structures by leveling both cor-
porate tax and dividend withholding tax on profit flows between group companies,
thus creating double taxation on such profits. Czech law also does not permit intra-
group use of losses (i.e., offsetting losses in one group entity against profits in an.
other) and imposes corporate tax on dividends received from foreign holding without
allowing use of a foreign tax credit for the underlying tax suffered in the subsidi-
ary's home jurisdiction. According to the American Chamber of Commerce, offshore
companies are taxable in the Czech Republic if they engage in a much lower degree
of domestic activity than under guidelines recommended by the Organization of Eco-
nomic Cooperation and Development (OECD) or standards applied in most other
countries.

With a few limited exceptions, such as certain areas of the defense industry, all
sectors of the Czech economy are fully open to US. investment. Equal treatment
of foreign investors is also enshrined in the Czech membership application to the
OECD.

The Bilateral Investment Treaty (BIT) and the agreement with the US. Overseas
Private Investment Corporation (OPIC) signed by Czechoslovakia in late 1991 apply
to the Czech Republic.

A bilateral tax treaty with the Czech Republic entered into force in January 1993.
The United States granted permanent most favored nation (MFN) status to Czecho-
slovakia in 1992 and to the Czech Republic as a successor state in January 1993.
As noted above, the Czech Republic has signed the Uruguay Round document in
WTO/GATT to lower tariff rates over the next ten years.
6. Export Subsidies Policies

In mid-1995, the Czech Export Bank, a subsidiary of the Export Guarantee and
Insurance Company, started to provide export guarantees and credits to Czech ex-
porters. The bank has a policy of following the OECD consensus on export credits.
Additionally, the government maintains a fund (the fund for market regulation)
through which it purchases domestic agricultural surpluses for resale on inter-
national markets. For some commodities, pricing is established at a level which in.
eludes a subsidy to local producers.
7. Protection of U.S. Intdlectual Property

The Czech Republic is a party to the Paris (industrial property) Convention and
Berne and Universal Copyright Conventions and is working to ensure that laws for
the protection of intellectual property match those of Western Europe. A 1995
amendment to the trademark law simplifies administrative steps concerning reg-
istration and sale of trademarks and strictly defines trademark fraud. It also bans
unauthorized registration and use in the Czech Republic of generally well-known
trademarks. An amendment to the copyright law is pending which would bring the
Czech law into full compliance with trips and EU standards. The amendment would
treat computer programs with the same protection as literary creations and narrow
the personal use provision. The amendment may only partly resolve issues of owner-
ship of software. Despite progress on legislation, enforcement of existing regulations
remains uneven.
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Enforcement of video piracy laws Is an ongoing concern for US. video and motion
picture exporters. While awareness of the problem and enforcement efforts on the
art of Czech officials is rising, losses continue to hit these exports. According to
e Czech anti-piracy union, the number of illegal video tapes on the market ap-

,mare to have stlized. While the percentage of illegal tapes has risen to 35-40%
in1995 fmm the 1994 low ofS30%, this is due to a drop in the size of the market
for first-run legal videos.

Software pir remains a problem and the industry has been hurt by lagging en.
forcement and slow prosecution of offenders. The Embassy is cooperating with the
US.based Business Software Alliance (BSA) to raise the level of awareness on this
and similar issues. According to recent BSA data, 83 percent of software in the
Czech Republic is illegal, compared to a European average of 58 percent.
8. Worker Rights

a. The Right of Msociation.-Workers in the Czech Republic have the right by law
to form and Join unions of their own choosing without prior authorization. Cur-
rently, under-half of all workers are members of a labor organization as the overall
number of union members has fallen since 1991. Under the law, all workers are
guaranteed the right to strike once mediation efforts have been exhausted; excep-
tions are those workers (nuclear power plant operators, military, police, etc.) in sen.
sitive positions who are forbidden to strike.

b. The Right to Organize and Bargain Collectively.-Workers also have the right
to organize and bargain collectively. Wages are set by free negotiation.

c.Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited. There is no evidence or indication that such practices have occurred since
the 1989 revolution.

d. Minimum Age for Employment of Children.-The basic minimum age for em-
ployment is 16. Exceptions are made for 15 year-olds who have already finished ele-
mentary school and for 14 year-olds who have completed courses at special schools
for the disabled.

e. Acceptable Conditions of Work.-The government sets minimum wage stand.
ards to guarantee an adequate, if sparse, standard of living for a worker and, with
special a-;owances for his family as well. A standard workweek of 42.5 Hours was
mandated by law, but collective bargaining has brought closer to 40 the actual num-
ber of hours worked. Additionally, caps exist for overtime and workers are assured
at least 30 minutes of paid rest per work day as well as annual leave of three to
four weeks per year.

f. Rights in Sectors With U.S. Investment.-All of the above workers' rights are
appliedto firms with US. investment and do not differ from those in place in other
sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 7
Total M anufacturing ............................................................... 165

Food & Kindred Products ............................................... 68
Chemicals and Allied Products ........................................... 81
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................ 5
Electric & Electronic Equipment ....................................... 5
Transportation Equipment ( .............................................. .1)
Other M anufacturing .......................................................... 5

Wholesale Trade................................ .......... (2)
Banlking .................................................................................... (2)

Finance/Insurance/Real Estate................................. 0
Services .................................................................................... (1)
Other Industries ..................................................................... (2)

TOTAL ALL INDUSTRIES .................................................... 271
1Jndimte a value between $-500,000 and $5W0,000.
2Suppressed to avoid disclosing data of individual companies.
BUrot U.S. Department a( Commerce, Bureau of Economic Analysis.
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DENMARK

Key 3onoick Indicators
(MKWi Ofs a LA 1binUe" otherwise noted]

1993 1994 19961

Income, Phxfdfion and Em-ploy.ent:
Real GDP (1985 prices) .................................... 91,388 95,959 112,804
Real GDP Growth (pernt) ................................ 1.3 3.1 3.5
GDP at current prku 2.... ........... . . . . . . .. 116 ,4 75  12 5,660  150 ,700

GDP by Sector.
Agriculture ............................................... 4,088 4,557 5,300
Energy, Water, Heat........................................ 2,349 2,411 3,000
Manufacturing .................. 22,005 24,370 29,300
Buildingo itructkon......................... 6,109 6,872 8,200
Raw MateraMinng...................... 1,186 1,153 1,500
Rents .................................... 12,046 12,467 15,000
Financial Services ............................................ 3,011 3,248 3,900
Other Services....................................41,878 45,920 55,000
Government Services....................26,685 27,681 33,200
Overlap Corrections ......................................... - 2,882 -3,020 - 3,700
Net Exports of Goods and Services ................. 10,083 9,091 10,200

Real Per Capita GDP' (1985 prices) .................. 17,611 18,436 21,440
Labor Force (1000) ............................................ 2,848 2,837 2,834
Unemployment Rate (percent) ............................ 12.4 12.2 10.2

Money and Prce (annual percentage growth):
Money Supply........................................11.2 -5.4 -2.0
Base Interest Rate (percent)'s........10.5 8.4 8.7
Personal Saving Rate (percent) .......................... 7.8 4.8 4.1
Consumer Price Index .. ........... 1.3 2.0 2.1
Wholesale Inflation ......................... .- 0.6 - 1.2 3.3
Exchange Rate (US$DKK)................................ 0.1543 0.1572 0.1786

Balance of Payments and Trade.:
Total Exports FOB'4..................... 37,196 41,848 50,000

Exports to US. ................................................. 1,898 2,187 2,150
Total Imports CI?4 ................................6 30,549 35,930 43,750

Imports from U.S .............................................. 1,418 1,745 2,150
Aid from U.S ........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Debt ....................................................... 43,519 39,465 41,400
External Debt Service Net Interest Payments .. 4,800 5,267 5,100
Gold and Forex Reserves ..................................... 11,539 8,505 11,500
Trade Balance4 .................................................... 6,647 5,918 6,250

Balance with U.S .............................................. 480 442 0
11995 figunsa Uesiae based an available data in October 199.
*GDP at 4set.
8Figu1 an aetml, answoannual bank lending interest rates, not changes in them.
4Mardwandlse trade, seni E U Agricultwurl xport, Subsidies.
NotW ADU dollar Afg. shewn in the tet have ben converted from Danish Kroner figures using the aver-
agmn&*efU00 an ma.rt. hInth relevant year.

sh Kresu9m ,anA ratmesed
19M DKAK 4A.41.00
1994: DICK U1-$1.00
1990W DKK 5.6.41.00

1. General Pblcy Framewok
Denmark isna small, highly industrialized "value-added" country with a long tradi-

tion of foreign trade, frie capital movements, political stability, an efficient and
well-educated labor force, and a modern infrastructure effectively linking Denmark
to the rest of Europe. Denmark's natural resources are concentrated in oil and gas
fields in the North Sea, which make Denmark more than self-sufficient in oil and
gase. As Denmark remains dependent on imported raw materials and semi-manufac-
tures for its industry and n coal for its electrical power production, ensuring ade-
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ate supplies has always been a major goal of Danish trade and industry policies.
mark has been a member of the European Community (now European Union-

EU) since 1973. Denmark's active liberal trade policy in the EU, OECD, and GAfl
often coincides with US. interests. Denmark in December 1994 ratified the Uruguay
Round agreements which also apply to Greenland and the Faroe Islands two auton-
omous territories of Denmark. EU countries account for around two-thirds of Den-
mark's total trade. The United States, Denmark's largest non-European trading
partner,_accounts for about five percent of total Danish merchandise trade. On May
I8 1993,Danish voters reversed their earlier rejection of the EU *Maastricht Trea.
t?' and reinforced Denmark's commitment to continued EU cooperation and integra-
tion. However, Denmark, inter alia, reserved its participation in the third phase of
the Economic and Monetary Union (EMU). Denmark benefits from the EU Single
Market, which started January 1, 1993, and has taken the lead in efforts to combat
new nontariff trade barriers arising within the EU while other barriers are disman.
tled.

Despite continued high unemployment, the Danish economy is strong due to com.
fortable balance of payments surpluses and low inflation. This resulted from tight
fiscal policies of minimum increases in public expenditures and monetary and ex-
change rate policies similar to Germany's which Kave been pursued since the early
1980s. The Social Democratic Party (SDP)-led coalition government, which took

wer in January 1993 and managed to retain it after the elections held in Septem.
r 1994, relaxed fiscal policy in 1994, and introduced a limited income tax reform

to kick-start the economy. The Government also introduced a series of measures to
combat unemployment, which include government-funded leave programs and gov-
ernment-subeidized job creation measures.

Despite strong economic growth starting in the second half of 1993, real unem-
ployment has been slow to react due to large productivity increases and extraor-
dinarily large new inflows of labor..Although there is broad political agreement on
putting a lid on the public sector's size and costs, large unemployment benefit costs
(albeit now fallg), increasing leave program costs, and other transfer income costs,
have made it difficult to reduce budget deficits significantly despite high economic
growth. The public sector budget deficit was reduced from 4.5 percent of GDP in
1993 to only 3.8 percent in 1994. Foreign investment incentives are limited to le-
nient income taxation of high-paid foreigners working in Denmark (a flat 31 percent
tax on gross income in 1995). Since 1989, the Government has spent the equivalent
of about $10 million promoting direct investment in Denmark by U.S. and Japanese
high-tech companies, which has assisted some U.S. acquisitions of Danish high-tech
companies. US. and Japanese 1eenfield investments, on the other hand, have been
limited-

-Danish fiscal policy meets the conditions of the EMU. For example, Denmark com-
plies with the prohibition against monetization of its central government deficits.
Deficits are financed through the sale of government bonds and treasury bills on
market terms.

The Danish exchange rate policy (see section 2), pursued since theearly 1980's,
requires a monetary policy which gives high priority to price stability. This, together
witch fully liberalized capital movements since 1988, means there is limited room for
Denmark to adopt independent interest rate and liquidity policies. Official Danish
interest rates are linked closely to those of Germany. In order to tighten manage-
ment of money-market rates (without adjusting official rates), the Central Bank,
which ha% monetary policy authority, uses a liquidity management system via week.
ly issuances of two-week deposit certificates and by providing liquidity to commer-
cial banks via re-purchases :)f both treasury bills and deposit certificates. Since
early 1993, the Central Bank has successfully used small discount rate adjustments
of between 0.25 and 0.5 percent to control liquidity and to protect the krone. On
November 8, 1995, the discount rate was lowered by 0.25 percent to 4.75 percent
(the lowest rate in 36 years). However, the low inflation (two percent in 1994 and
1995), together with monetary and the exchange rate policies, maintains high real
market interest rates.
2. Exchange Rate Policies

Denmark is a member of the Eu'opean Monetary System (EMS) and its Exchange
Rate Mtx.hanism (ERM). It supports the objectives of the EMU but has decided not
to participate in its third phase (establishment of a .single EU currency and relin-
quishment of national sovereignty over monetary policy). For more than a decade,
the Government has successfully resisted addressing Denmark's economic problems
through exchange rate adjustments, and this policy continues. In September 1995,
the tiade-weighied value of the krone was 3.89percent higher than in September

7 ,
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1994, due mostly to the kone's appreciation against the dollar, the pound and the
yen.

The value of the krone against the dollar in October 1995 (DKK 5.49 to $1.00)
was almost eight percent higher than in October 1994. Over the last two years tl.e
Krone has appreciated 20 percent in relation to the dollar. The consequent improve-
ment in U. price competitiveness has assisted increased US. exports to Denmark
and reduced Danish exports to the United States. As a result, U.S. trade deficits
in 1993 and 1994 t cloie to $0.5 billion each year will likely be eliminated in 1995.
3. Structural PoliieW

Danish pricing polIces are based on market forces. Entities with the ability to fix
prices because of-their dominance in the market are regulated by a Competition
Council.

In spite of the income tax reform introduced in 1994, Danes generally concede
that the tax system needs further overhaul to improve incentives for work and in-
vestment and to reduce the %undergrund* economy, which today may equal as
much as 10 percent of GDP. For example, the highest marginal tax rate is more
than 60 percent and applies to all income above that of a fully employed skilled
worker. With the introduction in 1994 of a tax on gross income (starting at five per-
cent in 1995, and increasing one percent each year to eight percent in 1997), the
Danish income tax system was brought closer to those of other EU countries.
Unique among EU countries, Danish employers pay virtually no nonwage compensa-
tion. Most of employers' costs of sick leave and unemployment insurance are paid
by the Government. Employees pay their part of unemployment insurance out of
wages. Another concern is the highj Danish Value Added Tax (VAT), which, at 25
percent, is the highest in the EU. However, as VAT revenues constitute more than
one-quarter of total central government revenues, a reduction would have severe
budgetary consequences. 71e Government has no plans to reduce the VAT, and
hopes for VAT rate harmonization through increases in the VAT rates of other EU
countries, particularly those of Germany. The corporation tax is 34 percent which,
combined with favorable depreciation rules and other deductions, is among the low-
est in the EU. Ennsronmental taxes, including C02 taxes, are being imposed on both
industry and consumers to an increasing extent.

Despite Denmark's success in resolve many of its former structural problems,
the large number of jobless people remains a major problem. Labor mobility, both
geograjplically and sectorally is low in Denmark due to rather lenient requirements
toqualify for unemployment benefits and structural rigidity which prevents crossing
craft lines. In response, the Government has started enforcing existing rules more
vigorously to tighten eligibility for benefits and increase mobility in general. At
present, about two-thirds of the costs of unemployment benefits are paid from gen-
eral revenues. Rather than consider extensive labor market reform, the SDP govern-
ment's efforts concentrate on Job rotation (leave programs aimed at taking people
out of the labor force) and on job creation through subsidization of home services
work, the latter with only limited success.
4. Debt Management Pblcies

Since 1963, large, recurng balance of payments (BOP) deficits produced a foreign
debt which in 1968 peaked at $44 billion (DKK 6.73 to $1.00), or 40 percent of GDP.
However, since 1990, the BOP has moved into a surplus which peaked at $4.7 bil-
lion in 1993. In 1994, the BOP surplus dropped to $2.7 billion. Consequently, foreign
debt is gradually being reduced and by the eod of 1994 equaled 27 percent of GDP.
Despite-BOP surplus, net interest payments on the debt continue to be a burden
accounting for about 10 percent of 0ods and services export earnings. Standard and
Poor's and Moody's Investors Service rate Denmark AA+ and AA, respectively, re-
flecting the strong economy and the BOP surplus. Denmark's public sector is a net
external debtor, while the private sector, including ranks, is a net creditor. At the
end of 1994, the public sectors net forei debt, including foreign exchange reserves,was the equivalent of $50 billion, of wh krone-denominated government bonds ac-
counted for more than half.

The central government's debt denominated in foreign currencies in 1994 dropped
more than 20 percent to the equivalent of $20 billion at the end of the year, as ex-
tensive foreign loan, taken in connection with the July/August 1993 currency crisis
were repaid. One4hird of this debt is de•-ominated in German marks, followed by
18 percent in dollars, and 14 .percent in Swiss francs. Close to 40 percent of the debt
is in short term obligations with variable interest rates. The total debt has an aver-
age term of 1.9 years (2.9 years for the fixed interest rate debt alone).

-Danish development assistance is large by international standards, accounting for
one percent of Gross National Product (GNP), or $1.4 billion in 1994. It is almost
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equally distributed between bilateral and multilateral assistance. Bilateral assist.
ance is concentrated on 20 *progrm' countries, of which three were added in 1994:
Niger Ethiopia, and Bolivia, while Thailand was taken off the list as it is no longer
eligible due to its high per capita GNP. African countries account for about 60 per.
cent of total bilateral assistance. Denmark also supports the new democracies in
"East and Central Europe, including the Baltics and the former Soviet Union, and
in 1995 budgets with costs of about $330 million for assistance (0.25 percent of
GNP). In additionthe Government budget in 1995 includes about $225 infllion for
multinational environmental and disaster assistance. Denmark actively participates
in the IMF, the EBRD, the World Bank, and the Paris Club.
5. Signfw Barriers to U.S. Exports

Heavily dependent on foreign trade, Denmark maintains few restrictions on im.
ports of good and services and on investment. Denmark adheres to all GAT_/WTO
codes and also to all EU legislation which impacts on trade and investment. There
are no special Danish import restrictions or licenses which pose problems for US.
industrial products exporters. Agricultural goods must compete with domestic pro-
duction, prtected under the EU's Common n cultural Policy.

With]the implementation of the EU Single Market on January 1, 1993, most in.
dustrial standards, testing, labelir and other requirements are gradually being
harmonized within the EU. However, as harmonization takes place, new nontarifT
trade barriers (NTBs) have surfaced In individual EU member countries. Denmark
has taken the lead in combating the problem and, together with the EU Commis-
sion, hosted a successful nontariff barrier conference in Copenhagen in September
1994. The National Agency for Development of Trade and Industry under the M1in-
istry of Business and Industry has set up a NTB section to assist vanish companies
facing foreign trade barriers. This section is initially focussing on the EU another
European countries with free trade agreements with the EU.

Denmark, like most other countries, requires an exam or experience in local law
in order to practice law. In addition, investment in stockbroker companies requires
that the managing director have at least three years of experience in securities
trade. Experience in a US. stock exchange alone will probably not meet this re-
quirement.

Denmark provides national, and in most instances nondiscriminatory treatment
to all foreign investment. Ownership restrictions are only applied in a few sectors:
hydrocarbon exploration (which in general requires limited government participa-
tion, but as of the end of 1994, no longer on a carried-interest basis); arrms produc-
tion (a maximum of 40 percent of equity and 20 percent of voting rights may be
held by foreigners); aircraft (third-country citizens or airlines may not directly' own
or exercise control over aircraft registered in Denmark); and ships registered in the
Danish Internptional Ships Register (a Danish legal entity or physical person must
own a significant share and exercise a significant cont l-about 20 percent-over
such ships). Danish law provides a eciprocity test for foreign direct investment in
the financial sector, which, however, has not been an obstacle to U.S. investment.
Three US. banks Citicorp (through its U.K. subsidiary), Republic National Bank
of New York and State Street Bank Trust company, have branches or offices in Den.
mark. The Government recently announced its plans to fully liberalize the Danish
telecommunications sector as of mid-1996, 18 months in advance of the deadline set
by the European Commission. A second private cellular mobile telephone network
(General Sykeme Mobile-GSM) with BellSouth participating, competes with the
government controlled Tele Danmark's GSM operation.

Danish government procurement practices meet the requirements of the GATT
Public Procurement Code and of EU public procurement legislation. Denmark has,
inter alia implemented the EU's "Supplies" Directive 93/36/EEC, 'Works" Directive
93/37/EE and "'Utilities" Directive 93/38/EEC. Regarding the latter, indications arethat the voluntary "50 percent EU Origin requirement" will be interpreted liberally
by the Danish Government and that the mandatory 3 percent price differential re-
quirement will only have minor importance in procurement decisions. An adminis-
trative note issued in 1993 also ad, ises central and local governments of the EU/
US. agreement on reciprocal access to certain public procurement. The central gov-
ernment, its institutions and entities owned by it, are obligated to apply environ-
mental and energy criteria on equal footing with, e.g., price, quality and delivery
terms in their procurement of gST. and service in .compliance with EU procure-
ment rules. This ma reduce U.S. access to the Danish public procurement market.
For example, the EU 0Ecolabel" and EU *Ecoaudit" requirements may be difficult
for U.S. companies to meet. Offsets are used by the Danish Government only in con-

- nection with military purchases which a not covered by the GATT code and EU
legislation. Denmarzk has no "Buy Danish' laws.

I
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Thare is no rord of US. companies complaining about burdensome customs pro.
oedures. Denmark has an effective and modern customs administration which as
reduced processing time to a minimum.

U.S. companies residing in Denmark as a general rule receive national treatment
regarding access to Dan• R &D programs. in some programs, however, Denmark
requires cooprtion with a DanmiSh company (ies). The Embassy has no record of
complaints by UVS. companies in this area.
6. Export Sabddies Pi, es

EU agr!eiltural export restitutions (subsidies) tc Denniark 1: .'-94 of $767 million
were equlvaleut to 9 0,erent of the value of total D ,jdsh agriultural exports. Gov.
ernment support for aguicultural export proiuotion programs is insignificant. Den.
mark has no direct subsidies for Its nonagricultural exports except for shipbuilding.
Also, the Government does not subsidize exports by small and medium size compa-
nies. Indirectly, however, Denmark has programs to assist export promotion, estab-
lishment of export networks for small and medium sized companies, research and
development, regional development, and a limited number of preferential financing
schemes aimed,-Inter alia, at increasing exports. In addition, Denmark has a well.
functioning export credit and insurance system. In its foreign development assist-
ance, Denmark maintains theprinciple of using at least 50 percent of all bilateral
assistance for purchases of Danish produced goods and services. All these programs,
however, apply equally to foreign companies producing in and exporting from Den.
mark.

Denmark has one of the lowest rate :f state aids to industry (about two percent
of GDP) amonV EU countries. Shipbuilding support, where Danish subsidization is
within the ceiling set in the EU Shipbuilding Directive (nine percent of the contract
value), accounts *or about one-third of total Danish state ails to industry. Denmark,
as an ally of the United States, warmly welcomed the 1994 OECD agreement to
phase out shipbuil ding subsidies internationally, but ratification of the agreement
by all parties is pending.
7. Protection of U.S. Intellectual Property

Denmark is a party to, and enforces, a large number of international conventions
and treaties concerning protection of intellectual proerty rights. It offers adequate
protection of such rights. Denmark is a member of te World Intellectual Property
Organization.

Patents: Denmark adheres to the Paris Convention for the Protection of Industrial
Property, the Patent Cooperation Treaty, the Strasbourg Convention and the Buda.
pest Convention. Denmark has ratified the European Patent Convention and the EU
Patent Convention.

Trademarks: Denmark is a party to the 1957 Nice Arrangement and to this ar-
rangement's 1967 revision. A new Danish trademark act entered into force January
1, 1992 which also implements the EU trademark directive harmonizing EU mem.
ber countries' tradema:k legislation. Denmark strongly supports efforts to establish
an EU-wide trademark system. In addition, Denmark has legislation implementing
EU regulations for the protection of the topography of semiconductor products which
also extends protection to legal U.S. persons.

Co.pyrghts: Denmark is a party to the 1886 Berne Convention and its subsequent
revisions, the 1952 Universal Copyi'ght Conventions and its 1971 revision, the 1961
International Convention for the Protection of Performers, etc., and the 1971 Con-
vention for the Producers of Phonograms, etc. There is little piracy in Denmark of
records or videocassettes. However software piracy in Denmark is estimated at
more than $100 million annually. Piiracy is on the decline due to sharply reduced
prices, improved protection of programs, and efforts to combat such piracy by the
Business Software Alliance. Piracy of other items, including books, appears very
limited. There are no indications that pirated products are being imported to or ex-
ported from Denmark. One copyright issue of concern to the U.S. involves the impo.
sition on January 1, 1993 of a Danish levy on blank analog and digital audio and
video tapes for home use. Pending implementation of "material reciprocity" provi.
sions, UMS. artists as of October 1995 receive national treatment. It now appears
that these provisions will be implemented so as to allow the principal U.S. rights
holders to share in the distribution of revenues.

A recent complaint by a U.S. company regarding alleged infringement of intellect.
tual property tigts in the biocides test data was successfully resolved with the
DanishGovernment accepting its obligations under the GATT/WTO "TRIPS" Agree.
ment.

The EU, but not Denmark specifically, is named on the Special 301 Watch List
or Priority Watch List. Denmark is not identified as a Priority Foreign Country.

0 I
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8. Worker Rights
a. The Right of sociaton.-Workers in Denmark have the right to associate

freely and an (except those in essential se.-ices and civil servants have thenright
to strike. Approximately 80 percent of Danish wage earners belong to unions. Trade
unions operate free of government interference. They are an esentialfactor in polit-
ical life and represent their members effectively. In 1994, 75,000 workdays were lost
due to labor conflicts (down from 113,700 In 1993). Greenland and the Faroe Islands
have the same respect for worker rights, including full freedom of association, as
Denmark.

b. The Right to Organize and Bargain Collectively. -Workers and employers ac.
knowleda each others' right to organize. Collective bargaining is widespread. The
law prohbits antiunion discrimination by employers against union.members,.and
there are mechanisms to resolve disputes. Salaries, bene-lts, and working conditions
are agreed in biennial or triennial (the industry sector) negotiations between the
various employers' associations and their union counterparts. If negotiations fail, a
national conciliation board mediates, and its proposal is voted on by both manage-
ment and labor. If the proposal is turned down, the Government may force a legis-
lated solution (usually based upon the mediator's proposal). In case of a disagree-
ment during the life of a contract the issue may be referred to the Labor Court.
The decisions of the court are binding. The labor contracts which result from collec-
tive bargaining, as a general rule, are also used as guidelines in the nonunion sec.
tor.

Labor relations in non-EU parts of the Danish Realm, Greenland (a beneficiary
of the U.S. Generalized system of Preferences) and the Farce Islands, are generally
conducted in the same manner as in Denmark proper.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited and does not exist in the Danish Realm.

d. Minimum Age for Employment of Children.-The minimum age for full-time
employment is 1n1years. The law prescribes limitations on the employment of those
between 15 and 18 years of age, and it is enforced by the Danish Working Environ-
ment Service (DWES), an autonomous arm of the Ministry of Labor. There are no
export industries in which child labor is significant. -

r Acceptable Conditions of Work.-There is no legally mandated workweek nor
national minimum wage. However, the workweek set-by labor contracts is 37 hours.
The lowest hourly wage in any national labor agreement is sufficient for an ade-
quate standard of living for a worker. Danish law provides for five weeks of paid
vacation. Danish law also prescribes conditions of work, including safety and health-
duties of employers, supervisors, and employees; work performance; rest periods ana
days off; medical ex Mnations; and maternity leave. The DWES ensures compliance
with work place legislation. In addition, Danish aw pro Aides for government-funded
temporary withdrawal from the labor market through parental, educational or sab-
batical leave programs.

Similar conditions of work, except leave programs, are found in Greenland and
the Faroe Islands, but the workweek is 40 hours. Unemployment benefits in Green-
land are either contained in labor contract agreements or come from the general so-
cial security system. A general unemployment insurance system. in the Faroe Is-
lands was established in August 1992, replacing former unemployment compensa-
tion covered by the social security system. Sick pay and maternity pay, as in Den-
mark fall under the social security system.

f. Nights in Sectors With U.S. Investment.-Worker rights in those goods-produc-
ing sectors in whichU.S. capital is invested do not differ from the conditions in
those other sectors where no US. investment is found.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Catepry Amount

Petroleum ................................................................................. . .
Total Manufacturing .......................................................... 298

Food & Kindred Products ............... . ....... (1)

Chemicals and Allied Products..................... 33
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment.................... 48
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Extent of UW.. Investment in Selected Industries,--U.S. Direct

Investment Position Abroad on an Historical Cost Basis-1994--Continued
Millions of US dollars]

Transportation Equipment ................................................. ()
Other Manufacturing .......................................................... 59

Wholesale Tlrad~e t. , , ogo190)Baking ...00,o*ooo0,0 'oto00 wo0404 # 40#* 000 *o 0* o(1)

FWnanensurancel...Es t a tet38.................................................0
Services ................................................................................. 533
Other Industries ...................................................................... 14
TOTAL ALL INDUSTRIES .................................................... 31,993

£1gF%"W dto avoid "dimc3.ddate of individuw mpaidmSl ta valus betwom $-500X00 and $600A00.
Soun: U.S. lsDpstmtn s C iMsmm, Blureau of romEmm i Anlysis.

ESTONIA

Key Economic Indicators
[Millions of U.8. dollars unless otherwise noted] 1

1993 1994 1996

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (percent)" .............................. -7.0 6.0 5.9
GDP (at current prices) ....................................... 1,631 2,658 3,650
GDP by Sector (percent):.

_Ariculture .... ......................... 12 11 10
Energy/W ater .................................................... 4 3 3
Manufacturing .................................................. 19 18 21
Construction ..................................................... 7 5 6
Rents..................7 6 7
Financial Services ............................................ 3 4 4
Other Services .................................................. 37 38 38
Government, Health and Education ............... 12 13 13
Net Export of Goods and Services .................. -91.4 -353 -535

Real Per Capita GDP ('85 BPS) .......................... N/A N/A N/A
Labor Force (0009) ............................................... 654 640 635
Unemployment Rate (percent) ............................ 2.0 1.51 1.55

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 124.5 27.1 37.6
Base Interest Rates ...................... . . .. . . .. . . . .. . . . . .. . . ..  25.4 21.5 17.0
Personal Saving Rate4 .................... . . .. . . .. . . .. .. . . .. . .  14.8 15.6 11.1
Retail Inflation .................................................... 89 48 25.8
Wholesale Inflation ............................................... N/A N/A N/A
Consumer Price Index.........................42 49 28
Exchange Rate (kroon/US$--annual average):

Official .............................................................. 13.2 13.0 11.5
Balance of Payments and Trade:

Total Exports FOB 5 ............................................. 806.2 1,303.6 1,728.3
Exports to U.S..... .......... ........... 15.2 23.8 49.7

Total ImportsVCIF S.........................897.6 1,656.6 2,341.3
Imports from Us..........................24.5 31.2 67.3

Aid fhoUS .........................S............................. 0.9 3.2 3.2
Aid from Other Countries ................................... 28.5 16.3 N/A
External Public Debt .................... 136.1 222.9 807.0
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Key Economic Inudicator*--Continued
[Mlliceof U.S. dollars unAs otherwise notedl

1993 1994 1996

Debt Service Payments (paid) )............. 16.7 9.9 16.8
Gold and Forex Reserv... 278 402 5S
Trade Balance 5 . -S .4 -353 -613

Balance with U.-....................... -9.3 -7.4 - 17.5
'Deieramsewo at skeu lasted using annual awirp .MdkW whmegsroteS fr resctluve yr.
1905 5swee 4ma r 0anbased on %rtaa year datavailable Novmnbor 1,1Mr8-lrasrm an &sT, a, ve, as annual interetrates, not danges in "hm.

4PlprM-an setual, at uvg p Wo not chpad s in them.
SM'.wchsaN trade

1. General Policy Framework
Estonia continues to experience strong growth after its economy bottomed out

from post-Soviet shocks in the second quarter of 1993. Data from the first three
quarters of 1995 indicate that GNP growth may be as high as six percent on an
annualized basis. Estonia's currency, the kroon, remains stable and fixed to the Ger.
man mark at an eight to one exchange rate; no devaluations or revaluations are an.
ticipated.

Trade continued to expand in 1995, although Estonia remains in a deficit position
with imports outpacing exports by approximately 20 percent. Estonia seeks to join
the European Union (EU) as quickly as possible and has requested an associational
agreement in an effort to accelerate the process.

The government continued to report a balanced budget and, due to higher than
expected accruals of tax revenues, one supplementary budget had been adopted. The
structure of the balanced budget has prevented wage increases in line with inflation
for government employees, particularly teachers and law enforcement personnel.
Several privatization schemes have been used including use of vouchers which can
be traded on a secondary market.
2. Exchanp Rate Policies

Estonia introduced its own currency, the kroon, in June of 1992, using a currency
board which supplies or redeems the kroon for the German mark at a fixed ex-
change rate without limitations.

The monetaryy reform has given a major boost to Estonia's sovereignty and eco.
nomic progress. A strong kroon is frequently cited as the most important factor in
creating fertile conditions for economic restructuring and recovery. Estonia's hard
currency reserves continued their steady growth through 1995.

Estonia eliminated the last of its capital controls in 1994. There are no restric.
tions in opening foreign bank accounts either in Estonia or abroad, nor are there
restrictions in exchanging kroons for hard currency and repatriating funds from Es.
tonia. The exchange rate policy of Estonia is expected to remain unchanged. There
are no perceived pressures on the kroon for a revaluation (or devaluation). Govern.
ment monetary and fiscal policies, particularly the fixed exchange rate and the cur-
rency board arrangement, exert downward pressure on inflation although broader
economic trends including capital expenditures and integration with western econo-
mies push domestic prices higer.
3. Structural Policies

SPriing policies: In January of 1992, the prices of 90 percent of goods were deregu.
lated, and-the government has liberalized even further since then. The only prices
still controlled directly by the government are electricity, precious stones andmet-
ale, and energy inputs such as oil shale. Some goods and services (telecommuni-
cations, passenger transport) are subject to price regulation.

Tax policies: Most elements of a modern tax system such as corporate income tax,
personid income tax, and value-added tax (VAT) are now in place. Property taxes
were introduced in 1993. New tax laws became effective as of January 1, 1994,
which established a 26 percent across the board tax for both personal and corporate
income. Tax holidays for foreign investors were phased out as they were viewed as
distorting and discriminating against local enterprise; companies already receiving
tax holidays, however, were grlndfathered. Anl18 percent VAT is levied on most
goods and services. VAT is collected on imports as they enter Estonia- the importer
is then reimbursed when the goods are sold in Estoma or reexported. The general
trend with Estonian tax legislation has been to decrease taxes associated with pro-
duction of goods and increase taxes associated with consumption.
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Regulatory policy: Estonia's import and export regime is among the most liberal
in the world, mp dties only exist for fur and goods made of fur (16 percent),
and for water and road vehicles (10 percent). The only export duties are levied on
rapeseed oil (100 percent), items of cultural value, including, arts and antiques (100
percent), and metals (ferrous and non ferrous waste and o ý-ap) (5 to 25 percent).
Economic etivities which are subject to licensing include tradim of metals and pre-
cious metals, and trading of alcohol and tobacco products. Any legal entity reg.
istered in Estonia can apply for an operational license.
4./Debt Manaenu*t PoAlicv

With repect to external debts, Estonia has signed loan agreements with foreign
lenders, of which 16 have entered into force. The total commitment of foreign loans
as of September 1, 1995, was $440 million. An additional $135 million is in the form

Sof government credit guarantees.
On the basis of current projections, the ratio of total external public debt to GDP

"is expected to increase to a maximum of 8.6 percent in 1997 before declining to ap.
prxim.ately 7.0 percent in the year 2000. Debt service as a proportion of exports
of goods is projected to remain In the range of about 1.1 to 3.1 percent during the
period 1995 to 1999 before rising to 5.9 percent in the year 2000.IMh highpointfof debt reament is expected to arrive in 2000 as a total of $136
million w-ll have to be repaid. This is because the term of many loans made in 1993
is seven years and Estonia will also have started the repayment of several longer
term loans.
5. Soigicat-Barrier to U.S. Exports

Import licenses: With the elimination of import licenses on all products except al-
cohol, tobacco pharmaceuticals and weapons, Estonia is a very receptive market to
US exports. Estonia has no major domestic impediments to imports, but minor im-
pediments involving infrastructure deficiencies and financial institutions exist.

Infiastructure deficiencies: While the Estonian telephone system has improved
considerably since the formation of a joint venture withFinland and Sweden, tele-
phone and telecommunications services remain uneven. Service in areas outside the
capital is greatly inferior although projects are underway to improve the service in
the near future. Weak infrastructure outside of Tallinn has been a major factor for
the minimal amount of foreign investment oing to regions outside the capital. Sinceforeign investment is a major spur to trade, trade performance in these same re-
gions has suffered.

Financial institutions: Performance of Estonian banks has been uneven. Govern-
ment moves to eliminate smaller banks have prompted a sharp reduction in the
number of marginal institutions. Several larger banks now offer services roughly
comparable to western commercial banks. Trade financing is difficult to obtain (par.
ticularly for new enterprises without a track record) and high interest rates present
some obstacles. Some banks have very limited experience with trade financing op-
tions, such as letters of credit.

Investment barriers: According to the law on foreign Investment, foreign investors
have identical rights and obligations as domestic individuals or companies. How-
ever, in some sectors (mining, power engineering, telecommunications, gas and
water supply, transport, telecommunications, and banking) foreign investors require
a license. All property brought into Estonia by foreign investors as an initial capital
investment is exempt from customs duties but is subject to VAT. A foreign investor
has the right to repatriate profits after paying income tax on proceeds whichit has
received after the liquidation of the enterprise.
6. Export Subsidies Policies

The government provides no subsidies to Estonian exports.
7. Protection of U.S. Intellectual Property

The Estonian government has passed several important pieces of legislation de-
signed to bnrngits intellectual property regime up to modern standards. As of F-b-
ruary 5, 1994, Estonia is a member of the World Intellectual Property Organization.

Patents: Estonia has taken several significant steps to improve patent regulation.
The patent law sets out protections and-judicial proceedings. As of October 1, 190,5,
there have been 18,149 applications for trademark registration since 1992, about 34
percent of them are from foreign companies including 3,427 US. companies. Some
10,600 applications have received certificates proving trademark registration; this
number includes 1,959 companies from the United States. The fee for a trademarkreitration in approximatly $200.oprights:TheC opyright law became effective on December 12, 1992. This law

proviw'es-for protection of software, cable television "publications, records, video
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broadcast, satellite signals, etc. The oopyright law applies to works "which require
protection in the Republic of Estonia by virte of international treaties to which thePublic of Estonia Is a party.* On October 26, 1994, Estonia acceded to the Berne

Convention for the protection of literary and artistic works. Lax enforcement of laws
relating to intellectual property has drawn criticism from organizations representing
artists and writers. Widespread piracy has limited local demand for the legitimate
products, especially video and audio tapes, and compact disks.
8. Worker Rights

a. The Right of Association.-Estonia's constitution guarantees the right to form
and join a union or employee association. The Central Organization of Estonian
trade unions (EAKL) was created as a wholly voluntary and purely Estonian organic.
nation in 1990 to replace the Estonian branch of the Official Soviet Labor Confed.
ration, the All-Union Central Council of Trade Unions (AUCCTU). Workers were
given a choice as to whether or not they wanted to join the EAKL While in 1990
the AUCCUF claimed to represent 800,000 members in Estonia, in 1992 the EAKL
claimed to represent about 500,000 members, organized in 30 unions. In 1993
EAKL's membership dropped to some 330,000 organized in 27 unions and in 1995
had fallen further to about 140,000 organized into 23 unions. The EAKL attributes
the drop in membership to the breakup of large government-owned enterprises and
privatization. Another Trade union, the Civil Servants Professional Union Organiza-
tion, split from the EAKL in 1993 and in 1995 has about 40,000 members who are
employees of state-financed institutions. About one third of the country's labor force
belongs to one of the two labor federations.

The right to strike is legal, and unions are independent of the government and
political parties. There were no strikes in 1995; some worker demonstrations oc-
curred to protest low salaries or poor working conditions. There are constitutional
and statutory prohibitions against retribution against strikers. Unions may join fed-
erations freely and affiliate internationally. The International Labor Organization
has not cited the government for failure to observe pertinent ILO conventions and
standards.

b. The Right to Organize and Bargain Collectively.-While Estonian workers now
have the legally acquired right to bargain collectively, collective bargaining is still
in its infancy. The government remains by far the biggest employer. According to
EAKL leaders, few collective bargaining agreements have been concluded between
the management and workers of a specific enterprise. The EAKL has, however, con-
cluded firmework agreements with-producer associations, which provide the basis
for specific labor agreements. The EAKL was also involved with developing Esto.
nia's new labor code covering employment contracts, vacations, and occupational
safety. The labor code prohibits antiunion discrimination, and employees have the
right to go to court to enforce their rights.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the Constitution and is not known to occur. The ban is effectively en-
forced by the Labor Inspections Office.

d. Minimum Age for Employment of Children.-In 1993, according to the labor
law, the statutory minimum age for employment is 16 years. Minors aged 13
through 15 may work with written permission of a parent or guardian and the local
labor inspector, if working is not dangerous to the minor's health, considered im-
moral, or interferes with studies, and provided that the type of work is included on
a list the government has prepared. State authorities effectively enforce minimum
age laws through Inspections.

e. Acceptable Conditions of Work.-The government, after consultations with
EAKL and the Central Producers Union, sets the minimum wage and reviews. In
September, the Labor Union Federation and the Producers Union agreed to ask the
government to raise the monthly minimum wage from 450 to 680 kroons ($62). The
minimum wage is not sufficient to provide a worker and family a decent standard
of living. About 3 percent of the work force receive the minimum wage. The average
wagIs more than four times the minimum.

The standard workweek was reduced from 41 to 40 hours in 1993. There is a
mandatory 24-hour rest period in the workweek.

According to EAKL sources, statutory occupational health and safety standards
are satisfactory, but they are extremely difficult to achieve in practice. They are
supposed to be enforced by the national labor inspection board, the effectiveness of
which may improve with experience. In addition, the labor unions have occupational
health and safety experts who assist workers in bringing employers in compliance
with legal standards.

The overriding concern of workers during the period of transition to a market
economy is to hfold on to their jobs and receive adequate pay. Workers have the

N
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right to remove themselves from dangerous work situations without jeopardy to con-
tinued employment.

f. RighA hi Secors With U•./Investment.-Rights in US.-invested sectors do not
differ significantly from those in the economy in general.

Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions o U.. dollars]

cat.ua Amount

Petroleum ................................................................................. 0
Total Manufacturing ............................................................... (1)

Food & Kindred Productt ..................... . (1)
Chemicals and Allied Products ........................................... 0
Metals, Prima ry& Fabrrted ............................................ 0
Machinery, except Electrical.............. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing ............... ....... 0

W holesale Tradere..................................................................... 0
Ban i 0.................................................................................... 0
Finance/Insurance/Real Estate ............................................. 0
Services .............................................. 0 ................................... 0
Other Industries... ..................... 0....... ........... 0
TOTAL ALL INDUSTRIES .................................................... (1)

I Supprsssmd to avid disidoug data a( indvidusl companies.
Bowue: U.S. Department o Csmmuso, Bureau of Economic AnalySiL

FINLAN

Key Economic Indicators
MBilhions of U.S. dollars unless otherwise noted]

1993 1994 1996 (est.)

Income, Prouction and Employment:
GDP (1990 prices) ................................................ 79.8 91.3 111.0
Real Growth (percent change) ............................ -1.2 4.4 5.0
GDP (current prices) ............................................ 73.0 97.5 121.3
GDP (factor cost) .................................................. 73.6 85.3 N/A
GDP by Sector.

Agriculture ........................................................ 2.0 2.3 2.3
Other Primary Production ............................... 2.0 2.7 N/A
Energy and Water ............................................ 1.9 2.3 N/A
Manufacturing...................17.8 21.5 23.2
Construction ..................................................... .3.5 4.5 4.5
Rents.............................. ... 11.4 13.3 N/A
Financial Services ........... ............ 3.07 3.1 3.2
Other Services .................................................. 18.8 21.4 N/A
Government, Health and Education ............... 14.94 16.72 N/A

GDP per Capita (1990 prices, US$) .................... 15,572 17,940 N/A
Labor Force (thousands) ...................................... 2,484 2,480 2,500
Unemployment Rate (percent) ............................ 17.9 18.4 17

Money and Pri ,499 6
Money Supply (12) ............................................... 48.9 54.9 166.9
Base Interest Rate (percent) ............................... 6.9 5.2 4.7
Personal Savings Rate (percent) ......................... 9.5 4.9 6.5
CPI (1990=100) .................................................... 109.7 110.9 111.9
Exchange Rate (7 /UMS$) . .................................. 5.7 5.2 14.4
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Key ]conomiC I mdicatorn--Continued
MB wof•. U5. S. doftm re " Wwise not

1908 1554 19P( 1)

B on yment. and Trade (billion. of dol-
lars unless otherwise noted):
ERpoirt (FOB) .............. 23.5 29.5 '9.2

Exprts to U.S.................................... 1.8 2.1 20.7
Imports (CMI).......................................... 18.0 23.0 6.6

IMPM t from U.s .............................................. 1.3 1.7 0.4
Ai l dfomUU........................................................ 0 0 0
Aid frm Other Countries ................................ 0 0 0
External Public Debt ........................................ 27.2 33.82 140.72
Foreign Net Interest Payments .......................... 06.1 N/A N/A

Of which by central govt................................. 1.5 N/A N/A
Reserves (year-end) .............................................. 6.8 10.0 10.9
Trade Balance.... ........................ 5.4 6.4 12.7

Balance with U .............................................. 0.5 0.3 10.7
ITW drdqalw IWS iw.
MFr" quart.!IWSfi10 rm

1. GenedrafPolicyFrmework
The Finnish economy continued its uneven recovery from its 3-year recession in

the early 1990'., during which GDP declined by a cumulative 13 percent. An eco-
nomic recovery led by strong exports has been underway since the first quarter of
1994. GDP looks set to grow by about 4.5 percent in 1995. The early 1990's reces-
sion has resulted in a significant shakeout of the Finnish economy, including cor-
porate downsizing, increased competition and cutbacks in government services. Also
spurring structural change was membership in the European Union (EU), which
took place on January 1, 1995.

The economic recovery so far has been largeIy jobless. Unemployment has dipped
only slightly and remains in the high teens amid sluggish domestic demand. These
factors, coupled with low levels of business investment, have resulted in flat govern-
ment revenues and continued large budget deficits. In 1995, the deficit will be about
a third of total spending, the same level # 1994. The deficit is financed by foreign
and (increasingy) domestic borrowing through the issuance of bonds. The large defi-
cits have brought about rapid increases in overall debt levels. Finnish government
debt will increase fom 35 percent of GDP at the end of 1992 to an estimated 64
percent at the end of 1995 and debt service will account for some 11 percent of gov.
eminent expenditures. Cuts in government social programs and aid to municipali-
ties are helping to keep the debt from rising still faster. Also contributing are higher
income tax rates and increases in indirect taxation. Finland's tax ratio will rise to
an estimated 48 percent in 1995.

Despite-the high level of foreign debt servicing, Finland is experiencing a sharp
improvement in its balance of payments; the current account is in surplus for 1995.

The main contributi•g factor is a sharp increase in export sales spurred on by
strong international demand for Finnish commodities sluggish demand for imports,
and an appreciating Finnmark that further reduces the import bill. Inflation has so
far stayed at a low level due to low domestic demand, an appreciating Finnmark,
and tight credit availability (banks have adopted very cautious lending policies in
an effort to improve their balance sheets).

Finnish economic poliq is based to a large extent on membership in the EU. The
requirements of the-EU, for example, have resulted in new competition legislation
that could helpto reduce the carteized nature of many Finnish industries. Legisla,.
tion which took effect at the beginning of 1993, liberalizing foreign investment re-
strictions has helped spur a sharp increase in foreign portfolio investment and
hence has contributed to the internationalization of large Finnish companies. The
rim in stock market activity in 1993, is also due to lower domestic interest rates
and a tax law, which set a uniform rate of 25 percent on capital income taxation.
Foreign direct Investment has been slower to materialize although several large in-
vestments by US. firms were consummated in 1995. Finland is hoping to capitalize
on its locatfn and expertise to serve as a "gateway, for foreign investors in the
former Soviet Union.

In October 1994, Finland's citizens voted in favor of EU membership, with mem-
bership beginning in January 1995. KU membership and budgetary constraints
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have brought about some reform in Finland's highly protected agricultural sector.
Finland is slowly transitioninqt to the EU agriculturalregime. In the membership
negotiations Finland strove (with some success) to estliblish special support mecha.
nisms which provide levels of support higher than the EU average. however, the
support mechanisms will not be adequate to prevent major structural changes in the
agrKcultural sector. Over the longer term, some of these changes will include a re-
duction in the number of farmers and consolidation of surviving farms into larger,
more efficient units.
2. Exchange Rat Policies

The Finnmark has been floating since the government and central bank first de.
valued it in September 1992, and shortly thereafter broke its fixed link with the Eu-
ropean currency unit (ECU) in the midst of a currency crisis. After the float was
initiated, the parliamentmpassed new legislation allowing the float to continue indefl-
nitely. By mid-1996 the Oimnmark had regained its pre-float value against both the
German mark tnd the U.S. dollar. The government may attempt to bring the
Finnmark into the EU's exchange rat-a mechanism sometime in 1996.

Finland's 1996 budget aims to qualify the country for EMU membership by 1999.
While the convergence program rests on several unrealistically optimistic assump-
tions (particularly withlregard to budget deficits), Finland probably will come close
to meeting the MaastrichtEMU criteria in time for 1999 participation.
3. Structural Policies

Finland replaced its turnover tax with a value added tax in June 1994. While the
change has had little effect on overall revenues, several areas niot previously taxed
or taxed at a lower rate, including many corporate and consumer services and con-
struction, are now subject to the new VAT in conformity with EU practice. The gov-
ernment has kept the basic VAT rate at the same rate as the old turnover tax,
which is 22 percent. Some goods and services, including transportation services, ac-
commodations, films, pharmaceuticals and books, are taxed at a 12 percent rate and
other services, including health care education, insurance, and rentals are not sub.
Ject to the VAT. Agricultural and forestry products continue to be subject to dif.
ferent forms of taxation outside the VAT. At the beginning of 1993, a uniform rate
of 25 percent taxation on capital income took effect, including dividends, capital
gains, rental income, insurance, savings, forestry income, and corporate profits. The
sole exception was bank interest, where the tax rate was increased from 20 to 25
percent at the beginning of 1994.

The change in capital taxation, along with a sharp decline in interest rates and
liberaization of foreign investment legislation, has resulted in a strong revival of
the Finnish stock market and greater corporate use of equity rather than debt fi-
nancing. It has also substantially increased the foreign ownership share of many of
Finland's leading companies, and is the preferred vehicle for the privatization or
partial privatization of state.owned or dominated companies. The government has
moved slowly on privatization, but has been reducing the government stake in sev.
eral state-dominated companies. Currently, four of Finland's ten largest companies
are majority state-owned, and the government is heavily involved in several key in-
dustrial sectors, including energy, forestry products mining and chemicals.

The volume of government subsidies provided tokFinnish industry increased mark-
edly as the Finnish economy went into recession in the early 1990's. In real terms,
industrial subsidies have increased by about 80 percent since 1988 and now con-
stitute about 1.2 percent of GDP. The government has begun to reduce subsidies in
line with the need for fiscal discipline and the requirements of EU membership. The
government has set the goal of reducing direct subsidies and replacing them with
more general measures to improve the business climate.
4. Debt Management Policie

Finland has rapidly accumulated external debt in order to fimance recession-in-
duced budget deficits. Under the government's convergence proTam, general gov-
ernment Ms debt (EMU definition) is projectedto drop to slightly below 60 per-
cent of GDP b 1999. Finnish corporations, formerly heavy users of foreign capital,
are now reducing their foreign obmiations. However, financing requirements of the
central government have not diminshed. In response to the rapid increase in for-
signbormwing, Moodys lowered its rating on Finnish long-term government bonds
from Its second to its fourth highest category (AA-) in March 1993. Finnish debt is-
sues continue to sell easily (albeit at slightly higher risk premiums) in international
financial markets, however. Finland is an active participant in the Paris Club the
London Club, the group of 24 countries providing assistance to east and central Eu-
rope, and in effort to amist the former Soviet Union. In response to budgetary

22-970 96-7
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problem, Finland has reduced foreign assistance from approximately 0.7 to 0.4 per-cent of GbP in the past four years.

5. Sgn zt Barrers to U.S. Exports
In most cases, effective January 1, 1995 Finland adopted the EU's overall trade

regime, including the EU tariff schedule. The agricultural sector will remain the
most heavily protected area of the Finnish economy. In 1993 Finland changed its
basic system of protection from an import licensing system to a stem of variable
levies similar to the EU. The net effect is essentially the same, which is to protect
domestic production from cheaper foreign imports. Surpluses of agricultural prod-
ucts are usually disposed of on world markets through government- and producer-
financed export subsidies. The government ended direct government financing of ex.
port subsidies as part of its EU accession terms. Import licenses are no longer re-
quired for any products, although some textile imports from far eastern suppliers
are covered by quotas. Finland is phasing in EU textiles tariffs over a 3-year period
starting in January 1995.

Finland's adoption of the EU tariff schedule would have resulted in increased bar-
riers to U.S. exporters in several key categories including agriculture, chemicals,
and electronics components. The US., acting under its GAKT/WTO Article XXIV:6
rights, requested compensation for lost exports in these product categories. A tariff
quota system that preserved the original, lower tariffs was in effect for much of
1995 pending a permanent solution. In December 1995, the U.S. and the EU agreed
to a permanent compensation package. It is unclear what impact this package will
have- on US. exports. However, some negative impact can be expected since the
agreed-upon tariffs enerally are higher than the pre-accession tariffs.

The Finnish service sector is undergoing considerable liberalization in connection
with EU membership. Legislation implementing EU insurance directives has gone
into effect. Finland has exceptions in insurance covering medical and drug mal-
practice And nuclear power supply. Restrictions placed on statutory labor pension
funds, 4hich are administered by insurance companies, will in effect require that

companies establish an office in Finland. In most cases such restrictions will cover
workers' compensation as well. Auto insurance companies will not be required to es-
tablish a representative office in Finland, but will have to have a claims representa-
tive there.In 1994 the government opened up long distance telephone service within
Finlard to competition. The government requires that the Finnish broadcasting
company devote a "sufficient" amount of broadcasting time to domestic production,
although in practical terms this has not resulted in discrimination against foreign
productions. Finland has adopted the EU broadcast directive, which has a 50 per-
centEuropean programming target_"where practicable" for non-news and sportspro-
gramming. Finland does not intend to impose specific quotas and has indicatedits
opposition to quotas to the EU.

nland is a GATT/WTO Standards Code signatory and in most cases has com-
pleted the process of harmonizing its technical standards to EU norms.

Finland removed most restrictions on foreign investment and ownership through
a law which took effect at the beginning of 1993. The new law abolishes various
reoLrictions placed on companies with foreign ownership and eliminates distinctions
between foreign and domestic shareholders. A large increase in foreign portfolio in-
vektment has =ccurred since the law took effect. The new law provides for a screen-
inj mechanism for proved foreign acquisitions involving a third or more of the
Ano of approximately 100 large compares. The provision will be in effect until the
en of 199, but the government has pledged that only in extreme circumstances
would a foreign takeover of a Finnish company be prevented. New investments are
not;affected by the monitoring procedure. After 1995, only proposed investments in-
volving the manufacturing of defense equipment will be monitored. A requirement
to obtain the permission of local governments in order to purchase a vacation home
in Finland wil also remain. EU membership has eliminated most sectoral invest-
ment restrictions. Foreign investors instead will have to meet the obligations re-
quired of Finnish investors.

Finland is a signatory to the GATI/WTO Agreement on Government Procurement
(procurement code) and has a good record in enforcing code requirements in letter
and spirit. In the excluded sectors, particularly defense, countertrade is actively
practiced. Finland is purchasing fighter aircraft and Associated equipment valued at
$3 billion from US. suppliers. One hundred percent offsets are required as a condi-
tion of sale. In connection with the EEA Agreement, Finland is implementing all
EU procurement-related directives.

Finland has a streamlined customs procedure, reflecting the importance of foreign
trade to its economy.
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6. EXportSubidiesPolicides
The only s ignict Finnish direct export subsidies are for agricultural products,

including gran, me~amt, butter, cheese, and eggs as well as for some processed agri-
culturalpiroducts. Finland does not provide subsidies to promote shipbuilding ex.
ports although a mechanism exists on paper to do so. Finland has advocated world-
wide eliminaion of shipbuilding subsidies through the QECDYs working party.

Finland is a member of the GATT/WTO subsidies code.
7. Phection of U.S. Ineiectui Property

Finland has a good record in passing and enforcing effective laws to protect intel-
lectual property. Tor example, the incdence of software piracy is among the lowest
in the industrialized world. Finland is a member of all principal multilateral intel-
lectual property organizations and conventions.

Finland's copyright legislation has been modified to conform with EU practice as
required by the EEA Agreement. the EU directive dealing with reselling vi6eo-
cassettes has been implemented. The EU software directive has also been imple-
mented. The directive-has made it easier to prosecute cases of unauthorized soft.
ware copying. Finland granted product patent protection for pharmaceuticals at the
beginningI o1995. Previously, process patent protection was applied.
8. Worker Rights

a. The Right of Association.-The Finnish constitution contains specific guaran-
tees for the iight of workers to form trade unions and assemble peacefully. The right
to strike is guaranteed by law. These rights are honored in practice; trade unions
are among the most powerful political Ibrces in Finland. About 85 percent of the
work force is unionized. Unions are free, independent, democratic and associate in
three federations as well as internationally. .

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is protected both in law and in practice. Collective bargainingtraditionally has been conducted according t- nationalcguidelines agreed among em.
ployers, the three central trade union organizations, and the government, but in the
past two years wage negotiations have been more decentralized. Workers are effec-
tively protected against antiunion discrimination which is prohibited by law.

Cc. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro.
hibited by the constitution and is not practiced.

d. Minimum Age for Employment of Children.-Sixteen is the minimum age for
full-time employment (eight hours per day). Children that are fifteen years old may
work up to six hours per day under certain restricted conditions. Finland has com-
pulsory education laws. Child labor laws are effectively enforced.

e. Acceptable Conditions of Work.-Finland has no legislated minimum wage, but
non-union employers are required to meet the minimum wages established by collec-
tive bargaining for unionized workers in each sector. The maximum standard legal
work week is 40 hours; in practice most contracts call for standard work weeks of
37-38 hours. Finland's health and safety laws are among the strictest in the world.
They are enforced effectively by government inspectors and actively monitored by
the unions.

f. Rights in Sectors With U.S. Investment.-There is no difference in the applica-
tion of worker rights between sectors with US. investment and those without.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Catqpry Amount

Petroleum ................................................................................. (1)
Total Manufacturin. ............................... .217

Food & Kindred Products'........................... 1
Chemicals and Allied Products ........................................... 151
Metals, Primary & Fabricated....................... 6
Machinery, except Electrical .............................................. 19
Electric & Electronic Equipment ....................................... 3
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... 36

W holesale Trade ...................................................................... 270
Banking ................................................................................... (1)
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Extent of UJ. Investment in Selected Industria&-U.S. Direct
Investment Position Abroad on an Historical Cost Basia--1994--Continued

[Millions of U.S. dollars]

catw"Amount

Finance/InsurancWReal Estate .............................................. (1)
Services .................................................................................... 14
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 602

... uppressed to avoid disclosing data of individual companies.
Source: U.S. Department d Commeres, Bureau of Economic Analysis.

FRANCE

Key Economic Indicators
(Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1980 prices) ....................................... 630 661 754
Real GDP Growth (percent) ................................ - 1.5 2.9 2.7
GDP (at current prices) ....................................... 1,251 1,330 1,550
GDP by Sector" 1,158 1,195 N/A

Agriculture ........................................................ 29 32 N/A
Processed Food ................................................ 35 36 N/A
Energy/Water .................................................... 651 52 N/A
Manufacturing .................................................. 193 170 N/A
Construction ..................................................... 61 60 N/A
Rents..................115 124 N/A
Financial Services ............................................ 61 69 N/A
Retail Trade/Other Non-Financial Services ... 448 470 N/A
Government and Non-profit Services ............. 214 229 N/A
Statistical Adjustment ..................................... -49 -48 N/A

Net Exports, Goods and Services ........................ 27 28 43
Real Per Capita GDP (1980 prices, US$) ........... 10,938 11,420 12,974
Labor Force (avg/00Os) ........................................ 25,121 25,228 25,486
Unemployment Rate (avg/percent) ..................... 11.7 12.5 11.5

Money and Prices (annual percentage growth):
Money Supply (M3),s ............................................ -2.3 0.8 4.0
Base Interest Rate (year end) ............................. 8.15 8.25 8.20
Personal Saving Rate (average) .......................... 13.8 13.3 13.9
Retail Inflation (average) .................................... 2.1 1.7 2.3
Intermediate good prices (avg)8 .......... . . .. . . .. . . . .. . .  -2.8 3.1 7.8
Consumer Price Index (1990=100, average) ...... 107.9 109.7 112.2
Exchange Rate (FF/US$-annual average) ....... 5.66 5.55 5.0

Balance of Payments and Trade:
Total Exports FOB 4 ............................................. 211 235 169

Exports to US. ............. . 6........ 15 16 10
Total Imports CIF4..........0.... ....... 203 228 161

Imports from U.S .............................................. 18 20 12
Trade Balance (CIF/FOB) ................................... 7 7 8

Balance with US .............................................. 3 3 2
Gold and Foreign Exchange Reserves6 .............. 51 56 61

IEmbassy estimates based on published Prnch government data unless otherwise indicated.
MGD eludes value added tax and other tes.
8I19 g reflects M3 as of August 1996.
'199 estimate based an first seven months.
'1995 figure reflects reserves a of May 1996.
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1. GeneralPoicy Pam.wWk
France is the fourth largest industrial economy in the world, with annual grobs

domestic product equal to about one-fifth of that of the United States. In terms of
international trade, France is both the fourth largest exporter and importer in the
global market. Like the United States, France is a world leader in production and
export of high technology and defense goods, agricultural products, and services.
France imports many of these same t and services from its chief trading part.
nerus in Euirope and from the Unite.States. France is the eighth largest trading
partner of the United States worldwide and the third largest in Europe. The US
currently enjoys a modest surplus in trade with France. U.S. exports to France grew
steadily in 1994 buoyed by the favorable exchange rate and the resulting price com.
petitiveness of US., goods.

The overarching economic policy objectives of recently elected President Jacques
Chirac are two-fold: to create jobs and to reduce the budget deficit. The government
has made some progress in reducing unemployment from over 12 percent in 1994
to about 11.5 percent in 1995. An aditional 100,000 jobs were created in the first
half of 1995. When it took office in May 1995, the new government of Prime Min.
ister Alain Juppe announced a variety of new job-creation programs including re.
training and payroll tax subsidies. Nevertheless, at over 11 percent, the high unem.
ployment rate remains a top concern.

The government's early focus on job creation created doubts regarding its commit.
ment to deficit reduction and to Europeerm Monetary Union (EMU). (In order to meet
Maastricht Treaty targets for EMU, France must reduce the government's budget
deficit from an expected level in 1995 of about 5 percent of GDP to 3 percent by
1997.) This lead to both a weakening of the franc and upward pressure on interest
rates. More recently, however, the government has placed more emphasis on deficit
reduction as a means of bringing down interest rates, which, in turn, should stimu-
late growth and employment. The 1996 budget presented to parliament aims to re-
duce the deficit in to 4 percent of GDP through tax increases and spending freezes/
decreases. In November 1995, the government also announced an ambitious pro-
gram to reform the social security program and reduce its deficits, again through
a combination of tax increases and savings measures.

More recently however, the Frency economy has been affected by a general trans.
port strike which could reduce GDP in 1995 by several tenths of a percentage point.
The ultimate effect on the economy will depend upon when the strike ends. Thus
far financial markets have not been seriously affected by the strike, and the Bank
of France has even been able to carry our additional lowerings of its official call
rate.

The French government has also sought to attract foreign investment, which gov-
ernment officials now recognize as an important source of/new jobs. The Juppe gov.
ernment recently announced its intention to eliminate certain restrictions on non-
EU investors, and has continued a m 'or industrial privatization program. Economic
growth in France (about 2.7 percent in 1995) is driven by exports and business in-
vestment. This growth in French business investment is creating new opportunities
for US. investors and exporters. As a result of fiscal austerity, government invest.
ment remained flat in France in 1995. Nevertheless, long-term, big-ticket infrastruc.
ture projects, such as the planned expansion of Roissy/Charles De Gaulle airport in
1997 and the government's proposal to build a third international airport near Paris
by 2015, may generate additional opportunities for U.S. exporters.On the monetary policy front, the top priority of the government and the newly
independent Bank of France is to achieve European Monetary Union on schedule
in 19N9. Frence currently meets the Maastricht Treaty targets for long term interest
rates and inflation, but not for the budget deficit. Real wages grew just over one
percent in France in 1995, well below the rate of overall econonmc growth, boosting
French industrial productivity. Consumer demand remains soft, however, as the
slow rise in wages, combined with consumption tax (VAT) increases and stubbornly
high unemployment, have tended to offset the impact of new job creation.

Most troublesome for French monetary authorities have been repeated speculative
runs against the franc. These attacks have reflected the financial markets' skep.
ticism regarding the government's fiscal policies, in particular France's commitment
to reduce the budget deficit. The brunt of defending the franc and maintaining its
value vis-a-vis the German mark has fallen on interest rates. The Bank of France
was forced to raise official rates several times in 1995 to defend the franc. However,
recent strong statements and actions taken by the government regarding its inten-
tion to cut deficits have reassured markets and have allowed the Bank to gradually
cut rates. A continuation of this process will help stimulate business investment and
consumer demand at a time when French growth appears to be slowing.
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A bright star in the French economic constellation is the external account. In 1994
France enjoyed a record current newunt surplus, reflecting particularly strong ex-
port performance. Strong export performance continued in 1995, as French exporters
benefited from increased demand in foreign markets and strong competitiveness re-
lated to productivity gains at home. Nevertheless, the French government has called
on exporters to compete more aggressively with US. and other commercial adver-
saries to win market share In emerging markets in Asia and Latin America. France
has also pledged export assistance to small and medium sized businesses.

France Is a founding member of the European Union (EU). Hence its imports aresubject to a common external tariff and to the restrictions of th~e Common Agricul-
S tural Policy. As the EU continues to advance its "single market" program to remove
Small internal barriers to the free circulation of goods, .services, capital and labor, juris-
Sdiction over a growing number of economic areas, including certain aspects of tax
Sand investment policy, Is being transferred to Brussels from Paris..

France accepted the Uruguay Round Final Agreements and joined the World
Trade Organization effective January 1, 1995.
2. Exchange Rate Policies

Within the established limits of the European Exchange Rate Mechanism (ERM),
the value of the French franc is set by market forces. It is also influenced by macro-

S economic policy actions and central bank interventions. These actions are usually
Coordinated with those of other governments, both within the ERM and as part of

broader international economic policy coordination efforts among industrialized
countries, including the United states.

S Recent speculative attacks against the franc, noted above, have been focused on
S the franc's value visa-avis the German mark. The franc continued to appreciate
S against the dollar throughout 1994 and most of 1995, resulting in increased price
S competitiveness of U.S. exports to France.

3. Structural Policies
Recent changes in France's tax policy, as noted above, have aimed at meeting

short-term revenue shortfalls through hikes in consumption (VAT) and corporate
taxes. The French government has indicated it intends to reform the tax system,
but serious debate of tax reform is not expected before early 1996.

Under Prime Ministers Juppe and his predecessor, France has pursued an indus-
trial policy aimed at reducing the role of government in the economy. In November,
the government launched the privatization of aluminum producer Pechiney. This fol-
lowed on the successful privatization in June of Europ•e's largest steel producer,
Usinor-Sacilor. Other companies privatized since France s program was launched in
1993 include oil producer Al Aqitaine, the Banque Nationale de Paris, insurance
companies UAP and GAN, tobacco monopoly Seita, and pharmaceutical producer
Rhone.Poulenc. The present government is carefully evaluating market conditions
for launching further privatizations and completing the sale of partially privatized
auto giant Renault and computer maker Bull.

This privatization campaign has produced substantial revenues for the French
government and has created new private investment opportunities in business sec-
tors previously controlled b•r the state. The pace of future privatizations will depend
on market forces, which dictate potential share prices (and potential government
revenues from stock offerings), as well as domestic political concerns about
privatizing flagship corporations such as France Telecom and Air France, which are
viewed by many in France as providing essential "public" services.

France has moved gradually" .to deregulate the economy and improve competition
in line with European Union directives. In the telecommunications sector, France
is committed to meeting the EU deadline for complete deregulation by 1998. In Oc-
tober 1995, .the Government opened public consultation on deregulation of the tel e-
commu~nications sector, which is currently dominated by the government monopoly
France Telecom. This process should culminate in new rules to ensure fair competi-
tion and. access. As an interim step, the government will open up alternative tele-
communications infrastructure to competition by July 1996. Also in 1996, the gov-
ernment will award, the first licenses to private sector applicants for the provision
of telecomnmunications services, such as video on demand. France is similarly com-
mitted to meeting the EU's directives for civil aviation deregulation by 199?. As a
first step, in October 1995, the government announced civil aviation deregulation
measures affecting domestic c arrie~rs operating domestic routes. In contrast, how-
ever, there has been no deregulation of" the electricity sector. France has signaled
to the EU its intention to maintain a state monopoly on electricity distribution.
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4. Debt Management Poicies
The budget deficit is financed through the sale of government bonds at weekly

and monthly auctions. As a member of the G-10 grup of leading financial nations,
France partAcipatos actively in the International Monetary fund, the World Bank
and the"Paris Club. Franc. is a leading donor nation and is actively involved in de-
velopment issues, particularly with its former colonies In North and Sub4haran
Anrica.

5. Sfncant Barriers to U.S. E*porwt
In general, France's trade policies are determined by European Union agreements

and practices. These policies include preferential trade agreements with African,
Caribbean and Pacific countries under the Lome Convention.

While the vast majority of bilateral trade occurs without controversy, U.S. compa-
nies sometimes complain of France's complex technical standards and of unduly long
testing procedures. Such procedures must usually be done in France and test re-
quirements and standards sometimes appear to exceed reasonable requirements to
ensure po per performance and safety. Most of the complaints have involved elec-
tronics, telecommunications equipment and agriculture phytosanitary standards.

French trade policy effectively restricts US. (and other non-EU) audiovisual ex.
rts. In Januy 1992, France enacted legislation adopting the 1989 EU Broadcast

Directive requiring a majorityt portion, oTprogramming to be of European origin.
France, however, went beyond EU rules, specifying a percentage of European pro-

rammng (60 percent) and French programming (40 percent), and applying quotas
Cath to the 24-hour day and to prime-time slots. Such quotas limit the access of US.
programs to the French market. Nevertheless, the market share of US. films and
television shows in France remains high. Despite France's desire for tighter EU tele-
vision quotas, the situation has not changed much since 1992. Recently, the French
government has concentrated its efforts primarily on new European financial and
other subsidies for film and television production.

The 1992 restructuring of the French legal services system has restricted the pro..
vision of legal services in France by US. (and other non-EU) law firms and lawyers.
While US. individuals and firms are not barred outright, the elimination of the
"legal consultant" category under which most American lawyers practiced in the
past has created substantial problems. New-to-market U.S. lawyers must pass the
regular French bar exam, or an alternate short-form exam for non-French nationals
in order to practice any type of law in France. Both exams require strong command
of French and French law. (Note: In October 1994, the French government elimi-
nated the reciprocity requirement for entry into the French bar, in accordance with
the General AAgreement on Trade in Services. Prior to this date, the short-form exam
was reserved essentially for EU lawyers.)

A potential barrier to U.S. investment in France exists in the form of a mandatory
notification and approval process applied to nearly all foreign investors from outside
the EU. Foreign investors must receive approval from the Ministry of Economics
and Finance when buying an existingFrench business, unless the investors are con-
trolled by French nationals or "established" EU investors. Such approval is auto.
matic within 30 days of submitting the application in the absence of an objection
from the government.

To qualify as an "established" EU-controlled firm, businesses must be controlled
by EU nationals, have annual sales of more than FF 1 billion, and must have been
in business for at least three years. Firms controlled by EU nationals not qualifying
as "established," and firms controlled by non-EU nationals, are required to notify
the Ministry of Economics before acquiring or otherwise investing in-French compa-
nies.

If the investment is more than FF 50 million or concerns a French company with
sales greater than FF 500 million, the Ministry may block the sale within 30 days
of the initial notification if it believes the acquisition would threaten the "national
interest." All investments, irrespective of their size or the nationality of the inves-
tors, which might pose a threat to law and order, public health and safety, or that
involve national defense sectors of France are also subject to review. However, be-
cause it is now actively encouraghig foreign investment to help create jobs the
French government has not actively used the notification/approval process to block
foreign investment in the past few years. Moreover, the government is in the proc-
ess of abolishing those investment screening requirements which discriminate
against U.S. another non-EU investors. Current plans are to lift these require-
ments in early 1996.

The 1998 law governing the privatization of major state-owned firms, mentioned
above, also discriminates against US. and other non-EU investors. It prohibits the
direct sale by the government to non-EU investors of more than 20 percent of the
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firm's capital during the initial stock offering. Thercaftor, however, non-EU inves-tore may freely purchse shares in the secondary market from other private inves-
tore. In addition, through a "golden share" rule, the government may retain the
right to block the sale of assets deemed "essential to the national interest," prevent
certain investors from purchasing additional shares, or exert significant control over
company management, even after privatization is completed. The so-called "golden
share" rule has-been invoked only once since the initiation of the privatization cam-
paign, when the government sold ELF Aquitaine. Finally, any investor seeking to
own more than five percent of outstanding shares of a privatized company in the
health, security, or defense sectors must first receive approval from the Economics
Ministry.

The French government has notified the Organization for Economic Cooperation
and Development (OECD) that it will not provide national treatment to foreign in-
vestors in the following sectors: agriculture, aircmrft production, air transport, atom.
ic energy, audiovisual, accounting and financial services, defense industry, insur.
ance, maritime and road transport, publishing, telecommunications, and tourism.

Although in most cases France follows import regulations as prescribed by the
Common Agricultural Policy and various EU directives, there are a number of agri-
cultural products for which France implements unilateral restrictions that affect
US. exports. For instance, French decrees and regulations currently prohibit the
import of the following aricultural products: poultry meat and egg products from
countries (including the United States) that use certain feed compounds; products
made with enriched flour, and exotic meats (e.g., U.S. alligator meat products), un-
less authorized by special derogation. Current government regulations also discrimi.-
nate against imports of bovine semen and embryos from the United States and
other countries by strictly controlling their marketing in France.

France is a party to all the relevant WTO cods, including those on government
procurement and standards.
6. Export Subsidies Policies

France is a party to the OECD guidelines on the arrangement for export credits,
which includes provisions regarding the concessionality of foreign. aid. The govern-
ment has begun examining ways to promote exports more aggressively, particularly
to emerging markets in Latin America and Asia. Due to budgetary another con
straints, such efforts will likely not involve direct subsidies, but may include the
provision of information and oter services to potential exporters, particularly small
and medium-sized businesses.

There are virtually no direct French government subsidies to agricultural produc-
tion. Government support of French agricultural production comes mainly from the
budget of the European Union under the Common Agricultural Policy (CAP). The
French government does, however, offer indirect assistance to French farmers in
many forms, such as easy credit terms, start-up funds, and retirement funds.

7. Protection of U.S.-lntellectual Property
As a major technological and artistic innovator, France has a strong stake in de-

fending intellectual property rights worldwide. Under the French intellectual prop-
erty rights regime, industrial property is protected by patents and trademarks,
while riterary/artistic property and sofware ar pro.teted by the French civil law
system of "author's ts and "neighboring rights." France is a party to the Berne
Convention on copyrights, the Paris Convention on industrial property, the Univer.
sal Copyright Convention, the Patent Cooperation Treaty, andc the Madrid Conven.
tion on Trademarks. By virtue of the Paris Convention and the Washington Treaty
regarding Industrial Property, U.S. nationals are entitled to receive the same pro-
tection of industrial property rights in France as French nationals. In addition, U.S.
nationals have a "priority penrd' after filing an application for a U.S. patent or
trademark, during which to file a corresponding application mi France.

The differences between the U.S. and French systems of intellectual property
rights regarding the work of performing artists and audiovisual productions can
cause difficulties for American artists and producers. For exam ple, te levy imposed
on purchases of blank video tape to compensate rightsholders' losses due to private
copying of audiovisual works, isin part supposed to be redistributed to authors and
producers. Because of the way "producers are defined in French law, only part of
the fUnds the US. would define as accruing to American entities have been paid
to them. American artists whose works are performed on French radio and tele-
vision have also not been paid royalties French collecting societies received on their
behalf. There are private lawsuits, and multilateral negotiations, in progress on
these issues.

N
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8. Worker Rights
a. The Right ofAssociation.- and b. The Right to Organize and Bargain Collec.

tVy.--The French constitution guarantees the right of workers to form unions. Al-
though union membership has declined to ten percent of the workforce, the institu-
tional role of organized labor in France is far greater than its numerical strength
might suffest. The French government regularly consults labor leaders on economic
and sodialdissues, and joint works councils play an important role even in industries
that are only marginally unionized. The principle of free collective bargaining was
reestablished after-World War II, and subsequent amendments to labor laws encour-
age collective bargaining at the national, regional, local and plant'levels.

c. Prohibition of Forced or Compulsory Labor.-French law prohibits anti-union
discrimination and forced or compulsory labor.

d. Minimum Age for Employment of Children.-With a few minor exceptions for
those enrolled in recognized apprenticeship programs, children under the age of 16
may not be employedifn France.

e. Acceptabl Conditions of Work.-The minimum wage in France was raised to
$7.62 per hour (37 FF per hour) as of July 1, 1995. The legal work week is 39 hours,
and overtime is restricted to 9 hours per week. In general terms, French labor legis-
lation and practice (including occupational safety and health standards) are fully
comparable to those in other industrialized market economies. France has three
small export processing zones, where regular French labor law and wage scales
"?a hts in Sectors With U.S. Investment.-Labor law and practice are uniform

throughout all industries, including those sectors and industries with significant
US. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 1,177
Total M anufacturing ............................................................... 27,894

Food & Kindred Products ................................................... 2,255
Chemicals and Allied Products..................... 5,104
Metals, Primary & Fabricated .............. 5...41
Machinery, except Electrical .............................................. 2,290
Electric & Electronic Equipment ....................................... 478
Transportation Equipment ................................................. 758
Other M anufacturing .......................................................... 3,096

W holesale Trade ...................................................................... 4,810
Banking .................................................................................... 387
Finance/Insurance/Real Estate .............................................. 4,724
Services .................................................................................... 1,407
Other Industries ...................................................................... 867
TOTAL ALL INDUSTRIES .................................................... 27,894

Soue U.S. Department of Commece, Bureau of Economic Analysis.

REPUBLIC OF GEORGIA

Key Economic Indicators 1
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Prcoduction and Employment:
Real GDP (1990 prices) ....................................... N/A N/A N/A
Real GDP growth (percent) ................................. -33.3 -30.0 N/A
GDP (at current prices) ............. 1,354.7 238.6 N/A
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Key ]eonomue Indiettors '-Continued
(Millios of UA. dollar, u.Jem otherwise noted]

GDP by Sector.
Agriculture ........................................................
Energy and Water ............................................
Industry/Manufacturing ...................................
Construction .....................................................
Rents..............................................
Financial Services .................. ........
Other Services ..................................................
Government, Health and Education......

Net Exports of Goods and Services ....................
Real per capita GDP (1990 prices, US$).....
Labor Force (000s)2 ..................... . .. . .. . .. . .. . . .. .. ......
Unemployment Rate (percent) ............................

Money and Prices (annual percentage growth):
Money Supply (M2) (in coupons) ........................
Base Interest Rate ...............................................
Personal Saving Rate ..........................................
Retail Inflation .............................................
Wholesale Inflation .......................
Consumer Price Index .........................................
Exchange Rate (1,000 coupon/US$):

Offi cial ...............................................................
Parallel ..............................................................

Balance of Payments and Trade:
Total Exports FOB ...............................................

Exports to US ..................................................
Total Imports CIF (excluding grants and hu-

manitarian aid) ....................
Imports from US ..............................................

Aid from U . . .......................................................
Aid from Other Countries ...................................
Debt Service Payments ........................................
Gold and Foreign Exchange Reserves ................
Trade Balance .......... ..............

Balance with US .............................................

785.3
N/A

290.2
7.1

N/A
49.9

140.4
81.7
N/A

1,396.4
1,919

6.6

1,834.1
N/A
N/A
N/A
N/A
N/A

65.6
N/A

111.4
17.0
N/A
1.6

40.8
2.2

N/A
980.7
1,844

3.5

2,950.7
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

1,790
3.3

-6.3
N/A
N/A
N/A
N/A
N/A

12.3 1,073.3 1,300.0
18.8 1,368.9 1,415.0

219.4
0.7

260.9
2.7

60.0
67.5
N/A
1.5

-41.5
-2.0

186.0
3.7

329.5
4.9

58.1
18.1
N/A
44.7

- 143.5
-1.2

94.9
0.2

214.9
6.9

44.1
68.5
N/A
82.0

-120.0
-6.7

1 Source: Committee for Social and Economic Infarmation of the Republic of Georgia. The quality of the
government's economic statistics is poor. An accurate reporting of statistics is hampered by a number of
problems, including the unavailability of data, a lack of rourc4 and training, poor communications infra-
structure, and weakness in aeevunUn systems. The Committee uses data provided by state enterprises; a
small percentage of the data is p_ vie by private enterprises.

sThi sharp decrease in the skilled labor forco may be the result of emigration of Georgian population.

1. General Policy Framework
Following three years of catastrophic economic decline, prolonged political insta-

bility and civil conflict, and widespread government incompetence and corruption,
Georla's economic conditions through most of 1994 were very poor. But the govern-
mentts economic reform program, developed in close cooperation with the Inter-
national Monetary Fund (IMF) and the World Bank (WB), began to yield results in
the last quarter of 1994. The program called for reducing hyperinflation through
tight financial policies, removalrof restrictions in the financial system, and liberal-
ization of prices, commerce, and foreign trade. Because of the low level of govern-
ment revenues, international donors agreed to help finance the budget through the
monetization of food assistance. In June 1995 the IMF approved a Standby Ar.
rangement (SBA) and the release of the second half of a Systemic Transformation
Facility (STF) loan. Georgia passed its first quarterly review under the SBA with
generally high marks. During extremely difficult domestic circumstances, major
progress was made in all thiee areas or reform-stabilization, liberalization, and
structural reform.
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At the beginning of 1995, the Georgian parliament approved an annual national

budget for tv first time in two years. As a result of tight monetary policy and a
sharp reduction in monetary emissions to finance the government budget, inflation
was down to 2.5 percent per month in the first seven months of 1995, from over
60 percent per month in the first three Muarters of 1994. Georgia maintained a sta-
ble exchange rate on its currency throuhout 1995, both on its interim coupon cur.
rency and with its new currency, the ari, which on October 2 became Georgia's
legal tender. The growth of credit and net international reserves are currently on
track with international financial institutions programmed levels.

Georgia aims to reduce its overall fiscal deficit from approximately 17 percent of
GDPin 1994 to 6lpercent in 1995; in the first half of 1995 the deficit declined to
8.5 percent of GDP. Revenues are up significantly, and expenditures have been cut
sharply through the elimination of almost all price and enterprise subsidies, includ-
ing those for Bread, gas, and electricity, which previously accounted for the bulk of
government expenditures. Government employment has been reduced by one thirdduring 1I95.

The collection rate of tax revenues, although low, exceeded IMF targets. Bank su-
pervision is being improved, but banks are severely under-capitalize'd and too nu-
merous. Trade has been liberalized. Some privatization is taking place. Efforts are
underway to introduce the legal structures necessary to support the transition to
a market-based economy. There is liberal foreign investment legislation. With an
improved security environment, small retail trade has become active.

While the economic situation remains fragile, these reform policies, if continued
by the new government elected in November, can pave the way for economic recov-
ery. But the country faces many challenges. Land cannot be bought and sold, and
the key energy and transportation sectors are dominated by ineflicient and corrupt
state monopolies and regional barons. Georgia suffers from a paralyzing energy cri.
sis. Few people or enterprises have heat or electricity in winter. Because of an out-
standing debt of approximately 500 million dollars, Turcmnenistan, the country's
principal natural gas supplier, refused to continue exports to Georgia except on a
cash payment basis. Georgia relies upon its own precarious hydro-electric power and
decrepit mazout-fired power stations. Industrial output of state enterprises in 1994
was one-fifth of the 1990 level, and the decline was not arrested in 1995. Less than
20 percent of the countrys industries are currently operating, and those are running
at less than 15 percent of capacity.

Georgia's foreign debt is currently estimated at over one billion dollars. The coun.
try is heavily dependent upon humanitarian donations from the U.S. and the Euro-
pean Union (EUY for grain and heating oil.T he financial system is based almost en-
tirely on concessional foreign credit. Foreign investment and trade are minimal be.
cause of the payment problems, energy shortages, a or transportation and commu-
nication infrastructure and the lack of an effective legal system. Although the cor-
ruption and crime profile has improved since 1994, these elements continue to stifle
business and deter foreign investors.
2. Exchange Rate Policies

The exchange rate of the lari is determined at the Tbilisi Interbank Currency Ex-
change auctions, which are held three times per week. Thus far, the National
(Central) Bank is seeking to peg the lari to the dollar. Since its introduction in Sep-
tember, the exchange rate of the lari has fluctuated between 1.30 and 1.25 to the
dollar, with some appreciation against the dollar. The difference between official and
banknote rates is insignificant.

There are no major exchange controls that would affect the price competitiveness
of U.S. exports. Both residents and nonresidents may hold foreign exchange and
local currency accounts and may freely transfer these balances offshore. Individual
Georgian banks, however, may have difficulty transferring large amounts because
of foreign exchange shortages. A requirement to surrender 32 percent of foreign ex-
change earnings at the interbank auction exchange rate is slated for removal.
3. Structural Policies

Pricing policies: Most prices have been liberalized. In 1994.the few remaining
state-adininistered prices for bread, gas, electricity, municipal services, pharma-
ceutical products, and mass transportation were sharply raised to market levels. All
prices except electricity, bread, and some municipal services are market-deter-
mined. The tread price is expected to be fully liberalized at the end of 1995. Prices
rose by over.24 percent two weeks after the introduction of the lari, but have subse-
quently stabilized and now appear influenced only by market factors.

Tax policies: Tax revenues increased to 3.4 percent of GDP in the first half of
1995 frbm about 2 percent in the first half of 1994. With the support of outside tech-
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nical assistance, the government in late 1994 and early 1995 introduced a wide
range of tax policy measures to attempt to halt the decline in revenues and improve
the tax addministration system. The VAT was increased from 14 percent to 20 per-
cent, a rate so high as to stimulate tax evasion. The customs import tariff was
raised from 2 percent to 12 percent. A number of goods are exempt from duty, such
as raw materials and partially.assembled goods designed for manufacturing (which
is also exempt from VAT). The tax on exports was alished. Re-export of goods, if
carried out within six months, is also exempt from customs duties. A presumptive
tax replaced the personal income and profit tax for small-scale trading enterprises.
As of May 1995, VAT and customs duties were levied on goods imported from non-
CIS countries but arriving via CIS countries. As of June 1995, the exemption of ex-
cises of goods imported from CIS countries was eliminated. In July and August, as
a precondition to the SBA, many exemptions for specific legal entities were elimi.
nated; excise tax rates were increased while the number of excisable goods was re-
duced; and the VAT on imports of capital goods from non-CIS countries was elimi-
nated. Exported goods are exempted from VAT and customs duties. Investments,
capital and equipment of investors are exempt from import duties. Fees for the utili.
zation of natural resources range from I percent (thermal waters) to 10 percent (oil
and gas) of the product's cost. Enterprise property tax is I percent per year of the
property value. Personal income tax ranges from 12 percent to 20 percent of annual
incomes. Georgia's overall effective tax burden remains low-to-moderate.

Privatization: After a slow start, the pace of privatization has accelerated. Most
small enterprises and housing have been privatized. A few large enterprises are par.
tially privatized. Georgia has a voucher program, but has shielded many "strategic"
enterprises and state monopolies from privatization, such as the bread corporation
and the various state energy enterprises. There are no restrictions on foreign par.
ticipation in the privatization of enterprises. Progress in land reform to permit the
right to transfer, sell, and encumber property is the single most important reform
n6eded for agricultural recovery. A land reform law has not been passed.
4. Debt Management Policies

Georgia's foreign debt burden far exceeds its capacity to pay. More than 80 per-
cent of this debt was accumulated between 1991 and 1994 to finance imports of en-
ergy and wheat. By the end of 1994 Georgia had incurred external debt of almost
*1 billion, the equivalent of 80 percent of its GDP. In 1994, actual debt service pay-
ments totaled less than $2 million. In the first half of 1995, non-rescheduled debt
service falling due was estimated at $119 million, according to some sources, the
equivalent of over 50 percent of exports of goods and nonfaictor services.

Georgia has requested rescheduling from its creditors. In order to establish a
track record of debt service payments, the Georgian government in 1995 established
an escrow account with the Central Bank of the Netherlands to which it makes
quarterly parents of $8 million. The account will be used topay debts that have
been rescheduled consistent with Georgia's capacity to pay and equal treatment of
all creditors, according to IMF mandates. The government's stabilization program
has stemmed the growth of new external obligations.

Georgia's largest creditors and estimates on outstanding debt include the follow-
ing: (a) from the FSU: Turkmenistan, $440 miihon; the Russian Federation, $156
million; Armenia, $29 million; Kazakhstan, $24 million; Azerbaijan, $15 million; (b)
from elsewhere: the EU, $146 million; Austria, $92 million commercial bank loan
guaranteed by the Austrian government; Iran $11 million; Turkey, $42 million.
5. Significant Barriers to U.S. Exports

Georgia's policy of encouraging imports has meant few established barriers to U.S.
products. A liberal law on foreign investments was enacted in June 1995, and the
government's program of economic reform has promoted broad liberalization of the
external trade regime. Impediments to foreign investment include the lack of appro-
priate commercial legislation, such as a land law that would remove restrictions on
the sale of land and its use for collateral; a bankruptcy law; a securities law; and
a commercial banking law. The new parliament is expected to review draft legisla-
tion on these topics in upcoming sessions. Currently, however, land cannot be pur-
chased by a foreign investor and there are no domestic full-service commercial
banks.

Georgia maintains import and re-export licenses on wild animals, birds, and
plants; medicines and raw materials for medicines, and psychotropic drugs and poi-
sons; industrial residuals; weapons and ammunition; explosives and nuclear mate-
rials. Import licenses are obtained from the Committee of Foreign Economic Rela-
tions on the basis of a preliminary decision by the appropriate branch ministry.
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requirements for customs clearance ar: a contract; a license, if required; a certifl.
cats of origin- documents of sale and purchase; transportation documents; sanitary,
veterinary, piyto.eanltary certificates for specific goods; registration certificate of
the importing company..The quality of goods may be evaluated by customs according
to secsflcations s supplied by exporters.

Tie government hW s limited experience with competitive bidding. Countertrade
comprises over 17 percent of the country's foreign trade, with the tax of 20 percenton bater imports.

Once ratie by the parliament and the U.S. Senate, the U.S.-Georgia Bilateral
Investment Treaty will provide substantial protection for US. Investments. Georgia
is not participate in the U.S. General system of preferences (GSP) program, but
is negotiating to obtain status.
6. Export Subekile Plot idea

Taxes on exports have been eliminated but exports are not generally subsidized.
Georgia is not a WTO member and not subject to its subsidies agreement.
7. Protection of U.S. Intellectual Property

The USG has concluded trade agreements containing commitments to protect in.
tellectual roperty (I!) with all the countries making up the Newly Independent
States of t&e former Soviet Union. The bilateral agreement with Georgia entered
into force in 1993. Laws protecting patents and trademarks are adequate, but copy-
right protection is governed by outdated and ineffective Soviet legislation. Limited
resources are available for the enforcement and protection of intellectual property.

In January 1994 Georgia became a party to the Paris Convention for the -Protec-
tion of Industrial Property, a member of the World Intellectual Property Organiza.
tion, and a party to the Patent Cooperation Treaty, but implementing domestic leg.
islation has not been completed. In 1995 Georgia joined the Berne Convention for
the Protection of Literary and Artistic Works.

A draft law on copyright will be considered by the new parliament. The absence
of copyright protection has permitted some small-scale pirating of US. motion pic.
tures computer software and sound recordings.

Cases of patent infringement have not been reported. Small-scale brand counter.
feiting is known to have taken place. Because of the very low levels of U.S. trade
and Investment with Georgia, the impact of any of Georgia's intellectual property
practices on U.S. trade and investment is minimal.
8. Worker Rights

Georgia still uses the old Soviet labor code, with some amendments that have
been introduced since 1991.

a. The Right of Asaociation.-The labor code allows workers freely to form unions
and associations. These associations must register with the Ministry of Justice. A
single confederation of trade unions made up of about 30 sectoral unions is active
in Georgia, however, with the collapsed economy, membership in the trade unions
has fallen.

b. The Right to Organkze and Bargain Collectively.-The labor code allows workers
to organize and bargain collectively. Anti-union discrimination is prohibited.cProhibition of Forced or Compulsory Labor.-The labor code prohibits forced or
compulsory labor and provides for sanctions against violators. Violations are rare.
The-Ministry of Employment and Social Services enforces the law.

d. Minimum Age for Employment of Children.--According to the labor code, the
minimum age for employment of children is 16 years. In exceptional cases and with
the consent of trade unions, young people who have reached 156years can be em-
ployed. The minimum age is widely respected.

e. Acceptable Conditions of Work.-Acceptable conditions for work generally follow
the old Soviet pattern. A nationally mandated minimum wage applies only to the
government sector, where 22 wage *ranks" are accepted. In October 1995 the gov.
ernment raised the minimum wage to 6 lan ($4.80), and the maximum wage to 25
lari ($20.10). Private sector workers are free to bargain for any wage. The govern-
ment provides a 40 hour workweek and 48 hour rest period. Government adopted
a 35 hour workweek for the winter period from November 15, 1995 through Feb-
ruway 15, 1996. The labor code permits higher wages for hazardous work and allows
a worker to refuse to perform his/her duties should the work pose danger to his/
her life. Generally there ar insignificant safeguards for worker well-being.

f. Rights in Sec•ors With U.S. Inuestment.•-Conditions in sectors where there is
U.S. investment do not differ from those in other sectors of the economy. Data on
U.S. investment in Georgia is not available.
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GERMANY

Key Eoonomic Indicators
[lilUso f U.S. dalftre unhm othewise noted)

1993 1994 19961

Income, Production and mpoyment:
Real GDP (1991 prices) ....................................... 1,742.4 1,828.3 2,110.6
Real GDP Growth Rate (percent) ....................... -1.2 2.9 2.5
GDP by Sector (1991 prices):

Agric./Forestry/Flishing .................................... 27.4 26.9 N/A
ManufacturpMinin instruction .............. 606.9 639.4 N/A
Tradeffrn sportation ....................................... 255.2 262.0 N/A
Services ............................................................. 559.8 595.3 N/A
General Government/Households .................... 242.4 249.4 N/A

Real GDP Per Capita (US$) ................................ 23,491 25,146 25,833
Civilian Labor Force (million) ............................. 38.e 38.7 38.6
Unemployment Rate$ (percent-annnual aver-

age) .................................................................... 8.9 9.6 9.3
Money and Prices:

Money Supply (M3)s ............................................ 1,152.5 1,194.4 1,304.1
Commercial Interest Rate (pct) ........................ 10.16 9.32 8.49
Personal Savings Rate (pct) 4 ............. . . .. . .. . .. . .. . .. .  12.9 12.2 12.2
Retail Inflation (1985=100)5 ............................... 112.1 113.4 114.7
CPI (1991-100) .................................................... 109.8 112.8 115.2
WPI (1985=100) ....................... 95.7 97.2 99.1
Exchange Rate (annual avg/US$) ....................... 1.6544 1.6218 1.44

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 379.9 425.8 500.0

Total Exports to US ........................................ 28.3 33.4 38.0
Total Imports (CIF) .............................................. 342.4 380.7 444.4

Total Imports from US .................................... 24.4 27.4 32.0
Gold and Forex Reserves .................. 45.6 45.6 55.4
External Public Debt ......... .... ...... 299.2 307.9 N/A
Trade Balance ...................................................... 37.4 45.2 56.0

Balance with U S. ............................................. 3.9 6.0 6.0
1Zstimatae based on lats" availabl* data.

lPercmut of civilian labor fe
1 1996: latet available data.4 Bundedxak definiton.
*Western Gemeany onl•y; all German GDP data ame inampleta.

1. General Pokiy Fram ork
The German economy is the world's third largest and attained a GDP equivalent

to just over USD 2.0 trillion (in nominal terms) in 1994. In that year, the economygrew by 2.9 percent, recovering strongly from the recession year of 1993 when the
German economy contracted by 1.1 percent. In late 1995, the economy appeared to
be on a continued growth path, albeit at a slower pace. The German "social market
economy is organized on free market principles and affords its citizenry a secure so-
cial safety net characterized by generous unemployment, health and educational
benefits. One of the world's foremost trading nations, Germany since reunification
in 1990 experienced a substantial decline in its foreign trade surplus due to the de.
mands of integrating the economy of the erstwhile GDR. The German parliament
ratified the Uruguay Round agreement in 1994.In the 1990's, German fiscal policy has been driven by the financial exigencies of
the country's reunification. The country social welfare system was extended to
eastern Germany, and the government further committed itself to quickly raising
eastern German production potential via public investment and generous subsidies
to attract private investment. The budgetary cost of these policies was increased by
the decision to rapidly raise eastern German wages to western German levels. This
resulted in heavy job losses and greatly increased the government's unemployment
compensation costs, as well as wage costs in government-owned firms being pre-
pared for privatization. As a result, western Germany has had to transfer vast sums
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to eastern Germany on the magnitude of DM 150 billion annually or some five per-
cent of German GDP. These transfers accounted for the dramatic ballooning of pub-
lic sector deficits and borrowing. The recession of 1992/93 further contribtited to a
widening fiscal deficit as tax revenues weakened and anticyclical expenditures rose.
Despite-the recession and the fiscal demands of reunification, the German govern.
ment narrowed the federal budget deficit through a variety of tax and fee increases,
public spending restraint and cuts in certain social benefits. The overall public sec.
tr borrowing requirement (broadly measured to include all levels of government as
well as hitherto off-budget" funds and agencies) has declined since peaking in 1993
and likely will be some DM 100-105 billion in 1995. Due to a variety of factors, in.
cluding moderate tax relief, it will rise marginally in 1996.

In tle early part of the current decade, relatively high rates of inflation were ex.
perienced (the CPI rose an average 4.1 percent in 1992 and 1993) and money
growth, as well as concern over wage developments and fiscal deficits, preoccupied
le, German central bank (Bundesbank). The Bundesbank places overriding impor-
tance on price stability and thus responded to the rising inflation In 199119 by hik.
ing short term interest rates, which peaked in July 1992 at post-war highs. Since
then, the central bank discount rate 1has declined by 5.25 percentage points, with
themost recent cut occurring in August 1995. In 1995 wage settlements were less
moderate than in the previous two years but inflation has declined to less than two
percent. The government's public sector deficits are financed primarily through sales
of government bonds, the maximum maturity of which normally is ten years (the
government last issued a 30-year bond in January 1994, for the first time in over
a decade). The Bundesbank's primary monetary policy tool is short-term liquidity
provided to the banking system primarily via repurchase operations. It alsoprovides
financing to the banking system via discount and Lombard facilities, and it sets
minimum reserve requirements for the banks. The discount rate as of November 15,
1995 was 3.5 percent.
2. Exchange Rate Polcies

The Deutsche mark is a freely convertible currency, and the government does not
maintain exchange controls._Germany participates in the exchange rate mechanism
of the European-monetary System. The Bundesbank intervenes in the foreign ex-
change markets infiequently, usually in cooperation with other central banks in
order to counter disorderly market conditions.
3. Structural Policies

Since the end of the second world war, German economic policy has been based
on a "social-market" model which is characterized by a substantially higher level of
direct government participation in the production and services sector than in the
United States. In addition, an extensive regulatory framework, which covers most
facets of retail trade, service licensing and employment conditions has worked to
limit market entry by not only foreign firms but also by German entrepreneurs. Al-
though the continuation of the 'social market" model remains the goar of all main-
stream political parties changes resulting from the integration of the German econ-
omywth those of its EU partners, the shock of German unification and a perceived
decline in competitiveness in its traditional manufacturing industries, has forced a
rethinking of the German post-war economic consensus in the so-called "Standort"
debate. The government has declared a rollback of the State's role in the economy
to pre-reunification levels to be a principal objective of economic policy.

As a result of this debate, numerous structural impediments to the continued
growth and diversification of the German economy have been identified. These can
be broadly grouped as follows:

-A rigid labor market;
-A regulatory system which discourages new entrants especially in the services

sector,
- High taxes and social charfes; and
-Lack of risk and venture ci pital for start-up firms.

In recognition of the above problems, the government has been pursuing a pro-
gram of reforms since the mid-. 980's focusing on tax reform, privatization and de.
regulation. In recent years, the government has carried out a reorganization of the
German Federal Railroad, and completed transforming the operating entities of the
German Federal Post into stock companies. The government plans to offer shares
to the public in 1996 in one of the latter corporations, telecommunications giant
Deutsche Telekom in what would be the largest stock offering in history. A listing
of some Telekom shares on a U.S. stock exchange is likely, an cithe Government fur-
ther is committed to opening the telecommunications network monopoly to competi-
tion as of 1998. The federal government also has reduced its majority holdings in
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the national airline Lufthansa to las than 36 percent with the objective of selling
the entire stake, although the original target date of end-1995 will not be met. U.S.
firms are likely to benefit from these developments as purchasing decisions are driv.
en more by commercial criteria than in the past. The introduction of competition
In formerly protected sectors should result in lower user costs, as well.

Despite the progress in recent years, lack of competition remains a problem in
many protected sectors which drives up business costs in Germany. The service sec.
tors which continue to be subject to excessive regulation and market access restric-
tions including communications, energy, retail distribution, banking and insurance.
The government intends to modify existing legislation which limits firms' pricing
and marketing ability in conjunction with adoption of Europe-wide competition
rules, as well as to review laws which limit competition in the banking, insurance
and transportation and telecommunications sectors. Although opposition from small
shop owners continually has derailed attempts to revise Germany's highly restric-
tive regulations on store hours, It appeared likely in late 1995 that the Government
had fostered enough political momentum to liberalize this long-standing hallmark
of overregulation of the German economy. Paralleling German government efforts
to deregulate the economy, the EU is expected to continue to pressure its member
states to reduce barriers to trade in services within the community. U.S. firms, espe-
cial•y with operations in other EU states, will likely benefit from EU market inte-
gration efforts over the long term.
4. Debt Management Policies

Germany has recorded current account deficits since 1991 due to a dramatic drop
in the country's traditionally strong trade surplus, related in part to strong eastern
German demand, and exacerbation of Germany's services account deficit because of
the substantial foreign borrowing undertaken to finance the costs of unification. Al-
though the trade surplus grew by better than DM 50 billion fiom 1991 to 1994, per-
sistent pressure from payments to foreign investors (a result of the heavy foreign
borrowing needed to finance reunification), declining income from foreign (mostly

US.) military personnel in Germany and growing transfers to the European Union
will continue to result in a negative current account balance for the foreseeable fu.
ture. Nonetheless due to large current account surpluses from the 1970's until the
current decade, Germany remains the world's second largest creditor, with net for-
eign assets estimated at some USD 185 billion at the end of August, 1995.
5. Significant Barries to U.S. Export

Germany is one of the mostimprtant trade partners worldwide for the U.S. and
its strong economypose "virtually no formal barriers to U.S. trade or investment
interests. It is possible to identify some pitfalls, especially for the newcomer to the
German market, but on the whole the Federal Republic is an excellent place for US.
companies to do business.

fImport licenses: The FRG demands virtually no import licenses, having abolished
almost all national import quotas. Germany is subject, however, to the import-li-
cense requirements imposed on some products by the European Union (an example
is the recent imposition of a tariff quota for "dollar" bananas under the EU's banana
import regime).

Services Barriers: Conditions of access vary considerably but the Embassy has
heard only a few complaints. Some progress has been made in pa-ticipation of for-
eign companies in banking and other financial services, although access in the in-
surance market is still limited. Telecommunications services are being increasingly
deregulated, and a large step will be taken in 1998 when new EU ruIes are sched-
uled to take effect. Germany has no foreign ownership restrictions on telecommuni-
cations services opn to competition.

Standards, Testing, Labeling, and Certification: Germany's regulations and bu-
reaucratic procedures can prove a baffling maze, blunting the enthusiasm of US.
exporters. While not protectionist` in the classic sense, government regulation can
offer a degree of protection to German suppliers. Safety standards, not normally dis-
criminatory but sometimes zealously aplplied, and exemplified by, for example, the
testing and licensing procedures of the Technscher Ueberwachungsverein e.V.
(TUV,-or technical ints ion association), a process which can complicate access to
the market for many US. products.

Government Procurement Practices: Selling to German government entities is notalways an easy process. German government procurement is largely non-discrimina-
tory and spears to comply with the Geaeral Agreement on Tariffs and Trade
(GAP) and the plurilateral Agreement on Government Procurement (AGP) to
which the EU is a party as well as the terms of the US.-FRG Treaty, of Friendship,
Commerce and Navigtion. It can nonetheless be difficult for foreign suppliers to
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compete head to head with major German suppliers who have long-term ties to Ger-
man government purchasing entities. Those areas which fell outside of AGP cov.
erage-before the conclusion of the Uruguay Round, such as military procurement or
procurement of services, have been traditionally the most susceptible to these prob-
lems. With the implementation on January 1, 1995 of the Uruguay Round agree-
ment, coverage commenced for some procurement in these areas.

Germany has now implemented the EU utilities directive and its related remedies
directive. However, Germany has not yet implemented Article 36 of the directive,
which would allow a small price preference for EU suppliers in bid awards. Under
the US-EU memorandum of understanding on procurement of heavy electrical
equipment, US. firms entoy rights equivalent to European firms under the utilities
directive in this sector. Despite these formal agreements, U.S. equipment makers
continue to express frustration about market access barriers to the German power
generation market. An allegation by a U.S. firm of irregularities in a 1994 bid
award was finally upheld by a German tender review board in 1995 but the process
proved difficult and time consuming, and no remedy' has yet resulted.

Investment Barriers: The German investment climate is generally very open, but
some of the concerns mentioned above, such as access to services markets and
standards and procurement questions, may also be seen as obstructive.

Customs Procedures: Customs procedures at German ports-of-entry do not con-
stitute a problem for US. suppliers,
6. Export Subsidies Policies

Germany does not directly subsidize exports outside the EU framework of export
subsidies for agricultural goods. Government or quasi-government entities do pro.
vide export financing, but Germany subscribes to the OECD guidelines that restrict
the terms and conditions of export finance. An earlier policy that provided exchange
rate guarantees to the German Airbus partner has been terminated, largely as a
result of U.S. pressure and a GAIT finding against this program.
7. Protection of U.S. Intellectual Property

Germany is a member of the World Intellectual Property Organization and party
to the Berne Convention for the Protection of Literary and Artistic Works, the P'aris
Convention for the Protection of Industrial Property the Universal Copyright Con-
vention, the Geneva Phonograms Convention, the Patent Cooperation Tzeaty, the
Brussels Satellite Convention, and the Treaty of Rome on neighboring rights.

Intellectual property is generally well protected in Germany. The German Patent
Bureau, VerwertungsgeseIlschaft (which handles printed material), and GEMA
(Germany's rough equivalent to the American Society of Composers, Authors and
Publishers) are the agencies responsible for intellectual property protection. U.S.
citizens and firms are entitled to national treatment in Germany, with certain ex-
ceptions.

Legislation to transpose the EU software copyright directive into national law was
passed in June 1993. This new law met U.S. concerns about IPR protection for com-
puter software by lowering the standards of originality which had undermined the
fevel of protection for many business application programs. But American software
firms are still concerned about the level of software piracy in Germany.

The concerns of US. firms in the area of piracy of software and certain sound re-
cordings were to have been addressed when Germany implemented its commitments
underTRIPs portion of the Uruguay Round this year. Although the German govern-
ment has now completed the legislative changes it believes were mandatedby the
TRIPS agreement, it remains to be seen whether these changes have fully addressed
U.S. concerns.
8. Worker Rights

a. The Right of Asxiation.-The constitution guarantees full freedom of associa-
tion (Article 9). Workers' rights to strike and employers' rights to lock-out are also
legally protected activities.

"b. The Right to Organize and Bargain Collectively.-The constitution provides for
the right to organize and bargain collectively, and this right is widely exercised. Due
to a well-doveloped system of autonomous contract negotiations, mediation is un-
common. Basic wages and working conditions are negotiated at the industry level
and then are adapted, through local collective bargaining to particular enterprises.

However, some firms in eastern Germany have refused to join employer associa-
tions or have withdrawn from them, and then bargained independently with work-
ers. Likewise, some large firms in the west withdrew at least part of their workforce
from the jurisdiction of the employers association, complaining of rigidities in the
centralized negotiating system. They have not, however, refused to bargain as indi.
vidual enterprises. ThWe law mandates a system of works councils and worker mem-
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bership on supervisory boards, and thus workers participate in the management of
the enterprises in which they work. The law thoroughly protects workers against
antiunion discrimination.

c. Prohibition of Forced or Compulsory Labor.-IThe German constitution guaran-
tees every German the right to choose his own occupation and prohibiting forces labor,
although some prisoners are required to work.

d. Mi•nmum Age for Employment of Children.--German legislation in general bars
child labor under age 15. There are limited exemptions ffor children employed in
family farms, delivering newspapers or magazines, or involved in theater or sporting
events.

e. Acceptable Conditions of Work.-There is no legislated or administratively de.
terminect minimum wage. Wages and salaries are set either by collective bargaining
agreements between industrial unions and employer federations, or by individual
contracts. Covering about 90 percent of all wage and salary earners, these agree-
ments set minimum pay rates and are legally enforceable. These minimums provide
an adequate standard of living for workers and their families.

f. Rights in Sectors With U.S. Investment.-The enforcement of German labor and
social legislation is strict, and applies to all f=rms and activities, including those in
whichULIS. capital is invested. Employers are required to contribute to the various
mandatory social insurance programs and belong to and support Chambers of Indus-
try and Commerce which organize the dual schoolworkr) system of vocational edu-
cation.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 2,020
Total Manufacturing ...................................................... ......... 22,131

Food & Kindred Products..........................2,103
Chemicals and Allied Products ........................................... 4,152
Metals, Primary & Fabricated ............................................ 1,469
Machinery, except Electrical .............................................. 4,359
Electric & Electronic Equipment ....................................... 1,306
Transportation Equipment ................................................. 5,180
Other M anufacturing .......................................................... 3,562

W holesale Trade ...................................................................... 4,049
B anking .................................................................................... 2,283
Finance/Insurance/Real Estate .............................................. 6,716
Services .................................................................................... 946
O ther Industries ...................................................................... 1,741
TOTAL ALL INDUSTRIES .................................................... 39,886

Source: U.S. Department of Commerce, Bureau of Economic Analysi&

GREECE

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
GDP (1988 prices) 2 .................... .. . . .. . . .. . . . .. . . . .. .. . . ..  62.2 63.1 64.4
Real GDP growth (percent) ................................. -0.5 1.5 2.0
GDP (at i-j iTent prices) 2 ................. . .. ..... . . .. . .. . . .. .  80.6 84.0 97.2
GDP by Sector.

Agriculture ........................................................ 8.2 8.7 11.1
Energy and Water ............................................ 2.0 2.1 2.9
Mining ............... ................... 0.6 0.6 0.9
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Key Economic Indicator*--Continued
(BMllioss of U.S. dollars unless otherwise noted]

1993 1994 19961

M manufacturing .................................................. 10.0 10.4 13.2
Construction ..................................................... 6.1 6.3 7.5
Rents ............................... 12.7 12.5 12.6
Financial Services ............................................ 15.5 16.4 18.2
Other Services .................................................. 10.8 11.5 14.6
Government, Health and Education ..... 13.9 14.4 15.2
Statistical Discrepancies .................................. 0.8 1.1 1.0
Net Exports of Goods and Services ................. -9.0 -9.7 - 10.4

Real per capita GDP (1988 prices-US$) .......... 6,005 6,041 6,095
Labor force (000s) ................................................ 4,118.4 4,167.7 4,210.0
Unemployment rate (percent) ............................. 9.7 9.6 9.5

Money and Prices (annual percentage growth):
Money supply (M3) (end period)'3....................... 15.0 8.3 7.0
Base Interest Rate4 ...................... .. .. . .. . .. . .. . .. . . .. . ..  27.0 25.0 18-24
Personal Saving Rate .......................................... 17.0 16-17 13-15
Retail Inflation ..................................................... 14.4 10.9 9.3
Wholesale Irflation .............................................. 11.9 8.6 7.5
Consumer price index .......................................... 14.4 10.9 9.3
Exchange rate (DRS'JS$): Official ..................... 229.3 242.6 231.0

Balance of Payments and Trade (millions of dol-
lars):
Total Exports FOB 5 ............................................. 5,034.3 5,218.9 6,500.0

Exports to US.. ................................................ 377.1 455.0 N/A
Total Imports CIF 5.............................................. 17,615.5 18,741.7 91,500.0

Imports from US•...................... 820.5 687.2 , N/A
Aid from US............................ N/A N/A N/A
Aid :rom Other Countries ................................... N/A N/A N/A
External Public Debt......................27,275.0 32,654.0 35,000.0
Debt Service Payments (paid) ............................. 6,987.4 8,406.1 11,000.0
Gold and Forex Reserves ..................................... 8,693.6 15,431.6 16,000.0
Trade Balance.5 . .. .. . .. .. .. - 12,581 -13,523 - 15,000

Balance with US.e ............. .... ....... -443.4 -232.2 N/A
S1996 figures are all estimates based cc available monthly data in November 199W.
X GDP at factor cost.
3M2 not available in Grme...
figures art actual average annual interest rates, not changes in them.
0Merchandise Trade, Bank of Greece Data, Transaction basic.

@Customs Data (Natinal Statistical Service of Greece).

1. General Policy Framework
Greece has been a member of the European Union (EU) since 1981 and enjoys

a relatively open, free-market economy. It has a population of 10.4 million and a
work force of about 3.9 million. The moderate level of development of Greece's basic
infrastructure-road, rail, telecommunications-reflects its middle-income status.
The public sector constitutes 50 to 60 percent of Gross Domestic Product (GDP), a
substantial portion of the total official economy. Despite the recent revision of na-
tional accounts, which boosted GDP by 23 percent by including some previously un-
recorded incomes in its measurements, some economic activity still remains unre-
corded. (Estimates of how much of the economy remains unrecorded vary, due at
least in part to deficient data collection). With about 66 percent of GDP deriving
from services (including government services), 24 percent from industry (13 percent
from manufacturing, 7 percent from construction, 3 percent form electricity and 1
percent from mining) and 10 percent from agriculture, Greece is an import-depend-
ent country, importing more than it exports. In 1994, Greece had a trade deficit of
13.5 billion dollars on a total two-way trade of 23.9 billion dollars. The trade balance
in the fir-st seven months of 1995 has worsened by 28 percent mainly due to the
appreciation of the drachnma against the dollar. Greece exports primarily light man-
ufactures and agricultural products, and imports more sophisticated manufactured
goods. Tourism receipts, emigrant remittances, shipping, and, increasingly, transfers



U

192

from the EU form the core of invisible earnings. Substantial funds from the EU
(about 20 billion dollars) are allocated for major infrastructure projects (road and
train network, ports, airports, bridges etc.) over the period 1994-99. However, the
Greek government has been slow in drawing upon these funds. The Uruguay Round
Agreements were ratified by the Greek Parliament on January 23, 1995.

Greece as a member of the EU, is currently striving to reduce its budget deficit,
debt, and inflation rate in order _to meet the prerequisites for European Monetary
Union. The 1994-99 Convergence Program approved by the EU provides a blueprint
for achieving Greecea economic goals. The government continues efforts to lower in.
flation and to reduce net borrowing as a percent of GDP from 12.5 percent in 1994
to 10.1 percent in 1995. It is also concentrating its efforts on ending tax evasion and
institutng, an incomes policy aimed at protecting the real income Jworkers.

Greece's huge government deficit sterns from past debts and a bloated public sec.
tor which has many more civil servants than an economy the size of Greece's can
support effectively. It is estimated that the public sector employs about 15 percent
of the total labor force.

Greece's social security program has also been a major drain on public spending.
Moreover, the state owns a number of loss-generating companies. Deficits are If-
nanced primarily through government securities (treasury bills and long-term
bonds).

Tay forms introduced in 1994 aimed to crack down on tax evasion, broaden the
tax bah , and raise taxes. These reforms, which took effect in 1995, have been imple.
mented with some success. Tax receipts have increased but still higher receipts will
be needed to meet the revenue targets.

Monetary policy is implemented by the Bank ot*Greece. The Bank uses the dis-
count and other interest rates in its transactions with commercial banks as tools
to control the money supply. The State continues to retain privileged access to credit
via the tax-free status accorded to government debt obligations (which includes the
right of Greek residents to purchase government debt obligations without having to
declare their source of income to the tax authorities). Treasury bills and state bonds
are issued by the Ministry of Finance but they are expected to fall within the mone-
tary program prepared by the Bank of Greece.
2. Exchange Rate Policies

The government's anti-inflationary Ustrong drachma" policy continued throughout
1994. In 1995, the authorities have pursued the same policy more vigorously. The
drachma depreciated by 6.7 percent against the ECU in 1994 and is projected to
depreciate by an additional three percent in 1995. The drachma has been appreciat-
ing against the dollar in 1995 and similarly has appreciated against some of the cur-
rencies of its Mediterranean competitors. The appreciation of the drachma against
other currencies is the main reason for the deterioration of Greece's trade balance
in 1995 (see above). Greece retains a "crawling.peg" system and allows a limited de-
preciation of the drachma against the ECU. The Greek drachma does not yet belong
to the EU's Exchange Rate Mechanisn.

Foreign exchange controls have been progressively relaxed since 1985. Medium-
and long-term capital movements for EU and non-EU countries have been fully lib-
eralized. Most restrictions on short-term capital movements were lifted in 1994.
This move brought Greece in line with EU rules on free movement of capital. How.
ever, significant bureaucratic obstacles in short-term capital movements still re-
main. (For example, compliance with tax laws must be demonstrated prior to the
transfer of capital and financial institutions must "monitor" the investment.)
3. Structural Policies

Greece's structural policies are largely dictated by the need to comply with the
provisions of the EU Single Market and the Maastricht Treaty on Economic and
Monetary Union.

Although Greece's Convergence Plan provides for the sale of minority stakes in
some state-owned companies, the government's willingness to see this program
through has been half-hearted, and thus far, most privatization efforts have failed.
An attempt to sell a minority stake in the Hellenic Telecommunications Organiza-
tion (OTE) in 1994 was unsuccessful. Plans to sell the state-owned shipyard of
Skaramangas were blocked by a militant labor union, while another, previously
privatized shipyard returned to state control after its new owners declared bank.
ru~rcing Policies. The only remaining price controls are on pharmaceuticals and

rents, although some rents have now been freed. About one quarter of the goods and
services included in the consumer price index (CPI) are produced by state-controlled
companies, and the government retains considerable indirect control over pricing.
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Government-set prices and subsidies (such as public transport prices) distort the do.
mestic economy uteyin not barriers to US. exports.

Taxplicies. New legislation passed in April I194:
-- rased the topnorsonal income tax rate from 40 to 45 percent for incomes

exceeding 65,00(W~ars annually;
-imposed presumptive taxation on a large number of professionals on the basis

of a number of' factors, including (but not limited to): the location and type
of business, the number of years in operation, and the imputed rent of the
property" and

-- ncreiZa the corporate tax rate from 35 to 40 percent for all non-public cor.
operations. In practice, this has meant that US. and other foreign bank
branches (due to their particular organizational structure) are required topay
a taxation rate of 40 percent, while other companies pay only 35 percent. The
U.S. and other governments believe this practice to be in violation of OECD
and EU regulations.

The new law did not change the value added tax (VAT) rates: the lower rate of
eight percent is applicable to basic commodities (mainly food products) and certain
services- the higher rate of 18 percent is applicable to all remaining items. A four
percent VAT applies to periodicals and books.
4. Debt Management Policies

Greece's General Government debt (Maastricht definition) was 30.9 trillion drach-
mas, or 121 percent of GDP in 1995 (end August). This includes military debt which
accounts for 3.3 percent of GDP. Foreign debt does not affect Greece's ability to im-
port U.S. products.

Servicing of external debt in 1994 (interest and amortization) was equal to 161.1
percent of exports and 8.8 percent of GDP. About 64 percent of the external debt
is denominated in currencies other than the dollar.

Greece has regularly serviced its debts and has generally good relations with com-
mercial banks and international financial institutions. It has not had an adjustment
program with the 1MF or any program with the World Bank. In 1985, and again
in 1991, Greece received a balance of payments loan from the EU.
5. Spgnifcant Barriers to U.S. Exports

Greece has both EU-mandated "rnd Greek government-initiated trade barriers.
Apart from the EU, it maintains specific barriers in services such as law, auditing,
aviation, tourism and motion pictures:

-- Greece maintains nationality restrictions on a number of professional and
business services, mclud'g,• legal advice. Restrictions on legal advice do not
apply to EU citize;A, and 1Y.S. companies can generally circumvent these bar.
riers by employing EU citizens. In December, a Greek effort to impose bur-
densome qualifications on non-Greek accountants was ruled a violation of
Greece EU commitments by Greece's Council of State. It is not known how
this ruling will affect auditing business in Greece.

-Foreign air carriers may not sell ground-handling services to airlines. The
Greek flaq carrier, Olympic, has a monopoly inproviding ground services to
other airlines, that must either contract from Olympic or self-handle. (U.S.
and EU airlines must provide their own ground handling services or obtain
them from Olympic).

-Greek residents are limited on the amount of foreign exchange they may
spend on personal travel abroad to 2,000 ECUs (2,600 dollars) per trip.

-Greek film production is subsidized by a 12 percent admissions tax on all mo-
tion pictures. Moreover, Greek laws and practices are currently ineffective in
protecting intellectual property rights, including film, software, music and
books (see below).

Investment barriers:
-Both local content and export performance are elements which are seriously

taken into consideration by Greek authorities in evaluating applications for
tax and investment incentives. However, they are not legally mandatory pre-
requisites for approving investments.

-Greece restricts Foreg and domestic private investment in public utilities.
-U.S. and other non-EU investors receive less advantageous treatment than

domestic or other EU investors in the banking, mining, broadcasting and
transport sectors, and in land purchases in border areas.

Greek laws and regulations concerning government procurement nominally guar-
antee nondiscriminatory treatment for foreign suppliers. Officially, Greece also ad-
heres to EU procurement policy, and Greece has also recently joined the GATT Gov.
ernment procurement code. Greek willingness to join this code is a positive step and
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reflects an improvement in the procurement situation. As a result of the new Greek
attitude, some U.S8. companies are finding it easier to participate in tenders and
some are winning sable contracts.

Many problems, however, still exist. Included are occatanal sole-sourcing (ex-
plalned as extensions of previous contracts) loosely written specifications which are
subject to varying interpretations, and allejiance of tender evaluators to tech-
nologies offered bY longtime, traditional suppliers. It is also a widely-held belief that
firm from other EU member states have an automatic advantage over non-EU con.
tenders in winni Greek government tenders. It has been noted that U.S. compa-
nies submitting joint proposals with European companies are more likely to succeed
in winning a cntraci. The real impact of Greece's "buy national" policy is felt in
the government's offset policy (mostly for purchases of defense items) where local
content, joint ventures, and other technology transfers are stressed.
6. Export Subsidies PoLicies

The Greek government allows exporters to pay commissions and expenses to sup.
port exports. some agicultural products (most notably cotton, olive oil tobacco, ce-
reals and certain fruits and vegetables) receive subsidies from the ED. Greece, as
an EU member, is also a member of the GATT Subsidies Code.
7. Protection of U.S. Intellectual Property

In theo,.y, Greek laws extend protection of property rights to both foreign and
Greek nationals. Greece is a member to the Paris Convention for the Protection of
Industrial Property, the European Patent Organization, the World Intellectual Prop-
erty Organization, and the Berne Copyright Convention. As a member of the EU,
Greece isnin the process of harmonizing its legislation with EU rules and regula-tions.Despite Greece's voiced commitment to copyright protection piracy of copyrighted

matenal remains widespread. Greece took a major ste toward addressing this probe.
lem by enacting a new copy•ight law in February 193 (Law 2121/93), which offers
a high standard of portion for al copyrighted works. Furthermore, Law 2328/95
(voted in the summer of 1995 and effective as of August 3, 1995) establishes a new
systematic legal framework for the radio-television market, whose anarchic develop-
ment encouraged copyrt piracy. The U.S. and Greece have agreed, in principle,
on ule need for an aiibvitous enforcement of the new legislation but, so far, Greece
has bewin unwilling to initiate meaningful enforcement actions against pirate TV sta-
tions (c'ose or fine). Due to the piracy situation, Greece was elevatedin December
1994 to the USTR's "Priority Watch List" under the "Special 301" provision of the
1988 Trade Act. The U.S. government is closely monitoring Greece's efforts towards
an effective enforcement of existing legislation. In November 1995 however Greece
was reconfirmed as the sole EU member country on the "Priority Watch List'.

Intellectual property appears to be adequately protected in the field of patents
and trademarks. Patents are available for all areas of technology. Compulsory li-
censing is not used. Greek trademark legislation is fully harmonized with that of
the EU and trade secrets are protected by law for a period of twenty years. Viola-
tions of trade secrets and semiconductor .hip layout design are not problems in
Greece.
8. Worker Rights

The Greek economy is characterized by labor-market rigidities. Greek labor law
prohibits layg off more than two percent per month of total personnel employed
b firm. This restricts both the flexibility of firms and the mobility of Greek labor.
There is also a highly centralized system for negotiating rational wage agreements.

a. The Right of Association.-Approximately S0 percent of Greek workers are or-
ganized in unions, most of which tend to be highly politicized. While unions show
support for certain political parties, particularly on issues of direct concern to them,
they are not controlled by political parties or the government in their day-to-day op-
erations. The courts have the power to declare strikes illegal, although such deci-
sions are seldom enforced. Employers are not permitted to lock out workers, or to
replace striking workers (unless they are public sector employees under civil mobili-
zation).

b. The Right to Organize and Bargain Collectivdy.--The right to organize and
bargain collectively was guaranteed in legislation passed in 1955 and amended in
February 1990 to provide for mediation and reconciliation services prior to compul-
sowy arbitration. Antiunion discrimination is prohibited, and complaints of discrimi-
nation against union members or organizers may be referred to the Labor
Inspectorate or to the courts. However, litigation is lengthy and expensive, and pen-
alties are seldom severe. There are no restrictions on collective bargaining for pri-
vate workers. Social security benefits are legislated by parliament and are not won
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through bargaining. Although civil servants have no formal system of collective bar-
gaining, the negotiate their demands with the Ministry to the Prime Minister.

c. Prohibition of Forcea or C ompusory Labor.-Forced or compulsory labor is
strictly prohibited by the Greek Constitution and is not practiced. However, the gov.
ermient may declare "civil mobilization" of workers in case of danger to national
security or to social and economic life of the country

d. Minimum Age (oT Employment of Children.--.he minimum age for work in in-
dustry is 15, with higher limits for certain activities.

e. Accepal Conditions of Work.-Minimum standards of occupational health and
safety are provided for by legislation. Although the Greek General Confederation of
Labor (GSEE) has characternzed health and safety legislation as satisfactory, it has
also charged that enforcement of the legislation is inadequate citing statistics indi-
catinp a relatively high number of job-related accidents in Gireece. Inadequate in-
s -on, outdated industrialplants and equipment, and poor safety training of em-
plofyees contribute to the accident rate.

. Rights in Sectors With U.S. Investment.-Although labor/management relations
and overall working conditions within foreign business enterprises may be among
the most progressive in Greece, worker rights do not vary according to the national-
ity of the company or the sector of the economy. In some instances, the government
has hinted that it would make special exceptions to the two-percent-per month rule
described above, as a means of attracting potential foreign investors to Greek com-
panies. No such deals have been cut to date.

Extent of US. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Catewy Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... 124

Food & Kindred Products............. ............. (1)
Chemicals and Allied Products ........................................... 56
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 0
Other M anufacturing .......................................................... (1)

W holesale Trade ...................................................................... (1)
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 32
Services...... ......... ............................... (1)
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 446

1 Suppreused to avoid discloing data of individual companies.
Source; U.S. Department of Commerce, Bureau of Economic Analysi.

HUNGARY

Key Economic Indicators'
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996%

Income, Production and Employment:
Real GDP Index (1985=100) .......................t 84.5 89.5 N/A
Real GDP Growth (percent) ................................ 0.1 2.9 1.5
GDP (at current prices)...................32,771.6 35,268.2 51,559.5
GDP by Sector.

Agriculture ........................................................ 2,264.10 2,616.11 2,918.0
Energy and Water......................1,345.06 1,145.88 1,286.2
Manufacturing .................................................. 7,515.21 8,057.82 9,268.5
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Key Economic Indicators '-Continued
(Millions of U.. d lan unless otherwise noted]

1998 1994 1Q965

Construction ..................................................... 1,812.26 2,033.18 2,258.8
Rents . .4.................... 4o479.57 4,912.80 5,410.0
Financial Services ............................................ 1,581.92 2,335.55 2,411.6
Other Services .................................................. 8,837.46 9,199.05 11,639.9
Government, Health and Education ............... 6,059.32 6,573.40 6,061.1
Net Exports of Goods and Services ...........*7,990 7,558 N/A

Real per capita GDP (US$).........#.........3,734 4,100 4,200
Labor Force (0009) ............................................... 4,596 4,443 44,372
Unemployment Rate (percent) ............................ 11.3 10.2 49.3

Money and Pri.a (annual percentage growth):
Money SupplyIs........................... . .. . . .. . .. . .. .. . .. . . . . .. . .  16.6 18.9 N/A
Base Interest Rate" ............................................. 21.0 25.0 27.0
Personal Savings rates ........................................ 6.0 9.0 7
Retail Inflation ..................................................... 25.5 22.0 28.5
Wholesale Inflation.........................10.3 11.2 24.0
Consumer Price Index ......................................... 22.5 18.8 28.5
Exchange Rate (forints/US*):

Official's............................I.... . . .. . .. . . .. .. . .. . .. . . .. . . . ..  92.04 105.5 124.4
Parallel ............................................................. 100 110 130

Balance of Payments and Trade:0
*Total Exports FOB ...............................................f 8,906.9 10,700.8 7P5,297.4

Exports to U.S............ ............. 373.4 430.5 7176
Total Imports CIF......................................... 12,530.3 14,553.8 '7,589.5

Imports from U.S .............................................. 300.4 451.7 7227
Aid from U.8............................ 155 193 N/A
Aid from Other Countries ................................... 813.6 978.9 N/A
External Public Debt (billions U8) ................... 24.6 28.5 32.3
Debt Service Payments (paid)" ........................... 4,806 6,214 4,180
Gold and Foreign Exchange Reserves (billions

US0 5a ............................................ . **off............6.7 6.8 8.1
Trade Balance ...................................................... -3,623.4 -3,853.0 7-2,292

Balance withUS. ............................................. -73.0 -42 7-51

'Souwm Central Statistical Offic, unless stated otherwise provided in HUt and converted at the offical
mSonp rates indicated in this table.

X oures: Ministry ofF inance, wqt data on trade.
sTotal WGDP s provided by the Central Statistical Office. It includes mining, quarrying and costs related

to financial services that an net included in the GDP by sectW.4 Pint three quanters In 19K6.
'Source: NatiAl Biank ofHunlan
e 8ounrcdMinistryof Industry andTrade,except whem othrwis" noted.TnU2 =u•199&.
'Medium term credit amertUition and gross interest payment; doesn't include prepayments. Sourcwe Na-

tiomal Rank of Hungary.

1. General Poicy Framework
Hungry extensively liberalized its traderegime after the end of communism in

1M9. Ninety percent of imp no longer requireprior government approval. The
revised Foreign ExchangeLaw, which goes into effect January 1, 1996, makes the
Hungarian forint esmntialy convertible for current account transactions. The So.
cialist/Free Democrat coalition government which took office in July 1994 formu.
lated its economic policy to lower the fiscal and current account deficits. It intro.
duced a stabilization and restructuring program, referred to as the Bokros Package,
in March 1995. The government is a founding member of the World Trade Organiza-
tion (WTO) and was a i•atoy to the Uruguay"Round Agreement of late 1994.

Huniay has one of the b 0gest per capita foreign debts in Europe. The National
Bank oT Hungay (MNB), though active debt management, is evening out interest
and principal payments on the debt. Cash reserves are estimated at over $8 billion
or six to seven, months of import coverage. The government has financed the fiscal
deficit primarily through issuing government bonds, both domestically and abroad.
The comnlidated budget deficit In 19951is expected to equal 6.5% of GDP.
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In March of 1995, Finance Minister Bokros announced a stabilization program de-
signed to decrease the fiscal and current account deficits. The program cut govern-
ment expenditures, increased revenues, devalued the Hungarian forint (HUF) by
9%, introduced a pre-announced crawling peg exchange rate policy, added an 8% im-
port surcharge and put a ceiling on wage increases in state-owned companies at four

S5% below the rate of inflation. The government projects a $2.8-3 billion current
account deficit for 1995.

Promotion of foreign direct investment continues to be a government priority, in
part to offset the current account deficit. The government approved in September
1995 four tax bills to be submitted to Parliament, that include measures to attract
investors. Hungraran law allows the establishment of companies in customs-free
zones exempt from customs, foreign-exchange requirements, and indirect taxation
tied to the turnover of goods.

The MNB carries out-monetary policy using open market operations to a large ex-
tent. The Bank controls the rate of interest on government T-bills, as well as the
rate applied to repurchase agreements. Under conditions identical with the repur.
chase rates, commercial banks can conclude foreign exchange swap transactions
with the MNB.
2. Exchange Rate Policies

The revised Foreign Exchange Law makes the forint almost fully convertible for
curent account transactions, but not for capital account movements. Currently, the
forirnt is pegged to a currency basket consisting of the U.S. dollar (30%) and the Eu-
ropean Currency Unit (70%). The crawling peg devaluation system in place since
March 1995 has worked well. The MNB announced that the forint will be devalued
by 1.2% per month in the first half of 1996; the second half rate is currently unde-
cided but will not exceed 1.2% per month. Improved fiscal and current account situ-
ations, along with adherence to the crawling peg devaluation, could help cut infla-
tion from alout 30% in 1995 to an annual rate of under 10% by the fourth quarter
of 1997.

Although the forint continues to be a managed currency, it is in essence fully con.
vertible for business purposes. Foreigners may freely repatriate profit dividends in
hard currency. Steady progress has been achieved in the liberalization of foreign ex-
change controls. Foreigners are allowed to maintain forint accounts and Hungarians
can maintain local hard currency accounts.
3. Structural Policies

There are no centrally-determined prices for most consumer products and services
in Hungary. However, the state continues to control the prices for public transport
and utilities such as gas, electricity, and water. The government raised energy
prices in January and September 1995. They are slated for further hikes in the
spring and fall of 1996, and in January 1997, at which time they should equal world
levels. Energy production and distribution are undergoing privatization, with signifi-
cant minority shares to be sold off by late 1995 or early 1996. In agriculture, the
government offers a wholesale floor price for unprocessed agricultural products,
though this policy has no impact on U.S. agricultural exports to Hungary.

The government is in the process of instituting a western-style tax and treasury
system. Corporate profits are taxed at 18% if plowed back into the company, and
at 23% if returned to investors as dividends. The Parliament is considering a 50%
preference for a maximum of five years on investments of at least HUF one billion
(currently 130 HUF equals one dollar), or for ones that increase exports by more
than HUF 600 million, and a 100% tax holiday for investments in underdeveloped
regions. Local governments will have increased authority over local taxes..The gov-
ernment also proposes to decrease the 44% employers' contribution to social security
to 40%, and increase the 10% employees' contribution to 12%.

The "Competition Act' (Act LXXXVI of 1990 on the Prohibition of Unfair Market
Practices, a comprehensive law intended to foster a competitive market), addresses
consumer fraud, the restriction of competition, abuse of a dominant market position,
and unfair competition. This Act created the Economic Competition Office respon.
sible for investigating and stopping unfair market practices.
4. Debt Management Policies

Hungary has one of the highest per capita foreign debts in Europe, with gross for-
eign debt estimated at $32 billion and net foreign debt at $21 billion as of mid 1995.
Despite this, it has never sought debt rescheduling, and has made full interest and
pincipal payments on time. The government may conclude a standby credit agree-
ment with the international Monetary Fund early in 1996. The government has re-
serves of over $8 billion, and expects that an improving current account balance and
increased foreign investment will lessen its debt-servicing burden.
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5. Sipificant Barrier. to U.S. Exports
Hungary has liberalized Its market substantially in recent years. While Hungary's

average tariff rates are decreasing, there are peak rates which are exceptionally
hig (or example, almost 50% on luxury automobiles). In March 1995 Hungary in.
troduced an 8% import surcharge which the government plans to eliminate by mid-
1997.

Hungary imposes a $750 million global quota on imports of consumer goods.
American companies complain that the have been unable to obtain sufficient
quotas to supply the market. Additionally, by the terms of the Association Agree-
ment with the European Union (EU), Hungary has reserved quota allotments for
imports from the EU. As a result of the Uruguay Round, quotas on agricultural
products and processed foods have been replaced by tariffs.

Foreign companies complain that the implementation of new regulations with no
advance notice disrupts trade. In early 1995, for example, an unannounced 70% im-
port tax increase on soft-drink syrup upset the business plans of U.S. soft drink pro.
ducers. (The U.S. companies, however, successfully lobbied the government and re-
ceived a one-year moratorium on the tax.) Item-specific taxes and strict enforcement
of licensing regulations have also affected U.S. firms in Hungary.

While the foreign investment market in Hungary is substantially liberalized,
there are still some potential barriers. The law on concessions (Act XVI of 1991) au-
thorizes the state to provide investors with concessions in return for their invest-
ment in infrastructure. Foreign ownership of 100% is allowed in sectors open to pri-
vate investment, with investment restrictions in defense-related industries, the
media, and farmland.

The Investment Act guarantees foreigners the right to repatriate "in the currency
of the investment" any dividends, after-tax profits, royalties, fees, or other income
deriving from the operation or sale of the investment. The Act also grants foreign
employees of a foreign investment the right to transfer abroad 50% of after-tax sala-
ries. Foreign investors are also allowed to keep convertible currency contributions
to a foreign exchange account. Companies registered in Hungary are no longer com-
pelled to sell foreign exchange receipts from exports to the National Bank within
eight days of receipt, as was the case until mid-1995.

The Hungarian Parliament passed a new law on government procurement which
came into effect on November 1, 1995. Under the new law, public tenders must be
invited for purchases of goods with a value over 10 million forints, construction
projects worth 20 million forints, and designs and services worth over 5 million
forints (130 forints equal one dollar). This law will help open market access for for-
eigners. Bids containing a greater than 50% Hungarian content will be given a 10%
price preference. This procurement process will not apply to military purchases, or
togas, oil or electricity contracts.
oAfnew Law on Privatization, passed in May 1995, improved transparency and ini-

tiated a simplified process. After a slow start, privatization seems to be in the proc-
ess of speeding up. Currently about 55% of the country's GDP is produced by the
private sector; the government eventually would like to boost this share to 75-80%.

All importers and exporters must file a VAM 91 document which can be obtained
from the Hungarian Customs. Essentially, this document serves as a declaration for
the type and number of goods being imported or exported. This document must con-
tain the Product Code Number which identifies the classification of the goods. The
Product Code Number can be obtained from the Central Statistical Office.

Upon the importation of goods, the importer must present certification documents
from the Commercial Quality Control Institute (KERMI); goods cannot be custom-
cleared without the KERMI permits. In certain instances, the KERMI permit may
be substituted by documentation from other testing and certification agencies suc
as the Ntional -Institute for Drugs and the Quality Control Office of the Building
Industry. A%4pod products must be labelled in Hungarian and must give the follow-
ing information: net quantity, name/address of producer (or importer), consumption
expiration date, recommended storage temperature, listing of ingredients/additives,
energy content, and approval symbols from the National Institute of Food Hygiene
and Nutrition (CETI) and KERMI.

The Hungarian Standardization Office (MEI) oversees the standards system. Hun-
gary participates in the International Organization for Standardization (ISO) and
the International Electro-technical Commission (IEC).

New consumer goods are subject to an approval process implemented by KERMI.
The Hungarian Electro-technical Control Institute (MEEI) controls electronic/tech-
nical goods; approval is based on compliance with Hungary's standards on protection
against electric shock.
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6. Export Subsidies Policies
There are no export subsidies on industrial products, but some agricultural prod-

uct Uua receive a percentage subsidy from the state. The Export-Import Bank
and thex port•Credt Guarantee Ltd., both founded in 1994, provide credit or credit
insurance for 8 to 10% of total exports. Hungary signed the Uruguay Round Agree.
ment and belongs to the WTO. Agricultural subsides i 1995 exceeded Uruguay
Round agreements by over 60% in value, and covered more products than agreed
to in the Hungarian subsidy schedule._The government claims that faulty base pe-
riod calculations and local currency inflation help explain the discrepancies. Discus.
sions continue on how to resolve this problem.
7. Protection of U.S. Intellectual Property

The Hungarian legal system protects the acquisition and disposition of property
rights. Act II of 1969 (as amended) on the Patent Protection of Inventions provides
basic protection for inventions. The Patent Act provides 20 years of protection from
the date of filing at the National Office of Inventions. Licenses may be granted. The
government may order compulsory licensing to a Hungarian enterprise in instances
of a patent not being used Within four years of the date of application or three years
from the date of issue.

Act III of 1969 (as amended) on Copynights is intended to protect literary, sci-
entific, and artistic creations. The list o. protected works expressly includes"om-
puter programs and the related documentation" (software). Numerous firms com.
plain that significant amounts of pirated or counterfeit software, sound recordings,
etc., are marketed in Hungary.

Act IX of 1969 on Trademarks and related decrees governs the registration, and
protection of trademarks. The application process can take from six months to a
year. Foreigners are required to appoint a hngarian attorney to represent them.
Applicants may appeal to the Supreme Court decisions by the National Office of In.
ventions to deny an application or cancel a registration. Registrations are valid for
10 years and can be renewed. Licensing of trademarks is permitted. The law pro-
tects well-known marks, stating that "the existence of a wel1-known mark (whether
registered or unregistered) is a bar to registration of an identical or confusingly
similar mark, regai-riess of the goods concerned." While there are no statutory use
requirements, "failure to use a mark over a five-year period renders the registration
open to cancellation."

Trade secrets are protected by Act LXXXVI of 1990 on the Prohibition of Unfair
Market Practices. The law expressly forbids obtaining or using business secrets "in
an unethical way " disclosing them to unauthorized persons or making them public.

A draft Media Law scheduled for a parliamentary vote in late 1995 includes provi-
sions that require firms in the electronic media to respect international copyrights
of intellectual property. Pending legislation includes enforcement provisions against
individual offenders as well as corporate violations, and could affect license renew-
als. This legislation, if passed, will help safeguard U.S. intellectual property rights
in the growing electronic media.

Two laws protecting intellectual property entered into force in January of 1992.
Act XXXVur of 1991 protects utility models, and Act XXXIX of 1991 protects the
topography (layout design) of semiconductor chips.In 1993 the United States and Hungary signed a comprehensive Intellectual
Property Rights (IPR) Treaty. Law Number VII (1994) on the Amendment to Indus-
trial Property and Copyright Legislation, effective July 1994, amended several exist-
ing laws and extended patent protection for pharmaceutical and chemical products.
TKe Law addressed who controls the rights to intellectual property, extended and
unified the terms of protection, expanded protection for the original layout designs
incorporated in semiconductor chips, provided the legal means to prevent propri-
etary information from being disclosed or acquired without the consent of the trade
secret owner by other than Ahonest commercial practices." It made available enforce-
ment procedures under civil, criminal, or administrative law to permit effective ac.
tion against IPR infringement.

Hungary belongs to the World Intellectual Property Organization, the Paris Con-
vention for the Protection of Industrial Property, the Nice Agreement on Classifica-
tion and Registration of Trademarks, the Madrid Agreement concerning Registra-
tion and Classification of Trademarks, the Patent Cooperation Treaty, the Universal
Copyright Convention, and the Berne Convention for the Protection of Literary and
Artistic Works.
8. Worker Rights

a. The Right of Association.-The labor code passed in 1992 recognizes the right
of the unions to organize and bargain collectively and permits trade union plural-
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ism. Workers have the right to associate freely, choose representatives, publish jour-
nals, and openly promote members' interests and views. With the exception of mili-
tary prsonnel and the police, they also have the right to go on strike.

b. The Right to Organize and Bargain Collectively.--The 1992 labor code permits
collective bargaining at enterprise and industry level. Minimum wage levels are set
by the Interest Reconciliation Council (ET), a forum for tripartite consultation
among representatives from the employers, employees, and the government. Higher
wage levels (but not lower ones) may be negotiated at the plant level between trade
unions and management. By agreement, the legal minimum wage is centrally nego-
tiated at the ET In order to control inflation. The Ministry of Labor drafts labor-
related legislation and special labor courts enforce labor laws. The decisions of
these courts may be appealed to the civil court system. Under the new legislation
employers are prohibited from discriminating against unions and their organizers.

c. Pýohibition of Forced or Compulsory Labobr.--Forced or compulsory labor is pro.
hibited by law, which is enforced by the Ministry of Labor.

d. Minimum Age for Employment of Children.-Labor courts uphold a minimum'work age of 16 years with exceptions for apprentice programs, which may begin at
15. There is no significant abuse of this statute.

e. Acceptable Conditions of Wor*.-The legal minimum wage is established by the
ET and subsequently implemented by Ministry of Labor decree. The 1992 labor code
specifies conditions of employment such as; termination procedures, severance pay
maternity leave, trade union consultation rights in management decisions, annual
and sick leave entitlements, conflict resolution.

f. Rights in Sectors With U.S. Investment.--Conditions in specific goods-producing
sectors in which US. capital is invested do not differ from those in other sectors
of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ...................................................................... ...........- 1
Total M anufacturing .............................................................. 392

Food & Kindred Products .................................................. (1)
Chemicals and Allied Products..................... -15
Metals, Primary & Fabricated ............................................ (1)
M achinery, except Electriral .............................................. (2)

Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... (1)

Wholesale Trade ...................................................................... 69
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services ....................................................................................- 3
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,106
2 Supp maed to avoid discloelng data of individual compsniea
23lndicat=a value between $-500,000 and $600,000.
Source: U.S. Department of Comm-zrce, Bureau of Economic Analysis.

IRELAND

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1990) Prices......................
Real GDP Growth Rate (percent)3s .. . . . . . .......

43,197
3.1

46,728 53,154
6.4 6.25
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Key ]monomic Indicators-Continued
[Milliom f US. dollam ulem otherwise noted]

1993 1994 1961

GDP (at current prices)......................
GDP by Sector.

Agricultur/Forestry/Fisng ......................
Industry........................ .
Distribution, Transport and Communication.
Public Administration/Defense.................
Other Domestic ........................
Adjustment for Financial Services..............
Exports of Goods and Services.................

Real Per Capita GDP (US$)....................
Labor Force (000's)..........................
Unemployment Rate...................

Money and Prcee (annual percentage growth):
Money Supply (M3) Year-End..................
Base Interest Rate (CBI)......................
Personal Saving Rate............... ..
Consumer Price Index (Nov. 89=100).............
Retail Sales Index (1990=100)..................
Wholesale Price Index (1985=100)................
Exchange Rate (IP/US).......................

Balance of Payments and Trade:
Total Exports (FOB)s........................

Exports to U.S ...........s,............................
Total Imports (CIM ............ .........

Imports from Us. ...................
Aid (principally EU) (US$ '000) ..........................
External Public Debt ......................
Debt Service Payments (Paid)............
Gold and Foreign Exchange Reserves (End De-

cem ber) .............. .. .......................
Trade Balance&.....................

Balance with U.S..........................

47,296 52,112 60,389

3,798
15,791
6,624
2,499

15,157
- 1,999
32,168
12,342
2,030

15.6

17.3
3.75
3.0
1.5
1.4
4.6

0.68

29,150
2,631

21,881
3,721

21,784
18,044
3,393

4,278
7,269

- 1,090

4,074
17,712
7,527
2,645

16,686
-2,340
37,536
13,351
2,103

14.8

19.2
3.0
2.0
2.4
5.5
1.1

0.67

34,185
2,856

25,787
4,710

21,360
17,277
3,341

4,041
8,400

- 1,854

N/A
N/A
N/A
N/A
N/A
N/A

44,824
15,187
2,293
14.25

420.1
45.47

2.0
12.8
63.0
62.0

70.62

40,115
93,550
30,165
'3,800
21,834

N/A
N/A

N/A
9,950

1-250
'Forecasts.
2ODP at constant market priem.
Penenta" changesalcufat.lin load cewy at constant market price&4Auzust 1995 f li.
Aznnunl avepse.
Second quart 1996 flgurm

,TidAquardw 19956 fim
*MorchmdlMe trad&
#PrqJeeonm baed an UBD six-month flguwmL

I. General Policy Famaework
Ireland has a small open economy which is very dependent on trade. Exports of

goods and services in 1994 were equivalent to 79% of GNP, while imports were
equivalent to 63% of GNP. The government generally formulates policies to facili-
tate trade and inward direct investment. Over the last seven years, Ireland's rate
of economic growth has been more than twice the EU average. Ireland achieved this
despite tight fiscal policies, without fuelling inflation. Growth has been widely
based, with exports, private investment and personal consumption growing steadily.

The volume of fixed investment grew by over 7% in 1994. Consumer confidence
and spending increased by over 5% in 1994, reflecting the favorable general eco-
nomic climate, increasing employment, and low interest rates. Consumption growth
is expected to continue in 1995. Irish living standards are converging towards those
in Europe. Over the last ten years living standards have risen from about 56% of
the EU average to about 87% in 1995. Though unemployment is high at 14.25%,
there are signs of improvement: the results of a recent labor force survey reveal an
annual increase in employment of 49 000 (or 4% of total employment).

Ireland assumes presidency of the European Union (EU) ui the latter half of 1996.
An intertovernmental conference on the revision of the Maastricht Treaty will run
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in parallel with the presidency in Dublin. The Irish presidency is likely to be domi-
nated by debates on European Monetary Union (EMU), a single currency, and insti.
tutional changes necessary to meet the demands of enlargement of the Union. In
addition to the demands of the presidency, the government will continue to pursue
its policies toward establishing peace in Northern Ireland.

Ireland receives financial assistance from the European Union's Structural and
Cohesion Funds which amount to a total of 6.7 billion Irish Pounds (approximately
$10.8 billion) for the period 1993-1999. Financial support is also provided by the
International Fund for Ireland (IFI), established in December 1986. Under the
agreement establishing the IFI, approximately 75% of the Fund's resources are to

be spent in Northern Ireland. However, the six border counties of the Republic have
benefited considerably from IFI projects. Total resources provided through the Fund
have been over $300 million, with the United States as principal contributor with
$230 million through Fiscal Year 1994.

Fiscal policy: The government is committed to meet economic targets that will
allow It to participate in EMU in 1999, and it is one of only three EU member coun-
tries that currently meet EMU convergence criteria. In order wo meet Maastricht cri.
teria, the government's fiscal program includes strict limits on public expenditure.
Successive governments have made considerable progress in reducing budget deficits
and containing the growth of total debt. In particular, budget deficits have fallen
dramatically, with the annual government deficit below the Maastricht criteria of
3% of GDP since 1989. Ireland's debt burden has fallen from about 116% of GDP
in 1986 to under 92% in 1994, a decline that the government plans to continue in
order to approach the Maastricht criteria of 60% of GDP.

Most collective bargaining in Ireland takes place in the context of a national eco-
nomic program negotiated every three years by the "social partners," i.e. representa.
tives of unions, employers, farmers, and the government. The current 3-year agree-
ment, entitled "The Program for Competitiveness and Work" (PCW) expires in De-
cember 1996. As in the past, the PCW establishes standard pay increases and fixes
a cap on any increases with its aim to maintain Irish competitiveness.

Irish tax policies have a major effect on personal consumption and demand for im-
ported goods. Personal income tax rates are high in Ireland. Over the last few years,
in conjunction with the massive reduction in public borrowing, the government
made substantial progress in relation to income tax and has reduced the standard
and higher rates by six points, respectively. While value added tax (VAT) rates and
many excise taxes are the subject of harmonization in the EU, Irish VAT rates are
among the highest in theEU. They were streamlined in the 1994 budget and re-
main unchanged in 1995. The standard corporate tax rate is 38% (reduced irom 40%
in the 1995 budget).

Monetary Policy: The objective of Ireland's exchange rate and monetary policy
continues to be the maintenance of low inflation together with exchange rate stable.
ity within the Exchange Rate Mechanism (ERM) of the European Monetary System
(EMS). Interest rates are the predominant tool used by the Central Bank to affect
monetary variables, and the government's intention is to keep rates as low as pos-sible.

2. Exchange Rate Policies
Maintaining the Irish Pound within a 15% band against other ERM currencies

will enable Ireland to meet EMU convergence criteria. When Ireland joined the
ERM in 1979, it broke its link to the British currency. It has, however, endeavored
to maintain a stable competitive exchange rate against Sterling due to the large
amount of trade carried on between Ireland and the United Kingdom. Because of
the dependence of the Irish Pound on Sterling markets, the Irish government is con-
cerned about the possibility of an opt-out from EMU by the United Kingdom. Ire-
land, along with other EU member states, has maintained multiple exchange rates
(known as green currency exchange rates) on agricultural goods subject to the CAP.
Devaluation of these rates usually mirror those of the Irish currency.

Ireland is a signatory to Article VIII of the International Monetary Fund Agree-
ment, regarding freedom of current payments (including payments for goods and
services imported) between residents and non-residents. In addition, Ireland sub-
scribes to the Code of Liberalization of Capital Movements and the Code of Liberal-
ization of Current Invisible Operations of the OECD. Following abolition of the Irish
Exchange Controls Act in 1992, legislation was introduced to enable the government
to continue to impose financial sanctions (i.e. on Iraq and former Yugoslavia) to
meet international obligations.
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3. SwucturalPolicie
European Union Membership has brought Ireland unhindered access to the Euro-

pean market, but Ireland has'had to make adjustments to its economy in order to
meet the demands of international competition. Ireland has received significant fi-
nancial support from the EU in its efforts to reforr ' economy. Under the present
round of EU Structural and Cohesion Funds, Irelah• to receive a total of 6.7 bil.
lion Irish Pounds (approxdmately $10.8 billion) for the period 1993-1999. While aim-
ing to meet EMU convergence criteria set out in the Maastricht Treaty, the govern-
ment seeks to ensure that inflation remains in low single figures and that unem-
ployment does not rise. The government also aims to improve economic efficiency
bY promoting reforms in the transport, telecommunications, and energy enterprises
in the commercial semi-state sector.

Tax Policies: The Irish corporate tax system favors manufacturing and exporting
companies. The standard corporation tax rate is 38% (reduced from 40% in the 1995
budget). Manufacturing companies, firms engaged in international financial serv-
ices data processing, research and development and other priority industries are el-
igible for a corporate tax rate of only 10%, a policy designed to boost industrial de-
velopment. Thus, the development of export and manufacturing industries is encour-
aged to the detriment of other industries. The 10% corporate tax rate (export and
manufacturing companies) has been extended by the government to the year 2010.

In the 1996 budget, the standard rate tax band was extended from $24,600 to
$28,658 for a married couple and .,am $12,300 to $14,329 for a single person. To-
gether with improvements in personal allowances, this resulted in the threshold for
the higher tax rate, in the case of most employees, being increased to $36,708 if
married, and $18,354 if single. While these measures help some lower paid workers
the middle income class still bears a heavy tayx burden. Many pay an additional
7.75% of their earnings fqr a variety of social security programs. The national stand-
ard rate of VAT remains at 21%. The lowest VAT rate of 12.5% applies to labor-
intensive services, including the construction sector. A 2.5% rate, however, applies
to agricultural items.

Regulatory Policies: The government weights its investment incentives toward
high technology, export-oriented companies. Capital grants by the Irish Industrial
Development Authority (IDA) reportedly have tended to favor capital-iutensive over
labor-intensive investments.
4. Debt Management Policies

Ireland's total exchequer debt amounted to about $43.8 billion, or about 95.5% of
estimated 1994 GNP, from 99.6% at end-1992. The vast majority of the debt was
accumulated in the 1970's and early 1980's, partly as a result of oil price shocks,
but more generally as a result of expanding social welfare programs and govern-
ment employment. The sale of government securities has generally financed the
debt. The downward trend in the debt/GDP ratio, from 125% in 1987 to under 92%
in 1994, is expected to continue with the goal of achieving the 60% debt/GDP target
set by the Maastricht Treaty in provisions regarding excessive budget deficits. Ire-
land is expected to be the only EU member state which will have a lower debt/GDP
ratio in 1995 than it had in 1991. The foreign portion of Ireland's debt in 1994 was
$17 billion. Debt service costs in 1994 were $3.3 billion, about 8.9% of estimated
Irish exports of goods and services and about 7.3% of GNP. Legislation enacted in
1990 provided for the establishment of the National Treasury Management Agency
(NTMA), to which the government delegates the borrowing and debt management
functions of the Minister for Finance.
5. Signiftcant Barriers to U.S. Exports

As a member of the EU Ireland administers tariff and non-tariff barriers in ac.
cordance with applicable 9U policies. With regard to services trade, Ireland main-
tains a limited number of barriers in the aviation and financial services industries.
In the area of telecommunications, Ireland's offer in the WTO Telecom Services Ne-
[o0iations defers openness to competition and private investment until the year

In the aviation industry, airlines serving Ireland may provide their own ground
handling services, but are prohibited from providing similar services to other air-
lines.

The Irish banking and insurance sectors are slowly becoming deregulated. Full
deregulation in insurance will not occur until 1998. An immediate opportunity for
U.S. companies exists in the Dublin International Financial Services Center (IFSC).
This center offers interested U.S. companies the opportunity to establish an EU fi-
nancial base. The IFSC is attracting international financial services such as asset
financing, captive insurance (internal company insurance), fund and investment
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management, and corporate treasury management. Qualified financial services com-
panies have a maximum tax of 10%, guaranteed by the government through the
year 2005. The United States now has the largest representation at the IFSC with
approximately 147 projects as follows: 52 stand-alone companies; 54 agency compa.
nies and 41 captive insurance com-anies.

Although they have been liberalized in recent years, Irland still maintains some
of the strictest animal and plant health import restrictions in the EU. These, to.
gether with EU import duties, effectively exclude many meat-based foods, fresh
vegetables and other agricultural products.

The EU directive on broadcasting activities was adopted on October 3, 1989. The
primary purpose of the directive is to promote the free flow of broadcasting services
across national boundaries. Separately, the Council of Europe agreed to a conven-
tion on trans-rontier broadcasting which is largely the same as the EU directive.
Many of the provisions of the directive have been transposed into law under the
broadcasting Act, 1990. Two sets of statutory regulations were used to transpose the
remaining provisions as follows. (1) The EU Communities (Television Broadcasting)
Regulations 1991 Directive, implemented by Ireland, requires broadcasters to re-
serve a majority of broadcast time for productions of Elf origin and to reserve at
least 10% of transmission time or budget for independently produced European pro-
grams. (2) The Wireless Telegraphy elevision Program Retransmission and Relay)
Regulations 1991 amend the regulations under which cable and multi-channel
microwave distribution systems (MMDS) licenses are issued. In short, MMDS opera-
tors will no longer require approval in advance of relaying a service.

Ireland has ieen a member of the World Trade Organization (WTO) since it came
into effect on January 1, 1995. The WTO Agreement was ratified by the Irish Par-
liament in November 1994.
6. Export Subsidies Policies

Export sales relief (ESR) was discontinued in April 1990 in line with Ireland's EU
obligations. Companies manufacturing goods in Ireland benefit from a reduced rate
of corporation tax of 10% on their profits. Stockholders of companies eligible for this
program pay income tax of only 10% on dividends received from the company, rath-
er an e normal tax rate (27%-48%). This program will expire at the end of the
year 2010. There are no tax or duty exemptions on imported inputs except for those
companies located in the Shannon Duty Free processing zone and Ringaskiddy Port,
Ireland's major deep water port located in the Cork harbor complex. The Shannon
duty free processing zone benefits from the reduced rate of corporation tax of 10%,
while Ringaskiddy does not. No duties are levied at Shannon Free Zone on goods
destined for non-EU countries.

The Irish Trade Board (Bord Trachtala), provides a single, integrated range of
marketLg support services for companies selling in Ireland and developing export
sales. As of Jainuary 1, 1992, the government provides export credit insurance for
political risk and medium-term commercial risk in accordance with OECD guide-
lines. Export credit insurance for short-term commercial risk is available from the
private insurance sector. As a participant in the Common Agricultural Policy (CAP)
of the EU, the Irish Department of Agriculture Food and Forestry administers CAP
export refund ind exchange rate programs on behalf of the EU Commission.
7. Protection of U.S. Intellectual Property

Ireland supports strong protection for intellectual property rights. The govern-
ment encourages foreign investment, especially in high tech industries. Con-
sequently, protection of intellectual property rights has been an important part ofthe government's business policy. Protection is generally on a par with other devel-
oped countries in Europe, and the government is responsive to problems whicharise. Ireland is a member of the World Intellectual Pr-operty Organization and a
party to the Paris Convention for the Protection of Industrial Property. Ireland has
no restrictions on technology transfer or royalty payments.

Patents: The registration of Irish patents and trademarks is administered by the
Patents Office of the Department of Enterprise and Employment. Irish patent legis-
lation is contained in te Patents Act 1992, as are statutory roles under that Act.
The normal maximum life of an Irish patent is 20 years. Legislation extending the
term of protection of products covered biy medicinal patents came into force on Janu-
ary 2, 1993.

Trademarks: The Trademark Law of 1963, and rules promulgated thereunder, em-
body Irish trademark laws. Existing legislation does not specifically cover service in-
dustry trademarks, although some court cases have extended protection to trade-
marks in service industries. The government is carrying out a comprehensive up-
date of trademark legislation.
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Copyright: The 1963 Copyright Act contains modern law of copyright in Ireland.
On July 1, 1996, Ireland implemented the European Union's Term of Protection of
Copyright Regulation Directive 93/98/EEC (referred to as the "Term Directive"). The
Directive extends copyright to life-plus-seventy-years as opposed to life-plus-fifty.
years. Copyright protection in Ireland is generally considered to be good. However
industry sources have indicated that penalties for infringement of copyrights on
video tapes are notsufficiently severe to curb pirating.
8. Worker Rights

a. The Right of Auodiation.-Irish Workers have the right to associate freely and
to strike. The right to join a union is guaranteed by law, as is the right to refrain
from joining. The Industrial Relations Act of 1990 prohibits retribution against
strikers and union leaders. The Government effectively enforces it through the De-
partment of Enterprise and Employment. About 55% of workers in the private and
public sectors are trade union members. Police and military personnel are prohib-
ited from joining unions or striking, but they may form associations to represent
them in matters of pay, working conditions, and general welfare. The right to strike
is freely exercised in both the public and private sectors.

Following more than a decade of rationalization, the Irish Congress of Trade
Unions (ICTU), which represents unions in both the Republic and Northern Ireland,
has 66 member unions with 677,560 members. Both the ICTU and the unaffiliated
unions are independent of the government and of the political parties. Unions may
freely form or join Federations or Confederations and affiliate with international
bodies. The ICTU is affiliated with the European Trade Union Confederation.

b. The Right to Organize and Bargain Collectively. -Labor unions have full free-
dom to organize andto engage in free collective bargaining. Legislation prohibits
anti-union discrimination. In recent years, most terms and conditions of employ-
ment in Ireland are determined through collective bargaining in the context of a na-
tional economic pact. The current 3-year agreement, the Program for Competitive-
ness and Work (PCW), is a major element of the government's success in fostering
economic growth. Employer interests in labor matters are generally represented by
the Irish Business and Employers Confederation (IBEC).

The Industrial Relations Act of 1990 established the Labor Relations Commission
which provides advice and conciliation services in industrial disputes. The Commis-
sion may refer unresolved disputes to the Labor Court. The Labor Court, consisting
of an employer representative, a trade union representative, and an independent
chairman, may investigate trade union disputes, recommend the terms of settle-
ment, engage in conciliation and arbitration, and set up joint committees to regulate
conditions of employment and minimum rates of pay for workers in a given trade
or industry.c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-

hibited by law and does not exist in Ireland.
d. Minimum Age for Employment of Children.-By law, children are required to

attend school until the age of 15. The employment of children under 15 is generally
prohibited by the 1977 Protection of Young Persons (Employment) Act, but 14-year-
olds are allowed to do light non-industrial work during school holidays with the
written permission of their parents. They are limited to working 7 hours per day
and 35 hours per week. For children of age 15, the Law limits work time to 8 hours
per day and 40 hours per week. For those of age 16 or 17, the limits are 9 hours
per day and 45 hours per week. These provisions are enforced effectively by the De-
partment of Enterprise and Employment.

e. Acceptable Conditions of Work.-There is no general minimum wage legislation,
but there are several minimum rates of pay applicable to specific industrial sectors,
mainly those with lower-than.average wages.

Although the lowest of these minimum wages would not be sufficient to provide
a decent living for a family of four, low-income families are entitled to additional
benefits such as subsidized housing and children's allowances. The standard work-
week is 39 hours. Working hours in the industrial sector are limited to 9 hours per
day and 48 hours per week. Overtime is limited to 2 hours per day, 12 hours per
week, and 240 hours in a year. The Department of Enterprise and Employment is
responsible for enforcing four basic laws dealing with occupational safety that pro-
vide adequate and comprehensive coverage.

f. Rights in Sectors With U.S. Investment. -Worker rights described above are ap-
plicable in all sectors of the economy, including those with significant U.S. invest-
ment.

22-970 96-8
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Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

(Millions o( U.S. dollars]

Amount

Petroleum ................................................................................. .(1)
Total Manufacturing ............................................................... 5,766

Food & Kindred Products ........... .............. 294
Chemicals and Allied Products ........................................... 2,628
Metals, Primary & Fabricated ............................................ 215
Machinery, except Electrical .............................................. 128
Electric & Electronic Equipment ....................................... 693
Transportation Equipment ................................................. 57
Other Manufacturing .......................................................... 1,752

Wholesale Trade........................................273
Banking ..................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 3,729
Services .................................................................................... 487
Other Industries...... ....... ............................ 54
TOTAL ALL INDUSTRIES .................................................... 10,337
I Supproned to avoid dIodeaing data of individual companieL
Source: U.S. Department of Commere, Bureau of Economic AnalysiL

ITALY

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1985 prices) 2 ................... .. . .. . .. . .. . . . . .. .  496.5 507.3 536.5
Real GDP Growth (percent)s3............. . . .. .. . . . . .. . .. . .  - 1.2 2.2 3.0
GDP (at current prices) ....................................... 986.1 1,017.4 1,070,3
GDP By Sector.

Agriculture ........................................................ 33.5 34.4 N/A
Energy ............................................................... 26.5 28.7 N/A
Manufacturing .................................................. 193.8 232.9 N/A
Construction ..................................................... 54.1 52.4 N/A
Rents ... .......... .................. 76.2 82.2 N/A
Financial Services ............................................ 49.1 45.0 N/A
Other Services .................................................. 370.7 383.7 N/A
Government, Health, and Education .............. 182.1 186.9 N/A
Net Exports of Goods and Services ................. 28.3 29.4 N/A

Real Per Capita GDP ('85 BPS, US$)6................ 8,782 8,973 9,245
Labor Force (000s) ............................................... 22,802 22,681 22,692
Unemployment rate (percent) ............................. 10.2 11.3 11.7

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 8.2 1.6 4.0
Base Interest Rate 4 ...................... .. .. . . .. . .. . .. . . . .. . .. .  11.4 9.8 11.4
Personal Savings Rate ......................................... 18.0 18.8 18.6
Retail Inflation ..................................................... 4 2 3.9 5.6
Wholesale Inflation .............................................. 3.7 3.8 8.5
Exchange Rate (Lira/US$-annual average):

Official ............................................................... 1,572 1,613 1,630
Parallel .............................................................. N/A N/A N/A

Balance of Payments and Trade:
Total Exports FOB'5 ............................................. 169.4 189.4 132.6

I a IJ
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Key Economic Indicators--Continued
CBillons ed U.8. dollars unless otherwise noted]

SI I iI ii , i i. J 1 99 1994 1996I1

Exports to U.8 . .................. S.. ...... 13.0 14.7 9,6
Total Imports CIF ............................................... 148.2 167.4 117.8

Imports from U.S .............................................. 7.8 7.8 5.2
Aid from US ........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 50.1 58.9 64.5
Debt Service Payments (paid--millions) ............ N/A 9.2 10.6
Gold and Foreign Exchange Reserves ................ 49.2 56.0 61.0
Trade Balance6 .......................... .. . . .. . . .. . .. . . .. . . . .. . . ..  21.1 22.0 14.8

Balance with US. Is .......................................... 5.3 6.9 4.4
11 i . r estimatesbased on available monthly data in October 19.

iGDP at ct oL
sPercentage changes calculated in local cudrhey.

4Figure are actual annual rates, not changs In them

1. General Poliy Framework
The Italian economy is the world's fifth largest, having undergone a dramatic

transformation into an industrial power in the last 50 years. A member of the
Group of Seven (0-7), OECD, GAT, WTO, IM, other multilateral organizations,
and the European Union (EU), Italy maintains a relatively open economy..Economic
activity in Italy is centered predominantly in the North, resulting in a diverence
of wealth between North and South that remains one of Italy's most difficult eco-
nomic and social problems.

The state plays an active role in the economy, not only lia the formulation of mac-
roeconomic policy and regulations, but also through state ownership of a number of
large industrial and financial concerns. Recent governments, however, have begun
a process of privatization that should lead to a significant reduction in state owner-
ship. To date, several large financial institutions and some industrial concerns have
been privatized. Key state monopolies in energy, electricity, and telecommunications
are slated for privatization in 1996. Foreign firms, including U.S. firms, have been
active both as purchasers of privatizing companies as well as privatization advisors.
There is also a large and dynamic private sector. While a few major conglomerates
with extensive overseas operations exist, the private sector is characterized pri.
marily by a large number of small and medium-sized firms that produce for domes-
tic and export markets.

Italy's large public sector deficit and public debt constitute its most pressing eco-
nomic problem. The stock of debt is currently estimated to be 123% of GDP-. The
budget deficit is expected to be about 7.4% of GDP in 1995. Since 1992, successive
governments have implemented deficit reduction policies designed to alter the un.
derlying trend deficit. The 1995 trend deficit is expected to be reduced by about 69
trillionlire ($42 billion). The government budget for 1996, with spending cuts and
increased revenues of approximately 32.5 trillion lire ($20 billion), aims to reduce
the deficit to 5.8% of GDP. Deficit reduction in 1996 will be primarily through a
combination of 18.0 trillion lire in new net revenues and 14.5 trillion in net reduced
spending.

Given-Italy's fiscal imbalances, the primary objective of monetarypolicy is to sup-
port financing the budget deficit in the least inflationary manner. The government
will try to hold the increase in both M-2 (currency plus all bank deposits) and credit
to the non-state sector to the expected level of increase of nominal GDP growth. The
Bank of Italy has moved away from direct monetary controls in favor ofindirect in-
struments. This shift is necessary in light of the integration of European capital
markets. The Bank's priuiI! policy ol is open market operations exercised
through repurchase agreements with commercial banks. The central bank discount
window is seldom used, although changes in the discount rate are used to signal
policy shifts.
2. Exchange Rate Policies

Italy has a freely floating exchange rate and no exchange controls. Pri-or to Sep-
tember 1992, Italy participated in the Exchange Rate Mechanism (ERM) of the Eu.
ropean Monetary System, which obligated Italy to maintain fluctuations of the lira
against other ERM currencies within a narrow band. In September 1992, due to se-
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vere pressures in foreign exchange markets, the Italian Government devalued the
lira by 7% against the other ERM currencies. When this failed to relieve pressure
on the lira, Italy withdrew from the ERM. The Bank of Italy continues to monitor
exchange rates and to seek lira stability against other European Union (EU) cur-
rencies (especiall the deutschemark) in order to avoid tensions with other EU coun-
tries regarding the question of competitive devaluations. The Bank of Italy does not
intervene in the markets to defend the lira except in exceptional circumstances.

Debate over possible lira re-entry into the ERM has increased as January 1, 1996
approaches. Thlis is widely seen asnthe date in which countries wishing to be in the
core group of European Monetary Union (EMU) members in 1999 must be full par-
ticipants in the EMS. Given current discussions about EMU implementation under
the Maastricht Treaty,_and a growing perception in financial markets that Italy will
not be among the EMU core group, the January 1 date will probably not see a re-
turn of the lira into the EMS system.
3. Structural Policies

Italy has not implemented any structural policies over the last two years which
impde US. exports. Ongoing irritants regarding access by U.S. banks and financial
service firms to the Italian market appear to be heading toward a solution. Several
characteristics of the Italian economy impede growth and reduce import demand.
These include rigid labor markets, underdeveloped financial markets, and a heavy
state role in the productive sector. Increased competition from abroad as well as Eu.
ropean Union requirements have begun to eliminate some of these structural bar-
rners.

Privatization over the last two years is the most visible attempt to reduce the
state role in the economy. The sale of several major banks, an insurance firm, and
several industrial concerns, and the anticipated sale of major sector utilities in 1995/
96, will significantly reduce the government's involvement in the economy. The pri-vatization process has been open to foreign participants, and US. firms have been
active as advisors in privatizations, as well as buyers of privatized assets. In gen-
eral, U.S. and foreign firms can invest freely in Italy, subject to restrictions in sec-
tors of national interest, or in cases which create anti-trust concerns.

Italy has taken steps to modernize its financial and banking sectors. The 1993
single banking law removed a number of anachronistic restrictions on banking activ-
ity. Italy's implementation of EU financial service and capital market directives in
1996 should introduce further competition into the sector. U.S. banks and financial
service firms continue to remain at somewhat of a disadvantage vis-a-vis European
and/or Italian competitors because of special capital adequacy requirements (for
banks) and establishment rules (for securities firms) which differ from those for EU
and/or Italian institutions. These issues are being addressed in bilateral discussions
and via modifications in legislation to conform to EU regulations. U.S. financial
service firms and banks are active in Italy, in particular in the wholesale banking
and bond markets.

Government procurement practices are not completely competitive, with procure-
ment in certain areas heavily directed toward Italian suppliers. Transparency can
be inadequate in the procurement process. Other than in agriculture, taxes and cus.
toms duties do not present serious obstacles to U.S. exports, other than the usual
level of bureaucratic red tape which marks most transactions in Italy.
4. Debt Management Policies

Although Italy has not had external debt or serious balance of payments problems
since the mid 1970's its domestic public debt is extremely high, slightly over 123%
of GDP in 1995. Public debt is financed primarily through domestic capital markets
with securities ranging from three months to thirty years. Italy's official external
debt is relatively low. Italy maintains relatively steady foreign debt targets, and
uses issuance of foreign denominated debt essentially as a source of diversification,
rather than because of"need.
5. Significant Barriers to U.S. Exports

Italy's highly-fragmented and sometimes non-transparent government procure-
ment practices have created obstacles to US. firms' participation in Italian govern-
ment contracts. On January 13, 1994, the Italian Parliament enacted legislation
(Merloni law) aimed at providing more transparent procurement procedures, includ-
ing establishment of a central body to monitor implementation. Due to its complex-
ity•the bill has never been fully implemented.

U.S. agricultural exports to Italy compete with products covered under the EU's
Common Agricultural Policy (CAP). For this reason, US. products, such os meat
and sugar, continue to be subject to quantitative restrictions which are enforced
through licenses. Sanitary and phytosanitary requirements also are used to restrict
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or hamper imports of US. products such as beef, some seeds for planting, citrus
fuit (other than grapefruit), forest products, and seafood. Finally, qualitative re-
strictons also hamper U.S. bull semen imports into Italy.

The sat regulates tightly telecommunications services through a monopoly on
voice telephony (except .or cellular service) and the telecommunications infrastruc.
ture, including all switching._Enhanced services must be offered over the public
switched network or through ddicated leased circuits. Resale of leased line capacity
remains difficult until Italy implements EU directives on telecommunications serv-
ices. Multi-user networks are officially outlawed, but sometimes tolerated where
need is demonstrated. Mobile phone services are no longer the monopoly of the
state-owned telephone utility, Telemom Italia. As this went to press, Omnitel, holder
of a second cellular operating license planned to begin commercial cellular service.
The Omnitel consortium has one-thr US*.participation.

In keeping with the 1989 EU Broadcast Drirective, Italy's 1990 Broadcast Law re-
quires that upon conclusion of three years from concession of a national broadcast
license a majority of TV broadcast time for feature films be reserved for EU.oriin
films. The Italian law also requires that half of the European quota be dedicaLed
to Italian films. The Italian law is more narrowly focused than the Broadcast Direc-
tive, since it encompasses only films produced for cinema performance, and excludes
TV films and series and other programming. The film sector decree-law enacted on
January 18, 1994, calls for application of te Italian broadcast quotas proportion.
ately during evening viewing hours, but its language is strictly hortatory.

A separate but related issue concerns films shown in Italian theaters. The film
sector law, approved by Parliament on February 23, 1994, eliminn'ated obligatory
screen quotas for Italian films (heretofore 25 days per quarter subject to closing of
the theater, under a 1965 law). In their place it substituted discretionary rebates
on Italys box office tax for theaters that show Italian films. The rebates and eligi.
bility thresholds (percentages of screenings required to qualify)yvary according to
the category of filma. The United States continues its efforts, both to obtain elimi-
nation of discriminatory laws and regulations in the audiovisual sector, and to limit
their impact in the interim.

In the areas of standards and standards setting,.Italy has been slow in accepting
test data from foreign sources, but will be expected to adopt EU standards. In sec-
tors such as pollution control, the consistency in application of standards may vary
according to region thus complicating certification requirements for US. business.

Some professionaZ categories (e.g. engineers, architects, lawyers, accountants) face
restrictions that limit their ability to practice in Italy without either pu,,sessing Ital-
ian nationality or having receivedaan Italian university degree.

Rulings by individual-local customs authorities can be arbitrary or incorrect, re.
suiting i denial or delays of entry of U.S. exports into the country. Considerable
progress has been made in correcting these deficiencies, but problems do arise on
a case-by-case basis.

Since 1990, the United States/Italy civil aviation relationship has undergone some
liberalization, including the entry of new U.S. carriers in 1991 and 1992. Neverthe-
less, the market remains restrictive. US. carriers have expressed concern over a
range of business issues which relate to the lack of competition in the provision of
services at international airports.

While official Italian policy is to encourage foreign investment, industrial projects
require a multitude of approvals and permits from the many-layered Italian bu-
reaucracy, and foreign investments often receive close scrutiny. These lengthy proce.
dures can, in and of themselves present extensive difficulties for the uninitiated for-
eign investor. There are several-industry sectors which are either closely regulated
or prohibited outright to foreign investors, including domestic air transport, aircraft
manufacturing, and the state monopolies (e.., r.ailways and tobacco manufacturing).

Until 1992, meaningful privatization o Italian government paraststals was
thought to be unlikely.-However, on August 7, 1992, legislation was enacted which
began the process of converting major groups, such as IRI (the industrial state hold-
ing company) and ENI (the state energy company), into joint-stock companies. As
of October 1995, several major financial institutions and industrial concerns had
been privatized. U.S. firms served as advisors in several of these privatizations. The
government has begun the process of privatizing ENI, which should be followed by
the electricity and telecommunications sectors in 1996. Foreign firms, including U.S.
firms, have expressed interest in upcoming privatizations. The full implications of
this privatization process are unclear. The Merloni Law, for example, extends public
works regulations not only to the government-controlled parastatal holding compa.
nies, but to holders of major state concessions or licenses.

Local practice and national legislation severely restricts the expansion of modern
distribution methods, such as chain stores, department stores, supermarkets,
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hypermarkets, and franchises. Officials subject applications for large retail units
above a certain merchandising area to a lengthy and cumbersome authorization
process. Italy provides a number of investment incentives consisting of tax breaks
and other measures to attract industrial investment to depressed areas, especially
in the south of Italy

In September, 190, the Italian Parliament approved an anti-trust law. The law
gives the government the right to review mergers and acquisitions over a certain
threshold. 7U government has the authority to block mergers involving foreign
firms for "reasons essential to the national economy" if the home government of the
foreign firm does not have a similar anti-trust law or applies discriminatory meas.
ures against Italian firms. A similar provision in the law applies to purchases by
foreign entities of five or more percent of an Italian credit institution's equity.
6. Export Subsidies Policies

Italy subscribes to EU directives and Organization for Economic Cooperation and
Development (OECD)agreements on export subsidies. Through the EU, it is a mem.
ber of the GATF Subsidies Code, and as a World Trade Organization member, is
subject to WTO rules. Italy also provides extensive export refunds under the Com-
mon Agricultural Policy (CAP), as well as an extensive array of export promotion
programs. Grants range from funding of travel for trade fair participation to funding
of export consortia and market penetration programs. Many programs are aimed at
small-to-medium size firms. Italy provides direct assistance to industry and business
firms to improve their international competitiveness. This assistance includes export
insurance through SACE, the state export credit insurance body, as well as dirct
export credits. While subsidies to the steel and shipbuilding industries were legally
terminated in July 1992, some US. industries have expressed concern that these
export-promoting subsidies continue.
7. Protection of U.S. Intellectual Property

The Italian government is a member of the World Intellectual Property Organiza.
tion, and a party to the Berne and Universal Copyright conventions, the Paris In.
dustrial Property and Brussels Satellite conventions, the Patent Cooperation Treaty,
and the Madd Agreement on International Registration of Trademarks.

Since 1989, the U.S. Trade Representative has placed Italy on the intellectual
property rights "watch list" under the Special 301 provision of the United States
Trade Act of 1988, primarily reflecting problems with protection of copyrights for
computer software and film videos. Enactment in Italy (at the end of 1992) of the
EU software directive making software copyright violations a criminal offense was
a major step forward. In response to U.S. IPR concerns, the Italian authorities have
created an Interministerial Anti-Piracy Committee, introduced IPR training courses
for law enforcement officers, and created specialized "pools" of prosecutors charged
with combating intellectual property crimes in major municipal centers (i.e., Milan,
Rome, and now Naples). Italian implementation of the EU Rental Rights Directive
in November 1994 established explicit protection for rental, distribution, and lend-
ing rights, as well as penal sanctions against the bootleg recording of performances.
A decie issued in June 1995 (and renewed after three months) extended copyright
protection in Italy from 50 to 70 years in accordance with the EU Directive on Copy-
right Duration; this decree took immediate effect, but still must be confirmed by
parliament.

Application of the December 1992 software law appears to be making a significant
dent in Italy's software piracy problem. US. industry reports that Italian enforce-
ment actions against software pirates have continued to increase. As a result of
these actions, the industry estimates that the rate of software piracy rate in Italy
declined from about 86% in 1992 to 57% in 1994, and legitimate software sales have
expanded rapidly as businesses have moved to legalize their holdings.

Film video piracy remains a serious problem. US. motion picture distributors esti-
mate that some 40% of the video market consists of pirated material. According to
U.S. distributors, the television piracy rate ranges from 6%-8% and unauthorized
film screenings account for 15%-20% of all showings. US. industry has noted a sig-
nificant increase in raids and confiscation of illegal cassettes and equipment. The
Prime Minister's office recently proposed drafting of new anti-piracy legislation for
the audiovisual sector that would impose administrative penalties and increase
criminal sanctions for more serious offenses. The United States will continue to
monitor closely developments in this area.
8. Worker Rights

a. The Right of Association.-The Workers Statute of 1970 provides for the right
to establish trade unions, to join unions and to carry out union activities in all
workplaces employing more than 15 employees (5 employees in the agricultural sec-
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tor). Trade unions are free of government controls and they no longer have formal
ties with political parties. The Constitution provides for the right to strike, which
is frequently exercised. A 1990 law restricts strikes affecting essential public serv.
ices such as transports, sanitation, and health.

The 1970 Workers Statute prohibits employers from taking retribution against
strikers (other than deduction of wages for the duration of the strike). Hiring of per-
sonnel to replace strikers is effectively prohibited. The Government enforces laborlegislation/fflly.

Te right to establish trade union work councils in multinational corporations is
now supported by an EU Directive, formally adopted by the EU Social Affairs Coun.
cil in September 1994. The legislation is intended to ensure that worker representa-
tives in companies employing more than 1,000 people and more than 150 in at least
two member states are consulted in cross-border decisions that affect them, such as
redundancies and investment relocation. It is estimated that 1,200 companies fall
under the scope of the directive, many of them US. multinationals.

b. The R' ht to Organize and Bargain Collectively.-The Constitution provides for
the right of workers to organize and bargain collectively and the Government does
not hinder this. By custom (though not by law), national collective bargaining agree-
ments apply to all workers regardless of union membership.

The law prohibits discrimination by employers against union membership and or-
ganizers. It also requires employers found guilty of antiunion discrimination to rein-
state workers fired for union activities if the firm has more than 15 employees. A
1990 law covering enterprises with 15 or fewer employees requires that the em.Tployer must state the grounds for firing an employee to the court in writing; if the
udges reject the grounds, the employer must either reinstate or compensate the

worker.
There are no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced or com-

pulsory labor, and it does not occur.
d. Minimum Age for Employment of Children.-The law provides that no child

under 15 years of age may be employed (with some specified exceptions). The Min-
istry of Labor may authorize the employment of children aged 13 or 14 for certain
jobs. There are also specific restrictions on employment of males under age 18 and
females under age 21, in various hazardous or unhealthful occupations. Enforce-
ment of the minimum age laws is effective only outside the extensive underground
economy, which is mainly in Southern Italy.

e. Acceptable Conditions of Work.-Minimum wages are set not by law but rather
by national collective bargaining agreements. These specify minimum standards to
which individual employment contracts must conform. When an employer and union
fail to reach an agreement, the courts may step in to determine fair wages on the
basis of practice in comparable activities or agreements.

The law establishes standards for work hours, and collective labor contracts have
reduced them. Average work hours are 37-39 hours per week, but most collective
agreements provide for a 36 to 38-hour workweek. The basic law of 1923 provides
for a maximum workweek of 48 hours, with no more than 6 days per weekend 8
hours per day, except that the latter can be exceeded in some specified kinds of jobs.
Women are usually forbidden to work at night, but some 1995 national labor con-
tracts have removed this prohibition. Overtime may not exceed a given ceiling which
varies among national contracts. Recently employers have tended to use overtime
extensively, since it is often less expensive than hiring new workers. Both unions
and government are trying to include ad hoc provisions in the 1996 budget law
aimed at reducing the use of overtime.

Basic health and safety standards and guidelines for compensation for on-the-job
injuries are set in an extensive body of laws and regulations. On November 7, 1995,
the Italian government issued regulations for legislative decree 626/1994, imple-
menting the EU directive on health and safety in the workplace. However, at the
request of businessmen, the decree delays implementation of various provisions,
thus exempting small enterprises from the new EU standards until January 1997.

While enforcement of health and safety regulations is entrusted to labor inspec-
tors, they are few.

f. Rights in Sectors With U.S. Investment.-Conditions donot differ from those in
other sectors of the economy.
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Extent of U.S. Investment in Selected Industries,.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

DOW=ofcU U.s ddar]

cstauw Am~wt

Petroleum.... ............................... 422
Total Manufacturing ............................................................... 8,582

Food & Kindred Products 8............... ...... . 608
Chemicals and Allied Productu ........................................... 2,448
Metal Primary & Fabricated ............ 225
Machinery, except Electrical............... 2,388
Electric & Electronic Equipment 891
Transportation Equipment ................................................ 191
Other Manufacturing .......................................................... 1,831

Wholesale Trade ...................................................................... 2,034
Banking .................................................................................... 315
Finance/Insurance/Real Estate .............................................. 2,263
Services .................................................................................... 1,180
Other Industries ...................................................................... 203
TOTAL ALL INDUSTRIES .................................................... 14,998

Sourm U.S. DIpartmnt d Cnmmer, Bumna of Eomnic AiWlyui

KAZAKHSTAN

Key Economic Indicators 1

(millions of U.s dollr unim otherwise noted]

1993 1994 19962

Income, Production and Employment:
Real GDP Growth (percent) ................................ - 16.6 -25.4 3._.14.1
GDP (at current prices) ....................................... 4,708.4 8,998.3

87,614.8
GDP by Sector.

Agriculture ........................................................ 602.8 1,260.8 N/A
EpAergy and water ............................................. N/A N/A N/A
Manufacturing8.................................................. 1,455.5 2,332.8 N/A
Construction ..................................................... 435.8 814.63 N/A
Transport and Communication ....................... 275.1 710.5 N/A
Housing. . ............. ................ 92.5 690.1 N/A
Financial Services ............................................ 101.1 142.4 N/A
Trade and other branches ................................ 422.2 1,410.9 N/A
Other Services .................................................. 1,029.9 1,262.2 N/A
Government, Health and Education ............... 293.4 374.0 N/A
Net Exports of Goods and Services ................. -580.9 -430.3 1,004.6

Per Capita GDP (US$) ......................................... 277.5 535.26 455.9
Labor Force (000s) ............................................... 9,379.5 9,240.5 '4N/A
Unemployment Rate (percent) ............................ 0.58 1.05 1.6

Money and Prices (annual percentage growth un-
less noted):
Money Supply (M2)5 ............................................ 1,333.9 991.1 1,508.4
Base Interest Rate (percent),$............................. 240 300 45
Retail Inflation7 . .. . . . . . . . . . . . . . . . . . . . . .  1,296.7 2,297.5 534.9
Wholesale Inflation .............................................. 1,142.8 3,018.0 283.2
Consumer Price Index ......................................... 1,758.4 1,977.4 329.8
Exchange Rate (US*/tenge):

Official.............. . . . . 5.7 50.0 63.1
Parallel .............................................................. 7.5 56.0 63.5
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Key Economic Indicators '-Continued
[mllioms of U.8. dollars unless otherwise noted]

1993 1994 19962

Balance of Payments and Trade:
Total Export. FOB ............................................ 3,323.5 3,285.4 N/A

Exports to U.S.................................................. 145.3 75.1 33.2
Total Imports CIF ................................................ 4,927.1 4,495.0 N/A

Imports from U.S .............................................. 24.2 109.3 51.7
Aid from UwS.• ...................................................... 42.4 139.3 47.17
Aid from Other Countries ................................... 24.5 49.8 4'N/A
External Public Debt'9......................................... N/A 2,055.0 2,500.0
Debt Service Payments (paid) ............................. 118.7 671.0 N/A
Gold and FOREX Reserves ................................. 722.9 1,004.0 1,356.9
Trade Balance ...................................................... -1,204.8 -919.5 -198.1

Balance with UAS.............................................. 183.8 -34.2 - 18.5
1 Sou"rm KAakhStan Steat Committee for Statistics (GOSKOMSTAT), unless otherwise indicated. 1993,

194 and 1996 fItum a converted frm tango at the official exchange rates as indicated above.
tMsrst nine months of 1996, union otherwise indicated.
"Pirst six months of 19M.4 indictir is accounted annually.
$MSource: National Bank of Xamkhstan
gAverag weighted interest rate for six.month national bank of Kazakhstan credit& Figures represent

rates for December 1993, May 1994 and November of 1996.
"All prie indems are given in percent to correspond period of previous year.

Soure: U.S. A cy for International Development (U.S. Aid) and U.S. Interagency estimates. The 1994
figure represents all U.S aid of that year, while the 1996 figure is the planned amount.

SEstimate from press conference of Deputy Prime Minister Nagashbay Shaykenov on October 17, 1906.

1. Geneprul Policy Framework
Kazakhstan continues to suffer through a severe economic crisis, except for the

small but dynamic private sector (mostly trade and services). Positive results of eco-
nomic reform are emerging, however. The decline in industrial output slowed in
1994 and 1995, and Gross Domestic Product (GDP) dropped. Agricultural production
continued to decline, partially due to drought. Inflation has been contained at about
two to three percent monthly. Average wages increased in dollar terms. However,
this increase was offset by inflation and did not match cost of living increases in
1994 or the first half of 1995. In addition, the government's financial crisis has re-
sulted in cutbacks to many public and social services. To stabilize and reverse the
economic situation, the government has taken a number of steps, especially the
tightening of monetary and fiscal policy and closer regulation 6f sovereign debt. Cur-
rently, macroeconomic reforms are outpacing microeconomic reforms. Thus, acceler-
ated privatization (particularly for mid-sized and large enterprises) and an improved
business climate are vital.

In November 1995 President Nazarbayev replaced the Ministers of Defense,
Economy, Transport/(ommunications, Interior (Security), Ecology and Biologic Re-
sources, and Justice and shuffled his own staff. On average, the incoming ministers
are ten years younger than their predecessors. In general, the government shake-
up is viewed as a positive step towards accelerating the pace and scope of economic
reform in Kazakhstan. During 1995, President Nazarbayev issued a number of de-
crees on economic topics, including those on the Tax Code, the Customs Code Pre-
cious Metals, Oil, Insurance, Bankruptcy, the National Bank and Licensing. These
decrees erjoy the full force of law in the absence of a parliament (dismissed in
March 6, 1995 for election irregularities). But they are legitimized by a new con-
stitution (passed by national referendum on August 30, 1995), which strengthened
executive power at the expense of the legislature. Although a new parliament was
elected in December 1995, it remains to be seen whether, especially in the absence
of further political reform, the new government can implement economic reform
quickly enough to alleviate social ills and meet public expectations.

Fiscal Policy: The 1995 fiscal deficit was approximately 26.18% of the budget and
3.5% of GDP. The 1995 deficit was funded primarily by foreign loans and National
Bank of Kazakhstan (NBK) credit resources..The proposed 1996 budget, released on
December 7, 1995, po a deficit of approximately 22.96% of the budget and 3.5%
of GDP. About 90 of the projected 196 budget deficit is to be financed through
foreign loans and NBK credit resources. The International Monetary Fund (IMF) is
targeting the 1996 budget deficit at 2.5% of GDP.
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The 1996 budget proposes large increases in total expenditures. Overall, the 1996
budget proposes a nominal 15% increase in.spending from 1995, with a nominal
18.2% increase in projected total revenues..The newTax Code provides for a Cor-
porate Income Tax Rite of 30%, a Personal Income Tax Rate of 40%, and VAT of
20%. The overall number of different taxes has been reduced from 47 to 11.

Monetary Policy: During the first nine months of 1995, the money supply in-
creased 76%, although inflation has been held to 42% during the same perod. Sales
of three-month and six-month bills continued in 1995. Between January 1 and De-
cember 1, 1995, over 90 auctions have been held by the NBK.

2. Exchange Rate Policies
When it introduced the Kazakhstan national currency, the tenge, in November

1993, the government artificially maintained the exchange rate against the dollar.
The currency was not traded imtially. However, upon advice from US. officials and
international observers, the government later permitted the tenge to be traded and
now the government permits the tenge to float against the dollar, as well as .the
German mark and the Russian ruble. Although the tenge continued to depreciate
slowly against the dollar in 1995, it occasionally showed signs of firming. Fluctua.
tions of exchange rate in 1995 decreased significantly due to the NBK's policy of sta-
bilizin, the exchange rate. In general, the slow and steady changes have not been
destabilizing,

Currently, the Government of Kazakhstan does not appear to enforce any major
foreign_ exchange controls except that enterprises earning foreign exchange are re-

quired to sell 5* on the focal market.
3. Structural Policies

Pricing Policies: the government continues to exert price controls and rovide sub-
sidies for certain consumer commodities. However, there appears to be little, if any,
impact on US. exports to Kazakhstan. In general, the prices of consumer goods are
determined by market demand.

Tax Policies: Kazakhstan adopted a modern Tax Code, which reduced the number
of major taxes to value-added tax (VAT), Income Profit, Excise. According to the
proposed 1996 budget, government revenues will be primarily derived from cor-
porate income taxes, a VAT, and export duties.

On October 23,1993 Kazakhstan signed a treaty with the United States on the
avoidance of double taxation. To date, the treaty remains unratified by either the
Kazakhstani Government or the US. Senate. Consideration on the U.S. side has
been held up by the introduction in Kazakhstan of legislation permitting anonymous
bank accounts. The Kazakhstani Government has pledged to take measures to en-
sure that banks may collect information on the owners of anonymous accounts and
that the Ministry of Finance maytransmit that information to the Internal Revenue
Service (IRS) in the case of an IRS investigation.

Regulatory Policies: Government regulatory policies are extensive and complex.
Implementation of these regulations remains capricious (often varying among nmn-
istries), and a major source of corruption. U.S. and western business representatives
often complain about the lack of standard licensing procedures among government
ministries in Almaty, and increasingly, among local authorities as well. The new
regulation on licensing procedures will be in place in 1996.

4. Debt Management Policies
Kazakhstan has accepted joint and several liability for all Former Soviet Union

(FSU) debt. Accordingly, Kazakhstan was assigned a 3.86% share of the FSUs total
debt, or approximately $2.5 billion. While acknowledging its formal obligations,
Kazakhstan negotiated the "zero option" agreement with the Russian Federation.
Under this agreement, Russia would aecept full responsibility for FSU debt, in re-
turn for all foreign assets of the FSU. Kazakhstan has initially agreed, but the
agreement must be accepted by all successor states. It is de facto in operation, in
that Russia has assumed all FSU debt.

To date, Kazakhstan has not paid off its 1992, 1993, or 1994 obligations under
the existing debt. Kazakhstan has paid short-term obligations, but commercial
creditors have experienced some repayment delays. Currentl, K azakhstan has in-
curred over $1.3 billion in interstate debt, primarily to the Russian Federation for
gas and fuel payment arrears. The $115 millionRussian lease payment for
Baykonur cosmodrome is to be applied directly to Kazakhstan's debt to Russia.
Kazakhstan has $6 million in arrears to the US. Export-Import Bank. Barter also
appears to be growing as an alternative to hard currency payments.

Overall external debt of the Kazakhstani government equals $2.5 billion. How-
ever, the National Bank of Kazakhstan, as opposed to the government as such
holds foreign exchange and gold reserves amounting to $1.8 -billion. At year end



215

1996, the government was still attempting to identify an appropriate payment
mechanism. Excluding the United States, Kazakhstan has received credit from a
number of countries including Germany, Austria, France, Japan, Hungary, and Tur.
key. The U.S. Export.Im por Bank (Eximbank), the Overseas Private Investment
Corporation (OPIC), the Central Asian-American Enterprise Fund (CAAEF), and the
Defense Enterprise Fund have expressed general willingness to provide funding for
U.S.-Kazakhstan commercial projects, although a crisis in Kazakhstan's debt repay.
ments slowed such lending at year end 1995. Funding for defense conversion
projects is provided separately under the Nunn-Lugar legislation. In addition, inter-
national financial institutions such as the International Monetary Fund (IMF)
World Bank, and the European Bank for Reconstruction and Development (EBRDS
have also indicated a willingness to support commercial projects in Kazakhstan,
5. S•gnifcant Barriers to U.S. Exports

There appear to be no significant legal barriers to U.S. exports. The government
appears to have adopted a strategy of relatively low import barriers to encourage
international exports to Kazakhstan. US. exports to Kazakhstan appear to be lim-
ited by the logistical ability of private firms to service the Kazakhstan market and
by the inability of local firms to obtain commercial credit.

Structural barriers include a weak system of business law, including the absence
of effective bankruptcy procedures, a shortage of domestic capital to pay for U.S.
goods, the lack of an effective judicial process for breach-of-contract resolution, and
tfhe huge government bureaucracy. In fact, U.S. and western business representa-
tives have noted that the government bureaucracy is the single biggest obstacle to
doing business in Kazakhstan. A new Commercial Code and corresponding regula.
tions are expected to be adopted in 1996.

Import Licenses: As of December.1995, no import licenses were required by U.S.
businesses. The government limited imports by taxes: VAT in the amount of 20%
and customs duties for cars in the amount of 80%. In addition, the government has
also propoedrestrictions on the import of non-essential goods by means of protec.tive tarifs, duties, and quotas, beginning January 1994. To date, duties for alcoholicbeveragesI;;d cigarettes have been increased under this policy.

Services Barriers: Certain restrictions on the import of services exist. In particu-
lar, in April 1993 the government banned foreign insurance companies from provid-
ing foreign investment insurance. However, in mid-1994 the government established
a government-supported monopoly in this area. Excluding the single western rein-
surance firm designated by the government, no U.S. or western firms were then per.
mitted to offer foreign investment insurance services in Kazakhstan. A new Insur.
ance Decree in 1995 will apparently rectify a number of these shortcomings, but im-
plementing regulations have yet to be established. In contrast, a number of U.S.
firms offering accounting and legal services are currently operating in Kazakhstan.
U.S. and foreign airlines are welcome.

Standards, Testing, Labeling, and Certification: Government observance of old So.
viet standards, testing, labeling, and certification requirements are extensive in
some areas, non-existent in others. In general, such standards reflect Soviet prac-
tice, specify inggreat detail certain dimensions and other parameters, while often
failing to establish practical measures of effectiveness, which would permit the ap-
plication of the best (and cheapest) available technology. Thus, such requirements
constitute a barrier when differing significantly from U.S. and western standards.

Investment Barriers: One of the most significant investment barriers to U.S. firms
in Kazakhstan is the severe lack of capital in domestic enterprises for servicing
loans, and the lack of capital to meet equity percentages in joint ventures. In addi-
tion, U.S. firms cannot currently purchase land since that sector has yet to beprivatized. US. firms can only obtain leasing rights for a maximum of 99 years
through a domestic partner. Further, the government and local authorities have, at
times, insisted that UJS. firms support and invest in social programs for local com-
munities.

As a result of the auctioning of large scale enterprises, a secondary market in cor-
porate se,.' ities has started developing. Infrastructure for capital markets is also
growing. The National Security Commission is regulating the process of capital mar-
kets development.

Government Procurement Practices: Government procurement practices are not
limited by formal 'buy Kazakhstan" regulations. Western goods, particularly U.S.
goods, are favored by the Kazakhstani consumer.

Customs Procedures: Currently, Kazakhstan has a customs agreement with Rus-
sia and Belarus, amounting to a de facto Customs Union. Kazakhstan still uses cus-
toms procedures from the old Soviet Union, which can be cumbersome and frustrat-
ing for foreign businesses. Most imported goods transit through other newly inde-
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Pendent states, unlen they arrive by air or via China. Foreign firms can import
items for their own use duty free.
6. Export Subsidies Pblicie

Rather than provide export subsidies to domestic enterprises, the government cur-
rently taxes them. The precise export tax varies according to the product and can
range up to 30%. In addition, Kazakhstan has protested restrictions on its exports
(mostly metals) imposd by the United States and the European Union (EU) under
antidumping laws. In 1992, the U.S. Department of Commerce reached a consent
decree with Kazakhstan limiting uranium exports and imposed a 104% antidumping
duty on ferrosilicon. In 1994 the Uranium Agreement was modified to permit some
sales of uranium into the U.S. market. The Commerce Department investigated
Kazakhstani exports of titanium sponge and found no direct impact on the U.S.
market. Virtually all exports went to Russia.

In 1993, the government moved to further limit and increase controls on exports.
Beginning January 1, 1994 domestic enterprises are not permitted to export goods
directly and are required to channel exports of 18 critical products through approxi-
mately 10 state trading organizations controlled by the government. The critical
products include oil and' gas, coal and coke, ore and concentrates, ferrous and non-
ferrous metals, alumina, precious metals and stones, organic and non-organic chenmi-
cal products, radioactive chemical elements, grain, cotton, and caviar. These goods
are also subject to an export quota. The regulations include a 100% surrender re-
quirement for export proceeds, although this may be reduced to 50%.

The average export tariff is 4.1%, while the import tariff is 7.5%. However, the
problem of increased import tariffs will be relived when Kazakhstan accedes to the
World Trade Organization (WTO). The process of applying to WTO is monitored in
Kazakhstan by USAID. The Memorandum of Foreign TradeRegime, which is an ap-
plication to WTO, will be ready for submission to WTO in summer 1996.

7. Protection of U.S. Intellectual Property
In principle, Kazakhstan's Civil Code protects US. intellectual property. However,

lax enforcement and the absence of criminal sanctions have meant in practice that
U.S. intellectual property rights are often unprotected. In 1992 Kazakhstan acceded
to the Geneva Convention on the protection of intellectual property and joined the
World Intellectual Property Organization. In addition, the U.S.-Kazakhstan bilateral
trade agreement, which came into force in 1993, obligates Kazakhstan to protect in-
tellectual property.

Patents and Trademarks: Current patent legislation guarantees the right of in-
ventors to the "name' of their product, but financial rights of patent holders do not
appear to be protected. A national patent department which registers and regulates
patents and trademarks was established in 1992. In addition, ola Soviet patents are
apparently being converted to Kazakhstani patents.The registration of trademarks began in July 1992. Trademark violation is a
crime andcourts are empowered to arbitrate trademark infringement cases. How-
ever, enforcement appears to be rare and arbitrary.

Copyrights: In 1992 Kazakhstan established a National Copyright Agency with ju-
risdiction over copyrights in the arts, music, science, and software. In late 1993 the
government submitted to the Supreme Soviet a draft of a Copyright Law. To date,
the Copyright Law has not been approved. If approved, legal sanctions against copy-
right violators could be implemented and Kazakhstan would accede to the Berne
Convention.

New technologies: Pirated U.S. and western movies routinely appear on every tel-
evision station in Kazakhdan, but are not apparently mass produced in
Kazakhstan. Sales of pirated counterfeit goods, including video and audio recordings
and clothing, result in some loss to U.S. industry, but losses do not currently appear
to be significant. Pirated computer software is available but use is not yet wide-
spread. However, the use of pirated desktop software, i.e., Microsoft Wndows,
WordPerfect, etc., does appear to be widespread and increasing rapidly. Illegal soft-
ware development and manufacture are generally not conducted in Kazakhstan due
to limited local availability of advanced products. This appears to apply to other ad-
vanced technologies as well.

In addition, pirated satellite broadcasts are commonly available and use appears
widespread. any television stations routinely broadcast U.S. and Western pro-
grams and news reports pirated via satellite dish.

Despite lax enforcement of current laws and delays in approving new legislation,
overall intellectual proper ls to US. firms currently appear to be small. How-
ever, counterfeiting and pirating of U.S. and western goods is increasing. Without
more rigorous enforcement of intellectual property laws and new legislation, future
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losses to U.S. industry could be significant and potential export and investment op.
portunities could be lost.
8. Worker Righ t

a. The Right of Aeaciation.-The new Labor Code, along with the Kazakhstani
constitution, guarantees basic workers' rights, including the right to organize and
the right to strike. The law does not, however, provide mechanisms to protect work-
ore who join independent unions from threats and harassment from enterprise man.
agement or from the state-run unions. Kazakhstan joined the International Labor
Organization (ILO) in 1993, but the Supreme Soviet has not yet ratified the ILO
conventions.

b. Th~.~ght to Organize and Barfain Collectivet.-There are significant limits
on the rightto organize and bargain collectively. Most industry remained state-
owned in 1995 and was subject to the state's production orders. Although collective
bargaining rights are not spelled out in the law, in some instances unions have suc-
cessfully negotiated agreements with management. If a union's demands are not ac-
ceptable to management, they may be presented to an arbitration commission com-
prised of management, union, officials and independent technical experts. There is
no egalprotection aainst anti-union discrimination.

c.roibition of Forced or Compulsory Labor.-Forced labor is prohibited by law.
In some places, however, compulsory labor is used. Some persons were required to
provide labor or the use of privately-owned equipment with no, or very low, com.
pensation to help gather the annual grain harvest.

d. Minimum Age for Employment 6f Children.-The minimum age for employment
is 16. A child under age 16 may work only with the permission of the local adminis-
tration and the trade union in the enterprise at which the child would work. Such
permission in rarely granted. Abuse of child labor is generally, not a problem except
that child labor is reportedly used during the harvest, especially the cotton harvest
in the south.

e. Acceptable Conditions of Work.-As of October 1, 1995, the official minimum
wage is 300 tenge (slightly less than five dollars) per month, far from sufficient for
a worker and family to live on. The legal maximum work week is 48 hours. Worker
and safety conditions in Kazskhstan's industries are substandard. Safety conscious-
ness is low. The regulations concerning occupational health and safety, enforceable
by the Ministry of Labor and the state-sponsored unions, are largely ignored by
management.

f. Rights in Sectors With U.S. Investment.-Rights and conditions in sectors with
US. investment do not differ substantially from other sectors. However, work places
or enterprises with U.S. investment have significantly improved working conditions.

Most of the problems mentioned about should be mitigated during the process of
accession to the World Trade Organization by Kazakhstan. Formal application to
the WTO may occur in mid-1996.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ........................................................................ ()
Total Manufacturing ............................................................. 0

Food & Kindred Products.......................... 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................................................ 0
Other M anufacturing ......................................................... . 0

Wholesale Trade ..................................................................... 0
B anking .................................................................................... 0
Finance/Insurance/Real Estate......................... (1)
Services .................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

1ISuppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commem, Bureau of Economic Analysis,
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KYRGYZ]REPUBLIC

Key Economic Indicators
(DMk0(8om unk- othSrWis noted]

1993 1994 1996

Infonle, Production and Employment:
Real GDP (1990 prices) ....................................... 5,800 4,280 4,088
Real GDP Growth (pct) ....................................... -18.7 -26.2 -4.5
GDP (at current prices) ...................................... 5,720 10,741 10,619
GDP by Sector.

Agriculture ........................................................ 1,739 2,114 4,373
Energy, Water and Manufacturing ................. 1,579 2,557 1,741
Construction ..................................................... 316 446 1,724
Services and Others ......................................... 1,301 2,894 2,781
Net Exports of Goods and Services ................. 460.3 671.6 1,097

Real per capita GDP ............................................ N/A N/A N/A
Labor Force (000s) ............................................... I1,500 1,450 1,495
Unemployment Rate (percent) ............................ 0.29 0.8 2.4

Money and Prices (annual percentage growth):
Money Supply (Ml) .............................................. N/A 124.0 N/A
Base Interest Rates ............................................. N/A N/A 42.9
Personal Saving Rate .......................................... - 11.5 N/A 47.5
Retail Inflatior (percent) ..................................... 1,459 203.8 131.3
Wholesale Inflation (percent) .............................. 1,106 516.8 123.9
Consumer Price Index ......................................... 1,462 187.2 123.0
Exchange Rate (som/US$):

Official ............................................................... 7.65 10.6 10.9
Pare'lel .............................................................. 8.85 10.9 11.1

Balance of Payments and Trade (US$ millions):4
Total Exports, FOB.................112.1 116.5 102.0

Exports to U.................................................. 0 0.5 1.94
Total Imports, CIF......... .. ... .112.0 106.0 66.1

Imports from U.S .............................................. 15.7 2.4 2.11
Aid from U.S ........................................................ 83.6 83.6 835.0
Aid from other countries ..................................... N/A 28.0 11.5
External Public Debt ........................................... 45.6 79.3 462.0
Debt Service Payments tpaiv.... .............. 2.2 24.1 62.0
Gold and Foreign Exchange Reserves ................ N/A 60.0 N/A
Trade Balance ...................................................... 51.2 34.9 35.8

Balance with US.............................................. -15.7 -1.9 -0.17
s All f umzres ud are ftom Krgzusernmet seret.
2 Nin-months data in millions of Ky rlD Soms unles othewis noted.
sAvra annual interet rate for 1 was not available. The base interest rate on October 15, 1994 was

185 peecenL
'Six-month data for 1995.
MFicel yamru 1994 and 1996

1. General Policy Framework
After the disintegration of the former Soviet Union (FSU) the Kyrgyz Republic(Kyr~sta) gned ndeendence in 1991, inheriting Ban eco~n My, which was, highly

dependent on the trade with the FSI and budget subsidies from Moscow.
Kyrgyzstan is one of the poorest of the former republics in both output and re-
sources. Since independence there has been a sharp fall in production which contin-
ued during the first half of 1995. In mid year this drop leveled out and growth re-
sumed in some sectors. GDP for the first nine months of 1995 dropped by 4.5% over
the same period of 1994, though it is expected that the 1995 GDP wil reach the
projected figure of 13.6 billion soms (about $1.W0 million) for the entire year, which
be roughly the same as last year.
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Since independence the Kyrgyz government has made major progress in trans.
forming the economy dominated by central planning to a market oriented economy.
The legal system is being reformedwith major changes in tax, investment, and com-
mercial law. Prices have been liberalized. In May 1993, an independent national
currency, the Som was introduced. Since mid 1994 the exchange rate of the Som
has remained stable against the US dollar.

The country is proceeding with a stabilization and structural adjustment program
initiated with the support and assistance of the IMF, World Bank, the United States
and other donor countries. Foreign assistance and tight monetary policy pursued by
the Kyrgyz government from the end of 1993 resulted in a steady decline in annual
inflation rates from 87.2% in 1994 to 23% in January-September 1995. Projected in-
flation for 1996 is 15%.

The National Bank of Kyrgyzstan (NBK) financed the budget deficit of 10.9% of
GDP in September 1995mainly through treasury bill auctions and by World Bank
balance of payments loans. The budget includes social programs, almost 60% of ex-
penditures, defense, security, government and law enforcement funding at 20.2%
and subsidies to economy at 12%. To increase revenues, the Kyrgyz government is
restructuring the tax system, eliminating many taxes and broadening the tax base.
New laws have been drafted on VAT, income tax, profit tax, property tax, and tax
administration.
2. Exchange Rate Policies

The National Bank of the Kyrgyz Republic Interbank held foreign exchange auc-
tions twice a week, with the exchange rate of the SoiA fluctuating from 10.65 soms
to the US dollar in January to 10.95 somes in November. The highest point of appre-
ciation was in August when the dollar was traded for 10.45 Somes.

Since 1994 foreign exchange bureaus and commercial banks have been permitted
to buy hard currency without restrictions. This has narrowed the margin between
the official auction rates and those of the commercial banks, exchange bureaus and
parallel market. At the end of October the latter ranged from 11.05 to 11.20.

The NBK intends to eventually replace foreign exchange auctions by direct sales
and purchases in the fledgling interbank market.
3. Structural Policies

In 1995 Kyrgyzstan continued its privatization program. To date, more than 5,300
small and medium size enterprises, constituting about 70% of all state enterprises,
have been privatized. The rate of privatization is highest in the service sector fol-
lowed by trade and public catering, and then industry. Reform and privatization are
advancing in agriculture and property rights are being strengthened. Twenty-seven
very large bankrupt companies have been put on a care and maintenance program
under World Bank supervision. A portion of transport, warehouse and distribution
facilities have been broken up and privatized.

Pricing Policies: Price liberalization continued in 1995. The list of goods and serv-
ices whose prices continued to be regulated was further reduced. State subsidies for
bread were eliminated in mid-1995 at the time of the privatization of the bread pro-
duction facilities. However, prices for electricity, natural gas, and heat remain par-
tially subsidized and controlled. The government is adjusting them in stages with
the objective of full coverage of the cost of energy.

Tax Policies: Kyrgyzstan's major source of revenue for the government is the
value added tax (VAT-20%) an enterprise profit taxes (35%). In order to reverse
the rapid decline in tax revenues, the government intends to broaden the base of
the VAT, impose a higher excise tax on a few luxury goods with application to im-
ports, etc. As a temporary emergency measure, in September 1994, the government
introduced a 5% sales tax on retail transactions. Imported raw materials and compo-
nents labeled for foreign investment production are exempt from custom taxes.

Foreign Investment: Under Kyrgyzstan's foreign investment law, "the legal status
and conditions of foreign investment will never be less favorable than the status and
conditions of investment by juridical persons and citizens of the Kyrgyz Republic."
The law extends tax exempt status to foreign investors in all sectors with the follow-
ing grace periods: five years in manufacturing and construction; three years in min-
ing, agriculture, transportation and communications; and, two years in trade, tour-
ism, banking, and insurance. After expiration of the initial tax-free period, the taxes
imposed on profits will be reduced, as follows: by 50% on profits reinvested in
Kyrgyzstan; by 25%, if no less than 50% of the enterprise's products and services
are exported; by 25%, if not less than 50% of production is derived from imported
raw materials and components; and 25, if no less than 20% of the profit is spent
on professional training. The law guarantees the right of foreign investors to repa-

ml
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triate their profits. In 1993, a special commission on foreign investment was created
to register and assist foreign investors.
4. Debt Management Policies

In a July 1992 bilateral agreement, the Russian Federation took over responsibil-
ity for KyiWzstan's share of the former Soviet Union's external debt in return for
Kyrgyzatan's share of the former Soviet Union's external assets.

Loans of other countries and international financial organizations amounted to
$482 million, of which 62 million in interest payments were to be paid in 1995. As
a percentage of GDP, the external debt is expected to increase from 19.3% in 1994
to 34% in 1995.
5. Signitc Barriers to U.S. Exports

Kyrgyzatan lacks hard currency and despite liberal foreign exchange laws repatri-
ation of earnings is often difficult. K 's ability to import goods which re-
quire payment in hard currency is limited. Inadequate telecommunications and
banking facilities, as well as extremely high transportation costs add further prac-
tical barriers to US. exporters.

To normalize its trade and investment relations with the Kyrgyz Republic, the
United States signed a series of bilateral economic agreements. The U.S.-Kyrgyz
trade agreement, which provides reciprocal most favored nation status, was con-
cluded and entered into force in August 1992.

The same year saw the conclusion of an Overseas Private Investment Corporation
(OPIC) incentive agreement offering political risk insurance and other programs to
US. companies investing in Kyrgyzatan. In January 1993, a U.S.-Kyrgyz bilateral
investment treaty (BIT) was signed establishing a bilateral legal framework to stim-
ulate investment in each country.
6. Export Subsidies Policies

Kyrgyzatan inherited the Soviet legacy of subsidization of state enterprises but
these subsidies are aimed at maintaining employment and production, and not spe-
cifically at making exports more competitive.

In 1992, the US. Department of Commerce made a preliminary finding that ura-
nium from Kyrgyzstan was being dumped in the United States. In October 1992,
Commerce signed an agreement with Kyrgyzstan to suspend the dumping investiga-
tion.
7. Protection of U.S. Intellectual Property

A package of laws on intellectual property rights (copyright, patent and trade-
mark) has been introduced in Kyryzstan's parliament. The US.-Kyrgyz trade
agreement includes commitments by the Government of Kyrgyzstan to protect U.S.
intellectual property.
8. Worker Rights

a. The Right of Association.-In Febrnary 1992 the government adopted a com-
prehensive law which protects the rights of workers to form and belong to trade
unions. The law requires a minimum of five workers to form a union. There is no
evidence that government policy sought to obstruct the formation of independent
unions. Unions are legally permitted to form and join federations and to fTfiliate
with international trade union bodies.

b. The Right to Organize and Bargain Collectively.-The law recognizes the right
of unions to negotiate for better wages and conditions. the government sets a mini-
mum wage. Union members are protected by law from antiunion discrimination.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is for.
bidden and does not occur.

d. Minimum Age for Employment of Children.-The minimum age of employment
is 18. Students are allowed to work up to six hours per day in summer or part-time
jobs from the age of 16. Restrictions on the use of child labor were largely observed.

e. Acceptable Conditions of Work.-The standard workweek is 41 hours, usually
within a five-day week. Safety and health conditions in factories are below Western
standards. An April 1992 law established occupational health and safety standards
and enforcement procedures.

f. Rights in Sectors With U.S. Inveetment.-There is no significant U.S. invest-
ment in the Ky Republic.

Data on U. investment in the Kyrgyz Republic is not available.
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LATVIA

Key Economic Indicators
[Mllions of U.8. dollars unless otherwise noted] 1I

1993 1994 19961

Income, Production and Employment:
Real GDP (1993 prices) ....................................... 2,170.1 2,182.7 42,167.4
Real GDP Growth (percent)05 ............. . . . .. . . .. . . . . .. . .  14.9 0.6 4-0.7
GDP (at current prices) ....................................... 2,170.1 3,418.6

"4,387.8
GDP by Sector.

Agriculture, -Forestry ........................................ 230.16 266.15 341.62
Energy and Water ............................................ 148.3 181.93 233.51
Manufacturing .................................................. 454.49 639.09 820.30
Construction ..................................................... 83.77 194.84 250.08
Rents ............ ................... 73.77 88.42 113.49
Financial Services ............................................ 80.73 228.83 293.71
Other Services .................................................. 360.41 1,807.2 2,319.61
Government, Health and Education ............... 205.84 349.42 448.50

Net Exports of Goods and Services .................... 53.8 -251.7 -364.0
Real Per Capita GDP..........0.0.0.4 .846 862.9 866.4
Labor Force (000s) ............................................... 1,320.3 1,300.1 1,263.0
Unemployment Rate (percent) ............................ 5.8 6.5 6.5

Money and Prices (annual percentage growth):
Money Supply (m2x) ............................................ 684.0 1,217.3 1,351.5
Base Interest Rate ............................................... 27.0 26.7 26
Personal Saving Rate ......................................... N/A N/A N/A
Retail Inflation ..................................................... 35.0 26.3 25.4
Wholesale Inflation..........................N/A 10.7 14.6
Consumer Price Index ......................................... N/A N/A N/A
Exchange Rate (Lat/US$--annual average):

Official....... ................ ....... 0.676 0.560 0.525
Parallel. ......... ..................................

Balance of Payments and Trade:
Total Exports FOB ............................................... 999.4 989.7 1,204.0

Exports to U.S.'s.... ....................... 22.6 50.5 78.4
Total Imports FOB ............................................... 945.6 1,241.4 1,568.0

Imports from Us.e. ........................ 89.5 101.0 79.8
Aid from U.S. ............. 9.0 13.1 5.1
Aid from Other Countries......... ............. 18.0 109.0 71.0
External Public Debt ........................................... 236.4 336.7 414.4
Debt Service Payments (paid) ............................. 11.6 6.92 19.5
Gold and Foreign Exchange Reserves ................ 448.5 612.5 8588.8
Trade Balance ....................................................... 53.8 -251.7 -364.0

Balance with US.S ........................................... -66.9 -50.5 -1.4
Central Statistical Bureau of-Latvia.
1996 figures are all estimates based on available monthly data in October 1996.

sAverage ecame rate used (cept for real GDP): 1993-USD I equals 0.676 Lat; 1994--USD 1 equals
0.56 Lat; 19W6--UN)1I equal 0.52 Lat.4Ministy of Finamum estimate. Sector estimates based on 1996 six months data (January-June, 1996).

s Perteh calculated in local currency.euesrtient of Commere.Ig#,"'(fiscal year data).
&A& of Septembew S0. 1L

1. General Policy Framework
Latvia is in transition from the communist system to a modern, capitalistic econ.

omyao . The basic, macroeconomic, foundation for the new system has already been
though reform laVs in privatization and commercial law development. After

sharp drops in production during the first years of independence, GDP rose about
2% fi 1994, primarily due to growth in the service sector, especially transportation.
"The banking crisis will probably brake further growth in 1995. (In 1995 the largest
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and many other smaller commercial banks collapsed.) Newly established, private
businesses provide the greatest stimulus to the private sector which now accounts
for over 50% of GDP.

Trade policy: Latvia has been a GATT and WTO observer since 1992. In July 1994
Latvia submitted a Trade Memorandum in preparation for accession to the WTO
and has begun its second round of negotiations with WTO members. Latvia follows
a liberal trading regime, though the 1994 customs tariff law introduced more protec-
tive measures for agriculture. However, these tariff levels do not significantly dis-
advantage potential-US. agricultural exports. In January 1995, a free trade agree-
ment with the European Union went into effect, which reduces tariffs on most in-
dustrialproductions to zero and sets out a schedule of tariff reductions over the
course offive years for certain agricultural products. Latvia has also signed an asso-
ciation agreement with the EU and submitted its official application for membership
in the Union. In November 1995, Latvia initialed a free trade agreement with
EFTA. In April, 1994, a free trade agreement on industrial goods with its Baltic
neighbors came into force. A further agreement on agriculture is still under negotia.-
tion as is the creation of a customs union. MFN status with Russia was granted
as the result of an exchange of official letters in 1994. However, as it is not governed
by treaty, the arrangement may not be binding.

Fiscal policy: The Latvian government is committed to implementing a prudent
fiscal policy; inflation has been brought down from nearly 1000% in the first year
of independence to 35% in 1993 followed by a gradual decline to about 25% in 1994
and 1905. However, difficulties in revenue collections as well as lax control over gov-
ernmental spending led to a much larger than anticipated budget deficit in 1995.
Due to these budgetary problems, the IMF suspended the recent review of the
stand-by agreement. The newly elected government is negotiating a new letter of
intent. A collapse in the T-bill market earlier this year, caused in part by the bank-
ing crisis, exacerbated the budget situation. The market has recovered, though at
the cost of diverting funds from the private sector. In the long run the government
must improve tax collection methods and tighten fiscal accountability among the
ministries.

The independent Central Bank pursues a very conservative policy, with its chief
aims stability of prices and currency. The Bank's main monetary instruments are
treasury bill sales and cash reserves auctions. One consequence of the tight mone-
tary policy is the persistence of very high interest rates, which are an impediment
to new business activity. Though rates have fallen over the past year, the average
rate for three to six month credit is about 30%.
2. Exchange Rate Policies

The Bank of Latvia has loosely pegged the currency to the SDR at the rate of
0.7997 lats to the SDR in order to maintain stability. Market forces, however, large-
ly determined the exchange rate. In the wake of the failure of the largest commer-
cial bank in May 1995, the Bank of Latvia used 18% of its foreign exchange reserves
to bolster the lati. The situation has stabilized and the Bank has once again begun
to purchase foreign exchange. The lati is fully convertible and there are no restric-
tions on the import, export, exchange or use of foreign currencies inside the c• untry.
3. Structural Policies

The Latvian government has made great strides, but is still in the process of de-
veloping the laws, institutions and regulatory framework to support a market econ-
omy. The government has not yet fulfilled its promise to the IMF to draft a modern
bankruptcy law to replace inadequate legislation passed in 1991. The current law
does not establish criteria for initiating bankruptcy procedures or provide a mecha-
nism for rehabilitating enterprises on the bring of bankruptcy. Implementation of
bankruptcy procedures is also hampered by lack of knowledge and understanding
of commercial law in the civil court. (Such cases have been under the jurisdiction
of the "economic' court. This institution ceased to function as of December 1995 and
commercial cases will be taken up by the regional courts.)

Price policies: The Latvian government almost completely decontrolled farm pro-
curement and retail foodprices in December 1991 and removed restrictions on the
pricing of industrial goods in January 1992. In 1994 and 1995, indicative prices
were set for the procurement of cereals only for the state grain reserve. Less than
8% of goods and services remained subject to control, including energy, tele-
communications rents and other public services.

Tax policies: In early 1995 the Parliament passed a series of laws establishing a
modem tax structure, including a value-added tax (VAT) of 18%, a profit tax, excise
and property taxes, customs duties, land and natural resource taxes, and a social
security tax. The personal income tax is still under revision. A corporate income tax
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of 25% has replaced the variable profit tax of 25% to 456. In accord with the new
tax package, the law on foreign investment was amended to abolish the tax holidaysfor foreign investments established after April 1, 1995. The social security tax is col-
lected on all wages, fees, royalties and rewards for work; the general social security
tax rate is 37% for employers and 1% for employees. As of January 1, 1995, workers
will be paid social security benefits based on their contributions to the social secu-
rity system, thus shifting the burden of payment from the employer to the employee.
According to the new law on customs tariffs, import duties on some agricultural
products are as high as 55% (for countries without MFN status). However, duties
on industrial products are minimal or zero for countries in a free trade agreement.
Latvia collects an export duty on timber, metals, leather, paper and a few other
products. The United States and Latvia are negotiating a double taxation treaty.

Regulatory Policies: Latvia is still in the process of creating a modern regulatory
system. The Bank of Latvia is responsible ?or regulating the-banking industry and
has created a supervisory structure. An antimonopoly committee supervises monopo-
lies and examines the tariffs set by public utilities. It can recommend the break.
up of lar$e enterprises with hig mar et power and can investigate claims of unfair
competition and false advertising. A recent law envisages the establishment of a
regulatory body to oversee the activities of the energy sector, including price setting.
However implementing legislation for this entity has not yet been drafted. In Janu-
ary 199g, the Latvian government promulgated regulations on securities trading.
Until the securities market commission is in operation, the Ministry of Finance su-
pervises the securities market.

Privatization: Privatization of large scale industry and revival of the manufactur-
ing sector has not yet been very successful. Privatization has progressed the fur-
thest in agriculture and agribusiness, followed by very small scale manufacturing
and retail trade previously under the direction of local governments. Privatization
of large state enterprises, which has lagged other reform measures, picked up steam
with the creation in April 1994 of the Latvian Privatization Agency. This entity as-
sumed responsibility for all privatization procedures, previously disbursed among
various ministries. In early 1995, the first wave of enterprises were offered for
"mass" or &public" privatization, i.e., auctioning of shares for privatization certifi.
cates (vouchers). This event kicked-off full operation of the Riga Stock Exchange. In
1995 state enterprises were advertised internationally three times for privatization
by tender. To date there has been little foreign interest in these companies. How-
ever, the last offering featured most of the largest enterprises which are more likely
to be of international interest. The government is also in the process of privatizing
one of the largest money earning state enterprises, Latvian Shipping Agency, and
the state gas utility.

In July 1995, the Riga Stock Exchange began operations. Owned by the major
Latvian banks and investment funds, the Exchange operates according to the con-
tinental European market. The number of stocks trading on the exchange is gradu-
ally increasing as the public privatization process moves forward.

4. Debt Management Policies
As of September 30, 1995, the Government of Latvia's external debt was 414.4

million dollars. Latvia has concluded a second standby agreement with the IMF
(SDR 22.9 million) and two structural transformation facility agreements (SDR 45.7
million). Latvian compliance with IMF programs has been strong until the summer
of 1995. The above mentioned budgetary problems resulted in the suspension of the
standby aeement pending the conclusion of a new letter of intent. (On September
30, 1995, Latvia's official foreign exchange and gold reserves were valued at 588.8
million dollars. The ratio of debt service to exports is a very modest 1.60%.)
5. Significant Barriers to U.S. Exports

The main barriers to U.S. exports to Latvia are structural. While considerably im-
proved, Latvia's business, banking and legal infrastructures are not yet up to West-
ern standards. However banking procedures were tightened considerably in 1995
following the collapse odthe largest commercial bank. Under the 1991 investment
law, the laws of the Republic of Latvia apply equally to domestic and foreign inves-
tors. However, there are some restrictions on foreign investment. The Cabinet of
Ministers must approve acquisition of controlling shares in a Latvian enterprise
with assets exceeding one million dollars. Foreign investors may engage in, but not
obtain control over, enterprises engaged in activities related to nationhi defense; the
manufacture and sale or narcotics, weapons and explosives, securities, banknotes,
coins and stamps; the mass media; national education; acquisition of renewable and
nonrenewable national resources; internal fisheries- hunting; and port management.
Latvia does not restrict the repatriation of profits. The Bank of Latvia must approve
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the establishment of a foreign bank branch. The United States and Latvia signed
a bilateral investment treaty in January 1995.

Latvia requires a license for the import of grain, sugar, and alcohol to protect do-
mestic production. In the case of grain, the importer is required to demonstrate pur-
chases from domestic producers. The sugar licensing restrictions poses problems for
foreign (or domestic) producers of hoh quality food products which use sugar, as the
domestic product is of inferior quality. A special permit granted by the Cabinet is
required for the import or transit of weapons, explosives or pornographic materials.

Latvia is still formulating food safety standards. Meat imports are subject to in-
spection by the State Veterinary Department for infectious diseases. As of June 1,
1994, imported food products are required to have conformity certificates to guaran-
tee quality and wholesomeness of food products.
6. Export Subsidies Policies

The Latvian government provides modest subsidies for export of butter and
cheese.
7. Protection of U.S. Intellectual Property

The Government of Latvia is committed to attaining a level of protection for intel-
lectual property rights comparable to that provided under international conventions.
Pursuant to that commitment, the Latvian Parliament in 1993 passed legislation to
protect copyrights, trademarks and patents. While the legal basis for intellectual
Fropertyrigihts hasbeen established,-Latvian law has not defined penalties for vio-
altion of these rights nor established a judicial or administrative mechanism
through which foreign owners may seek effective redress for violation of their intel-
lectual property rights.

In Ju•l194, President Clinton signed an Agreement on Trade Relations and In-
tellectuPal property Rights Protection with Latvia. Latvia has been a member of the
World IntellectualPrAperty Organization since January 1993 and the Paris Conven-
tion from September 1993. Latvia joined the Madrid, Nice and Budapest Conven-
tions in late 1994 and early 1995 and the Berne Convention in May 1995.

Unauthorized reproductions of copyrighted video recordings imported from Russia
are widely distributed in Latvia. To halt the use of pirated films imported from Rus-
sia by private Latvian television stations, the Latvian Radio and Television Board
on October 27, 1992 adopted a ruling under which the license of any domestic tele-
vision company would be revoked if it is unable to show that it has legally acquired
the rights to the films it broadcasts. The board does not apply this ruling to signals
from the Russian television stations that are rebroadcast directly by Latvian tele-
vision.

Latvia's intellectual property practices have not had an serious impact on U.S.
trade outside the film and video industry.

8. Worker Righto
a. The Right of Association.-Latvia's law on trade unions mandate that workers,

except for uniformed military, have the right to form and join labor unions of their
own choosing. Union membership, which had been about 50% of the work force in
1993, continued to fall as workers left soviet-era unions that include management
or are laid off as soviet-style factories fail. Leaders of the two largest trade union
confederations, the Confederation of Free Trade Unions and the Latvian Trade
Unions' Alhance of Employees were among candidates of a "Labor and Justice" coa-
lition which attained less than the minimal 5% of the vote in the 1995 parliamen-
tary elections. Unions are free to affiliate internationally and are developing con-
tacts with European labor unions and international labor union organizations. In
general the trade union movement is undeveloped and still in the transition from

the socialist to the free market model. The law does not limit the right to strike,
but no major strikes were actually held in 1994. Although many state-owned fac-
tories are on the verge of bankruptcy and seriously behind in wage payments, work-
ers fear dismissal if they strike. While the law bans such dismissals, the govern-
ment's ability to enforce these laws is weak.

b. The Right to Organize and Bargain Collectively.-Large unions have the right
to bargain collectively and are lmrgely fiee of government interference in their nego-
tiations with employers. The law prohibits discrimination against union members
and organizers.

No export processing zones exist, in Latvia.
c. PrAibition of Forced or Compulsory Labor.-Forced or compulsory labor is

banned and is not practiced.
d. Minimum Age for Employment of Children.-The statutory minimum age. for

employment of children is 15, though 13-year-olds can work in certain jobs outside
school hours. Children are required to attend school for nine years. The law restricts

0
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eployment of those under 18, such as by banning night shift or overtime work.
Stae authorities are lax in their enforcement of child labor and school attendance
laws.

e. Acceptable Conditions of Work.-The labor code provides for a mandatory 40-
hour maximum work week with at least one 24-hour period of rest, four weeks of
annual vacation, and a program of assistance to working mothers with small chil-
dren. This labor code is in the process of being amended. Some provisions may be.
come more favorable for employees, including an increase in paid vacation. In Octo-
ber 1995, the minimum monthly wage was set at about 50 dollars (28 lats). Latvian
laws establish minimum occupational health and safety standards for the work-
place but these stand seem to be frequently ignored.f. A ihes in Sectors With U.S. Investment.-The only significant US. investment
is in the manufacture of food and related products and transportation. Conditions
do not differ from those in other sectors of the economy.

Extent of Ua. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 0
Total M anufacturing ............................................................... (1)

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing ............................... 0

Wholesale Trade ........................................................... ........... 0
Banking ................................................................................... 0
Finance/fnsurancwReal Estate ............................................. 0
Services ................................................................................... 0
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

1Suppremed to avoid disclo~ng data of individual comparnieo
Source: U.S. Department of Commerce, Bureau of Economic Analysi.

LITHUANIA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (percent) ................................ - 17.1 1.0 2.4
GDP (at current prices) 2 ................. . .. . . .. . .. . . . . .. . . ..  2,725 4,245.1 5,617.3
GDP by sectors:

Agriculture ........................................................ 305.3 308.9 145.5
Energy and Gas ................................................ 158 113.2 84.4
Manufacturing .................................................. 733 981.2 660.7
Construction ..................................................... 215.2 375.7 185.9
Rents............ ...................... N/A N/A N/A
Financial Services ............................................ 98.1 771.7 N/A
Other Services ................................................. 449.6 867.2 544.7
Government, Health and Education ............... 262.2 472.9 N/A
Net Exports of Goods and Services ................. 1,242.2 2,019.2 1,065.2

Real per capita GDP ('85 bps) ............................. 684 1,147 684
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]Key Eoonomic Indicators--Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Labor Force (thousands) ...................................... 1,859.3 1,740.7 2,105
Unemployment Rate (percent) ........................... 3.6 3.2 3.6

Money and Price (annual percentage growth):
Money supply (M2)s ...................... .. . . .. . .. . . .. . .. . . .. . . 680.2 948.9 1,169.6
Base Interest Rate 4 ..................... . .. . . .. . .. . . .. . . .. . . .. ..  95 95 33
Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 270 70 22.8
Consumer Price Index ......................................... 72.2 123.8 162.7
Exchange Rate (Lt/US$): Official ....................... 4.50 4.0 4.0

Balance of Payments and Trade:
Total Exports FOB ............................................... 1,334 2,019.2 1,065.2

Export to US .............. ......... 4.8 12.9 N/A
Total Imports CIFs....................g . 1,402.2 2,338.7 1,185.7

Imports from US .............................................. 264 2,646.6 N/A
Aid from U . ....................................................... 25 20 20
Aid from Other Countries ................................... 216.9 N/A N/A
Debt Service Payments (paid) ............................. N/A 30.63 N/A
Gold and Forex Reserves ..................................... 253 309 495
Trade Balance ...................................................... -68.2 -319.5 - 120.5

Balance with US.............................................. -21.6 -40.88 N/A
11996 flgures ar all estimates based on available monthly data in September 1996.
a GDP at nact cat.
2 In broad money as de•ined by the IP.
4pigures are acual, average interest rates, not changes in them.
'Merchandise trae

1. General Policy Framework
Since declaring independence in 1990, Lithuania has implemented reforms aimed

at eliminatingthe vestiges of the former socialist system. In 1992, with the help
of the IMF and other international institutions, Lithuania adopted aeprogramn to re-
strain inflation, reduce price controls, lower the budget deficit and privatize the

- economy. Lithuania has embarked on a series of price liberalizations, and most price
controls have been abolished. Most businesses have been privatized and private citi-
zens are allowed to own land. The government is eager to encourage foreign invest-
ments and open new trade ties with the West. In 1995 trade with Russia and other
former Soviet Union republics fell from 78% in 1990 to 40%. Trade with the West
increased from 15.3% to 60% respectively. Lithuania is seeking to further liberalize
its foreign investment laws. The June 1995 foreign investment law has opened the
energy and telecommunications sectors to foreign investment. The Lithuanian gov-
ernment is following a cautious, but Western-oriented program of economic reform
in banking and monetary policies, price structure, tax laws, land ownership laws,
fiscal policy and foreign trade legislation.

Inflation subsided during 1994 as a result of tight monetary policies. The increase
in prices for consumable goods and services fell from 35% in 1994 to 29.3% in 1995.
However, Lithuania stin-lags behind its Baltic neighbors-Latvia and Estonia. In
September 1995, Lithuania had the lowest minimal and average monthly incomes
and pensions, the highest level of employment, and the highest level of annual infla-
tion.

In April 1994 Lithuania adopted a currency board arrangement under which
central bank reserve money and liabilities denominated in the local currency are
fully backed by foreign exchange at a fixed rate. Growth in the money supply is tied
to growth in foreign exchange reserves.
2. Exchange Rate Policies

On June 20, 1993, Lithuania introduced its own national currency, the Litas. In
April 1994 the Lithuanian currency board fixed the rate of exchange at four litas
to one US. dollar.
3. Structural Policies

Price reform: The Lithuanian government has dismantled most of the centralized
price controls formerly imposed by Moscow. Prices on most foodstuffs and manufac-
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tured goods have been liberalized. However, due to market monopolies and oligopol-
ies in several sectors, the Lithuanian government has imposed measures to control
anti-comretition price fixing.

Tax p-licies: Lithuania has begun to reform its entire tax system. In May 1994
Lithuania introduced an 18 percent value added tax. The value added tax is applied
to most imports. Taxes are-levied on wages through the personal income tax and
through employees' and employers' contributions to the social insurance fund. Enter.
prise profits are taxed at rates of between 20 and 30 percent. Reduced rates apply
for agricultural enterprises, small-scale enterprises, and reinvested profits. Joint
ventures with foreign capital are exempt tax for up to three years..Profit taxes of
joint ventures are determined by the amount of foreign investment in the authorized
capital and its type of activity (industrial or commercial). Dividends to foreign inves-
tors received in Lithuania are exempt from taxes. Income received legally by ?oreign
investors and upon which a profit tax has been paid may be repatriated without ad.
ditional tax.

Regulatory policies: There are no performance requirements imposed by law as a
condition for foreign investments. However, in tendering bids for purchasing
privatized companies or forming joint ventures with state companies, foreign compa. -
nies are often required to offer employment guarantees or technology. Lithuaman
law gives foreign investors the right to lease land for 99 years, but bars foreigners
from owning land. However, as a condition for EU membership, Lithuania is re-
quired to lif the constitutional ban on foreign property ownership. The Lithuanian
Parliament is expected to amend the Constitution to meet EU standards by 1996.
4. Debt Management Policies

Lithuania has acknowledged only that portion of the Soviet debt incurred by Lith-
uanian entities for uses in-Lithuania. Negotiations on this matter are in progress.
Lithuania has received balance of payments support from the European Union and
the G-24 countries. The IMF hasprovided a stand-by arrangement and a systematic
transformation facility. The WorldBank and the European Bank for Reconstruction
and Development have contributed. Lithuania's budget deficit for 1995 is about two
percent of the planned GDP, and is well within IMF targets.
5. Significant Barriers to U.S. Exports

There are no direct barriers to U.S. exports. However U.S. exports are hindered
by a weak economy, rigid bureaucratic system, and the absence of a solid infrastruc-
ture for trade, such as telecommunications and banking facilities. U.S. exporters are
also hampered by the lack of export financing and other credit facilities. Customs

procedures at border crossings are time-consuming and burdensome owing to the
Pack of trainedpersonnel and inconsistent application of customs regulations.
The June 1905 Foreign Investment law determines the areas of economic activity

where foreign investment is prohibited or limited. Foreign investment is allowed in
all areas except defense, security and the manufacture of narcotics.
6. Export Subsidies Policies

The government has exercised controls on exports of certain scarce commodities.
There are no export subsidies.
7. Protection of Intellectual Property

Laws for the protection of intellectual property are adequate, but enforcement
mechanisms and implementing regulations are poorly developed. Lithuanian policy
has been to observe international-standards and to consider subscribing to inter-
national conventions beyond those accepted by the independent Lithuanian govern-
ments before World War II. Lithuania joined the World Intcllectual Property Orga-
nization (WIPO) in 1990 and plans to sign the Paris Convention for the protection
of industrial property. In April 1994, Lithuania signed an agreement with the U.S.
pledging to protect US. intellectual property. The LithuRnian Parliament is consid-
ering laws to address copyright enforcement, including amendments to the criminal
and civil codes.

8. Worker Rights
a. The Right of Association.-The 1991 law on trade unions and the Constitution

recognize he right of workers and employees to form and join trade unions and,
with certain limitations, to strike. There are no restrictions on unions affiliating
with international trade unions.

b. The Right to Organize and Bargain Collectively.-The Lithuanian collective
agreements law confirms the right to organize and bargain collectively. Lithuanian
trade unions engage in direct collective bargaining at the workplace as wage deci-
sions are increasingly being made at the enterprise level. The government issues
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periodic decrees that serve as guidelines for state enterprise management in setting
wage scales.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
labor and this prohibition is observed in practice.

d. Minimum Age for Employment for Children.-The adnimum age for employ-
ment of children in 16. Twelve years of schooling are compuhoory. These require-
ments are enforced through a system of inspections.

e. Acceptable Conditions of Work.-By law, white collar workers have a 40 hour
workweek. Blue collar staff have a 48 hour workweek with premium pay for over-
time. There are minimum legal health and safety standards for Lhe workplace. How.
ever, worker complaints indicate that these standards are sometimes ignored. The
minimum wage is adjusted periodically by the Parliament, but enforcement of the
minimum wage is almost nonexistent.

f. Rights in Sectors With U.S. Investment.-There is only a minimal level of US.
investment in any one sector. Worker rights are applied uniformly throughout the
economy and there are no known exceptions.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ..................................................................... ............ 0
Total M anufacturing ............................................................... (1)

Food & Kindred Products ............................. 0 (1)
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated......................... 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... 0

Wholesale Trade ...................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... 0
Other Industries ...................................................................... (2)

TOTAL ALL INDUSTRIES .................................................... (1)
ISuplpr•ed to avoid disclouing data of individual companies.
Slndlcataea value between $-500,000 and $600,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

FORMER YUGOSLAV REPUBLIC OF MACEDONIA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1985 prices) 2 ................. . . . .. . . . . .. . . . .. . . ..  1,427 1,313 N/A
GDP Growth (percent) ......................................... -16 -7 N/A
GDP (at current prices)a2 ................. . . .. . . . .. . .. . .. . . .. .  N/A N/A N/A
GDP by Sector (percent):

Agriculture/Fisheries ........................................ 23.9
Mining and Industry ........................................ 37.2
Trade ................................................................. 17.7
Construction ..................................................... 6.6
Tourismidervices................................. 5.9
Transport/Communications.................... 4.3
Public Services .................................................. 1.6

- 11 ý ý - ,% mol I I - -. 1 -- - -w- - - -4 ý ý ---- - .-
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Key Economic Indicators-Continued
(Millions of U.8. dollars unless otherwise noted]

1993 1994 19961

Other ......... ... 2.8
Net Exports of Goods and services ................. N/A

Real per capita GDP (1985 US$) ........................ 767 706 N/A
Labor Force (000s) 3............................................. 632 619 671
Unemployment Rate (percent)$8 ........... .. . . .. . .. . . . .. .  27.66 30 32

Money and Prices (annual percentage growth):
Money Supply (M2, million denars) ................... 28,053 33,015 N/A
Base Interest Rate ............................................... N/A
Personal Saving Rate. ......................... N/A
Retail Inflation ..................................................... 349.8 121.8 '9.0
Consumer Price Index ......................................... 462.0 228.3 N/A
Exchange Rate (denars/US$-annual average):

Official ............................................................... 23.60 43.20 39.20
Parallel .............................................................. N/A 45.00 39.30

Balance of Pyments and Trade:
Total Exports FOB5 . . . . . . . . . . . . . . . . . . .. .t 1,055.30 1,086.30 916.20

Exports to US.................................................. 61.70 39.50 29.40
Total Imports CIF5 ......................... .. . . .. . .. . . .. . .. . . . ..  1,199.40 1,484.10 1,187.40

Imports from U.S .............................................. 26.40 49.50 40.90
Aid from US. (fiscal years) ................................. 10.00 20.90 13.40
Aid from Other Countries ................................... N/A
External Public Debt ........................................... 702.90 737.10 N/A
Trade Balance ...................................................... -144.1 -397.8 -271.2

Trade Balance with U.S ................................... 35.3 - 10.0 - 11.5
11996 figures are embassy estimates based on available data.
'Government statistics are in transition from Gross Social Product accounting to GDP. Real GDP figures

are estimated and subject to later revision. Full nominal GDP figures for 1993-96 are not currently avail-
able.

BOfficial l6tor ftrse s include only employed and registered unemployed. Many workers are not reg-
istered or have shifted to the gray economy. Actual unemployment may therefore be lower-in the range of
20 p&rnt.

4This is an offical government figure. Independent confirmation of this figure does not exist at this time.
$ Marchandi se trade.

1. Genera/lPolicy Framework
The former Yugoslav Republic of Macedonia (FYROM) broke away peacefully from

the SFR Yugoslavia in November 1991. The new government quickly adopted a pro-
gram of political and economic reform aimed at creating a western-style democracy
with a liberal market economy. The country has made considerable advances to-
wards these objectives despite very difficult economic and political circumstances.

From the start FYROM ad to cope with a difficult economic transformation. The
breakup of the former Yugoslavia, the UN sanctions on Serbia, and a Greek embar-
go imposed on FYROM in a dispute over the country's name deprived it of over 60
percent of its former market andsuppliers. Additional economic dislocation was gen-
erated by the reforms, and by the general slowdown in trade with eastern European
countries. FYROM was also depnved of needed European Union technical and fi-
nancial assistance because of its dispute with Greece.

In 1994 FYROM began to move Forward with privatization and banking reform.
A severe financial austerity program stabilized the Macedonian denar andbrought
inflation down to low double digit numbers. In early 1995 the government began re-
structuring and privatizing its largest socially owned industries. New foreign invest-
ment., revenue collection and banking laws were also introduced to try and stimu-
late new economic grwth. it

With the lifting of the Greek embargo in October 1995 and the suspension of UN
sanctions on Serbia in late November -1995, there are now stronger prospects for an
economic upturn in the first quarter of 1996.
2. Exchange Rae Policies

Beginning in 1994, the FYROM chose a managed float of the denar against the
Deutiche Mark. In addition, as a result of the very restrictive monetary licy of
the National Bank, the Macedonian denar appreciated strongly against the US. dol-

om In -wo i IV ., I .. W-11.bý --
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lar throughout 1994 and 1995. The exchange rate dropped from 47.51 denar/dollar
in February 1994 to 37.01 denar/dollar in November 1995. This stable and restric-
tive monetary policy eliminated the parallel market for foreign currency.
3. Strntural Policies

The FYROM has made considerable progress in structural reform. The country is
in the process of privatizing its so-called socially owned capital, rehabilitating its
banks, and restructuring its 25 largest loss-making companies.

The underlying philosophy of the Macedonian privatization process is that it is
not intended to be an endin itself but rather part of the process towards, and part
of the mechanism for, an increasingly efficient economy. Emanating from this
central rationale are several consequent benefits:

I) a more stable evolution of the economy;
ii) the development of a capital market-
iii) the attraction of foreign capital; and
iv) enhanced credibility forthe total reform program.

It is expected that a total of 1,200 enterprises will be privatized, of which 790 will
be privatized in 1995. Most are defined as small (usually meaning fewer than 50
employees), but there are also approximately 300 medium-sized (fewer than 250 em-
ployees) and 115 large (more than 250) enterprises.

The portion of a company's share capital which is community-owned is known in
the FYROM as social capital. In theory, it is owned by the company's employees,
although they have been severely restricted as to what they can do with it. Its non-
transferability effectively rendered it valueless to any individual. It is this social
capital which is being sold in the privatization process.

There has so far been little success in attracting foreign investors. Two medium-
size companies were bought by long-standing foreign partners-a textile company
and a wood-processing firm. Other foreign buyers have so far been scarce. This has
had the effect of lowering the price companies can fetch in the market and helping
to increase worker perceptions of unfairness. Hopes that foreigners would buy into
the Macedonian tobacco industry have so far been unfulfilled.

On the whole, the privatization process is well-planned and is progressing as well
as can be expected under the pressure of two trade embargoes until mid-October
1995, and the general perception around the world that former Yugoslav republics
are a dangerous place to invest. As in most former socialist countries, the former
elite is taking the reigns as the new capitalists running the economy..Lack of a
voucher system to give the workers a guaranteed stake in the privatized economy
is one of the chief complaints of the trade unions and political opposition. The gov-
ernment took a conscious decision, however, that it needed all the revenue it could
get to provide support for laid-off workers and other needs.

The perception of unfairness may well increase the risk of social unrest here. On
the whole, however, the government has no choice but to forge ahead. The old, so-
cially-owned economy could not continue to function much longer. Recent credits
granted by international financial institutions and the Italian government should
help cushion the shock.

Stopanska Bank branches in Ohrid, Prilep, Kumanovo, Strumica, and Bitola have
become independent banks, no longer part of the Stopanska Bank family. The bank
branches are being split off as part of the requirements of the IMF structural ad-
justment credit. Stopanska Bank, which has about 60 percent of deposits, and bad
debt as well, must be reduced in size until it is no more than 1.8 times the size
of the next largest bank. The new branches will provide all domestic and inter-
national banking functions.

The law on loss-making companies was passed in January 1995; its basic aim is
to protect and advance the productive capacities of firms in the reconstruction jroc.
ess, to create efficient companies, and to transform the less functional parts of the
companies. The passage of the law was a precondition for a World Bank loan and
for support from the IMF for the transition program. In addition, the law provides
that claims by banks, public enterprises, and the state against these companies
(other than obligations towards the pension funds) be converted into shares in the
companies. The companies use money from the budget to cover their lack of funds
during the transformation. The funds are supposed to be employed only for profit-
able deals which have been planned as part the transformation programss of these
enterprises. Those companies most successful in cutting costs will have priority.

The program for restructuring the 25 largest loss makers resulted in at least
8,500 lay-offs in 1995. These workers are eligible for monetary compensation but by
no means have all of them received what they are owed.
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An individual income tax was introduced effective January 1, 1994. All income is
taxed on a differential scale that ranges from a minimum of 23 to a maximum of
35 per cent of gross income.
4. Debt Management Policies

According to the National Bank of Macedonia, the government acknowledges
$737.1 million in total principal debt as well as $428 million in accumulated interest
to various international financial organizations and creditors. The terms and repay-
ment plans for the various lending agreements vary. Total debt owed to the major
international financial organizations is as follows:

Commercial Banks: $272.5 million
Paris Club: $181 million
International financial institutions: $260.2 million
Others: $22.7 million

During 1995, FYROM had to repay $24 million to the World Bank, $14 million
to Euroma, $3 million to the MIF, $14 million to the European Fund for
Reintegration, $6 million to the European Bank for Reconstruction and Develop-
ment, and $0.3 million dollars to the IDA.
5. Significant Barriers to U.S. Exports

Apart from the political heritage of the region, there are no significant obstacles
to US exports. Only a few of products are subject to a quota regime and the quotas
are generally seasonal. However, the tariff schedule is complicated and rates vary
widely. The average duty is approximately 11 percent, but some are as high as 30
percent.
6. Export Subsidies Policies

There are no export subsidies.
7. Protection of U.S. Intellectual Property

Intellectual property is not protected effectively in the FYROM. There is wide-
spread piracy of computer software and videos. Private TV stations broadcast pirat-
ed videos without hiding the fact that the broadcast is pirated. However, some
progress was made in September 1995 when a draft law was prepared by the Min-
istry of Culture and submitted for revision and comment to the World Intellectual
Property Organization (WIPO), the Council of Europe, and as well to all diplomatic
representatives to the FYROM.
8. Worker Rights

a. The Right of Association.-The Macedonian Constitution provides that citizens,
except for military and police personnel and civil servants, have the right to form
and join trade unions.

The Council of Trade Unions of Macedonia (SSM) is the successor organization
to the former Communist Labor Federation. It maintains the assets of the old
unions and is the government's main negotiating partner on labor issues. While its
officers ma)y tend to oppose strikes because of the legacy of the past, they appear
to be genuinely independent of the government. An association of independent and
autonomous unions was formed in 1992, and independent unions have been able to
organize without harassment by the government or SSM.

The Constitution provides for the right to strike, and many brief strikes occurred
in 1994, mainly by employees of state-owned companies who were receiving their
pay months late. Often, the companies, cut off by the Greek embargo from manyforeign markets, simply did not have the funds to pay their workers. Trade unions
are free to affiliate internationally.

b. The Right to Organize and Bargain Collectively.-The Constitution implicitly
recognizes employees' right to bargain collectively, but collective bargaining is still
in its infancy. Parliament has not adopted legislation in this area. No law prohibits
anti-union discrimination, but no instances were reported in 1994 and 1995. There
are no export processing zones.

c. Prohibition of Forced or Compulsory Labor.-The Ministries of Labor and Inter-
nal Affairs effectively enforce legal prohibitions against forced labor.

d. Minimum Age for Employment of Children.-The constitutional minimum age
for employment of children is 15. Younger children, however, are often seen ped-
dling cigarettes or other smalh items, or working in family-owned shops or on family
farms. Children are permitted to work 42-hour weeks but may not legally work at
night. Education is compulsory through the eighth grade. The Ministries of Labor
and Internal Affairs are responsible for enforcing laws regulating the employment
of children.
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e..Acceptable Conditions of Work.-The average monthly wage in October 1995
was $2409(8,900 denars). The minimum monthly wage is, by law, two-thirds of the
average monthly wage, or about $160. The economic crisis meant that few workers
could stipport a family on their wages alone.

The official workweek is 42 hours, with a minimum 24-hour rest period and gen-
erous vacation and sick leave benefits.The Constitution calls for safe working conditions, temporary disability compensa-
tion, and leave benefits. Laws and regulations on worker safety exist2 but credible
reports suggest that the Ministry of Labor and Social Work which is responsible
for enforcing regulations pertaining to working conditions, does not enforce them
strictly.

f. Rfigh. in Sectors With U.S. Investment.--Conditions do not differ significantly
in foreign-invested sectors from those in the economy in general.

Data on U.S. investment in the FYROM is not available.

MOLDOVA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Gross GDP indicator (1990=100) ........................ 57.9 39.8 38.6
Real GDP Growth (percent) ................................ -1.2 -31.2 -3.0
GDP (at current prices) ....................................... 488.2 1,276.2 1,781.5
GDP by Sector ...................................................... N/A N/A N/A
Real Per Capita GDP (US$) ................................ 350 329 319
Labor Force (thousands) ...................................... 1,688 1,681 1,660
Unemployment Rate (percent). . . . . . . . . . . . . . . . .  . 0.7 1.1 N/A

Money and Prices:
Money Supply (M2) (lei millions) ....................... 348.2 675.9 1,092.2
Base Interest Rate (percent) ............................... N/A N/A N/A
Annual Inflation Rate .......................................... 837 104 23.8
Consumer Price Index (Dec 1991=1) .................. 1,255.5 2,568.1 3,179.3
Exchange Rate (MLD/US$-annual average):

Auction Rate .................................................... . 3.64 4.04 4.53
Balance of Payments and Trade:

Total Exports ........................................................ 393 618 636
Exports to U.S .................................................. 0.9 1.8 25.4

Total Imports ........................................................ 528 672 648
Imports from US.............................................. 14.2 19.2 220.0

Aid from U.S . ....................................................... .3.5 13.9 22.1
Aid from Other Countries ................................... 7.9 12.7 13.6
External Public Debt ........................................... N/A N/A 658.6
Debt Service Payments (paid) ............................. N/A N/A 68.7
Gold and Foreign Exchange Reserves 3s.............. N/A N/A N/A
Trade Balance ...................................................... - 135.1 - 54.6 - 12.3

Trade Balance with U.S ................................... - 13.3 - 17.4 - 14.6
'Official unemployment understates actual unemployment and underemployment.
sPigures are estimated based on available ten-month date.
EMoldova does not have gold reserves. Foreign exhange reserves are sufficient

for four months.
to cover import expenses

Note: FPigu. provided by the Ministry of Economy of Moldova. 1996 figures are estimated based on avail.
able elen-month data.

1. General Policy Framework
Moldova is a small landlocked country in the extreme southwest of the former So-

viet Union (FSU). The economic life of Moldova was highly integrated into that of
the Soviet Union, and the disintegration of the FSU has seriously affected Moldova's
economy. Moldova has a comparative advantage in agriculture, the most important
sector of the economy. Moldovan industry was organized to supply markets in the
FSU, with production concentrated in consumer goods and defense related products.
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The country is attempting to reorient its trade more toward the West, but its prin-
cipal markets remain inthe FSU.

The country has embarked on a policy of economic reform stressing privatization,
the creation of a free market economy, liberalization of foreign economic relations,
and the creation of conditions favorable to foreign and domestic Private investment.
In 1993 the government began a policy of trade liberalization. The majority of re-
strictions on exports and imports were abolished in 1994, and customs duties were
reduced by 50 percent in 1995. Moldova has s ned several agreements with the
United States, including a trade agreement (19924, an investment agreement (1993),
and an OPIC agreement (1992), and it is eligible for some Exim Bank cover. Trade
between Moldova and United States grew from $15.7 million in 1993 to $21 million
in 1994. In the first half of 1995, trade with the United States totalled $6 million.

The government plans a budget of $523.2 million in 1996, with a budget deficit
of about 3.4 percent. The budget deficit for 1995 is 3.5 percent. The government is
currently in the process of reviewing its budget and tax legislation and is attempt-
ing to stem loses from widespread tax evasion. As a general strategy, increased em-
phasis is being put on indirect taxes such as VAT and excise taxes. A new fiscal
code is also being discussed. In 1995 the Moldovan government plans to cover the
budget deficit by relying on sale of securities, national bank profits and inter-
national borrowing.

The National Bank of Moldova (NBM) has the responsibility for monetary policy.
It uses various tools to execute monetary policy, including credit auctions in which
local banks participate, reserve requirements, securities transactions and currency
exchange policy. In 1995 the total amount of NBM credits to the Moidovan overn-
ment was $40.6 million ($12.1 million to cover the budget deficit, $24.9 million for
state certificates). The bank plans to begin free market operations using treasury
bonds to conduct monetary policy and to phase out the use of credit auctions as a
monetary tool in 1996.
2. Exchange Rate Policies

In 1993 Moldova discontinued the policy of multiple exchange rates. The leu ex-
change rate is flexible and is established by transactions on the Moldovan interbank
currency market which operates daily under the supervision of the NBM. Currency
transactions are also permitted outside this market. In July 1995 Moldova abolished
current account transactions restrictions. As a result of the liberalized currency re-
gime, leu convertibility is ensured for current international transactions, and obliga-
tory foreign currency sales to the government have been abolished. Exporters are
permitted to hold export income on currency accounts, and the right of foreign in-
vestors to repatriate investment incomes is ensured.
3. Structural Policies

Moldova officially liberalized the prices of most consumer goods in January 1992,
though some prices remain subject to regulations. Several types of bread are sub-
sidized for pensioners, and prices for milk products depend on a certain profitability
ratio set by the government. Imported goods are exempt from regulations at the
wholesale level, but in some cases are subject to margin controls at the retail level.

Tax policies: The major taxes in Moldova include an enterprise income tax (30
percent); a value added tax (20 percent); an excise tax on wine and tobacco produc-
tion, natural gas, and luxury items (from 10 to 80 percent); taxes on agricultural
enterprises and private farms (depending on area and quality of land); Individual
income tax (from 10 to 50 percent); and import tariffs. In 1992 Moldova started a
two stage tax reform. During the first stage, the government adopted several pieces
of legislation regulating the taxation of legal and natural persons. During the sec-
ond stage, the parliament passed legislation on a value added tax, excise taxes and
local taxes. The parliament also adpted legislation on the taxation of banks and
other credit agencies that foresees the creation of risk funds. Monies from these
funds will cover bank credit losses. The parliament also introduced taxes on natural
resources, both for revenue purposes and to regulate their exploitation. A law in
support of small enterprises was adopted for the purpose of creating a favorable cli-
mate for small business development. This law grants certain tax concessions to
small business.
4. Debt Management Policies

Moldova is a member of several international financial organizations, including
the International Monetary Fund, the World Bank, and the European Bank for Re-
construction and Development (EBRD).

Moldova initiated the use of foreign credits in 1992. At the end of 1994 the total
amount of government guaranteed public credits was $490 million, including $61
millon of 1W credits. This amount does not Include loans of $259.5 million granted



234

by the Russian UGazprom* company to "Moldovagaz" in mid-1995 for energy re-
sources. In 1995 a new credit contracting system and new rgulations were estab-
ised for government guaranteed debt. as part of this, the Nfational Bank created
a new external credits registration system, which also records private, non-guaran-
teed credits, and established a credit committee to coordinate external credits.

In 1995 Moldova benefited from a variety of foreign economic assistance. A $30
million structural adjustment loan guaranteed by the World Bank supported eco-
nomic reform and covered the budget deficit. Moldova also signed a $30 million
agreement with the World Bank through which importers can provide suppliers
with guarantees against political risk. The EBRD offred a 'power efficiency" loan
of $2g million, of which $24.7 million is insured by EBRD to support energy sector
rehabilitation. Two credits totalling $24.2 million were afso granted by the EBRD
to the Victoriabank and Agroindbiank for the purpose of small and medium enter.
prises crediting. A new $W.5 million stand-by agreement for support of government
economic programs was signed with the IMF in March.
5. Significant Barriers to U.S. Exports

Import barriers: Other than customs tariffs which are being lowered, Moldova im.
poses no significant barriers to US. exports. however, in July 1994 the government
began requiring certification of imported products by the Moldovan Department for
Standard Metrology and Technical Oversight (DSMTO) or by SGS International of
Geneva. The purpose of the certificate is t ensure the good quality of imported
goods. DSMTO is in charge of establishing and accrediting bodies that certify im-
ported products.

Other barriers in Moldova to foreign trade and investments involve the improvingg,
but still somewhat underdeveloped-banking, insurance, legal, and travel services.
Moldova has applied for WTO membership.

Investment barriers: Existing legislation does not restrict foreign capitalpartici-
pation in Moldovan enterprises with the exception of certain state-controlledenter.
prises. Foreign equity participation in privatization of some government owned en.
terprises is now possible. Restrictions on the ownership of land are no longer abso-
lute, and land under privatized enterprises can now be owned by the enterprise
owners.

Customs procedures: There are two taxes levied on imports and exports in addi-
tion to import duties: a 0.15 percent tax on the total value of goods that benefits
the Customs Control Department, and a 0.1 percent tax on tota value that goes to
the state budget.
6. Export Subsidies Policies

Moldova does not practice export subsidization.
7. Protection of U.S. Intellectual Property

The USG has concluded trade agreements containing commitments to protect in-
tellectual property (IP) with all the republics making up the Newly Independent
States of the former Soviet Union. The agreement came into force in 1992.

The Berne Convention for the Protection of Literary and Artistic Works entered
into force in Moldova on November 2, 1995. In 1995, Parliament enacted a law pro-
tectina intellectual and industrial property, but enforcement of the law has been in.
effective. At this time, piracy of copyright materials is widespread (cable television,
audio and video cassettes, computer software, and books). However, the overall vol.
ume of piracy and the losses experienced by U.S. firms is still relatively limited.
8. Worker Rights

a. The Right of Anociation.-Moldovan laws passed in 1989 and 1991, which give
citizens the right to form all kinds of social associations, provide a legal basis for
the formation of independent unions.

b. The Right to Organize and Bargain Collectively.--The new constitution adopted
in 1994 declares that any employee may found a union or join a union. Nongovern-
ment workers (except those in essential services) have the right to strike. In 1995
teachers went on strike and there were several other labor actions.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by the
constitution. No cases of forced labor have been reported.

d. Minimum Age for Emiployment of Children.-The minimum age for employment
under unrestricted conditions is 18. Employment of those aged 16-18 is permitted
under special conditions including work only during days. Child labor is not used
in industry, though children living on farms do sometimes assist in the agricultural
sector.

e._Acceptable Conditions of Work.-The new constitution sets the maximum work-
week at 40 hours, and the labor code provides at least one day off a week. The state
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is required to set and check safety standards in the workplace. Workers have the
right to refuse to work but may continue to draw salaries if working conditions rep-
resent a serious threat to their health.

f. Rights in Sectors With U.S. Inve8tment.-There is little U.S. investment in
Moldova. Workers for foreign firms are generally paid higher wages and more regu.
larly than other sectors.

Data on US. investment in Moldova is not available.

THE NETHERLANDS

Key Economic Indicators
[Millions of U.8. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1990 prices) 2 .. . . .. . .. .. .. . . .. .................... 69,6322 76,341 283,802
Real GDP Growth Rate (percent) .................... 0.2 2.7 3.0
GDP (current prices)3 . . . .. . . .. .. . . .. . .. . ...................... 318,132 334,297 349,972
GDP by Sectors:

Agricultu re ........................................................ 12,308 12,769 12,000
Energy and Water ............................................ 5,016 5,104 6,000
Manufacturing .................................................. 57,379 61,113 65,000
Construction ..................................................... 13,852 14,363 15,000
Rents ................................................................. 27,148 27,846 29,000
Financial Services ............................................ 12,516 12,406 13,000
Other Services .................................................. 148,692 151,901 154,000
Government, Health and Education ............... 31,159 31,505 32,000
Net Exports of Goods and Services ................. 18,132 17,747 19,286

Real Per Capita GDP ........................................... 20,876 21,780 22,652
Size of Labor Force (000's) .................................. 6,247 6,321 6,399
Unemployment Rate (percent) ............................ 7.7 8.7 8.4

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 8.5 - 1.5 -1.0
Base Interest Rate4 ..................... . . . .. . . . .. . . . .. . . . .. . . ..  6.4 6.9 7.0
Personal Savings Rate ......................................... 8.1 7.9 8.5
Retail Inflation ..................................................... 1.3 1.0 0.5
Wholesale Inflation .............................................. - 1.9 0.8 0.3
Consumer Price Index ......................................... 109.2 112.2 114.5
Exchange Rate(guilderfUS$) ............................. 1.86 1.82 1.60

Balance of Payments and Trade:
Total Exports (FOB)s5.......................................... 129,066 139,275 145,852

Exports to US.................................................. 5,451 6,007 6,000
Total Imports (CIF) 5 ........................................... 120,406 131,580 133,461

Imports from US .............................................. 12,839 13,582 14,000
Aid from U.S ........................................................ 0 0 0
Aid from other countries ..................................... 0 0 0
External Public Debt ........................................... 0 0 0
Debt Service Payments(paid) .............................. 15,275 15,604 15,385
Gold and Foreign Exchange Reserves (end of

period) ............................................................... 41,338 40,815 39,560
Trade Balance 5 .......................... .. . . .. . . . .. . . .. .. . . . .. . . . .  8,659 10,440 12,390

Balance with US.S.............................................. - 7,388 - 7,575 -8,000
'Estimates based n available monthly data in November 1996.
XGDP at market price.
sGDP at fator costa.
4'Fiure are actual, av erage annual interest rate.'Merhandise Trade.
@All dollar figures have been convered to the aveang exchange rate of $1 to 1.82 Guilders for 1994.
Soureew Central Bureau of Statistics (CBS), NetherlandsCentral Bank (NB), Central Planning Bureau

(CPB).
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1. General Policy Framework
The Netherlands is a prosperous and open economy, and depends heavily on for.

eign trade. It is noted for:. stable industrial relations fostered through consultations
among employers, unions, and government; a large current account surplus from
trade and overseas investment; natural gas exports making Holland a net exporter
of a popular fuel; a geographic location as a European transportation hub with the
world's largest port (Rotterdam), one of Europe's main airports (Amsterdam.
Schiphol), and an excellent road, rail, and inland waterway system, making it a
p•rie production and distribution center for foreign firms seeking access to Europe.

Dutch trade and investment policy is among the most open in the world. The gov-
ernment has reduced its role in the economy since the 1980s, and privatization con.
tinues with little debate or opposition. Nevertheless the state dominates the energy
sector and plays a large role in transport, chemicals, aviation, telecommunications,
and steel.

A three-party, left-right coalition government has been in power since August
1994. After four years of slow growth--GDP grew on average 1.7 percent-the
Dutch economy is recovering. Driven by increased exports and domestic investment
GDP is forecast to grow by three percent in 1995-the highest rate since 1990-and
then slow to 2.5 percent in 1996. Unemployment is expected to remain at around
eight percent. Inflation has been low and-is projected to be two percent in 1995 and
2.25 percent in 1996. The Netherlands' current account is projected to show a sur.
plus equal to nearly four percent of GDP in 1995 and 1996.

In the 1996 budget, the government clearly committed itself to putting public fi-
nances in order and meeting the criteria for European Economic and-Monetary
Union (EMIU) set out in the Maastricht Treaty. Dutch fiscal policy aims at further
reductions in both public spending and taxation. The budget deficit is targeted to
fall from its current 3.7 percent of GDP to 2.75 percent of GDP in 1996, slightly
below the three percent EMU criterion. The stock of public debt will fall for the first
time, from 78.7 percent of GDP at the end of 1995 to 78.4 percent in 1996; this is
still well above the 60 percent EMU criterion.

The deficit is largely funded by government bonds. Since 1 January 1994 financ-
ing has also been covered by issuing Dutch Treasury Certificates (DTC). [TCs re-
place a standing credit facility for short-term deficit financing from the Central
Bank which, under the Maastricht Treaty, was abolished in 1994.
2. Exchange Rate Policies

Since the European Monetary System (EMS) was introduced in 1979, the Nether-
lands Central Bank (NB) has maintained a stable exchange rate between the guild-
er and the German mark using interest rate policy. The guilder is one of the strong-
est currencies in Europe. When the EMS fluctuation bands widened to 15 percent-
age points in August 1993, the Dutch and Germans agreed to keep the guilder in
the original 2.25 point fluctuation band. Because Germany is the Netherlands' main
trading partner, the link.with the mark is expected to stay intact. A strong guilder
should-encourage Dutch imports from the United States and reduce exchange rate
risks to US. investors in the Netherlands. There are no multiple exchange rate
mechanisms.

The NB exerts control over money market rates by adjusting short-term rates and
by varying the terms of banks' access to NB financing. The NB's open market policy
gives the bank a tool to influence short-term rates.

There are no exchange controls, although Netherlands residents must obtain an
exchange license for certain large international financial transactions.
3. Structural Policies

Limited, targeted investment incentives have been a well publicized tool of Dutch
economic policy to facilitate economic restructuring, and to promote energy con-
servation, regional development, environmental protection, R&D, and other national
goals. Subsidies and incentives are available to foreign and domestic firms alike and
are spelled out in detailed regulations. Subsidies geared to the above objectives are
in the form of tax credits which are usually disbursed through corporate tax rebates,
or direct cash payments in the event of no tax liability.

The investment premium regulation (IPR), the only major investment incentive
currently available from the central government, aims to encourage investment in
areas with high unemployment with subsidies for new investments industriall build.
ings and fixed assets). The IPR applies to investments of which at least 25 percent
is the investor's own capital. Grants range from 10 to 20 percent of the investment
in buildings and equipment, and sometimes land. A 20 percent grant is available
for new branch and restructuring projects, and 15 percent for expansion projects.
Local subsidies are also available from regional development companies.
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To combat relatively low spending on R&D by Dutch firms, the government set
up "Senter, an independent agency to encourage and financially assist/firms in in.
novative RUD projects in targeted fields. Senter's programs are open to firms with-
out regard to nationality of ownership that have Dutch-baued R&D operations.
There are few restrictions on size and other elenrents of participating firms, and se-
lection for funding is competitive. Senter emphasizes technology transfer, and many
programs are geared to linking firms from diverse sectors. Senter has a 800 million
guflder (over $40 million) annual budget. A similar agency, "NOVEM" has a 300
million guilder ($165 million) budget for energy and environment-related programs.

In another effort to attract investment, the government established an office in
1993 to give binding tax rulings to foreign companies in advance of investment.
While normal taxes are not relaxed, companies before making an investment can
clarif•v often favprably, tax situations that may be open to interpretation.

To finance restructuring Projects by medium and large Dutch enterprises,the gov-
ernment set up a 900 million guilder (about $495 million) industrial fund. The
money is furnished by the government, commercial banks, insurance companies,
pension funds, and the National Investment Bank (NIB). Financing for new projectsis available up to a ceiling of 50 million guilders per project. The fund was intended
to improve the structure and competitiveness of-the economy, but so far has been
used by just two large enterprises.The lack of interest in the NIB borrowing facility
may be attributed to the currently strong financial position of the Dutch business

4. Debt Management Policies
With a current aooant surplus of nearly four percent of GDP in 1995 and no for-

eign currency denominated external debt (all public debt is denominated in guild.
ers), the Netherlands is a major creditor nation. Nonetheless, since the early i980s,
the gross debt of the public sector (EMU criterion) has grown sharply to 19.1 per-
cent of GDP in 1994. If current policies are followed most observers predict a small
decrease in the stock of debt as a percentage of GDP in the next four years. Debt
service and rollover have risen to near mine percent of GDP. All of the govern-
ment's financing needs (budget deficit and debt servicing) are covered on the Dutch
domestic capita] market. There are no difficulties in tapping the domestic capital
market for loans. Government bond issues are usually over-subscribed, and public
financing requirements have recently been met long before the end of each fiscal
year. Since the late eighties, the Dutch have significantly improved their fiscal bal-
ance. The Netherlands is a participant in and strong supporter of the IMF, IBRD,
and other international financial institutions.
5. Significant Barriers to U.S. Exports

The Dutch economy is an open one. Dutch merchandise and services exports rep-
resent more than 50 percent of GDP, making the Dutch economy one of the most
internationally-oriented in the world. The Dutch support conscientious implementa.
tion by the EU of the Uruguay Round Agreements. The Netherlands is the ninth
largest U.S. export market, as well as the market with which the United States has
its largest bilateral trade surplus: $7.6 billion in 1994. That surplus was running
at an annual rate of $10 billion for the first six months of 1995. Total US. exports
to the Netherlands in 1994 were up 6 percent over 1993. U.S. exports to the Nether-
lands in the first half of 1995 grew by 23 percent from the same period in 1994,
which is likely to make 1995 another banner year. In 1994, imports from the US.
accounted for nearly eight percent of total Dutch imports. The Netherlands is among
the top three direct investors in the United States along with the United Kingdom
and Japan. Dutch accumulated investment in the US. in 1994 fell slightly to $70.6
billion from $72.2 billion in 1993. The United States is the largest investor in the
Netherlands; US. direct investment rose 15 percent to $24.1 billion in 1994.

Most trade barriers that do exist result from common EU policies. The following
are areas of potential concern for US. exporters to the Netherlands:

Agricultural trade barriers: Agricultural trade barriers are generally driven by the
Common Agricultural Policy (CAP), and common external tariffs that serve to se.
verely limit imports of U.S. agricultural products. Bilateral import barriers are con-
fined to the restrictive acceptable limits of Aflatoxin in peanut imports. These limits
are independent of EU directives and, at times, serve to restrict imports of U.S. pea-
nuts. Tedious administrative procedures on the other hand, hamper the import of
US. agricultural products, e.g., Genetically Modified Organisms (GMOs).

Offsets for defense sector contracts: The Defense Ministry requires all foreign con.
tractors to provide at least 100 percent offset/compensation for defense procurement
over five million Dutch guilders (about $2.7 million). The seller must arrange for
the purchase of Dutch goods or permit the Netherlands to domestically produce corn.

22-970 96-9



238

ponents or sub-systems of the weapons systems it is buying. A penalty system for
non-compliance With offset obligations is currently under consideration. Offsets were
an important factor in the tough competition in 1995 to sell combat helicopters to
the Ddtch, a contest wonby a eUntu. company.

Broadcasting and media legislation: Liberalizing amendments to the Dutch Media
Act admittinglocal and foreign commercial broadcasters into the Dutch cable net-
work took effect in 1992. Dutch compliance with the EU Broadcasting Directive and
its 50-percent-EU-content-where-practicable requirement is not primarily a bilateral
Issue but one between the United States and the EU. US. television programs are
POf•ar and readily available in the Netherlands.1 artels: Although the export sector of the Dutch economy is open and free of com-
petition restraints, cartels exist in the domestic sector of the economy. Cartels are
legal in the Netherlands if accepted for registration by the government. Cartel ar-
rangements include restrictions against market entry, restrictions on sales terri-
tories, and sales quotas. Cartels are not necessarily limited to Dutch companies. In
response to EU requirements to curtail cartels, the government plans to amend the
Economic Competition Act in 1996. Current legislation allows the formation of car-
tels, provided they ae not detrimental to the public interest; the new law will ban
cartelization unless it promotes the public interest. For the time being, cartels are
a potential threat to foreign firms seeking to do business in the Netherlands. How.
ever, the US. Embassy knows of only two complaints by U.S. firms of having been
disadvantaged by cartels in the Netherlands, and these did not involve exports to
the Netherlands.

Public procurement: Central government procurement is generally open and
transparent and complies with the EU procurement directive and the GATT Govern.
ment Procurement Code. However, independent studies show that transparency and
enforcement in this area can be deficient, especially at the local authority level, and
with offset or local content requirements. The EU utilities directive may actuallyhave a positive effect by forcing more public notification and ending the virtual mo-
nopoly of two Dutch companies in public utility construction for local authorities.
In any case, the Embassy had no complaints from U.S. firms in 1994 probably be-
cause U.S. firms operate primarily in the export oriented sector of the economy; at
the central government level of procurement, they appear to have experienced little
discrimination in public procurement in 1994.
6. Export Subsidies Policies

The EU is a signatory to the GATT Subsidies Code, making the Netherlands sub-
ject to the provisions of this code.

Under the Export Matching Facility, the Dutch government provides interest sub-
sidies for Dutch export contracts competing with government-subsidized export
transactions in third countries. These subsidies under the "matching fund" seek to
bridge the interest cost gap between a Dutch and foreign export contract which has
benefited from foreign interest subsidies. Under the Dutch scheme, the government
provides up to 10 million guilders (about $5.5 million) of interest subsidies per ex-
port contract up to a maximum of 35 percent per export transaction. To qualify, the
export transaction must have a Dutch content of at least 60 percent. For defense,
aircraft, and construction transactions, the minimum Dutch content is one-third of
the export portion of a contract.

The Dutch have a local content requirement of 70 percent for exporters seeking
to insure their export transactions through the Netherlands Export Insurance Com-
pany (NCM).

In the aerospace industry, the Dutch government has indirectly supported Fokker,
the Dutch aircraft manufacturer, with-loans and loan guarantees as well as with
direct support for development programs. In 1994, Deutsche Aerospace (DASA) pur-
chased a majority interest in-Forker, which the Dutch government (which ad
owned 31.8 Peent of the company) hoped would allow it to reduce support of
Fokker to a minimum. However, DASA is seeking more government support to fi-
nance drastic restructuring measures; these measures seem unavoidable if Fokker
is to survive as an aircraft manufacturer.

There are some subsidies for shipping. Under strict conditions, Dutch ship ownersordering new vessels or buying existi-ngvessels not older than five years may be eli-
gible for a premium of 10 percent of the contract price distributed over five years.
The present guideline is the seventh EU directive which allows a maximum aid
level of nine percent for shipbuilding after consideration of tax allowances. Despite
termination of the EU shipbuilding subsidies regime in 1996, the shipbuilding sub-
sidies budget has recently been doubled to 120 million guilders ($66 million)in 1995.
In conformity with the OECD understanding, the government also grants interest
rate subsidies (maximum two percent) to Dutch shipbuilders up to 805percent of a
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vessel's cost with a maximum repayment period of 8.5 years. This subsidy is only
available when it will be "matching" similar offers by non-EU shipyards. The budget
for subsidies to shipbuilders has been doubled to 80 million guilders ($44 million)
in 1995. The government may also guarantee loans to Dutch shipping companies for
investment purposes.
7. Protection of U.S. Intilectual Property

The Netherlands has a generally good record on IPR, with the exception of the
enforcement of anti-piracy laws (see below). It belongs to the World Intellectual
Property Organization (WIPO), is a signatory of the Paris Convention for the Protec-
tion of Industrial Property, and conforms to accepted international practice for pro.
tection of technology and trademarks. Patents for foreign investors are granted
retroactively to the date of original filing in the home country, provided the aplica-
tion is made through a Dutch patent lawyer within one year of the original fling
date. Patents are valid for 20 years. Legal procedures exist for compulsory licensing
if the patent is determined to be inadequately used after a period of three years,
but these procedures have rarely been invoked. Since the Netherlands and the Unit-
ed States are both parties to the Patent Cooperation Treaty (PCT) of 1970, patent
rights in the Netherlands may be obtained if a PCT application is used.

The Netherlands is a signatory to the European Patent Convention, which pro-
vides for a centralized Europew de patent protection system. This convention has
simplified the process for obtnng patent protection in the member states. In.
fringement proceedings remain within the jurisdiction of the national courts, which
could result in divergent interpretations detrimental to U.S. investors and exporters.
The enforcement of anti-piracy laws remains a concern to US. producers of soft.
ware, audio and video tapes, and textbooks. The Dutch Government has recognized
the problems in protecting intellectual property. Legislation was enacted in early
1994 to include computer software explicitly as itellectual property under the copy-
right statutes.
8. Worker Rights

a. The Right of Association.-The right of Dutch workers to associate freely is well
established. One quarter of the employed labor force belongs to unions, but union.
negotiated collective bargainng agreements are usually extended to cover about
three quarters of the workforce. Membership in labor unions is open to all workers
including military, police, and civil service employees. Unions are entirely free of
government and political party control and participate in political life. They also
maintain relations with recognized international bodies and form domestic federa-
tions. The Dutch unions are active in promoting workers' rights internationally. All
union members, except most civil servants, have the legal right to strike. Civil serv-
ants have other means of protection and redress.

b. The Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively is recognized and well-established. There are no union shop re-
quirements. Discrimination against union membership does not exist. Dutch society
has developed a social partnership among government, private employers, and trade
unions. This tripartite system involves al three participants in negotiating guide-
lines for collective bargaining agreements which, once reached in a sector, are ex-
tended by law to cover the entire sector. Such agreements cover most Dutch work-
ers.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the constitution and does not exist.

d. Minimum Age for Employment of Children.--Child labor laws exist and are en-
forced. The minimum a.e for employment of young people is 16. Even at that age,
youths may work full time only if they have completed the mandatory 10 years of
schooling, and only after obtaining a work permit (except for newspaper delivery).
Those still in school at age 16 may not work mere than eight hours per week. Laws
prohibit youths under the age of 18 from working at night, overtime, or in areas
which could be dangerous to their physical or mental development. In order to pro-
mote the employment of young people who have finished formal schooling, the Neth-
erlands has a reduced minimum wage for employees between ages 16 and 23.

e. Acceptable Conditions of Work.-Dutch law and practice adequately protect the
safety and health of workers. A forty hour maximum work week is set by law, but
collective bargaining agreements generally establish the work week. The average
workweek for adults working full time is 38 hours, but collective bargaining negotia-
tions are heading towards an eventual 36 hour work week. The legally-mandated
minimum wage is subject to semi-annual living cost adjustment. Working conditions
are set by law, and regulations are actively monitored.
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f. Rights in Sectorn With U.S. Investment.-The worker rights described above
hold equally for sectors in which U.S. capital is invested.

Extent of U.S. Investment in Selected Industries,--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.8. dollars]

CatapayAmount

Petroleum............................................... ................ ......... 1,484
Total Manufacturing ............................................................... 8,908

Food & Kindred Products........................1,o96
Chemicals and Allied Products..................... 3,870
Metals, Primary & Fabricated ........ .. .............t 550
Machinery, except Electrical .. ..................... 813
Electric & Electronic Equipment...... ................. 587
Transportation Equipment ................................................... 95
Other Manufacturing ......................................................... 1,896

Wholesale Trade ..................................................................... 3,494
Banking .................................................................................... 149
Finance/Insuranca/Real Estate .............................................. 7,959
Services .................................................................................. 1,291
Other Industries ...................................................................... 866
TOTAL ALL INDUSTRIES .................................................... 24,150

Source: U.S. Departmnt of Commec, Bureu of Economic AnalysLs.

NORWAY

Key Economic Indicators
[Millions of U.8. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1992 prices) ....................................... 112,917 119,353 124,605
Real GDP Growth (percent) ................................ 2.1 5.7 4.4
GDP (at current prices) ....................................... 115,847 123,276 147,476
GDP by Sector (at current prices):

Agric., Forestry, & Fishing. .. 2,942 3,035 3,500
Energy & Shipping ............... .... .0. 21,892 22,182 26,900
Manufacturing & Mining ................................. 13,194 14,422 16,960
Construction ..................................................... 3,693 4,143 5,V100
Rents ................................................................. 8,672 8,812 10,350
Financial Services ............................................ 5,270 5,665 6,660
Other Services .................................................. 41,427 45,311 55,056
Government, Health, & Educ ................o18,757 19,706 22,950
Net Exports of Goods and Services ................. 7,524 7,409 9,444

Real Per Capita GDP (92 $) ................................ 26,138 27,501 28,579
Labor Force (000s) ............................................... 2,131 2,151 2,190
Unemployment Rate (percent) ............................ 6.0 5.4 5.0

Money & Prices:
Money Supply (M2) (percent change) ................. 0.5 6.6 5.0
Base Interest Rate2 (percent) ............................. 6.8 6.8 8.5
Personal Savings Rate (percent) ......................... 8.2 6.6 5.0
Retail Inflation (percent change) ........................ 2.0 1.8 2.5
Wholesale Inflation (pct change) ........................ -0.1 1.4 1.5
Consumer Price Index (1979=100) ..................... 250.3 253.8 260.1
Exchange Rate (NOK/US$) . . ..........47.09 7.06 6.30
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Key Economic Jndicators-Continued
Million oof UA ddolals unlem otherwise notedJ

1•1993 m19

alceof Paymnts and Trade:
Total Exports FOB................. 32,205 34,784 43,817

Exports to U......S.. 1,901  2,244  2,523

Total Imports CIFI.............. 25,340 28,024 34,127
Imports from U.s ........................................... 1,945 2,004 2,206

Aid from U• .................. S 0 0 0
Aid from other Countries .................................... 0 0 0
External Public Debt ........................................... 9,935 9,617 8,000
Debt Service Payments (Paid)' ................ 447 439 468
Gold and Foreign Exchange Reserves..........21,813 20,045 23,000
Merch. Trade Balance .......................................... 6,865 6,760 9,190

BalanceWith Us .......................................... -44 240 317
21996 Fixarwe all 3M .. t.ed a onI ....lyData in No..mbe..1996.
&Norwwegilo Ut= Export. eld. Norwegan l shipped to the U.m . frm UK terminals.

1. General l icy Framework
Oil, gas, and hydroelectric energ will continue to dominate Norway's resource

base and drive the country's econoniflc growth for at least the next two decades. Nor-
wegian territorial waters contain 20 years of proven oil reserves and a 115-year sup-
p' of natural gas, with new discoveries continually being made. Energy-intensiveddustries, such as metal p and fertilizerpreduction, will remain promi-

nent on the mainland due to the availability of abundant hydropower.
There are some constraints which limit Norway's economic flexibility and ability

to maintain international competitiveness. The labor force is limited by Norway's
small 4.3 million population and a restrictive immigration policy. Norway is also a
high cost country due to oil revenue, a highly centralized collective bargaining sys.
tem, and the government's long tradition of generous social welfare benefits. Several
inefficient sectors, including agriculture, survive largely through subsidies and pro-
tection from international competition. These sectors face a long period of adjust-
ment as the government implements its obligations under the Uruguay Round and
the European Economic Area (EEA) Accord, which is bringing Norway into the Eu-
ropean Union's (EU's) 'Single Market."

State intervention in the economy is significant. The government owns just over
50 percent of domestic businesses, includin-g a majority stake in the two largest in.
dustrial conglomerates and the two largest comercial .banks. While new legislation
governing investment was implementd min 1995 to meet EEA and 0 obligations,
there is still extensive screening of foreign investment and restrictions on foreign
ownership.
- The government's dependence on petroleum revenue has increased substantially

over the past two decades, now generating about half of total government revenues.
Due to high social welfare expe-ditures, the government has relied on oil revenue
to cover shortfalls in the non -oi portion of the budgt. Budgetary equilibrium has
improved substantially ne the o M low point. Tighter budgetary discipline and
increasing oil revenue will enable Norway to eliminate its net foreign debt in 1995;
and the government is projecting its first budget surplus of about $1.7 billion (2 per-
cent of the budget) for 1906. The surplus is being set aside in a fund to supplement
future budgets er 2015, when oil revenues may be substantially less.

No gene tax incentives exist to promote investment, although tax credits and
government grants am offered to encourage investment in northern Norway. Several
specialized stae banks provide subsidized loans to sectors including agriculture and
fishing. Transportation allowances and subsidized power are also available to indus-
try.-Although rejet EU membership in November 1994 following a national ref-
erendum, Norway has preferential access to EU markets and theoretically is bound
to nearly all EU directives (except regulating agriculture) through the EEA Accord
which entered into force in January 1994.

The government controls the growth of the money supply through reserve require.
ments e on banks, open market operations, and variations in the Central
Bank overnigt lending rate. Since the government priority is to maintain a stable

*
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exchange rate in relation to strong European currencies such as the German mark,
the Central Bank's flexibility is limited in using the money supply as an independ-
ent policy instrument.
2. fthange Rate Policies

Although the Norwegian krone (NOK) was officially uncoupled from the ECU in
late 1992, the policyo exchange rate stability relative to strong European cur-
rencies has caused the krone to strengthen significantly vis-a-vis the dollar during
1995.

Quantitative restrictions on credit flows from private financial institutions were
abolished in the late 1980s. Norway dismantled most remaining foreign exchange
controls in 1990. U.S. companies operating within Norway have never reported
problems to the Embassy in remitting payments.
3. Structural Policies

Norway remains highly dependent on its offshore oil and gas sector. Despite some
structural reforms in recent years, some of the government's highest economic prior-
ities include maintaining high employment, generous welfare benefits, and rural job
opportunities. Thus, parts of mainland economy-particularly agriculture and rural
industries--remain heavily protected and inefficient. Although modest progress has
been made in reducing subsidies to Norwegian industry, Norway's farm sector re-
mains the most heavily subsidized in the OECD.

A revised legal fr-amework for the functioning of the financial system was adopted
in 1988, strengthening competitive forces in the market and bringing capital ade.
quacy ratios more in line with those abroad. Further liberalization in the financial
services sector occurred when Norway joined the EEA and accepted the EU's bank.
ing directives. The Norwegian banking industry continues to struggle with bad loan
portfolios and overstaffing, although they have returned to profitability following the
banking crises in the earFy 1990's.

Norway has taken some steps to deregulate the non-bank service sector. However,
large parts of the transportation and telecommunications markets remain subject to
restrictive regulations, including statutory barriers to entry. Looking ahead, the
GON remains committed to an ambitious structural reform program which may
gradually improve U.S. market access, but progress will likely be slow for political
reasons.
4. Debt Management Policies

Norways prudent budgetary and forei debt policies in recent years are limiting
the state s exposure in foreign markets. The government's gross external debt (for-
eign liabilities) of about $10-billion at the end of 1994 is likely to continue declining
through 1998; and Norway's net foreign debt (foreign liabilities less foreign assets)
will evaporate in 1995.

Since 1990, the government has allowed the private sector increased access to
long-term foreign capital markets to facilitate improvements in the term structure
of its foreign debt. Following the floating of the krone, foreign capital inflows have
contributed to falling Norwegian interest rates.
5. SgOn ant Barriers to U.S. Reports

Norway supports the principles of free trade but significant barriers to trade re-
main in place. While Norway is .in the process of reforming its agricultural support
regime, the government maintains high agricultural tariffs which are administra-
tively acjustd when internal market prices fall outside certain price limits. These
unpredictable administrative tariff adjustments disrupt advance purchase orders
and severely limit agricultural imports into Norway from the U.S. and other distant
markets.

State ownership in Norwegian industry continues to raise competitive issues in
a number of sectors including telecommunications, financial services, oil and gas,
and alcohol and pharmaceutical distribution. Despite some ongoing reforms, Norwaystill maintains regulatory practices, certification procedures and standards that
limit market access for US. materials and equipment in a variety of sectors, includ-
ing telecommunications and oil and gas materials and equipment.

While there has been substantala-banking reform, competition in this sector still
remains distorted due to government ownership of the two largest commercial
banks, and the existence of specialized state banks which offer subsidized loans in
certain sectors and geographic locations.

Restrictions also remain in the distribution of alcohol and medical drugs which
historically have been handled through state monopolies. Norway is obligated to ter-
minate these monopolies under the EEA Accord but implementation is slow. The
European Free Trade Association (EFTA) Surveillance Agency (ESA-the organiza-
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tion responsible for insuring EEA compliance) has been monitoring Norway's
progress in these area. While Norwegian policy clearly favors liberalization,
progress has been limited due to opposition by Norwegian trade unions and other
interest groups which are concerned about safeguarding national ownership.
6. Export Subsidies Plci.es

As a general rule the Government of Norway does not subsidize exports, although
some heavily subsidized goods, such as dairy products, may be exported. The gov.esmient indirectly subsidizes chemical and metal exports by subsidizing the elec-
tricity costs of manufacturers. In addition, the government provides funis to Nor.
wegian companies for export promotion purposes. Under its WTO obligations, Nor.
way is reducing its agricultural subsidies in stages over six years. Norway has also
ratified the OECD 011pbuilding subsidy agreement and is eliminating those sub-
sidies as of 1996,provided the agreement is ratified by other major shipbuilders in-
cluding the UnitedStates and Japan.
7. Protection of U.S. Intellectual Property

Instances of Norwegian misappropriation of US. intellectual property are mini-
mal and its effect on IJS. trade negligible. Norway is a signatory to the principal
international intellectual property accords, including the Berne copyright and Uni-
versal Copyright Conventions, the Paris Convention for the Protection of Industrial
Property, and the Patent Cooperation Treaty.

Effectively curbing piracy is an important aspect of Norway's intellectual property
regime. Norwegian manufacturers, For example, frequently complain about the un-
authorized reproduction of furniture and appliance designs andc the sale of the re.
sultan goods in other countries, with no compensation to the Norwegian innovator.

Product patents for pharmaceuticals became available in Norway in January
1992. Previously, only process patent protection was provided to pharmaceuticals.
8. Worker Rights

a. The Right of Association.-Workers have the right tol associate freely and to
strike. The government can invoke compulsory arbitration under certain cir-
cumistances with the approval of Parliament.

b. The Right to Organize and Bargain Collectively.-ADI workers including govern.
meant employees and the military, have the right to organize and to bargain collec.
tively. Labor legislation and practice is uniform throughout Norway.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by law
and does not exist.

d. Minimum Age for Employment of Children.--Children are not permitted to
work full time before age 15. Minimum age rules are observed in practice.

e. Acceptable Conditions of Work.-Orfdinary working hours do not exceed 37.5
hours per week, and 25 working days of paid leave are granted per year (31 days
for those over 60). There as no minimum wage in Norway, but wages normally fall
within a national wage scale negotiated by labor, employers, and the government.
The Workers' Protection and Working Environment Act of 1977 assures all workers
safe and physically acceptable working conditions.

f. Rights in Sectors With U.S. Investment.-Norway has a tradition of protecting
worker rights in all industries, and sectors where thremis heavy U.S. investment
are no exception.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Capwry Amount

Petroleum ................................................................................. 3,089
Total M anufacturing ............................................................... 592

Food & Kindred Products................Of*..........0(i)
Chemicals and Allied Products ........................................... 12
Metals, Primary & Fabricated............... ......... 2
Machinery, except Electrical ............................................. (1)
Electric & Electronic Equipment ....................................... 9
Transportation Equipment ................................................ . 0
Other M anufacturing ......................................................... (1)

W holesale Trade ...................................................................... 197

llllm[ 0S m a
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Extent of UA. Investment in Selected Industries,--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

Millions of U.S. dollars]

Catr7y Amsount
Banklig .......................................... 100
Finance/insuranc/Real Estate .............................................. 174
Services ..................................................................... 21
Other Industries ...................................................................... 114
TOTAL ALL INDUSTRIES .................................................... 4,286

1S Pwened to avo idedie data of In vidAM ompanlost
9uma: U.S. Doptment of Cemmov buiau of Zoseome AruAnyslu

POLAND

Key Economic Indicators
[Millions of(U.& dollars unle otherwise noted]

i i llilll u i llt199 1994 1996Il

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 658,442 61,484 65,500
Real GDP Growth (percent) ................................ 3.8 5.0 6.5
GDP (at current prices) ....................................... 85,853 92,577 114,109
GDP by Sector (percent): 1

Agriculture ........................................................ 6.6 6.0 N/A
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. 33.4 33.0 N/A
Construction ..................................................... 6.6 5.0 N/A
Rents.................N/A N/A N/A
Financial Services ............................................ N/A N/A N/A
Other Services .................................................. N/A N/A N/A
Govt Health, Education.........N/A N/A N/A
Net Exports: Goods, Services .......................... N/A N/A N/A

Real Per Capita GDP(9O BPS, US$) ............ 1,520 1,585 1,697
Labor Force (000s) ............................................... 17,321 17,320 2 17,820
Unemployment Rate (percent) ............................ 16.4 16.0 2 14.4

Money aid Prices (annual percentage growth):
Money Supply (M2) ............................................. 28.8 38.70 264.3
Base Interest Rate........................ 35.0 33.0 29.0
Personal Saving Rate....................*............ .20.3 20.4 221.3
Wholesale Inflation........ .......................... 37.0 27.9 21.8
Consumer Price Index ......................................... 37.6 29.5 23.0
Exchange Rate (Pzl/US$)5 ............... . .. . . .. . .. . . . . . .. . .  1.81 2.27 2.42

Balanceof Payment. and Tradi.
Total Exports FOB ........................ t14,143 17,240 20,408

Exports to U.S .................................................... 410.7 591.9 6353.5
TotImports CIF...................................... 18,834 21,569 23,322

Imports from US, ......................................o 974.5 840.1 6644.1
Aid fmom US......................................................... 96 75 90.4
Aid from other countries ..................... 370 330 N/A
External Public Debt..................... 47,246 42,170 41,160
Debt Service Payments (paid) ............................. 1,793 1,483 2,500
Gold and Foreign Exchange Reserves (Bile of

US$)..................... ......... 4.28 6.03 2 14.0
Trade Balance......................... -4,691 -4,329 -2,914

Balance with U.S .............................................. -563.8 -248.2 _-290.6
1Pe~h fpeengan GDP by meetrWdiffers &m these. utqutswW s ad o neAly not com~patible.

Fireo the ad Of the year.
Oempreed in Zlotame, as a ohmof MPt.

SA " wetYear.
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1. General Policy Framework
Six years after starting the transition to a free market economy, Poland recorded

its fourth consecutive yar of strong growth in 1995 as nne of the fastest expanding
economies in Europe. This recovery has been based on a surge in exports, industrial
output, and unregistered cross-border trade. An unofficial #rey market economy is
estimated at 20 to 30 percent of official GDP. In 1995, foreign reserves soared, the
zloty slipped only slightly against mor foreign currencies, and inflation continued
to decine, leading to a real appreciation of the zloty. Polish agriculture remained
handicapped by ifs structural problems, inefficient small farms, and lack of invest-
ment, but 1995 output returned to normal levels after several drought-plagued
years.

For the past two years, a coalition of the Post-Communist and Peasant Parties
has resisted strong pressures from its supporters to increase spending, and it has
held the budget deficit to less than three percent of GDP. Most of the deficit is fi-
nanced domestically, but Poland successfully returned to international capital mar-
kets in 1995 by floating a bond issue for the first time in yeers. Further progress
on public finance depends on comprehensive reform of the social welfare system. In
addition, although private sector output has risen from 28 to 55 percent of GDP
since 1989, much of that is the result of newly established firms and Poland still
has a large, inefficient state sector. Privatization efforts have slackened since 1992,
though 1995 saw the launch of a mass privatization plan and the first steps to open
a number of highly attractive sectors, such as copper and tobacco, to foreign inves-
tors.

Monetary policy remains-in the hands of the independent National Bank (NBP)
which focuses on control of monetary aggregates to maintain economic stability and
reduce inflation. The main challenge the NBP faced in 1995 was to restrain money-
supply growth caused by the rapid'build-up of foreign exchange reserves. The strong
zloty and significant reserves owed Poland to repay its M1F standby loan ahead
of schedule in 1995.

Poland's main foreign economic policy goal remains European Union (EU) mem.
bership. Its association agreement with the EU came into force in 1994, and acces.
sion negotiations are likely to start in 1997. Poland is now focussing on the steps
necessary to harmonize its legal structure with EU directives and norms. However
problems remain over agriculture, anti-dumping actions and other limits by the EU
on Polish exports, as well as product standards. As an intermediate step towards
regional integration Poland has been the principal proponent of widening and deep-
ening the Central European Free Trade Agreement (CEFTA), which currently in-
cludes Hungary, Slovakia, Slovenia, and the Czech Republic.

Poland offically joined the World Trade Organization on July 1, 1995, although
it still has not formally re-acceded to the GATI. Certain WTO provisions, such as
TRIPS (trade related intellectual property measures) will come into effect in 1996.
Poland also aims to become a member of the Organization for Economic Cooperation
and Development (OECD) by mid-1996, once it carries out additional measures to
liberalize capital flows, regulations governing investments, and real estate trans-
actions involving foreigners.
2. Exchange Rate Policies

Since 1990 the Polish zloty has been internally convertible for all current trans-
actions, including full repatriation of profits on foreign investments. In 1995 Poland
achieved DO Article VI current account convertibility. The NBP began a policy
in 1991 of managing the exchange rate through a crawling peg mechanism which
currently devalues the zloty 1.2 percent per month against a basket of reserve cur-
rencies (in percentage terms: Dollar-45; Deutch Mark-35; Sterling-10; and
French and Swiss Francs-5 each). In mid 1995, the NBP allowed the zloty to float
within a seven percent band of the g, which effectively resulted in a one-time ap-
preciation of about six percent.W e crawling pe; mechanism is designed to
offset domestic inflation and keep Polish exports competitive, the gap between 4nfla-
tion and the nominal devaluation has meant continued real appreciation of the zloty
in 1995 and a resulting loss in competitiveness for Polish exporters.

Although the zloty is fully convertible for current account transactions, capital ac-
count transactions still require a permit from the Central Bank. In 1995, Par-
liament liberalized the forei exchange law further by allowing Polish companies
to hold foreign currency bank accountsY-Polish citizens have long-had this right.
3. Structural Policies

Prices: Most subsidies and controls on the prices of consumer goods were elimi-
nated in Poland's 1990 ^big bang' reform shock therapy. Poland continues to sub-
sidize a few agrultural-related items, including pesticides and fertilizers, and ad-
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ministratively sets prices for fuel and Public transpX)rtation. A 1994 Rent Reform
Act sharply curtailed indirect rent subsidies in public housing (about one-third of
housing stock). An anti-trust office in responsible for policing the competitive prac-
tices of Polish enterprises and keeping them from exploiting their monopoly posi-
tions in the domestic market.

Taxes: Poland has successfully introduced a modern tax system, though inconsist-
ent tax administration remains a complaint of U.S. investors. Poland inaugurated
a series of special economic zones in 1995 which will provide foreign investors with
substantial tax holidays for the first years of operation. The largest source of gov.
ernment revenue is the Value-Added Tax introduced in 1993. A number of politically
powerful &ate-owned enterprises continue to enjoy special tax breaks--the largest
source of subsidies left for Polish industry. Poland complies with the harmonized
tariff system schedule-customs duties remain a significant source of revenue at
about ten percent. All conmodities imported into Poland in 1995 were subJect to an
obligatory five percent import tax in addition to customs levies; this will drop to

three percent in 1996.
Regulatory Policies: There are few restrictions placed on foreign trade. Any person

or firm registered as a business may engage in foreign trade. Import and export li-
censes and restrictions are generally confined to strategic goods. The primary dif.
ficulty concerns newly introduced product certification standards (see barriers
below). Another challenge for new products never before sold in Poland is the re-
quirement for Min;-try of Industry approval to use/sell new technology and/or prod-
ucts.
"4. Debt Management Policies

After a spectacular default in the 1980s, Poland has combined debt forgiveness,
p prudent financing, and a booming economy to complete a turnaround. In 1994, Po-
, and concluded a debt-reduction arrangement with the London Club group of com-
mercial banks which provided for an overall level of debt forgiveness of about 50
percent. Poland's 1991 Paris Club Agreement with western official creditors
achieved a similar scope of debt forgiveness. At the end of 1995, Poland's total for-
eign debt stood at $41.4 billion including $28.6 billion to the Paris Club, $7.7 billion
to the London Club, and $1.7 billion to the World Bank. As a result of soaring for-
eign exchange reserves, Poland fully repaid its IMF drawings in July 1995; total
debt repayments for the year totalled $2.5 billion. Foreign debt is projected to drop
to $39. billion in 1996.

In 1995 Poland received an investment grade rating from Moody's rating agency,
allowing ?or a successful return to the international credit markets with a limited
$250 million Eurobond flotation. Poland plans additional bond floats of approxi-
mately $500 million in 1996. With increasing foreign exchange reserves and a do-
mestic market which provides the bulk of financing, the modest borrowing is largely
for symbolic purposes--to demonstrate credit worthiness on commercial markets.
5. Significant Barriers to U.S. Exports

Import Licenses: Poland requires import licenses for some strategic goods: muni-
tions and military products, internationally-controlled strategic items, radioactive
materials, transportation equipment and certain chemicals. It also issues licenses
for beer and wine, fuel, cigarettes, and certain agriculture and food products (includ-
ing dairy and poultry). The plant quarantie inspection service issues a mandatory
phyto-sanitary import permit for all imports of live plants, fresh fruits, and vegeta-
blee into Poland.

Services Barriers: In general, Poland maintains few barriers in services. Tele-
communications stands as the primary exception; Poland refuses to break the do-
mestic voice transmission monopoly of Polish Telecom and Post (TPSA) or to allow
foreign firms to compete. While Poland permits foreign banks to establish subsidi-
aries in Poland, either wholly-owned or as joint ventures, the NBP has pressured
foreign banks to become involved in bailing out ailing Polish banks as an informal
condition for granting them their own banking license. NBP has also made it
known that it is not inclined to grant any more licensee for foreign bank branches
and has nc' issued any such licenses since it granted two in 1991. Foreign compa-
nies are py, ninent in the travel and tourism industry, but the Ministry of Industry
and Trade regulates entry.

Standards, Testing, Labelling, and Certification: Poland does not recognize inter-
national product standards butf sets its own. The primary Polish regulation which
may adversely affect U.S. exports is the requirement, as of January 1, 1996, for
some 1400 products to obtain P. safety "B" certificate from the Center for Testing
and Certification (PCBC) or one of 15 specialized institutes supervised by the PCBC.
As a result, U.S. exports accepted elsewhere in Europe may face difficulty in Poland
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and may be liable for fines amounting to 100 percent of the value of the goods sold.
Procedures to obtain waivers of certain technical requirements exist, but the US.
and EU are pressing Poland to scrap its own system and accept international prod-
uct and safety standards.

Investment Barriers: Polish law permits 100 percent foreign ownership of a cor.
poration, but it does not allow such foreign ownership of partnerships and sole pro.
prietorships. In preparing for OECD membership, Polish officials have stated they
Will introduce national treatment, improve capital flows, and relax restrictions on
foreign ownership of land. Currently the Ministry of the Interior must issue a per.
mit for foreign acquisition of real estate or a Polish enterprise owningreal estate.
Foreigners may lease forests and agricultural land for up to 99 years but may not
buy it outright. While the Ministry issues permits to a majority of the thousands
of yearly applications, it refuses a substantial number.

While foreigners may own 100 percent of a corporation, the Polish State Treasury
retains a golden share in most enterprises being privatized and restricts foreign
ownership to less than 50 percent in sensitive industries. While foreign companies
owning a strategic stake are meant to have managerial control of the enterprise, in
at least one joint venture, Centertel, the suppose ly passive Polish majority stake
holder sought to seize managerial control from the minority foreign partners.

Strategic sectors which require a permit from the Minister of Privatization for for-
eign investment include: seaport or airport management; real estate sales and serv-
ices; defense industries- wholesale trade in consumer goods; and legal and tax advice
services. Under Polish broadcasting legislation, a foreign investor may not own more
than a 33 percent stake.

Government Procurement Practices: Poland's new government procurement law,
which came into effect in January 1995 at the national level and will come into ef-
fect January 1996 at the regional (Gmina) level, is modelled on the UN model pro.
curement code. It is based on competition, transparency, and public announcement.
The only single source breaches of the stated preference of unlimited tender come
for reasons of state security or national emergency. The law established a Central
Policy Office of Public Procurement and a National Bulletin of Public Procurement
listing all tenders over 20,000 ECU. The bulletin is available in English on the
Internet: http: www.Urm.Gov.Pl uzp indexuzp.Htm

There are two elements of domestic preference in Poland's procurement policy.
First, there is a mandated 50 percent domestic content for all goods and services
provided, except for construction, it is 50 percent of both raw materials and labor.
In addition, domestic bidders are given a 20 percent price preference. According to
implementing regulations, compames with foreign participation organized under the
joint ventures act of June 14, 1991 may qualify for "domestic" status under procure-
ment laws. There is also a protest/appeals process for tenders viewed to be unfairly
awarded.

Customs Procedures: The rapid growth of imports since Poland's economy was
opened up six years ago, as well as the proliferation of traders, has strained Polish
customs' capabilities. Border and port facilities and personnel are overwhelmed by
the volume of cargo they must process. Communications between headquarters and
field offices is poor, leading to inconsistent application of the rules, and customs offi-
cials have been accused o7 incompetence and corruption, even by other Polish au.
thorities.

Poland has a harmonized tariff system; it signed the GATT Customs Valuation
Code in 1989. The customs duty code currently binding in Poland has different rates
for the same commodities, depending on the point of export. Poland's Association
Agreement with the EU grants EU country firms certain tariff preferences over US.
competitors.
6. Export Subsidies Policies

With its accession to the WTO Poland has ratified the Uruguay Round Subsidies
Code. Poland has also announced its intention to join the OEC)CD Code on Shipbuild.
ing but is requesting a five-year restructuring transition period. Poland has elimi-
nated its past practices of tax incentives for exporters, but it still offers, on a nego-
tiated basis, some tax holidays to foreign investors who plan to export. Poland also
provides for drawback levies on raw material imports which are, processed and reex.
ported in finished products within thirty days. A new law restructuring the sugar
refining industry essentially creates export subsidies for sugar, financed out of high
domestic prices.
7. Protection of U.S. Intellectual Property

The Polish government has made major strides in improving protection of intellec-
tual property rights. Laws are adequate, but enforcement remains problematic, re.
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suiting in continuing piracy and trademark Jnfrinrevwnt. A new Copyright Law in
1994 guaranteed nearly rll internationally recognized standards for the protection
of literary, musical, grapkical, software, and audio-visual works, as well as indus-
trial patterns. The one gap, concerning sound recordings by foreign artists, will be
closed in January 1996 as TRIPS related provisions of the WTO Agreement come
into effect. In addition to full adherence to te 1971 Paris Act of the Berne Conven.
tion, Poland is working with EU countries to update the Rome Convention, which
covers broadcasting as well as production of recordings. Poland's Trademark Law of
1985 and its patent provisions also provide prozection on internationally accepted
levels.

Most of the pirated or fake items available in Poland are imported from abroad
(CDs from Bulgaria and Russia; illegal hosiery from Italy) rather than being manu.-
factured in Poland. Industry associations estimate 1995levels of piracy in Poland
to be: 30 percent in sound recordings; 10 percent in books and video; and 90 percent
in computer software. With the advent of the WTO TRIPs Agreement in 1996, sound
recording piracy is expected to drop to less than ten percent.

Enforcement of the legal framework for copyrights and trademarks remains the
primary issue. Polish law enforcement authorities have willingly cooperated with
US. firms such as Dupont and Levi Strauss and industrial associations such as the
International Feaderation of the Phonographic Industry (IFPI) to defend their trade-
marks and copyrights in dozens of raids in 1995. However, Poland lacks the man-
power and resources to address the situation adequately and must often rely on the
rights holders to provide preliminary evidence of violations.

8. Worker Rights
Poland is in the process of drafting an entirely new labor code which will redefine

the rights and duties of employers and employees in much more general, less intru-
sive, free-market terms. The Polish Sejm (Parliament) has been working on the leg-
islation for three to four years.

a. The Rhit of Association.-Polish law guarantees that all civilian workers, in-
cluding military employees, police and frontier guards, have the right to establish
and join trade unions of their own choosing, the right to join labor -federations and
confederations, and the right to affiliate with international labor organizations.
Independent labor leaders reported that these rights were largely observed in prac.
tice.

b. The Right to Organize and Bargain Collectively.-The 1991 laws on trade
unions and resolution of collective disputes generally create a favorable environment
to conduct trade union activity. Labor leaders however, reported numerous cases
of employer discrimination against workers seeking to organize or to join unions in
the growing private sector.

c. Prohibition of Forced or Compulsory Labor.-Poland has ratified ILO Conven-
tions 29 and 105 on forced labor. Compulsory labor does not exist, except for pris-
oners convicted of criminal offenses and is otherwise prohibited by law. There have
been no reports of coerced or bonded labor.

d. Minimum Age for Employment of Children.-Polish law contains strict legal
prescriptions over the conditions in which children may work. In 1994, however, the
State Labor Inspectorate reported that increasing numbers of Polish children now
work and that many employers violate labor rules in employing them (underpaying
or paying them late).

e. Acceptable Conditions of Work.-The large size of the grey market economy
along with the insufficient number of labor inspectors complicate enforcement of
minimum wage requirements (currently about 75 cents/hour) and minimum condi-
tions for protection of workers' health and safety. Enforcement of standards is a sig-
nificant problem because the State Labor Inspectorate is unable to monitor suffi-
ciently either the state or private-sector, where a growing percentage of accidents
takes place.

f. Rights in Sectors With U.S. Investment.-Observance of the five worker rights
conditions in firms which have U.S. investment often exceed those of similar Polish
firms in those goods-producing sectors. In cases where American companies pur-
chase an existing Polish enterprise, unions usually continue to operate. There tend
to be no unions, however, where U.S. firms build new facilities.
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Extent, of U.S. Investment in Selected Industriose--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

(Mions o( U.S. dollar]

csawpty Amount

Petroleum ................................................................................. 0
Total Manufacturing ............fa c.. t ur"..... . ***#... .......... 350

Food & Kindred Products o d...........u c ts..... 161
Chemicals and Allied Products ........................ t................. 38
Metls Primary& Fabrrted ............................................ (1)
Machiry, excpt Electrical .............................................. 8
Electric & Electronic Equipmenti...............................e....... 3
Transportation Equipment ................................................. 0
Other Manufacturing ................. ,......*$so........ (1)

W holesale Trade ...................................................................... 28
Baa n.ig..(1)
Finance/Insurance/Real Estate .............................................. 20
Services .................................................................................... (1)
Other Industries ...................................................................... 45
TOTAL ALL INDUSTRIES .................................................... 515

I SuppunesW to aold dislodng data of inizvidual omp&nieu
Sourm: U.S. Department of Commem, Burau of Loonoule Analysis.

PORTUGAL

Key Economic Indicators
[Millions of U.S. dollar unlem otherwise noted]

1993 19941 1996

Income, Production and Employment:
Real GDP (1989 prices)53................... . .. . . .. . . .. . . . . .. . 654,173 52,032 60,120
Real GDP Growth (percent) ................................ -1.2 1.0 2.5
GDP (at current prices) ...... .............. 85,572 88,035 103,700
GDP by Sector.

Agriculture ........................................................ 4,364 4,578 5,289
Energy and Water ............................................ 3,423 3,609 4,252
Manufacturing ....... ................. 22,078 22,801 26,858
Construction ..................................................... 4,621 4,754 5,704
Services (uot) .................................................... 51,086 52,293 61,597
Net Exports of Goods, Services, and Trans.

fers4 .. . . . . . . . . . . . . . . . . . .  .. . . . . . . . -68 -1,886 -2,244
Real Per Capita GDP (US) ................................ 5,490 5,468 6,101
Labor Force (000s) ............................................... 4,471 4,530 4,517
Unemployment Rate (percent) ........................... .5.5 6.8 7.0

Money and Pricea (annual percentage growth):
Money Supply (M2) .............................................. 7.2 9.2 4.5
Base Interest RateIs .. . .  . . . . . . . . .  . . . .. .. . . . .  11.0 10.4 9.0
Personal Savings Rate ......................................... 13.9 12.6 12.0
Retail Inflation (percent) ..................................... 6.5 5.2 4.0
Consumer Price Index$ ....................................... 116.0 122.1 127.0
Exchange Rate (PF/S$) .................................. 160.8 165.9 150.0

Balance of PaymtenM and Trade.-
Merchandise Exports (FOB)'4............................. 17,069 18,483 14,903

Exports to U.S'. 670 916 533
Merchandise Imports (CIF)'4..................26,462 26,119 21,730

Imports from US.7 ...................... .765 967 558
Transfers from EU ............................................... 3,851 3,061 4,553
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Key Economic Indicators-Continuod
[Millions of U.. dollar unless otherwise noted]

199 19941 1996'

External Public Debt ........................................... 5,613 8,650 11,866
External Debt Service Ratio...........15.3 12.2 10.4
Gold and Foreign Exchange Reserves ................ 21,005 20,716 20,615
Trade balance ....................................................... -9,393 -7,636 -6,827

Balance with U.S .............................................. -95 -51 -25

4A# at 1A anacash ) bash (for 1996, Jam-Aum only.
99141ay Tnmsury Blls--prim markeL$New 8= 1101-100.
'JaIL-Jum only.

1. General Policy Framework
The government's ultimate goal is to modernize Portuguese markets, industry in-

frastructure, and workforce in order to match the productivity and income levels of
its more advanced European Union (EU) partners. Portuguese per capita GDP (on
apurchasing power parity basis) reached 64.5 percent of the EU average by end.

The government's medium-term objective is to be in the first tier of EU countries
eligible to join the Economic and Monetay Union (EMU) by 1999. To be eligible,
Portugal must reduce inflation, budget deficits, public debt, and interest rates in
line with convergence criteria set by the European Commission. The current policy
mix to meet these criteria includes continued budget discipline and tight monetary
policy in defense of a broadly stable exchange rate; wage and price moderation to
support the disinflation process- and privatization and trade policies to increase the
efficiency and productivity of the economy. Portugal's economy is based on tradi.
tional industries such as textiles, clothing, footwear, cork and wood products, bev.
erages (wine) porcelain and earthenware, and glass and glassware. Portugal
strengthened its position in the automobile industry in 1995 when the multibillion
dollar AutoEuropa project began to produce Ford and Volkswagen vans at a state-
of-the-art plant in Setubal for export to European markets. The country also has
a burgeoning tourism industry: in 1994, 21.7 million tourists arrived in Portugal
from Spain, the United Kingdom, Germany, France, and the United States.

Portugal traditionally runs a large merchandise trade deficit, which it finances
through net receipts from tourism, remittances from Portuguese workers abroad,
and net transfers from the EU. Net EU transfers in 1995 are expected to be about
$3 billion, or 3 percent of GDP. During 1989-1994, Portugal's current account was
broadly in balance and foreign direct investment averaged close to $2 billion, or 2.6
percent of GDP.

Fiscal Policy: The government finances its deficit largely through issuance of me-
dium-term escudo and foreign currency-denominated treasury obligations. Althoughescudo-denominated issues carry a significant risk premium, the GOP enjoys a solid
international credit rating and has ready access to international financial markets.
Three kinds of government spending put pressure on the deficit: spending on needed
health and education programs; domestic counterpart funding for major public in-
vestment projects co-financed with the EU' and large central government and state-
owned enterprise payrolls. As in other EU' countries, value-added taxes (17 percent
in Portugal's case raise prices to consumers. Other direct taxes, such the cylinder-
based automobile tax affect product demand in specific markets.

Monetary Poliy: fhe government subordinates monetary policy to the need to
maintain a broady stable exchange rate. Interest rates and the monetary aggre-
gates therefore generally reflect market conditions. The Bank of Portugal intervenes
as necessary-through liquidity absorption/provision and foreign exchange oper-
ations--to ensure medium-term price and exchange rate stability. The Bank of Kor.
tugal lowered banks' non-remunerated minimum required reserves ratio to 2 per-
cent from 17 percent in November 1994.
2. Exchange Rate Policies

Portugal participates with Belgium, Luxembourg, Denmark, Germany, Spain,
France, Ireland, the Netherlands, and Austria in the exchange rate and intervention
mechanism (ERM) of the European Monetary System (EMS). In accordance with
this agreement, Portugal maintains the spot exchange rates between the Portuguese
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escudo and the currencies of the other participants within margins of 15 percent
above or below the cross rates based on the central rates expressed in European
Currency Units (ECUs). The wider 15 percent band replaced a six percent band inAupt 1993.APortugues authorities continue to maintain a stable exchange rate to anchor

wage and price expectations. The authorities have thus far not used the wider 15
percent margins to ease policy, but rather have reacted to bouts of exchange rate
pressure by raising interest rates and intervening in the market. Since August
1993, the authorities have kept the escudo well within the old six percent band
against the German mark. Since the partial realignment of the central rate in
March 1995, the escudo has traded in the range of 104 to 105 escudos to the mark.
During 1994 and 1995, real dollar depreciation improved the price competitiveness
of U.S-.exports by some 15 percent: the dollar depreciated about 11 percent against
the escudo, while Portuguese inflation exceeded tat of the United States by-about
four percentage points. U.S. exports to Portugal increased accordingly over this
riod, although most experts agree resumption of economic growth and import
mand in Portugal was an even more important reason for the growth in U.S. ex-
ports.
3. Structural Policies

The Portuguese government continues to liberalize the economy to stimulate
growth and convergence with EU standards. Investment in new public infrastruc-
ture,privatization and foreign direct investment are changing the face of the econ-
omy and creating demand for U.S. exports.

Portgal is rapidly improving its road, energy, and sanitation infrastructure and
will receive $20 billion in EU structural funds during 1094-1999 to finance the in-
vestment. Large infrastructure projects related to the Lisbon World Exposition
(EXPO '98), the new Tagus River bridge, northern rail modernization, natural gas
pipeline, subways, highways, and dams offer numerous opportunities for US. ex-
porters of equipment and services.

The government is also rolling back the state presence in the economy through
full or partial privatization of state-owned enterprises. State-owned companies in

sectors such as telecommunications, steel, cement, and basic chemicals will be
streamlining and upgrading operations under private management and thereby cre-
ating new markets-for U.. goods and services. Foreign investment in the auto-
motive, electronics and financial sectors are steadily integrating Portugal's economy
with those of Europe and other developed countries. These investments will have
direct spillover effects for US. exports.
4. Debt Management Policies

Portugal's external debt is relatively small and can be serviced comfortably. Effec-
tive direct state external debt stands at about $12 billion--1l percent of GDP and
57 percent of forei# exchange reserves. In August 1995, the debt service ratio stood
at 10.4 percent, with long-term principal payment and interest payments amount-
ing to 7.4 percent and three percent, respectively, of current account receipts. Large
international reserves (amounting to 22 percent of GDP), and the ability to tap
international financial markets on favorable terms, enable Portugal to manage bal-
ance of payments pressures and maintain financial stability.

Portugal is an aid donor nation and closely follows development issues in its
former African colonies. Portugal's aid as a proportion of GDP exceeds the average
for the OECD Development Assistance Committee. Portugal participated in the debt
rescheduling negotiations for Algeria in the Paris Club with respect to its export
credits to Algeria.
5. Significant Barriers to U.S. Exports

As of January 1, 1993, al barriers to trade, capital flows and labor mobility be-
tween Portugal and its EUpartners were eliminated. Most barriers to U.S. exports,
therefore, are common to al EU member states.

Quantitative import restrictions remain for the following products: automobiles,
fabrics and nets, fuses? parts of footwear iron and steel tubes and pipes, and weav-
ing machines for certain countries. Textiles are covered by the Multi-Fiber Arrange-
ment MFA) and protected by EU-wide quotas that will be phased out over 10 years
under the Uruguay Round Agreement.

Portugal follows EU directives for standards, testing, labeling, and certification.
The PortugueseQuality Institute establishes national standards and implements
EU directives. Portugal has already adopted most EU directives into Portuguese
law. The Portuguese Telecommunications Institute sets standards for telecommuni-
cation products, and the National Laboratory of Civil Engineering sets construction
standards.
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Low voltage electrical and electronic equipment must meet the requirements of
EC directive 7/23/EEC. Imported textiles, apparel, and leather g must carry
a label indicating country of origin and composition by percentage of the fabric.

Policymakers mee foreign investment as a crucial pillar in building a more com-
petitive economy The government offers a very generous package of incentives to

vestors, including 100 percent foreign-owned subsidiaries. The package of incen-
tives can range from 25 to 35 percent of the total investment.

Portuga 's 990 privatization law limits foreign participation in sate-owned enter-
prises being privatized. In practice, however, these limitations have had no effect
on U.S. investors. Portugal lmits foreign (non-EU) investment to 15 percent in tele-
vision broadcasting an[ 25 percent in telecommunications firms. Only companies
headquartered in Portugal and whose maority of capital and management control
belongs to Portuguese national entities can receive licenses to operate marine and
air transport. Air transport between the Azores and mainland Portugal remains a
public monopoly.

Government procurement legislation makes no distinction as to country of origin.
In July 1993, the GATI' acce ted Portugal's list of entities covered by the Govern.
ment Procurement Code.
6. Export Subsidies Policies

Portugal instituted the Specii Program of Support for the Export Sector (PEASE)
to promote diversification of Portugal 's export markets. Under this program, the
government contracts with a private insurance firm, COSEC, to provide political
risk coverage for interbank credit lines to support Portuguese exports to "non-tradi.
tional" (high-risk) markets. State-owned Banco de Fomente e Exterior (BFE) which
owns 40 percent of COSEC, executes the transactions for the government. Through
BFE, the government has established credit lines and agreements with 16 target
markets: Algeria, Morocco Tunisia, South Africa, Zimbabwe, Namibia Argentina,
Chile Venezuela, Brazil, Czech Republic, Hungary, Slovenia, Poland, Iran, and Is-
rael. The total amount of credit made available for exports of consumer and inter.
mediate goods is $490 million; the total amount for capital goods is $187.5 million.
7. Protection of U.S. Intellectual Property

The Portuguese government passed a revised Code of Industrial Property which
became effective on June 1 1995. The new code conforms with the trademark and
patent provisions of the TkIPs agreement. Portugal's current substantive law on
copyright protection, promulgated in 1985 is also largely in accordance with TRIPs'
however, the Portuguese government is currently in the process of transposing EV
directives on rental and broadcasti into law. Penalty provisions also have yet to
be raised to TRIPs levels. Portugal is a member of the World Intellectual Property
Organization and isparty to the Berne and Universal Copyright Conventions and

•--the Paris Industrial Property Convention.
On October 20, 1994 Decree Law 252194, which transposes the EU software law,

entered into effect in Portugal. This law explicitly offers copyright protection for
computer programs and stipulates stiff fines for software piracy. The government
has undertaken greatt efforts to improve enforcement, but small-scale copying occurs.
Business and software organizations have taken a proactive role in the light against
piracy. Enforcement action against unauthorized copying of software and audio and
video cassettes has also become more common.

Enforcement of patent laws is sometimes weak but enforcement agencies are
being strengthened. The 1995 Code of Industrial Property significantly increased
penalties for trademark violation. In 1991, Portugal enacted patent protection for
chemical products, pharmaceuticals, and food products. Portugal's patent law also
contains compulsory license provisions for insufficient use.
8. Worker Rights

a. The Right of Association.-Workers in both the private and public sectors have
the constitutional right to associate freely and establish unions in the workplace "to
defend their interests. Unions may be established by profession or industry. Strikes
are permitted for y reason including political causes; they are common, and gen-
erally are resolved through direct negotiations. There are two principal labor federa-
tions. The General Confederation of-Portuguese Workem--lntersindical•(CGTP-N)
is linked to the Communist Party. It is affiliated with the European Trade Unions
Confederation (ETUC). The General Union of Workers (UGT) has links with the So-
cialist and Social Democratic parties and is affiliated with the International Confed-
eration of Free Trade Unions and the ETUC.

b. The Right to Organise and Bargain Collectively.-Unions are free to organize
without interference by the government or by employers. Collective bargaining is
guaranteed by the Constitution and practiced extensively in the public and private
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sectors. When collective bargaining disputes lead to prolonged strike actions in es-
sential sectors such as health, energy, or transportation, the government is empow-
ered to order the workers back to work for a specific period. Under a modification
of the strike provisions, a "minimum level of service" must be provided during
strikes in essential sectors.

c. Prohibition of Forced or Compulsory Labor.-Foreed labor is prohibited and
does not occur. This prohibition is enforced by the General Labor Inspectorate.

d. Minimum Age for Employment of Children.-The minimum employment age is
15 years. It will be raised to 16 when the period of 9 years of compulsory schooling
takes effect on January 1, 1997. The two main labor federations and observers from
other European countries have charged that a number of "clandestine" companies
in the textile, shoe, and construction industries exploit child labor. Despite improve-
ments in the number of inspections carried out by the General Labor Inspectorate,
however, the Government does not allocate resources sufficient to fully address the
problem, which remains unresolved.

e. Acceptable'Condition. of Work.-The national minimum wage (currently 52,000
escudos, or about $350 per month) was last adjusted on January 1, 1995, and is gen-
erally enforced but does not apply to workers below the age of 18. Current legisla-
tion limits regular hours of work to 8 hours per day and 44 hours per week, but
the current government is committed in principle to reduce the workweek to 40
hours. Overtime is limited to 2 hours a day, up to 200 hours annually. Workers are
guaranteed 22 days of paid annual leave per year. Employers are legally responsible
for accidents at work, and are required by law to carry accident insurance. Acci-
dents average between 70,000 and 75,000 per quarter. A relatively large proportion
are in the construction industry. These figures have focused the government's atten-
tion on improving worker safety, particularly in the construction sector. There is
also considerable concern about poor environmental controls in the textile industry.

f. Rights in Sectors With U.S. Investment.-Legally, worker rights apply equally
to all sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ...................................................................... .......... ()
Total M anufacturing ............................................................... 438

Food & Kindred Products ......................... 189
Chemicals and Allied Products .......................................... 65
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical ............................................ 4
Electric & Electronic Equipment ...................................... 89
Transportation Equipment ............................................... (i)
Other Manufacturing .................................................. 38

Wholesale Trade ............... .................. ................................ 361
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 126
Services .................................................................................... 190
Other Industries ............ .......................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,458

S ,uppesmed to avoid dis&loeing data of individual companies
Souree: U.S. Department of Commerce, Bureau of Economic AnalysisL
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ROMANIA

Key Economic Indicators
[MIll/on aof U.&. dollars unless otherwise noted]

1998 1994 1996

Income, Production and Employmen.:
Real GDP (billion 1993 lei)....................
Real GDP Growth (percent)....................
GDP (in current dollars).......................
GDP by Sector.

Industry .............................................................
Agriculture/Forestry ........................................
Construction ....................................................
Transportdrelecomms................
Trade/Tourism .................................................
Other Services............................
Net Exports of Goods and Services.............

Real GDP Per Capita (US$)....................
Labor Force (millions)........................
Unemployment (percent)......................

Money and Prices:
Lending Interest Rate (percent).................
Rate on Deposits (percent).....................
Retail Inflation 1  .. . . . . . . . . . . . . . . . . . .......
Exchange Rate (lei/US$-annual average): Offi-

cial .......................... ............
Balance of Payments and Trade:

Merchandise exports (FOB)...................
ExpAsrt toU S. .................................................

Meandise imports (FOB)....................
Imports to U.S ..............................

Trade Balance ................................................
Balance with US .........................

Aid from U.S. ..................................................
Aid from Other Countries2 ... . . . . . . . . . . .......
Debt Service Payments.......................
Gold and Foreign Exchange Reserves (net)3 .

19,733.3
1.3

25,961.4

8,930.7
5,477.8
1,220.2
1,739.4
3,245.1
5,348.2

-1,744.5
1,140.9

10.1
10.2

56.7
34.3

295.5

20,423.9
3.5

29,205.4

10,601.5
5,724.2
1,547.8
1,693.9
3,563.0
6,075.0

- 1,128.7
1,283.4

10.2
10.9

90.4
56.9
61.7

21,342.9
4.5

30,697.8

11,625.3
7,225.2
1,834.6
1,755.7
3,651.8
4,605.2

-1,545.0
1,352.0

10.2
9.5

48.5
36.0
29.0

760.1 1,655.1 2,150.0

4,892.1
39.0

6,521.6
202.0

- 1,629.5
-163.0

34.7
1,188.3

334.0
1,669.2

6,151.3
188.5

7,109.0
347.5

- 957.7
-159.0

44.1
1,148.9

624.2
2,759.5

7,000.0
217.7

8,500.0
425.0

-1,500.0
-207.3

43.5
1,088.0

797.0
2,250.0

I End of year retail inflation rate.
*Totlalassistancepledged by G,-24 countries, international financial institutions and P-A1RE program, los

aid (rem the United States.
&To oWmcil and commercial banking system net foreign assets at end of period.

1. General Polcky Framework
During 1995 Romania made substantial progress toward economic reform and re-

covery. The parliament passed long awaited laws on bankruptcy and mass privatiza-
tion. The latter committed Romania to transfer gratis to the public a majority of
the equity in 3,900 state-owned companies by April 1, 1996, a process which will
also create over 16 million new shareholders. Foreign investment rose steadil dur-
ing the year, with cumulative registered foreign investment reaching $1.55 billion
in October 1995 (up from $1.25 billion on January 1). Among the U.S. companies
making new commitments were Pizza Hut, Amoco, Reynold's Tobacco, McDonald's,
Procter and Gamble, Citibank, and IBM. On November 20, the newly-reopened Bu-
charest stock exchange began trading activity after a break of nearly 50 years. In
the same month, Romania reached agreement with the International Monetary
Fund on a one-year extension of the Fund's existing stand-by arrangement. This ac-
cord further reassured foreign investors and international capital markets of Roma-
nia's commitment to conservative fiscal and monelary policies.

These positive developments took place against a backdrop of accelerating eco-
nomic growth (GDP was expected to rise 4.5 percent to $30.7 billion in 1995), falling
unemployment, and generally declining consumer price inflation expectedd to9be 29
percent or 1995). The strong GDP growth rate was Romania's best since 1984. It
was based on a healthy revival of industrial output, an excellent grain harvest, and

ON
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a broad-based revival of construction activity. The main area of concern was the cur.
rent account balance, projected to be a negative $1.5 billion in 1995, which has dete-
riorated sharply due to the rapid growth of domestic consumption and the lagged
effects of an over-valued exchange rate early in the year. In order to support the
national currency against speculative pressure in November, the National Bank of
Romania raised its. discount rate to 52 percent. At the same time, the Finance Min-
istry used Its administrative authority to block government spending and hold the
consolidated 1995 government budget deficit to 2.9 percent of GDP.

Despito steady improvement in the overall economic picture, Romania's per capita
GDP F$1,352 in 1995) remains among the lowest in central Europe. As a result, liv-
ing conditions for much of the population are difficult. The average gross monthly
wage in Romania in October 1995 was roughly $135, an amount insufficient to pro.
vide a decent standard of living for most people. In rural areas, the small size of
Romania's 3,000,000 private farms (two hectares on averaRe) makes it difficult to
support efficient operations and generate surplus income for investment.

The reintegration of Romania into world markets is a central feature of govern-
ment economic policy. Romania signed an association agreement with the European
Union in December 1992. The European Union is by far Romania's most important
trading partner. In the first nine months of 1995, it accounted for 53.5 percent (or
$2.9 billion) of Romania's total merchandise exports of $5.4 billion and provided
49.9 percent ($3.4 billion) of its total merchandise imports of $6.8 billion. In con-
trast, the United States accounted for 2.6 percent ($140 million) of Romania's ex-
ports and 4.3 percent ($294 million) of its imports.
2. Exchange Rate Policies

As a part of its macroeconomic stabilization package, the National Bank of Roma-
nia liberalized Romania's foreign exchange auction system in April 1994. The re-
form, which replaced the former administered rate with a market-clearing rate set
by licensed commercial bank broker/dealers, substantially narrowed the gap be-
tween the official rate and that prevailing in the system of legalized exchange
houses. The relative stability of the leu following this reform allowed the National
Bank to implement a second-stage liberalization-involving the creation of a full.
fledged interbank market--beginning in August 1994.

The system operated smoothly until the winter of 1994-95, when the National
Bank of Romania, fearing the domestic consequences of a rise in imported energy
prices, used its influence to keep the leu steady at about 1800 per U.S. dollar. This
policy, though relaxed in February, helped contribute to a surge in imports and a
ballooning current account deficit. Romania's subsequent inability to finance this
deficit without resorting to drawdowns of its hard currency reserves led to severe
downward pressure on the national currency in late 1995. Between October and No-
vember 1995, the leu fell from 2100 per dollar to 2550 per dollar with no clear indi-
cation that a new equilibrium level had been achieved. Meanwhile, the gap between
the interbank rate and the exchange houses, where the leu traded at around 3000
per dollar, remained a cause of significant concern.

In late 1995, the National Bank of Romania moved decisively to address these
problems through a significant tightening of controls on commercial bank credit ex-
pansion and sharply higher interest rates. In November, the National Bank raisedits discount rate from 42 percent to 52 percent in an attempt to support the national
currency and prevent a flight to dollars. It also moved to shut down exchange
houses that ignored the central bank's regulations on hard currency transactions.
These rules prevent the removal of more than token amounts of leu from Romania
by private citizens. Romanians are also prohibited from holding foreign bank ac-
counts, though they are permitted to own U.S. dollar-denominated bank accounts
domestically. Private citizens are allowed to buy only $1,000 worth of hard currency
per year on an unrestricted basis. For those traveling abroad, the limit is set at
45,000per person per trip. Commercial companies must obtain an import license be-
fore buying hard currency, and all domestic transactions between Romanian individ-
uals and legal entities must be conducted in leu.
3. Structural Policies

Economic reform has entailed creating new laws in virtually every sphere, includ-
ing finance, commerce, privatization, intellectual property rights, banking, labor,
foreign investment environment, and taxation. Among the more recent develop-
ments have been lie passage of a bankruptcy act and the mass privatization law,
as well as several executive ordinances to assist state-owned enterprises in
downsizing and restructuring. The Parliament has also passed legislation for the
restitution of properties nationalized during the Communist era. Several gaps re-
main in the legal framework. Chief among these are the absence of a moder copy-
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Xrightlaw that Includes protection for computer software, a petroleum law thatwud regulate concessions for petroleum and gas exploration, and a modem trle.
communications law. Draft bills on all of these areas were before Parliament in late
1995.

Since 1989, Romania has gradually liberalized prices and eliminated most direct
producer and consumer subsidies. The main exceptions are in coal production, public
transportation, and household energy and heating. Among food products, the-prin.
cipal remaining subsidies as of November 1995 were for bread and milk. These
served to guarantee that a basic minimum of food would be available to allow the
survival of pensioners and others living on small incomes.

Romania continues to lag behind most other Central European countries with re-
gard to development of the private sector. In 1995, the private sector accounted for
about 40 percent of GDP and employed an estimated 52 percent of Romania's total
employment (5.2 million out of 10.1 million), including some three million farmers,
1.9 million owners and employees of private firms, and 300,000 self-employed indi.
viduals. Private sector activity accounted for about 14 percent of industrial output,
50 percent of construction activity, 70 percent of retail sales turnover, and 70 per-
cent of farm production. The new mass privatization program.should greatly assist
the expansion of the private sector, shining perhaps an additional ten percent of
GDP firm the state to the private sector. It should also help to create conditions
for the expansion of equity markets.

The restructuring and downsizing of state-owned enterprises continues apace
throughout the economy. In 1995, jobs were being eliminated in state industries at
a rate of approximately 7,500 per month. This trend is expected to accelerate as
companies are transferred to private ownership and improved management shifts
priority to enterprise profitability from the Communist-era objective of maintaining
employment levels. New regulations allow the government to pay up to six months
salary to workers who lose their jobs through restructuring. At the same time, the
government is increasing financial supervision of state enterprises that either incur
losses or generate chronic arrears.
4. Debt Management Policies

During the late 1980's, former dictator Ceausescu forced the liquidation of all for.
eign debt by accelerating repayments and exports in order to reduce foreign influ.
ence. By April 1989, Romania's debt was virtually zero and the country was briefly
a net external creditor. After the December 1989 revolution, foreign borrowing was
resumed. By the end of 1995, medium and long-term external debt amounted to
about $4.5 billion. Nonetheless, in 1994, debt service payments still amounted to
only 8.7 percent of Romania's exports of goods and services.

Romania signed a standby agreement with the IMW in May 1991 that provided
for $500 million in balance of payments assistance, plus up to $400 million in addi-
tional contingency and compensatory assistance. This program was terminated in
February 1992 when, as a result of the build-up of debt in state-owned enterprises
(essentially soft credits to suppliers), it became evident that Romania would not be
able to meet the IMF monetary growth target. Another standby agreement was ne-
gotiated in May 1992 that provided for assistance totaling• $440 million. This pro.
gram was also terminated fore the final trance of assistance had been drawn.

Negotiations on a third IMF program behn in March 1993. In February 1994,
the Romanian parliament approved the draft "Memorandum on Economic Policies"
and a reliminary 1994 budget in line with the proposed program. In May 1994,
the IMY approv Romania's request for a 19-month standby arrangement in the
amount of SDR 131.97 million and a first drawing under an SDR 188.5 million sys-
temic transformation facility. In November 1995, in the face of a deteriorating cur.
rent account balance Romania reached an agreement in principle with the IMF to
extend the program for an additional year.
5. Significant Barrier to U.S. Exports

Trade and investment barriers as traditionally defimed are not a significant prob.
lem in Romania. There are no laws which directly prejudice foreign trade or busi-
ness operations, although high tariffs make some foreign goods uncompetitive in the
Romanian market. The government generally makes a good faith effort to assist in
resolving disputes involving US. and Romanian firms and has given high priority
to developing closer business links with the West. However impediments to bilat-
eral trade and investment may still arise due to cultural differences, the nature of
the reform process, or attitudes and practices carried over from the days when Ro-
mania's economy was centrally planned.

The changing legal and regulatory environment has been a source of difficulty for
foreign comnies seeking to participate in the Romanian economy. There are few
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legal specialists qucpalifled to.interpret the cqmrercial implications of Romanian legal
developments ana there is little experience in Romania with Western contract prac-
tices. There are no effective means to enforce contracts. In addition, title insurance
is not available for property acquisitions and purchasers may be subject to legal
challenge by former owners or managers. Although bankruptcy legislation was en-
acted in August 1996, no companies have made use of the new procedures. The ab-
sence of effective legal recourse for claims against debtors io a further complication
for foreign investors.

The frequent shuffling of officials in both government and industry also poses
problems for outsiders. The importance of personal contacts and the custom of offer-
ing gratuities persist, often to he frustration of forei investors. The cost of doibusiness in Romania is significant, paticularly for o rental, transportation, and
telecommunication services. Most office supplies must be imported. The lack of an
efficient, modern payments system delays transactions within Romania. Payments
must generally be made in cash. The capital requirements for foreign investors are
not onerous, but income taxes are steep. Foreign companies investing over $50 mil-
lion qualify for certain tax exemptions. There -i a 60 percent marginal tax rate on
all salary income above $400 per month. In addition, Western concepts of service
arenot yet fully rooted. Many foreigners express concern that medical care available
to the expatriate community is below Western standards.

There are few investment barriers in Romania. The foreign investment law allows
up to 100 percent foreign ownership of an investment project (excluding land), and
there are no legal restrictions on the repatriation of profits and equity capital. For-
eigners may lease land but under the constitution are prohibited from owning land.
Joint ventures must be approved by the government. Extensive documentation is
necessary, but has not impeded the formation of such ventures. The Romanian De.velopment Agency attempts to match foreign investors with Romanian partners.

Since 19K, Romania hasregistered over 48,000 commercial companies with for-
eign capital participation. The total value of foreign investment reached $1.55 bil-
lion in October 1996. The overwhelming majority of this investment is small scale-
99 percent of the foreign investors together account for only 30 percent of the total
capital investment. U.S. investments are increasing in value and number and range
in scale from multi-million dollarprojects to small investments valued at a few hun-
dred dollars. In October 1995, US. investments in Romania were estimated at
$100.6 million, putting U.S. in sixth place among sources of foreign investment. The
largest U.S investors are Coca-Cola, Amoco, Colgate-Palmolive, KraftiJacobe
Suchard, and Procter and Gamble.
6. Export Subsidies Policies

The Romanian government does not provide export subsidies but attempts to
make exporting attractive to Romanian companies. For example the government
provides for the total or partial refund of import duties on goodsthat are processed
for export or are incorporated into exported products. The omanian Export-Import
Bank also promotes trade of goods produced in Romania.

There are no general licensing requirements for exports from Romania, but the
government does prohibit or control the export of certain strategic goods and tech-
nologies. For example, the government has, on occasion, banned the export of some
commodities due to domestic shortages. There are also export controls of imported
or indigenously produced goods of pro feration concern.

Romania is not a signatory to the GATT subsidies code or government procure-
ment code, but has indicated its intention to subscribe eventually to both.
7. Protection of U.S. Intellectual Property
. Romania has made significant progress in the protection of intellectual property

rights (IPR) since the end of the Communist era. New patent and trademark laws
have been enacted. Copyright legislation was approved by the Romanian Senate in
September 1995 and is expected to be enacted in the winter of 1995-6. TheRoma-
nians have attempted to mfiodel their IPR legislation on the basis of accepted inter-
national standards.

The lack of adequate and effective copyright protection has caused some American
firms to be reluctant to invest or to market their products in Romania. Pirated cop.
ies of audio and video cassette recordings are inexpensive and sold openly. Some are
apparently produced locally, but many appear to be imported. There is no evidence
that pirated goods are being produced in Romania for export.
8. Worker Rights

a. The Right of Aasociation.-All workers, except public employees, police, and
military personnel, have the right to associate freely, to engage in collective bargain-
ing, and to form and to join labor unions without prior authorization. There are
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legal limitations on the right to strike only in industries such as defense, health
care, transportation, and telecommunications, which the government considers criti-
cal to the public interest. No worker may be forced to join or withdraw from a union,
and union officals who resign from elected positions and return to the regular work
force are protected against employer retaliation. The msjority of Romanian workers
are members of about 18 nationwide trade union confederations and smaller inde.
pendent trade unions.

Union members complain that unions must submit grievances to government-
sponsored conciliation before initiating a strike and are frustrated with the Courts'
propensity to declare illegal the major strikes on which they are asked to rule. Past
studies have indicated that the labor legislation, adopted in 1991, falls short of
international labor organization standards in several areas, including free election
of union representatives, binding arbitration, and financial liability of strike orga-
nizers. Although the 1991 legislation is supportive of collective bargaining, the con-
tracts that result are not always enforceable in a consistent manner.

The 1991 legislation stipulates that labor unions should be free from government
or political party control, and the government has observed this in practice. Unions
are free, however, to engage in political activity and have done so.

Labor unions may freely form or join federations and affiliate with international
bodies. Two Romanian unions, the CNSLR.Fratia and the National Union Bloc, are
affiliated with the International Confederation of Free Trade Unions. Another Ro.
manian union, Alfa Cartel, is affiliated with the World Labor Confederation. Rep.
resentatives of foreign and international organizations freely visit and advise Roma-
nian trade unionists.

b. The Right to Organize and Bargain Collectively.-Workers have the right to
bargain collectively under the 1991 legislation, but collective bargaining efforts are
complicated by continued state control over most industrial enterprises and the ab-
sence of independent management representatives._Basic wage scales for employees
of state owned enterprises are established through collective bargaining with the
state. In addition, workers and pensioners receive salary increases several times a
year that are indexed to prices increases.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory~ labor. The Ministry of Labor and Social Protection effectively enforces
this prohibition.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 16 but children as youn# as 14 may work with the consent of their parents or
guardians, but only "according to their physical development, aptitude, and knowl-
edge." Working children under 16 have the right to continue their education, and
employers are obliged to assist in this regard. nhe Ministry of Labor and SocialPro-
tection has the authority to impose fines and close sections of factories to enforce
compliance with the law, and it has enforced the law effectively.

e. Acceptable Conditions of Work.--Most wage scales are established through col.
lective bargaining at the enterprise level. However, they are based on minimum
wages for given economic sectors and categories of workers set by the government
after negotiations with industry representatives and the labor confederations. Mini-
mum wage rates are generally observed and enforced.

According to a 1995 report issued by the Government of Romania, women experi-
ence a higher rate of unemployment than men and earn lower average wages de-
spite educational equality. The report proposed a number of measures to correct this
imbalance.

The labor code provides for a standard workweek of 40 hours over five days, with
overtime wages to be paid for weekend and holiday work, or work in excess of 40
hours. The code also includes a requirement for a 24-hour rest period in the work-
week, although most workers receive two days off. Paid holidays range from 18 to
24 days annually, depending mainly on the employee's length of service. The law
requires employers to pay additional benefits and allowances to workers engaged in
dangerous or difficult occupations.

Some labor organizations press for healthier, safer working conditions on behalf
of their members. The Ministry of Labor and Social Protection has established safe-
ty standards for most industries and is responsible for enforcing them. However, it
lacks sufficient trained personnel for inspection and enforcement, and employers
generally ignore the Ministry's recommendations. Although they have the right to
refuse dangerous work assignments, workers seldom invoke this right in practice,
appearing 4o value increased pay over a safe and healthful work environment. Nei-
ther the government nor industry, which is still over 90 percent state-owned,*has
the resources necessary to improve significantly the health and safety conditions in
the workplace.
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E.Right. in Sector. With U.S. Invetment.-There is no information available to
suggest that conditions differ in goods.producing sectors in which US. capital is in.

with respect to application of the five worker rights discussed in A-E above.

Extent of US. Investment in Selected IndustriesQ-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .0
Total Manufacturing.().....................................()

Food & Kindred Products o ............... (1)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. (2)

Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing ........................................................ 0

Wholesale Trade ............................................................ ........... 0
B anking ..................................................................................... (1)
Finanoe/Insurance/Real Estate ................................... ........... 0
Services ................................................................................... 0
Other Industries ............................................................ ........... 0
TOTAL ALL INDUSTRIES .................................................... 49

S Suppresed to avoid diaclo/ng data of individual companies
*Indiatsa value between $-500,000 and $600,000.
Sourte: U.S. Department of Commerce, Bureau of EconomIc Analysis.

RUSSIA

Key Economic Indicators'
[Billion of Rubles unless otherwise noted]

1993 1994 1996

Income, PrNduction and Employment:
Real GDP (1990 prices)2 ...... . . .. . .. . . .. . . . .. . . .. .. . .. . .. .. .  418 364 349
Real GDP Growth (percent) ................................ -9 -13 -4
GDP (at current prices) 2 . .. . .. . . .. . .. . . ...................... 171,509 630,000 1,450,000
GDP by Sector:

Manufacturing............ ...........*60,890 209,790 549,550
Agriculture ........................................................ 14,578 36,540 84,100
Services ............................................................. 74,435 333,270 707,600

Real Per Capita GDP (rubles, 1990 prices) ....... 2,817 2,456 2,358
Labor Force (000's) .............................................. 74,972 74,590 74,100
Unemployment Rate (percent) ............................ 5.1 6.0 7.9

Money and Prices:
Money Supply (M2) (annual percent growth) .... 416 185 95
Central Discount Rates 4 ... . . . . . . . .. . .. . .  . . ...210 180 170
Personal Savings Rate4....................................... 19.6 11.8 NA
Consumer Price Index (annual percent growth) 843 203 133
Exchange Rate (ruble/US$)............................... 1,249 3,550 4,600

Balance of Payments and 7rade (millions of US.
dollars):5

Total Exports (FOB)............44,400 51,400 60,000
Exports to US. (CV) ........................................ 1,744 3,235 4,900

Total Imports (CIF) .............................................. 34,900 39,500 50,000
Imports from U.S. (FAS) .................................. 2,967 2,579 2,700

Aid from US ........................................................ 1,700 1,625 343
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Ky Economic Indicators '--Continued
Billions f Ruble unless otherwise nodJ

1993 I1994 1lFA

Aid from Other Countries ................................... N/A N/A N/A
External Public DPbt4e ....................................... 83,700 94,200 118,500
Debt Service Payments (paid) ............................. 2.000 4,700 N/A
Gold and Foreign Exchange Reserves7 .............. 5,875 4,100 7,380
Merchandise Trade Balance ................................ 9,500 11,900 10,000

Balance with U.8 .............................................. -1,223 656 2,200
X =re the ai;mlaa Stuti.I Committe (Boekomtat) and U.1 Embsetwstimates except

2GDP at factor cos The dora d tpretioo .f the ruble over the post four yea makes it mneaningsee to
delneate thn data in dollar twem•

xpreuased " twelve tine the prevuilln monthly lnta'es rate at the end of period.
41n of palCd
fData on trade with the U.S. are nfm the U.S. Department o. Commerce. AllI 1996 data ar eU..8 Em-

basq pnqowtloa. Dow not Include trade with the independent sates of the former Soviet Union.
*end of 7we meot 1996 datum i sfor July 1, 1996 and includes reconciled de" to former COMECON

Mtate valuid at $17.1 bilL
'End f year eeept 1M6 datum is P 4June 0, 1996

1. General Policy Frameuwrk
After three years of stop-and-go attempts at economic reform, the Government

and Central Bank of Russia embarked on a bold stabilization program in 1995 con-
sisting of a tight budget, gradual lowering of inflation through non-inflationary fi-
nancing of the-budget deficit, and further trade and energy sector liberalization. The
government's stabilization program for ed the basis of a$6.5 billion standby agree-
ment with the IMF. In November 1vv6, the government was negotiating with the
IMP a follow-on Extended Fund Fewility program for 1996-98 to continue the proc.
ess of structural reform.

Following four years of large annual declines in GDP and industrial production
the Russian economy began showing signs of stabilization in 1995. Both real GDP
and real industrit I production outpeiformed all forecasts. The slide in GDP virtually
stopped in the second half of 19915.For the year as a whole, real GDP was expected
to decline iust three to four percent after registering a 13 percent decline in 1994.
The stabilization trend in real industrial output has been evident since late 1994,
By late 1995 both semi-processed and processed manufactures were showing signs
of recovery, although perormance was uneven among sectors and regions.

Responding to pr revenue performance, the Russian government compressed
spending sharply in order to maintain a federal budget deficit of not more than six
percent of GDP in 1995. Through October 1995, Russia had met all its monthly tar-
gets under the IMP program and was on track to achieve an annual budget deficit
well below targets. The 1995 budget deficit was financed largely through
sales of domestic government securities and borrowing from international fiancial
institutions but some central bank financing was also required. Ti#ht monetary pol.
icy and the use of nonInflationary financing for the federal deficit drove the fight
against inflation. Monthly inflation dropped from a peak of 18 percent in January
to range of four to five percent begnninl in August.

Russia made progress in 1995 in its efforts to accede to the World Trade Organi.
zation. The European Union!s Partnership and Cooperation Agreement (PCA) signed
with Russia in 1994 awaits ratification by several EU member states and Russia,
although the Interim Agreement covering the trade-related aspects of the PCA was
expected to enter into force in December 1995. The U.S.-Russian Trade Agreement
of June 1990 provides mutual most-favored.nation status. The US.-Russian Bilat-
eral Tax Treaty became effective in January 1994. In addition, the U.S.-Russian Bi-
lateral Investment TreatY'signed in June 1992 and ratified by the US. Senate,
awaits ratification by the Russian legislature.

Concerning trade with the states of the former Soviet Union, Russia is pressing
for a customs union among the Commonwealth of Independent States. In 1995, the
customs union consisted of Russia, Belarus, and Kazakhstan with Uzbekistan,
Kyrgyzstan and Tajikistan having indicated in November intentions to join. The
term "customs union* is a bit of a misnomer, since entry signifies more the start
of the process of harmonizing legislation and regulations than it. achievement. The
levels of integration differ among the customs union members with the relationship
between Russia and Belarus the deepest.
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2. Exchauige Rate Policies
A united exchange rate was introduced in Russia in 1992. The official exchange

rate is determined by the outcome of daily auctions on the Moscow Interbank Cur.
rency Exchange (MICEX). The Central Bank closely monitors trading on and off the
exchange, and intervenes as necessary to smooth the movement of the ruble. In late

n Aowil 199, the ruble's steady trend towards depreciation reversed itself and the
ru le appreciated 13 percent against the dollar between April 29 and & end of
June. On July.6, the government and Central Bank introduced a currency "cor-
ridor,* under which the ruble would be allowed to move between 4,300-4,900 rubles
to the dollar. The corridor, originally scheduled to expire on October 1, 1995, was
sub gently extended until the end of 1995. From the introduction of the corridor

-h-rrh the end of November, the ruble hovered around 4,450--4,600 rubles to the
dollar.

For all exports except oil and gas, exporters are required to convert 50 percent
of export earnings into rubles at the prevailing exchange rate. Through a system
of "passports recording all export transactions, the commercial banking system co.
operates with official efforts to monitor the repatriation of export earnings. The
Central Bank and State Customs Committee issued an instruction in mid-November
extending this system of "passports" to import transactions beginning in January
1996. Purchases of property, transfers of capital abroad, and foreign borrowing of
resident legal entities require Central Bank authorization. Without Central Bank
permissionit is illegal for Russian companies or citizens to maintain bank accounts
outside of Russia lor purposes other than operating expenses. Non-residents can
open individual ruble accounts and commercial ruble accounts for servicing foreign
trade operations and for investment. Both citizens and non-residents may maintain
domestic hard currency accounts.
3. Structural Policies

The year 1995 was a period of consolidation of economic liberalization measures.
Key legislative achievements during the year included passage of laws covering se-
curities, the central bank, commercial banks, and state regulation of foreign trade
activity. The government became stricter in subjecting state-owned firms to bank-
ruptcy proceeding and in penalizing firms for arrears on taxes and on payments
to suppliers. In mid-1995, a law on natural monopolies was enacted, giving the gov-
ernment the means to regulate utility prices including energy, transportation, and
oil and gas export pipelines. Prior to this implementation of the law, utility costs
had been rising far faster than inflation, though sometimes from a low base. There
were no major attempts to reimpose controls on other prices. Little progress was
made for most of 1995 on deepening privatization. In the fall of 1995, however, the
government began to secure loans for the federal budget using as collateral retained
share holdings in some of Russia's most well-known firms.

A new TeU Code is in preparation to replace ate obsolete collection of tax laws
passed in 1991 and 1992. Taxes are. confusing, constantly revised and inconsistently
applied. Currently all major taxes are collected by a single federal agency and di-
vided between the central government and regions according to a revenue-sharing
formula, although much ad hoc bargaining still occurs. A 20-percent value-added tax
(VAT) plus a similarly applied 1.5 percent special tax is imposed on Russian and
foreign firms conducting commercial activities in country. Corporate profits are
taxed at 35 percent, with banks and other entities taxed fit 38 percent. Personal in-
come tax rates range from 12 percent to 30 percent. Wages are subject to payroll
taxes totalling 39 percent. An additional 38-percent tax is levied on "excess wages"
(above the equivalent of $74_per month as of November 1995), but this is scheduled
to expire in January 1996. Russian-sourced "passive" income earned by foreigners
is subject to a 15-percent withholding tax on dividends and interest and a 20-per-
cent tax on royalties and rents.

Import customs duties have been raised markedly several times from 1992
through mid-1995. The last round of which included a "rationalization" element that
established duties of 5 to 30 percent on most goods. Import duties of some types
of capital equipment are considered prohibitive, and the combination of import du-
ties, VAT and other taxes may raise prices of imported products to levels where de-
mand is very limited. Excise taxes that are applied to a short list of goods continue
to be assessed differently.for imported and domestically produced goods, although
an April 1994 decree requires that the two systems be unified by the start of 1996.
Export duties, introduced in 1992 because of vast differentials between domestic and
international prices, have been lowered on several occasions and applied to fewer
commodities as the differentials disappeared. By the end of 1995, export duties were
limited to crude oil, fuel oil, natural gas and certain industrial metals. Special
agreements with certain CIS countries further reduce or have provision to waive
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those export duties. Several oil production joint ventures have been exempted from
export duties for their own production. Since the abolition of export quotas and li.
censing, all export contracts for "strategically important" commodities have required
registration with the Ministry of Foreign Economic Relations.
4. Debt Management Policies

Russia's strong economic stabilization effort allowed for progress in managing and
reorganizing the stock of debt inherited from the Soviet Union. The Russian govern.
ment's fore gn hard currency debt obligations total approximately $120 billion, of
which roughly half is owed to creditor governments, one-third to commercial banks,
and the remainder to other commercial creditors and international organizations.

In mid-1995, the Paris Club of official creditors provided Russia with some $7 bil-
lion in relief on payments due during the year. The Paris Club also pledged to open
discussions before the end of 1995 on a longer-term rescheduling. In November, Rus-
sia and its commercial bank creditors reached preliminary agreement on a 25-year
rescheduling of the stock of bank debt. Russia is not a heavily indebted country in
terms of its debt service or its debt-to.GDP ratios.

Russia became a member of the IMF in 1992 and made a first credit tranche
drawing of $1 billion. In 1993 and 1994, Russia drew approximately $3 billion under
the Systemic Transformation Facility. In 1995, the IMF approved a Stand-by Agree.
ment totalling $6.5 billion, and in late 1995, a three-year Extended Fund Facility
was under negotiation.
5. Significant Barriers to U.S. Exports

The June 1993 Customs Code standardizes Russian customs procedures in accord-
ance with international norms. However, customs regulations change frequently,
often without sufficient prior notice, are subject to arbitrary application atid can be
quite burdensome. There is no gazette similar to the U.S. Federal Register covering
changes in standards and border restrictions.

Russia's July 1993 Consumer Protection law stipulates official certification (by
Gosetandart) of imported products for conformity to Russian technical, safety and
quality standards. Certification is based on a combination of international (notably
European Union) and Russian standards. All imported food items are subject to food
quality and safety standards and require this certificate for each shipment, as well
as additional sanitary, and phtosanitary certificates as necessary. Manufactured
items can receive certificates allowing import of a good over a three-year period. Im-
port licenses are required on the normal range of dangerous and harmful materials
and goods. U.S. companies have complained of costly procedures and arbitrary cer-
tification requirements. Russia is establishing reciprocal standardization with the
U.S. and other countries and acceptance of foreign certification by accredited institu-
tions. A joint Russian-US. communique of December 1993 pledged cooperation on
improving and simplifying certification, testing and quality assurance of U.S. and
Russian products in our respective markets. A February 1994 memorandum of un-
derstanding between the U.S. Food and Drug Administration and the Russian Min-
istry of Health and Medical Industry established a framework for cooperation and
exchange of information on drugs and biological products in order to facilitate their
im ortation.

Many service industries still lack comprehensive regulatory legislation. Although
little of Russia's services legislation is overtly protectionist, the banking, securities
and insurance industries have secured concessions in the form of presidential de-
crees. In practice, foreign companies are often disadvantaged vis-a-vis their Russian
counterparts in obtaining contracts, approvals, licenses, registration, and certifi-
cation, and in paying taxes and fees.

State procurement plays a limited and declining role for non-defense industries.
The government periodically purchases aun and other arcultural products,
though at more restricted levels than in the past. The 1996 draft budget contains
provisions for state imports of up to $1 billion in medicines.
6. Export Subsidies Policies

The 1996 budget has no provisions for export subsidies. Russian officials, however,
have said Russia is likely to introduce, possibly in 1996, an insurance and export
credit guarantee program for manufactured goods. The government does provide
subsidies for production of agricultural goods (which tend not to be exported) and
for the production of coal which comprises about one percent of Russia's total ex-
ports. The state maintains a monopoly on the sale of precious and several rare-earth
metals and coordinates sales of diamonds. The government also conducts centralized
purchases for export of military technology, coordinated through a single state orga-
nization, Rosvooruzhenlye.
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7. Protection of U.S. Intelectwal Property
ti 1992-93 Russia enacted laws strengthening the protection of patents, trade-

marks and appellations of origins, and copyright-of semiconductors computer pro-
grams, literary, artistic and scientific works, and audio/visual recorains. Legal en.
forcement of intellectual property rights has been a low priority of the Russian gov-
ernment, as is evident in the widespread marketing of pirated US. video cassettes,
recordings, books, computer software, clothes, toys, foods and beverages. This lack
of enforcement resulted in Russia being placed on the Special 301 Watch List in
1995.

The Patent Law, which accords with the norms of the World Intellectual Property
Organization, includes a grace period, procedures for deferred examination, protec-
tion for chemical and pharmaceutical products, and national treatment for foreign
patent holders. Inventions are protected for 20 years, industrial designs for ten
years, and utility models for five years. One must wait four years before applying
for a compulsory license. The Law on Trademarks and Appellation of Origins intro-
duces for the first time in Russia protection of appellation of origins and provides
for automatic reco•nition of Soviet trademarks upon presentation of the Soviet cer-
tificate of registration.

The Law on Copyright and Associated Rights, enacted in August 1993, protects
all forms of artistic creation including audw/visual recordings and computer pro-
grams as literary works for tie lifetime of the author plus 50 years and is compat-
ible with the Berne Convention. The September 1992 Law on Topography of Inte-

ated Microcircuits, which also protects computer programs, protects semiconductor
Woographies for ten years from the date of registration.

ussia has acknowledged that it will continue to fulfill the obligations of the
former Soviet Union under the Universal Copyright Convention, the Paris Conven-
tion, the Patent Cooperation Treaty, and the Madrid Agreement. In March 1995
Russia acceded to the Berne Convention und the Geneva Phonograms Convention.
Under the U.S.-Russian Bilateral Investment Treaty (not yet ratified by the Russian
parliament) Russia has undertaken to protect investors' intellectual property rights.
The Bilateral Trade Agreement stipulates protection of the normal range of lterary,
scientific and artistic works through legislation and enforcement. The Russian
Criminal and Civil Codes are still under revision. The drafts include sections per-
taining to intellectual property rights, strengthen penalties, and provide for the es-
tablishment of specialized courts, particularly a Patent Court, with trained and ex-
perienced judges and attorneys, and trained police and customs officers.
8. Worker Rights

a. The Right of Association.-The right of workers to form or join trade unions
is guaranteed by the Russian Constitution and the Russian Labor Code. Full exer-
cise of that right is limited in practice. The legacy of centralized economic manage..
meant and communist state trade union structure continues to retard the develop-
ment of a workers' movement and independent trade unions in Russia. Independent
trade unions began to form in 1989 and continue to develop slowly. The official
unions, reorganized as the Federation of Independent Trade Unions of Russia
(FNPR) continue to predominate and remain subservient to enterprise managers.
The rig•t to leave an official union and join a new one is guaranteed, but in practice
many workers are reluctant to take this step because official unions have retained
control over social benefit programs.

The right to strike, also guaranteed by Russian law, is likewise restricted in prac-
tice. The Labor Code provides several loopholes for authorities, prohibiting "politi-
cal" strikes or strikes that pose Ft threat to peoples' lives or health or that might
lead to "severe consequences." This ambiguous language has meant the de facto pro-
hibition of strikes in such key sectors of the economy as the defense industry, com-
munications, civil aviation, and railroads. The law also requires a multi-stage proc-
ess of notification and negotiation before a strike can take place, giving employers
ample time to coerce, intimidate or buy off workers contemplating a strike. The Rus-
sian Government makes little effort to protect trade union leaders and strikers from
retribution, and the ambiguity of Russian labor laws provides employers with oppor-
tunities to punish trade union members. There have ben numerous incidents o0 en-
terprise managers firing workers for union activities. However, free trade unions
have had increasing success obtaining favorable verdicts in labor violations suits in
the Russian courts.

b. The Right to Organize and Bargain Collectiely.--Collective bargaining is pro-
tected by Russian law but is not practiced widely. Many enterprises refuse to nego-
tiate collective bargaining agreements, and many agreements are not the product
of genuine collective bargaining, given the subordinate relationship of official unions
to enterprise management. Free trade unions have been more forceful in demanding
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geuine collective bargaining. In several sectors of the economy such as coal and
anport, wages, benefits and general conditions of work are established by indus-

try.wde tariff agreements, which are set in talks between trade unions, manage-
ment and the government. This arrangement reinforces the counterproductive tend.
ency among Russian workers to rely on the government to establish wages and
other wokp-lace conditions.

c. Prohibition of Forced or Compulsory Labor.-Russian law prohibits compulsory
labor. While there are no reports of the widespread occurrence of such practice,
some observers believe government enforcement of the law is ineffective.

d. Minimum Age for Employment of Children.-The Labor Code does not permit
the regular employment of children under the age of 16. In certain cases, children
aged 14 and 15 may work in intern or apprenticeship programs. The Labor Code
regulates the working conditions of children under the age of 18, including prohibit-
ing dangerous work and nighttime and overtime work. Government enforcement by
the Minisries of Labor an& Social Protection is ineffective; growth in entrepreneur.
ial manufacturing and trading, and in the informal economy, has led to the employ-
ment of more children under the age of 14 in recent years.

e. Aece table Conditions of Work.-The minimum wage as of November 1, 1995,
was 57,790 rubles per month (roughly $12413 at the current exchange rate) with
legally-mandated rises of 2,750 rubles per month through January 1, 1996. While
this figure clearly does not constitute a living wage under current conditions, very
few people receive only the official minimum. At the same time, much of the Rus-
sian population continues to reside in low rent or subsidized housing and receive
various social services from enterprises or municipalities. The official minimum
wage is primarily a benchmark figure for calculating university stipends, old age
pensions, civil service salaries and a host of other social benefits.

Non-payment of wages is the primary reason for the majority of strikes in contem-
porary Russia. Wage arrears are a potential cause of social unrest over the next few
years and constitute an issue about which the Russian government is concerned.
Russian labor experts posit that prolonged and persistent wage arrears amount to
a violation of IW standards on acceptable conditions of work.

The Labor Code provides for a standard workweek of 40 hours, which includes
at least one 24-hour rest period. The law requires premium pay for overtime work
or work on holidays. Russian law establishes nrJimum conditions for workplace
safety and worker health, but these standards are not effectively enforced.

f. Rights in Sectors With U.S. lnvestment.-Obtservance of worker rights in sectors
with aignificant U.S. investment (petroleum, telecommunications, food) does not dif-
fer markedly from other sectors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Cateory Amount

Petroleum ................................................................................. 303
Total Manufacturing .............................................................. 14

Food & Kindred Products ......................... ......... (1)
Chemicals and Allied Products ........................................... - 1
Metals, Primary & Fabricated .............................................- 1
Machinery, except Electrical . .................................. (1)
Electric & Electronic Equipment ....................................... .- 1
Transportation Equipment ................................................. (2)

Other Manufacturing .......................................................... 9
Wholesale Trade ..................................................................... 2
Banking ................................................................................... (1)
Finance/Insuanc/e.al Estate ............................................. 0
Services .................................................................................... 6
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 368
1 SurosUs. to avod dofCmv data wd issivids mmI animuishlat valuta bdetma $-5WA0,0 and $•O,00M.
Sa U.S. DsparmwAa• t Cmavs, Bureau of gamonok ArWYW&t
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SERBIA AND MONTENEGRO

Serbia and Montenegro was until November 1995 subject to UN economic sanc.
tions which affected virtually every aspect of its economy. Following the initialing
of the Dayton accords, the UN Security Council voted to suspend sanctions. The
United States in turn suspended its sanctions on January 16, 1996. American com-
panies are now free to engage in commercial activities with Serbia and Montenegro,
though many assets of the former Yugoslavia ill remain frozen in US. banks until
successor state issues have been resolved.

The international sanctions regime, in place for three years, crippled the Serbian
economy. During 1994, hyperinflation on the order of the Weimar Republic brought
a virtual halt to economic activity within the country. Dragoslav Avramovic, ap-
pointed Central Bank Governor in 1994, introduced a stabilization program that
was effective the first half of the year principally because he was able to curb money.
taxy emissions.

The Central Bank's success notwithstanding, however, signs of serious economic
deterioration crept back in 1995. The inflation rate exceeded 100 percent, industrial
output declined by over ten percent, and the Central Bank's "new" dinar had to be
devalued in December. Structural weaknesses in the economy became more acute.
With the banking sector in disarray, and capital investment and the savings rate
virtually nil, stabilization of the economy has again become problematic. Further at-
tempts to stabilize tho economy without fundamentally restructuring the Socialist.
era economy appear to hold little promise. Recently, Avramovic's calls for privatiza-
tion and other reforms continue to be resisted by hard-line socialists within the rul.in~a srtv.

%ng~ Tited States currently maintains an "outer wall' of sanctions against Serbia

and Montenegro. Under this policy, Serbian access to international lending and
membership inmost international organizations is conditioned on progress on a
number of political and humanitarian issues associated with the peace process. Ac-
cess to international financial institutions is considered to be a prerequisite for Ser-
bia and Montenegro's rapid financial normalization.

Extent of U.S. Investment in Selected Industries*--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catewry Amoupt

Petroleum.................... .......................... 0
Total Manufacturing ....................................................... ()

Food & Kindred Products ............................... 0
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................. 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................... .............* 0
Other Manufacturing .......................................................... 0

Wholesale Trade....................................................................#0
Banking .................................................................................... 0
Finance/InsurancalReal Estate .............................................. 0
Services .................................................................................... (1)
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... (1)

l Supprmwd to asvod disoeng data of Individual mimpanis.
Sovrv UU.S4.DprtwAt of C Cimmem, Bureau of Roomlc Analysis.
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SLOVAK REPUBLIC

Kq Eyooomc Indicators
(DMuln orU.. dollars nihes otherwise noted]

1993 W 1:4 1996

Inconm ,Production and EImploymen*:'
Real GDP (1964 prices) ....................................... 5,271 5,687 6,510
Real GDP Growth (percent) -4.1 4.8 6.1
GDP (current primc)e 10,318 12,431 15,600
GDP by Sector. I

Agriculture ............................ 588 915 839
Industry........................... .4,045 3,811 4,920
Services ............................................................. 5,376 6,816 8,530
Other ............................................... 310 890 1,310

Real per capita GDP ............................................ 995 1,073 1,228
Labor Force (million) 5s.................. . .. . .. .. .. .. . . .. .. . .0 2.347 2.158 2.538
Unemployment Rate (percent) 81............ .. . .. . . . .. .. . .  14.0 14.6 12.8

Money oad PPri
Money Supply (M2)............................................ 7,500 9,200 10,770
Base Interest Rate (percent)8 ... . . . . . . 12.0 12.0 9.7
Personal Saving Rate (percent) .......................... 3.8 2.7 N/A
Retail Inflation (percent)s................. . .. . .. . .. .. .. . .. . .  23.2 13.4 7.9
Wholesale Inflation (percent)8 ............. . .. . .. . . .. . .. ..  17.2 10.0 8.9
Consumer Price Index8s................... .. . .. . .. . . .. .. . . .. ..o 23.2 13.4 7.9
Exchange Rate (SK/US*):

Official ............................................................. 32.97 32.04 29.43
Parallel................................N/A N/A N/A

Balance of Payments and Trade.'
Total Exports FOB 4 ..... . . . . . . . . . . . . . . . . .. .  . 5,086 8,679 8,400

Exports to US.4........................ 60.5 108.8 117.3
Total Imports CIF4............................................... 5,914 6,610 8,267

Imports from U..4 .........................................S. 111.2 187.9 189.3
Aid from U S ...... o................................................. N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 3,682 4,285 14,900
Debt Service Payment (paid)'4.... ............. 140 375 415
Gold and Foreign Exchange Reserves .............. 1,402 3,096 '4,203
Trade Balance'4 .. ....................... -828 69 133

Balance with US.4 ....................... -51 -79 -72
OD gu for 19 are calculated fm dsx mmanth flpres.
lndustry include ens manufeturing, and constrution; Services include ronts, financial and geren-

mWnt aeryloa Other Is
a8 1996 fir an nestisem basd ma data avalble in Octo 19.
4199 fuMes a" eatnmates, based an data available in Septembr 1996.
#Through Ju1y 199o.

1. oenetlPolicy Framework
On January 1, 1993, the Slovak Republic gained independence following the

breakup of the Czech and Slovak Federative Republic (CSFR). The economic struc-
ture ofthe new Slovak state resembles that of the former state in many respects.
All former federal laws were adopted In Slovakia in early 1993, but are gradually
being revised. A customs union providing for free movement of goods and services
and prohibiting tariff barriers within the former CSFR remains in existence. In ad-
dition to the ongoing difficulties of converting a centrally-planned economy to a mod-
ern market economy, Slovakia has had to create new government institutions with
limited resources. Data collection and analysis have improved considerably but someDanes remain

'G December 1994, Prime Minister Vladimir Meciar, leader of the Movement for
a Democratic Slovakia (HZDS) formed a coalition government with the Slovak Na-
tional Party (SNS) and the Association of Workers of Slovakia (ZRS). While macro-
economic performance was strong during the government's first year in office, politi-
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cal.issues involving disagrement. between the President and Prime Minister, pri.
vatization, and the role of the opposition have dominated the government's agenda.

Slovakla has expressed interest in joining both the European Union (EU) and the
Organization for Econom Cooperation and Development (OECD). Slovakia signed
an association agreement with the EU in October 1993 and applied for EU member.
ship in June 1995. The government has signalled its desire to join the OECD by
February 1997. The government adheres to EU standards whenever possible in mod-
ernizing infrastructure and amending economic legislation. Slovakia advertising it.
self as a bridge between East and West for business, emphasizing its central loca.
tion, skilled and low-cost labor force, industrial tradition, and familiarity with its
eastern neighbors.

The Slovak economy enjoyed favorable results in 1994-95 after several years of
decline. The near-term macroeconomic outlook is good. Monetary and fiscal dis.
cipline have been the keys to success in this area. The government deficit in 1995
is expected to amount to only 1.5 percent of GDP. Following GDP growth rates of
4.8 percent n 1994 and over six percent in 1995, Slovakia's real GOP in 1995 was
expected to reach a level equivalent to 84 percent of 1989 GDP in 1995. GDP growth
is being led by strong export performance, increased domestic consumption, andto
a lesser de a rise in domesticc investment. Exports rose 26 percent to $8.4 bil.
lion In 1995M, wnle imports rose 25 percent to $8.3 billion, generating a trade sur.
plus of $133 million. The strongest export sectors were machinery and transport
equipment, chemicals and intermediate manufactured products. Slovakia's leading
imports included machinery and transport equipment, fuels and oils, and intermedi-
ate manufactured products.

Slovakia has re-oriented its trade from former east bloc countries to the EU (ap-
proximately 35 percent of total Slovak trade is with EU member countries), al-
though for historical reasons trade with the Czech Republic (approximately 32 per.
cent of total trade) is still of great importance.

Following a series of sharp devaluations from 1991-93, the Slovak crown, wnich
was pegged to the US. dollar and the German mark, remained stable in 1994. The
outlook-Is for continued stability. Full current-account convertibility of the Slovak
currency was achieved in October 1995. Slovakia has a strong central bank that en-
joys excellent relations with international financial institutions and has carefully
monitored development of the country's monetary and banking systems. During the
fi*s seven months of 1995, Slovakia's total foreign exchange reserves amounted to
"$4.2 billion, while foreign debt was a relatively low $4.9 billion.

Privatization of small and retail enterprises is complete, and these sectors ap-
pears to be thriving. The first wave of large privatization was completed in Septem-
ber 1993, but changes of government and sharply differing approaches led to re-

ated changes and-delays in the privatization of the remaining large enterprises.
n mid-1995, the government decided to cancel coupon privatization and replace it

with a bond scheme, relying on a direct-sale approach to privatization. The govern.
ment also declared a sizable portion of large enterprises (mainly in the defense,
transport, and energy sectors) to be *strategic" and thus not eligible for privatiza.
tion. Even so, a large number of state-owned firms have been sold directly or by
public tender since February 1995. Domestic buyers are given preference under the
current privatization program, which is scheduled to be completed by mid-1996.

Foreign direct investment reached a modest total of $661 million by the end of
1995. Many potential investors appear to have been deterred by political uncertainty
and by the percerUon of lukewarm government interest in foreign investment. Dif-
ficulties in obtatning accurate information and dealing with evolving bureaucracies
and laws have also discouraged foreign investment.
2. Exchange Rate Policies

After the division of the CSFR, an initial monetary union was dissolved and the
Czech and Slovak currencies separated in February 1993. Czechoslovak banknotes
with Slovak stamps have been completely replaced by newly-printed notes. Since
July 1994 the Slovak crown (SK) has been pegged to the Deutsche mark (60 per.
cent) and the U.S. dollar (40 percent) under the supervision of the National Bank
of Slovakia. The crown was devalued by ten percent in July 1993, buý has since re-
mained stable at approximately SK 30 to the dollar.

The Slovak crown reached full current account convertibility on October 1, 1995
and on the same day achieved Article VIII status with the IMF. The government
intends to move toward full convertibility by the year 2000. Prime Minister Meciar's
government agreed to the Czech Republic's withdawal from the Czech-Slovak bilat-
eral clearing payment agreement on October 1, 1995; payments between the two
countries are now based on a market exchange rate between the Slovak and Czech
crowns, Individuals may maintain accounts denominated in hard currency in Slo-
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vakia and are entitled to purchase SK 60,00(0 (approximately $2,000) worth of hardcurrency per year. lbey may also take out foreign loans for non-business purposes.
Companies registered inSlovakia may earn hard currency, but must deposit it in
Slovak crown-denominated accounts. Slovaks may purchase hard currency for busi.
ness purposes up to a limit of 8K 60,000. They may keep their initial investment,
gifts, grants and inheritance in hard currency and may repatriate 100 percent of
their'profits in hard currency.
3. Structural Policl8

Privatization: According to official statistics, the private sector's share of GDP has
risen above 65 percent. 1Both small. and large-scale privatization began in 1991,
prior to the breakup of the CSFR. Approximately 9,500 small enterprises, including
6,500 retail shopl,, have been privatized, and privatization of urban housing has
begun. The first wave of large-scale privatization ended in September 1993, with
703 enterprises valued at $5.3 billion privatized. The second wave of privatization
has accelerated since June 1995 when the Meciar government canceled coupon pri.
vatization in favor of a direct-sale approach that includes the provision of SK 10,000
bonds to citizens who exchanged their coupon books. Direct sales and management/
employee buyouts are now the preferred method of privatization. Bonds may be used
to puirhase of shares in privatized state enterprises, government-owned apart.
ments, and for supplementary insurance payments. From February through Novem.
ber 1995, the Nallonal Property Fund sold all or parts of 342 state enterprises val.
ued at $1.73 billion for a total price of $1.23 billion. Prime Minister Meciar has set
a goal to complete, the privatization of the state sector by mid-1996, except for enter.
prices retained by the state for strategic reasons.

Taxes: Slovakia introduced a new tax system in January 1993, which has since
been modified. Taxes are collected according to the calendar year and consist of a
23 percent Value Added Tax (VAT) on most items; a 6 percent VAT on basic food.
stuffs and essentials; an excise tax; a personal income tax of 15-42 percent; a cor.
porate income tax, of 40 percent; and taxes on real estate, auto registration, inherit-
ance,gifts, etc. The VAT accounts for about 40 percent of central government reve-
nue. Measures are being taken to improve tax collection and increase penalties for
evasion. Significant tax incentives exist for companies (especially banks) founded in
Slovakia after December 31, 1992, depending on the location and level of foreign
capital invested. A US. treaty on dual-taxation with Slovakia entered into force in
early 1994.

Price liberalization and subsidies: Nearly all (96 percent) Slovak price controls
have been eliminated. While controls on food, fuels, energy, heat, and other products
were expected to be phased out by December 1995, political pressures have delayed
completion. Government-granted monopoly rights no longer exist. Direct subsidies
to enterprises have fallen to about five percent of GDP, although some observers feel
that significant indirect subsidies also exist, e.g. the rollover of bank debt, and other
measures.

Bankruptcy: Slovakia adopted the 1991 CSFR law on bankruptcy and made addi-
tional amendments in June 1993. Under the law, a board of creditors with a maxi-
mum of seven members may be formed upon court recommendation to take control
of enterprises in bankruptcy proceedings. The board is given three months to work
out a recovery program and submit the plan to the court. The board is elected by
domestic creditors, each of whom has one vote regardless of the share of debt held;
foreign creditors may not participate on the boarc. A separate procedure, called liq-
uidation, applies to iotate-owned industries. Aproximately 200 companies have gone
through the liquidation process. The National Prpety Fund as an owner of debtor
companies is exempt from the bankruptcy law. To date the process has been ex-
tremely cumbersonme. Of more than 1, applicationsf1led, fewer than 100 have
been "adjudicated* (proceeded beyond the mandatoy recovery program phase) and
none has reached final resolution. The Justice Ministry recently proposed amend.
ments to the banknrptcy law designed to streamline the procedure, eliminate the
mandatory recovery proFra period, and eliminate provisions that are preferential
to domestic crediton,. The amendments are to be presented to the parliament for
consideration in early 1996.
4. Debt Management Policies

As of July 1995, Slovakia's foreign debt amounted to $4.9 billion, eighty percent
of which was medium and long-tern. Gross foreign debt was equivalent to 35 per-
cent of GDP at the *nd of 1993 and 37 percent oT GDP at the end of 1994. About
47 percent of Slovakia's foreign debt is owed by the government and the National
Bank. In 1995, foreign debt service amounted to seven percent of Slovakia's export
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earning. Debt service payments by the government and the National Bank during
the perod January-Sptember199 were $415 million.

Loan Guarantees: The Slovak government's tight rein on the government budget
limited the availability of state loan guarantees in 1995 and 1996. Under a proposed
amendment to Slovak regulations, total state guarantees in a given year would not
be permitted to exceed 15 percent of government revenues. State guarantees in 1995
totalled SK 23 billion ($767 million, or 15.7 percent of 1995 government revenues).

Bad Debts: The quality of commercial bank portfolios is a serious problem. The
National Bank estimates that nearly 50 percent of loans extended by Slovak banks
are non-performing or doubtful. Much of the problem dates back to the Communist
era. In 1991, Czechoslovakia established a Consolidation Bank to centralize debts
and liabilities of the banking system. Subsequently, the federal National Property
Fund issued bonds to aid debt writedowns and bank recapitalization. The National
Bank of Slovakia is taking action to require banks to classify their bad loans, build
reserves against such loans, and harmonize banking regulations with those of the
European Union. The government also intends to restructure doubtful bank loan
portfolios with the help of tax incentives to be included in an amendment to the ex-
isting bank law. The goal is to reform bank portfolios by 1998.

Adustment Programs: In May 1993, the Slovak Republic drew the third tranche
of a Structural Adustment Loan from the World Bank in the total amount of $39.8
million. The World Bank approved an Economic Recovery Loan in November 1993
in the amount of $80 million for restructuring the economy and balance of payments
support. In July 1993 the IMF aproved a Systemic Transformation Facility Loanamounting to $89 million. An IU& advisor is resident in Bratislava. In 1994, two
tranches of stand-by credit from the IMF were withdrawn in total amount of $46.8
million. In 1995 the IMF and Slovakia were unable to agree on a precautionary
stand-by agreement, although it had been determined early in 1995 that no further
drawdowns were required at this time. In 1995, additional sources of external fi-
nancing including: an Economic Recovery Loan from the Exim Bank of Japan in the
amount of 5 billion yen ($48.1 million); the second and third tranches of a Two Step
Loan from Exim Bank of Japan for a total of 2 billion yen ($19.2 million); and the
third, fourth and fifth trenches of a $9.8 million Apex Global Loan from the Euro.
pean Investment Bank.
5. Significant Barriers to U.S. Exports

Import Licenses: Import licenses are governed by the 1991 decree of the former
Czechoslovak Ministry of Foreign Trade, which remains valid under Slovak law. The
decree divides commodity items into "general" and "specific" categories for the pur-
pose of licensing. For most of the approximately 100 groups of items in the "general"
category, obtaining a license is a formality. For the remaining items, which account
for about 10prcent of cases, a favorable decision of the Ministry of Economy is re-
quired. Obtaing a license ma be more difficult than for general category goods,
depending on favors involved. Items in the "specific" category fall into four groups:
(a) items formerly controlled by COCOM, (b) MTCR (Missile Technology Control
Regulation), (c) NSG (Nuclear Supplier Group), and (d) AG (Australia Group) which
includes chemical and biological products. In considering license applications for"specific" category products, the Ministry of Economy weighs environmental and
health factors as well as the impact on domestic producers.

Services: Permission from the National Bank of Slovakia is required to offer bank-
ing services. Insurance companies must obtain a license from the Ministry of Fi-
nance. Permission from the Ministry of Finance is required to offer brokerage serv-
ices. Foreign entities may join existing stock and options exchanges, but there is no
provision under the 1992 law for establishing new exchanges. Lawyers may be li-
censed either by the Chamber of Advocates or by the Chamber of Commercial Law-
yer. Advocates may practice in any field, including commercial law; commercial
lawyers may not practice criminal law. Lawyers may practice as individuals, asso-
ciations or general partnerships, but not as a limited liability, professional corpora.
tion. Special permission is not required to offer travel or ticket services or air cou-
rier services.

Standards, Testin*, Labelling, and Certification: Slovak legislation in this area
closely follows laws in the EU. Slovakia has adopted EU standards in its.national
standard system. The Slovak office of Standards, Metrology and Testing undertakes
both compulsory and voluntary testing of products at 20 test centers. Testing is com-
pulsory for products in the "regulated" sphere, defined as those which may pose
threats to health, life, safety, and the environment. Regulated products consist
mainly of foodstuffs, kitchen devices, medicines, electrical equipment, engineering
products, agricultural machinery, plastics, paints, polishes, cosmetics, and sporting

22-970 96-10
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goods. Voluntary testing may be done at the request of the producer or importer
wishing to obtain a certificate.

Slovalia became a full member of both the international IECEE CB system for
testing electrical safety and the Europan CENELEC Certification Agreement
(CCA) in 1995. Slovakia recogwns OECIcertificates and CB and CCA certificates
for issuing a national certificate for electric products. Slovakia is very active in the
implementation of the EU directive for safety of machinery and packaging.

,investment:Slovakia has taken a positive stance toward foreign investment,
though in practice some obstacles exist. Foreign citizens may not own land in Slo-
vakia, but may form legal entities in Slovakia which in turn are permitted to pur-
chase land, There are no significant barriers to participation of foreign equity or
personnel in the economy, no barriers to repatriation of profits or capital, no restric.
tions on downstream services, and no indication of discriminatory treatment based
on nationality. However, some foreign investors believe government investment in-
centives do not provide sufficiently for accelerated depre4iation. The government has
made clear that certain sectors (e.g. defence and energy) will not be privatized in
the near term. It is still uncertain whether the government will pursue employment
or industrial development policies that could adversely affect the interests of foreign
investors. The government has stated that, in certain instances, the potential for
local job creation will weigh heavily in judging bids for newlX-privatized enterprises.

Government Procurement Practices: While no "buy Slovak law exists, the govern-
ment is sensitive to the concerns of local producers whose existence is threatened
by economic reform and the emergence of efficient competitors.

Tax Concerns: Foreign investors have expressed concerns over several tax issues
in Slovakia. Under current law there is no provision for establishment of business
information offices that would be exempt from normal tax and accounting require-
ments. Holding companies are subject to a 15 percent withholding tax on intra-
group dividend payments. Since dividends are paid from after-tax profits, intra-
gToup dividends are doubly taxed. Expatriate employees of Slovak entities are not
exempt from relatively high social security and health insurance payments, even
though the may remain covered under their home-country system.

Tariffs: *lovakia's tariff schedule was inherited from the former Czechoslovakia.
Rates are relatively low, averaging about six percent. An import surcharge of 10
percent on consumer rods was introduced in March 1994, but is expected to be
eliminated by June 1996. Imports from developing countries enjoy GSP preference.

Customs procedures: Customs is not intrinsically complicated or burdensome. The
basic form required for imports is the "unified customs declaration" which conforms
to EU standards. Occasioned problems have arisen, usually due to importer unfamil.
iarity with Slovak procedures.

As one of two successor states to Czechoslovakia, the Slovak Republic is a member
of the GATT, and bases its foreign trade policy on WTO and GATT principles. Slo-
vakia participates in the Mult-Fiber Arrangement, the Technical Trade Barriers
Agrement, the Licensing Procedures Agreement and the Agreements on GATT Ar-
ticles VI and VII. The Slovak parliament ratified the Uruguay Round agreement in
December 1994.
6. Export Subsidies Policies

Slovakia is a member of the WTO Subsidies Code. There are currently no direct
government subsidies for Slovak exports, although indirect subsidies exist in areas
such as housing, agriculture and energy. The Slovak government provides export en-
hancement programs in the form of fi'mancing and insuring exports and covers half
of the cost of Slovak firms participating in international fairs. A new act on the fi-
nancing and insuring of expos is expected to be proposed by the government in
1996. It is anticipated that the government will adopt measures to provide tax cred-
its to exporters within two to three years.
7. Protection of U.S. Intelectual Property

The Slovak Republic is signatory to the same conventions on intellectual property
rights (IPR) as the former Czechoslovakia, e.g. the Berne, Paris, Stockholm,-Madrid,
Nice, Lisbon, Locarno, Washington, Strasbourg, and Budapest conventions. Slovak
IPR laws and regulations are identical to those of the former Czechoslovakia, and
are generally compatible with Western European legislation. A new law on adminis-
trative fees was passed in 1993. Like the Czech Republic, Slovakia is a successor
to Czechoslovakia in the World Intellectual Property Organization (WIPO). There
are no known iPR disputes involving US. interests. However, Slovakia's trademark -
legislation is based on "first to register' rather than "first to use" principle, which
poses potential difficulties for foreign investors. On a related issue, the SNovakar-
liament recently adopted an audiovisual law that requires 40 percent of all films
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distributed in Slovakia to be dubbed into Slovak. There Is concern that this law
could limit the access of U.S. films to the Slovak market.
8. Worker Rights

a. The Right of Aseociation.-The constitution provides for the right to form and
join unions, except in the armed forces. In 1996, according to one reliable, independ.
ent source, approximately 50 percent of the workforce was organized. Official
sources state that the fl re .as closer to 75 percent. Unions are independent of
the government and political pa~ies. There are no restrictions on the right to strike,but there were no reports of strikes during the year.

b. The Right to Organize and Bargain Collectively.-The Collective Bargaining
Law provides for collective bargaining, which is freely practiced throughout the
country. Employers and unions set wages in free negotiations. The Law on Citizens'
Associations prohibits discrimination by employers against union members and or-
ganizers.

The Customs Act of 1992 regulates duty-free stores and export processing zones,
of which there are several. Firms operating in such zones must comply with the
labor code.

c. Prohibition of Forced or Compulsory Labor.-Both the constitution and the em-
ployment act prohibit forced or compulsory labor. There were no reports of viola.
tions.

d. Minimum Age for Employment of Children.-The law sets the minimum em-
ployment age at 15 years of age. Children must remain in school for 9 years, or until
age 15. Workers under age :6 ma not work more than 33 hours per week, may
not be compensated on a piecework basis, may not work overtime or night shifts,
and may not work underground or in specified conditions deemed dangerous to their
health or safety. There were no reports of violations.

e. Acceptable Conditions of Work.-The minimum wage is $82 (SK 2,450) per
month. The standard workweek mandated by the labor code is 42.5 hours, although
collective bargaining agreements have achieved reductions in some cases.

f. Rights in Sectors With U.S. Inveatment.-Workers' rights in sectors with U.S.
investment are the same as in other enterprises in Slovakia.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment .Positio•n Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 0
Total Manufacturing ............................................................ (.)

Food & Kindred Products .............................a. (1)
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................... 0
Transportation Equipment ............. ................................ 0
Other Manufacturing .......................................................... 0

Wholesale Trade ...................................................................... 0
Banking ................................................................................... 0
Finance/Insurancw/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

I Suppremid to avoid disclosing data of individual companies.
Soumr U.S. Department a( Commerce, Bureau of Eoonomic Analysis.
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SLOVENIA
Key Economic Indicators

(Mollnm. ( UA delian unlwm othrwis. noted]

1093.. Im99 . .l
"Income, Producfion and Em y :

Real GDP (1985 prices)s ..................................... N/A N/A N/A
Real GDP Growth (percont)sa.............................. 1.3 5.5 5
GDP (at current prices) ................... 12,672 14,463 15,100
GDP by Sector.

Agriculture..............563 648 680
Energy and Water ............................................ 322 873 380
Manufacturing .................................................. 3,870 4,128 4,300
Construction.........521 616 700
Rents .. ............................. 1,421 1,240 1,600
Financial Services ... .................... 443 504 740
Other Services...........................2,821 3,228 3,500
Govt. Health & Education ............................... 2,734 2,872 3,000
Net Exports of Goods and Services ................. 50 728 200

Real Per Capita GDP ('85 BPS) .......................... N/A N/A N/A
Labor Force (000s) ............................................... 760 745 730
Unemployment Rate (percent) ............................ 9.1 9.0 8.6

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 2.5 1.4 1.3
Base Interest Rate'4 ............................................ 18 16 10
Personal Saving Rate .......................................... .30 24 15
Retail Inflation ..................................................... 32.3 18.3 10.2
Wholesale Inflation .............................................. 21.6 17.5 9.5
Consumer Price Index...... .... .............. 32 18.5 10.3
Exchange Rate (SIT/US$):

Official .............................................................. 115 125 120
Parallel ............................................ 117 115 120

Balance of Payments and Trade:
Total Exports FOB 5 ...................... 6,083 6,828 8,740

Exports to US. ................................................. 216 250 270
Total Imports CIF5 .............................................. 6,501 7,304 10,006

Imports from US.............................................. 188 197 280
Aid from US...............................oN/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ..................................... 1,873 2,258 2,700
Debt Service Payments (paid) ............................. 374 426 400
Gold and Foreign Exchange Reserves ............. 1,566 2,764 3,400
Trade Balance........................-154.2 -476 -900

Balance with USH.............................................. 28 53 -10
1194 Sreae al simats mbusedca available monthly data in Ootabr 1996.
X GDP nat- rr east.$Pcr uutaged chanein l lutad In n (eluInte.
4 1lgur are atuyl, avm. annual infant rate s not hn in them.SMe~mj~g trade.

1. General Policy Framework
In 1991, Slovenia set out on the path of complete political and economic trans.

formation. In the first phase, after market reforms and a stabilization policy were
introduced, the lmmedlat consequences were lower employment and a somewhat
lower standard of living. Positive effects at the macroeconomic level have appeared
gradually during the second phase. However, Slovenia is still beginning some crucial
elements of its economic transformation, in particular with regard to legal reform
on property rights (privatization, sanctity of contract) and the development of a fi-
nanp ira key

The economic depression of 1991-1992 was primarily the result of a dramatic col-
lapse in trade flows with other regions of the former Yugoslavia and a decrease in
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trade with Eastern European markets. Similarly, the revival of the economy in 1993
was brought on by an increase in demand. Authorities eased a very restrictive Mon.
etary polkiy and introduced a Slovene currency. Contraction of markets in the
former Yugoslavia stopped at a low level, but growth of exports to other countries
took off. Domestic institutional reforms have also gained credibility.

After five years of decline, real GDP increased bone recent in 1993 and65.5
percent in 1994. Positive growth continued in the first eight months of 1995. The
trade mix began shifting, with imports of consumer goods declining and imports of
semifinished materials rising, and the current account showed a modest surplus. As
of August 1995, actual annual GDP growth was running at about four percent.

The Bank of Slovenla has successuy realized its primary goals of lowering infla-
tion and maintaining stable growth in the money supply.. The Bank is also attempt-
ing to lower interest rates, facilitate liquidity in commercial banks and re.srve the
Slovene tolar's stability while allowing the exchange rate to a4ust for inflation
against the Deutachemark (DM). The most frequently used monetary instruments
were liquidity loans offered against letters of credit as collateral. Both M1 and the
primary money supply increased slightly in real terms in 1994,but the rate of real
growth in the money supply slowed In 1995. The share of G.R6 accounts and bank
reserves is increasing atthe expense of currency in circulation. Public financial as-
sets held in banks are increasing very quickly, both in tolar and foreign exchange
deposits.
2. Exchange Rate Policies

When launching its currency, the tolar, on October 8, 1991, Slovenia opted for a
managed float against the DM, rather than a straight peg. A peg remains the long
term objective.In real terms, the tolar appreciated stronglyAagainst the DM
throughout 1992, by 3.3 percent in 1993, by 6.8 percent in 1994, and by an addi-
tional-2.5 percent in the first eight months of 1995. A high net inflow of foreign ex-
change from a surplus in the balance of payments accounts in part for this Trend.
The rise in the officials Bank of Slovenia rate was mirrored in the exchange rate for
business transactions, although at a slightly slower pace. The latter reflects actual
movements of different money aggregates in the previous month and is used for ad-
ministrative purposes only (customs, etc.). The tolar has been fully convertible since
September 1, 1995.
3. Structural Policies

Slovenia has made significant progress across a broad spectrum of structural re-
forms. The government is undertaking.a rehabilitation and reform of the financial
sector and has begun privatizing "socially-owned capital* to transform the economy
into a more market-oriented structure. Structural reforms in these two areas are
interrelated. New prudential regulations (e.g., loan loss provisions, capital adequacy,
limits for large borrowers) and accounting standards (e.g., nonaccrual of late inter-
est) were put in place along with the establishment of Bank of Slovenia regulatory
activities. The necessary legal framework is bing erected with the passage of key
implementing legislation for ownership transformation; a bankruptcy law; a com-
pany law; a banking law; and a securities market and mutual fund law.

The three most important banks are participating in a rehabilitation program. By
the end of September 1995, over 950 (out of around 1,400) programs for privatiza-
tion had been approved in a first round of approvals by the Privatization Agency.
The programs approved represent about 40 percent of GDP and an equal percentage
of total employment.

Changes were introduced in the personal income tax regime effective January 1,
1994. Tax holidays for corporate income tax have been eliminated. The depreciation
schedule was liberalized, and the carryforward period for losses has been extended
from one to five years. A new corporate income tax law, adopted in the fall of 1994,
lowered the basic rate from 40 percent to 25 percent. Overall payroll tax rates were
lowered considerably during 1993 and 1994-from 50.35 percent to 44.6 percent on
average, as of the second quarter of 1995.

Prices are mainly market driven. Prices for electricity, gas and telecommuni-
cations are the onlynprices still controlled by the Government. Wage increases, how-
ever, are subject to Government efforts to suppress inflation.

4. Debt Management Policies
The public debt of the Republic of Slovenia is still relatively small. Slovenia's

debt, including potential obligations stemming'from the Yugoslav state succession
negotiations, was estimated at 33 percent of GDP at the end of 1994. Loan servicing
is running at 1.3 percent of GDP or 2.5 percent of total public receipts. According
to the Monthly Bulletin of the Bank of Slovenia, Slovenia's foreign debt had reached
$2.5 billion by the end of September 1995, with foreign exchange reserves standing
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at Dearly $3.2 billion. Slovenia's debt servicing ratio was 5.6 percent at the end of1994.
Of the total debt, $2.46 billion represents long-term debt, $68 million short-term

debt and $5 million an IME credit. These amounts only include official debt allo.
carea to Slovene beneficiaries ('allocated debt"). The division of the "unallocated"
Yugoslav debt (approximately $2.6 billion, excluding obligations to the IMF) has
been subject to ongoing negotiations with commercial-banks. Slovenia and a consor-
tium of commercialbanks reached agreement on the Slovene share of this
"unallocated" Yugoslav debt bi April 1995. The agreement must be accepted by two
thirds of the interested commercial banks and ratified by the Slovene Parliament.

The government decided on January 13, 1994, that payments related to the fol-
lowing obligations would, until final agreement is concluded, be made to a fiduciary
account ofthe Bank of Slovenia in the Dresdner Bank, Luxembourg:

-16.39 percent of interest due under the 1988 "Yugoslav New-Financing Agree-
ment" (NFA) for which the obligor is the National Bank of Yugoslavia;

-principal anJ interest due under the NFA, for active credits only, where the
beneficiary is a Slovene entity;

-amounts on deposit with the Ijubbanska Banka under the 1988 Trade and
Deposit Facility Agreement.

The balance of this account as of July 31 1994, is $68 million.
The Republic of Slovenia became a member of the IMF in January, 1993. By deci-

sion of the IMF Executive Board in December 1992 Slovenia was declared a succes-
sor state with a percentage share of assets and liabilities of the former Yugoslavia.
At the moment of succession total liabilities were SDR 51 million, of which dis.
bursed credits amounted to SDR 25.5 million.
5. Significant Barriers to U.S. Exports

Slovenia joined the GATr in October 1994 and became a founding member of the
new World Trade Organization in early 1995.

Traditionally, Slovenia had a relatively market-oriented econonuc system with lib-
eralized prices and a high degree of openness to foreign trade. With the beginning
of its transition to a market-oriented economy Slovenia gradually loosened the re-
maining obstacles in its foreign trade regime. however, some statutory barriers re-
main to foreign investment in the country. First, any company incorporated in Slo.
venia must have a managing director or proxy of Slovene nationality, or the major-
ity of the board of directors must be Slovene. Second, a foreign registered company
or individuals of foreign nationality are not allowed to buy (own)land in Slovenia.
On the other hand, any company incorporated in Slovenia, regardless the origin of
its founding capital, ay real estate in Slovenia.

Limitations on trans'erability of tolar balances held by certain non-residents were
ended in .9J4. Slovenia's exchange system is now free of restrictions on payments
and transfers for current international transactions.
6. Export Subsidies Policies

Slovenia has no special export subsidies policy. The Slovene economy was always
export oriented. As a new country, Slovenia lacks certain tools to stimulate exports.
In 1994, Slovenia adopted new legislation on tax exemptions on imported inputs.
This measure should help domestic companies compete with foreign competition on
a more equitable basis.
7. Protection of U.S. Intellectual Property

The Slovene Government attaches great importance to intellectual property rights
and offers reasonably good protection. Two additional bills on intellectual property
protection were adopdby the Parliament at the end of 1994. The Act on Protection
of Topography of Semiconductors and Integrated Circuits harmonized national law
and procedures with those used by the U.S. Patent Office. The Copyright and Relat-
ed Rights Act is one of the most modern laws in Europe.

Some years ago, computer software and video piracy were problems in Slovenia.
Fortunately, there were several successful court cases in the late 1980's, which
helped remedy that situation. The first and best known case involved the American
company Autodesk. Today Slovenia's position is comparable to that of Western
countries. This, however, Aoes not mean that Slovenia has solved completely the
software piracy problem, especially for operating system software for personal com-
puters. New sal, of personal computers (now being sold together with legal soft-
ware) will gradt ally improve this situation.

Slovenia is a member of the World Intellectual Property Organization and a sig-
natory of the principal intellectual property conventions, including the Berne Copy-
right Convention,_thie Paris Convention on Industrial Property (patents), the Madrid
Arrangement on Internationally Registered Marks, the Patent Cooperation Treaty,

0
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and the Locarno and Nice classification arrangements. By the end of 1995, Slovenia
expected to fulfill all obligations under the WTO Agreement on Trade Related As.
pects of Intellectual Property Rights.
8. Worker Rights

a. The Right of Association.-The Slovene constitution provides that trade unions,
their operation, and their membership shall be free. Workers, except for some in the
public sector, enjoy the right to strike. Virtually all workers, except foie he police
and military, are eligible to form and Join labor organizations of their own choosing.

The old Yugoslav government-sponsored and c ntrolled unions disappeared with
Slovenii's independence In 1991. Slovenia now has two main labor groupings, with
constituent branches throughout the country. There is a third, much smaller, re-
gional labor union on the Adriatic coast, Unions are independent of the government
and political parties. The constitution provides that the state shall be responsible
for."the creation of opportunities for employment and for work." There are no re-
strictions on affiliating with like-minded international trade union organizations.

b. The Right to Organize and Bargain Collectively.--Slovenia's economy is in tran-
sition from the command economy of the former communist system, which included
some private ownership of enterprises along with state and "social" ownership. In
the transition to a fully market based economy, the collective bargaining process is
undergoing change. Formerly, the old Yugoslav government had a dominant role in
setting the minimum wage and conditions of work. The Slovene government still ex-
ercises this role, to an extent, although private businesses, growing steadily in num-
ber, set pay scales directly with their employees' unions or employee representa.
tives. The embassy has received no reports of anti-union discrimination.

c. Prohibition of Forced or Compulsory Labor.-There is no forced labor in Slove-
nia.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 16 years. Children must remain in school until 15. During the harvest, younger
children do work on the farms. In general, urban employers respect the age limits.
The constitution specifically prohibits exploitation of children.

e. Acceptable Conditions of Work.-Slovenia has a minimum wage of $370 (gross
wage) per month, with a 40 hour work week. The government has an active concern
for occupational safety. In general, Slovene enterprises provide acceptable conditions
of work equal to standards in force in other European countries.

f. Rights in Sectors With U.S. lnvestment.-Thbe information given above on the
five areas of concern for workers rights applies equally in all sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................ 0
Total Manufacturing .............................................................. -5

Food & Kindred Products .................................................. 0
Chemicals and Allied Products..................... -5
Metals, Primary & Fabricated ............ ................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ......................................................... . 0

Wholesale Trade .................................................................... 0
Banking ......................................................................... ........... 0
Finance/Insurance/Real Estate ............................................. 0
Services .................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... -5

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

Key Economic Indicators
[Bifions• o U.& do&=x unless otherwise noted

1993 1994 19961

Income, Production and Emplayment.
Real GDP (1986 prices)* ..................................... 312.2 302.4 334.5
Real GDP Growth (percent) ................................ - 1.1 2.0 3.0
GDP (at current prlces)s ..................................... 478.1 483.1 548.4
GDP by Sector:

Agriculture ....................................................... 16.5 16.8 18.8
Industry ............................................................. 108.8 110.8 129.4
Construction........................... 39.1 38.6 45.5
Services ............................................................. 286.4 288.2 327.3
Net Exports of Goods and Services ................. 92.5 107,6 136.1

Real Per Capita GDP(86 BPS, US$) .................. 7,980 7,714 8,511
Labor Force (000s) ............................................... 15,406 15,469 15,575
Unemployment Rate (percent) ............................ 23.9 23.9 22.8

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. - 15.8 6.6 1.0
Base Interest Rate (percent)83............. .. . .. . .. . .. . . .. .  12.6 10.0 10.3
Personal Saving Rate (percent) .......................... 19.0 18.7 18.7
Retail Inflation.............4.6 4.7 4.5
Wholesale Inflation .............................................. 2.4 4.3 5.0
Consumer Price Index ......................................... 105.0 110.0 115.0
Exchange Rate (Pta/US$): Official ..................... 127.4 133.9 125.0

Balance of Payments and Trade.-
Total Exports FOB 4......... . . .. . 53.7 73.6 85.0

Exports to US ............................................... 2.9 3.6 4.2
Total Imports CIF4 ............................................ 70.8 92.7 110.0

Imporett from US .............................................. 5.6 6.8 8.0
External Public Debt ........................................... N/A N/A N/A
Debt Service Payments (paid) ............................. N/A N/A N/A
Gold and Forex Reserves ..................................... 45.3 44.5 45.0
Trade Balance4 .................................................... -17.1 -19.1 -25.0

Balance with US ............................................... -2.7 -3.2 -3.8
11996 r• ure are cl stimates based on available monthly data In June 1996.
2GDP at =ator" cast.
#Figu:e are actual, avmape annual interet rates, not changes in them.
4MerchandiIS trd

1. General/Policy Framework
Along with most of continental Europe, Spain hit the bottom of the business cycle

in 1993, when GDP declined one percent and unemployment exceeded 24 percent
according to offal measurements. Devaluation of the peseta and the recovery in
Spain's major European markets contributed to the beginning of an export-led recov.
ery in 1994, when GDP increased by nearly two percent. Continued strength in net
exports (including tourism) and strong private-sector investment are maintaining
growth during 1995 at around three percent. The economy is generally expected to
continue growing at about this rate in 1996, assuming that private consumption-
which so far is nearly stagnant--_joins the recovery.

Spain's accession to the European Union (then called the European Communities)
in 1986 established the framework for its subsequent economic performance. EU
membervshp has required Spain to open its economy, modernize its industrial base,
improve infrastructure, and revise economic legislation to conform to EU guidelines.
Fuithermore the 1992 Maastricht Treaty, calling for eventual Economic and Mone-
tary Union (EMU) amonq the EU member states, established specific criteria for
economic performance which now serve as official objectives for the Spanish govern-
ment. In particular, those criteria call for reduced government deficits, lower infla-
tion and foreign exchangestiity. Foreign investors, prcipally from other EU
countries, have invested over $60 billion in Spain since 1988.



277

Relatively high inflation rates continue to be a problem. Despite the recession and
massive unemployment, Spanish inflation declined only to 4.3 percA-nt by the end
of 1994, well above the EU average and is likely to stay close to that figure or
slightly exceed it in 1995. Wage settlements in 1994 following modest reforrms in
the labor market, were quite moderate. In late 1995, however, he labor unions ap-
pear to be applying more pressure. Structural rigidities. including a lack of competi.
tion in certain sectors, especially services, contribute to inflationary pressure. Fur-
thermore, the fiscal deficit, which -exceeded 7 percent of GDP in 1994, probably will
exceed 6 percent of GDP in 1995. The government is committed to bringing the defi-
cit down to 4.4 percent of GDP in 1996. This is theoretically possible, even though
the parliament has rejected the government's proposed 1996 budget. Spanish law
allows an automatic type of "continuing resolutionTi limiting spending in most cat-
egories to the previous year's level.
2. Exchange Rate Policies

Spain joined the European Monetary System (EMS) in mid-1989 at what has been
shown subsequently to have been an overvalued level. The peseta played a role in
the turmoil disrupting the EMS beginning in September 1992, resulting in expan-
sion of EMS "bands" to 15 percent around the European Currency Unit (ECU) in
August 1993. In early 1995, the peseta tested the limits of that band and the Gov-
ernment of Spain was forced to devalue its central rate another 7 percent. Since
1992, the peseta has declined by about 30 percent against the deutsche mark.

The Government of Spain removed the few remaining capital controls on February
1 1992. Controls were .emporarily reimposed in the wake of the September 1992
EMS crisis, but were rescinded shortly thereafter.
3. Structural Policies

Joining the EU in January 1986 required Spain to open its economy. By Decem-
ber 1992, Spanish tariffs were phased out for imports from other EU countries and
lowered to the EU's common external tariff level for imports from non-EU countries.
Many non-tariff barriers also had to be reduced or eliminated. The EU program to
establish a single market has accelerated Spain's integration into the EU.

Spain's membership in the EU also required liberalization of its foreign invest-
ment regulations. In July 1989, a securities market reform went into effect. The re-
form has provided for more open and transparent stock markets, as well as for li.
sensing of investment banking services. The reform also liberalized conditions for
obtaimnng a stock brokerage license. A new foreign investment law passed in June
1992 removed many of the administrative requirements for foreign investments. In-
vestments from EU-resident companies are free from almost all restrictions, while
non-EU resident investors must obtain authorization from the authorities to invest
in broadcasting, gaming air transport, or defense.

Faced with the loss o? the Spanish feed grain market as a result of Spain's mem-
bership in the EU, the United States negotiated with the EU in 1987 in the context
of the Enlargement an agreement which establishes a 2.3 million ton annual quota
for Spanish imports of corn, specified non-grain feed ingredients and sorghum from
non-EU countries during a four-year period. The agreement was extended through
1994. The Uruguay Round Agreement had the effect of extending this agreement
indefinitely. The United States remains interested in maintaining access to the
Spanish feed grain market and will continue to press the EU on this issue. U.S.
exports of corn and sorghum, valued at about $250 million annually, are an impor-
tant part of US. trade with Spain.

Spain was obliged under its EU accession agreement to establish a formal system
of import licenses and quotas to replace the structure of formal and informal import
restrictions for industrial products existing prior to EU membership. The United
States complained that the new import regime for non-EU products was illegal
under GATT. In response to U.S. concerns, in October 1988, Spain initiated an auto-
matic, computerized licensing system for imports of the affected U.S. products. Since
the system became effective, U.S. exporters have not reported any market access im-
pediments to their products covered under the automatic approval system.

The Government of Spain has signed and ratified the Marrar.esh Agreement
which concluded the Uruguay Round of multilateral trade negotiations and estab-
lished the World Trade Organization.
4. Debt Management Policies

Spain's foreign currency debt is estimated at about $138 billion-about 29 percent
of GDP. Foreign investors bought heavily into Spanish government long-term debt
during 1993, profiting as interest rates declined from 12.2 percent in January 1993
to 8 percent in February 1994. Foreign investors held about $38 billion of this debt
in March 1994 but have since reduced their position in this market as interest rates
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have trended upward. The Spanish Government has signed standby loan arrange.
ments in foreign currency with consortia of private banks and reached agreement
with investment banks to float bonds in foreign markets, as alternatives to domestic
financing.

International reserves totalled $37.1 billion in July 1995, equivalent to five
months of imports. Moodys currently rates debt of the Kingdom of Spain as AA2.

5. Significant Barriers to U.S. Exports
Import Restrictions: Under the EU's Common Agricultural Policy (CAP), Spanish

farm incomes are protected by direct payments ancd guaranteed farm prices that are
higher than world prices. Among the mechanisms for maintaining this internal sup.
port are high external tariffs and variable levies (as much as 200 percent for some
commodities) that effectively keep lower priced imports from entering the market
to compete with domestic production. However, the Uruguay Round Agreement re-
quired that these variable levies be replaced by fixed import duties. As well, all im-
port duties on agricultural products will be reduced by an average of 20 percent dur-
ing the five-year period from 1995 to 2000.

In addition to these mechanisms, the EU employs a variety of strict animal and
plant health standards which act as barriers to trade. These regulations end up se-
verely restricting or prohibiting Spanish imports of certain plant and livestock prod-
ucts. One of the most glaring examples of these policies is the EU ban on imports
of hormone-treated beef, imposed with the stated objective of protecting consumer
health. Despite a growing and widespread use of illegal hormones in Spanish beef
production, the EU continues to ban U.S. beef originating from feedlots where
growth promotants have been used safely and under strict regulation for many
years.

One important aspect of Spain's EU membership is how EU-wide phytosanitary
regulations, and regulations that govern food ingredients, labeling andpackaging
impact on the Spamnsh market for imports of U.S. agrcultural products. The major-
ity of these regulations took effect on January 1, 1993, when EU "single market"
legislation became fully implemented in Spain, and now agricultural and food prod-
uct imports into Spain are subject to the same regulations as in other EU countries.

While many restrictions that had been in operation in Spain before the transition
have now been lifted for certain products the new regulations impose additional im.
port requirements. For example, Spain now requires any foodstuff that has been
treated with ionizing radiation to carry an advisory label. In addition, a lot marking
is now required for any packaged food items. Spain, in adhering to EU.wide stand-
ards, continues to impose strict requirements on product labeling composition, and
ingredients. Like the rest of the EU, Spain prohibits imports which do not meet a
variety of unusually strict product standards. Food producers must conform to these
standards, and importers of these products must register with government health
authorities prior to importation.

Telecommunications: Spain's telecommunications policy is in flux, as the Govern-
ment of Spain simultaneously seeks to assure the continued strength of Telefonica,
the state-controlled public telephone operator, and to liberalize the market in order
to attract foreign investment and comply with EU guidelines. Although regulations
liberalizing value-added services were issued in 1991, U.S. companies trying to es-
tablish these services, particularly international virtual private networks (IVPNs),
closed user groups, and real-time fax and voice data service, have encountered ob-
stacles.

Recently, some progress has been made. In December 1994, the Government of
Spain awarded the second digital cellular license. (Under the terms of its 30-year
contract with the government, Telefonica was awarded the first digital cellular li-
cense on a non-competitive basis.) In its role as public telephone operator, Telefonica
has embarked on an ambitious project to upgrade Spain's communications infra-
structure. It has laid 2,500 kilometers of fiber optic line in the last year. The Span-
ish firm is also a major buyer of U.S. switching and transmission equipment and
has indicated interest in forming alliances with U.S. companies.

Banking Services: Spain's transposition of the EU Second Banking Directive in
March 1993 placed US. banks with branches in Spain at a potential competitive
disadvantage with respect to branches of EU banks in Spain. Spanish regulatory au-
thorities have temporarily waived the most onerous restrictions, however, and nego-
tiations are underway for a permanent solution.

Government Procurement: Spain's Uruguay Round government procurement obli-
gations take effect on January 1 1996. Under the bilateral U.S.-EU government
procurement agreement, Spain s obligations take effect also on January 1, 1996, ex-
cept for those on services, which take effect on January 1, 1997.
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Offst requirements are common in defense contracts and some large non-defense
related and public sector purchases (e.g. commercial aircraft and satellites). Recent
large commercial contracts have contained offset provisions in the 30 to 60 percent
range.

Television Broadcasting Stations: The government transposed the EU Broadcast
Directive in July 1994. It imposes a requirement that 51 percent of broadcast time
be reserved for European products. TheEU is considering revisions to this directive.
Should the revisions result in further increases in the European content reserva-
tions this would, of course, further restrict the Spanish market for U.S. products.
Spanish legislation imposes restrictions on foreign ownership of the three private
TV concessions allowed. These restrictions are aimed at developing the local Span-ish pram industry and encouraging Spanish language productions. In December
1994, the government introduced draft legislation to regulate cable T.V. Two operat-
ing concessions would be granted in each specified geographical area. One conces.
sion would be reserved for Telefonica, the state-controlled public telephone operator,
while one would be assigned to a private firm through competitive bidding. This
draft legislation has not yet become law.

Motion Picture Dubbing Licenses anid Screen Quotas: Spain requires issuance ofa license for dubbing non-EU films into Spanish for distribution i Spain. Dubbed
movies are commercially more successful than subtitled original language films in
the Spanish market. To obtain a license, distributors must contract to distribute an
EU film. Changes in the Cinema Law, implemented in December 1993, increased
the number of viewers which the EU film must attract for it to confer a dubbinglicense and imposed incentives (in effect requirements) for dubbing into minority
languages. The law also requires cinemas to show one day of EU films for every two
days of non-EU films. Efforts are underway to seek administrative revisions to the
law to limit its prejudicial effects on non-EU producers and distributors.

Product Standards and Certification Requirements: While product certification re-
quirements (homologation) have been liberalized considerably since Spain's entryinto the EU, problems remain for U.S. exporters in three areas. First, cumbersome
certification requirements remain for some telecommunications products, terminal
equipment certain computer peripherals, and some building materials. Second,
there is a lack of transparency and consistency in the application of certification re.
quirements. There are no published norms for the documentary evidence needed to
establish that an item has met certification requirements of another EU government
and that a product is in 'free circulation" in an EU market. However, a fast-track
procedure may be followed in such cases that would expedite the product's entry
into the Spanish market. Third, the local interpretation and application of some EU
directives and regulations have caused disruption in trade with the U.S. For exam-
ple, U S. exporters of gas connectors have had difficulty in obtaining permission for
the entry of their products into Spain.

The Spanish government generally maintains that it does not use product certifi-
cation procedures to hinder trade. It has been cooperative in resolving specific trude
problems brought to its attention. The United States has encouraged Spain to sim-
plify its certification procedures and to make them more transparent. In this regard
at the EU level mutual recognition of product standards and testing laboratory re.
sults is being pursued.
6. Export Subsidies Policies

Spain aggressively uses "tied aid" credits to promote exports, especially in Latin
America, the Maghreb, and more recently in China. Such credits reportedly are con-
sistent with the ECD arrangement on officially supported export credits.

As a member of the EU, Spain benefits from EU export subsidies which are ap-
lied to many agricultural products when exported to destinations outside the

Union. Total EU subsidies of Spanish agricultural exports amounted to $140 million
in 1994. Spanish exports of grains, olive oil, other oils, tobacco, wine, sugar, dairy
products, beef, and fruits and vegetables benefited most from these subsidies in%1994.

7. Protection of U.S. Intellectual Property
Spain adopted new patent, copyright, and trademark laws, as agreed at the time

of its EU accession. It enacted a new patent law in March of 1986, a new copyright
law in November 1987, and a new trademark law in November of 1988. All approxi-
mate or exceed EU levels of intellectual property protection. Spain is a party to the
Paris Convention on industrial property, the Berne and Universal Copyright conven-
tions and the Madrid Accord on Trademarks. Spanish government officials have said
that their laws reflect genuine concern for the protection of intellectual property.
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The patent law greatly increased the protection accorded patent holders. In Octo-
ber 1992, Spain's pharmaceutical process patent protection regime expired andprod.
uctprotection took effect. Industry sources have advised that the impact of this
product protection law will not be felt until early in the next century when new
pharmaceutical products patents applied for after October 1992 enter the market
after the 10 to 12 years research and development period normally associated with
the introduction of a new product. U.S. makers of chemical and pharmaceutical
products have complained that " provides effective patent protection only for ap-
proximately 8 years; the U.S. phsamaceutical industry would like to see some
lengthening of te patent term.

The copyright liw is designed to redress historically weak protection accorded
movies, video cassettes, sound recordings and software. It includes computer soft-
ware as intellectual property, unlike the previous law. In December 1993, legislation
was enacted which transposed the EU software directive. It includes provisions that
allow for unannounced searches in connection with civil lawsuits. Some searches
have taken place under these provisions.

Nevertheless, US. software producers complain of losses from business software
piracy and are taking legal action under the new intellectual property law to correct
this. The Spanish Government has responded to concerns about software piracy by
sending instructions to prosecutors calling for rigorous enforcement of the law and
urging private industry to pursue pirates aggressively through the courts.

Continuing vernment enforcement efforts have reduced video and audio cassette
piracy although it remains a significant problem. Operators of small neighborhood
cable networks, called "Community Video,' broadcast video programs without broad-
cast rights, but the government hta prohibited them from running cables across
public ways and is attempting to eliminate such practices. This process would beexpedited if as the government has proposed, a new cable television law is enacted
which grants exclusive franchises over large areas. The copyright law has clearly
established that no motion picture can be publicly exhibited without the authoriza-
tion of the copyright holder and that "Community Video" is to be considered as pub-
lic exhibition.

The trademark law is intended to facilitate improved enforcement. It incorporates
by reference the enforcement procedures of the patent law, defines trademark in-
fringements as unfair competition, and creates civil and criminal penalties for viola.
tions. Aggressive Spanish enforcement efforts have resulted in numerous civil and
criminal actions; however, the infringement of trademark rights in Spain is still a
problem, particularly in the textile and leather goods sector.
8. Worker Rights

a. The Right of Assodation.-All workers except military personnel, judges, mag-
istrates and prosecutors are entitled to form or join unions of their own choosing
without previous authorization. Self-employed, unemployed and retired persons may
join but may not form unions of their own. There are no limitations on the right
of association for workers in special economic zones. Under the Constitution, trade
unions are free to choose their own representatives, determine their own policies
represent their members' interests, andstrike. They are not restricted or harassed
by the government, and they maintain ties with recognized international organiza-
tions. About 11 percent of the Spanish work force belongs to a trade union. While
no official data are available on the percentage of union affiliation in Spain's free
trade zones, a trade union official has stated that union membership in these zones
is higher than average throughout the economy.

b. IFhe Right to Organize and Bargain Collectively.-The right to organize and
bargain collectively was established by the Workers Statutý of 1980. Trade union
and collective bargaining rights were extended to all workers in the public sector,
except the military services, in 1988. Public sector collective bargaining in 1989 was
broadened to include salaries and employment levels. Collective bargaining is wide-
spread in both the private and public sectors. Sixty percent of the working poeu-
lation is covered by collective bargaining agreements although only a small number
of individuals are actually union members. Labor regulations in free trade zones
and export processing zones are the same as in the rest of the country. There are
no restrictions on the right to organize or on collective bargaining in such areas.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is out-
lawed and is not practiced. Legislation is effectively enforced.

d. Minimum Age for Employment of Children.-The legal minimum age for em-
ployment as established by the Workers Statute is 16 years. The Ministry of Labor
and Social Security is primarily responsible for enforcement. The minimum age is
effectively enforced in major industries and in the service sector. It is more dil cult
to control on small farms and in family-owned businesses. Legislation prohibiting
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child labor is effectively enforced in the special economic zones. The Workers Stat.
ute also prohibits the employment of persons under 18 years of age at night, for
overtime work, or for work in sectors considered hazardous by the Ministry of Labor
and Social Security and the unions.

e. Acceptable Conditions of Work.-Workers in general have substantial, well de-
fined rights. A 40 hour work week is established by law. Spanish workers enjoy 12
paid h lda a year and a month's paid vacation. The employee receives his annual
salary in 14 payrments--one paycheck each month and an extra" check in June and
in December. The daily national minimum wage rate is $17.00 (ptas 2,090); for
those aged 16 and 17, it is $11.25 (ptas 1,381). The minimum wage is revised every
year in accordance with the consumer price index. Government mechanisms exist
for enforcing working conditions and occupational health and safety conditions, but
bureaucratic procedures are cumbersome. Safety and health legislation is being re.
vised to conform to EU directives.

f. Rights in Sectors With U.S. Investment.-U.S. capital is invested primarily in
the following sectors: petroleum, automotive, food and related products, chemicals
and related products, primary and fabricated metals, non-electrical machinery, elec-
tric and electronics equipment, and other manufacturing. Workers in these sectors
enjoy all the rights guaranteed under the Spanish Constltution and law, and condi-
tions in these sectors do not differ from those in other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 135
Total M anufacturing ............................................................... 4,512

Food & Kindred Products ................................................... 775
Chemicals and Allied Products ........................................... 754
Metals, Primary & Fabricated ............................................ 171
Machinery, except Electrical .............................................. 444
Electric & Electronic Equipment ....................................... 441
Transportation Equipment ................................................. 1,104
Other M anufacturing .......................................................... 821

W holesale Trade ...................................................................... 824
B anking .................................................................................... 1,349
Finance/Insurance/Real Estate .............................................. 665
Services .................................................................................... 413
Other Industries ...................................................................... 149
TOTAL ALL INDUSTRIES .................................................... 8,048

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

SWEDEN

Key Economic Indicators
(Millions or U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1991 prices) 2 ................. . .. . .. . . . . .. . . . . .. . .  178,223 184,215 207,789
Real GDP Growth (percent) 3 ............ . .. . . .. ... . . . .. .. ..  -2.6 2.2 3.9
GDP (current prices) ............................................ 185,156 196,747 230,334
GDP by Sector:.

Agriculture ........................................................ 1,753 1,785 19,399
Energy & Water ............................................... 5,027 5,118 5,697
Manufacturing .................................................. 32,976 36,907 44,486
Construction ..................................................... 11,272 10,887 12,248
Rents ................................................................. N/A N/A N/A
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Key Economic Indicators-Continued
[Mllosf US. 4domlasunles otherwie noted]

Financial Services...... ..................... 7,311 8,040 9,235
Other Services .................................................. 62,375 64,878 73,087
Government, Health and Education N/A N/A N/A
Net Exports of Goods & Services 6,643 8,359 16,891

Real Per Capita GDP (US$) . ........ 21,205 22,412 24,647
Labor Force (O00's) ............................................. 4,250 4,233 4,300
Unemployment Rate (percent) ............................ 8.2 8.0 7.0

Money and Pie (annual percentage growth):
Money Supply (M2) .............................................. -6.6 1.7 1.5
Base Interest Rate 4 (3-month STIBOR) ............ 8.73 7.68 7.46
Personal Saving Rate (percent) .......................... 7.9 8.3 6.7
Retail Inflation.............4.7 2.2 2.6
Wholesale Inflation .............................................. 4.8 4.3 8.3
Consumer Price Index ......................................... 4.7 2.2 2.6
Exchange Rate (SEK/US$) .................................. 7.80 7.011 7.10

Balance of Payments and Trade:
Total Exports FOB 5 ........................ . . .. . . .. . .. . . .. .. .. . .  49,782 61,167 78,948

Exports to US ................................................. 4,747 5,563 6,900
Total Imports CIF. ............ ... . 0..42,857 51,767 63,680

Imports from US .............................................. 4,137 4,750 5,100
Aid from US ........................................................ N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 46,051 49,555 59,236
Debt Service Payments......................7,148 55,500 54,500
Gold & Forex Reserves ........................................ 22,717 22,897 26,760
Trade Balance 5 ........................... . .. . .. . .. . . .. . . .. . . .. . . ..  6,923 9,399 15,211

Balance with the U.S.6 .................................... 0.61 0.81 1.80
11996 fi ume are aUl limato bsed onaailable monthly data in October 199M
2GDP at (actor cost.

sP-rcentage changes calculated in locale] corcy eternal furded debt. For 1996, first half year.
4iurse average annual inteet, rates, rat changes in them.

s M~hndi,•tradeL

1. General Policy Framework
Sweden is an advanced, industrialized country with a high standard of living, ex-

tensive social services, a modern distribution system, excellent internal and external
transport and communications links, and a skilled and educated work force. Sweden
exports a third of its Gross Domestic Product (GDP) and strongly su ports liberal
trading practices. Sweden became a member of the European Union (E•U) on Janu-
ary 1, 1995 and it had already harmonized much of its legislation and regulation
with th S TJ' as a member of the European Economic Area.

Sweden •es both monetary and fiscal policy to achieve economic goals. Active
labor market practices are particularly important. The Central Bank enjoys signifi.
cant autonomy in pursuit of its avowed goal of price stability. (Some Parliamentar-
ians in 1995 called for increased political direction of the Central Bank.) Recent
years'/fiscal policy decisions to lower tax rates while maintaining extensive social
welfare programs swelled the government budget deficit and public debt, most of
which is-financed domestically.

During 1994 and 1995, Sweden was pulling out of its worst and longest recession
since the 1930s. GDP declined by six percent from 1991 to 1993. Unemployment has
recently" averaged 12 to 14 percent. (Sweden quotes two unemployment figures, open
and "hidden' unemployment. *Iidden! unemployment covers those in training and
work programs and accounts for some 6 percentage points of total unemployment.
In 19912, t Swedish krona came under pressure and was allowed to float late that
year, Swedish interest rates soared and have come down slowly, remaining about
4 percentage points above German interest rates.

Sweden's export sector is strong, but domestic demand remains weak. Structural
changes in recent years have prepared the way for future economic growth. Between
the two of them, the Social Democratic government at the end of the 1980s and the
Moderate-led coalition government at the beginning of the 1990s have deregulated
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the credit market, removed foreign exchange controls, reformed taxes, lifted foreign
investment barriers and begun to privatize government-owned corporations.
2. Exchange Rate Policies

Sweden floated the krona in November 1992 after briefly defending its currency
during the turbulence in European financial markets. (From 1977 to 1991 the krona
was peggd to a trade-weighted basket of foreign currencies in which the dollar was
double Weighted. From mid-1991 the krona was pegged to the European Currency
Unit (ECU.)Sweden dismantled a battery of foreign exchange controls in the latter half of the
1980s. No capital or exchange controls remain. The Central Bank does track trans-
fers for statistical purposes, however.
3. Structural Polic•es

Sweden's tax burden exceeds 50 percent of GDP. Central government current ex-
penditures during the severe recession was nearly 75 percent of GDP. The maxi-
mum marginal income tax rate on individuals is 55 percent. Effective corporate
taxes are comparatively low, though social security contributions add one-third or
more to employers' gross wage bill. The value-added tax is two-tiered, with a gen-
eral rate of 25 percent and a lower rate of 21 percent for food, domestic transpor-
tation, and many tourist-related services.

Trade in industrial products between Sweden, other EU countries, and EFTA
countries is not subject to customs duty, nor is a significant proportion of Sweden's
imports from developing countries. When Sweden joined the EU, its import duties
were among the lowest in the world, averaging less than 5 percent ad valorem on
finished goods and around 3 percent on semi-manufactures. Duties were raised
slightly on average to meet the common EU tariff structure. Most raw materials are
imported duty free. There is very little regulation of exports other than military ex-
ports and some hlgh-technology products that could be used in weapons of mass de-
struction.

Sweden began abolishing a complicated system of agricultural price regulation in
1991. Sweden s EU membership and consequent adherence to the EU's Common Ag-
ricultural Policy have brought re-regulation of agriculture.
4. Debt Management Policies

Central government borrowing guidelines require that: most of the national debt
be in Swedish krona, that the borrowing be predictable in the short term and flexi-
ble in the medium term, that the government (i.e., the Cabinet) direct the extent
of the borrowing and that the government report yearly to the Parliament.

Sweden's Central Bank and National Debt Office have borrowed heavily in foreign
currencies since the fall of 1992, increasing the central government's foreign debt
five-fold to about a third of the public debt.-Management of the increased debt level
so far poses no problems to the country, but interest payments on the burgeoning
national debt are growing rapidly.
5. S•gniAcant Barriers to U.S. Exports

Sweden is open to imports and foreign investments and campaigns vigorously for
free trade in the World Trade Organization (WTO) and other fora. Import licenses
are not required except for items such as military materiel, hazardous substances,
certain agricultural commodities, fiberboard, ferro-alloys, and some semi-manufac-
tures of iron and steel. Sweden enjoys licensing benefits under Section 5 (k) of the
U.S. Export Administration Act. Sweden makes wide use of EU and international
standards, labeling, and customs documents, in order to facilitate exports.

Sweden has harmonized laws and regulations with those of the EU. The country
is now open to virtually all foreign investment and allows 100-percent foreign owu-
ership of businesses and commercial real estate, except in areas of air and maritime
transportation and the manufacture of military materiel. Foreigners may buy and
sell any corporate share listed on the Stockholm Stock Exchange. Corporate shares
may have different voting strengths.

Sweden does not offer special tax or other inducements to attract foreign capital.
Foreign-owned companies enjoy the same access as Swedish-owned enterprises to
the country's credit market and government incentives to business such as regional
development or worker traininp grants.

Public procurement regulations have been harmonized with EU directives and
apply to central and local government purchases in excess of ECU 400,000. Sweden
is required to publish all government procurement opportunities in the European
Community Official Journal. Sweden participates in all relevant GATf/WTO codes
concerned with government procurement, standards, etc. There are no official
countertrade requirements.
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6. Export Subsidies Pwke
The Swedish govanmnent provides basic export promotion support through the

Swedish Trade Council, which I. funded jointly with industry. The government and
industry a&s fund Jointly the Swedish Export Credit Cosrporatin, wdc grang s
medium. and long-term cndits to finance exports of capital goods ana lrge.ce
service projects.

Sweden's agricultural support policies have been adjusted to the EU'S.Common
Agricultural Policy, including intervention buying, prouction quotas, and increased
export subsidies.

Themearmno tax or duty exemptions on imported inputs; no resource discounts
to producers; and no preferntial iexhange rate schemes. Sweden is a signatory to
the GATT Subsidies Code.
7. Protection of U.S. Intelletual Propet

Swedish intellectual property practices have no adverse impact on US. trade.
Sweden strongW protects intellectual property rights encompassed in patents, trade.
marks copyrights, and new technologies. The laws are adequate and clear; enforce-
ment Is good; and the courts are efcient and honest. Sweden supports efforts to
strengthen international protection of intellectual property rights, often sharing
US. positions on these questions. Sweden is a me.mbir of the World Intellectual
Property Organization, a party to the Berne Copyright and Universal Copyright
Conventions and to the Psaris Convention for the Protection of Industrial Property,
as well as to the Patent Cooperation Treaty. As an EU member, Sweden has under.
taken to adhere to a series of other multilateral conventions dealing with intellec-
tual property rights.
8. Worker Rights

a. The Right of Association.-Laws protect the freedom of workers to associate
and to strike, as well as the freedom of employers to organize and to conduct lock-
outs. These laws are fully res t Some 87 percent of Sweden's work force be-
longs to trade unions. Unions operate independently of the Government and political
parties, though the largest fedration of unions has always been linked with the
largest political party, the Social Democrats.

b. The Right to Organize and Bargain Collectiwely.-Labor and management, each
represented b a national organization by sector, negotiate framework agreements
every two-to-three years. More detailedacompany agreements are reached locally.
The law provides both workers and employers e ective mechanisms, both informal
and Judicial, for resolving complaints.

c. Prohibition of Fomid or ompisory Labor.-The law prohibits forced or com-
pulsory labor, and the authorities effectively enforce this ban.

d. Minimum Age for Employment of Chidren.--Compulsory nine-year education
ends at age 16, and the law permits full4time employment at that age under super-
vision of local authorities. Employees under age 18 may work only during daytime
and under supervision. Union representatives, police, and public prosecutors effec-
tively enforce this restriction.

e. Acceptable Conditions of Work.--Sweden has no national minimum wage law.
Wages are set by collective bargaining contracts, which non-union establishments
usually observe. The standard legal work week is 40 hours or less. Both overtime
and rest periods are rgulated.Al employees are guaranteed by law a minimum
of five weeks a year of paid vacation; many labor contracts provide more. Govern-
ment occupational health and safety rules are very highland are monitored by
trained umon stewards, safety ombudsmen, and, occasionally, government inspec-
tors.

f. Rights in Sectors With U.S. Investment.-The five worker-right conditions ad-
dressed above pertain in all firms, Swedish or foreign, throughout all sectors of the
Swedish economy.

Extent of U.S Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

CategRy Amount

Petroleum .. . . . . ............... .............. 1,.74
Total Manufacturing .............................................. .. .1..........,279

Food & Kindred Products......................... 49
Chemicals and Allied Productse....................... 72
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Extent of UA., Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994--Continued

(Miflions of U.S. dollars)

Category Amount

Metals, Primary & Fabricated7....................... . ....... 7
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ....................................... 19
Transportation Equipmtnt ...................................... (1)
Other Manufactuz g .......................................................... 128

Wholesale Trade ...................................................................... 481
Baigng .................................................................................... (1)
FPnance/Insurance/eal Estate .............................................. 778
Services .................................................................................... 103
Other Industries d...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................. 2,719

I Suppreumdto ovoid dluong dataof indvidul oompanos.
So.u U.S. r Departmetof Cmrems, M u ot Economic Analymsi

SWiTZERLAND

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Real GDP (1980 prices)1I .. . . . .. . .. . .. . . .. .................... 140,044 153,415 177,012
Real GDP Growth (percent) ................................ - 1.1 1.3 20.7
Nominal GDP1'..................................................... 232,047 257,628 2 305,743
Population (millions) ............................................ 6.99 7.02 27.05
Real Per Capita GDP (US$) ................................ 20,035 21,854 225,108
Unemployment Rate ............................................ 3.7 3.8 2 a 3.3

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 16.1 10.2 36.5
Base Interest Rate (percent) ............................... 4.0 3.5 32.0
Personal Saving Rate (percent) .......................... 11.5 10.3 48.5
Retail Inflation............. . . .. . . 3.3 0.9 42.2
Wholesale Inflation .............................................. 0.2 -0.3 4 -0.2
CPI (May 1993,100) ............................................ 99.9 100.8 3 103
Exchange Rate (US$/SFR) ................................. 0.68 0.73 40.84

Balance of Payments and Trade:
Total Exorts (FOB) ............................................ 63,140 70,152 5 46,574

Expor.s to US ................................................. 5,558 6,349 5I3,934
Total Imports (CIF)...................... 60,798 67,795 546,411

Imports from US............................................... 3,777 4,176 52,771
External Public Debt ........................................... 46,990 56,936 5 69,620
Public Sector Deficit (pet)Is................................. 4.61 3.52 23.03
Gold & FOREX Reserves ..................................... 27,648 31,856 a 37,629
Trade Balance ...................................................... 2,341 2,357 15164

Balance with US ............................................. 1,781 2,173 1,163
GWDP at & eost..

2Embasy estimate
$As of•Sopteme 1996.
0AvenMgof Jtqn Sp&ber 1996.Snthaf1996.

'As perset Ge GDP.
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1. ineral Policy Framework
As a country whose only natural resources are its famous mountains, Switzerland

derives its wealth from international trade in goods and services. Swiss exporters
of goods mainly operate in high-tech niche markets, where they often have a clear
competitive advantage over foreign rivals. In services, Swiss banking and other fi.
nancial services have a reputation for efficiency, performance and customer privacy.
But when Swiss voters decided in December 1992 to reject the European Economic
Area (EEA) Treaty, Switzerland found itself in the awkward position of being lo-
cated in the heart of Europe, without, being part of the EEA or a member of the
EU. With over 60 percent of its exports going to Europe, the Swiss Government is
making every efort to limit the negative effect on the domestic economy that may
result from the EEA rejection. The Government of Switzerland is currently in bilat-
eral negotiations with the EU but these could fail over the sensitive dossiers of the
free movement of persons anA transport. However, in other sreas Switzerland has
been more successful; Switzerland joined the WTO on July 1, 1995. Experts believe
that the conclusion of the Uruguay Round offsets many of the negative effects of
the EEA 'no" vote and prevents possible discrimination against Swiss products in
EU markets.

As a result of the economic recession and excessive government spending toward
the end of the 1980s, Switzerland moved from a public sector surplus into large defi-
cits causing a corresponding increase in public debt. Strict expenditure controls have
begun to help the economy turn the corner, however, and the deficit should drop
to about 3 percent of GNP in 1995 and to below 3 percent in 1996. Local commu.
nities and most cantonal governments have also initiated measures to curb expendi-
tures in order to reduce budget deficits. These efforts began paying off in 1995.

The main objective of Swiss monetary policy is price stability. Under the respon-
sibility of the Swiss National Bank (SNB), monetary policy is carried out through
open market operations. Besides being independent from the government, the SNB

keeps its independence from other central -banks. However, the small size of the
country and the free movement of capital make Switzerland highly vulnerable to
events in Europe and other world financial centers, particularly to financial develop-
ments in Germany. Lately, the large budget deficits and public debt have raised
concerns over possible negative influences on interest rates.
2. Exchange Rate Policies

For the medium and long-term, the SNB does not have any exchange rate policy,
and the Swiss Franc is not pegged to any foreign currency. However, in cases where
the Swiss currency would be likely to appreciate considerably over a short period,
the SNB takes measures to prevent further appreciation.
3. Structural Policies

Due to Switzerland's high level of dependence on international trade, few struc-
tural policies have a significant effect on U.S. exports. One exception is the field of
services, where Swiss telecommunication policy has a significant impact on the de-
mand for US. exports. The PTT (a public corporation within the government) still
has a monopoly over voice transmission, and telecommunication equipment must be
approved by an independent federal office. A new law proposed by the Federal
Council will take the first steps toward liberalization of the telecommunications sec-
tor, splitting the PTT into its postal and telecom units in preparation for eventual
privatization. The law will, furthermore, open the market to all suppliers, domestic
and foreign. These suppliers would be subject to licensing and required to partici-
pate in the maintenance of the telecommunications infrastructure. The Parliament
is expected to vote on the new law in December.

Agriculture is heavily regulated and supported by the federal government. Farm-
era' revenues are pegged to those of blue collar workers in industry through guaran-
teed prices or direct payments. Prices of agricultural imports are raised to domestic
levels by variable import duties and by requiring importers to buy high-priced do-
mestic products as offsets. In conjunction with the Uruguay Roundagements, the
Swiss government has proposed various agricultural reforms in the framework of
the "Agriculture 2002" program. These reforms include switching from price sub-
sidies to direct payments. As a result of the Uruguay Round Agreement, Switzer-
land will have to convert all non-tariff barriers into tariffs and reduce them by an
average of 30 percent within six years. These changes are likely to have a favorable
effect on U.S.agnrcultural exports.

The Federal Council has produced a draft cartel law which will limit price fixing,
territorial distribution, and cartel operations. The new law would also exercise con-
trol over mergers and consolidations and provide for a strengthened agency to regu-
late anti-competitive practices.
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4. Debt Management Policies
As a net international creditor, debt management policies are not relevant to

Switzerland. The country paricipates in the Paris Club for debt rescheduling and
is an active member of the OECD. Switzerland joined the International Monetary
Fund (IMF) and the World Bank in 1992 and holds a seat on the IMF's Executive
Board.
5. Signiftcant Barrimr to U.S. Exports

Import Licenses: In general, import licenses are required for all imported goods.
They are granted freely and serve a primarily statistical purpose. However, import
licenses f6r obligation for importers to purchase offsets of domestically produced
goods. The implementation of the Uruguay Round will remove some of these restric-
tions that also affect U.S. agricultural exports, e.g., asparagus and wine.

Service Barriers: With the exception of telecommunications, the Swiss services
sector features no significant barriers to U.S. exports. A new banking law which en-
tered into force in January 1995 allows foreign banks to open subsidiaries, branches,
or representative offices in Switzerland without Federal Banking Committee ap-
proval. This liberalization is based upon reciprocity with other countries. In addi-.
tion, a new federal law on stock exchanges, which should enter into force in 1996
at the earliest, will replace the existing system of cantonal regulations. The new law
is characterized by a high degree of sef -regj.'ation and incorporates the principh,
of national treatment.

Insurance is subject to an ordinance which requires the placement of all risks
physically situated in Switzerland with insurance companies operating in Switzer-
land. Therefore it is necessary for foreign insurers wishing to do business in Swit-
zerland to establish a subsidiary or a branch. Government regulations do not call
for any other special restrictions on foreign insurers established in Switzerhand. At-
torneys and lawyers, like members of other professions which require certification
(physicians, pharmacists, therapists, engineers, and architects) must pass a federal,
or in some cases a cantonal, examination and obtain appropriate certification before
they may set up a business of their own.

The most serious barriers to U.S. exports exist in the area of telecommunications.
The Swiss PTT controls the public network and all services related to voice trans-
mission. Satellite communication requires licensing by the PIT, and telecommuni-
cations equipment has to be approved by the Federal Office of Telecommunication
(separate from the PMl). The Swiss PTI may take a stake in private companies op-
erating in the area of value-added network services (VANS), which have been liber-
alized. The private sector has no access to markets controlled by the PTT.

Standards, Testing, Labeling, and Certification: As mentioned before, tele-
communications equipment has to be certified by the Federal Office of.Telecommuni-
cation. Household electrical appliances must be tested and approved by the Swiss
Electrotechnical Association, a semi-official body. Cars, motorcycles and trucks must
either comply with Swiss technical standards or carry EU-Typo Approval; certain
US standards such as EPA approval have been formally recognized, but Switzerland
has yet to recognize US. auto safety standards as the equivalent of Swiss or EU
standards Finally drugs (prescription and over-the-counter) must be approved and
registered by the fntercantonal Drug Agency. Other standards and technical regula-
tions in force in Switzerland are based on international norms. Labels are required
to be in the German, French and Italian languages.

Investment Barriers: In most cases, foreign investment in Switzerland is granted
national treatment. Some restrictions on foreign investment apply to the following
areas: limits on the number of foreign workers; restrictions concerning the number
of foreign directors on the boards of corporations registered in Switzerland; a prohi-
bition on providing ground handling services to other carriers by U.S. airlines serv-
inng the Swiss market; and ownership of real estate by foreigners. (In June voters
defeated a referendum calling for reform of the Lex Friedrich, a law prohibiting
ownership of real estate by non-resident foreigners.) For reasons of national security
or cultural sovereignty, foreign participation is restricted by law in the hydro-elec-
tric and nuclear power sectors, operation of oil pipelines, transportation of explosive
materials, television and radio broadcasting, operation of Swiss airlines, and mari-
time navigation. Acording to Article 711 of the Code of Obligations, the board of
directors of a joint stock company (with the exception of holding companies) must
consist of a majority of members permanently residing in Switzerland and having
Swiss nationality. Swiss corporate shares are issued as registered shares (in the
name of the holder) or bearer shares. In the past, Swiss corporations often imposed
restrictions on the transfer of registered shares to limit foreign ownership. But new
legislation introduced in July 1992 and the increased reliance of public companies
on international capital forced Swiss companies to permit foreign investors to own
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shares. At present, to prevent or hinder a takeover by an outsider, public carpgra-
tions must get governmental approval, citing significant reasons relevant to their
survival or for the conduct and purpose of theirlbusiness. Public corporations may
limit the number of registered shares that can be held by any shareholder to a cer-
tain percentage of the wsued registered stock. As practice h,,q shown, most corpora-
tions limit the number of shares to between 2 and 5 percent of the relevant stock.

Strict regulations govern the admission of foreigners seeking to enter the Swiss
labor market. Nevertheless, the foreign labor force represents more than a quarter
of the total workforce. Sectors like construction and tourism rely on a pool of un-
skilled, low-paid seasonal workers. High-tech and research-intensive sectors depend
on highly skilled and specialized reignn workers. In the chemical industry, for ex-
ample, the proportion of foreigners working in research departments exceeds 40 per-
cent.

Government Procurement Practices: Switzerland is implementing the WTO code
agreement on government procurement at the federal and cantonal levels, but at the
local level procurement practices remain subject to protectionist measures (often en-
forced as much against other Swiss communities as toward foreigners).

Customs Procedures: Cubtoms procedures in Switzerland are straightforward and
not burdensome. All countries are afforded GATT most-favored-nation treatment.

6. Export Subsidies Policies
Switzerland's only subsidized exports are in the agricultural sector, where exports

of dairy products (primarily cheese) and rocessed food products (chocolate products,
grain-based bakery products, etc.) benefit from state subsidies. Rare temporary sur-
pluses of domestic products, lik• beef or concentrated apple juice, are also sub-
sidized. Switzerland s WTO commitments will require a gradual reduction of export
subsidies.
7. Protection of U.S. Intellectual Property

Switzerland has one of the best regimes in the world for the protection of intellec-
tual property, and protection is afforded equally to foreign and domestic rights-hold.
ers. Switzerland is a member of all major international intellectual property rights
conventions and was an active supporter of a strong IPR text in the A Uruguay
Round negotiations.

Patent protection is very broad, and Swiss law provides rights to inventors that
are comparable to those available in the United States. Switzerland is a member
of both the European Patent Convention (EPO) and the Patent Cooperation Treaty
(PCT), making it possible for inventors to file a single patent application in the
United States (or other PCT country, or any member of the EPO) and receive protec-
tion in Switzerland. If filed in Switzerland, a patent application must be made in
one of the country's three official languages (German, French or Italian) and must
be accompanied by detailed specifications and if necessary by technical drawings.
The duration of a patent is 20 years. Renewal fees are payable annually on an as-
cending scale. Patents are not renewable beyond the original 20-year term, with the
exception of pharmaceuticals, where the Swiss adopted patent term restoration
procedure early in 1995.

According to the Swiss Patent Law of 1954, as amended, the following items can-
nct be covered by patent protection: surgical, therapy and diagnostic processes for
application on humans and animals; inventions liable to disturb law and order and
offend "good morals". Animals and biological processes for their breeding cannot be
covered. In virtually all other areas, coverage is identical to that in the U.S., but
there have been increasing instances of prohibitions by sub-federal units of govern-
ment on the use of genetically altered plants or animals.

Trademarks are also well-protected. Switzerland recognizes well-known trade-
marks and has established simple procedures to register and renew all marks. The
initial period of protection is 20 years. Service marks also enjoy full protection.
Trademark infringement is very rare in Switzerland-street vendors are relatively
scarce here, and even they tend to shy away from illegitimate or gray-market prod-
ucts.

A new copyright law in 1993 improved a regime that was already quite good. The
new law explicitly recognizes computer software as literary works and establishes
a remuneration scheme for private copying of audio and video works which distrib-
utes proceeds on the basis of national treatment. Owners of television programming
are fully protected and remunerated for re-broadcast and satellite retransmission of
their works, and rights-holders have exclusive rental rights. Collection societies are
well established. Infringement is considered a criminal offense. The term of protec-
tion is life plus 70 years. Theft of encoded satellite signals (premium channels and
PNy-TV) is a serious and growing problem in Switzerland, and Embassy Bern and
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industry representatives are actively engaged with the Swiss Government on this
prbleml.

The Swiss also rotect layout designs of semiconductor integrated circuits, trade
secrets, and industrial designs. Protection for integrated circuits and trade secrets
is very similar to that available in the US.; protection for designs, is somewhat
broader.
8. Worker Rights

a. The Right of Aswciation.-All workers including foreign workers, have the
freedom to associate freely, to join unions of their choice, and to select their own
representatives. The changefrom an industrial to a service-based economy', the high
standard of living shared by a prosperous workforce, and the Swiss system of direct
democracywhich accords citizens a voice on important political, social, and eco-
nomic issues-are some of the reasons for the limited interest in union membership.
Unions are free to publicize their views and determine their own police ito rep-
resent member interests without government interference. The Swiss Trade Unions
Federation belongs to the International Confederation of Free Trade Unions and the
World Confederation of Labor, as well as to the European Trade Union Confed-
eration.

The right to strike is legally recognized, but a unique informal agreement between
unions and employers-in existence since the 1930's--has meant fewer than 10
strikes per year since 1975. There were no significant strikes in 1995.

b. The Right to Organize and Barwain Co~lectively.--Swiss law gives workers the
right to organize .ni bargain collectively and protects them from acts of anti-union
discrmination. The government encourages voluntary negotiations between em-
ployer and worker organizations. There are no export processing zones.

c. Prohibition of Forced or Compulsory Labor.--There is .no forced or compulsory
labor although there i no specific statute or constitutional ban on it.

d. Minimum Age for Empkoyment of Children.-The minimum age for employment
of children is 15 years. Children over 13 may be employed in light dutisor not
more than 9 hours a week during the school year and_ 15hours otherwise. Employ-
ment between ages 15 and 20 is strictly regulated. For example, youths may not
work at night on Sundays, or under hazardous or dangerous conditions.

e. Acceptable Conditions of Work.-There is no national minimum wage. Employer
associations and unions negotiate industrial wages during the collective bargaining
process. Such wage agreement are also widely observed by non-union establish-
ments. The Labor Act established a maximum 45-hour workweek for blue- and
white-collar workers in industry, services, and retail trades and a 50-hour work-
week for all cther workers. Overtime is limited by law to 120 hour, annuaUy.

The Labor Act and the Federal Code of Obligations contain extensive regulations
to protect worker health and safety. The reglations are enforced byt the Federal Of-
fice of Industry, Trades, and Labor, providing a high standard of workers' health
and safety. The government is in the process of completely revising the labor law
which dates from 1948. It plans to abolish the ban on night work and work on Sun-
day for women in industry. Instead, it proposes to introduce provisions which will
ensure adequate working conditions for all workers, male and female, who are em-
ployed on night shifts. These provisions will include specific measures designed to
protect their safety and health, assist them to meet family and social responsibil-
ities, and provide appropriate compensation. There were no allegations of workers'
rights abuses from domestic or foreign sources.

f. Rights in Sectors With U.S. Investment. -Except for special situations (e.g. em-
ployment in dangerous activities regulated for occupation alhealth and safety or en-

vironmental reasons), legislation concerning workers' rights does not distinguish
among workers by sector, by nationality, by employer, or in any other manner which
would- result indifferent treatment of workers employed by U.S. firms from those
employed by Swiss or other foreign firms.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Catwo7ry Amount

Petroleum ................................................................................. 726
Total Manufacturing ............................................................... 2,858

Food & Kindred Products ........... ....... . *.............4(1)
Chemicals and Allied Products ........................................... 264
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Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions of U.S. dollars]

catesrry Amount

Metals, Primary & Fabricated ............................................ 167
Machinery, except Electrical .............................................. 261
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 736

Wholesale Trade ...................................................................... 11,409
Banking .................................................................................... 1,974
Finance/Insurance/Real Estate .............................................. 15,996
Services.............. ................................ 10414
Other Industries ......................................... 108
TOTAL ALL INDUSTRIES .................................................... 34,485
I Suppressed to avoid disclosing data of individual comznjines
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

TAJIKISTAN

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Previuction and Employment:
Real GDP2 ............................................................ N/A N/A N/A
GDP (at current prices) 2 ................. . .. . . .. .. . . .. .. . .. . .  N/A N/A N/A
Real GDP Growth (percent) ................................ -11.1 -21.4 N/A
GDP by Sectors:

Agriculture ........................................................ 116.4 137.6 N/A
Energy..... ...... . ................... 17.7 17.1 N/A
Manufacturing ........................ . .. .. . . .. . . .. . .. . . . .. . . .  378.e 365.0 264.5
Construction ..................................................... 17.f, 11.3 9.9
Rents ... .......... ................... WNIA N/A N/A
Financial Services ............................................ 13.6 7.8 N/A
Other Services .................................................. 0.4 N/A N/A
Government, Health and Education ............... 52.2 101.2 121.6
Net Exports of Goods and Services ................. -25.0 -25.5 -33.0

Real per capital GDP (US$) 2............................... N/A N/A 400
Labor Force (millions)4 .................. . . .. . .. . .. . .. . .. . .. . .  1.84 1.4 1.24
Unemployment Rate (percent) 4 ........ . .. . . .. . . .. . . .. . .  16 N/A 41

Money and Prices (annual percentage growth): 5
Money Supply (M2) .............................................. 70.3 41.16 217
Base Interest Rate............................................... N/A N/A N/A
Personal Savings Rate ......................................... 14.0 60.0 155.2
Retail Inflation ..................................................... 1,065.0 321.5 550.0
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... N/A N/A N/A
Exchange Rate (ITRUS$, May-October 1995); 6

Official ............................................................... N/A N/A 103.0
Parallel ...................................... N/A N/A 132.3

Balance of Payments and Trade:
Total Export FOB ................................................ 97.2 524.0 647

Exports to US.................................................. 6.8 26.5 N/A
Total Imports CIF ................................................ 122.2 600.0 611

Imports from US.............................................. 3.9 12.9 N/A
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Key Economic Indicators--Continued
(Millions of U.S. dollars unless otherwise noted]

19935 1994 1996'

External Public Debt ........................................... 443.9 753.4 780.0
Debt Service Payments (paid) ............................. N/A N/A 50
Gold and Forex Reserves ..................................... N/A N/A 20
Trade Balance 7  . . . . . . . . . . . . . . . . . . . . . . . . .  -57.3 -76.0 36.0

Balance with U.S .............................................. 2.9 13.6 N/A
11995 figures are all estimates based an monthly data in October 1996, unless noted otherwise.
2GDP figures are unreliable because of changing currencies and exchange rates (see note 6). 1996 per cap-

ita GDP quoted is that estimated by the World Bank.
sIncludes material expanse--net figures not available.
4Government unemployment rates do not take into account the estimated 60-70 percent of the industrial

work force which is idle or n freed leave but is yet considered employed. Decline in labor force reflects a
movement out of the formal economy.

8 1996 figures in this section cover May to October 1996 (the period of the new Tajik rouble).
SDur. the three years cored in this table Tajikistan used a different national currency each year. Of-

nleal IZ exchange rates (using the pre-1993 Russian rouble) averaged 2064:1; offcial 1994 exchange rates
(using the new Russian rotable) averaged 2206:1. In May 1906, the Tajik ruble was introduced and traded
at W0.1; by years end, the rate was 20.I.

'Merchandise trade.
Note: Reliable data are not available in Tajikistan. Sources for this report include the State Statistical

Aecy, the Ministries of Finance and Economy the International Monetary Fund, and the World Bank (the
latter two also note the unreliability of date). While we have used IMP figures whenever possible, the fig-
ures above should be used with caution and as a general basis for comparison, rather than as definitive
data.

1. General Policy Framework
The year 1995, while one of continuing overall economic decline has yet seen sig-nificant positive cha s in the economic policies of Tajikistan. Te introduction uf

the tajik rouble in May 1995, after Tajikistan's efforts to enter the Russian rouble
zone continued to be rebuffed throughout 1994 and the first quarter of 1995, was
the most significant event, providing for the first real measure of economic inde-
pendence since the breakup of the Soviet Union. The appointment of an economic
management team headed by the Prime Minister in December 1994 allowed the gov-
ernment to seriously focus on the harsh economic, rather than only the political, re-
alities facing Tajikistan.

Government policies have concentrated in large part on those preconditions nec-
essary to quality for assistance from the international financial institutions. The in-
troduction of the new currency was followed by attempts (not always successful) to
control government spending while at the same time ensuring the social welfare of
the population. Bread and flour prices, the last remaining state subsidized consumer
products, are expected to be decontrolled by the end of 1995 after an unsuccessful
attempt im August. In November 1995, the government adopted an economic pro-
gram for the next five years which clearly states its commitment to the privatization
of state enterprises by the end of 1996 and its intention to reform the agricultural
sector.

Tajikistan's foreign debt in 1995 totaled more than its GDP, reaching approxi-
mately $780 million by October. Financing of the debt is provided by credit from
the National Bank. Government expenditures are largely for grain, the supply of
fuel and raw materials for industry, and expenditures for the military which is
maintained to respond to attacks both along the Tajik-Afghan border and from pock-
e ts of opposition within Tajikistan. While the government has made several guA
faith efforts to legislate reform, the implementation of these efforts remains -lax.
Revenue collection has been much lower than anticipated in 1995, returns from the
state sale of exports are stagnant and government subsidies to inefficient state en-
terprises continue. Inflation for the first nine months of the year averaged 500 to
600 percent, according to estimates by the World Bank. The economy may have con-
tracted by as much as 20 percent in 1995.

Foreign assistance, while still largely focused on the humanitarian emergency,
began to address some of Tajikistan's development needs in 1995. Training of key
government personnel, financed by the United States, and a small initial program
by the European Bank for Reconstruction and Development (EBRD) began m 1995.
The United Nations Development Program has planned a substantial rural rehabili-
tation project for 1996. The International Monetary Fund (IMF) worked actively
with the government throughout the year and saw enough positive progress to raise
the possibility of signing a stand-by agreement worth over $20 million in early 1996.
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2. Exchange Rate Policies
In May 1995, TaJikistan introduced a national currency, the Tajik rouble (TR), re-

placing the Russian ruble as the legal tender for all transactions. To manage the
exchange of foreign currency, the government created the Taiik Interbank Currency
Exchange (TICE), which holds weekly auctions for the sale of foreign exchange. The
rate of exchange, initially set at an arbitrary rate of TR 50 per U.S. dollar, depre.
ciated steadily over the course of the year, ending at less than one-fifth of its initial
rate. The government's ability to support the new curTency was severely hampered
by its need to keep foreign exchange on hand to purchase wheat, causing the gov-
ernment to suspend TICE auctions repeatedly, sometimes for months, as the cur-
rency fell. The government now maintains two official exchange rates, that of the
National Bank (set by the TICE) and a higher commercial rate. The unofficial or
black market rate is even higher.

The government continues to require the sale of some hard currency, although
these requirements were reduced in 1995. Exporters are required to sell 30 percent
of their foreign exchange to the Republican hard currency fund, and those trading
in cotton and aluminum are required to sell 100 and 90 percent, respectively. The
impact of Tajikistan's exchange rate policies upon U.S. imports is slight for the sim-
ple reason that there is little substantial trade between the two countries.
3. Structural Policies

Tajikistan's introduction of a national currency in May 1995 inaugurated its fical
and economic independence from the Russian Federation and demonstrated a re-
newed commitment to reform by the leadership. The team of economic reformers ap-
pointed in December 1994 and headed by the Prime Minister has worked closed
and cooperatively with the IMF, World Bank and EBRD. Price controls were elimi-
nated on all consumer goods except bread, as were export licenses for all but two
exports (cotton and aluminum). The government began dismantling the state pro-
curement system, with cotton producers given the right to retain 30 percent of their
production over and above the state order in 1995. In 1996, the state order for cot-
ton is to be abolished completely. To encourage investment, the government offered
to provide foreign companies and joint ventures with tax exemptions and freedom
from any applicable export restrictions for the first five years. Perhaps most impor-
tantly, the government has begun to publicly recognize the role of the private farm-
er in promoting greater productivity in agriculture.

Unfortunately, many of these reforms exist only on paper. The prices of bread and
flour, which were ostensibly decontrolled in August 1995, remain controlled by the
government and are set at artificially low levels. Cotton production in 1995 fell
short of the state order for cotton, so that farmers were unable to retain surplus
production. While stati0 orders in general are no longer used, the government re-
tains an almost complete monopoly on purchasing, and state purchasing prices for
goods--especially agricultural products-are low. Private farmers and enterprises
are also hard pressed to procure necessary inputs in a system biased toward state
monopoly. Trade continues to be conducted largely on the basis of intergovernmental
agreements and relies heavily on barter. A convoluted and corrupt bureaucracy adds
to the difficulty of doing business in Tajikistan.
4. Debt Management Policies

Estimates from the government and the IMF put Tajikistan's national debt at
over $780 million, or C100 million more than its GDP. Most of this debt was in-
curred in 1993-4 and is in the form of short-term, high-interest commercial paper.
The Ministry of Finance estimates that debt service alone totaled $12 million in
1995. Tajikistan's major creditors are other countries of the former Soviet Union,
in particular Russia, Uzbekistan and Kazakhstan, which among them account for
approximately $440 million. As Tajikistan appears unable to meet its repayment
schedule, the IMF made debt rescheduling an integral precursor of its assistance
package, approaching Tojikistan's creditors to request rescheduling until the eco-
nomic recovery had made some progress. Kazakhstan has thus far been the only
creditor to accept rescheduling, announcing its intention to reschedule $18.3 million
of Taik debt as of November 1995. Russia reportedly is also prepared to reschedule
its debt, but no other countries have agreed to reschedule. The European Union,
owed approximately $73 million as Tajiistan s share of loans made to the former
Soviet Union, has declined to reschedule but will look favorably on other financial
assistance in order to ease some of the burden. Of Tajikistan's other creditors, the
United States is owed $29.6 million (from concessional food credits made under the
PIL--480 program); Turkey, $26 million (of a possible $50 million in commercial cred-
its); China, $6.4 million (commercial credits); and India, $5 million (also commercial

- 1iM I m
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credits). The huge burden this places on Tajikistan's frail economy makes new credit
hard to come by and trade therefore difficult.
5. Signicant Barriers to U.S. Exports

Tojikistan's barriers to U.S. exports are mainly the result of inaccessibility and
the general economic crisis rather than any deliberate attempt to exclude U.S. goods
and services. TaJikistan's geographical isolation, post-communist economy, and new
and unstable currency severely inhibit its ability to trade, even with neighboring
CIS states. Demand for U.S. exports is dampened by the shortage of hard currency
and the lack of adequate banking transfer mechanisms to effect purchases, as well
as a business culture that emphasizes personal contacts over competitive bidding.
Although legislation encourages foreign investment, contradictory and unclear de-
crees make doing business in Tajikistan a labyrinthine process.

The governmentconducts virtually all trade-in Tajikistan. Fine tfiwr cotton and
aluminum are the two main sources of hard currency. Trade is characterized by the
amount of either product that the government has allocated for purchase of imports.
Foreign investors are able, with effort, to negotiate deals with the government. In
some instances they have received benefits such as tax relief, longterm land leases
and resource allocations without which it would be exceedingly difficult to do busi-
ness in Tajikistan.
6. Export Subsidies Policies

Tajikistan is not a member of the World Trade Organization and does not sub.
scribe to the WTO agreement on export subsidies. To a large extent, it retains the
Soviet practice of indirect subsidies through inefficient socialist pricing and state
order mechanisms. The holdover of socialist practices is very much apparent in the
production of aluminum, one of Tajikistan's two main exports. Subsidized govern
ment rates for energy (such as electricity and natural gas) and other raw material
costs give Tajik-prodiuced aluminum a distinct price advantage over aluminum pro.
duced in the United States or elsewhere. Although the government made prelimi-
nary moves in 1995 to decontrol prices in some sectors, such as electrical power and
telecommunications, these prices still do not reflect a true market value. in general,
however, the continuing economic crisis has left the government with very little to
hand out in the way of either direct or indirect support for export*-s. That notwith-
standing, it is publicly committed to supporting export-oriented stite enterprises,
chiefly b1y the provision of scarce financing and government credits.
7. Protection of U.S. Intellectual Property

The USG has concluded trade agreements containing commitments to protect in-
tellectual property (IP) with all the countries making up the Newly Independent
States of the former Soviet Union. The agreement came into force in 1993.

Tajikstan is a member of the World Intellectual Property Organization (WIPO).
It is a party to several international conventions, among them tfe Universal Copy-
right Convention, the Paris Convention for the Protection of Industrial Property and
the Patent Cooperation Treaty.

Tajkistan is also a member of the Eurasian Patent Convention which came into
force August 12, 1995.

With the adoption of the Constitution in November 1994, the government has
passed four new regulations governing the registration of patents. The government
also has prepared a draft copyright law. In December 1994, the former Copyright
Agency was reestablished as the Ministry of Culture and Information._Tajikstan
maintains a State Standards Agency and a National Patent Information Center. As
the legal framework for protecting intellectual property in Tajikstan is still evolving
enforcement continues to be ineffective.

Currently, piracy of copyright materials is relatively limited and has a negligible
effect on U.S. exports. Pirated works sold in Tajikstan are largely video and audio
cassettes imported from neighboring countries.
8. Worker Rights

a. The Right of Association.-AUI citizens are granted the right of association, in-
cluding the right to form and 4oin associations without prior authorization, to orga-
nize territorially, to form and join federations and affiliate freely with international
organizations, and to participate in international travel. The Confederation of Trade
Unions, a holdover from the communist era, remains the dominant labor organiza-
tion, although it has since shed its subordination to the Communist Party. The Con-
federation consists of 20 professional trade unions and currently claims 1.5 million
members-virtually all non-agricultural workers. The separate Labor Union of Pri-
vate Enterprise Workers has nearly 50,000 members from 3,245 small and medium
enterprises. Membership has declined in the last year due to increasing economic
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difficulties and the bankruptcies of some member enterprises. Both labor unions are
formally consulted by the Council of Ministers during the drafting of social welfare
and worker rights legislation.b. The R tig to Urganize and Bargain Collectively.-The right to organize and
bargain collectively is codified in the Law on Trade Union Rights and Guarantees,
the Law on Social Partnerships and Collective Contracts, and the Law on Labor
Protection. Although collective bargaining is guaranteed by law, as the economic sit-
uation has worsened, it has become increasingly difficult for unions to engage in ef-
fective collective bargaining. Anti-union discrimination or the use of sanctions to dis.
suade union membership is prohibited.

c. Prohibition of Forced or Compulsory Labor.-Article 35 of the Constitution pro-
hibits forced labor, except in cases as defined by law. No laws have been passed
since the adoption of the Constitution in November 1994 defining such cases. Nei-
ther the Law on Labor Protection nor the Law on Employment, both of which pre-
date the Constitution, specifically prohibits forced or compulsory labor. The Soviet
practice of compelling students to pick cotton was officially banned in 1989. How-
ever, due to the lack of fuel and mechanical harvesting equipment, in the fall of
1995 students were again sent to the fields in parts of the country as they were
in both 1993 and 1994.

d. Minimum Age for Employment of Children--According to labor laws, the mini-
mum age for the employment of children is 16, the age at which children may also
legally leave school. With the concurrence of the local trade union, employment may
begin at the age of 15. Workers under the age of 18 by law work no more than 6
hours a day and 36 hours per week. However, children as young as 7 years of age
participate in agricultural work, which is classified as "family assistance." Trade
unions are responsible for reporting any violations in the employment of minors.

e. Acceptable Conditions of Work.-The legal workweek for adults (over age 18)
is 40 hours, with a 48 hour rest period. Overtime payment is mandated by law, with
the first two hours of overtime to be paid at one and one half times the normal rate
and the remaining overtime at double time. The government has established occupa-
tional health and safety standards, but these fall far short of international norms
and are rarely enforced. Relative to former Soviet standards, Tajikistan at one time
provided acceptable standards of work. While new statistics are not available, 1993
statistics reported that over one-fifth of the population worked in substandard condi.
tions, and the situation has certainly worsened since then. Workers can leave their
jobs with two month's notice but, given the bleak employment situation, few choose
to do so.

f. Rights in Sectors With U.S. Investment.-There is no significant U.S. invest-
ment in Tajikistan.

Data for US. investment in Tajikistan is not available.

TURKEY

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Real GDP (1987 prices) ....................................... 112,879 106,720 1 113,016
Real GDP Growth (percent) ................................ 8.0 -5.5 5.9
GDP (current prices) ............................................ 180,399 130,232 N/A
GDP by Sector:

Agriculture ........................................................ 27,810 20,138 N/A
Energy and Water ............................................ 4,683 3,777 N/A
M anufacturing .................................................. 37,539 28,733 N/A
Mining & Quarrying ........................................ 1,986 1,821 N/A
Construction ....... ................... 13,275 8,878 N/A
Dwelling Ownership ......................................... 6,206 4,306 N/A
Financial Services ............................................ 7,145 3,872 N/A
Other Services 2  ..................... .. . . . .. . . .. . . . . .. . . . . .. . .  52,680 52,611 N/A
Government, Health and Education ............... 18,562 11,599 N/A
Net Exports of Goods and Services3 ... . . .. . . . . ..  -6,443 2,361 3 -800

Real Per Capita GNP (1987 dollars) . ............ 1,897 1,762 1,866
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Key Economic Indicators-Continued
[Millions of U.8. dollars unless otherwise noted]

1993

Labor Force (000s)'4........................
Unemployment Rate (percent)4 .. . . . . . . . . . .......

Money and Prices (annual percentage growth):
Money Supply (M2, TL Trillions at mid-year)
Base Interest Rate ..........................................
Personal Savings Rate I........................
Retail Inflation 5  .............................. .............
Wholesale Inflation 5 . . . . . . ... . . . . . . . . . .

Consumer Price Index (end October, 1987=100)
Average Exchange Rate (TIAUS$)................

Balance of Payments and Trade:
Total Exports FOB3s..........................

Exports to U.S ..............................................
Total Imports CIF .............................

Imports from U.S ..............................
Aid from U.S..................................................
Aid from Other Countries......................
External Debt ..............................................
Debt Service Payments (Med & LT Paid) ..........
Gold and Foreign Exchange Reserves (mid-

year) ..................................................................
Trade Balance ................................................

Trade Balance with US......................

21,628 22,136
8.0 7.9

224.5
N/A

20
72
60

2,717
10,986

15,349
986

29,428
3,351

578
N/A

67,.360
8,085

17,429
- 14,079
- 2,365

469.3
N/A

22
125
149

6,127
29,704

18,100
1,520

23,300
2,426

526
N/A

65,600
6,895

16,514
-5,130

-906

I Embassy estimate.
2Includes transportation and communication, trade, business and personal, private nonprofit institutions

and import duties.
XCurrent Account Balance, January-August 1996
4State Institute of Statistics, end4October 1996.
sYear-on-year rate, ending October 1996.
4GOT Target.7January.August 1996,

1. General Policy Framework
From the establishment of the Republic in 1923 until 1980, Turkey was an insu-

lated, near autarkic, state-directed economy. In 1980, however, the country em-
barked on a new course. Increased reliance on market forces, decentralization, ex.
port-led development, lower taxes, foreign *nvestment, and privatization became the
asis of the new economic philosophy. These reforms have brought Turkey impres-

sive benefits since 1981, Turkey's average 4.5 percent real Gross National Product
(GNP) growth rate has been the highest of any OECD country.

The Turkish Government's inability to limit burgeoning fiscal deficits and high
transfers to inefficient State economic enterprises, however, led to an economic cri-
sis in early 1994. The government implemented an austerity program on Apiil 5
1994 and signed a standby agreement with the IMF in July, which was extended
through February, 1996. Turkey curbed expenditures sharply and reduced inflation
in the months immediately following the program's implementation. Recession fol-
lowed and real GNP declined by 6 percent in 1994, setting a post-war record. In
1995, the economy has strongly recovered and the annual growth rate is expected
to reach 6 percent in real terms. The government has committed itself to structural
reforms in the area of privatization, social security and taxation but made little
progress in these areas in 1994 or 1995.

Inflation, Growth: Inflation, fueled by massive public sector deficits and one-off
p rice hikes by state industries, worsened in 1994. In 1993, the Consumer Price
Index (CPI) increased by 71 percent, four points higher than in 1992. The CPI rose
130 percent in the twelve months ending December 31, 1994, with the WPI increas-
ing by 15G percent during the same period.

Fiscal Policy: The Turkish Government limited current expenditures significantly
in the months immediately following the implementation of the austerity program.
!n 1995, however, expenditures again outstripped revenues and tax receipts. The
government continues to incur sizable debt to pay current expenses, finance major
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infrastructure projects, and to support state economic enterprises (SEEs). Major rat-
ing agencies have maintained Turkey's country risk rating at below investment
grade since January 1994, forcing the government to rely heavily on domestic bor-
rowing and advances from the Central Bank to finance its fiscal deficits. Turkey did
return to international credit markets in 1995, borrowing approximately $2.5 billion.

Monetary Policy: Turkey's Central Bank has not pubhaed a monetary policy
since 1992. Since mid-1994, the Central Bank I is publicly stated that its goal is
to devalue the Turkish Lira at the name rate as inflation. Since the implementation
of the April 5 austerity program, the Central Bank has limited its interventions in
currency markets.
2. Exchange Rate Policies

The Turkish Uira (TL) is fully convertible and the exchange rate is market deter-
mined. The Central Bank intervenes in money markets to dampen short-term ex-
change rate fluctuations and to provide liquidity during extraordinary events (e.g.
the Gulf War and the January-April 1994 financial crisis .

The TL appreciated significantly vis-a-vis the dollar in real terms (adjusted by rel-
ative CPI change) in 1989 and 1990, and depreciated slightly in real terms in 1991
and 1992. In 193, the TL appreciated by about 3 percent in real terms. Real depre-
ciation of the TL in 1994 reached 19 percent, during a severe financial crisis that
gripped the country in the first four months of the year. After signing a stand-bv
agreement with the IMF in July 1994, the Turkish Government pursued an WM.
"sanctioned "crawling peg" exchange rate policy to dampen inflation, resulting in thereal appreciation of-the L against most major currencies. The TL met its IMF tar.
gets through the end of October before losing ground in late 1995.
Structural Policies

Since 1980 Turkey has made substantial progress in implementing structural re-
forms and liberalizing its trade and foreign exchange regimes. In contrast, the gov-
ernment moved forward marinally in privatizing SEEs, which account for some 35
percent of manufacturing varue added. Government transfers to SEEs constitute a
substantial drain on the economy. The SEEs inefficiencies in production and product
pricing continue to distort the market and contribute to hi gh inflation rates. Policies
related to SEEs however, do not have a direct effect on U.S. exports.

After a liberalization of the import regime in 1989, imports climbed dramatically,
rising some 41 percent in 1990. Strong economic growth plus further liberalization
of the regime in 1993 resulted in another dramatic increase. Import demand
dropped sharply in 1994, as a result of the TL's depreciation and a sharp recession.
In 1995, imports agin demonstrated strong growth as a result of economic recovery,
growing at a rate of approximately 50 percent over 1994 levels.

Turkey's largest source of imports in 1994 was Germany, which accounted for 24
percent of total imports, followed by the United States with 8 percent. In the first
eight months of 1995, total imports increased by 50 percent. The Embassy estimates
that imports will reach $32 billion in 1995, from $23 billion in 1994. Most analysts
anticipate further import growth in 1996 following Turkey's removal of tariff bar-
riers for non-agricultural European imports to implement the Customs Union with
the EU. US. imports increasedby 18 percent in 1995, resulting in a U.S. trade sur-
plus of $1.3 billion dollars from January to August.

The European Parliament ratified Turkey's Customs Union Agreement with the
European union (EU) on Demember 13, 1995. Turkey adopted the EU's Common Ex-
ternal Tariff (CET) on January 1, 1996. This has resulted in generally lower tariffs
and fees on U.S. imports than those currently in effect.
4. Debt Management Policies

At the end of September 1995, Turkey's outstanding gross external debt was $73
billion--an increase of $8 billion over 1994. The increase in debt stock was a result
of exchange rate losses, Oiven Turkey's debt denominated in Deutsche Marks and
Japanese Yen. Debt service obligations increased from $8.5 billion in 1994 to $12
billion for 1995. Turkey had no difficulty servicing its foreign debt. Turkey's exter-
nal debt payments will decrease to about $10.5 billion in 1996.

The Tuirkish debt service ratio reached a high in 1988 when it equaled 35.6 per-
cent of foreign exchange revenues; in 1995, the debt service ratio was approximately
32 percent. The public sector, including state economic enterprises and local govern-
ments, remains the major borroweraccounting for about 73 percent of total out-
standing debt and 89 percent of medium and long-term debt in 1993. Bilateral offi-
cial lenders, principally OECD member countries, accounted for approximately 31
percent of Turkey's 1994 external debt. The IMF standby agreement signed with
Turkey in July 1994 was extended through February 1996. The agremeent allows
drawing rights for $720 million (SDR 509.3 million). The IMF and Turkey agreed
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to suspend the DMO program at the end of December 1995 until a new government
was formed and able to discuss new economic policies. $200 million of the program
was not disbursed.
5. Signfant Barrker to U.S. Exports

Import Licenses: While there is generally no requirement for government permis-
sion or license for the importation of new products, there is sometimes a problem
introducing new foodstuffs and foodstuff ingredients. The Turkish Government,
however, _,&$_impose requirements for import licenses on agricultural commodities,
depending on the domestic supply of various grains and foodstuffs. The government
also requires certification that quality standards are met in the importation of
human and veterinary drugs and certain foodstuffs. Import certificates are nec-
essary for most products which need after-sales service (e.g. photocopiers, EDPequipment diesIelnerators).eImpArt "me: rkeyrinprogressively reducing import duties. In 1993 the Irn.

port Regime introduced a new tariff system that streamlined a confusing array of
duties, taxes, and surcharges. There are now only two tariff schemes (one for EU/
EFTA and one for other countries) and one fund care on imports, whereas imports
faced eight types of duties and six types of fund charges in the past. The govern-
ment's 1995 Import Regime continued efforts begun in 1973 to reduce import duties
and harmonize Turkeys tariff system with that of the EU. Tariff rates are now
lower for EU/EFTA-Aningoods than for goods from the U.S. and third countries.
U.S. firms exporting to Turkey now find themselves disadvantaged compared to Eu-
ropean competitors. With its entry into the Customs Union on January 1, 1996, tar-
-ifis for non-agricultural products from EU and EFTA countries disappeared alto-
getherand Turkey lowered its tariffs on third country, non-agricultural products to
lhe EUN Common External Tariff.

The Turkish Government maintains the use of surcharges on agricultural prod-
ucts in violation of WTO rules

Government Procurement Practices/Countertrade: Turkey normally follows com-
petitive bid procedures for domestic, international and multilateral development

ank-assigned tenders. US. companies sometimes become frustrated over lengthy
and often complicated biddingfnegotiating processes. Some tenders, especially for
large projects involving co-pr6duction are frequently opened, closed, revised, and
opened again. There are often numerous requests for "best" offers. In some cases,
years have passed without the selection of a contractor.

The Government of Turkey withholds for taxes 15 percent of the total amount of
services (including any work performed in the U.S.) in government contracts. Until
the bilateral tax treaty between the U.S. and Turkey is ratified, this can signifi-
cantly add to the cost of U.S. bids, making them non-competitive. U.S. and Turkish
authorities initialed a bilateral tax treaty in February 1995, and the agreement is
scheduled to be signed in March 1996.

Investment: The Foreign Investment General Directorate of the Undersecretariat
for Treasury evaluates all non-petroleum foreign investment projects. The United
States-Turkish Bilateral Investment Treaty entered into force in May 1990. The
treaty guarantees national treatment for investors of both countries, assures the
right to transfer freely dividends and other payments related to investments, and
provides for an agreed dispute settlement procedure. The Turkish Government pro-
vides a variety of incentives to investors of all nationalities to encourage investment
in certain regions and sectors.
6. Export Subsidies Policies

Turkey employs a number of incentives to promote exports, including export cred-
its and a variety of tax incentives. The Turkish Eximbank provides exporters with
credits, guarantees, and insurance programs. Foreign-owned firms, including several
U.S. companies, make use of Turkish Exim's programs, especially for trade with the
republics of the former Soviet Union.

Turkey eliminated its export tax rebate system in 1989 in conjunction with its ac-
cession to the GATTI Subsidies Code. A partial deduction for corporate tax purposes
allows exporters to deduct 8 percent (down from 16 percent in 1991) of their indus-
trial export revenues above $250,000 from their taxable income. Exported products
are not subject to the value-added tax.

In 1994 and 1995, the Turkish Government eliminated a number of subsidy pro-
grams in order to bring itself in line with WTO rules, including one which discrimi-
nates against foreign flag shippers. Turkey continues to maintain a variety of export
subsidies for a diverse range of agricultural products. These commitments appear
to be consistent with Turkish Government commitments made in the Uruguay
Round.
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7. Protection of U.S. Intellectual Property
Turkey' .poor record of protecting industrial and intellectual property rights has

drawn complaint from UY. firms and the US. Government for years. The-Turkish
Government began work on a new legal Infrastructure for IPU'protection in the
early 1990s. The U.S. has cooperated with Turkey in this effort. Because of the slow
pace of the legislative process, and the overall inadequate protection for intellectual
property, the United States has placed Turkey on the "Priority Watch List" under

he "Spici301" provision of the 1988 Trade Act every year since 1992.
The situation improved considerably in 1995, in part because the EU made ade.

quate IPR protection a precondition for the Customs Union Agreement. The Turkish
Parliament paused long-pending legislation to modernize Turkey's patent, trade.
mark, and copyright laws. The government also revised Turkey's Customs Law to
Improve enforcement of border controls against pirated goods.

Copyrights: Parliament passed a bill in June 1995 amending Turkey's 1951 Copy.
right Law. The bill:

--extends the term of copyrights from 20 to 70 years;
--extends coverage to computer software;
-increases finesfor violators; and
-removes many previous exemptions to full copyright protection.

Turkey also aed to a number of international copyright conventions during
1995, including the Paris Act (1971) of the Berne Convention and the 1961 Rome
Convention.

Unfortunately, the amended Copyri'ht Law fails to address all of the deficiencies
in Turkey's copyright regime, and it fails to bring Turkey fully into compliance with
Uruguay Round standards for intellectual property protection. In November 1995,
the Turkish Parliament was considering legislation to further amend the Copyright
Law which addresses many, but not all, of these deficiencies.

The next step for Turkey will be to prove that it can enforce the revised law. The
government plans to establish "special courts" to try intellectual property cases.
However, it will be several years before judges are properly trained. It remains to
be seen whether existing courts can improve on Turkey's unimpressive record of ad-
judicating IPR cases.

Patents: A new Patent Law came into effect in June 1995 replacing Turkey's 19th
Century Patent Law. The new law was subsequently amended in August and No-
vember, and implementing regulations were issued in November. As a result Tur-
key now has a Patent Law which is compatible with the Uruguay Round's TRIPS
Agreement. The legislation does not contain "pipeline" protection for pharmaceutical
products. As with copyrights Patent Law enforcement is the next challenge.

Trademarks: Along with the Patent Law, Turkey replaced its Trademark Law in
1995. Here, too it remains to be seen how effective the Turkish bureaucracy and
legal system will be in controlling the current widespread counterfeiting of foreign
trademarked products. Turkey acceded to a number of patent and trademark inter.
national conventions in 1995, including:

-the Stockholm Act (1979) of the Paris Convention for protection of industrial
property;

-- he Patent Cooperation Treaty_(1984);
-the Strasbourg Agreement on International Patent Classifications;
-the Geneva Act (1979) of the Nice Agreement on International Classification

of Goods and Services; and
-the Vienna Agreement establishing an international classification of figu-

rative elements of marks.

8. Worker Rights
a. The Right of Association.-Most workers have the right to associate freely and

form representative unions.
Except in stipulated industries and services such as public utilities, the petroleum

sector, protection of life and property sanitation services national defense and edu-
cation, workers have the right to strike. Turkish law and the labor court system re-
quire collective bargaining before a strike. The law specifies a series of steps which
a union must take before it may legally strike, and a similar series of steps before
an employer may engage in a lockout. Non-binding mediation is the last of these
steps. Once a strike is declared, the employer involved may respond with a lockout.
If the firm chooses to remain open, it is prohibited from hiring strikebreakers or
having administrative personnel perform jobs normally done by strikers. Solidarity,
wildcat, and general strikes are illegal.

In 1993, the Turkish Parliament ratified seven ILO Conventions, including Con-
vention 87 oiu labor's freedom of association and right to organize. In July 1995, the
Parliament amended the Constitution to allow civil servants the right to form
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unions and engage in collective talks with the government. The government's ability
to prohibit or postpone strikes was further circumscribed. The constitutional reform
also lifted restrictio.j on unions' participation in politics.

The 1984 law establishing free trade zones forbids strikes for ten years following
their establishment, althoAh union organizing and collective bargaining are per-
mitted. The High/A4bitration Board settles disputes in all areas where strikes are
forbidden.

b. The Right to Organize and BFarwan Col/ectively.-Apart from the categories of
public employees noted above, Turkish workers have the right to organize and bar.
gain collectively. The law requires that in order to become a bargaining agent a
union must represent not only more than 50 percent of the employees at a given
work site, but also 10 norcent of all workers in that particular branch of industry
nationwide. After the Ministry of Labor certifies the union as the bargaining agent,
the employer must enter into good faith negotiations with the union.

c. Prohibition of Forced or Compulsory lAbor.-The Constitution prohibits forced
or compulsory labor, and it is not practiced.

d. Minimum Age for Employment of Children.-The Constitution prohibits work
unsuitable for children, and current legislation forbids full-time employment of chil-
dren under 15. The law requires that school children of age 13 and 14 who work
part time must have their working hours adjusted to accommodate school require-
ments. The Constitution prohibits children from engaging in physically demanding
labor, such as underground mining, and from working at night. The laws are effec.
tively enforced only n organized industrial and service sectors. Unionized industry
and services do not employ underaged children. In the informal sector, many chil-
dren under 13 work as street vendors, in home handicrafts, on family farms, and
in other enterprises.

e. Acceptable Conditions of Work.-The Labor Ministry is legally obliged, Lhrough
a tripartite government-union-industry board, to adjust the minimum wage at least
every two years and does so regularly. Labor law provides for a nominal 45 hour
work week and limits the overtime that an employer may request. Most workers in
Turkey receive non-wage benefits such as transportation and meal allowances and
some also receive housing or subsidized vacations. In recent years, fringe benefits
have accounted for as much as two-thirds of total remuneration in the industrial
sector. Occupational safety and health regulations and procedures are mandated by
law, but limited resources and lack of safety awareness often result in inadequate
enforcement.

f. Rights in Sectors With U.S. Investment.--Conditions do not differ in sectors with
U.S. investment.

Extent of US. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

CateEN Amount

Petroleum ................................................................................ . .(1)
Total M anufacturing ................................................................ 693

Food & Kindred Products ................................................... 139
Chemicals and Allied Products ........................................... 130
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 4
Transportation Equipment ................................................. 133
Other Manufacturing .......................................................... 86

Wholesale Trade ...................................................................... 19
Banking .................................................................................... 110
Finance/Insurance/Real Estate .............................................. (2)

Services .................................................................................... (1)
Other Industries ..................................................................... . --2
TOTAL ALL INDUSTRIES .................................................... 1,084

ISuppressed to avoid diecosing data of individual companies.
S Indicates a value between $-6N00,00 and $600,000.
Source: U.S. Department oi" Commerc, Bureau of Economic Analysi.
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Key Economic Indicators
(BIllions manat unles otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP Growth (percent)................................ N/A N/A N/A
GDP (at current prices)It..................................... 8.7 57.6 425.2
GDP by Sector.

Agriculture ........................................................ 1.2 23.6 187.1
Industry ............................................................. 4.0 12.7 97.8
Construction ........... ................... .1.2 8.6 68
Services ............................................................. 2.3 12.7 72.3

Per Capitz GDP (manat) ..................................... 2,019 13,046 93,822
Labor Force (thousands) ...................................... 2,053 2,105 2,138
Unemployment Rate (percent) ............................ 2.3 2.3 2.3

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 1,224.6 699.7 a 333.4
Base Interest Rate (refinancing rate) ................. 40--50 50as15
Personal Saving Rate.......................4-50 5-120 35-160
Retail Inflation....................t..o . 1,774 1,380 840
Wholesale Inflation .............................................. 1,509 810 950
Consumer Price Index ......................................... N/A N/A N/A
Exchange Rate (manat/US$--annual average):

Offi cial ............................................................... 2 16.7 110
Commercial ....................................................... N/A 55.4 4285

Balance of Payments and Trade (millions of US.
dollars unless otherwise noted):
Total Exports (FOB)Is.......................................... 2,692.7 2,176.9 2,008

Exports to US...............0.24 35.1 36.4
Total Imports (CIF) 5....................1...................... 1$592.7 1,690.4 1,472

Imports from US.............................................. 49.2 56.6 42.3
Aid from U.S ........................................................ 3.85 N/A 67.75
Aid from Other Countries ................................... N/A 2.2 60.052
External Public Debt ........................................... 165.0 371.2 457.8
Debt Service Payments (paid) ............................. 1.92 29.9 265.3
Trade Balance 5 ............................ . . . .. . . .. . .. . .. . . .. . . .. .  1,100.0 486.5 536

Trade balance with US................................... -48.96 -21.5 -5.9
l19 figure are all estimates based on available monthly data as o( November 1, 1996.

*GDP was calculated at official exchange rate.
MData as of October 1 1996.
4Effective November k7, 199I, the official commercial exchange rate is approimately 1600 manat/uod.
s Merchandclse tra4e.
"@Humanitarian asuistance as of October 10, 199&

I. General/Policy Famework
Turkmenistan became an independent country following a national referendum on

October 27, 1991. Saparmurad Niyazov, head of the Communist Party since 1985
and party president since the creation of the position in October 1990, was elected
president of the new country in a direct election on June 21, 1992. Unchallenged,
he won 99.5 percent of the vote. The 1992 constitution declares Turkmenistan to be
a secular democracy in the form of a presidential republic. In practice, it remains
a one-party state dominated by a strong president and his closest advisors within
the Cabinet of Ministers. On January 175, 1994, a referendum was held which ex-
tended Niyazov's presidential term for five additional* years until the year 2002.
Since that time he has been asked by various local groups, most recently on October
26, 1995, at the annual Elders Meeting, to be "president for life," but this status
would require an amendment to the constitution.

President Niyazov declared his intention to develop a market economy, while
maintaining a state role in oil and gas, electrical energy, rail and air transportation,
communications, information, education, science, health, and culture. Privatization
began with a leasehold program for development of new agricultural lands by pri-



301
vate farmers, approved by the government and put into effect in early 1993. In prac.
tice, undeveloped plots of land were distributed among those intending to grow agri-
cultural products, without granting them rights to sel or give away the land. Farm.
eram who do not own land mus sell most Jrtheir crops to the state at fixed prices.

There are currently 4,000 such landowners who have received 81 thousand hec.
tares of undeveloped land, each possessing no less than 50 hectare plots of land. The
state is supposed to encourage them through construction of irrigai on systems, fa-
vorable tax and credit policies, etc. However, only 30 thousand hectares have been
developed due to poor economic incentives and other logistical conditions. In 1995,
all state and collective farms were abolished and replaced by peasant amalgama-
tions, but these new institutions continued to function in the same way as the old
farms.

In December 1993 Niyazov initiated a small business privatization process wh ch
began with the auctions of state services and later included the privatization oftrade and public'catering enterriss. Most of the enterprises are being bought by
labor collectives and indivduals. The government claims that 1,5A4 enterprises were
privatized as of October 1, 1995. The Ministry of Economics and Finance oversees
the privatization process, which is expected to continue through 1996 with tht pri-
vatization of automotive transportation enterprises. However, on the whole, the gov-
ernment has failed to take the necessary measures to ensure real privatizatirn of
small state enterprises and farms.

Turkmenistan's economy is highly dependent on the production and processing of
energy resources and cotton. Natural gas, petroleum products, along with cotton
fiber, provide 75 percent of total exports. Energy reserves are estimated at 15.5 tril-
lion cubic meters of natural gas and 6.3 billion tons of oil. However, the only pipe-
line route currently available runs north to Russia, which limits Turkmen gas ex-
ports to countries within the Commonwealth of Independent States, especially
Ukraine. There are larme deposits of various minerals and salts, with indications of
commercially exploitable gold, silver, and platinum.

Despite this mineral resource abundance, agriculture accounts for nearly one-
third of GNP and more than two-flifths of total employment. Cotton is the dominant
crop covering more than 45 percent of arable land and 56 percent of total agricul.tural production. The 1995 target is to harvest 1.35 million tons through improved
technology, but indications are that this target will not be met. Grainproduction
is the second priority. In 1995, according to the State Statistics Committee,
Turkmenistan harvested about 842,000 tons of wheat against a planned one milliontons and 700,000 tons during the 1994 harvest. Domestic demand for wheat is about
1 million tons per year. By 1996, Turkmenistan hopes to be self-sufficient in wheat
production, but this is unlikely. Livestock accounted for 22 percent of aiIcultural
production. By October 1, 1995, there were only 1.2 million cattle and 7.1 million
sheep available in the state and private farms against demand of two million and
16 million, respectively. For the remainder of its needs, Turkmenistan imports meat
from Ukraine, Russia, Kazakhstan, and New Zealand.

Turkmen farmers rely heavily on irrigation. Agricultural yields are two to three
times lower than expected due to years of inefficient water use, salinization, inap-
propriate land irrigation, and over-development of cotton cultivation. The govern-
ment has ceased increasing the area occupied by cotton fields and encourages re-
search into more efficient water usage, but is increasing land under cultivation for
wheat to reach self-sufficiency. Water distribution among farmers is limited and
strongly controlled by the state. The ration of water usage varies and is free of
charge; however, extra supplies beyond the ration can be bought at low state-sub-
sidized prices. Limited water resources restrict development of the remaining 90
percent of this highly arid country.

Large scale specialization of agriculture creates a heavy reliance on food imports.
From year to year Turknaenistan has been importing grain, dairy products, pota-
toes, and sugar. Ukraine has been the main food supplier to Turkmenistan, due to
its huge debt for Turkmen natural gas. To reduce dependence on food imports, the
government promotes domestic grain and sugar beet production and is investing in
dairy and sugar processing plants and equipment.

As a member of the Commonwealth of Independent States (CIS), Turkmenistan
is affected by the economic decline in neighboring countries. Non-payments for natu-
ral gas deliveries by Ukraine and other CIS states led to a 1995 gas production de-
crease of 27 percent against 1994 production and to reduced state investment activi-
ties. In turn, this caused industrial production to decrease an average of 18.1 per-
cent in comparison with 1994. Payment defaults, primarily caused by currency non-
convertibility and a lack of hard currency in CIS countries, make inter-CIS trade
complex, non-profitable and, thus, minimal. Turkmenistan continues to focus on
clearing and barter payment arrangements with its CIS trading partners.

22-970 96 -11
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Rail and road transport, pipeline routes, and shipping via Russia and other CIS
countries remains the major routes for export of Turkrnen goods. Turkmenistan,
Iran, and Turkey have signed a political agreement to build argas pipeline through
Iran to Turkey. However, so far financing has been secured only from Iran. Con-
struction of a ihort 200 kilometer pipeline to Iranian territory was launched in early
October 1995, but this will only provide gas to northern Iran. Turkmenistan and
Iran are building a rail link between Serakhs and Meshed, which is scheduled for
completion in 1996. The government has contracted with Unocal (American) and
Delta (Saudi Arabia) to build gas and oil pipelines through Afghanistan to Pakistan.
The new international airport in Ashgabat started operations at the end of 1994.

Turkmenistan's 1995 budget was projected at $315 million, including hard cur-
rency payments owed for gas shipments by Ukraine and the Caucasus (in accord-
ance with previously concluded agreements). However, only about 41 percent of
planned incomes from natural gas sales entered government coffers during the first
nine months of 1995. These payment defaults have produced an overall budget defi-
cit. As a result, the government has toughened its financial policy by denying cred-
its, reducing numerous construction activities, maintaining high percentage rates on
foreign exchange remittances from state-owned enterprises, and strengthening con-
tr'ol over budget expenditures. Expenditures by the Ministries of Oil and Gas and
Agriculture remain outside the budget, thereby skewing the budget picture and lim-
itmng Ministry of Finance control.

About 60 percent of all budget expenditures are designated for social services for
the population, including $54 million (17 percent) to subsidize staples and services,
while 7.3 percent is designated for defense. purposes. The government also main-
tains a foreign exchange fund to control hard currency moverement in and out of the
country. During the first nine months of 1995, actual government revenues reached
only 86 percent of the planned figure. Income from the value-added tax and profit
tax comprised, respectively, 32 percent and 24 percent of the overall government
revenues during the same period of 1995.

With respect to monetary policy, the main ir truments of credit control include
reserve requirements and a refinance policy. L. practice, the level of banks' access
to central bank credit is determined by the Cabinet of Ministers. The government
hoped that the establishment of foreign exchange auctions would introduce a more
efficient financial market; however, this attempt failed due to a shortage of hard
currency. Until November 27, 1995, the Central Bank determined the exchange
rate. Currently, individual banks are setting their own rates based upon demand
in an attempt to rein in the soaring black market. It is unclear how long this new
system will last.

The Commodity and Raw Material Exchange (CRME) was set up to regulate and
control hard currency revenue from exports and imports. All CRME transactions are
;n manats; foreign buyers/sellers can exchange money through the central bank.
Only transactions which take place through the CRME receive export licenses.

Turkmenistan joined the IMF, World Bank, and European Bank for Reconstruc-
tion and Development in 1992. It is a member of the Economic Cooperation Organi-
zation (ECO) and Organization of Islamic Conference (OIC), along with other central
and south Asian countries and Iran and Turkey. Turkmenistan became an observer
to the GATT in June 1992. Turkmenistan is not currently considerir , membership
in the World Trade Organization.
2. Exchange Rate Policies

On November 1, 1993, the government introduced a new national currency, the
manat. The initial exchange rate was set at an unrealistic two manat to one dollar.
The government also established a currency auction to assist in setting the ex-
change rate for the manat. However, due to limited foreign exchange availability,
the last auction was held in May 1994. For purposes of trade with Russia, the
manat, the dollar, and the Russian ruble are equally valid. The official manatldollar
exchange rate is determined by Turkmenistan's central bank. In 1994, an unrealis-
tic official foreign exchange rate was arbitrarily raised several times against the
U.S. dollar, an foreign exchange was not freely sold until December 12, 1994. In
early 1995, the Central Bank slowed up to $500 limited foreign exchange sale at
an exchange rate of 220 manats per one dollar.

Having poured foreign exchange onto the market, the Central Bank reduced the
rate from 220 manats to 195 manats against the dollar and kept it stable Ifr a cou-
ple of months. However, new strict government restrictions on foreign exchange,
growing demand for hard currency and high inflation rates put increasing pressure
on the manat. On September 19, 1995, the official rate was set at 200 manats per
dollar for payments on government commitments, and the commercial rate for the
population was set at 500 manats per dollar.
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After a month of rapid devaluation of the manat on the black market, reaching
as high as 1900 manat/dollar, on November 27 the government announced the free
exchange of currency through the country's banking system. Prices would be set by
the banks based on demand and citizens could exchange u to $1,000 per visit. As
of the end of November 1995, the average exchange rate in shgabat is 1500 manat/
dollar. Itis unclear how long the current situation will last or if the government
will establish currency auctions in the near future. Both dollars and mansts remain
in short supply. Foreign companies, although authorized to exchange manats for
dollars, are havin great difficulty with convertibility because the-Central Bank
does not have suIffcient reserves. Most major transactions are now carried out in
dollars.

The government plans to reintroduce the foreign exchange auction when much
needed foreign exchange has been collected. In the absence of hard currency pay-
ments from its gas purchasers, the government is depending primarily, on the suc-
cessful operation of the 6RME to provide this hard currency to the C(entral Bank.
This is unlikely to happen in the near future.
3. Structural Policies

The government is anxious to attract foreign investment to develop
Turkmenistan's substantial energy, mineral, and agricultural resources. Laws on
foreign investment, banking, taxation, foreign eAchange regulation, property owner-
ship, etc., which were passed in October 1993, are intended to create a legal com-
mercial framework to attract investment. The government is still working to estab-
lish a comprehensive commercial code.

In 1993, the Halk Maslahaty (People's Council) created "economic zones of free
entrepreneurship" in seven regions throughout Turkmenistan. These zones offer fa-
vorable taxation and production terms for private enterprises. According to
Turkmenistan's tax laws, every enterprise is required to pay a 25 percent profit tax
and a 20 percent value added tax. Fifty percent of foreign exchange proceeds from
the export of goods and raw materials, and 60 percent of the proceeds of gas exports
are surrendered to support the government's foreign exchange fund. Foreign invest-
ments are exempt from paying this export tax.The government continues to regulate salaries. Following the introduction of a na-
tional currency and the subeuent increase in inflation, the president announced
a third round of mandatory salary increases effective July 1, 1995. The minimum
and average salaries were set between 1,000 and 6,000 manat per month. Pensions,
stipends, and allowances were also adjusted. However, with an on-going sharp rise
in inflation, the result is a rapid decrease in purchasing power.

The government continues to control and subsidize prices for staples, medicines,
housing, public transportation services, and some production costs. The price liberal-
ization, which began in 1992, is expected to continue slowly.
4. Debt Management Policies

An economic agreement signed with Russia on July 31, 1992, resulted in Russia
assuming all of Turkmenistan's debt obligations as a member of the former SovietUnion (FSU), while Turkmenistan surrendered all c.Aims to FSU assets.

Turkmenistan currently faces on-going difficulties with hard currency payments
for gas deliveries to Ukraine and the Caucasus. The estimated debt of these coun-
tries to Turkmenistan is $1.5 billion. Turkmenistan is forced to continue supplying
these countries with gas despite these payment problems due to pipeline and stor-
age constraints and a lack of other options. Turkmenistan hopes that the IMF
agreement with Ukraine, and the expected economic improvement in Ukraine's
economy, will result in Ukraine resuming hard currency payments to Turkmenistan.

Turkmenistan purchased $10 million worth of PL-480 Title I wheat in fiscal years
(FY) 1993 and 1994 and $15 million in FY-95. Turkmenistan also took advantage
of $5 million and $10 million GSM-102 credits which were granted in FY-93 and
FY-94, respectively. A new $10 million FY-96 Title I agreement is currently under
consideration by the government. Turkmenistan has also concluded long term credit
deals with American, European and Turkish companies, the European Bank for Eco-
nomic Development, and the Iranian and Indian governments. The World Bank is
exploring a proposed $25 million credit extension to Turkmenistan in order to
strengthen TuYrkmen economic potential.
5. Significant Barriers to U.S. Exports

The lack of a freely convertible currency, the absence of an efficient banking sys-
tem, the rudimentary business infrastructure and the centralization of decision
making present obstacles to U.S. exports. With Russie ama the other CIS countries,
a clearing arrangement exists. But in these situations, trade remains based pri-
marily on the barter system.
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To normalize its trade and investment with Turknenistan, the United States con-
cluded the first of a series of bilateral economic agreements in 1993. In October
1993, a bilateral trade agreement, which provides reciprocal most-favored-nation
status, went into effect. T6 date, numerous U.S. companies are involved in feasibil-
ity studies and contract discussions. Approximately six U.S. firms have permanent
representatives resident in Turkmenistan.

Discussions on a U.S.-Turkmenistan bilateral investment treaty, which would es-
tablish a bilateral legal frhnework to stimulate investment ended without reaching
agreement in 1994.-The United States has also proposed a bilateral tax treaty,
which would give U.S. businesses relief from double taxation of income. An Overseas
Private Investment Corporation (OPIC) agrý moment, which allows OPIC to offer polit-
ical risk insurance and other programs to US. investors in Turkmenistan, was con-
cluded in 1992 and is currently in force.
6. Export Subsidies Policies

The government provides substantial subsidies to state enterprises, including
transportation, communications, etc., which support production and employment.
Subsidies also are focused in the energy sector, which is destined for export.
7. Protection of U.S. Intellectual Property

The United States has concluded trade agreements containing commitments to
protect intellectual property rights with all the republics making up the newly inde-
pendent states of the former Soviet Union. The trade agreement with Turkmenistan
was awned and came into force in 1993.

At this time, piracy of copyright materials is still relatively limited. A law protect-
ing intellectual property was signed by President Niyazo in September 1992; the
copyright law became effective in October 1993. Turkmenistan is a member of the
CA1 Agreement on Cooperation in the Field of Copyright and Neighboring Rights
which entered into force on September 24, 1993. This treaty obligates members to
enact legislation which provides levels of protection afforded by the Berne (copy-
right) Convention and Geneva Phonograms Convention.

Turkmenistan is a member nf the Eurasian Patent Convention which came into
force August 12, 1995.
8. Worker Rights

a. The Right of Association.-The government restricts the freedom of peaceful as-
sembly. Unregistered organizations, including all political groups critical of govern-
ment policy, or any group with a political agenda, are not allowed to hold dem-
onstrations or meetings. Citizens theoretically-have the right to associate; however,
such action may result in being fired from jobs and/or losing homes or other prop-
erty. In July 1995 a small demonstration took place in Ashgabat protesting eco-
nomic conditions. gince that time, gatherings of three or more are being dispersed
and participants are sometimes arrested; uniformed official presence has increased.

b. The R~ght to Organize and Bargain Collectively.-Tu rkmen law does not protect
the right to organize and bargain collectively. The government continues to prepare
guidelInes for wages and specifically sets wages in some sectors. In other areas,
there is some leeway. As a result of the predominantly state-controlled economy, the
worker's ability to bargain is seriously limited.

c. Prohibition of Forced or Compulsory Labor.-Turkmenistan's constitution for-
bids forced or compulsory labor.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 16; with the exception of a few heavy industries, in which case the minimum age
is 18. While the standard work day is eight hours, those between the ages of 16
and 18 are not permitted to work more than six hours per day. Fifteen-year old chil-
dren may be allowed to work with the permission of their parents and the trade
union. In such rare cases, they work four to six hours per day. Violations of child
labor laws routinely occur in rural areas during the cotton harvest season.

e. Acceptable Conditions of Work.-The national minimum wage is set quarterly
and continues to fall far short of the amount required to meet the needs of an aver-
age family. Turkmenistan inherited an economic system and sub-standard working
conditions from the Soviet era, when productivity took precedence over the health
and safety of workers. Industrial and agricultural workers are especially vulnerable
to unsafe environments. The government recognizes that problems exist but has not
moved effectively to deal with them.

f. Rights in Sectors With U.S. Investment.-U.S. investment in goods-producing in-
dustries continues to be very limited in Turkmenistan. To date, one investor is plan-
ning the construction of two cotton processing facilities. There is no indication that,
once in operation, the conditions of work or rights will be any different in these fa-
cilities than those in other industries.
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Data on US. investment in Turkmenistai, is not available.

UKRAINE
Key Economic Indicators

[Million ofU.S ddolas unlms otherwise noted]

199. . 1994 19.
Intome, Production and Employment:

Real GDP Growth (percent)s1 ... . . . . . . . . ........
GDP (at current prices; in trillions of coupons)
GDP by Sector (percent change from previous

year):
Agriculture 1 .. ............... .. .. . . .. .. . . . . . . . . ..

Energy (consumption) 1 ...... .. . . . .. . . . . . . . ...
Industry1............... ..........
Construction 1I ..... . .. . . . . . . . . . . . . . . . . . .

Consumer Goods 1 ......................
Capital Investment'1 .. . . . . . . . . . . . . . .

Exports 1  ..................... ..... ........
Imports1 ....... ... .. ....... ...

Labor Force (million).......................
Unemployment Rate (percent) 1 .... . . . . . . . .......

Money and Prices:
Base Interest Rate (percent) 1'.............................
Domestic Savings Rate (percent).2 .. . . . . . . . ......
Wholesale Inflation (pet chg).. . . . . . . . . . . . ......
Consumer Price Index (pet chg) 8 .. . . . . . . . .......
Exchange Rate (coupon/US$):

Official 4 .. . . . . . . . . .. . . .  . . . . . . . . . . .

Market 4 ................ . . .. . .. . . .. . . ... ....

Balance of Payment and Trade:
Total Exports . . . .. . . . . . . . . . . . . . . . . . .

Exports to U.S.t0...................
Total Imports 8 . . . . . . . . . . . . . . . . . . . . . .

Imports from U.S.s ...........................................
Aid from U.S.5 .................................................
Foreign Exchange Reserves6Is... . . . . . . . . . .......
Trade Balance. . . . . . . .. . . . . . . . . . . . . .

Trade Balance (CIS)........................
Trade Balance with U.S.-o...........................

-14.2
61

1.5
-11.6

-7.6
-8.7

-15.9
-10.3
-16.0
-23.4

23.9
0.4

N/A
7.0

9,770
10,258

-23.0
1,500

- 17.1
-13.1
-27.7
-40.7
-26.7
-20.0
-18.0
- 17.4

22.5
0.4

19
2.7

550
475

-13.0
5,100

-9.0
-0.5

-14.5
-31.5

-9.5
-25.0

2.5
3.6
22

0.4

95
3.9

205
180

12,610 108,855 179,000
31,000 128,000 182,000

10,841
164

12,669
224
N/A
N/A

- 182
-2,670

-60

9,933
335

10,126
182
900
N/A

-193
-1,796

253

8,995
475

8,825
165
225

1,000
170

-1,210
310

11996 figures annualiswd as of October 1.
sOffcial pr[ectlons for 1996.
S1996 figure as of September 1.
41996 figures as of November 1.
'Obligated funds.
National Bank of Ukraine estimate as of September 1.

1. General Policy Framework
Ukraine declared independence on August 24, 1991 and voters overwhelmingly

ratified independence in a national referendum on December 1, 1991. Ukraine is the
second largest country to emerge from the former Soviet Union in terms of popu-
lation and emotkomic power, the third in terms of area. It encompasses 603,700
square kilometers and has populated of 51.7 million (1989), of which three-quarters
are ethnic Ukrainians and one-fifth are ethnic Russians. Ukraine's principal re-
sources include fertile "black earth" agricultural land and significant coal reserves.
The country's natural resource endowment gave rise to a well diversified economy
during the Soviet era, including a strong agricultural and food processing industry,
a large heavy industry sector and a substantial capital goods sector that was on-
ented toward military production.
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Des pite its natural wealth, Ukraine has faced high inflation and a declining eoon.
om nce independence. Output continues to decline in most sectors of the economy,
although the rate of contraction shows some &ign of bottoming out. The government
forecasts that the economy to begin to exand,- however slightly, by the end of 1996
and pick up steam in subsquent years. In 1993 and for most of 1994, economic re-
forms were implemented slowly and half-heartedly, as the government lacked the
political will to fully embrace market reforms. Ukrainian officials attempted to move
toward a mixed economy gradually to avoid a decline in the standard of living and
the risk of creating social upheaval and continued to rely on administrative com-
mand methods to run the economy. Thiis licy' exacerbated the decline in industrial
production, helped inflation to spiral, and slowed the privatization of the economy.The result was an overall economic gridlock.

The economic conditions remain grim in 1995, but the policy outlook has bright.
ened considerably. The 1994 national elections, which included the selection of a
new president, provided new ideas and fresh thinking for the country. With the elec-
tion of President Kuchma, Ukraine unambiguously signaled its determination to
embark on comprehensive, market-oriented economic reform. A series of new poli-
cies were launched in October 1994, including the unification of the exchange rates,reform of the tax and banking systems, price liberalization, reduction of state sub-
sidies, adoption of policies to curb inflation, reduction in controls on exports and im-
ports, acceleration of the privatization process, and reduction of the government's
budget deficit. Relatively tight monetary and fiscal policies have succeeded in dra-
matically reducing the bud-ry deficit, lowering inflation and increasing foreign
reserves. The so-called 'shadow" private sector economy has flourished as well, and
now accounts for perhaps 40-50 percent of economic activity.

Ukraine's economic reforms led to an agreement with the International Monetary
Fund (IMF) in October 1994 on a Systemic Transformation Facility (STF) loan of
$900 million. International financial assistance to Ukraine has grown rapidly since
the end of 1994. In addition to the STF loan, Ukraine and the IMF came to terms
in March 1995 on a one-year stand-by agreement for an additional $1.5 billion. As
of November 1995, Ukraine was continuing to abide by the terms of the stand-by.
The World Bank is now fully engaged in Ukraine as well, providing loans to pro.
mote structural reform in the critical energy and other sectors.
2. Exchange Rate Policies

On January 10, 1992 Ukraine adopted a system of coupons as legal tender. The
government introduced this system in response to a complete cut-off in the supply
of rubles from the Russian Central Bn and concern that relatively low-priced
Ukrainian goods were being exported away to other new independent states. Cou.
pons can bi used for all cash transactions in Ukraine. The Ukrainian Government
plans to use the coupon as a transitional currency, until the new currency-the
hrynya-is introduced sometime in 1996.

Ukraine had a two-tiered official exchange rate and several unofficial rates up
until October 1994 when, as part of the agreement with the IMF, the official rate
and the "street" rate were unified. The Ukrainian Interbank Currency Exchange
(UICE) was re-opened. The exchange rate is now determined at daily UICE auctions
involving 50-60, with the National Bank of Ukraine (NBU) overseeing operations.
A wide network of legal currency exchange kiosks also exists. The difference be-
tween the exchange rates at these kiosks and the UICE rate is normally several
percentage points. People who earn foreign currency are obligated to surrender 50
percent of it at the official rate.
3. Structural Policies

Privatization of Ukrainian enterprises has proceeded unevenly thus far due to un-
certain benefits, a complicated and confusing procedure and a lack of high-level
leadership. Housing privatization has done somewhat better with almost 30 percent
of eligible dwellings now privatized. Significant progress was made during 1995 in
setting up an administrative structure to move forward with privatization nation-
wide. There is now a privatization auction center in every region (oblast) and a na-
tional auction center in Kiev. Distribution of privatization certificates to every citi-
zen continues. Despite these steps, it appears that only 30 percent of the govern-
ment's privatization target for 1995 has been met, as bureaucratic obstacles and a
recalcitrant parliament have hindered the process. Major foreign donors are now
working with the government to streamline and accelerate Ukrainian privatization.
However, some donors are concerned over the extent to which agro-industrial enter-
prises have been exempted from the auction privatization process.

Ukraine adopted serious tax reform policies in 1994 and 1995. Much work re-
mains to be done as the present tax system remains confusing and subject to con-
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stant change. Government regulation of the economy is also chaotic and, combined
with tax rates that are onerous in many instances, keeps much business activity un-
derground. The increasing incidence of crime and corruption is also hindering busi-
ness development. Foreign investors were granted significant tax holidays in the for-
eign investment law of 1994, but these tax holidays were repealed in the 1995 tax
reform. Other changes in 1995 include modifying taxes on enterprises to tax profits
rather than gross revenues as in the past, at a general rate of 30 percent. Busi-
nesses can now claim most standard deductions. Ukraine also has a 20 percent
value added tax (VAT).

Most prices were liberalized in October 1994. As a result price controls remain
on only a handful of products, including products of natural monopolies. Prices on
' communal services such as rent and utilities were increased through 1995 and more
increases are scheduled for 1996. These are expected to lead to full cost recovery.
4. Debt Management Po/icies

Since independence, Ukraine has incurred only a modest foreign debt to the West
but an increasingly large debt to Russia and Turkmenistan for deliveries of oil and
natural gas. As of September 1, 1995, Ukraine's foreign debt stood at $8.8 billion
or about ten percent of GDP. Ukraine reached an agreement with Russia and
Turkmenistan in early 1995 to reschedule Ukraine's acknowledged debt of some $2.5
billion to Russia and $855 million to Turkmenistan. As of late 1995, external ar-
rears remain a much diminished, but still very real problem. The government has
established a hard currency credit committee to approve all government hard cur.
rency debt obligations and issuance of state guarantees on credits. Ukraine remains
in compliance with the 24F stand-by program requiring strict monetary and fiscal
policies and removal of external arrears. As a result of Ukraine's weak economy, ex-
ternal financing has been from official rather than private sources. Total foreign
debt increased from $4.5 billion of the beginning of 1994 to $8 billion at the begin-
ning of September 1995.
5. Significant Barriers to U.S. Exports

The single most important barrier to trade and investment in Ukraine remains
the country's painful transition from a command economy to one based on market

nnci les. Conditions are improving however, as the economy stabilizes and infla-
tion declines. American companies doing business in Ukraine should develop cau-
tious and long-term strategies which take full account of the problematic commercial
environment. Factors impeding U.S. exports include the underdeveloped banking
system, a poor communications network, difficult-tax and regulatory climate, in-
creasing occurrences of crime and corruption, limited opportunities for foreigners to
participate in the privatization process and lack of a well-functioning legal environ-
ment.

The environment for U.S. trade and investment would benefit from adoption of
further reform measures including the development a separate uniform commercial
code covering all forms of business activity, elimination of the lic nsin# requirement
for hard currency loans for all private-sector businesses including joint ventureswith foreign equity, development of an easily accessible and reliable mechanism for
collateralizing loans, and adoption of laws that would apply penalties for social and
environmental damage more equitably.

The U.S. Export.Import Ba is currently open for short-term and medium-term
transactions ; OPIC risk insurance and direct financingprograms are available to
U.S. investors in Ukraine. Ukraine's standards and certification requirements apply
equally to domestic and imported products. Product testing and certification are re-
quiredto establish compliance with technical, safety and environmental standards.
For pharmaceutical and veterinary products, testing and certification are required
to establish compliance with efficacy standards. At a minimum, imports to Ukraine
are required to meet the certification standards of their country of origi. In cases
where Ukrainian standards are not established, country of origin standards may
prevail.

U.S. exports to Ukraine may take advantage of preferential tariff rates if the fol-
lowing three criteria are met: the exporter is registered in the United States; the
products have a certificate of origin to prove they are U.S. products; and, the prod-
ucts are imported directly from e United States. There are no special registration
or other requirements. Duties on goods imported for resale are subject to varying
ad valorem rates which are currently in the process of being revised. Imported goods
are not considered legally entered until they have been processed through the port
of entry and cleared by Ukrainian customs officials. Import licenses are required for
very few goods, primaiily medicines, pesticides, and some industrial chemicals.
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6. Export Subsidies Policies
As part of its effort to cut the budget deficit, the government very significantly

reduced subsidies to state-owned enterprises in 1995. However, subsidies continue
to play an important role in Ukraine's economy. State subsidies are not intended
to provide direct or indirect support for exports, but ratherito maintain full employ-
ment and production durvig the transition from a centrally-planned to a ma-rket-
oriented economic system. The government does not target small businesses for ex-
port subsidies. Ukraine has applied to *oin the World Trade Organization and is ex-
pected to become a member of teGAX subsidies code.

7. Protection of U.S. Intellectual Property
Intellectual property is protected under Ukrainian law, although enforcement re-

mains inadequate. Two Ukrainian agencies have responsibility for intellectual prop-
erty rights: the State Ukrainian Copyright Agency and the State Patent Office. As
one ofthe successor states to the Soviet-Union, Ukraine belongs to the conventions
and agreements signed by the Soviet Union and is a member of the World Intellec-
tual Property Organization (WIPO). Ukraine is a member of Paris Convention on
Protection on Industrial Property, the Universal Coypyright Convention and joined
the Berne Copyright Convention in 1995. Ukraine is-also a member of the Inter-
national Co tit Convention, the Madrid Agreement on the International Reg-
istration of Mar.s, and the Agreement on Patent Cooperation.

A wide range of laws on intellectual property rights protection was enacted in De-
cember 1993 and came into force in July 1994. These include the Copyiht Law
the Law on Inventions, the Law on Trademarks, the Law on Industrial Patterns and
the Law on the Protection of the Information in Automated Systems. According to
the WIPO and experts from the European Patent Organization Ukrainian legisla-
tion on industrial property rights protection is the most market-oriented in the
former Soviet Union.

Piracy and counterfeiting are clearly having a negative impact on the potential
for US. exports to Ukraine. There are no data available on the infringement or
counterfeiting of trademarks in Ukraine. According to the Ukrainian Copyright
Agency, there are aisu no statistics available on the piracy of books, records, videos,
or computer software, although this is clearly a growing problem. Computer pro-
grams and sound recordings are treated as copyrghted works under Articles 18 and
19 of the Ukrainian Copyright law.
8. Worker Rights

a. The Right of Association.--Old Soviet-era laws and pertinent parts of the
Ukrainian constitution continue to regulate the activities of trade unions. The law
on citizens' organizations passed in 1992 guarantees non-interference by public au-
thorities in the activities of citizens' organizations and tho right of these organiza-
tions to establish and join federations and to affiliate with international organiza-
tions on a voluntary basis. All unions are permitted to participate in negotiating
wages with the government. In principle, all workers and civil servants, including
members of the armed forces, are free to form unions, but in practice the govern-
ment discourages certain categories of workers (e.g., nuclear power plant employees)
from doing so. A new Ukrainian constitution and new trade laws are currently being
drafted and debated which will affect the future status and activities of trade
unions.

b. The Right to Organize and Bargain Collectively. -The law on labor conflict res-
olution guarantees the right to strike to all employees except members of the armed
forces, the civil and security services, and employees of "continuing process plants"
(e.g., metallurgical factories). The law also prohibits strikes that 'may infringe on
the basic needs of the population" (e.g., rail and air transportation); furthermore
strikes based on political demands are illegal. In practice, the law has not stopped
miners and other workers from striking or from making political as well as economic
demands.

There are no official restrictions on the right of unions to affiliate with inter-
national trade union bodies. The Independent Miners Union of Ukraine is a member
of the International Miners Union. Independent trade unions have not been pires-
sured to limit their contacts with international nongovernmental organizations. The
American Federation of Labor-Congress of Industrial Organizations has a perma-
nent representative in Kiev who interacts freely with the Consultative Council of
Independent Trade Unions.

Under with the Law on Enterprises, joint worker-mai tigement commissions ar
supposed to resolve issues concerning wages, working conditions, and the rights and
duties of management at the enterprise level. However, in practice, overlapping
spheres of responsibility often impede the collective bargaining process. Wages in
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each industrial sector are established by the government after consultation and
agreement with the appropriate trade unions. All trade unions are invited to partici-
pate in these negotia wons. In case a labor-management dispute cannot be resolved
at the enterprise level,.the law on labor conflict requires another body the National
Mediation and Reconciliation Service, to arbitrate. The president of Ukraine ap-
points the head of the Reconciliation Service.

The collective bargaining law often prejudices the bargaining process against the
independent trade unions in favor of the official unions. The collective bargaining
law provides for dues to be withheld from the pay of every worker in a collective
and paid to the official union. The social welfare benefits received by workers, in-
cluding pension benefit funds, are administrated for the enterprise by the union.
The collective bargaining law also prohibits anti.union discrimination. Disputes
under the law may be resolved in court; there have been cases in which such dis-
putes have not been resolved in a fair and equitable manner.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits compul-
sory labor, and it is not known to exist.

d. Minimum Age for Employment of Children.-The minimum employment age is
16. As an exception, persons 15 years of age can be employed upon the consent of
one of the parents or a legal guardian (according to the law on alterations of the
Article 188 of the labor code). Education is compulsory up to the age of 15. The Min-
istry of Education vigorously enforces the law on education.

e. Acceptable Conditions of Work.-The labor code provides for a maximum 40-
hour work week and at least 15 days of paid vacation per year. Fmployees under
age 18 are eligible for one month paid vacation. Stagnation in most sectors of the
economy has significantly reduced the work week for most categories of workers.
The 1,4or code contains articles that provide for minimum wage review, wage index-
ation due to inflation and compensation of losses for wage payment delay, but they
are not in effect, in part because the implementation mechanism is still being devel-

oped. Wages are to be indexed to the level of monthly inflation by a coefficient of
0.8 percent.

The constitution and other laws of Ukraine contain occupation safety and health
standards, but these are frequently ignored in practice. Safety is a big concern in
the coal industry as accidents continue in mines. As of September 1995, 266 fatali-
ties occurred at Ukrainian coal mines. In 1994, 44,000 accidents resulted in 368 fa-
talities. In theory, workers have the legal right to remove themselves from dan-
serous work situations without jeopardizing their employment. However, in reality,
labor experts say that continued employment would be in question.

f. Rights in Sectors With U.S. Investment.-.Conditions do not differ significantly
in sectors with significant US. investment from those in the economy in general.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ 0
Total Manufacturing.................................. .0

Food & Kindred Products......................... 0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing ............................ 0

Wholesale Trade ...................................................................... 0
Banking ................................................................................. 0
Finance/Insuranc/Real Estate ............................................. 0
Services .................................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... (1)

Suppltnsd to avoid disclosing data of individual companies.
Sourms U.& Depertment eof Cammares Bureau of Economic Analysis.
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UNrrED KINGDOM

Key Economic Indicators
[Billions of U.8. dollars unless otherwise noted]

1993 1994 19962

Income, Production and Employment:
Real GDP (1990 prices)........ . .. . . .. . . .. . .. . .. . .. . .. .. .. ..  715.4 758.4 795.4
Real GDP Growth (percent based on BPS) ........ 2.2 3.9 3.2
GDP (at current prices)83 .................. . .. . . .. . .. . .. .. . .. .  820.1 886.1 935.8
GDP by Sector.'4

Agriculture ........................................................ 16.1 17.7 N/A
Mining (inc. oil and gas) .................................. 18.8 20.0 N/A
Manufacturing .................................................. 170.9 185.5 N/A
Energy and Water ............................................ 21.6 23.6 N/A
Construction ..................................................... 43.3 47.5 N/A
Wholesale and Retail Trade ............................ 118.4 127.7 N/A
Transportation/Communication ...................... 69.0 75.0 N/A
Financial Services (inc. rents) ......................... 210.4 236.5 N/A
Government, Health and Education ............... 157.0 165.1 N/A
Other Services .................................................. 31.3 33.7 N/A
Net Exports of Goods and Services ................. -11.5 -10.4 -9.6

Real Per Capita GDP (based on expenditure,
US$ thous) ........................................................ 12,294 12,995 13,587

Labor Force (millions) ......................................... 28.3 28.1 28.0
Unemployment Rate (percent) ............................ 10.3 9.3 8.3

Money and Prices:
M2 Money Supply (percent change) ................... 5.2 4.5 6.2
Base Interest Rate ............................................... 7.0-5.5 5.5-0.25 6.25-0.75
Personal Saving Rate (pct of DO)................. .11.4 9.4 9.8
Retail Inflation (CPI in pct) ................................ 1.6 2.4 3.5
Wholesale Inflation (PPI in pct) ......................... 4.0 2.5 4.4
Exchange Rate (US$/pound) ............................... 1.50 1.53 1.57

Balance of Payments and Trade: 5

Total Exports FOB ............................................... 178.7 204.7 232.4
Exports to US.................................................. 23.0 25.7 28.6

Total Imports FOB ............................................... 204.3 226.9 246.3
Imports from US.............................................. 24.5 27.0 29.0

Trade Balance ...................................................... -25.6 -22.2 -13.9
Balance with US.............................................. - 1.5 - 1.3 -0.4

Foreign Exchange Reserves ................................ 42.9 43.9 46.5
'Converted from British pound sterling (BPS) at the average exchange rate for each year.
2Data for 1996 are estimates based on available data through October 1996.
S GDP at factor cost.
4No sectoral data is available for 1996. For 1993 and 1994, sectors do not add to total due to treatment of

net exportL
$Merchandise trade (does not include service.).
Sources: U. K Central Statistical Office, Bank of England.

1. General Policy Framework
The United Kingdom (UK) has a free market economy and a liberal financial serv-

ices environment which encourage competition. Under a broad program of economicrestructuring begun by Prime Minister Thatcher in 1979, most formerly govern-
ment-owned industries have been privatized. Among the few remaining barriers to
international trade and investment are preferential treatment for UK firms in utili-
,aes equipment, broadcasting, and telecommunications.

As of year-end 1995, the economy is in its third year of recovery. The government
refocused its economic policy after leaving the European Union (EU) Exchange Rate
Mechanism (ERM) at the beginning of 1993. Low inflation with sustainable growth
is now the primary goal. Inflation at the retail level fell to only 1.6 percent in 1993,
but has since rebounded to an estimated 3.5 percent for 1995-at the top of the
range acceptable to the government. Economic growth was exceptionally strong in
1994-almost 4 percent--but has moderated to a-likely annual rate of 2.5 to 2.7 per-
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cent in 1995. The unemployment rate fell below 10 percent in 1994 and has contin-
ued to fall to around 8.5 percent for 1995. While high by U.S. standards, the UK
unemployment rate is low compared to most of continental Europe.

Fiscal "Policy: The 1990-92 recession substantially increased cyclical spending on
unemployment benefits and reduced revenues. These developments, combined with
pre-election spending in 1992,led to a record budget deficit level and Public Sector
B orrowing Requirement (PSBR) by.1993. Seized by the need to rein in the spiraling
PSBR, in 1994 the government initiated a series of stringent fiscal measures to take
effect over the next-three fiscal years. Progress in meeting fiscal targets has been
S mixed. The 1996 budget is expected to include additional spending cuts suffilsient
to meet deficit reduction targets while allowing a reduction in the basic income tax
rate.

The Conservative government has set a goal of reducing the basic personal income
tax rate to 20 percent. Current tax rates are 20, 25 and 40 percent, but the govern-
ment's 1996-97 Budget announced November 28 calls for the basic rate to be re-
duced from 25 to 24 percent. For tax purposes, capital gains are adjusted for infla-
tion. The first five thousand pounds in capital gains are tax free, and the remainder
is generally taxed at regular income tax rates. Gains from the sale of a primary
home are exempt. Corporate tax rates vary between 25 and 33 percent. Other do-
mestic tax revenue sources include the Value-Added Tax (VAT i's currently set at
a rate of 17.5 percent), and excise taxes on alcohol, tobacco, retail motor fuels, and
North Sea oil production.

Monetary Policy: The UK manas its monetary policy through open market oper-
ations by buying and selling in the markets for overnight funds and commercial
paper. There are no explicit reserve requirements in the banking system.
2. Exchange Rate Policies

The UK withdrew from the ERM in January 1993, and the pound sterling floats
freely in the exchange market. The Prime Minister has publicly disavowed any re-
turn to the ERM in the foreseeable future. Sterling's trade-weighted exchange rate
index initially fell from a level of 92 in 1992 to 76 in early 1993 as the UK exited
the ERM. It has since recovered and stayed around 84 for most of 1995. The US
dollar/British pound sterling exchange rate fluctuated in the 1.57 to 1.59 range for
most of 1995.
3. Structural Policies

The UK economy is characterized by free markets and open competition, and the
government also promotes these policies within the European Union and in inter-
national trade fora. Prices for most goods and services are established by market
forces. Prices are set by the government in those few sectors where the government
still provides services directly, such as passenger railway and urban transportation
fares. Government regulatory bodies monitor the prices charged by electric, natural
gas and water utilities. The UK's participation in the European Union Common Ag-
ricultural Policy significantly affects the prices for raw and processed food items, but
prices are not actually fixed for any of these items.

Over the past 16 years, Conservative governments pursued growth and increased
economic efficiency through structural reform, principally privatization and deregu-
lation. The financial services and transportation industries were deregulated. The
government sold its interests in the automotive, steel, coal mining, aircraft and air
transportation sectors. Electric power distribution and water supply utilities were
also privatized. Electric power generation, rail transportation and local bus trans-
portation are in the process of privatization. Subsidies were cut substantially, and
capital controls lifted. Employment legislation significantly increased labor market
flexibility, democratized unions, and increased union accountability for the indus-
trial acts of their members.

Although these structural policies have achieved substantial economic results,
aome segments of the economy have still not recovered. The UK's low labor costs
and labor market flexibility are often credited as major factors influencing the coun-try's success in attracting foreign investment. Social welfare programs and the busi-
ness community are still adjusting to job losses and changes in the business climate
resulting from deregulation and privatization.
4. Debt Management Policies

The UK has no meaningful external public debt. London is one of the foremost
international financial centers of the world, and British financial institutions are
major intermediaries of credit flows to the developing countries. The British Govern-
ment is an active but cautious participant in the development of a coordinated de-
veloping country debt strategy. British banks are prominent members of bank advi-
sory committees on developing couvnry debt and debt of former Communist coun-
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tries. They recognize a need in many countries for debt and debt service relief, but
generally object to mixing new money with debt relief.
5. Sgni/fcant Barriers to U.S. Exports

Although structural reforms and open market policies make it relatively easy forý
US. exporters to enter UK markets, some barriers still remain in utilities procure-
ment and telecommunications.

Utilities Procurement: The UK implemented the EC Utilities Directive in 1992 by
instituting a series of regulations baied on the Directive. The regulations allow gov-
ernment-owned and private utilities to favor EU over foreign suppliers.

Telecommunications: The UK possesses what is arguably the world's most open
and liberalized telecommunications market. With virtually no restrictions on foreign
participation combined with a strong pro.competition policy on the part of the gov-
ernment, U.S. companies have made strong inroads since the market was opened
to competition in 1991. A number of U.S. companies are involved in all areas of the
telecommunications sector. The long-distance trade took off in the fall of 1994 with
the US.-UK declarations of mutual-equivalence for purposes of international signal
resale. This long-awaited move, combined with UK approval of several major li-
censes for U.. firms, eliminated the remaining major bilateral irritants and pro-
vided a significant boost to US. companies. The one remaining barrier is the refusal
of the UK to grant international-based facilities licenses which would allow U.S.
companies to build their own facilities for international services rather than lease
circuits from other operators.
6. Export Subsidies Policies

The Conservative government opposes subsidies as a general principle, and UK
trade-financing mechanisms do not significantly distort trade. The Export Credits
Guarantee Department (ECGD), an institution similar to the Export-import Bank
of the United States was partially privatized in 1991.

Although much of ECGD's business is conducted at market rates of interest, it
does provide some concessional lending in cooperation with the Overseas Develop-
ment Administration (ODA)-the British equivalent of the U.S. Agency for Inter.
national Development-for projects in developin countries. Occasionally the United
States objects to financing offered for specific projects.

The UK's development assistance program also has certain "tied aid" characteris-
tics. To minimize the distortive effects of such prograres, particularly when used in
conjunction with ECGD-type credits through the Aid and Trade Provision (ATP), the
U S. negotiated the 1987 "Arrangements on Officially Supported Export Credits"
with the UK and other developed countries. It appears that Britain has adhered to
the Arrangeennt.
7. Protection of U.S. Intellectual Property

UK intellectual property laws are strict, comprehensive and rigorously enforced.
The UK is a signatory to all relevant international conventions, including the Con-
vention Establishing the World Intellectual Property Organization (WIPO), the
Paris Convention for the Protection of Industrial Property, the Berne Convention for
the Protection of Literary and Artistic Works, the Patent Cooperation Treaty, the
Geneva Phonograms Convention and the Universal Copyright Convention.

New copyight legislation simplified the British copyright system and permitted
the UK to join the most recent revised text of the Berne Convention. The United
Kingdom's positions in international fora are very similar to those of the U.S. posi-
tions.
8. Worker Rights

a. The Right of Association.-Unionization of the work force in Britain is prohib-
ited only in the armed forces, public sector security services, and police force.

b. The Right to Organize and Bargain Collectively.--Over 10 million workers,
about 38 percent of the work force, are organized. Employers are not legally re-
quired to bargain with union representatives. However, they are legally barred from
discriminating based on union membership (except in the armed forces, plice force,
or security services where union membership is prohibited). The 1993 Trade Union
Reform and Employment Rights Act limite that prohibition under certain special
circumstances in matters short of dismissal.

The 1990 Employment Act made unions responsible for members' industrial ac-
tions including unofficial strikes, unless union officials repudiate the action in writ-
ing. Unofficial strikers can be legally dismissed, and voluntary work stoppage is con-
sidered a breach of contract.

During the 1980s, Parliament.eliminated immunity from prosecution in second.
strikes and in actions with suspected political motivations. Actions against subsidi-
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aries of companies engaged in bargaining disputes are banned if the subsidiary is
not the employer of record. Unions encouraging such actions are subject to fines and
seizure of their assets. Many unions claim that workers are not protected from em-
ployer secondary action such as work transfers within the corporate structure.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is un-
known in the UK.

d. Minimum Age for Employment of Children.--Children under the age of 16 may
work in an industrial enterprise only as part of an educational course. Local edu-
cation authorities can limit employment of children under 16 years old if working
will interfere with a child's education.

e. Acceptable Conditions of Work.-With the exception of wages in agriculture, the
setting of minimum wages in the UK was abolished by the Trade Union Reform and
Employment Rights Act of 1993. Daily and weekly working hours are not limited
by raw.

Hazardous working conditions are banned by the Health and Safety at Work Act
of 1974. A health and safety commission submits regulatory proposals appoints in-
vestigatory committees, does research and trains workers. The Health and Safety
Executive (HSE) enforces health and safety regulations and may initiate criminal
proceedings. This system is efficient and fully involves workers' representatives.

E Rights in Sectors With U.S. !nvestment.-All U.S. corporations operating within
the UMare obliged to obey legislation relating to worker rights.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum.............'............................14,320
Total M anufacturing ............................................................... 27,247

Food & Kindred Products ................................................... 3,327
Chemicals and Allied Products ........................................... 4,560
Metals, Primary & Fabricated.......................1,656
Machinery, except Electrical .............................................. 5,022
Electric & Electronic Equipment ....................................... 2,941
Transportation Equipment ................................................. 3,201
Other M anufacturing .......................................................... 6,539

W holesale Trade ...................................................................... 5,564
B anking .................................................................................... 4,983
Finance/Insurance/Real Estate .............................................. 42,494
Services .................................................................................... 5,034
Other Industries ...................................................................... 2,602
TOTAL ALL INDUSTRIES .................................................... 102,244

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

UZBEKISTAN

Key Economic Indicators
[Millions of U.S. dollars unlebs otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (percent) ................................ -2.4 -2.6 -0.6
GDP (at current prices)2 ................ . . . .. . .. . .. . . . . .. . .. .  4,428 56,828 9,599
GDP by Sector:

Agriculture ................................. N/A N/A N/A
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. N/A N/A N/A
Construction ..................................................... N/A N/A N/A
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Key Economic Indicators.-Continued
Millions of U.& dollars unless otherwise noted]

1993 1994 1996I

Rents ................................................................. N/A N/A N/A
Financial Services ............................................ N/A N/A N/A
Other Services .................................................. N/A N/A N/A
Government/HealtW/Education ........................ N/A N/A N/A

Net Exports of Goods and Services .................... N/A 80 427
Per Capita GDP (US$). ............... N/A 960 N/A
Labor Force (000s) ........................)...................... 10,631 10,800 11,097
Unemployment Rate (percent) ............................ 0.2 0.2 0.2

Money and Price. (annual percentage growth):
Money Supply (M2) .............................................. N/A N/A N/A
Base Interest Rate 4 ...................... .. .. . .. . . .. . .. . . . .. . .. .  N/A N/A 125
Personal Savings Rate ......................................... N/A N/A N/A
Retail Inflation ..................................................... 867 1,380 120
Wholesale Inflation .............................................. 1,033 N/A N/A
Consumer Price Index ......................................... N/A N/A N/A
Exchange Rate (US/sorm): 5

Official ............................................................... 0.00095 0.04 0.033
Parallel .............................................................. 0.00098 0.026 0.025

Balance of Payments and Trade:
Total Exports (FOB).......0. . . .. 2,205 2,690 2,700

Exports to US .................................................. 7 14 N/A
Total Imports (CIF) .............................................. 2,667 2,610 2,273

Imports from US .............................................. 73 90 N/A
Aid from U.S ........................................................ 8.9 19 11.5
Aid from Other Countries ................................... N/A 38.5 41
External Public Debt ........................................... N/A 1,500 N/A
Debt Service Payments (paid) ............................. N/A 600 N/A
Gold and Forex Reserves ..................................... N/A 1,200 2,000
Trade Balance ...................................................... -462 80 427

Trade Balance with U.S ................................... -66 -76 N/A
M1996 figuw are estimates based an data available in October 1996, unless otherwise indicated.

'Figures for GDP are in billions of current som for 1993 and 1994, and estimated in dollars for 1996.
sPer Capita GDP figures are as estimated by the World Bank using the Purchasing Power Parity (PPP)

method.
4The base interest is the rate at which the Central Bank was lending to commercial banks (officially, 7%

per month) on October 1, 1996.
aExchange rates are averages in dollaruvruble for the first 10 months of 1993 (i.e., before the introduction

of the somn-coupon), actual figures for the end of 1994 in dollars/som, and estimated average for 1996 (in dol.
lain/mom).

Source: Usbelkistan State Committee on Statistics, World Bank, IMF and Embassy estimates.

1. General Policy Framework
Since independence in 1991, Uzbekistan has been engaged in an arduous transi-

tion from a planned to a market economy. Although the Government of Uzbekistan
regularly states its determination to complete this process, it just as steadfastly
maintains that the process must be done slowly, carefully, and in keeping with
Uzbekistan's unique conditions in order to maintain social stability. The result has
been a slower and more centrally-managed reform process than in some other
former Soviet republics. Although restructuring of the economy and the weakening
of trade links with the other former republics has resulted in a declining GNP, the
decline has been slower than in some of the other republics, averaging about three
percent per year over the past three years.

Uzbekistan's economy is primarily based on agriculture and agro-processing,
which account for about half of GNP. Uzbekistan is the world's fourth largest pro-
ducer (second largest exporter after the U.S.) of cotton. Much of the industrial pro-
duction is linked to agriculture, including cotton harvesting equipment, textiles, and
chemical fertilizers and pesticides.

Uzbekistan also has promising mineral reserves. It is the world's seventh largest
producer of gold and has rich reserves of uranium, copper, silver, molybdenum, and
other minerals. It is a net exporter of natural gas. Uzbekistan's oil production has
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increased three-fold since independence, and the government hopes to achieve self
sufficiency in petroleum in 1996.

Uzbekistan is slowly shifting the direction of its trade away from total reliance
on the countries of the former Soviet Union. Trade with the CIS still accounts for
about 50 percent of Uzbekistan's total trade (chiefly cotton exports and oil imports
but also machinery and other inputs for Uzbekistan's factories). Imports from Rus-
sia are decreasing rapidly as Uzbekistan's oil production grows. Although
Uzbekistan is a net exporter of fruits and vegetables, it has imported large quan-
tities of wheat each year, including some from the United States. Wheat production
has more than doubled since independence, and Uzbekistan claims it will reach self
sufficiency in wheat in 1996. Aside from wheat and petroleum, other major imports
include meat, sugar, machinery and consumer goods.

Fiscal Policy: During 1994 and 1995, the Government of Uzbekistan sharply cut
consumer subsidies on foodstuffs and services, and sharl cut subsidized credit to
industrial enterprises. As a result, the budget deficit fel From almost 16 percent of
GDP in 1993 to 5.7 percent in 1994, to an estimated 3.3 percent for 1995. Main rev-
enue earners include the enterprise profit tax (24.2 percent of total revenues), value-
added tax (15.7 percent of revenues), and excise taxes, chiefly on cotton (26.2 per-
cent of revenues). Large expenditures on social costs (including education, health,
subsidies on public services, and allowances for children and students) drive the
budget deficit. The deficit has been covered primarily by borrowing from abroad (51
percent) and the commercial banking system (22 percent), and revenue from privat-
ization of state enterprises (16 percent).

Monetary Policy: Uzbekistan introduced a transitional currency, the som-coupon,
upon its exit from the ruble zone in December 1993. It then issued the new sorm
currency in July 1994. Inflation, tueled by subsides and the budget deficit, was al-
most 800 percent in 1993. Inflation exceeded 1200 percent for 1994, but eased in
the second half as the Government took stronger measures to rein in inflation. Infla-
tion ran at 16-17 percent per month in January-February 1995, but has since fallen
sharply, and the IMF estimates it will be 120 percent for 1995. The government's
main monetary tools in combating inflation include tight administrative controls on
the circulation of currency and withdrawals from bank deposits, cutbacks in credit
to state enterprises, a sharp increase in the discount rate (to over 300 percent at
one point in 1995), and increases in savings deposits rates. The Ministry of Finance
plans to issue high-interest short term treasury bill-like instruments in the near fu.
ture.
2. Exchange Rate Policies

Uzbekistan unified its official and commercial exchange rates in late 1994, and
there has been one legal commercial rate for most of)1995. The commercial rate is
used for all government and the vast majority of business transactions. It is set by
the Central Bank based on the outcome of a biweekly auction of dollars to author-
ized commercial banks by the governmental Republican Currency Exchange. In Oc-
tober 1995, the government established a second rate, exclusively for small-scale, in-
dividual transactions through exchange booths. The government says this rate,
about 35 percent above the commercial rate, is a temporary measure. A parallel, or
"black" market exists but has become hard to find over the past year as the govern-
ment has expanded availability ,,f hard currency through legal channels and pros-
ecuted the black market dealers more vigorously. At the beginning of November, the
rate at this market was about on a par with the exchange booth rate.

Uzbekistan's investment law protects the right to fully and freely repatriate prof-
its in hard currency. In the past, foreign exchange for export-import transactions
was very hard to obtain, and many foreign businesses relied on barter or
countertrade arrangements to repatriate profits. Availability of foreign exchange
through the Republican currency exchange has been enormously expanded over the
past year, from $112 million in 1994 to over $1 billion during the If'st ten months
of 1995, easing this problem considerably. Nevertheless, local and foreign businass-
men still complain about delays in obtaining foreign exchange for trade trans-
actions. Residents and companies can have hard currency bank accounts, but thirty
percent of hard currency revenues from exports must be sold to the government at
the official exchange rate.

During 1994 and early 1995, there were strict limits on the amount that a resi-
dent of'Jzbekistan could buy from the exchange booths, and lack of foreign ex-
change at the booths made it difficult to obtain even those amounts. In June 1995,
all restrictions on purchases were lifted, but availability remained limited. Foreign
currency became more freely available to individuals after the establishment of the
new personal exchange rate in October.

I NOW M O O -ullmumn . ..... .
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3. Structural Policies
Pricing policies: The government officially decontrolled almost all prices during

1994. The state order system was abolished for all agcultural commodities except
wheat (50 percent of production must still be sold to the government at fixed prices)
and cotton (60 percent must be sold to the government at fixed prices). However,
the government still exercises a strong influence on pricing and marketing policies
because it controls a major share of industrial production, transport infrastructure
and the distribution network. The government is still the predominant exporter and
importer of agricultural commodities (priniarily c',tton exports and wheat imports)and capital goods.

Tax Policies: Tax policies are confusing and often ill-administered. The Value-
Added Tax is 18 percent but is applied irregularly. Business firms pay either a 38
percent profits tax (which includes wage costs in the tax base) or an 18 percent in-
come tax (chiefly for small, privately-owned firms), but there are numerous incen-
tive deductions and tax holidays for joint ventures, newly-privatized firms and other
p urposes. After being suspended for two years, import duties were reinstated as of
October 1, 1995. Duties range from 10 percent for foodstuffs to 100 percent for new
automobiles, with most goods in the 10-30 percent range. There is also an extensive
system of export taxes, designed to raise revenue (as in the 50 percent export duty
on cotton) and to discourage the export of foodstuffs and other consumer goods
deemed essential. Both the explicit export tax and the implicit tax on cotton (via
the lower price for state order cotton) are a disincentive to export. Uzbekistan has
a graduated personal income tax, but the current top marginal rate of 40 percent
takes effect at a relatively low level of income by western standards. Undercollection
of all taxes is a major problem in Uzbekistan.

Joint ventures which invest in priority sectors are eligible for tax holidays ranging
from two to five years. Large foreign firms often are able to negotiate individual tax
deals with the government, but this is more difficult for small and medium-sized
firms.

Regulatory Policies: Uzbekistan inherited many production standards and envi-
ronmental regulations from the former Soviet Union, but enforcement is spotty. Is-
suance of regulations by one government body absent coordination with other af-
fected government organizations has caused problems for some foreign business in-
terests. Although almost all ,price controls technically have been abolished, the state
planning system , till is partially in place, and still determines quantities (and, indi-
rectly, prices) for many industrial inputs.
4. Debt Management Policies

Uzbekistan signed the "zero option" agreement with Russia in 1992, and so as-
sumed no responsibility for any of the former Soviet Union's external debt. Since
independence, it has pursued a very cautious policy on assuming debt, partly of its
own volition and partly because of western creditors' reluctance to deal with an un-
known new client. Asi a result, it has very low foreign debt, although the actual
amounts (and thus debtiexport and other ratios) are not public. Uzbekistan prin-
cipally relied on short term commercial debt, collateralized by its gold reserves or
cotton, during its first two years of independence. In 1994-95, it began to take more
mid and long-term debt, including loans from the IMF, World Bank, U.S.
EXIMBANK and other countries' export credit agencies. Thus far, Uzbekistan's re-
payment record on its limited debts has been good. It has not rescheduled any offi-
cial or commercial debts to date.

Uzbekistan is a member of the World Bank, JMF, EBRD, and Asian Development
Bank (August 1995). The World Bank approved a $21 million technical assistance
loan for Uzbekistan in 1994, and a $160 million rehabilitation credit and a $75 mil-
lion cotton loan for Uzbekistan during 1995. Further loans for enterprise restructur-
ing and environmental assistance are in the works. The EBiD has made loans to-
talling $112.2 million to Uzbekistan. The IMF approved a $148 million Strategic
Trans ormation Facility (STF) for Uzbekistan in February 1995, and reach an agree-
me nt in principle with Uzbekistan on a $185 million standby credit in December
1995.
5. Significant Barriers to U.S. Exports

Import Licenses: The Government of Uzbekistan says that no import licenses are
re hired for any goods.

Arvices Barriers: Government officials say they would like to increase foreign
companies' limited involvement in the services sector. Under the current regulatory
regime, foreign banks must be registered by the Central Bank and are permitted
to have representative offices and hold a minority investment in commercial bank
joint ventures. Curently, there are only two foreign joint venture banks in
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Uzbekistan, but several foreign banks are negotiating to set up joint venture banks.
The original monopoly of the national tourist company(UzbekTourizm) is gradually
being ei;oded, but the company still controls all large hotels in the country. The na-
tional airline (Uzbekistan Airways) still has a monopoly on domestic air travel. Sev-
eral foreign accounting and law firms operate, providing services to the government,
foreign and local business and foreign aid organizations. Foreign insurance compa-
nies are limited to participation in joint ventures, which must be registered by the
state insurance company.

Standards, Testing, Labelling, and Certification: Uzbekistan inherited many
standards and testing requirements from the Soviet Union, but often they are dis.
regarded. Ministries sometimes issue regulations that conflict with other govern-
ment commitments. However, in cases where the political will to complete a trans-
action exists, the problems are usually overcome.

Investment Barriers: Uzbekistan has a very liberal investment code which allows
for, among other things, free and full repatriation of profits and tax holidays from
two to five years, depending upon the type of investment. However, in practice, ne-
gotiating and registering a joint venture is a cumbersome process which requires
the approval of numerous government agencies and (usually) approval at the high.
est levels of the government. The registration process alone can take 3-6 months,
but hundreds of foreign companies have completed it. Repatriation of funds is com-
plicated by the cumbersome foreign exchange regulations.

The government has targeted oil and gas, mining processing of agricultural com-
modities textiles, and tourism as priority areas for ?orei investment. It has stated
it will allow up to 100 percent foreign ownership in a but "strategic" industries,
where it will not allow majority foreign ownership. "Strategic" industries include,
but are not limited to, the mining energy and cotton processing sectors. In the Bi-lateral Investment Treaty (BIT) which U beistan signed with the United States in
December 1994, and which awaits ratification by the U.S. Senate, Uzbekistan re-
served the right to exempt the following sectors from national treatment: uranium-
related industries, air and rail transport, pipelines, customhouse brokers, govern-
ment subsidies, radio and television bro&zlcasting, military use items, and the nar-
cotic crop industry.

Government Procurement Practices: Over 60 percent of Uzbekistan's trade with
the states of the former Soviet Union is governed by bilateral government-to-govern-
ment agreements that provide for countertrade in essential commodities such as pe-
troleum products, food and grain, fertilizers, metals, and cotton fiber, but these have
not prevented US. firms from being active traders in cotton and grain. Efforts to
forge closer economic cooperation with the CIS and particularly other central Asian
states have not yet proved to be obstacles to U.S. exports in some sectors, even
where the government is the customer. Non-competitive bidding is still common,
with trade deals often based on relationships between government officials and for-
eign firms. However, the government has contracted with an American accountingfirm to offer advice on tender procedures for foreign procurement and investments.

Customs Procedures: Customs procedures are bureaucratic, often arbitrary and
sometimes complicated by corruption.
6. Export Subsidies Policies

Many goods in Uzbekistan, and particularly those destined for export, such as cot-
ton whichc provides 70 percent of Uzbekistan's export revenues) are not bought and
sold at market prices, and the government directly or indirectly controls most ex-
ports. However, government policy primarily is directed at import rather than ex-
port subsidies. many exports are subject to an export tax, and the most important
ones require export licenses as well. Export goods are also subject to VAT on the
cost of their inputs, although not on the final product. There are no specific pro-
motional export financing programs, but the government does give preferential tax
treatment to foreign investors in priority sectors, including production for export.
Uzbekistan is currently a World Trade Organization (WTO) observer, and it has ap-
plied for full WTO membership.
7. Protection of U.S. Intellectual Property

Uzbekistan is a signatory of the Paris Convention on Industrial Property (1993),
the Patent Cooperation Treaty, and the Madrid Agreement on Trademarks Protec-
tion. It joined the World Intellectual Property Organization in 1993. Copyright and
trademark violations are not uncommon in Uzbekistan, particularly involving west-
ern films, music cassettes, computer software, and clothing trademarks.
8. Worker Rights

a. The Right ofAssociation.-Uzbekistan law specifically proclaims that all work-
ers have the right to voluntarily create and join unions of their choice. It also pro-
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vides that trade unions themselves can voluntarily associate by territory or sector,
and may choose their own international affiliations. Unions are also legally inde-
pendent of the state's administrative and economic bodies. However, to date the
country's de facto centralized trade union structure has not changed very after inde-
pendence. A council of the Uzbekistan Federation of Trade Unions provides central
leadership. Although the lubor law gives unions oversight for both individual and
collective labor disputes, the law does not mention strikes or the right to strike.

b. The Right to Organize and Bargain Collectively.-Unions are empowered to
conclude agreements with enterprises. However, there still is no practice of unions
carrying out adversarial negotiations with private employers. The private sector is
growing, but the state still remains the maior employer, and the unions function
more like professional associations than aduersanal groups in dealing with the
state.

c. Prohibition of Forced or Compulsory Labor.-Uzbekistan's constitution specifi-
cally prohibits forced labor. However, the "voluntary" exodus (usually for two-four
weeks) of many students and government workers to rural areas to help with the
cotton harvest for low wages is an annual phenomenon.

d. Minimum Age for Employment of Children.-The official minimum working age
is 16' however, 15-year olds can work with permission, but have a shorter work day.
;n addition, much younger children work with their families on farms or participate
in street trade.

e. Acceptable Conditions of Work.-The work week is set at 41 hours. Some ,york-
ers are entitled to overtime pay, but rarely receive it. Hyperinflation and economic
decline have sharply reduced the purchasing power of workers' salaries, and delays
in payment of wages are not uncommon. Occupational health and safety standards
are established by the Labor Ministry in consultation with the unions. There is a
health and safety inspectorate within the Labor Ministry. However, as with the
other former Soviet republics, enforcement of standards is very poor, and working
conditions are well below western standards.

f. Rights in Sectors With U.S. Investment.-Post is unaware of any differences be-
tween sectors with and without US. investment.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum .................................. .... ................................. 0
Total Manufacturing .............................................................. 0

Food & Kindred Products .................................................. . 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ........................................................ 0

Wholesale Trade ................................... o ................................ 0
Banking ................................................................................. 0
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................ 0
Other Industries ..................................................................... (1)
TOTAL ALL INDUSTRIES ................................................... (1)
I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analyss.



LATIN AMERICA

ARGENTINA

Key Economic Indicators
(Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
GDP (at current prices)2 ............... . .. . .. . . . .. . . . . .. . . .. .  258 282 291
Real GDP Growth (percent) ................................ 6.0 7.4 0
GDP by Sector (percent of GDP):

Agriculture ........................................................ 8.7 8.3 8.5
Manufacturing .................................................. 30.7 29.7 29.2
Mining............. ...... ................... 2.1 1.9 1.9
Services..................................... 50.4 51.6 52.0

GDP Per Capita (US$) ......................................... 7,685 8,281 8,433
Labor Force (000s) ............................................... 13,857 13,992 14,850
Unemployment Rate (pct-May) ........................ 9.9 10.8 18.6

Money and Prices:
Money Supply Growth (M2) (pct)s3 .. . . .. . .. 38.6 12.5 -1.3
Commercial Interest Rates on 180 Day Depos-

its ..................................... .7.8 8.7 10.0
Savings Rate (pct of GDP) ................................... 16.4 17.6 19.1
Wholesale Inflations ................... . .... . .. . .. . . .. . .. . . .. . . ..  0.1 5.8 7.5
CPI, percent changes ........................................... 7.4 3.9 3.0
Exchange Rate (US$/peso)4 ................................ 0.999 1.0 1.0

Balance of Payments and Trade:
Total Exports (FOB)5 .......................................... 13.1 15.7 21.7

Exports to the U.S. (FOB) ............................... 1.3 1.8 2.0
Total Imports (CIF) .............................................. 16.8 21.5 20.2

Imports from the U.S. (FAS)6 ....... .. . . .. . .. . . .. . . .. .  3.8 4.5 4.2
Aid from the U.S .................................................. N/A N/A N/A
External Public Debt 7 ................ . . . .. ... . .. . . .. .. . . .. . . .  62.8 70.1 80.0
Dbbt Service Paymentss8 ............... . .. .. . . .. .. . .. . . .. . . ..  4.2 3.3 5.5
Gold and Forex Reserves .................................... 15.0 15.5 13.5
Trade Balance ....................................................... -3.7 -5.8 1.5

Balance with the US.6 .................................... -2.6 -2.8 -2.7

'Figures for 1995 are Embassy estimates.2 Nominal GDP is virtually the same in dollars or pesos after 1991 when the Convertibility Plan took ef-
feet linking the peso and the dollar at the rate of one to one.

2 nd of period.4Average for the period.
NBased on official Argentine Government data.
"*Based on U.S. Department o( Commerce data.T Foreign currency debt.
includess net debt service paid by public sector to international financial institutions and on Government

of Argentina Foreign Currency Bonds.

1. General Policy Framework
President- Carlos Menem's far-reaching reform program, which began in earnest

in 1991, has revitalized Argentina's economy. Frem 1991-1994 real GDPgrowth
averaged nearly eight percent annually. However, due to the continuing effects of
the Mexican peso crisis, growth in 1995 should be flat. In late 1995 the annual rate
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of increase for consumer prices was around two percent,-a major accomplishment
given Argentina's bouts with hyperinflation only a few years ago.

Meanw-hile, a stable exchange rate and the opening of the economy to inter-
national competition including large reductions in tariffs and other trade barriers
and elimination of all but one export tax resulted in a boom in imports, particularly
from the United States. In 1994 Argentina's trade deficit with the United States
was $2.7 billion, 46 percent of Argentina's overall deficit that year. The value of U.S.
export to Argentina declined slightly in 1995 because of lower domestic demand-
a result of the recession. At the same time, Argentina registered an overall surplus
for the first time since 1991, largely because of significant growth in exports.

The public sector budget is expected to run a deficit in 1995 of $2.5 billion, about
one percent of GDP. Argentina's financial system was advenrcly affected by after-
shocks of the crisis in Mexico; one consequence was a drop in the number of Argenti-
na's financial institutions, from 205 in December 1994 to 164 in September 1995.
The government reacted to the crisis decisively, with considerable support from
international financial institutions.

The burden on consumers and businesses grew in 1995 via increases in the VAT
(from 18 to 21 percent) and lack of affordable credit. Tax enforcement has improved,
but evasion is still a major problem. Continued heavy expenditures and low tax rev-
enues threaten to generate another deficit in 1996.

The Central Bank of Argentina controls the money supply through the buying and
selling of dollars. Under the Convertibility Law of 1991, the exchange rate of the
Argentine peso is fixed to the dollar at par value. Through the first 10 months of
1995, the Central Bank's international reserves decreased from $15.5 billion to
$13.4 billion.

Argentina became a founding member of the World Trade Organization on Janu-
ary 1, 1995.
2. Exchange Rate Policies

Argentina has no exchange controls; customers may freely buy and sell currency
from banks and brokers at market prices. The Central Bank buys and sells dollars
at a rate of one peso per dollar.

3. Structural Policies
The Menem Administration's reform program has made significant progress in

transforming Argentina from a closed, highly regulated economy to one 'based on
market forces and exposed to international competition. The government's role in
the economy has diminished markedly through the privatization of most state firms,
including the large oil firm YPF in 1993. Meanwwhile, the authorities have elimi-
nated price controls on all but a few goods in the marketplace. Nevertheless, the
expanded trade deficit through 1994 occasionally compelled the government to im-
plement ad hoc protectionist measures. For example, in 1993 the authorities tempo-
rarily placed higher duties on various textile imports which allegedly were being
sold in Argentina below cost. In 1995, in spite of the trade surplus, the government
increased duties on apparel and issued new ones on athletic footwear, claiming
these items, particularly those made in China, were being dumped in Argentina.

Argentina, Brazil, Paraguay and Uruguay officially established a customs union
(MERCOSUR) on January 1, 1995 with a common external tariff (CET) covering 85
percent of traded good%, but excluding capital goods, information technology, and
telecommunications ec i ment. The CET ranges from zero to 20 percent.

The government of Akgentina signed the Uruguay Round Agreements in Decem-
ber 1993. Congress rOlied the Agreements at the end of 1994. Argentina was a
founding member of the World Trade Organization.

4. Debt Management Policies
Argentina's foreign currency external public debt increased in 1995 to almost $80

billion, due to new borrowing in capital markets and lending from international fi-
nancial institutions (IFIs). Debt service payments will total $9.3 billion in both 1995
and 1996. From 1989 to 1994 Argentina's debt service fell from 101 percent to
around 50 percent of exports of goods and non-factor services.

The International Monetary Fund (IMF), World Bank, and Inter-American Devel-
opment Bank (IDB) have been major sources of funds to Argentina. In 1995 the gov-
ernment renewed an IMF Extended Fund Facility (EEF) arrangement, initiated in
1992, through 1996.
5. Significant Barriers to U.S. Exports

Trade Barriers: One of the key free market reforms of the Menem Administration
has been to open the Argentine economy to foreign producers. The government abol-
ished the import licensing system in 1989 and since 1990 had slashed the average
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tariff from nearly 29 percent to less than 10 percent. While Argentina strove to
maintain minimal tariffs during negotiations on the MERCOSUR common external
tariff (CET), in order to facilitate renovation of its industrial plant, which requires
continued imports of capital equipment and other inputs, the implementation of the
CET has meant that Argentina's average tariff is now closer to 12 percent. Argen-
tina continues to maintain restrictions that apply to imports of a broad range of
used and manufactured equipment.

Despite the generally favorable environment for imports, the-authorities continue
to resort to trade barriers. To help raise revenue in the midst of the Mexican crisis,
the government raised the tariff on capital goods-which account for over 40 percent
of U.S. exports to Argentina-from zero to 10 percent in March 1995, and re-im-
posed a statistical tax of three percent on all imports. On the other hand, in Sep-
tember 1994 the government eliminated tariffs and duties on imports of computer
software, much of which is supplied b American firms.

As noted above, the government also moved in September 1995 to increase the"specific duties" applied to apparel and athletic footwear, in an effort to protect
some sectors from import competition. Some U.S. firms claimed the measures seri-
ously affected their exports to Argentina.

In October 1994, following passage by Argentina's congress of a law designed to
promote the local film industry, the government enacted new taxes on video sales
and rentals, which could curtail demand for U.S.-made films. (]President Menem ve-
toed other sections of the bill, including authority for the National Film Institute
to regulate the release of foreign films and establish a six month minimum time-
frame between opening of a film in the theater and its video release.)

Argentina also protects the automobile assembly industry through a combination
of quotas and heavy tariffs. Nevertheless, the number of foreign-manufactured vehi-
cles on the roads is increasing through heavy demand that easily outstrips local pro-
duction. The government plans to dismantle the protection scheme by 2000, when
a common MERCOSUR auto policy is scheduled to take effect.

Service Barriers: The government has progressively eliminated restrictions on for-
eign-owned banks. In January 1994 the authorities formally abolished the distinc-tion between and foreign and domestic banks. The government allowed foreign
banks to open branches and began issuing new licenses. Government bodies and
state agencies must still direct their business to public banks, but this stipulation's
importance is declining, given the ongoing privatization program. U.S. banks are
wel1 represented in Argentina and are some of the more dynamic players in the fi-
nancial market. Furthermore, the privatization of pension funds has attracted some
American firms.

Investment Barriers: There are few barriers to foreign investment. Firms need not
obtain permission to invest in Argentina. Foreign investors may wholly own a local
company, and investment in amres on the local stock exchange require no govern-
ment approval. There are no restrictions on repatriation of funds.

A U.S.-Argentina bilateral investment treaty came into force on October 20, 1994.
Under the treaty U. S. investors enjoy national treatment in all s.ctors except ship-
building, fishing, insurance and nuclear power generation. An amendment to the
treaty removed mining, except uranium production, from the list of exceptions.

During 1995, several U.S. firms alleged that Argentina had violated its obliga-
tions under the BIT. The U.S. government is working with the affected companies
to resolve these issues. The treaty allows investor-state arbitration using the Inter-
national Center for the Settlement of Investment Disputes.

Government Procurement Practices: "Buy Argentina" practices have been vir-
tually abolished. Argentine sources will normally be chosen only when all other fac-
tors (price, quality, etc.) are equal.

Customs Procedures: Customs procedures are generally extensive and time con-
suming, thus raising the costs for importers, altl !ugh installation of an automated
system in 1994 has eased the burden somewhat.
6. Export Subsidies Policies

Argentina adheres to the GATT Subsidies Code and also has a bilateral agree-
ment with the United States to eliminate remaining subsidies for industrial exports
and to ports located in the Patagonia region. Nevertheless, the government retains
minimal supports, such as reimbursement of indirect tax payments to exporters.
7. Protection of U.S. Intellectual Property

Argentina officially adheres to most treaties and international agreements on in-
tellectual property including the Paris Convention for the Protection of Industrial
Property (Lisbon ext and non-substantive portions of the Stockholm Text), the
Brussels and Paris Texts of the Berne Convention, the Universal Copyright Conven.
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tion, the Geneva Phonogram Convention, the Treaty of Rome and the Treaty on the
International Registration of Audiovisual Works. In addition, Argentina is a mem-
ber of the World-Intellectual Property Organization (WIPO) and it signed the Uru-
guay Round Agreements in December 1993, including the TRIPs text. However, re-
form of Argentina's patent system has been a contentious bilateral issue.

Patents: In 1991 the Menem Administration submitted to congress a draft patent
law designed to improve overall patent protection and extend it immediately topharmaceuticals. After years of intermittent debate, congress passed a watered
own version in March 1995 with an eight year transition period for pharma-

ceuticals and broad scope for compulsory licenses. President Menem vetoed the leg-
islation and replaced it with a decree that would have authorized pharmaceutical
patenting in January 1996 and generally provided stronger patent production than
is calledTor in TRIPS, thus meeting most U.S. concerns.

However in May 1995 Congress overrode President Menem's veto and restored
its patent law, which was subsequently revised by "corrective legislation" that re-
duced the pharrnaceuticei transition period to five years. Menem issued patent law
regulations in October 1995, but Congress objected, claiming they superseded pro-
tection provided for by legislation. In earlyDecember, Congress passed new legisla-
tion annulling the regulations; President Menem then vetoed part of the new legis-
lation.

Copyrights: Argentina's copyright law, enacted in 1933, is adequate by inter-
national standards. Recent decrees provided protection to computer software and ex-
tended the term of protection for motion pictures from 30 to 50 years after the death
of the copyright holder. As in many countrieshowever, video piracy has become a
serious problem. Efforts are underway to combat this, including arrests, seizure or
pirated material and introduction of security stickers for cassettes.

Trademarks: Trademark laws and regulations in Argentina are generally gocd.
The key problem is a slow registration process, which the government has striven
to improve.

Trade Secrets: Argentina has no trade secret law per se, but the concept is recog-
nized and encompassed by laws on contract, labor and property. Penalties exist
under these statutes for unauthorized revelation of trade secrets.

Semiconductor Chip Layout Design: Argentina has no law dealing specifically
with the protection of layout designs and semiconductors. This technology conceiv-
ably could be covered by existing legislation on patents or copyrights, but this has
not been verified in practice. Nevertheless, Argentina has signed the WIPO Treaty
on Integrated Circuits.
8. Worker Rights

a. The Right of Association.-All Argentine workers, except military personnel,
are free to form unions. Union membership is estimated at 30-40 percent of the
workforce. Unions are independent of the government or political parties, although
most union leaders are affiliated with President Menem's Justicialist Party. Unions
have the right to strike and strikers are protected by law. Argentine unions are
members of international labor associations and secretariats and participate actively
in their programs.

b. The Right to Organize and Bargain Collectively.-Argentine law prohibits anti-
union practices. The trend towards bargaining on a company level, in contrast to
negotiating at the national level on a sectoral basis continued, but the adjustment
has not been easy for either management or labor. Both the federal government and
a few highly industrialized provinces are working to create mediation services to
promote more effective collective bargaining and dispute resolution.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
labor and there were no reports of such incidents during 1995.

d. Minimum Age for Employment of Children.-The law prohibits employment of
children under 14, except in rare cases where the Ministry of Education may au-
thorize a child to work as part of a family unit. Minors aged 14 to 18 may work
in a limited number of job categories, but not more than six hours a day or 35 hours
a week. The law is effectively enforced except in some isolated rural areas where

government monitoring capabilities are thin.
e. Acceptable Conditions of Work.-The national monthly minimum wage is $200.

Federal labor law mandates acceptable working conditions in the areas )f health,
safety and hours. The maximum work day is eight hours, and work week 48 hours.
The government has enacted reforms aimed at giving small and medium enterprises
greater flexibility in the management of their personnel. The government is also
striving to modernize the system of workers compensation. Argentina has well-de-
veloped health and safety standards, but the government often lacks sufficient re-
sources to enforce them.
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f. Rights in Sectors With U.S. Investment.-Argentine law does not distinguish be-
tween worker rights in nationally-owned enterprises and those in sectors with U.S.
investment. The rights enjoyed by Argentine employees of U.S.-owned firms in Ar.
gentina equal or surpass Argentine legal requirements.

Extent of U.S. Investment in Selected Indstries.--U.S. Direct
Investment Position Abroad on an Historical Cat Basis--1994

(Millions of U.S. deliars]

Category knount

Petroleum......... ....... ........................................ 773
Total Manufacturing ............................................................... 2467

Food & Kindred Products ................................................... 1,188
Chemicals and Allied Products ........................................... 561
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 42
Electric & Electronic Equipment ....................................... 54
Transportation Equipment ................................................. 48
Other Manufacturing .......................................................... (1)

W holesale Trade ...................................................................... 530
B anking .................................................................................... 627
Finance/Insurance/Real Estate ................................... ........... 756
Services .......................................................................... .......... 92
ther Industries ........................................................................ 422
TOTAL ALL INDUSTRIES .................................................... 5,666

1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

THE BARAMAS
Key Economic Indicators

[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP .............................................................. 3,065 3,408 N/A
GDP Growth Rate (percent) ............................... 3.0 3.0 N/A
GDP by Sector (percent of total):

Tourism ............................................................. 50 50 50
Finance .............................................................. 12 12 12
Manufacturing .................................................. 4 4 4
Agriculture/Fisheries ........................................ 4 4 4
Government ...................................................... 12 12 12

GDP Per Capita ................................................... 11,610 12,483 N/A
Labor Force (thousands) ...................................... 136.9 138.7 N/A
Unemployment Rate (percent)...................013.1 13.3 N/A

Money and Prices:
Money Supply (Ml) .............................................. 375.5 413.0 440.5
Commercial Interest Rate (pct) .......................... 7.25 6.75 6.75
Personal Savings Rate ......................................... 3.0-5.8 3.0-5.0 3.1-5.2
Investment Rate ................................................... N/A N/A N/A
Retail Price Index (1987=100) ............................ 136.2 138.2 139.9
Retail Price Index (pct change) ........................... 2.7 1.3 2.3
Wholesale Price Index ......................................... N/A N/A N/A
Exchange Rate (US$:B$) ..................................... 1.1 1.1 1.1

Balance of Payments and Trade:
Total Exports (FOB)2 .......................................... 815 656 N/A

Exports to U.S.2 ................................................ 304 200 105
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Key Economic Indirators-Continued
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Total Imports (CIF) 2 . . .. . . .. . . . . . . . . . . .. . ...3,454 2,846 N/A
Imports from U.S.2 . .... 775 754 437

Aid from U.S............ ..................... 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt ........................................... 110.7 100.4 92.7
Debt Repayment .................................................. 72.2 77.5 85.0
Gold Reserves ....................................................... N/A N/A N/A
Foreign Exchange Reserves ................................ 163.3 173.6 N/A
Trade Balance 2  .......................... . . . .. .. . . .. . . .. . .. . .. . . . ..  - 2,639 - 2,190 N/A

Trade Balance with U.S.2 ................................ -471 -554 -332
1Statistics cover mid-year 1996.
'IMF Direction of Trade Statistics.

1. General Policy Framework
The Bahamase is ajpolitically stable, middle-income developing country. The econ-

omy is based primarily on tourism and financial services, which account for approxi-
mately 50 percent and 12 percent of gross domestic product (GDP) respectively. The
agricultural and industrial sectors, while small continue to be the focus of Govern-
ment efforts to produce new jobs and diversify the economy.

The United States remains The Bahamas' major trading partner. U.S. exports to
The Bahamas decreased from $704.1 million in 1993 to $685.4 million in 1994; im-
ports from the U.S. account for approximately 55 percent of all imports. The Baha-
mian Government actively encourages foreign investment, with free trade zones on
Grand Bahama and New Providence. Capital and profits are freely repatriated, and
investors are offered relief from personal and corporate income taxes. Designation
under the Caribbean Basin Initiative (CBI) trade program allows qualified Baha-
mian goods to enter the United States duty-free.

The Bahamian Government enacted a policy in the 1995-1996 budget in which
the annual amount of new borrowing would be no greater than the amount of debt
retirement. The 1995-1996 budget provides for recurring expenditures of $725 mil-
lion, an increase of $43 million. This-includes $174 million for repayment of interest
and principal on Government debt. Government borrowing will not exceed $85 mil-
lion-the amount of repayment of principal on debt. The overall $819 million budget
concentrates on upgrading tourism infrastructure, stabilizing public finances, main-
taining the fixed exchange rate with the U.S.$, and strengthening the role of the
private sector in the overall economy. No new taxes were added to this year's budg-
et. Total national debt increased to $1.46 billion in 1994, up from $1.41 billion in
1993.

Recurrent revenue for 1995-1996 is projected at $655 million, representing an in-
crease of $25 million over expected revenues of $640 million for the 1994-1995 fiscal
year. The Government feels that this increase is attainable, as the economy contin-
ues to strengthen and capital inflow and revenue collection methods continue to im-
prove.

Capital revenue is expected to include $12 million resulting from the sale of 50
percent of the Government's shares in The Bank of The Bahamas. The Government-
owned National Insurance Board (NIB) will purchase 20 percent, while the remain-
ing 30 percent of shares will be sold to the public.

In September, The Central Bank instituted a "credit squeeze" to control public
spending. This action wasi prompted by an increase of $44 million in private sector
lending, and $68.1 million in consumer installment credit during the first seven
months of 1995. As a result, the country's external reserves have plummeted from
$209 million to $172.4 million over the past year. The Central Bank has subse-
quently advised banks and other financial institutions to exercise restrpit.t in the
further expansion of credit. The commercial bank's prime lending rate .memaiied at
6.75 percent.

The Bahamas is not a member of the World Trade Organization (WTO).
2. Exchange Rate Policies

The Bahamian dollar is pegged to the US. dollar at an exchange rate of 1 to 1,
and the Bahamian Government recently repeated its long-standing commitment to
maintain parity.
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3. Structural Policy
The Bahamas is recognized internationally sis a tax haven and the government

does not impose income, inheritance or sales taxes. In the 1994-95 budget, the Gov-
ernment lowered taxes on tourism-related items to increase the country's competi-
tive edge in the tourism sector. The government also reduced stamp duty on ciga-
rettes and various liquors, as well as perfume and other luxury items. The govern-
ment wants merchants to pass these savings to tourist, yielding increased revenue
from increased sales. The change was designed to safeguard employment in retail
trade catering to tourists and promote the price competitiveness of goods in the Ba-
hamian market.

At the same time, the government plans to establish a special unit within the
Customs Department to strengthen its efforts to control smuggling of cigarettes and
contraband. In the meantime, a system is being put in place to encourage the public
to disclose information which could assist authorities in bringing to justice persons
who engage in defrauding the Treasury.

Although The Bahamas encourages foreign investment, the Government reserves
certain businesses exclusively for Bahamians, including restaurants, most construc-
tion projects, most retail outlets, and small hotels. Other categories of businesses
are eligible solely as joint ventures.

Certain goods may be imported conditionally on a temporary basis against a secu-
rity bond or deposit which is refundable upon re-exportation. These include: fine
jewelry, goods for business meetings or conventions, traveling salesman samples,
automobiles or motorcycles, photographic and cinematographic equipment, and
equipment or tools for repair work.

In 1993 the Bahamian Government repealed the Immovable Property Act, which
required foreigners to obtain approval from the Foreign Investment Board before
purchasing real property in the country. A new law, the Foreign Persons (Land-holding) Act, provides for automatic approval for non-Bahamians to purchase resi-
dentialproperty of less than five acres on any single island in The Bahamas, except
where the property constitutes over fifty percent of the land area of a cay (small
island) or involves ownership of an airport or marina.

The new law also provides for a two-year real property tax exemption for foreign
persons acquiring undeveloped land in The Bahamas for development purposes, pro-
vided that substantial development occurs during the two years. Following protests
by foreign property ownersthe Bahamian Government revised plans for a proposed
seven percent increase on the assessed value of undevelopedproperty ownedby non-
Bahamians. The new standard property tax structure as of January 1994 follows:

-first $3,000 of market value-$30.00
-over $3,000 and not exceeding $100,000 of market value-1 percent
-over $100,000 of market value-1Y2 percent.

In addition, the Government lowered the rate of stamp duty on real estate trans-
actions in the 1995-1996 budget. The stamp duty reduction ranges from two percent
on transactions up to $20,000 and eight percent on transactions over $100,000. The
Bahamian Government hopes the new legislation and the stamp tax reduction will
stimulate the second home/vacation home market and revive the stagnant real es-
tate sector.

To increase revenues, the government raised the airport departure tax from $7
to $13 per person in 1991 and from $13 to $15 per person in 1993, and the harbor
departure tax from $7 to $20 per person. Following protests from cruise ship opera-
tors, the harbor departure tax was later lowered to $15, effective April 1, 1992. The
Bahamas government also levies a gambling tax.

Price controls exist on 13 basic foodstuffs, as well as gasoline, utility rates, public
transportation, automobiles, and auto parts. The rate of inflation is estimated at 2.2
percent.
4. Debt Management Policies

The Bahamas' national debt was $ 1.47 billion in 1994, with a total debt service
of $ 174 million, including $ 89 million in interest payments and $85 million in re-
payments.
5. Significant Barriers to U.S. Exports

The Bahamas is a $ 700 million market for US. companies..There are no barriers
to the import of U.S. goods, although a substantial duty applies to most imports.
Deviations from the average duty rate often reflect policies aimed at import substi-
tution. Tariffs on items produced locally are at a rate designed to provide protection
to local industries. The 2Ministry of Agriculture occasionally issues temporary bans
on the import of certain agricultural products when it determines that a sufficient
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supp of locally grown items exits. The Government's quality standards for im-
ported goods are similar to those of the United States.
6. Export Subsidies Policies

The Bahamas Investment Authority (BIA), a "one-stop shop" for foreign invest-
ment, was established in 1992, comprising The Bahamas Agricultural and industrial
corporation (BAIC), and the Financial Services Secretariat (FSS). The Authority
planned to facilitate and coordinate local and international investment and to pro-
vide overall guidance to the Government on all aspects of investment policy.

Other trade and investment incentives include:-The International Business Companies Act-simplifies procedures and re-
ducing costs for incorporating companies.

-The Industries.Encouragement Act-provides duty exemption on machin-
ery, equipment, and raw materials used for manufacturing. The approved goods
are not subject to an export tax.-The Hotel Encouragement Act-grants refunds of duty on materials, equip-
ment and furniture required in construction or Lurnishing of hotels.

-- The Agricultural Manufacturers Act-provides exemption for farmers from
duties on agricultural imports and machinery necessary for food production.

-The Spirit and Beer Manufacturers Act-grants duty exemptions for pro.
ducers of beer or distilled spirits on imported raw materials, machinery, tools,
equipment, and supplies used in productions.

-The Tariff Act-grants one-time relief from duties on imports of selected
products deemed to be of natio'ial interest.

The Hawksbill Creek Agreement jf 1954 granted certain tax and duty exemptions
on business license fees real property taxes, and duties on building materials and
supplies in the town of Freeport on Grand Bahama Island. In July 1993, the govern.
ment enacted legislation extending most Hawksbill Creek tax and duty exemptions
through 2054, while withdrawing exemptions on real property tax for foreign indi-
viduals and corporations. The Prime Minister declared, however, that property tax
exemptions might still be granted to particular investors on a case-by-case basis.

The Bahamas is a beneficiary of the United States' Caribbean Basin Initiative
(CBI) trade program, permitting the country to export most goods duty-free to the
United States.
7. Protection of U.S. Intellectual Property

Although local intellectual property laws exist, enforcement is generally weak.
The Bahamas is a member of the World Intellectual Property Organization (WIPO),
but is not a member of the WTO. The Bahamas is a party to the Paris Convention
for the Protection of Industrial Property and the Berne Convention for the Protec-
tion of Literary and Artistic Works (older versions for some articles of the latter are
used). It is also a member of the Universal Copyright Convention.
8. Workers Rights

a. The Right of Association.-The Constitution specifically grants labor unions the
rights of free assembly and association. Unions operate without restriction or Gov-
ernment control, and are guaranteed the right to strike and to maintain affiliations
with international trade union organizations.

b. The Right to Organize and Bargain Collectively.-Workers are free to organize
and collective bargaining is extensive for the 34,225 workers (25 percent of the work
force) who are unionized. Collective bargaining is protected by law and the Depart-
ment of Labor is responsible for mediating disputes. The Industrial Relations Act
requires employers to recognize trade unions.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by the Constitution and does not exist in practice.

d. Minimum Age for Employment of Children.£-While there are no laws prohibit-
ing the employment of children below a certain age, compulsory education for chil-
dren up to the age of 14 years and hit;h unemployment rates among adult workers
effectively discourage child employment. Nevertheless, some children- sell news-
papers along major thoroughfares and work at grocery stores and gasoline stations.
Children are not employed to do industrial work in The Bahamas.

e. Acceptable Conditions of Work.-The Fair Labor Standards Act limits the regu-
lar workweek to 48 hours and provides for at least one 24-hour rest period. The Act
requires overtime payment (time and a half) for hours in excess of the standard.
The Act permits the formation of a Wages Council to determine a minimum wage.
To date no such council has been established.

The Bahamas Department of Labor is responsible for enforcing labor laws and has
a team of several inspectors who make on-site visits to enforce occupational health
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and safety standards and investigate employee concerns and complaints. The De-
partment normally announces these inspections ahead of time. Employers generally
cooperate with the inspections in supplementing safety standards. A 1988 law pro-
vides for maternity leave and the right to re-employment after childbirth. WorkersRights legislation applies equally to all sectors of the economy

EfRights in Sectors With U.S. Investment.-Authorities enforce labor laws and reg-
ulations uniformly for all sectors and throughout the economy, including within the
export processing zones.

Extent of US. Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Milli of UUS. dolarm)

Cate" Amount

Petroleum.......................................... .56
Total Manufacturing ............................................. ........... 7

Food & Kindred Products ........................... .0
Chemicals and Allied Products ......................................... 7
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... (1)

Wholesale Trade ...................................................................... 150
Banking ................................................................................... . 1,890
Finance/Insurance/Real Estate .............................................. 1,214
Services .................................................................................... - 125
Other Industries ...................................................................... 68
TOTAL ALL INDUSTRIES .................................................... 3,260

'Indicate a value between $-500,000 and $6•0,000.

Source: U.S. Department o( Comnmerce, Bureau of Economic Amlyra

BARBADOS

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 1,113.6 1,158.2 1,173.2
Real GDP Growth (percent) ................................ 0.8 4.0 1.3
GDP (at current prices)5s.................. . .. . . .. . .. . . .. . . .. .  1,395.6 1,462.0 N/A
GDP by Sector:

Agriculture ........................................................ 80.8 74.8 N/A
Energy and Water ............................................ 53.2 52.3 N/A
Manufacturing .................................................. 103.3 104.0 N/A
Construction .................................................... 60.5 66.9 N/A
Rents ................................................................. N/A N/A N/A
Financial and Related Services ....................... 218.6 235.8 N/A
Other Services .................................................. 617.2 658.0 N/A
Government Services ....................................... 254.6 261.4 N/A
Net Exports of Goods and Services ................. 85.3 136.9 N/A

Real Per Capita GDP ('85 bps) ........................... 4,220 4,375 N/A
Labor Force (000s)3 .................... . . . .. . .. . . . .. . .. . . . .. . . ..  126.3 N/A N/A
Unemployment Rate (percent) ............................. 24.5 22.5 420.5

Money and Prices (annual percentage growth):
Money Supply Growth ......................................... 1.5 7.7 N/A
Weighted Av. Lending Rate ................................ 11.2 11.5 N/A

I " ... .M M....ILm I I- • --- W•,- -,
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Key Economic Indicators--Continued
[Millions of U.8. dollars unless otherwise noted]

1993 1994 19961

Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 1.1 0.1 N/A
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index (pct)s ............ . .. . .. . . . . . . .. . .. .  3.7 N/A N/A
Exchange Rate (BB$/US$) .................................. 2.0 2.0 2.0

Balance of Payments and Trade:
Total Exports, FOB 7 ............................................ 187.0 181.5 N/A

Exports to US .................................................. 33.5 33.2 N/A
Total Imports, CIF........... ............ 6577.1 614.3 N/A

Imports from U.S .............................................. 215.3 244.2 N/A
Aid from the U.S .................................................. 0 0 0
Aid from Other Countries ................................... N/A N/A N/A
External Central Government Debt ................... 352.3 355.1 N/A
Debt Service Payments (paid) .................. 162.3 144.7 N/A
Foreign Exchange Reserves ................................ 69.9 128.7 195.7
Trade Balance7 .......................... . .. . .. . .. .. . .. . . .. . .. . . . ..  -390.0 -432.8 N/A

Balance with US.7 ........................................... - 181.8 -211.0 N/A
1All 1996 figures are estimates based on available monthly data in November 1996.
'Figures are actual weighted average rates, not changes in rates.
*Labor force figures will be recalculated for the 1987-1993 period in 1996, based on the 1990 Census.4Estimate for June 30, 1996.
5 GDP at actorr cost.
SPercent change from previous year.
7 Merchandise trade.

1. General Policy Framework
Barbados is a British-styleparliamentary democracy. The are three major politi-

cal parties in Barbados: the Barbados Labour Party (which forms the current gov.
ernment), the main Opposition Democratic Labour Party, and the National Demo.
cratic Party. Elections were last held in September 1994; although elections can be
called at any time, the maximum term is five years, and elections are not scheduled
before 1999.

The economy of Barbados is generally market-oriented, although a fairly large
public sector exists. The pro-business government of Prime Minister Owen Arthur
has aggressively moved to promote foreign direct investment, as a part of fulfilling
its pledge to reduce unemployment (which stood at almost 20 percent at the end
of September 1995). The Baibados economy continued to grow during 1995, al-
though at a much slower rate than during 1994. The Central Bank of Barbados fore-
casts that output will grow 1.3 percent in 1995, down from the 4.0 percent growth
rate recorded in 1994. However, unlike 1994's growth, which was concentrated in
the foreign exchange-earning sectors (tourism, sugar, and manufacturing), 1995's ex-
pansion was domestically-driven. The growth in demand was of concern to Central
Bank officials, as a sharp increase in credit to the private sector was largely used
to pu, chasee imported consumption (not investment) goods, using scarce foreign ex-
change.

In order to stem the pressure on foreign exchange, the Central Bank acted in No-
vember 1995 to reverse credit-liberalizing actions taken in April, by tightening mon-
etary policy and raising both the reserve requirement and the discount rate to com-
mercial banks. The change in policy forces banks both to increase interest rates on
loans (decreasing the amount of credit available) and to increase the rate paid on
deposits (attracting deposits and decreasing the money supply). The eventual effect
of these recent measures could, in the absence of other factors, reduce demand for
imports in general ;.rluding those from the United States). However, once the
forthcoming value-addeci tax (VAT) is implemented (scheduled for mid-1996), de-
mand for imported goods should rise as retail prices decline when they no longer
reflect the cascading effect of indirect taxation.

The Central Bank estimates that the 1995 central government fiscal deficit will
be 0.8 percent of GDP ($11 million), compared to 2.0 percent of GDP ($37.3 million)
in 1994. Barbados - 3 Current revenue grew significantly during the first nine
months of 1996; however, so did current expenditures, which rose due to higher cur-
rent outlays on int .rest payments, wages and salaries, and transfers. On the other
hand, outlays on capital'works, which rose by about 3 percent in-the same period



329

of1994, fell 16.9 percent, in the absence of major public sector Projects. During the
t nine months of 1995, heavy amortization payments (due'to lumpy payment

schedules) led the Government to refinance its debL. Commercial banks financed
most of the Government deficit, which allowed the Central Bank to reduce its out-
standing credit to the government.

The net international reserves of the Central Bank are exp"cted to rise by $33.5
million during 1995-a solid performance but not as good as in 1994, when reserves
rose $58.7 mll ion. In contrast to 1994, when there were considerable inflows of for-
eign funds to the government, the slowdown iu 1995 is due to heavy amortization
payments on government indebtedness; the current account will also come under
pressure because of the higher import growth.

Barbados became a founding member of the World Trade Organization on Janu-
ary 1, 1995.
2. Exchange Rate Policies

Successive governments of Barbados, representin both of the major political par-
ties, have committed themselves to keeping the Barados dollar pegged to the Unit-
ed States dollar at a rate of Bds.$2.00=USD 1.00. This rate, which has remained
fixed since the end of 1975, has had the effect of making Barbados' exports more
expensive, and therefore less price-competitive, in its export markets.

Barbados maintains a wide variety of exchange control measures, to protect the
country's foreign exchange reserve balances. However, there is no parallel market
for hard currencies, as the tourist market provides a steady and adequate supplyof foreign exchange and U.S. dollars are readily accepted as payment for most pur-
poses. Since coming g into office in September 1994, the government of Prime Min-
ister Owen Arthur has liberalized exchange controls to allow local banks to issue
credit cards which can be used domestically and internationally, and has increased
the amounts of foreign exchange residents can purchase.

Businesses usually can obtain foreign exchange for imports on showing the proper
invoices and Customs documentation to government officials, but business and vaca-
tion travelers face annual limits on the amounts of hard currency they can purchase
without special application to the Central Bank. Exporters must also complete cer-
tain documentation to ensure that payment for the exports is collected through au-
thorized local commercial banks; Barbadian residents are not permitted to hold for-
eign bank accounts. Non-residents investing in Barbados must register any foreign
funds brought into the country in order to be able to repatriate capital gains, profits,
or dividends.

3. Structural Policies
Because Barbados imports much of what it consumes, there is significant poten-

tial for exports of U.S. goods and services. Import licenses are required for a list
of goods, some of which are also produced locally or within the Caribbean Commu-
nity (CARICOM) region; prices are generally set by the market, except for those of
some household appliances and food staples. The P rice Control Division of the Min-
istry of Industry, Commerce and Business Development administers both price con-
trols and import licenses.

During 1992-1993, the Barbados government initiated efforts to reform the tax
system by broadening the tax base, lowering rates, and moving away from indirect
taxation. A value-added tax (VAT), set at a flat 15 percent rate, is due to be imple-
mented in mid-1996. The government intends for the VAT to replace a wide variety
of taxes and fees, including the consumption tax (which ranges from zero to 49 per-
cent) and the stamp duty- (20 percent) on imports, the surcharge on overseas tele-
phone calls (10 percent), the travel ticket tax (20 percent, with a maximum of $400),
and at least five other levies.

Import duties (ranging from zero to 70 percent) continue, as does a 100 percent
surcharge on certain luxury items and an excise tax_ on liquor and cigarettes. Imple-
mentation of the CARICOM common external tariff means that the preference Bar-
bados gives to goods from other CARICOM members will widen, relative to the ap-

---o!dtariffs applicable to goods from countries outside the Community (such as the

4. Debt Management Policies
Central government debt rose from $1,161 million at the end of 199.3 to $1,244

million at the end of 1994, but debt service payments dropped from $162 million
to $145 million. At the end of of 1994, almost 29 percent of national debt was owed_
to external sources, a ratio which has declined steadily over the 1990-1994 period
(from ah:a•st 46 percent at the end of 1990). During the first half of 1995, the gov-
ernment recorded a fiscal surplus, but heavy foreign amortization payments caused
it to turn to the market for financing. Local commercial banks, seeking a profitable
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lace to invest their excess funds, provided most of the financing, which allowed the
entral Bank to reduce its accommodation to the government.
In fmancing projects, the government has also been relatively successful in obtain-

ing financing 11rom foreign commercial banks or other sources of commercial creditalbfeit at relatively, high interest rates. Barbados has been "graduated" from World
Bank financin g. At the same time, Barbados maintains ties to the Inter-American
Development Bank and the Caribbean Development L nk, which provides lending
for various environmental and social programs.
5. Significant Barriers to U.S. Exports

The CARICOM arrangement generally gives preference to goods produced within
the CARICOM countries in comparison to those produced extra-regionally; in addi-
tion, certain goods cannot be imported from outside there 'on. The import licensing
scheme also acts as a nontarift barrier, although its effect is probably relatively
small.

Investment barriers: Barbados permits full ownership by foreign nationals of in-
vestments and property, and foreign nationals inclhdingU.S. citizens, own signifi-
cant residential and commercial properties in Barbados. Non-residents need Central
Bank approval to purchase real property and securities, but permission is routinely
granted. A property transfer tax is levied on real property transactions conducted
y foreigners; this tax also applies to securities transactions not conducted by a reg-

istered broker.
The government must approve a license in order for non-citizens to invest in utili-

ties, broadcasting, banking, and insurance enterprises. However, the government
has granted monopolies for both local and long-distance telephone service to a for-
eign firm, the UK's Cable and Wireless. Although the government has said that it
is accepting applications for additional television stations, television service is cur-
rently provided by a monopoly, government-owned Caribbean Broadcasting Corpora-
tion. The Securities Exchange of Barbados lists mostly local companies (although
listing is not restricted by nationality of the beneficial owners), but stock exchange
membership (for traders) is closed to non-nationals. Food service franchises have not
been approved for many years, regardless of the nationality of the potential fran-
chiser, although the current government has committed itself to a review of that
policy.

Professional services: Suppliers of professional services (medical doctors, lawyers,
architects, engineers) must have their qualifications certified by local associations
and must also obtain a work permit crtiy vin. that no Barbadian could be found
to perform the professional service required by the employer or contractor.

Government procurement: While no 'Buy Barbados' laws exist, the government
usually gives preference to local, then regional sources. However, as many goods and
services must be procured from outside of the region, U.S. manufacturers and dis-
tributors have a reasonable chance of competing for contracts against other foreign
suppliers, e speciallyy if they have established links with local firms with a good rela-
tionship wikn theagovernrent.

Customs Procedures: Customs procedures are often alleged to be administered in
a manner that is neither transparent nor predictable.

6. Export Subsidies Policies
The Government of Barbados provides special incentives to businesses producing

products for export. Companies agreeing to export all of their production can receive
tax incentives, exemption for im port duties, assurances for full repatriation of cap-
ital profits, and dividends, subsidized rents in government owned industrial parks;
and cash grants for worker training. In addition, industrial users of utilities are eli-
gible for discounts.

The tourism industry benefits from advertising and promotion efforts by Govern-
ment through the Barbados Tourism Authority, but those are not generally consid-
ered as export subsidies.
7. Protection of U.S. Intellectual Property

Barbados is a signatory to the GATT Uruguay Round Agreement on Trade-Relat-
ed Intellectual Property Rights (TRIPs). It has signed the Paris Convention on In-
dustrial Property and is a member of the World Intellectual Property Organization.
Laws regarding intellectual property are adequate, but enforcement is poor.

Trademarks: the Barbados law provides that whoever first registers a mark has
the right to use the mark. There are cases where someone other than the original
owner of the mark has registered it in Barbados, and therefore could demand roy-
alty payments from the original owner.

Copyrights: the major problem is illegal coping of videotapes from promotional
tapes provided by movie distributors or from U.S. hotel "pay.for-view" movies and
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shows or from satellite transmissions. It is not known whether pirated videotapes
are exported. In 1995, a local campaign to ensure royalties to Barbadian musicians
brought a new awareness by the public of intellectual property issues.

Because the extent of intellectual property infringements is unknown, it is impos-
sible to quantify the damage done in terms of lost export or investment possibilities.

8. Worker Rights
a. The Right of Association.-Workers freely exercisee their right to form and be-

long to trade unions and to strike. However, with the exception of two brief strikes
and a "work to rule" protest, labor peace is the norm.

In August 1995, a new umbrella congress of trade unions and staff associations
was inaugurated, to which all Barbados-based unions belong. There are two major
unions and several small ones, representing various sectors of labor. The largest
union, the Barbados Workers' Union, was historically closely associated with the
Democratic Labour Party (currently in opposition), but the main civil service union,
the National Union of Public Workers, is completely independent of any political
party. The law accords full protection to trade unionists personal and property
rights. A long-standing law prohibits strikes against public utilities, but all other
private and public sector employees are permitted to strike. Trade unions are free
to form federations and are in fact affiliated with a variety of regional and inter-
national labor organizations. The Caribbean Congress of Labor (CCL) has its head-
quarters in Barbados.

b. The Right to Organize and Bargain Collectively.-The law provides for the right
to organize and bargain collectively, and the authorities respect it in practice.
cent losses of jobs in the economy resulted in a reduction in union membership to
about twenty percent of the working population. Normally, wages and working con-
ditions are negotiated through a collective bargaining process, although a tripartite
wage policy accord signed in the summer of 1993 established a 2-year wage freeze
which has since expired. Unions are currently in the process of bargaining Tor wage
and benefit increases to be incorporated into the replacement wage and price policy
accord of 1995.

Employers have no legal obligation to recognize unions under the Trade Union Act
of 1964, but most do so when a majority of their employees signify a desire to be
represented by a re rsterd union. While there is no specific law prohibiting
antiunion discrimination, the courts provide a method of redress for employees al-
leging unfair dismissal. The courts commonly award monetary compensation but
rarely order reemployment.

There are no manufacturing or special areas where collective bargaining rights
are legally or administratively impaired. Barbados has no specially designated ex-
port processing zones.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor, and there were no reported instances in 1995.

d. Minimum Age for Employment of Children.-The legal minimum working age
of 16 is generally observed. Compulsory primary and secondary education policies,
which require school attendance until age 16, reinforce minimum age requirements.
Occasionally, especially among rural families, children assist in agricultural produc-
tion during peak season. The labor ministry has a small cadre of labor inspectors
who conduct spot investigations of enterprises and check records to verify compli-
ance with the law. These inspectors may take legal action against an employer who
is found to have underage workers.

e. Acceptable Conditions of Work.-The law sets a minimum wage for specific cat-
egories of workers. Only two categories of workers have a formally regulated mini-
mum wage-household domestics and shop assistants (entry level commercial work-
ers). Household domestic receive a minimum wage of about $32.50 per week, al-
though the prevailing wage is almost double that amount. The minimum wage for
shop assistants varies by the age of the employee: for adults, the minimum wage
is $1.88 per hour, while for juveniles, it is $1.63 per hour. The minimum wage for
shop assistants is marginally sufficient to meet minimum living standards; most
employees earn more.

Agricultural workers receive a minimum wage as a matter of practice, but such
compensation is not found in legislation. In 1992 an International Labor Organiza-
tion (ILO) committee of experts cited Barbados for not adhering to the ILO conven-
tion on equal remuneration because of wage differentials in the sugar industry. The
committee admonished the government to ensure the application of the principle of
equal remuneration for work of equal value to male and female workers in the sugar
industry or to provide further information on job descriptions which might justify
such wage distinction. This case was not resolved at year's end.
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Barbados accepts ILO conventions, standards, and other sectoral conventions re-
garding maximum hours of work. The standard legal work-week is 40 hours in fivedaye and the law requires overtime payment for hours worked in excess of that.
Empoyers must provide workers a minimum of 3 weeks' annual leave. Unemploy-
ment benefits legislation and national insurance (social security) cover all workers.
A comprehensive government sponsored health program offers subsidized treatment
and medication.

Under the Factories Act of 1983, which sets out the officially recognized occupa-
tional safety and health standards, the Labor Ministry enforces health and safety
standards and follows up to ensure that problems cited are corrected by manage-
ment. Workers have a limited right to remove themselves from dangerous or hazard
job situations without jeopardizing their continued employment. The Factories Act
requires -hat in certain sectors, firms employing more than 50 workers set up a
safety committee. This committee can challenge the decisions of management con-
cerning the occupational safety and health environment. Trade unions-have called
on the government to increase the number of factory inspectors in legislation more
effectively, and to follow up to ensure that problems cited are corrected by manage-
ment. Government-operated corporations, in particular, were accused of doing a"poor job" in health and safety. The government has promised to undertake inspec-
tions of government-operated corporations and manufacturing plants as a priority.

f. Rights in Sectors With U.S. Investment.--Conditions do not differ significantly
in foreign-invested'sectors from those in the economy in general.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum.......................................... .98
Total Manufacturing .............................................................. 7

Food & Kindred Products ................................................. 4
Chemicals and Allied Products .......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 2
Transportation Equipment ............................................... 0
Other M anufacturing ........................................................ 1

W holesale Trade ...................................................................... 225
B an king .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... (1)
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 488

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

BOLIVIA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP Growth3 ................... . . . . .. . .. . .. . . .. . . . .. . . .. . .  4.0 4.2 3.5
Nominal GDP 3 10 ...................... . . .. . . . .. . .. . . .. . .. .. . . .. . .  7,059 7,100 7,350
GDP by Sector (percent):39

Agriculture ........................................................ 16.27 16.37 16.0
Manufacturing .................................................. 13.76 13.84 14.0
Trade & Services .............................................. 27.50 27.32 27.5
Public Administration ...................................... 9.01 8.87 8.9
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Key Economic Indicators--Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19m96

M ining ................. ........ . ............................ 5.61 5.55 5.8
Transportation/Communication ...................... 11.06 11.07 11.1
Oil Industry ...................................................... 4.40 4.30 4.5
Others ................................................................ 12.39 12.68 12.3

Real GDP Per Capita (US$). . ........ 0.0..1,017 1,065 1,031
Population (million)2 ..................... . .. . . .. . . . .. . . . .. . .. . .  7.07 7.24 7.41
Unemployment (percent) 6 ............... . . .. . . .. .. . . .. . . .. . .  7.4 7.9 8.0

Money and Prices:
Money supply3 7 .......................... . . . .. . . .. . . .. . . .. . . . . .. ..  591.3 694.4 701.6
Inflation (12 months) 13s.................. . . . .. . .. . . . . . . . . .. . ..  9.3 8.5 10.0
Interest Rates on Dollars:38 7

Loan (average percent) .................................... 17.4 15.9 16.1
Deposits (average percent) .............................. 10.1 9.1 10.3
CD Time Deposit (average percent) ................ 6.6 7.0 7.5

Exchange Rate (Bs/US$):.3 7

Year-end ............................................................ 4.48 4.70 4.86
Average ................................................................. 4.26 4.62 4.72

Trade and Balance of Payments:
Total Exports39 7 .......................... . .. . . . .. . . .. . . .. . . . .. . . ..  709.7 1,065.0 1,012.9

Exports to the U.S.45 ....................................... 191.0 260.2 10250.0
Total Imports 3 7 ......................... . . .. . . . .. . . .. . . .. . . . .. . .  1,205.9 1,209.0 1,245.3

Imports from the U.S.45....................215.9 185.8 10200.0
Trade Balance ...................................................... -496.2 -144 -232.4

Trade Balance with U.S ................................... -24.9 74.4 50.0
Central Bank Net Reserves (year-end)3 ............ 370.9 509.3 560.3
Aid from U.S . ....................................................... 110 87 121
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt 78s . .. . . .. . .. . .. . . .. . ..................... 3,782.8 3,911.7 4,287.0
Debt Service Payments7 8 .................................. 240.1 282.1 192.3

'Estimated data (Central Bank of Bolivia and UDAPE) and/or targets set by the GOP and the IMP.
$National Institute of Statistics (based on 1992 census).
3Central Bank of Bolivia.
4U.S, Department of Commerce.
sU.& Department of Commerce as of June 1996.
SBased on surveys of urban areas. Data does not consider under-employment.
?Central Bank of Bolivia as of September 1996.
&Foreign Debt of the Central Bank of Bolivia.
'1996-figures am embassy estimates.
10 IMP estimates are significantly lower.

1. General Policy Framework
Following a prolonged period of economic instability the Government of Bolivia

initiated a series of economic reforms in 1985 intended to arrest hyperinflation and
open the economy. The currency was allowed to float, commercial-banks were al-
lowed to set their own interest rates, import and investment permit requirements
were eliminated, economic activities which had been reserved for government cor-
porations were opened to private investment, and the government entered into an
IMF standby program. The administration of President Paz Zamora (1989-93) insti.
tutionalized these market-oriented economic reforms.

The Sanchez de Lozada Administration, which took office in August 1,193, is im-
plementing further economic reforms, of which the "capitalization" (; civatization)
program of six large state-owned corporations is the most import,'.nt. In addition,
the Sanchez de Lozada Administration has implemented important reforms in the
areas of education, devolution of budgetary authority to municipalities, and the ad-
ministration of the executive branch. Legislation under consideration would trans-
form the judicial system, political parties and the pension system.

The economic reforms have brought a dramatic drop in inflation (to an annual
rate of less than 15 percent each year since 1986), steady economic growth (between
2.5 and 4.2 percent annually starting in 1987) and growing private investment and
savings. The government forecasts that the economy will grow by about 3., percent

22-970 96-12
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in 1995 and 4.5 percent in 1996, with inflation around 10 percent in 1995 and 8
percent in 1996.Commercial bank deposits have more than doubled since 1992 to over $2.4 billion.
Trade surpluses and large inflows of foreign aid have resulted in growing official
foreign exchange reserves. There has been a rapid increase of net reserves in the
Central Bank, reachin a record figure of $560 million in September 1995, equiva-
lent to about five months worth of imports.

In compliance with IM programs, the government reduced the budget deficit of
the non-financial public sector-(which includes central, regional and municipal gov-
ernments and the parastatal corporations). The fiscal deficit for 199 1 was 3.2 rr.
cent of GDP, compared to 6.5_percent in 1993. Estimates for 1995 Xj.ace the budget
deficit close to three percent, but forecasts estimate that it will rise 'M-an estimated
6.5 percent in 1996 due to costs of the reform program and the loss of transfers from
formerly state-owned enterprises.

Central government tax revenues were about 11.3 percent of GDP in 1994 com-
pared to 11 percent in 1993. Tax revenues have increased due to better administra.
tion and higher tax rates. The government also receives direct transfers from public
enterprises and from foreign grants (5.6 percent of GDP). Budget deficits have been
covered by foreign loans and the sale of certificates of depositby the Central Bank.
With the budget deficit shrinking, the number of certificates of deposit in circulation
decreased to only 13.1 million dollars at the end of 1994 and the interest rate of-
fered on these certificates has declined from 16.2 percent in 1989 to an average of
6.8 percent.

The money supply, both M1 and M2, has grown slowly since 1985 with Mlaver-
aging around 5 percent of GDP. However, the published figure for money in circula-
tion (606.9 million dollars worth of Bolivianos) is mislead inr since there are also
millions of U.S. dollars in circulation and dollars are a legal means of exchange.
Banks are allowed to keep dollar accounts and make dollar loans, and the invest-
ment law allows contracts to be written in dollars. Nearly 90 percent of the 2.4 bil-
lion dollars of deposits in Bolivia's 14 commercial banks are denominated in dollars.

Interest rates have remained relatively stable over the last three years. In Sep-
tember 1995, the average interest rate paid on dollar deposits was 10.3 percent and
the average rate on dollar loans was 16.1 percent. These rates increased slightly
from 9.9 and 15.9 percent respectively in 1994 due to increased bank competition
for deposits.

Bolivia became a member of the World Trade Organization (WTO) on September
13, 1995.
2. Exchange Rate Policies

Since 1985, the official exchange rate has been set daily by the government's ex-
change house, the BOLSIN, which is under the supervision of the Bolivian Central
Bank. The BOLSIN holds daily auctions of dollars. The Directors of the BOLSIN
meet every day to decide the minimum rate and the number of dollars to offer for
sale. Through September 1995, the average amount of dollars offered each day was
five million. This has now increased to ten million. Sealed bids are solicited with
dollars goingto those bidding at or above the minimum rate. With this mechanism
the Central Bank has slowly allowed the Boliviano to depreciatein line with domes-
tic inflation and inflation of Bolivia's major trading partners. The rates set by the
BOLSIN cannot ignore market forces because currency exchanges in banks, hotels,
exchange houses and on the street corners are legal and active. Parallel market ex-
change rates generally reflect a difference of less than one percent from the official
rates. The exchange rate on January 12, 1996 was 4.96 Bolivanos to 1 USD.
3. Structural Policies

In 1990, the government reduced tariffs from 16 to 10 percent for all imports ex-
cept for capital goods, for which the tariff is five percent. In addition, the govern-
ment charges a 13 percent value-added tax and a three percent transaction tax on
all goods, whether imported or produced domestically, when they are sold. There are
excise taxes on some consumer products including cars. No import permits are re-
quired. The central government currently sets the prices of finished fuels while the
municipal governments try to control the price of a bread roll commonly consumed
by the poor. Deregulation of fuel prices is expected to take effect in early 1996.

Between 1990 and early 1993, the Bolivian congress approved three laws that the
executive branch had pushed hard in order to promote private investment. A new
investment law establishes many guarantees, such as remission of profits, freedom
to set prices, and convertibility of currency, that had been previously authorized by
Presidential decree. The law essentially guarantees national treatment for foreign
investors and authorizes international arbitration except for non-technical disputes
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in the oil industry. A hydrocarbons law authorized YPFB, the government-owned pe.
troleum company, to enter into joint ventures with private firms and to contract
companies to take over YPFB fields and operations, including refining and transpor.
tation. Finally, a mining law created a tax on profits and opened up border areas
to foreign investors as long as their Bolivian partners hold the mining concession.

The cornerstone of Presiaent Sanchez de Lozada's economic program is the "cap-
italization' (privatization) program of the six largest state-owned companies
(YPFB--ofl ENDE-electricity, ENTEL--telecommunications, LAB-airline
ENFE-rajiroad, and ENAF-tin smelter). The capitalization program was approved
by Bolivia's congress in April 1994, and follows congressional approval in 1992 of
a privatization law permitting the sale of state-owned companies and asi~ets.

The "capitalization" program permits private sector ownership (up to 50 percent)
and management control in return for direct investment in the enterprise. The other
50 percent will be turned over to all adult Bolivians in the form of stock to be placed
in individual pension accounts. The government hopes "capitalization" will boost in-
vestment, increase output and efficiency, reduce corruption increase fiscal revenues,
and create as many as 500,000 new jobs. The results of the first three "capitaliza-
tions" (ENDE for f42 million dollars, ENTEL for 610 million and LAB for 47 mil-
lion) have exceeded the government's expectations. The hydrocarbons and mining
laws passed earlier by Congress are now under revision to comply with the "capital-
ization" program. c

In 1993, Bolivia's congress passed a new banking law that establishes clear rules
for the commercial banks and authorizes them to maintain foreign currency ac.
counts. (That authorization had been in effect since 1985 under a presidential de-
cree.) A new central bank law passed in October 1995 increased the autonomy of
the central bank and established stricter reserve and lending requirements for the
banking system. Between 1985 and 1995, all government purchases over 100,000
Bolivianos (about 23,000 dollars) were handled by one of two private purchasing
agents. However, government agencies and parastatal companies now have the au.
thority to make their own through a competitive bidding process.
4. Debt Management Policies

The Bolivian government owes $4.3 billion to foreign creditors, 57 percent of
which is owed to international financial institutions, mainly the Inter-American De-
velopment Bank, the World Bank and the Andean Development Corporation. Of the
remainder, 42 percent is owed to foreign governments and less than one percent to
private banks and suppliers. 87.8 percent of the foreign debt is owed by the non-
financial public sector (with 66.5 percent of total foreign debt owed by the central
government and local governments and 19.5 percent by state-owned corporations).
Public sector financial institutions hold 12.2 percent of Bolivia's foreign debt.

Bilateral debt payments have been rescheduled five times by the Paris Club, most
recently in March 1995 (although this agreement had not been signed as of
midNovember). Several foreign governments have forgiven substantial amounts of
the bilateral debt. In September 1990, the U.S. Government forgave $372 million
owed by the Bolivian Government, including unpaid A.I.D. loans and $31 million in
PL-48Oloans. (All U.S. assistance to Bolivia has been on a grant basis since 1986.)

The Bolivian Government has reduced its commercial debt from over $700 million
in 1985 to $35 million at the end of 1994. The government bought back many of
the debt claims at 11 cents on the dollar and has exchanged other debt claim, for
investment bonds which will mature with the full face value of the debt claim in
25 years. Most of the investment bonds have already been redeemed for private in-
vestment projects in Bolivia. The government hopes to exchange the remaining com-
mercial debt at 16 cents on the dollar.
5. Significant Barriers to U.S. Exports

There are no significant barriers to U.S. exports to Bolivia. The requirement to
obtain import licenses, previously required for sugar, wheat and cement, was elimi-
nated in September 1990 with the passage of the Investment Law. Article 8 of that
law states, "Freedom to import and export goods and services i~guaranteed, with
the exception of those products that affect public health and/or the security of the
state." The Export Law of April 1993 prohibited the import of products which affect
the preservation of flora and fauna, including nuclear waste. None of these restric-
tions discriminate against foreign exporters.

There are no limitations on foreign equity participation and dozens of Bolivian
companies are wholly owned by U.S. investors. The Investment Law essentially
guarantees national treatment for foreign investors. The only restriction on foreign
investment is that foreigners may not obtain mining or oil concessions within 50 kil-
ometers of the border. However, Bolivians with mining concessions near the bor-
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ders may have foreign partners as long as they are not from the country adjacent
to that portion of the border. In the case of the oil industry, an operational contract
with YPFB, the state-owned oil company, avoids this restriction.
6. Export Subsidies Policies

The government does not directly subsidize exports. An export law approved by
congress in April 1993 replaced a former drawback program with one in which the
government grants rebates of all the domestic taxes paid on the production of items
later exported. However, delays of more than a year for payment of this rebate are
common..The only indirect subsidy on exports comes from the government-owned
railroad which charges a lower shipping rate per ton on exported commodities than
on imported goods.
7. Protection of U.S. Intellectual Property

Although it is difficult to substantiate the numbers, weak enforcement of existing
laws (that themselves offer lax penalties) does little to discourage piracy in Bolivia.
TheU.S.-based International Intellectual Property Alliance (IIPA)has petitioned
the USG to end Bolivia's privileges under the Generalized System of Pieferences
and the Andean Trade Preference Act. The IIPA, which represents U.S. copyr-ight
industries, estimates that U.S. companies lost $14.8 million dollars in 1994 in Bo-
livia due to piracy of motion pictures, sound recordings, computer programs and
books.

In 1995, the Bolivian government established an inter-agency intellectual prop-
erty rights task force that has undertaken the role of promoting protection of AP
and drafting new legislation that to fulfill Bolivia's commitments under the WTO
TRIPs (Trade-related Aspects of Intellectual Property Rights) Agreement and sev-
eral international conventions. (The TRIPS Agreement gives developing countries,
including Bolivia five years to comply with its provisions.)

The high profile status that IPR protection has gainedin the past year appears
to have given impetus to new activities to address the problems, including current
proposals for stronger regulation of computer software, books, and television and
radio channels. The government's inter-agency task force organized an IPR seminar
for district attorneys, lawyers and judges, oversaw the destruction of pirated audio
cassettes, and is currently working on anti-piracy legislation that would create a
now copyright office and enact strict penalties for iPR infringement.
8. Worker Rights

a. The Right of Association.-Workers may form and join organizations of their
choosing. The labor code requires prior governmental authorization to establish a
union, permits only one per enterprise, and allows the government to dissolve
unions, but the government has not enforced these provisions in recent years. While
the code denies civil servants the right to organize and bans strikes in public serv-
ices, including banks and public markets, nearly all civilian government workers are
unionized. Workers are not penalized for union activities.

In theory, the Bolivian Labor Federation (COB) represents virtually the entire
work force; approximately one-half of the workers in the formal economy belong to
labor unions. Some members of the informal economy also participate in labor orga-
nizations. Workers in the private sector frequently exercise the right to strike. Soli-
darity strikes are illegal, but the government does not prosecute those responsible
nor impose penalties.

Significant strikes centered around annual negotiations over salaries and benefits
for public employees. However, their principal real targets were the economic and
social reform programs being pressedTby the government. Most strikes were con-
ducted and led by the militant Trotskyite element of the urban teachers union.
Other major disturbances occurred in the Chapare region as the coca growers
unions opposed government eradication efforts. Strikers and demonstrators
marched, set up roadblocks, and used improvised weapons including dynamite
bombs against police and property. Normal activity in major cities was frequently
paralyzed by rioting unionists until the government imposed a state of emergency
in April.

Unions are not free from influence by political parties. Most parties have labor
committees that try to influence union activity, causing fierce political battles within
unions. Most also admittedly have party activists in the unions. The law allows
unions to. jin international labor organizations. The COB became an affiliate of the
formerly Soviet-dominated World Federation of Trade Unions (WFTU) in 1988.

b. The Right to Organize and Bargain Collectively.-Workers may organize and
bargain collectively. In practice, collective bargaining, defined as voluntary direct
negotiations between unions and employers without participation of the govern-
ment, is limited. Consultations between government representatives and labor lead-
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ers are common, but there are no collective bargaining agreements as defined above.
In state industries, the union issues a list of demands and the government concedes
some points. Private employers often use public sector settlements as guidelines for
their own adjustments, and some private employers exceed what the government
grants. The government, conscious of IMF guidelines, rarely grants wage increases
exceeding inflation.

The law prohibits discrimination against union members and organizers. Com.
plaints go to the National Labor Court, which can take a year or more to rule.

Union leaders say problems are often moot by the time the court rules. Labor law
and practice in the seven special duty-free trade zones are the same as in the rest
of Bolivia.

c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced or com-
pulsory labor. Reported violations were the Criadito system and the agricultural ser.
vitude by indigenous workers, and some individual cases of household-workers effec.
tively imprisoned by their employers.

d. Minimum Age for Employment of Children.-The law prohibits employment of
persons under 18 years of a~e in dangerous, unhealthy or immoral work. The labor
code is ambiguous on conditions of employment for minors aged 14 to 17; it permits
apprenticeship for those 12 to 14. This practice has been criticized by the Inter-
national Labor Organization; the government is preparing legislation reforming this
and other provisions of the labor code. The Ministry of Labor estimates that the new
law will be ready for passage about November 1996. Responsibility for enforcing
child labor provisions resides in the Labor Ministry, but the provisions generally are
not enforced. Urban children hawk goods, shine shoes, and assist transport opera-
tors. Rural children often work with parents from an early age. Children are not
generally employed in factories or forinal businesses but, when employed, often
work the same hours as adults.

e. Acceptable Conditions of Work.-The law establishes a minimum wage (about
dollars 42 per month), bonuses, and fringe benefits. The minimum wage does not
provide a decent standard of living, and most workers earn more. Although the min.
imum wage falls below prevailing wages in most jobs, certain fringe benefits are
pegged to it. The minimum wage does not cover about 20 percent of urban work.
ers--vendors and shoe polishers, for example-nor does it cover farmers, some 30
percent of the working population.

Only half the urban labor force enjoys an 8-hour workday and a workweek of 5
or 51 days, because the maximum workweek of 44 hours is not enforced. The Labor
Ministry's Bureau of Occupational Safety has responsibility for protection of work-
ers'health and safety, but relevant standards are poorly enforced.

Work conditions in the mining sector are particularly bad. Although the State
Mining Corporation has an office charged with safety, many mines, often old and
using antiquated e uipment, are dangerous and unhealthy. In some cooperative
mines, miners earn leess than dollars 3 per 12-hour day. They work without helmets,
boots, or respirators in mines where toxic gases abound; they buy their own sup.
plies, including dynamite, have no scheduled rest periods, and must survive under-
ground from 24 to 72 hours continuously with little water and food.

f. Rights in Sectors With U.S. Investment.-Probably 70 percent of U.S. invest-ment in Bolivia is in the petroleum industry. Petroleum industry worker rights are
legally the same as in other sectors. However, conditions and salaries for workers
in the petroleum industry are generally better than in other industries because of
strong labor unions in that industry.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... 0

Oft woomm" 0 -W" - ý -"t. -
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994-Continued

[Millions of U.S. dollars]

Catepry Amount

W holesale Trade ...................................................................... (1)
Banldng.............................................. (1)
Finance/Insurance/Real Estate ................................... ........... 0
Services ........................................................................ ............ 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 269

I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis

BRAZIL

Key Economic Indicators
(MBillions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1985 prices)2 .. . . .. . .. .. .. .. . . .................... 341,324 360,956 382,000
Real GDP Growth (pct)3  . . . . . . . . . . . . . . . . . . .  . 4.2 5.8 4.9
GDP (at current prices)2 . . . .. .. . . .. . .. . ...................... 482,267 528,280 560,000
GDP by Sector (percent):

Agriculture ......................................................... 12.5 14.3 N/A
Industry ............................................................. 38.2 37.3 N/A

M ining .......................................................... 1.8 1.2 N/A
Manufacturing ............................................... 24.9 22.9 N/A
Construction .................................................. 7.4 7.7 N/A
Public Services .............................................. 4.2 5.5 N/A

Services .............................................................. 59.4 57.3 N/A
Commerce ...................................................... 7.6 7.1 N/A
Transport ....................................................... 4.4 4.3 N/A
Communications ............................................ 1.7 1.4 N/A
Financial Services ......................................... 9.8 9.1 N/A
Government .................................................... 11.0 10.4 N/A
Rents .............................................................. 6.9 6.7 N/A
Other Services ............................................... 18.1 18.3 N/A

Subtotal ..................*......... ... 110.1 108.8 N/A
Less: Financial Intermetdiation ....................... 10.1 8.8 N/A

Real Per Capita GDP (dollars, 1985 prices) ...... 2,252 2,348 2,400
Labor Force (000s) ................................................ 65,600 66,900 68,200
Unemployment Rate (percent) ..................... 5.3 5.1 5.0

Money and Prices (annual percentage growth):
Money Supply (M ) ......... ...... ....... 2,078.0 20.8 47.0
Base Interest Rate'4..............................................'3,059.8 1,154.0 44.0
Personal Savings Rate ......................................... 2,663.5 996.2 38.0
Retail Inflation......................... 2,491.0 1,173.0 23.0
Wholesale S-flation ............................................. 2,639.3 1,029.4 5.7
Consumer Price Index ......................................... 2,491.0 1,173.0 23.0
Exchange Rsat (annual average-93: CR/USD;

94 & 95: R/USD)
Commercial ....................................................... 90.2 0.6 0.9
Parallel .............................................................. 90.4 0.6 0.9

Balance of Payments and Trade:
Total Exports FOB 5 ............................................. 38,597 43,545 45,000

ON 0 0
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Key Economic Indicators--Continued
[MBillions of U.S. dollars unless otherwise noted]

1993 1994 1996I

Exports to Us .................................................. 7,843 8,816 9,000
Total Imports FOB 5 ....................... .. . .. . .. .. . .. . . .. . . ..  25,480 33,168 48,500

Imports from-US ............................................... 5,653 7,560 11,000
Aid from US........................... 25.0 14.6 19.9
Aid from Other Countries.....................N/A N/A N/A
External Public Debt 7 . . . . .. . . .. . .. . . .. . . ...................... 90,614 87,330 94,000
Debt Service Payments (paid) ................ 8,453 6,397 10,000
Gold and Foreign Exchange:

Reserves (intl liquidity) ................................... 32,211 38,806 49,000
Trade Balance 5  ........................... . . .. .. . .. . .. . .. .. . . . . .. ..  13,117 10,377 -3,500
Balance with U.S.8 ............................................... 2,190 1,257 - 2,000

11996 figures estimated based on Jan.-Sept. data.
2 Market prices.aPercentage changes calculated In local currency.
4Actual accumulated nominal rates, not changes in them.
s Merchandise trade.
OUSAID only.
?Nonflnancial public sector (excludes Petrobras and CVRD).

1. General Policy Framework
Brazil is in the midst of an ambitious economic restructuring program designed

to bring inflation down, dismantle state control of the economy, reduce market bar-
rers, and encourage greater private sector (including foreign) investment in order
to achieve sustainable long-term non-inflationary growth. Since the introduction of
a new currency, the Real, in July 1994, Brazil has brought inflation down from a
monthly rate of 50 percent in June 1994 to an average monthly rate of under 2 per-
cent. The keys to this achievement have been a strongly valued currency and high
real interest rates to attract foreign capital. However, long-term economic stabiliza-
tion will require more privatization and fiscal reforms to achieve balanced budgets
at the federal, state and municipal levels of government.

The federal government has achieved a balanced budget by limiting budget dis-
bursements to cash-on-hand. Constitutionally mandated earmarks and transfers, a
large public payroll and large debt service obligations (particularly on its internal
debt, an estimated $97 billion, with an annual real rate of interest of 42.5 percent),
leave the government less than 10 percent of revenues for discretionary spending.
As a result, investment in and maintenance of infrastructure projects has virtually
ceased.

The states and municipalities are running budget deficits (2.4 percent of GDP in
the first semester of 1995), primarily because more than 80 percent of revenues 90
to the public payroll; the states have increasingly resorted to borrowing to pay their
public employees, thus incurring the additional cost of the high domestic interest
rates. Brazi!'s state-owned enterprises also run a deficit (0.6 percent of GDP in the
first semester of 1995), due to payroll costs and the freezing of public tariffs since
July 1994. To bring more order to public accounts, the government has proposed
constitutional reforms of the bureaucracy and social security, in addition to tax re-
forms. These have proved to be very controversial within the Congress and progress
has been slow.

The stabilization plan was premised on three anchors--exchange rate (strong cur-
rency), tight monetary policy, and fiscal restraint. With fiscal reforms lagging, the
exchange and monetary anchors have had to bear more of the burden. Repressed
consumer demand freed from the inflation tax caused a consumption boom during
the last quarter of 1994 and the first quarter of 1995 (when growth reached 10.5
percent). Reduced market barriers and a strongly valued currency prompted an im-
port surge (up 90 percent from 1994 levels while exports increased 6 percent). To
dampen consumption and stave off a larger than expected current account deficit,
the government tightened monetary policy by imposing high bank reserve require-
ments and credit restrictions. High domestic real interest rates also inhibit business
investment, particularly by small and medium-sized businesses that cannot borrow
overseas.

In response to the import surge and resulting large monthly trade deficits in late
1994 and early 1995, in March 1995 the government significantly raised import tar-
iffs on a range of consumer durable goods, including automobiles, and on shoes. Ini-
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tially, some of the higher tariffs violated Brazil's tariff bindings under the World
Trade Organization (WTO). After the U.S. government expressed concerns, Brazil
brought all tariffs within its tariff binding levels. The new tariff levels, as high as
70 percent on some products, will be in effect until April 1996. The tariff increases
did not affect capital goods, which constitute a significant portion of U.S. exports
to Brazil. In June 1995 the government imposed quotas on the importation of auto-
mobiles, and announced a new program of investment incentives or domestic auto
production. The qluota regime was eliminated in October after the WTO Balance of
Payments Committee rejected Brazil's justification of the quotas on balance of pay-
ments grounds. Brazil continues to explore implementing a program of investment
incentives for automobiles and auto parts that matches a regime established by Ar-
"gentina. The U.S. will monitor the structure to ensure compliance with Brazil's
WTO obligations.

The process of trade liberalization initiated in 1990 has produced significant
changes in Brazil's trade regime, resulting in a more open and competitive economy.
Imports have increased as a result of generally lower tariffs ard reduced non-tariff
barriers, as well as the strength of the Real relative to the dollar and are composed
of a wide range of industrial, agricultural and consumer goods. despite the restric-
tive measures adopted during 1995 to slow mounting trade deficits, measures which
the Brazilian government asserts are temporary, access to Brazilian markets in
most sectors is generally good, and most markets are characterized by competition
and participation by foreign firms through imports, local production and joint ven-
tures.

Brazil and its Southern Common Market (MERCOSUR) partners, Argentina,
Paraguay and Uruguay, implemented the Mercosur Common External Tariff (CET)
on January 1, 1995. The CET currently covers approximately 85 percent of 9,000
tariff items; most of the remaining 15 percent wil lbe covered by the CET by 2001,
and all will be covered by 2006. The CET levels range between zero and 20 percent.
With the exception of tariffs on computers, footwear, consumer goods, aome capital
goods, and products included on Brazil's national list of exceptions to the CET (such
as shoes, automobiles and consumer electronics) the maximum Brazilian tariff is
now 20 percent; the most commonly applied tariff is 14 percent.

The Brazilian Congress ratified the GATT Uruguay Round trade agreements in
December 1994, and Brazil became a founding member of the World Trade Organi-
zation on January 1, 1995.
2. Exchange Rate Policies

Brazil has three exchange rates: commercial, tourist (or floating), and parallel.
The commercial rate is used for commercial and financial transactions registered
with the Central Bank. The tourist rate is used for individual transactions, such as
travel, education, and other unilateral transfers. The parallel rate is similar to the
tourist rate, but is not recorded with the Central Bank. The spread between the
three rates has narrowed with stabilization. Central Bank officials state the inten-
tion eventually to unify the commercial and tourist rates.

When introduced in July 1994, the new currency, the Real, was pegged at parity
with the U.S. dollar. The inflow of foreign capital attracted by Brazil's high real in.
terest rates caused the value of the Real to appreciate to 0.81 for one U.S. dollar
by October 1994. The Central Bank began intervening in the markets to stem the
appreciation in late 1994. In response to growing concern about trade deficits and
steady outflows of foreign capital in the aftermath of the Mexican financial crisis,
the Central Bank established a new system of trading bands in March 1995. The
Central Bank has subsequently devalued very gradually, first within the bands and
then by adjusting the bands upward. In October 1995 the trading band was 0.91-
0.99 Real for one dollar, with the miniband between 0.961 and 0.966. On January
12, 1996, the Real/Dollar exchange rate was 0.973.
3. Structural Policies

Although some administrative improvements have been made in recent years, the
Brazilian legal and regulatory system is far from transparent. The government has
historically exercised considerable control over private business through extensive
and frequently changing regulations. In addition, as part of its efforts to keep infla-
tion down, the government has in the past regularly frozen public utility rates. In
1995, the government stated its intention to phase in "full cost recovery" pricing for
utility rates over the next two years.

Brazil's privatization program, initiated in 1990 to reduce the size of the govern-
ment and improve government fiscal balances, has shifted to a new phase. The steel
companies and most of the petrochemical companies owned by the government have
been privatized; the large mining conglomerate, Companhia Vale do Rio Doce, is
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scheduled for pi ivatization in 1996. The government now plans to privatize public
utilities, beginning with electric utilities and eventually encompassing telecommuni.
cation services. Progress with the utility privatizations has been slowed by the lack
of adequate regulatory regimes. Rules defining clearly the new tariff structures will
be particularly important to attract foreign investors.

Brazil's tax system is extremely complex, with a wide range of income, consump-
tion, and payroll taxes levied at the federal, state and municipal levels. Both pay-
ment and collection is burdensome. Progress has been made to improve collections;
currently revenues collected constitute approximately 30 percent of GDP. The gov-
ernment has submitted to Congress constitutional and legislative revisions of the
tax regime intended to reduce complexity and simplify collection. However, Congress
has given the proposals a lukewarm reception.
4. Debt Management Policies

Brazil's total external debtby the end of 1994 was approximately $149 billion, of
which 58.9 percent was owed by the public sector and 41.1 percent by the private
sector. Debt service represented 1.2 percent of Brazil's gross domestic product and
14.7 percent of export earnings. Brazil concluded a commercial debt rescheduling
agreement (without an IMF stand-by program) in April 1994 after twelve yearsof
negotiations. Brazil has fully compliedwith the commitments made in this agree-
ment. We do not foresee any need for Brazil to reschedule its external debts in the
near future.

The Government of Brazil raised close to $2 billion in 1995 through bond issues
in Germany and Japan. The U.S. Embassy expects further overseas bond issues in
1996, since the government received Senate approval in November 1995 to borrow
an additional $5 billion overseas. The funds received will be used to reduce the gov-
ernment's growing internal debt, which now surpasses its external debt.
5. Significant Barriers to U.S. Exports

Import licenses: Although Brazil requires import licenses for virtually all prod-
ucts, import licensing generally does not pose a barrier to U.S. exports. Import li-
censes are now used primarily for statistical purposes and generally are issued auto-
matically within five days. However, obtaining an import license can occasionally
still be difficult. For example, the Brazilian government has refused to grant an im-
port license for lithium for over two years. The Secretariat of Foreign Trade's com-
puterized trade documentation system (SISCOMEX), scheduled to be fully oper-
ational in December 1995, should streamline the filing and processing of import doc-
umentation.

Agricultural Barriers: Barriers to U.S. agricultural products are mainly sanitary
and phytosanitary measures. Brazil prohibits the entry of poultry and poultry prod-
ucts from the United States, alleging lack of reciprocity. Brazil prohibits the impor-
tation of beef treated with anabolics; however, beef imports from the United States
have been allowed on a waiver basis since 1991. In October 1995, Brazil prohibited
the importation of live sheep from the United States due to scrapie disease.

Brazil will officially adopt the harmonized phytosanitary standards of the South-
ern Cone Phytosanitary Committee (COSAVE), composed of Argentina, Chile,
Brazil, Paraguay and Uruguay, as of January 1, 1996. In November 1995, the U.S.
Department of Agriculture and the Brazilian government reached an interim bilat-
eral agreement to enable most U.S. fruit, grain and seed exports to meet the new
phytosanitary requirements; a final agreement is pending further technical discus-
sions, particularly on standards for wheat and apples. U.S. exporters encountered
difficulties dung 1995 as Brazil implemented a number of the new COSAVE stand.
ards with little a vance notification.

Services Barriers: Restrictive investment laws, lack of administrative trans-
arency, legal and administrative restrictions on remittances, and arbitrary applica-

ion of regulations and laws limit U.S. service exports to Brazil. In some areas, such
as construction engineering, foreign companies are prevented in government pro-
curement contracts from providing technical services unless Brazilian firms are un-
able to perform them. Restrictions exist on the use of foreign-produced advertising
materials.

Many service trade possibilities, in particular services in the telecommunications
oilfield, and mining industries, have been restricted by limitations on foreign capital
under the 1988 Constitution. Foreign financial institutions are restricted from en-
tering Brazil or expanding pre-1988 operations, except on a case-by-case basis in-
cluding investment in a privatized bank. The Brazilian Congress approved five don-
stitutional amendments in 1995: eliminating the Constitutional distinction between
national and foreign capital; opening the state telecommunications, petroleum and
natural gas distribution monopolies to private, including foreign participation; and
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permitting foreign participation in coastal and inland shipping. These amendments
should ease many of the current restrictions on foreign services providers. However,
the degree to which these sectors are actually opened will depend on implementing
legislation, which has not yet been introduced.

Foreign legal, accounting, tax preparation, management consulting, architectural,
engineering, and construction industries are hindered by various barriers. These in-
clude forced local partnerships, limits on foreign directorships and non-transparent
registration procedures.

Foreign participation in the insurance industry is impeded by limitations on for-
eign investment, market reserves for Brazilian firms in areas such as import insur-
ance, and the requirement that parastatals purchase insurance only from Brazilian-
owned firms. The lucrative reinsurance market is reserved for the Reinsurance In-
stitute of Brazil (IRB), a state monopoly.

Investment Barriers: In addition to the restrictions on the services-related invest-
ments mentioned above, foreign investment faces various prohibitions in petroleum
production and refining, internal transportation, public utilities, media, shipping,
and other "strategic industries." In other sectors Brazil limits foreign equity partici-
pation, imposes local-content requirements and links incentives to export perform-
ance. Many of these restrictions should be reduced once the Constitutional amend-
ments passed in 1995 are implemented. Foreign ownership of land in rural areas
and adjacent to international borders is prohibited.

Information Technology (informatics): The 1991 "Informatics Law" eliminated pro-
hibitions and requirements for government prior review for information technology
imports, investment, or manufacturing by foreign firms in Brazil. However, import
duties remain high (up to 35 percent) on information technology products, and Bra-
zilian firms receive preferential treatment in government procurement and have ac-
cess to certain fiscal benefits, including tax reductions. For a foreign-owned firm to
gain access to most of these incentives, it must commit to invest in local research
and development and meet export and local training requirements.

The "Software Law" of 1987 (Law 7646) requires that all software be "catalogued"
by the Informatics Secretariat of the Ministry of Science and Technology prior to
its commercialization in Brazil, and that software be distributed through a Brazilian
firm in many cases. The law contains a provision to deny cataloguing of foreign soft-
ware if the Secretariat determines there is a similar program of Brazilian origin.
However, this provision is no longer applied. A draft law has been introduced into
Brazil's Congress to eliminate the requirement for cataloguing, the test of
similarities, and the requirement that software to be run on Brazilian-origin hard-
ware be distributed by a Brazilian firm.

Government Procurement: Given the significant influence of the state-controlled
sector due to its large size, discriminatory government procurement policies are, in
relative terms in Brazil's market, an important barrier to U.S. exports. The federal,
state and municipal governments, as well as related agencies and companies, follow
a "buy Brazilian" policy. For example, discriminatory government procurement prac-
tices in the computer, computer software and digital electronics sectors may have
significant adverse market access implications for U.S. firms, particularly firms not
established in Brazil. Brazil permits foreign companies to compete in any procure-
ment-related multilateral development bank loans and opens selected procurements
to international tenders. To the extent that the privatization program continues,
and non-discriminatory policies are adopted, U.S. firms should have greater oppor-
tunities in Brazil. Implementation of the Constitutional amendments discussed
above may also ease some of the barriers currently faced by foreign suppliers.

Law Number 8666 of 1993, covering most government procurement (except
informatics and telecommunications), requires non-discriminatory treatment for all
bidders, regardless of nationality or origin of product/service. However, regulations
introduced in late 1993 allow consideration of non-price factors and give preferences
to telecommunications, computer, and digital electronics goods produced in Brazil.
In March 1994, the government issued Decree 1070 regulating the procurement of
informatics and telecommunications goods and services.The regulations require fed-
eral agencies and parastatal entities to give preference to locally produced computer
products based on a complicated and non-transparent price/technology matrix. Bid-
ders that meet one or more of the criteria for preferential treatment-Brazilian
owned company, Brazilian technology or products, minimum local value-added con-
tent-are allowed a price differential of up to 12 percent over other bidders.

Brazil is not a signatory to the Uruguay Round plurilateral Government Procure-
ment Agreement.
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6. Export Subsidies Policies

In general, the Brazilian government does not provide direct subsidies to export-
ers, but does offer a variety of tax and tariff incentives to encourage export produc-
tion and to encourage the use of Brazilian inputs in exported products. Several of
these programs have been found to be countervailable under U.S. countervailing
duty provisions in the context of specific subsidy/countervailing duty cases. Incen-
tives include tax and tariff exemptions for equipment and materials imported for the
production of goods for export, excise and sales tax exemptions on exported prod-
ucts, and excise tax rebates on materials used in the manufacture of export prod-
ucts. Exporters enoy exemption from withholding tax for remittances overseas for
loan payments and marketing, and from the financial operations tax for deposit re-
ceipts on export products. Exporters are also eligible for a rebate on social contribu-
tion taxes paid on locally acquired production inputs.

An export credit program, known as PROEX, was established in 1991. PROEX
was originally intended to eliminate the distortions in foreign currency-linked lend-
ing caused by Brazil's then high rates of inflation and currency depreciation. Underthe program, the government provides interest rate guarantees to commercial banks
which finance export sales, thus ensuring Brazilian exporters access to financing at
rates equivalent to those available internationally. Capital goods, automobiles and
auto parts, and consumer goods are eligible for financing under the PROEX pro.
gram.

Revisions to PROEX are currently under consideration and expected to be an-
nounced by the end of 1995. The revisions are expected to expand the size of the
program, as well as authorize coverage of additional export sectors. Since most Bra-
zilian exporters borrow aLroad against future receipts at international rates much
lower than prevailing Brazilian rates, this proposed interest rate break is not ex-
pected to be of great significance.
7. Protection of U.S. Intellectual Property

Brazil's regime for the protection of intellectual property rights is inadequate. Se-
rious gaps exist in current statutes wita regard to patent protection for pharma-
ceuticals, chemicals, and biotechnology inventions trademarks and trade secrets;
and copyrights. The Brazilian government has made a commitment to bring its in-
tellectual property regime up to the international standards required by the WTO
Trade-related Aspects of Intellectual Property Rights (TRIPs) Agreement. The In--
dustrial Property Bill passed by the Chamber of Deputies in 1993 and currently
pending before the Senate would address many of the deficiencies in the current law
on patents, trademarks and trade secrets. Legislation designed to improve protec-
tion of copyrights, lay-out designs of integrated circuits and plant varieties is also
being draped by the Executive branch for submission to Congress. In April 1995,
the U. S. government placed Brazil on the Special 301 'PriorityWatch List.

In addition to the WTO, Brazil is also a member of the World Intellectual Prop-
erty Organization and a signatory to the Berne Convention on Artistic Property, the
Universal Copyright Convention, the Washington Patent Cooperation Treaty, and
the Paris Convention on Protection of Intellectual Property.

Patents: Brazil does not provide either product or process patent protection for
pharmaceutical substances, processed foods, metallurgical alloys, chemicals, or bio-
technology inventions. The Industrial Property Bill pending before the Senate would
recognize the first four of these categories and extend the term for product patents
from 15 to 20 years. The Brazilian government supports amendments to the bill
which would bring its provisions into conformity with TRIPs provisions, including
those on compulsory licensing, domestic working requirments and parallel imports.

Trade Secrets: Brazil lacks explicit legal protection for trade secrets, although a
criminal statute against unfair trade practices can, in theory be applied toros.
ecute the disclosure of privileged trade information. The pending Industrial rp.
erty Bill includes civil penalties and injunctive relief for trade secret infringement.

Trademarks: All trademarks, as well as licensing and technical assistance agree-
ments (including franchising),must be registered with the National Institute of In-
dustrial Property (INPI). Without such registration, a trademark is subject to can.
cellation for non-use. The pending Industrial Property Bill includes significant
trademark revisions which will improve trademark protection.

Copyrights: While Brazil's copyright law generally conforms to international
standards, enforcement of the law has been lax. Current fines do not constitute an
adequate deterrent to infringement. The U.S. private sector estimates that piracy
of video cassettes, sound recordings and musical compositions, books and computer
software continues at substantial levels. In the last two years, enforcement of laws
against video and software piracy has improved, and foreign firms have had some
success in using the Brazilian legal system to protect their copyrights. The govern-
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ment has also initiated action to reduce the importation of pirated sound recordings
and videocassettes.

The 25-year term of protection for computer software falls considerably short of
the Berne Convention standard of the life of the author plus 50 years. A bill de-
signed to improve protection for computer software programs was submitted to Con-
gress in early 1996. The bill would extend the term of protection to 50 years, protect
software programs "as literary works,* and recognize exclusive rental rights.

Semiconductor Chip Lay-out Design: A bill introduced in 1992, and still pending
before the Congress, will protect the lay-out designs of integrated circuits. Amend-
ments to the draft law are expected to bring its provisions into conformity with the
TRIPs text.

Impact on U.S. Trade: The US. pharmaceutical industry estimates cumulative
losses of approximately $600 million due to inadequate intellectualproperty protec-
tion. The U.S. software industry claims losses of $268 million, andestimates that
less than 50 percent of the software in use in Brazil was legally obtained. The Mo-
tion Picture Export Association of America estimates its annual losses due to motion
picture piracy in Brazil at about $39 million.
8. Worker Rights

a. The Right of Association.-Brazil's Labor Codeprovides for union representa-
tion of all Brazilian workers (excepting military, military police and firemen), but
imposes a hierarchical, unitary system, funded by a mandatory "union tax" on work-
ers and employers. Under a restriction known as "iinicidade" (one per city), the code
prohibits multiple unions of the same professional c ategory in a given geographical
area. Elements of Brazil's labor movement and the Internationa Conederation of
Free Trade Unions criticize "unicidade" and the union tax.

"Unicidade" has proven less restrictive in practice in recent years as more liberal
interpretations of its restrictions have permitted new unions to form and, in many
cases, compete with unions and federations that had already enjoyed official recogi-
tion. The sole bureaucratic requirement for new unions is to register with the Min-
istry of Labor which, by judicial decision, is bound to receive and record their reg-
istration. The primary source of continuing restriction is the system of labor courts,
which retain the right to review the registration of new unions, and adjudicate con-
flicts over their formation. Otherwise, unions are independent of the government
and of political parties. Approximately 20 to 30 percent of the Brazilian workforce
is organized, with well over half of this number affiliated with an independent labor
central. Intimidation of rural labor organizers by landowners and their agents con-
tinues to be a problem.

The Constitution provides for the right to strike (excepting, again, military, police
and firemen, but including other civil se-rvants). Enabling legislation passed in 1989
stipulates that essential services must remain in operation during a strike and that
workers must notify employers at least 48 hours efore beginning a walkout. The
Constitution prohibits government interference in labor unions but provides that
"abuse" of the right to strike (such as not maintaining essential services, or failure
to end a strike after a labor court decision) is punishable by law.

b. The Right to Organize and Bargain Collectively.-The Constitution provides for
the right to organize. With government assistance, businesses and unions are work-
ing to expand and improve mechanisms of collective bargaining. The scope of issues
legally susceptible tdcollective bargaining is narrow and the labor court system ex-
ercises normative powers with regard to the settlement of labor disputes, thereby
discouraging direct negotiation.

The Cardoso administration has made expansion of collective bargaining one of
its major objectives in the labor sector. On June 30, 1917.', the government instituted
a provisional measure which ended the indexing of wages to inflation, reduced the
role of labor courts in wage negotiations, allowed for mediation if the parties in-
volved requested it, and provided greater latitude for collective bargaining. Unions
have welcomed this reduction in the power of labor courts in setting wages, since
previously labor courts and the Labor Ministry had mediation responsibility in the
preliminary stages of dispute settlement. In many cases, wages are set through free
negotiations; labor court decisions set them in others.

The Constitution incorporates a provision from the Labor Code which prohibits
the dismissal of employees who are candidates for or holders of union leadership po-
sitions. Nonetheless, dismissals take place, with those dismissed required to resort
to a usually lengthy court process for relief. In general, the authorities do not effec-
tively enforce laws protecting union members from discrimination.

Labor law applies uniformly throughout Brazil, including the free trade zones.
However, unions in the Manaus free trade zone, rural unions and many unions in
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smaller cities are relatively weaker vis-a-vis industry compared to unions in the
major industrial cities of the southeast.

c. Prohibition of Forced or Compulsory Labor.-Although the Constitution pro-
hibits forced labor, there were credible reports of forced labor in many parts of
Brazil. Forced labor is common on farms producing charcoal for use in the iron
foundries and steel industries, and in the sugar industry. Local lice admit that
overseers or owners of many farms withhold pay from migrant laborers and use
force to retain and intimidate them, but the jurisdiction for such violations falls to
the Ministry of Labor, which has only 2 300 inspectors for all of Brazil. Labor orga-
nizations allege that in mining and the reial economy, thousands of workers, includ-
ing minors, are subjected to debt bondage, with violence used to retain or punish
workers who attempt to escape. The federal government has taken a numl>s.r of
steps to clamp down on forced labor, but admits that existing enforcement resources
are inadequate.

d. Minimum Age for Employment of Children.-The minimum working age under
the Constitution is 14 years except for apprentices; however, judges can authorize
employment for children under 14 years of age when they deem it appropriate. The
law requires permission of the parents or guardians for minors to work, and they
must attend school through the primary grades. The law prohibits minors from
night work, work that constitutes a physical strain, and employment in unhealthful,
dangerous, or morally harmful conditions. Legal restrictions intended to protect
working minors under age 18 are rarely enforced, however. Official figures state
that nearly 3 million 10- to 14-year-old children (or 4.6 percent of the work force)
are employed. Many children work alongside their parents in cane fields, cutting
hemp, or feeding wood into charcoal ovens; frequent accidents, unhealthy working
conditions, and squalor are common in these cases.

e. Acceptable Conditions of Work.-Unsafe working conditions are prevalent
throughout Brazil. The Ministry of Labor sets occupational health and safety stand-
ards, but has insufficient resources for adequate inspection and enforcement of these
standards. A worker, or his union, can file a claim with the regional labor court if
a workplace safety or health problem cannot be resolved directly with the employer,
although in practice this is frequently a cumbersome, protracted process. The law
requires employers to establish internal committees for accident prevention in work-
places, and protects employee members of these commissions from being fired from
their committee activities. Such firings, however, do occur, and legal recourse usu-
ally requires years for resolution.f.Rights in Sectors With U.S. Investment.-U.S. investment is concentrated heavy.ily in the automotive, food, chemicals, petroleum distribution and electric/electronic
equipment industries. Labor conditions in industries owned by foreign investors
generally meet or exceed the minimum legal standards established under Brazil's
Labor Code.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 768
Total M anufacturing ................................................................ 13,681

Food & Kindred Products ................................................... 1,794
Chemicals and Allied Products ........................................... 2,268
Metals, Primary & Fabricated ............................................ 732
M achinery, except Electrical .............................................. 1,904
Electric & Electronic Equipment ....................................... 935
Transportation Equipment ................................................. 2,271
Other M anufacturing .......................................................... 3,777

W holesale Trade ...................................................................... 402
B anking .................................................................................... 1,399
Finance/Insurance/Real Estate .............................................. 2,258
Services .................................................................................... 129
Other Industries ...................................................................... 340
TOTAL ALL INDUSTRIES .................................................... 18,977

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

Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1994 exch. rate) ................................. 50,000 52,163 56,000
GDP (current prices) ............................................ 45,700 52,163 65,000
Real GDP Growth (peso terms) .......................... 6.3 4.2 7.5
Real GDP by Sector.

Agriculture ........................................................ 3,700 4,000 4,200
Utilities ............................................................ 1,500 1,550 1,650
Manufacturing .................................................. 9,400 9,700 10,200
Construction ..................................................... 3,000 3,100 3,250
Fishing .............................................................. 550 670 750
Mining ............................................................. 4,400 4,500 4,900
Trade ................................................................. 9,200 9,500 10,400
Transport/Communications ............................. 4,000 4,400 4,900
Other (includes services) .................................. 14,250 14,700 15,800

Real Per Capita GDP (US$) ................................ 3,200 3,700 4,600
Labor Force (000s) ............................................... 5,095 5,213 5,250
Avg. Unemployment Rate (percent) ................... 4.6 5.9 5.6

Money and Prices (annual percent growth):
Money Supply (M1A) ........................................... 22.2 22.5 25.0
Real Interest Rate2 .................. . .. . . .. . . .. . . .. . . . . .. .. . .. .  9.2 9.3 8.4
Wholesale Inflation (12-month) .......................... 6.7 7.8 7.5
Consumer Price Inflation (12-mo.) ..................... 12.2 8.9 8.2
Average Exchange Rate (Pesos/US$):

Interbank Rate (actual) ................................... 404 420 397
Mid-Point of Crawling Peg .............................. 430 455 415

Balance of Payments and Trade:
Total Exports FOB ............................................... 9,202 11,540 15,900

Exports to U.S. FOB ........................................ 1,655 2,012 2,350
Total Imports FOB ............................................... 10,181 10,879 14,300

Imports from U.S. CIF ..................................... 2,477 2,638 3,700
Aid from United States3 ............. . . . .. . . . . .. . . .. . . .. . . .. .  4 4 0
Public Foreign Debt 4 ................... . . .. . . . .. . . .. . . . . . . .. . .. 9,020 9,135 7,100
Public Foreign Debt Service 4 ........... .. . . .. . .. . . . .. . . ..  1,300 1,200 2,500
Gold and Foreign Exchange Reserves ................ 9,759 13,467 14,000
Trade Balance ...................................................... -979 660 1,600
Trade Balance with US...................................... -822 -626 -1,350

11995 estimates are based on data through June.
'Real (i.e., in addition to inflation) annualized rate for 90-365 day leans.
fiscal years. All nt.
4Includes Central Bnk and public corporation debts. 1996 figure includes prepayment of government and

Central Bank debts.

1. General Policy Framework
Chile's economy has grown rapidly for more than a decade, fueled by steadily ris-

ing domestic savings and domestic and foreign investment. Exports have increased
rapidly. While copper remains the country's most important product, accounting for
about 40 percent of export earnings, exports of fish, forestry products, fresh fruit,
and manufactured products are also important. Chile's credit rating is the highest
in Latin America, and Chilean firms finance investment by borrowing, issuing
bonds, and selling stock abroad as well as in Chile. Many Chilean firms are also
expanding abroad.

The democratic governments of Patricio Aylwin (1990-1994) and Eduardo Frei
(1994-present) have emphasized the need to maintain macroeconomic stability and
the economy's export orientation. The government has generated fiscal surpluses in
each of the years 1988-1995, and it is projected to do so in 1996. In the last few
years, the government and the independent central bank have privatized some firms
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and gradually loosened foreign exchange restrictions, although they remain con.
corned about the potential effects on the exchange rate of rapid foreign currency
inflows. As of late 1995, several pending legislative proposals would allow banks to
do business abroad, would privatze Chile's water and sewage companies, and would
modernize the customs system.

The Central Bank's monetary policy uses changes in real interest rates to affect
domestic spending, aiming gradually to reduce infation while keeping the economy
on a path of steady growth. It has sought to prevent rapid exchange rate changes
by buying or selling dollars to keep trie exchange rate within a pre-announced
range.

Preliminary indications suggest that growth for 1995 will be around 7.5 percent
and inflation will be near the Central Bank's target of eight percent. Unemployment
will average between five and six percent. Because of unusually high copper prices,
the trade surplus will surpass $1.5 billion, and the current account will be more or
less in balance. Net foreign investment is expected to surpass $3 billion in both 1995
and 1996.

Chile became a founding member of the World Trade Organization on January 1,
1995.
2. Exchange Rate Policies

The Central Bank allows the peso-dollar exchange rate to fluctuate within 10 per-
cent either way of a central value. The central value is a "crawling peg" that is de-signed to keep the real exchange rate appreciating by an average of 2 percent annu-
ally; it moves each day according to changes in the exchange rates of the dollar,
mark, and yen and the difference between Chilean and foreign inflation. On Janu-
ary12, 1996, the official exchange rate was Pesos 436.32 to 1 USD.

The Central Bank buys or sells dollars in the official inter-bank market to affect
the exchange rate when the peso threatens to move more than ten percent above
or below the crawling peg. The Central Bank does this only to reduce what it be-
lieves are short-term fluctuations. It does not attempt to block long-term trends in
the exchange rate, and it has shifted the crawling peg twice since 1992 and once
recently to reflect long-term strengthening of the peso.

Over the last several years, the Central Bank has gradually reduced controls on
foreign exchange transactions. In 1995, it lifted the requirement that exporters
remit some of their foreign currency earnings through the inter-bank market. A
legal parallel market operates with rates almost identical to the inter-bank rate.
Over the last decade, the peso has appreciated in real terms against the dollar (that
is, after taking into account inflation) because of Chile's trade surpluses, inflows of
foreign capital, and the dollar's weakness on international markets.
3. Structural Policies

Pricing Policies: The government rarely sets specific prices. Exceptions are urban
public transport and some public utility prices and port charges. State enterprises
purchase at the lowest possible price, regardless of the source of the material. U.S.
exports enter Chile and compete freely with other imports and Chilean products.
Import decisions are typically related to price competitiveness and product availabil-
ity. (Certain agricultural products are an exception. See Section 5.)

Tax Policies: An 18 percent value-added tax (VAT) applies to all sales transactions
and accounts for over 40 percent of total tax revenue. There is an 11 percent tariff
on most imports. There are duty-free zones in Iquique and Punta Arenas and a lim-
ited duty-free zone in Arica; less than three percent of Chilean imports pass through
these zones. Personal income taxes are levied only on income over about $6,000 per
year. The top marginal rate is 45 percent on annual income over about $75,000.
Profits are taxed at flat rates of 15 percent for retained earnings and 35 percent
for distributed profits, with incentives for business donations to educational institu-
tions. Tax evasion is not a serious problem.

Regulatory Policies: Regulation of the Chilean economy is limited. The most heav-
ily regulated areas are utilities, the banking sector, the securities markets, capital
markets, and pension funds. There are no government regulations that explicitly
limit the market for U.S. exports to Chile (although othe', government programs,
like the price band system for some agricultural commodities described below, can
displace U.S. exports).
4. Debt Management Policies

Chile's vigorous economic growth and careful debt management over the last dec-
ade have meant that the foreign debt is much more manageable. As of late 1995,
Chile's public and private foreign debt was about $20 billion, or around 35 percent
of GDP. (In 1985, the debt-to-GDP ratio was 125 percent.) Since the mid-1980s, pub-
lic sector debt has declined steadily. In 1995, the government and the Central Bank
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prepaid over $1.5 billion in debt to the International Monetary Fund and the World
Bank, reducing public sector foreign debt to about $7 billion. As the public sector
foreign debt has fallen, private sector debt has risen as firms have borrowed abroad
to finance investment.
5. Significant Barriers to U.S. Exports

Chile has few barriers to U.S. exports, one major exception being sanitary and
ph sanitary barriers to U.S. meat and produce.

Tariffs: In the Uruguay Round, Chile bound its tariffs at 25 percent except for
some price band agricultural items bound at a maximum of 35 percent. In all cases,
applied tariff rates are below the bindings. The current uniform applied tariff rate
is 11 percent on all imports except used goods (16.5 percent) and price band agricul-
tural items (maximum 29 percent). Imports of used automobiles are prohibited.

Chile has free trade agreements providing for duty-free trade in most products by
the late 1990s with Mexico, Venezuela, Colombia, and Ecuador. As of late 1995,
Chile was negotiating a trade-liberalizing agreement with the Mercosur nations (Ar-
gentina, Brazil, Paraguay, and Uruguay and was negotiating a similar agreement
with Peru. Tariffs also are lower than 11 percent for certain products from member
countries of the Latin American Integration Association (ALADI) and products im-
ported by diplomats and the Chilean military.

Import Licenses: According to legislation governing the Central Bank since 1990,
there are no legal restrictions on licensing. Import licenses are granted as a routine
procedure.

Taxes: The 18 percent VAT is applied to the CIF value of imported products plus
the 11 percent import duty. Duties may be deferred for a period of seven years for
capital goods imports purchased as inputs for products to be exported. (See section
six.) Automobiles are subject to additional taxes based on value and engine size. The
eng ne displacement tax, which is scheduled to be phased out by 1999, applies to
vehicles with engines of over 1,500 cc.; the value tax is 85 percent of the CIF value
over a certain level (around $10,000 in 1995). These taxes discourage sales of larger
and more expensive vehicles, including most U.S.-made automobiles. Despite these
taxes, sales of U.S.-made vehicles are rising.

The automobile and light truck industry is also the subject of trade-related invest-
ment measures, although U.S. firms are among those helped as well as those
harmed. Manufacturers from the United States (GM) and France (Peugeot/Renault)
receive import protection in the form of the taxes noted above, which protect their
Chilean production. The manufacturers also receive tax benefits for the use of local
inputs and for exporting auto components. Despite these measures, imports make
up around 85 percent of the market.

Another tax that has the effect of discouraging U.S. exports is the 70 percent tax
on whiskey, which is produced in only small volumes domestically and which com-
petes with other domestically produced liquors texed at lower rates. The govern-
ment has introduced into the legislature a proposal that would change the liquor
tax system, although whiskey would still face higher tax rates than domestically
produced liquors with a lower alcohol content.

Other Nontariff Barriers: The main trade remedies available to the Chilean gov-
ernment are surcharges, minimum customs values, countervailing duties, antidump-
ing duties, and import price bands. Chile's most significant nontariff barrier is the
import price band system for certain agricultural commodities, which currently ap-
plies to wheat, wheat flour, vegetable oils, and sugar. When import prices are below
a set threshhold, surtaxes are levied on top of the across-the-board 11 percent tariff
in order to bring import prices up to an average of international prices over previous
years.

The Chilean government-may apply country-specific duties on products that it de-
termines to have received subsidies from exporting countries and on products that
it determines to have been dumped at below-market prices. However, some industry
sources have claimed that surtaxes have occasionally been applied to agricultural
imports without reasonable evidence of subsidies or dumping. As of late 1995, the
onlyoproducts subject to these duties were Argentine wheat flour and Chinese-made
shoes. Low world prices have led Chile to establish minimum emstoms values for
several agricultural products in the past, but as of late 1995, orv wheat flour is
subject to a minimum customs value.

Investment Barriers: Chile's foreign investment statute, Decree Law 600, sets a
standard of treatment of foreign investors in the same manner as Chilean investors.
Foreign investors using D.L. 600 sign a contract with the government's Foreign In-
vestment Committee guaranteeing the terms of their investments. These terms in.
clude the rights to repatriate profits immediately and capital after one year, to ex-
change currency at the official inter-bank exchange rate, and to choose between ei-
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ther national tax treatment or a guaranteed rate for the first ten years of an invest-
ment. Approval by the Foreign Investment Committee is routine. Investors must de-
posit 30 percent of the capital obtained from foreign loans in a non-interest bearing
central bank account (known as the 'encaje") for one year. In 1995, the Central
Bank applied the encaje to inflows of foreign capital into stocks bonds, bank depos-
its, and real estate as well. There is no tax treaty between Chile and the United
States, so profits of U.S. companies operating in Chile are taxed by both govern-
ments. However, U.S. firms generally can claim credits on their U.S. taxes for taxes
paid in Chile.

Firms may invest without using D.L. 600 or registering with the Foreign Invest-
ment Committee by bringing capital in through foreign exchange dealers or private
banks. Few firms use this means of investment, as it lacks the guarantees provided
by the contract with the Foreign Investment Committee.

There are some deviations, both positive and negative, from the nondiscrimination
standard. Foreign investors receive better than national treatment on taxation, as
they have the option of fixing the tax rate they will pay at 42 percent for ten years
or paying the prevailing domestic rate which is at present lower. On the other
hand, D.L. 600 allows the Central Bank to restrict the access of foreign investors
to domestic borrowing in an emergency in order to prevent distortion of local finan-
cial markets. The Central Bank has never exercised this power.

In recent years, the government has for the first time begun to allow private firms
to invest in and operate public infrastructure projects, such as toll roads. Most Chil-
ean ports are administered by a state-owned firm, although stevedoring services are
typically provided by the private sector.

Restrictions on foreign investment in some other sectors exist. Full foreign owner.
ship of radio and television stations is allowed, but the principal officers of the firm
must be Chilean. Oil and gas deposits are reserved for the state. Private investors
are allowed concessions, however, and foreign and domestic nationals are accorded
equal treatment. With few exceptions, fishing in the country's 200-mile exclusive
economic zone is reserved for Chilean-flag vessels with majority Chilean ownership.
Such vessels also are the only ones allowed to transport by river or sea between
two points in Chile ("cabotage") cargo shipments of less than 900 tons or passengers.

A freeze in force since the early 1980s on the issuance of new bank licenses means
that would-be bankers (domestic as well as foreign) must acquire existing banks.
"This freeze may be reconsidered if a banking reform law introduced in late 1995
becomes law.

Animal Health and Phytosanitary Requirements: Chile occasionally uses animal
health and phytosanitary requirements in a non-transparent manner that has the
effect of impeding imports. No public comment process or announcement of proposed
rule changes precedes the promulgation of these requirements. U.S. exporters have
expressed concern about the application of phytosanitary requirements on poultry
imports. The standard is so high-zero tolerance of salmonella-that imports cannot
gain entry to the Chilean market. In addition, Chilean phytosanitary requirements
have effectively kept out most U.S. fruits and vegetables for many years. Chilean
authorities have in some instances eliminated or liberalized sl4cific requirements
when presented scientific evidence by U.S. animal health or phytosanitary officials.

Government Procurement Practices: The government has a "buy Chilean" policy
only when conditions of sale of locally produced goods (price, delivery times, etc.)
are equal to or better than those of equivalent imports. In practice, given that many
categories of products are not manufactured in Chile, purchasing decisions by most
state-owned companies are made among competing imports. Requests for public and
private bids are published in the local newspapers. Government officials have on oc-
casion urged some government agencies to buy Chilean coal on a preferential basis.
6. Export Subsidies

With minor exceptions, the Chilean government does not provide exporters with
direct or indirect support such as preferential financing or export promotion funds.
It does, however, offer a few nonmarket incentives to exporters. For example, paper-
work requirements are -simplified for nontraditional exporters. The government also
provides exporters with quicker returns of VAT paid on inputs than other producers
receive.

The most widely used indirect subsidy for exports is the simplified duty drawback
system for nontraditional exports. This system refunds to exporters of certain prod-
ucts a percentage of the value of their exports, rather than refunding the actual
duty paid on imported *nputs to production (as is the case in Chile's standard draw.
back progam). This a ount-three percent of value for goods with yearly Chilean
exports below about $18 million, five percent for goods with yearly exports below
$1-5 million, and 10 percent for goods with yearly exports below $10 million-is often
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more than the amount of import duties paid. The total annual amount of simplified
drawback has been around $90 million in recent years. Not all of this is a subsidy,
because some of it replaces standard drawback that the exporters would have re-
ceived.

All Chilean exporters may also defer tariff payments on capital imports for a pe.
riod of seven years. If the capital goods are used to produce exported products, de-
ferred duties can be reduced by the ratio of export sales to total sales. If all produc-
tion is exported, the exporter pays no tariff on capital imports.

Chile's forestry subsidy indirectly promotes exports, because most of Chile's for-
estry products are exported. The government subsidizes about 75 percent of planting
costs and certain management costs for the first generation of trees in a plantation.
The value of the subsidy is adjusted for inflation and treated as taxable income
when the trees are harvested several years later. Forestry industry representatives
say the subsidy, when allocated over the life of plantations, amounts to an interest.
free loan for about five percent of total costs. Both foreign and Chilean-owned enter-
prises are eligible for the subsidy. The law which established the subsidy in 1974
(D.L. 701) expires in March 1996, and discussions are ongoing about its possible re-
newal or revision.
7. Protection of U.S. Intellectual Property

Continuing deficiencies in patent protection have kept Chile on the U.S. Special
301 watch list since 1989. Chile does not have an explicit statute for protecting the
design of semiconductors nor does it have comprehensive trade secret protection.
Contracts may set fees and royalties only as a percentage of sales, and payments
for the use of trade secrets and proprietary processes are usually limited to three
percent. Efforts to enforce intellectual property rights in Chilean courts have been
successful. Chile belongs to the World Intellectual Property Organization (WIPO)
and, as a WTO member, is subject to the WTO Agreement on Trade-related Aspects
of Intellectual Property Rights (TRIPs).

Patents: The Industrial Property Law promulgated in September 1991 substan-
tially improved Chile's protection of industrial patents, but it falls short of inter-
national standards. The law provides a patent term of 15 years from the date of
arant. (TRIPs requires Chile to adopt a 20-year standard, from date of application,
y 2003.) The law also does not consider plant and animal varieties or surgical

methods to be patentable. Most importantly, the law does not provide pipeline pro.
tection for pharmaceutical patents filed abroad before the law s promulgation. Be-
cause of the lack of pipeline protection and the long lead times involved in the mar-
keting of new pharmaceutical products, the law does not prevent local companies
from pirating foreign pharmaceutical patents of products introduced into the mar-
ket. Payments for the use of patents may not exceed five percent of sales. Registra-
tion procedures required by the health ministry to market new drugs are more oner-
ous for first-to-file firms, which tend to be foreign firms.

Copyrights: Copyright protection is 50 years. U.S. recording industry officials have
said that Chile's copyright law grants producers less favorable treatment vis-a-vis
authors than is the international norm. Piracy of video and audio tapes has been
subject to criminal penalties since 1985, though industry sources say that penalties
remain low relative to the potential earnings from piracy and that stiffer penalties
would help to deter potential pirates. Nevertheless, Chilean authorities have taken
aggressive enforcement measures against video, video game, audio, and computer
software pirates in recent years, and piracy has declined in each of these areas. The
decline is in part the result of a campaign by the industry, with the cooperation of
the courts and the government, to suppress the use of pirated software. In the mid-
1980s, the software piracy rate was believed to be around 90 percent; it is currently
estimated at around 65 percent. Greater access to authorized dealers and service
has also helped to reduce the rate of piracy.

Trademarks: Chilean law provides for the protection of registered trademarks and
prioritizes trademark rights according to filing date. Local use of the mark is not
required for registration. Payments for use of trademarks may not exceed one per-
cent of sales.

Impact on U.S. trade: Although it is difficult to estimate damages accurately, most
observers believe that the U.S. pharmaceutical industry has suffered most from the
infringement of its intellectual property (in this case, patent) rights in Chile. U.S.
software industry sources have estimated that some $65 million worth of pirated
software was used in 1993, although only part of this amount would go to U.S. com-
panies if piracy were eliminated.
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8. Worker Rights
a. The Right of Association.--Most workers have a right to join unions or to form

unions without prior authorization, and around 12 percent of the work force belongs
to unions. Government employee associations operate like unions in some ways, but
they do not have the same legal protection as unions. Legislation has been intro-
duced to give them the same rights as unions.

b. The Right to Organze and7 Bargain Collectively.-The climate for collective bar-
gaining has improved, and the number of contract negotiations has grown steadily,
gut only 17 percent of eligible workers had collective bargaining agreements as of
the end of 1992. The process for negotiating a formal labor contract is heavily regu-
lated, a vestige of the statist labor policies of the 1960's. However, the law permits
(and the Aylwin and Frei governments have encouraged) informal union-manage.
ment discussions to reach collective agreements outside the regulated bargaining
process. These agreements have the same force as formal contracts.

Reforms to the labor code in 1990 removed significant restrictions on the right to
strike. Those reforms require that a labor inspector or notary be present when union
members vote for a strike. Employers are required to show cause whenever they fire
workers, but "needs of the enterprise" is a permissible cause. Observers believe that
some employers invoke this cause to fire employees for attempting to form unions.

Temporary workers-defined in the labor code as agricultural, construction, and
ort workers as well as entertainers-may form unions, but their right to collective
argaining is restricted. Some 700,000 workers, including most agricultural work-

ers, are limited to informal negotiations.
c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-

hibited in the constitution and the labor code, and there is no evidence that it is
currently practiced.

d. Minimum Age for Employment of Children.--Child labor is regulated by law.
Children as young as 14 may legally be employed with permission of parents or
guardians and in restricted types of labor. Some children are employed in the inifor.
mal economy, which is more difficult to regulate. A UNICEF study estimated that
in the early 1990s, about 100,000 minors (seven percent of their age group) held
jobs. Most of these children worked in the countryside, and many of them worked
with their parents.

e. Acceptable Conditions of Work.-Winimum wages, hours of work, and occupa-
tional safety and health standards are regulated by law. The legal workweek is 48
hours. The minimum wage, currently around_$145 per month, is set by government,
management, and union representatives or by the government if the three groups
cannot reach agreement. Lower-paid workers also receive a family subsidy. The min-
imum wage and wages as a whole have risen steadily over the last several years.
As a result, poverty rates have declined dramatically in recent years, from 45 per-
cent of the population in 1987 to 28 percent in 1994.

f. Rights in Sectors With U.S. Investment.-Labor rights in seca.jrs with U.S. in-
vestment are the same as those specified above. U.S. companies are involved in vir-
tually every sector of the Chilean economy and are subject to the same laws that
apply to their counterparts from Chile and other countries. There are no special dis-
tricts where different labor laws apply.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. (1)
Total M anufacturing ............................................................... 376

Food & Kindred Products ................................................. 56
Chemicals and Allied Products ........................................... 154
Metals, Primary & Fabricated ............................................ - 157
M achinery, except Electrical ............................................ 2
Electric & Electronic Equipment ...................................... (i)
Transportation Equipment ................................................. (1)
Other M anufacturing .......................................................... 190

Wholesale Trade .............. : ....................................................... 262
B anking .................................................................................... 364
Finance/Insurance/Real Estate .............................................. 1,,590
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Extent of US. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions of U.S. dollars]

Category Amount

Services .......................................................................... .......... (1)
Other Industries ...................................................................... 1,570
TOTAL ALL INDUSTRIES .................................................... 4,457

1 Suppressedto avoid disclosing data of individual companioL
Source: U.S. Department of Commerce, Bureau of Economic Analysis,

COLOMBIA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 prices) 2 ................. . . . .. . . .. . .. . .. . . . ..  48,804 51,602 54,698
Real GDP Growth (pct.) ....................................... 5.3 5.7 5.3
GDP (at Current Prices).......... . ........................ 53,974 66,419 75,900
GDP by Sector:

Agriculture ........................................................ 7,475 9,016 10,069
Energy and Water ............................................ 1,702 2,186 2,457
Manufacturing .................................................. 9,976 11,685 13,080
Construction ..................................................... 3,130 4,007 4,442
Rents...............2,493 3,220 3,584
Financial Services ............................................ 3,682 4,862 5,586
Other Sectors .................................................... 25,516 31,443 36,682

Real Per Capita GDP ('85 BPS) .......................... 1,437 1,494 1,558
Labor Force (000s)3 ............................................. 14,373 14,394 14,500
Unemployment Rate (pct.) .................................. 7.1 7.2 9.0

Money and Prices (annual percentage growth):
Money Supply (M2)4 ............................................ 31.7 28.4 16.0
Base Interest Rate 5 .................... . .. . .. . . .. . .. . . .. .. . .. . ..  25.5 29.8 32.2
Personal Savings Rate 5 ................ . .. . . .. . . .. . . . .. . .. . .. .  7.0 6.5 6.2
Retail Inflation. ............................ 22.6 22.5 19.6
Wholesale Inflation .............................................. 14.2 17.1 17.5
Consumer Price Index 6................... . .. . .. . . .. . . .. .. . .. ..  324.8 398.2 475.2
Exchange Rate (USD/Peso):

Official7 ............................... .. .. . .. .... . . .. . . .. . . .. . . .. . .. .  803.5 826.5 924.4
Parallel Rate ..................................................... 790.0 815.0 915.0

Balance of Payments and Trade:
Total Exports (FOB) ........................................... 7,114 8,362 10,550

Exports to U.S .................................................. 2,835 3,043 3,566
Total Imports (CIF) ............................................. 9,839 11,895 13,188

Imports from U.S .............................................. 3,500 4,554 4,866
Aid from U.S.'s................................. . .16 1 0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 13,811 14,224 13,968
Debt Service Payments 9 ................ . . .. . . .. . . .. . . . .. . .. .  3,147 3,381 2,646
Gold and Foreign Exchange Reserves 10 7............ 7,767 8,300 8,325
Trade Balance ...................................................... - 2,725 - 3,533 -2,638
Balance with U.S ................................................. -665 - 1,511 - 1,300

'Figures for 1993 and 1994 are preliminary figures from Colombia's official statistics bureau (DANE); fig-
urea for 1995 are projections/estimates from Lhe national Planning Department.

SO1985 hang rate: USD.142.31 pems.
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sPigures from 1993 and 1994 arm from National Household Survey; 1995 figures are estimated.
4Annual percentage growth.
MAnnual Average Rate; 1996 rate estimated on basis of first nine months.
dBase December 1988.100.
?Colombia has no meaningful official rat. . Offcial rate" shown is annual average interbank market rate.

Parallel rate Is estimated.
$Aid reflects USAID program aid only.
SPublic debt only. 1996 figures are Central Bank estimates.

aOThrough September 1995.

1. General Policy Framework
Colombia is a/tree market economy with major commercial and investment links

to the United States. Transition from a highly regulated economic regime to an un-
restricted access market has been underway since 1990. The U.S. is olombia's larg-
est single trading partner, and the U.S. accounts for over 60 percent of Colombia s
foreign direct investment within the non-petroleum sector. Sound management and
a stable economic base have resulted in consistent, steady growth over the past
twenty-five years. The domestic economy does suffer, however, from the impact of
violence generated by guerrillas and drug traffickers, and from the not easily quan-
tifiable effects of contraband and a vigorous informal economy.

Colombia's "apertura" (economic liberalization) program, initiated during the Ad-
ministration of Cesar Gaviria (1990-94), has been continued by the Administration
of Ernesto Samper, with some modifications. That program opened the Colombian
economy to international trade and capital inflows by reforming foreign exchange
and tax legislation, labor regulations, and the foreign investment regime; by slash-
ing tariff rates and eliminating non-tariff barriers; and by actively negotiating free
trade agreements. Apertura also led to great progress in the privatization of state
enterprises, ports, railroads, and banks. Senior government officials have acknowl-
edged that apertura is so firmly entrenched thattacking away from it would be im-
possible.'

The Samper Administration has not stepped back from apertura, but it has at-
tempted to reduce some of the economic dislocation caused by the rapid economic
changes. Its approach is called "apertura with a heart." A "safety net" has been im-
plemented, with programs involving care for infants, the elderly, and women. The
government has also devoted increased attention to education, health care, and job
creation, and is beginning to provide some subsidized housing. The programs are es-
pecially targetted at rural areas, where the most intractable poverty is to be found.

Agriculture, which has been particularly hard hit by apertura policies, benefits
inter alia, from agreements that require domestic processors to purchase the totaf
production of certain crops at higher than market prices. To gain their participation
in these agreements, the government grants processors a reduction in actual import-
duties paid on certain imported commodities when the processors can show domestic
crops were purchased at the support prices established in the agreements.

The recently passed 1996 government budget calls for a spending increase of 35
percent over 1995-a 15 percent increase in real terms. Much of the new spending
involves infrastructure investment and spending on social programs. The increase
in spending is to be financed in part by a controversial increase in the Value Added
Tax (VAT) from 14 to 16 percent. The four-year Development Plan, known as the
"Salto Social" (Social Leap) was approved by the Congress with conditions that fi-
nancing must be found before the plan can be implemented, that is, it cannot be
implemented through deficit spending. The central government will have a 1996 def-
icit of approximately 4.4 percent of GDP which will be covered by revenues from
publicly-owned companies. The overall public sector is committed to achieving a fis-
cal surplus of 0.7 percent.

The intention to increase spending may make it more difficult for the government
to achieve its target for inflation.Inflation had been gradually reduced, from 32.4
percent in 1990 to 22.6 percent in 1994, as the government resorted in 1994 and
1995 to restrictive monetary and fiscal policies. In late 1994, President Samper
moved to implement his campaign promise of a "Social Pact" to cope with continuing
high inflation rates. He established a fbrmal policy, solidified by agreements with
business and labor, to restrain price and wage increases and enhance productivity.
1995 inflation is projected to be slightly under 20 percent, as compared with the
government's initial estimate of 18 percent.

Present monetary policy is aimed at the further gradual reduction of inflation
while remedying the sharp peso revaluation of recent years. The strong peso--sup-
ported in part by uncontrolled inflows of dollars from contraband and drug traffick-
ing-has adversely affected the price competitiveness of Colombia's exports, espe-
cially non-traditional exports. Monetary policy has also been directed at overcoming
the effects of large inflows of foreign capital while maintaining control over the peso
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money supply. High domestic interest rates have further boosted capital inflows,
com plicating monetary policy.

The 1991 Constitution mandates the transfer by the central government of signifi-
cant funds to municipalities. The current government has warned that transfers to
the municipalities threaten Colombia's fiscal stability; it is working to restructure
the budgetary system to overcome this transfer problem. The government has in re-
cent years generated additional revenue by privatizing some industries, but the pace
of privatization is likely to slow as a result of a Court decision requ iring that the
Congress adopt a separate, specific bill for each new privatization. The privatization
of banks in particular is proceeding less quickly than anticipated.

Colombian Law 170 of December 1994 adopted the World Trade Organization
(WTO) Treaty. Colombia formally became a WTO member on April 30, 1995.
2. Exchange Rate Policies

Colombia's exchange rate policy underwent significant changes as part of the
apertura program. The Central Bank's all-encompassing control over the foreign ex-
change regime was eased, and Colombian residents were permitted for the first time
to hold legally foreign currency and maintain foreign bank accounts. The "crawling
peg" system, instituted in 1967, was replaced by a floating rate system administered

y the Central Bank. Since January 1994, the exchange rate operates on a free-mar-
ket basis. At that time, exchange certificates were eliminated, and with them the
need for a fixed dollar-peso exchange rate.

The Central Bank determined a "price band" within which the daily quotation of
the peso's dollar price must move. The Central Bank may intervene in the market,
buying or selling pesos to keep the currency value within the band. Each day the
Banking Superintendency reports an Interbank Market Rate (TRM) based on com-
mercial ba an financial corporation transactions.

The strength of the peso in recent years has improved the price competitivenessof U.S. exports to Colombia and has resulted in a significant shift in the balance
of bilateral trade.The government and Central Bank have taken several measures
against persistent peso revaluation. A ten percent tax on transfers of foreign ex-
change to residents of Colombia remains in effect, and enforcement and oversight
havebeen strengthened. Since March 1994, the Central Bank has adopted regula.
tions to limit external credit availability and to discourage the public and private
sectors from incurring short-term debt in foreign currencies. Despite these efforts
revaluation continued until August 1995, when uncertainty caused by a political
scandal involving allegations that President Samper's 1994 presidential campaign
was funded in part by monies from the Cali drug cartel exerted considerable down-
ward pressure on the peso. The Central Bank was obliged to pour dollars into the
system'to counter the sudden devaluation; even so, in ]995 the peso has been de-
valued about 20 percent, in nominal terms, considerably more than the Bank's 13.6
percent target. On January 12, 1996, the official peso/dollar exchange rate was
Pesos 1006 to 1 USD.
3. Structural Policies

Taxes: Like exchange rate reform, tax reform was a major part of the apertura
program. Apertura reduced the central government's dependence on import duties
as a source of revenue average applied tariffs fell from 42 percent in 1990 to 12
percent in 1994. To make up for lost revenue, the government raised the VAT from
10 percent in 1990 to 14 percent, with an additional increase to 16 percent projected
for 1996. The Colombian Government imposes a "war tax" on producers of minerals
and crude oil, two sectors with heavy foreign participation. However, as of 1996 the
war tax will no longer be assessed in new contracts. Tax collection has improved
in recent years due to administrative and procedural simplification and better en-
forcement.

Privatization: The Colombian Government initiated an ambitious privatization
plan in 1991. Since that time, the nation's ports, railroads, and cellular telephone
services have been sold to private owners, along with a number of chemical firms,
agro-industrial enterprises, fishing companies, retail gasoline chains, and banks.
However, a 1994 court decision mandated that all shares of firms being privatized
must first be offered to employees, and then to such institutions as pension funds,
cooperatives, and unemployment funds. Yet more recently, another court decision
required the government to enact specific legislation for each future privatization.

Regulator Policy: Performance requirements exist in the automotive assembly
sector in the form of local content requirements, as outlined in Decree 2642 of De-
cember 23, 1993. This decree requires 30 percent local content for passenger vehi-
cles-carrying up to sixteen persons and for cargo vehicles up to 10,000 pounds; and
15 percent localcontent for all other vehicles.
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4. Debt Management Policies
The Colombian Government continues to pursue ambitious structural economic re-

forms to stimulate real growth, strengthen its external sector, and enhance the
country's access to new sources of credt. The debt management strategy is aimed
at accessing new sources of credit in the external and domestic capital markets and
on improving the debt profile of the country generally. The government has in re-
cent years prepaid approximately $1.8 billion of debt. At the end of 1994, Colombia's
total public and private debt was $21.8 billion, equivalent to 32.8 percent of GDP.

The Samper Administration has continued the orthodox management of Colom.
bia's foreign debt pursued by the previous government. The government's main
debt-related objectives include obtaining a better rating for Colombian securities
and increasing exposure with multilateral banks, mainly in order to provide priority
financing for social programs and infrastructure improvements that are, key ele-
ments of its development plan. The government also intends to continue to reduce
the burden of external debt service by keeping the growth of indebtedness below
GDP growth.
5. Significant'Barriers to U.S. Exports

Import Licenses: The requirement for import licensing was officially abolished in
1991. Some 98 percent of tariff categories can be imported freely, requiring only
prior import registration with the Colombian Trade Institute (INCOMEX). Some
categories subject to prior import licensing include chemicals that could be used in
drug manufacturing, armaments and munitions, imports by government entities, do-
nations, and non-reimbursable imports.

Restrictions on agricultural imports: Although the government officially abolished
the import licensing requirement in 1991, it has nevertheless used the previous im-
port licensing system to restrict the importation of certain agricultural products.
"Previous" import licenses are required for powdered milk during Colombia's high
milk production seasons of May-uly and August-October. Also, since July 1993
INCOMEX has required a "previous import license for imports of chicken parts.
Under this system, thegovernment approves import licenses only when it has deter-
mined such imports wil [hot adversely affect Colombian poultry growers.

Throughout 1994 and 1995, import licenses for U.S. chicken parts have been roi-
tinely denied. However, the government does allow relatively small quantities of

poultry meat, including chicken (whole and parts), to be imported into Colombia's
aribbean islands of San Andreas and Providencia and into the relatively isolated
sorts of Turbo and Bahia Portete on the Atlantic Coast and Tumaco on the Pacific

&oast. Chicken meat imported into these places is intended only for local consump-
tion and the shipment of imported chicken meat from these areas to other parts of
Colombia is illegal. In spite of these restrictions, significant quantities of U.S. chick-
en parts entered Colombia in 1994 (5,198 mt valued at 4.4 million dollars).

A key regulation implementing purchase (absorption) agreements for certain do-
mestically produced crops is Ministry of Agriculture (MOA) Decree 2439 of Novem-
ber 2, 1994, which requires the MOA to approve import licenses of commodities
which, if imported, would compete with the domestic products purchased under the
absorption agreements, as determined by the MOA. Some of the agricultural im-
ports that need MOA approval and are the most important U.S. cultural exports
to Colombia include wheat, chicken meat (whole bird), malting barley, corn, rice,
sorghum, wheat flour, and oilseeds and their products, which includes soybeans,
soybean meal and soybean oil. Private importers are more likely to have their im-
port licenses approved if they also buy domestically produced wheat, sorghum, palm
oil or mailing barley, which are crops covered by the absorption agreements.

Services: Legislation permits foreign investors to own up to 100 percent of finan-
cial institutions, banking, and securities companies. There are many wholly-owned
U.W. banking subsidiaries operating in Colombia. U.S. companies in the banking
and securities sector receive full national treatment. Subsidiaries of U.S.-based mur-
tinational accounting and auditing firms control 80 percent of the market. Providers
of these services must be registered in Colombia. However, there is no restriction
on services offered by consulting firms or individuals. Colombia permits 100 percent
foreign ownership of subsidiaries, but the establishment of branch offices of foreign
insurance companies is not allowed.

A commercial presence is required in order to sell insurance policies other than
those for international travel, or reinsurance. The provision of legal services is lim-
ited to those licensed under Colombian law. Foreign lawyers cannot perform as law-
yers in Colombia without a license ("tarjeta professional"). However, foreign law
firms can operate in Colombia by forming joint ventures with Colombian law firms
and then conducting their activities under the license of the Colombian lawyers in
the firm.
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A commercial presence is required to provide data processing services. Public net-
work programming limits foreign air time to 40 percent of the total. While there
are no restrictions on advertising in the print medium, at least 50 percent of pro-
grammed advertising on a public-broadcast network must have local content.

Foreign Direct Investment: Foreign direct investment (FDI) policies in Colombia
are guided by the principles of equality and openness. Foreign and national inves-
tors receive equal treatment, and few restrictions are imposed on the value or des-
tination of FDM. Leivislation ;rants national treatment and permits 100 percent for-
eign ownership in virtually all sectors of the Colombian economy. Exceptions include
activities related to national security and the disposal of hazardous waste. In late
1994, as a measure against money.laundering, the government prohibited FDI in
real estate except in connection with other investment activities. Colombian law re-
quires that, absent an exemption, at least 80 percent of employees of companies in
the mining and petroleum sector be Colombian nationals.

Investment screening has been largely eliminated and the procedures now in
place are non-discriminatory. Prior approval by the Rational Planning Department
(NPD) is required in three instances: FDI in a public service (energy, water, commu-
nications, etc.) activity; FDI covered by international insurance or risk protection
agencies; and FDI in excess of 100 million dollars in mining, smelting, refining,
transportation, or distribution of minerals or hydrocarbons. The appropriate Min-
istry must approve FDI in its sector. All foreign direct investment must be reg-
istered with the Central Bank's foreign exchange office within three months of start-
up in order to obtainpermission to repatriate earnings. Finally, all FDI must obtain
an operating license from the Superintendency of Companies and must register with
the local Chamber of Commerce. The investment climate, already favorable, would
be enhanced by a Bilateral Investment Treaty, but there have been no negotiations
on such a treaty since July 1994.

Standards, Labeling, and Marking Requirements: The Colombian Foreign Trade
Institute (INCOMEX) requires specific technical standards for a variety ofproducts.
The particular specifications are established by the Colombian Institute of Technical
Standards (ICONTEC). These requirements apply to all imports. The Ministry of
Economic Development adopted Decree 300 of 1995, which clarified some provisions
related to the requirement that imports into Colombia obtain certificates of conform-
ity with appropriate technical standards. Decree 300 requires that the certificate be
obtained prior to the import of any product regulated by a standard. INCOMEX
must verify the certificate before an import license or register will be issued. The
certificate will be issued by the Superintendency of Industry and Commerce, or by
an agency designated by the Superintendency. Without the certificate, the Customs
authority will not authorize the release of imported products which are subject to
a standard.

Specific marks or labels are required only for pharmaceutical and food products.
Labels on food or pharmaceutical products must indicate the name of the product,
ingredients, name and address of the manufacturer expiration date, and total con-
tent. Pharmaceutical products must also bear a label, in the Spanish language, stat-
ing "sale under prescription," the generic name of the product, the net weight or
quantity of active ingredients, the product's license number, the lot control number,
and the product's expiration date.

Government Procurement: Government procurement is subject to the norms es-
tablished by Law 80 of 1993. Certain articles in the law have been problematic for
potential foreign investors, and may have discouraged some U.S. companies. Article
20 of Law 80 requires that foreign firms without an active local headquarters certify
that Colombian companies enjoy reciprocity in similar bids under their countries'
procurement legislation. The U.S. Embassy in Bogota routinely provides such certifi-
cation. In practice, effects have been mixed: several road construction/rehabilitation
contracts and airport contracts for U.S. companies have been approved with little
ado; on the other hand, a U.S. company is currently in litigation over the procure-
ment process by which it lost the contract for equipment for a thermoelectric power
plant in Barranquilla. Colombia is not a party to the plurilateral Agreement on Gov-
ernment Procurement concluded during the Uruguay Round.

Customs Procedures: Customs procedures have been simplified. The inspection of
imported merchandise, previously performed only by Customs officials at the port
of entry, can now be pre-arranged through Pre-shipment Inspection Companies au-
thorized by the Customs Directorate (DIAN). Duties can be pre-determined by the
importer and paid at commercial banks. Customs clearance can now often be com-
pleted in a matter of hours. Customs officials may perform random inspections to
verify conformity of description and classification. Unfortunately the advantages for
legitimate importers are also a boon for smugglers and contrabandists, as Colom-
bian Customs now exercises less rigorous control than in the past.
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6. Export Subsidies Polici-s
Colombia has sharply reduced its export subsidies, and its subsidy practices ap-

pear generally compatible with WTO standards. At present the Colombian govern.
ment manages and oversees only two export subsidy programs, the CERT
("Certificado de Reembolso Tributario*) and the Plan Vallejo mechanism. The CERT
is an indirect t/x rebate certificate refunding a perentage of the FOB value of an
export. Due to a 1990 agreement between the US. and Colombia, the CERT does
not apply to exports to the United States. The Plan Vallejo allows for duty exemp-
tions on the import of capital goods and raw materials used to manufacture goods
that are subsequently exported.
7. Protection of U.S. Intellectual Property

Although Colombia continues to improve protection of intellectual property rights
through Andean Pact Decisions, Colombia remained on the US. Special 301 Watch
List in 1995 due to continuing concerns over deficiencies in the patent regime and
copyright enforcement efforts. Enforcement concerns arise not only at the police
level, but also in the judicial system. The most recent round of negotiations on a
bilateral U.S.-Colombia agreement for the protection of intellectual property rights
took place in July 1994.

Colombia is a member of the World Intellectual Property Organization (WIPO)
and has negotiated to join the three major international conventions on patent pro-
tection. In late 1994, the Colombian Congress adopted a law ratifying Colombia's
accession to the Paris Convention for the Protection of Industrial Property. How-
ever, Colombia's Constitutional Court found some procedural irregilarities in the
adoption of the law and it had to be re-adopted by the Congress. t is once again
under review by the Court. As membership in the Patent Cooperation Treaty (PCT)
is tied to membership in the Paris Convention, Colombia has been unable to join
the PCT. The bill for ratification of the Convention of the Union for the Protection
of New Plant Varieties (UPOV) is expected to be approved by the Colombian Con-
gress in the near future.

Patents: Andean Pact Decisions 344 and 345 provide patent protection for most
products, including pharmaceuticals, biotechnology, and plant varieties. These deci-
sions represent a significant improvement over previous standards used for the pro-
tection of intellectual property. Decision 344 has two lists: one encompassing items
not considered inventions; the other covering inventions that are not patentable.
Pharmaceuticals on the World Health Organization list of "essential medicines" are
included on the second list. However, Decision 344 still falls short of U.S. goals in
several respects, and is inconsistent with several provisions of the WTO agreement
on Trade-related Aspects of Intellectual Property Rights (TRIPs). Several decisions
of courts in Andean Pact countries declare pipeline protection non-existent under
Andean Pact legislation.

Semiconductors: Semiconductor design layouts are not protected under Colombian
law. The Colombian Copyright Office has expressed its willingness to discuss the
issue, but there has been i.o progress on this issue in the past year.

Copyright protection: In 1994 Colombia adopted Andean Pact Decision 351, which
harmonizes, integrates and modernizes the laws of the five Andean Pact countries.
It also expressly protects software. In general, however, Decision 351 does not sig-
nificantly alter copyright protection in Colombia, which is based on Law 23 of 1982
and Law 44 of 1993. Colombian law provides copyright protection for the life of the
author plus 80 years. If the holder of the rights to a work is a legal entity, the term
of protection drops to 30 years from the date of first publication. Computer software
was protected under Law 44. Colombian copyright law is unclear as to whether it
must honor foreign satellite signals. Although amendments to the copyright law
made in 1993 have significantly increased penalties for infringement, weak enforce-
ment remains a serious problem. Video cassette and satellite signal piracy continue
to be widespread.

Colombia belongs to the Berne (1987) and Universal (1976) Copyright Conven-
tions, the Buenos Aires and Washington Conventions, the Rome Convention on
Copyrights (1976) and the Geneva Convention for Phonograms (1994). It is not a
member of the Brussels Convention on Satellite Signals.

Trademark: Colombia is a member of the Inter-American Convention for Trade-
mark and Commercial Protection. Colombia requires registration and use of a trade.
mark in Colombia to exercise trademark protection. Trademark registrations have
a ten-year duration and may be renewed for successive ten-year periods. Priority.
rights are granted to the first application for trademark in another Andean Pact
country or in any country which grants reciprocal rights. Trademark owners have
a cause of action against importation of products from other Andean Pact countries
that bear their trademarks without authorization, unless the use of that trademark
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is legal in the other Andean Pact member country. Enforcement of trademark legis-
lation in Colombia is making some progress, though contraband and counterfeiting
are widespread.

Trade Secrets: Andean Pact Decision 344 protects industrial secrets. Protected
property includes that which is secret (not generally known or easily accessible to

ose who usually handle such information) or has an effective commercial v'lue or
a potential commercial value as a secret, when the person possessing the secret has
taken reasonable steps to ensure secrecy.
8. Worker Rights

a. The Right of Association.-The law recognizes the rights of workers to organize
unions and strike. The Labor Code provides for automatic recognition of unions that
obtain at least 25 signatures from the workplace and comply with a simple registra.
ition process at the Labor Ministry. The law penalizes interference with freedom of

association. It also stipulates union freedom to determine internal rules, elect offi.
cials, and manage activities, and forbids the dissolution of trade unions by admiinis-
trative fiat. According to Labor Ministry estimates, only about eight percent of the
work force is organized. Unions freely establish international affiliations without
government restrictions.

The 1991 Constitution provides for the right to strike by non-essential public em-
ployees and authorizes Congress to pass enabling legislation that would define "es-
sential," which it has not yet done. In the absence of this definition, existing legisla-
tion which prohibits public employees from striking is still in force. Before staging
a legal strike, unions must negotiate directly with management and-if no agree-
ment results-accept mediation. By law, public employees must accept binding arbi-
tration if mediation fails; in practice, public service unions decide by membership
vote whether or not to seek arbitration.

b. The Right to Organize and Bargain Collectively.-The Constitution protects the
right of workers to organize and engage in collective bargaining. Workers in larger
firms and public services have been most successful in organizing, but these union-
ized workers represent only a small portion of the economically active population.
High unemployment, traditional anti-union attitudes, and weak union organization
and leadership limit workers' bargaining power in the private sector and in agri-
culture.

The law forbids anti-union discrimination and the obstruction of free association.
Government labor inspections th-eoretically enforce these provisions, but because of
the small number of inspectors and workers' fears of losing their jobs, the inspection
apparatus is weak. The new Labor Code increases the fines levied for restricting
freedom of association and prohibits the use of strike breakers.

Labor law applies to the country's seven free trade zones (FTZ's), but has been
difficult to enforce. Public employee unions have won collective bargaining agree-
ments in the FTZ's of Barranquilla, Buenaventura, Cartagena, and Santa Marta,
but some important FTZ enterprises are not organized. National labor leaders claim
that in these FTZ's the provisions of the Labor Code dealing with wages, hours,
health and safety are not honored.

c. Prohibition of Forced or Compulsor Labor.-The Constitution forbids slavery
and any form of forced or compulsory labor, and this prohibition is respected in
practice.

d. Minimum Age for Employment of Children.-The Constitution bans the employ-
ment of children under the age of 14 in most jobs, and the Labor Code prohibits
granting work permits to youths under the age of 18. This provision is respected
in larger enterprises and in major cities. Nevertheless, Colombia's extensive infor-
mal economy, as well as specific areas such as agriculture, street vending, leather
tanning, and small family-operated mines, remain effectively outside government
control.

e. Acceptable Conditions of Work.-The government annually sets a national mini-
mum wage which serves as a benchmark for wage bargaining. The current mini-
mum wage-about $124 per month-is earned by over one-quarter of the popu-
lation. A though consistent with the government's anti-inflation policies, the mini-
mum wage falls far short of providing an adequate standard of living for a worker
and family, which by government estimates would require 2½/ times the minimum

The law provides for a standard workday of 8 hours and a 48-hour workweek, but

does not specifically require a weekly rest period of at least 24 hours. Legislation
provides comprehensive protection for workers' occupational safety and health, but
these standards are difficult to enforce, in part due to the small number of Labor
Ministry inspectors.
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f. Rights in Sectors With U.S. Investmen&-.-All foreign investors are subject to Co.
lombian laws protecting worker rights. U.S. foreign direct investment is con.
centrated principally in-the petroleum, coal mining, chemicals and manufacturing
industries. Worker rights conditions in those sectors tend to be superior to those
prevailing elsewhere in the economy owing to the large size and high degree of orga.
nization and sophistication of the enterprises. Examples include shorter than aver.
age working hours, higher wages, and occupational health and safety standards
above the national average.

Extent of US. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

CaeOOP& Amount

Petroleum ................................................................................. 1,318
Total Manufacturing ............................................................... 994

Food & Kindred Products ................................................... 267
Chemicals and Allied Products...................... 341
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical .............................................. 3
Electric & Electronic Equipment ....................................... 32
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 236

Wholesale Trade ...................................................................... 230
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services ......................................................................... ........... 13
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 3,442

i Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysi.

COSTA RICA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19960

Income, Production and Employment:
Real GDP (current dollars)......................
Real GDP Growth (percent)....................

GDP Growth by Sector (percent):
Agriculture .......................................................
Industry .............................................................
Electricity, Water..........................
Construction .....................................................
Com m erce ........................................................
Transportation/Communications .....................
Financial, Insurance......................
General Government.......................
Other personal service......................

Real GDP per capita (current dollars) ...............
Labor Force (thousands).....................
Unemployment (percent). ...............

Money and Prices:
Money Supply (M1, daily avg.)..................
Interest Rate (lending, percent) ...................
Gross Domestic Investment (percent of GDP)

7,563.1 8,325.1 8,500.0
6.3 4.5 2.5

2.4
6.4
5.6

16.5
7.5

10.7
12.4
2.0
6.0

2,317
1,143

4.1

128,208
37.0
25.9

2.6
4.2
7.5
4.2
5.0
7.5
7.0
2.5
5.0

2,543
1,187

4.2

162,916
38.0
26.0

2.0
3.0
7.5
2,0
4.0
7.5
7.5
2.0
4.5

2,500
1,230

4.7

183,602
42.0
22.0

oft& I
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Key Economic Indicators-Continued
(Millions of U.S. dollars uwless otherwise noted)

1993 1994 1996'

Consumer Price Index (percent change year
end) ................................................................... ,9.1 19.9 22.0

Exchange Rate (colons/US$):
(Avg, Balance of Payments) ............................. 142.4 155.0 182.0
(December, parallel market) ............................. 152.0 168.0 198.0

Balance of Payments and Trade:
Total Exports (FOB).......................1,850.7 2,092.2 2,424.0

Exports to U.S. (FOB) ....................................... 850.0 915.0 970.0
Total Imports (CIF) .............................................. 2,918.4 3,098.4 3,300.0

Imports from U.S. (CIF) .................................. 1,300.0 1,470.0 1,700.0
Aid from US.'. .......................... 20.5 3.3 N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt......................o3,158.4 3,255.5 3,394.4
Annual Debt Service Paid ............................. 538.0 449.0 532.0
Gold Reserves ................................................... 9.0 13.0 13.0
Net International Reserves ........................... 751.9 757.6 802.8
Current Account Balance .................................... -663.5 -459.5 -271.3

Source: Ministry of Planning, Central Bank of Costa Rica.
11993 figure includes ESP obligated but never disbursed.
sIn 1995, the IMP accepted Costa Rican methodology for calculating reserves.

1. General Policy Framework
In order to address a range of economic problems, the Government of Costa Rica

is seeking to strengthen trade and economic policies in favor of open markets, inter-
national competition, freer trade, and better social infrastructure. These policies are
supported through active International Monetary Fund (IMF), World Bank and
Inter-American Development Bank (IDB) programs..Setbacks to this general policy
have resulted from European Union restrictions on banana exports, domestic pres-
sure to restrict foreign competition, constitutional protection of state-owned monop-
oly enterprises, and domestic political pressures resulting from uneven economic
growth. Five laws passed in 1995 aimed at streamlining government procurement
practices, undertaking major financial and fiscal reforms, and easing the burden on
public finances posed by public employees pension plans, are expected to have posi-
tive effects starting in 1996.

The pace of economic growth continued to slow in 1995. While Costa Rica's gross
domestic product (GDP) increased 4.5 percent in 1994 (compared with a 6.3 percent
increase in 1993), growth in 1995 is likely to be about 2.5 percent. This slower
growth stems from-less dynamic tourism and construction sectors, diminished in-
vestment and lower aggregate consumption. Both investment and consumption have
been hindered by domestic loan interest rates exceeding 40 percent per annum. Fi.
nancial intermediation continued robust growth, increasing 7.0 percent in 1994 and
reflecting a large interest rate spread of about 14 percent. Communications, trans.
portation and storage also grew 7.5 percent, and electricity and water increased 7.5
percent, largely the consequence of price increases in state-supplied (monopoly) serv-
ices. Industry grew 4.2 percent and agriculture 2.6 percent in 1994. Commerce, res-
taurants and hotels grew 5.0 percent in 1994 (versus 7.5 percent in 1993), reflecting
slowed tourism growth.

The central government's fiscal deficit reached $533 million in 1994 vs. $145.7
million in 1993-and $129.8 million in 1992. The central government deficit in 1994
was equivalent to 7.0 percent of GDP, in comparison with a 1.9 percent share of
GDP in 1993 and 1992, and 3.1 percent of GDP in 1991. According to Central Bank
data, the consolidated Public Sector fiscal deficit totalled $647 million in 1994,
equivalent to 8.2 percent of GDP, compared to 0.8 percent of GDP in 1993. While
central government income increased 15.2npercent in 1994, internal borrowing in-
creased 162.3 percent in 1994 (142.4 percent in 1993).

In 1994 the Central Bank continued to use a range of tools to control the growth
of the money supply, such as open market operations, restriction of public sector
credit, and increases in the reserve requirements of commercial banks. Starting Au-
gust 1, 1993, the Central Bank raised by two percent per month the reserve require.
ment for local currency demand deposits; the reserve requirements on checking ac-
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count deposits reached 43 percent by October 1995. The Central Bank announced
in late October 1995 that reserve requirements for checking amount deposits will
be gradually reduced to 15 percent over a period of three years. The rate of interest
paii by the Central Bank for its monetary stabilization bonds wets 28.5 percent per
annum (6-month rate) on October 26, 1995.

Costa Rica became a founding member of the World Trade Organization (WTO)
on January 1, 1995.
2. Exchange Rate Policies

The exchange rate policy in 1995 continued practices set in March 1993 by the
Central Bank involving daily mini-devaluiations of the currency, aimed primarily at
allowing the market to determine the exchange rate. The single exchange rate is
set indirectly every morning by the Central Bank through its sale or purchase of
foreign currency. Additionally all foreign transactions by state institutions are
channeled through the Central Bank. Commercial banks are free to negotiate for-
eign exchange prices. However, the difference between the sell and buy rates cannot
exceed 1 percent, and from that limited spread, 0.39 colon per dollar is a tax, and
0.68 colon is a fee paid to the Central Bank. Commercial banks must liquidate their
foreign exchange positions laily.

During 1995 the exchange policy resulted in an 18 percent depreciation of the
colon against the U.S. dollar (vs. a 9.2 percent depreciation in 1994). As of January
12 1996, the colon/dollar exchange rate was colons 195.78 to 1 USD. Freely-traded
dollars from tourism and capital investment continue to flow into Costa Rica, partly
offsetting the impact of the trade deficit on the current account. The free and suffi-
cient supply of foreign currency continued to be a significant factor in increasing im-
ports during 1995.
3. Structural Policies

Until January 19, 1995, consumer protection laws in Costa Rica regulated prices
and profit margins and prohibited price speculation, although most nrice controls
and all margin controls had been suspended by executive decree. On that date, Law
No. 7472, for the Protection of the Consumer, removed most price and all profit
margin controls, while imposing antitrust rules and protecting consumers against
product misrepresentation and price fixing.

In September 1995, legislation was enacted which increased the sales tax from 10
to 15 percent for 18 months (after which it is scheduled to fall to 13 percent) and
introduced a one-percent tax on company fixed assets, with a full exemption for
firms with fixed assets of less than about $160,000. Companies are entitled to a
credit on their Costa Rican corporate income tax equal to their fixed asset tax pay-
ments.
4. Debt Management Policies

Costa Rica's foreign debt totalled $3,256 million on December 31, 1994 (equivalent
to 41.3 percent of G(DP), an increase of $97 million from year-end 1993. Costa Rica
pKaid $449 million for debt service in 1994, equivalent to 21 percent of exports. Costa
Rica will continue to experience pressure on its balance of payments, especially its
trade account, and will need to continue to attract foreign investment and tourism
to avoid foreign exchange shortages. The need to service its foreign debt and restore
macroeconomic stability propelled many of the economic reforms-of 1995, which
were conditions for Costa Rica to establish its stand-by program and obtain some
loan disbursements from the IDB.

Servicing the very large internal debt continues to be a serious immediate prob-
lem. Almost a third of the government'* budget is spent on servicing the domestic
debt, more than the amount Lpent in paying public employe(3, leaving little for
making capital improvements. The Central Bank's anti-inflation policy results in
high interest rates which boost debt service costs for the Finance Ministry.

In September 1995, the government of Costa Rica and the IMF signed a letter
of intent providing for a $75 million 15-month standby agreement. The agreement,
which was approved by the IMF Executive Board on November 29, 1995, envisages
a fiscal deficit equivalent to 3.5 percent of GDP in 1995 and 0.5 percent in 1996.
The standby calls for the payment of all Paris Club arrears by March 1996. In Octo-
ber 1995, in compliance with terms of the letter of intent, Costa Rica paid approxi-
mately $60 million in Paris Club arrears.

During 1994, Costa Rica's balance of payments improved as the trade deficit re-
ceded from the record high level in 1993. While FOB exports reached $2.1 billion,
imports CIF amounted to $3.1 billion, yielding a $1 billion deficit in the trade por-
tion of balance of payments accounts. This deficit is nearly matched by capital
inflows and tourism income. The 13 percent increase in exports registered in 1994
was due in part to slower growth in d-raw-back exports and non-traditional exports

soon" sommo-w-
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(4.9 percent increase in 1994 vs. 15.8 percent increase in 1993). Income from tradi-
tional exports grew 13.9 percent in 1994 (4.0 percent in 1993), primarily as a con-
sequence of higher coffee prices. Total imports grew 6 percent in 1994, a consider-
able reduction from the 18.2 percent increase registered during 1993. Imports of
consumer goods, capital goods and raw materials for industry all[grew in 1994, but
at much slower rates than during 1993. The current account deficit by the end of
1994 was $460 ndllion, vs. a deficit of $664 million in 1993.
5. Significant Barriers to U.S. Exports

As of December 1994, in compliance with the GATT Uruguay Round require-
ments, all import permits were replaced by tariffs. Solvents and precursor chemicals
are carefully regulated to prevent illegal use. Surgical and dental instruments and
machinery can be sold only to licensed importers and health professionals. All food
products, medicines, toxic substances, chemicals, insecticides, pesticides and agricul-Ural inputs must be registered and certified by the Ministry of Health and/or the
Ministry of Agriculture prior to any sale. The Central Bank no longer licenses im.
ports. All imports and exports are registered for statistical purposes only.

!nvestment: The Government encourages the developmer.. of nontraditional ex-
p :ts and tourism. It does not restrict foreign equity participation. Foreign compa-
nies and persons may legally own equity in Costa Rican companies, including real
estate. However, several activities are reserved to the state, including public utili-
ties, insurance, the production and distribution of electricity, hydrocarbon and radio-
active minerals extraction and refining, the operation of ports and airports and bank
demand deposits. The share of foreign workers in an enterprise is limited by law,
but the Ministry of Labor generally grants permission for foreigners to work. Per-
mits for foreignparticipation in management have always been granted. No require-
ments exist for foreign owners to work in their own companies. There are no restric-
tions on the repatriation of profits and capital.

A recently-amended electricity co-generation law allows some private sector par-
ticipation in the energy sector. The private sector can generate electricity for its own
use and for sale to ICE (the state-owned electricity and telecommunications com-
pany), in plants up to 20 MW capacity, with a maximum of 65 percent foreign own-ership, as long as total private-sector production does not exceed 15 percent of ICE's
installed generating capacity. Current private-sector project reached this 15 percent
limit. Recognizing the difficulty of public financing of large scale infrastructure
projects, the legislature recently passed a modification to the electricity co-genera-
tion law allowing for BOT (build-operate-transfer) and BLT (build-lease-transfer)
plants which in total may not exceed an additional 15 percent of ICE's installed ca-
pacity. Such plants will revert to the state after an agreed-upon period.

The government's expropriation policy has been a disincentive to some prospective
U.S. investors in Costa Rica. The government has expropriated large amounts of
land for national parks, biologic and indigenous reserves, and squatters, and in a
number of cases has yet to provide adequate compensation. The current government
has made significant progress in resolving a number of expropriation cases. How-
ever, several U.S. citizens with property claims have not yet received prompt, ade.
quate or effective compensation. ,Some unpaid U.S. expropriation claims date back
over 25 years. While it is possible to obtain compensation through the court system,
the time, cost and frustration of litigating against the government greatly diminish
the value of such efforts.

Claimants also have recourse to international arbitration through the Inter.
national Center for the Settlement of Investment Disputes (ICSID), which Costa
Rica acceded to in early 1993. Negotiations to finalize submission of the first local
expropriation case to ICSII) continue between the Government of Costa Rica and
a group of U.S. investors. Local arbitration has been employed since 1991. Land-
owners in Costa Rica also run the risk of losing their property to squatters, who
are often organized and increasingly violent. Costa Rican land tenure laws favor
squatters, and police protection oflandowners in rural areas is far from adequate.
In some cases, the government has resolved squatter invasions by expropriating the
invaded properties and distributing the land to the squatters or by purchasing other
properties and relocating the squatters.

Services: Many service industries are so rigorously controlled that foreign partici-
pation is practically impossible. Medical practitioners, lawyers, certified public ac-
countants, engineers, architects, teachers, and other professionals must be members
of local guilds which stipulate residency, examination and apprenticeship require-
ments tl at can only be met by long time residents of Costa Rica. Investment in such
private sector activities as customs brokerage firms is limited to Costa Rican citi-
zens. In October 1994, the law limiting ownership of newspapers and radio and- V
stations to Costa Rican citizens was repealed by the Constitutional Court. The Con-
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stitutional Court of Costa Rica deemed the law discriminatory and therefore uncon-
stitutional.

Financial reform legislation, approved by the legislative Assembly in October
1995, will allow private banks to offer demand deposits ten months after the publi-
cation of the new law, which was expected in November 1995 btAt is still pending.
A private bank will be authorized to accept demand deposits if it meets certain con-
ditions. These include placing 17 percent of deposits with maturities of less than 30
days at lower-than-market interest rates with the state banks. Alternatively, a pri-
vate bank must operate a minimum of four branches in rural areas, and lend an
amount equivalent to 10 percent of its deposits with maturities of less than 30 days
at subsidized interest rates.

Standards and other barriers: Other laws and regulations affecting U.S. exports
to Costa Rica include the exclusive use of metric units, detailed labeling require-
ments, including the required use of the Spanish language, and strength require-
ments for car bumpers. Sanitary and phytosanitary restrictions on the import of
fresh produce, as well as high tariffs on many agricultural products limit or act as
a de-ficto ban on U.S. exports of these products.Pharmaceuticals, veterinary drugs
and chemicals, including chemicals that are component parts, must be registered
and approved by the Ministry of Health before the chemicals or finished products
can be imported. Chemicals and pesticides exported to Costa Rica must be legally
available in the exporting country.

Government Procurement: The government and other state institutions procure
through open public bidding, but the law allows private tenders and direct contract-
ing of goods and services in limited quantities or in case of emergency with the con-
sent of the Contraloria (Comptroller General). On May 2, 1995, the Legislative As-
sembly enacted Law No. 7494 for Administrative Contracting scheduled to enter
into force May 1 1996. The main purpose of the law, and of the regulations being
prepared by the Ixecutive Branch, is to simplify procedures and in general expedite
as much as possible contracting with state institutions.

Public bidding has traditionally been complicated and foreign bidders are fre-
quently disqualified for failure to comply with the detailed procedures. All exporters
must have a legally responsible representative in Costa Rica in order to sellgoods
or services in Costa Rica. The lengthy and costly appeal process often causes losses
due to interim price changes while bidders cannot alter their bids. Government pur-
chasing and contracting are highly regulated and often frustrating due to protracted
appeals of contract awards, and bid and performance bond requirements. Despite
thiis, no special requirements apply to foreign suppliers and U.S. companies regu-
larly win public contracts. Competition is fierce among international suppliers and
frequently the winner must propose comprehensive packages that include perform.
ance guarantees and financing.

Customs procedures: Customs regulations and procedures are legendary for their
cost and complexity. Most large enterprises are forced to have customs specialists
on the payroll, in addition to buying the services of customs brokers. Customs bro-
kers must be bonded Costa Rican companies and enjoy a monopoly on the handling
of imports. All importers and exporters, including U.S. companies, suffer from defec-
tive customs procedures, poor administration, theft, graft and inadequate facilities.
The Government of Costa Rica is implementing a profound reform to automate Pand
streamline the system to lessen the possibility of corruption and improve efficiency.
This project is expected to be completed by December 1995. In addition, the Govern-
ment of Costa Rica has established a one-stop window to speed up export and im.
port transactions.

Costa Rica's Legislative Assembly ratified the GATT Uruguay Round in December
1994. Legislation implementing the World Trade Organization (WTO) entered into
force January 1, 1995, making Costa Rica a charter WTO member.

6. Export Subsidy Policies
The Government of Costa Rica has attempted to diversify its export production

and markets. Until mid-1992, all goods other than coffee, bananas beef, sugar and
cocoa exported outside of CentralAmerica and Panama qualified for export sub-
sidies through the issuance of negotiable tax rebate certificates (CATS). These sub-
sidies proved costly and possibly inconsistent with GATT rules. Existing export con-
tracts call for the issuance of CATS until 1996. There are no discriminatory import
policies. However under the terms of the Central American Common Market Treaty
of 1960, industrial products produced in any of the five countries enter duty-free
into the other member countries.

Export companies wishing to locate in duty free production zones can benefit from
exemption from import duties on raw materials and products, from exemption from
all export, sales and consumer taxes, from exemption from taxes on remittance
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abroad, and from taxes on profits for a period of six years from the beginning of
operations, and a 50 percent exemption for the following four years.
7. The Protection of U.S. Intellectual Property

Costa Rica is a signatory to most major intellectual property rights (IPR) conven-
tions and agreements, and is a member of the World Intellectual Property Rights
Organization. In November 1994, Costa Rica was a signatory to the revised Central
American Convention on Industrial.Property, which has not yet been ratified.

Significant weaknesses exist in the country's IPR system, particularly in enforce.
ment and in patent protection. Consequently, in April 1995 Costa Rica was placed
on the Special 301 "Watch Listý for failing to provide adequate protection of intellec-
tual property rights.In May 1996, the Legislative Assembly ratified the Paris Con.
mention for theProtection of Industrial Property. The government sent a draft pat-
ent law to implement its commitments under the WTO Agreement on Trade-related
Aspects of Intellectual Property Rights (TRIPs) to the Legislative Assembly in Sep.
member 1995. The draft proposed a five-year transition period for IPR, including
pharmaceuticals, which would end in 1999.

Patents: Costa Rica is a signatory to the following patent conventions: Convention
of Paris (1883); and Rio de Janeiro Convention on Patents, Industrial Designs,
Trademarks and Literary and Artistic Property (1906).

Costa Rican patent laws are deficient in several key areas. The patent protection
term is far too short. Patents are granted for non-extendable 12-year terms. In the
,ase of products deemed "in the public interest," patents are granted only for one
year. This exception applies to allpharmaceuticals, items with therapeutic applica-
tions, chemical and agricultural fertilizers, agrochemicals and all beverage and food
products. No patent protection is available for plant or animal varieties, any biologi.
cal or microbiological process or products, although the government is working on
a legislative proposal that would protect such products. Costa Rica also has broad
compulsory licensing requirements that force patent owners to license inventions
that are not produced locally. The limited patent protection available cannot be en-
forced until local production has begun.

Copyrights: Costa Rica is a signatory to the Mexico City Convention on Literary
and Artistic Copyrights (1902); Ri de Janeiro Convention on Patents, Industrial De-
signs, Trademarks and Literary and Artistic Property (1906); Buenos Aires Conven-
tion on Literary and Artistic Copyrights (1910), and as revised at Havana (1928);
Inter-American Convention on the Rights of the Author (1946); Universal Copyright
Convention (Paris 1971); Rome Convention for the Protection of Performers, Produc-
ers of Phonograms and Broadcasting Organizations (1961); Berne Convention for the
Protection of Literary and Artistic Works (Paris Act 1971); Convention for the Pro-
tection of Producers of Phonograms (Geneva 1971); and Central American Conven-
tion (1982).

Costa Rica's copyright laws are generally adequate; the problem is weak enforce-
ment. On May 10, 1994, the copyright law (No. 6683 of 1 October 1982), was modi.
fied to extend protection to all forms of intellectual creations, including music
scores, paintings, software programs, books, etc. The modifications also increase pro-
tection by directing the police to prevent non-authorized presentations of protected
works. On May 24, 1994, the government issued regulations to Law No. 6683 that
provide better protection and mandate police participation in enforcement. The cable
television industry now operates almost entirely under quitclaim agreements with
foreign producers. However, a number of hotels continue to pirate satellite trans-
mission signals. Pirated videocassettes are widely available. An authorized distribu-
tor of videocassetteo has begun enforcement efforts to regularize the videocassette
market.

Trademarks: Costa Rica is a signatory to the following trademark conventions:
Paris Convention (1883); Rio de Janeiro Convention on Patents, Industrial Designs,
Trademarks and Literary and Artistic Property (1906); and Central American Trea-
ty on Industrial Property (1970).

Trademarks, service marks, trade names and slogans can be registered in Costa
Rica. Registration is for renewable ten-year periods from the date of registration.
Counterfeit goods are widely available in Costa Rica and compete with goods manu-
factured under trademark authorization. Another problem is registration of famous
marks by speculators, who demand to be bought out if and when the legitimate
rights holders come to Costa Rica. Litigation to remove such speculative registra-
tions can be long and expensive.

Trade Secrets are protected by existing laws, and Article 24 of the Constitution
protects the confidentiality of communications. The penal code stipulates prison sen-
tences for divulging trade, employment or other secrets, and doubles the punish-
ment for public servants. Some existing laws also stipulate criminal and civil pen-

j . ............. ..... .. . . ... . ..
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alties for divulging trade secrets. The burden of enforcement is on the affected
party.
8. Worker Rights

a. The Right o'Association.-The law specifies the right of workers to join unions
of their choosing without prior authorization, although barriers exist in practice.
Unions operate independently of government control and may form federations and
confederations and affiliate internationally. Some trade union leaders contend that
formation of solidarity employee associations hinders the right of association. After
the International Labor Organization (ILO) ruled that involvement of solidarity as.
sociations in trade union activities violated freedom of association, the government
amended the Labor Code in 1993 to prohibit these associations from participating
in collective bargaining or direct agreements on labor conditions. In 1994, the ILO
ruled that these and other planned changes fostered greater freedom of association.

b. The Right to Organize and Bargain Collectively.--The Constitution protects the
right to organize. 1993 Labor Code reforms provide protection from dismissal for
union organizers and members during union formation and require employers found
guilty of discrimination to reinstate workers fired for union activities. Private sector
unions have the right to engage in collective bargaining. Public sector workers, how.
ever, cannot engage in collective bargaining, because the 1978 Public Administra-
tion Act makes labor law inapplicable in relations between the Government and its
employees.

Costa Rica has no restrictions on the right of private-sector workers to strike, but
very few workers in this sector belong to unions. The Constitution and Labor Code
restrict the right of public-sector workers to strike. In 1993, however, the Govern-
ment repealed Labor Code penalties against public-sector workers who engage in
strikes. In 1995, the ILO encouraged the Government to repeal Labor Code provi-
sions restricting the right to strike in certain nonessential sectors and to approve
legislation to allow unions to administer compensation funds for dismissed workers.
In mid-1995, teachers unions conducted a largely peaceful, month-long strike to pro-
test changes in teachers' pensions.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor. The country had no known instance of such practices during
1995.

d. Minimum Age for Employment of Children.-The Constitution provides special
employment protection for women and children and establishes the minimum work-
ing age at 12 years, with special regulations in force for workers under 15. Children
between 15 and 18 can work a maximum of 7 hours daily and 42 hours weekly,
while children between 12 and 15 can work a maximum of 5 hours daily and 30
hours weekly. Authorities prohibit employment of youths under 18 in the banana
industry. The National Institute for Children, in cooperation with the Labor Min-
istry, effectively enforces these regulations in the formal sector, but child labor re-
mains an integral part of the large informal economy.

e. Acceptable Conditions of Work.-The Constitution provides for a minimum
wage, and a National Wage Council sets minimum wage and salary levels for all
sectors. Monthly minimum wages, adjusted in July 1995 for the private sector,
range from the equivalent of $121 for domestic servants to $587 for certain profes-
sionals. Public-sector negotiations normally follow the settlement of private-sector
negotiations. The Constitution also sets workday hours, overtime remuneration,
days of rest, and annual vacation rights. Workers may work a maximum of 8 hours
during the day and 6 at night, up to weekly totals of 48 and 36 hours, respectively.
Nonagr*icultural workers receive an overtime premium of 50 percent of regular
wages for work in excess of the daily work shift. Agricultural workers do not receive
overtime if they voluntarily work beyond their normal hours.

A 1967 law of health and safety in the workplace requires industrial, agricultural,
and commercial firms with 10 or more workers to establish a management-labor
committee and allows the Government to inspect workplaces and to fine employers
for violations. The Ministry of Labor effectively enforces working conditions in the
San Jose area, but less effectively in rural areas. The ILO has asked the Govern-
ment to enact provisions on accident prevention for seafarers.

f. Rights in Sectors With U.S. Investment.-All labor regulations apply throughout
Costa Rica, including in the country's export processing zones. Companies in sectors
with significant U.S. investment generally respect worker rights, especially at
plants under U.S. management and ownership. Abuses occur more frequently at
plants operated by non-US. foreign investors.

22-970 96-13
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total Manufacturing ............................................................... 355

Food & Kindred Products ................................................... 136
Chemicals and Allied Products ........................................... 105
Metals, Primary & Fabricated ............................ . 21
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 0
Other Manufacturing ......................................................... 35

W holesale Trade ...................................................................... (1)
Banking ........................................................................ ............ 0
Finance/Insurance/Real Estate .............................................. (2)
Services ........................................................................ ........... 6
Other Industries ...................................................................... - 23
TOTAL ALL INDUSTRIES .................................................... 584

lSuppresmod to avoid disclosing data or individual companies.
Xlndicates a value between $-500,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis

DOMINICAN REPUBLIC

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1998'
Income, Production and Employment:

Real GDP (1970 prices) ....................................... 4,228.7 4,358 4,510.6
Real GDP Growth (percent) ................................ 3.0 2.5 3.5
GDP (current prices) ............................................ 8,689 9,172 11,533

GDP by Sector:
Agriculture ........................................................ 1,304 1,376 1,499
Energy and Water ............................................ 174 183 231
Manufacturing .................................................. 1,390 1,467 2,076
Construction ..................................................... 608 64" 1,038
Housing ................................................... . .608 642 576
Financial Services ............................................ 521 - 550 576
Other Services .................................................. 869 917 923
Government, Health and Education ............... 869 917 1,038
Others................................2,346 2,476 3,544
Net Exports of Goods and Services ................. -749.5 -689.7 N/A

Real per capita GDP (1985 prices in DR
pesos) 2 ................................ . .. . .. . . .. .. . . .. . . . .. . . . .. . .. .  2,124 2,131.5 2,159.3

Labor Force (O00s)3......o....................................... 3,370 3,434 3,499
Unemployment Rate (percent)4 ......... . . . . .. . . . .. . . .. . .  30 30 30

Money and Prices (annual percentage growth):
Money Supply Growth (M2) ................................ 28 8 17
Base Interest Rate (percent)s. .. . . . . .. . . . . . .. .... .  . 29 27 30
Personal Savings Rate (percent) ......................... N/A N/A N/A
Retail Inflation ..................................................... 8 14 9.5
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index's....................................... 800 915.3 1,002
Exchange rate (DR peso/US$):

Official ............................................................... 12.75 12.87 12.87
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Key Economic Indicators.-Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996'

Parallel .............................................................. 12.60 14.00 13.85
Balance of Payments and Trade:

National Exports (FOB)7 ................. . . .. . .. . .. .. . .. . . ..  530.4 644.0 837.7
Trade Zone Exports (value added) .................. 401 496 535.7
Exports to U.s .....................S........................ 2,671.5 3,093.9 2,867.5

National Imports (FOB)7 .. . . .. . .. . . .. . .. . . .................. 2,118.4 2,275.8 2,867.5
Imports from U.S. ........................................... 2,349.5 2,799.5 N/A

Aid from US. ............................. 21.9 15.5 11.8
Aid from Other Countries ................................. . N/A N/A N/A
External Public Debt ........................................... 4,685.4 3,900.0 N/A
Debt Service Payments (paid) ............................. N/A N/A 435
Gold and Forex Reserves 10 .............. .. .. . .. . .. . .. . . .. ..  714.2 250.0 500.0
Trade Balance 7 .......................... . . . .. . . .. .. . .. . .. . .. . .. . ..  - 1,588 - 1,631.8 -2,029.8

Trade Balance with U.S.s ................................ 322 294 N/A
Source Economic Studies Department, Central Bank of the Dominican Republic, unless otherwise indi-

cated.
IU.S. Embassy projections for 1996.
2 Source: The Dmfnlican National Statistics Office is the source of population figures used to calculate per

caetaGDPbominican National Planning Ofce.
4Source: U.S. Embassy economic section estimates.
'The 1996 figure is as of July 1995. Short term (90 day) credit costs (prime rate).
@Bese is November 1984.
?"National Exports" means all exports other than from free trade zones *National Imports" means all im.

ports other than those bound for free trade zones.
$Source: U.S. Department of Commerce. This data includes all items exported to or imported from the Do-

minican Republic by the United States, including Dominican free trade zone activity under the Caribbean
Basin Initiative.

$Calculation based on U.S. government fiscal year.10Embassy estimate for December 1996.

1.General Policy Framework
During 1995, the Dominican Republic continued the economic growth of 1994. Of-

ficial inflation fell to about 9 percent at an annual rate. Money supply growth was
limited from October 1994 to November 1995 by the Central Bank. Bank super-
vision was strengthened and the government-owned Reserve Bank limited loans to
profligate state enterprises. (In the case of the state-owned Compania Dominicana
de Electricidad, the monopoly electricity utility, however, the central government
has repeatedly provided subsidies without regard to efficiency or production targets.)
The money supply is regulated by the central bank issuance of new money through
the banking system. Since there is no secondary market for government securities
and no liquid securities market of any type, the central bank's options are limited.
Reserve ratios for banks are rarely used to regulate money supply or credit. Banks
resort to the discount window of the central bank only rarely. Foreign exchange re.
serves rose to about $455 million.

Government cash flows are approximately in balance although on an accrual basis
there is probably a significant deficit. For example, the government has accumu-
lated large arrears due to domestic suppliers and contractors. The domestic arrear-
age has been variously put at the peso equivalent of $158 million to $600 million
(or as much as 5.5 per cent of GDP). The exact size of this debt may be unknown
even to the Dominican Government. This domestic debt is owed to foreign investors
operating in the Dominican Republic as well as purely local firms. It is not clear
that it could be paid quickly without sacrificing inflationary goals; given current fis-
cal and monetary conditions, there is substantial doubt about the willingness or
ability of the Dominican Government to pay this debt.

The Dominican Republic became a member of the World Trade Organization
(WTO) on March 9 1995. The Dominican Government is currently negotiating a
modification of its Uruguay Round tariff bindings on milk, chicken, beans, corn, on-
ions, garlic, rice, and sugar.
2.Exchange Rate Policies

The official Central Bank exchange rate continues at an overvalued level, which
tends to act as a hidden tax on exporters and has impeded their ability to compete
with Mexico and other, especially in the textile market. The "free market rate" used
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by)the commercial banking system and the foreign exchange houses varied betweenI) pesos 13.40 and RD pesos 14=1 USD._(The exchange rate on January 12, 1996
was pesos 13.53 to 1 USD.) Revaluation from the October 1994 rate or RD pesos
14.7-1 USD occurred during the year with sporadic interventions by the Central
Bank in the market. Because of the Dominican Republic's very high propensity to
import, changes in the exchange rate are politically significant. The need to keep
the peso stable forces the Central Bank to maintain a-high interest rate structure
to retain short term capital. Foreign exchange operations also play a role in meeting
money supply targets since the Central Bank's purchase of pesos for dollars tends
to reduce the money in circulation within the country.

Traditional exporters such s.s sugar, cocoa, and coffee producers are still iequirrd
by law to sell foreign exchange at the Central Bank rate, but most businesses and
individuals are free to carry out foreign exchange transactions through the commer-
cial banking system.
3.Structural Policies

The Dominican Government has also implemented changes in its tax system
aimed at increasing revenues. The concept of taxable income has been enlarged,
marginal tax rates on individuals and companies reduced and capital gains are no
longer considered exempted income. Nearly 40 percent of government revenues come
from duties, taxes and fees collected on imports.

While most domestic prices are determined by market forces, distortionary gov-
ernment policies limit the full operation of market forces. Government regulations
represent a barrier to stronger economic growth, while presenting significant oppor-
tunities for corruption. For example a new gasoline service station requires 10 per-
mits, one of which must be signed by the president. Given the difficulties involved
in obtaining any permits in a country of chronically underpaid civil servants, U.S.
petroleum compares for example, almost never open a new station, preferring to
leave this activity to bominicans.

In May, 1992 a new labor code was promulgated. Provisions of this new code in-
crease a variety of employee benefits. In January 1995 the minimum wage was in-
creased by 20 percent, substantially more than the rate of inflation or devaluation
for the second year in a row. These factors have raised labor costs in the Dominican
Republic.
4. Debt Management Policies

The total external debt of the Dominican Government is now approximately $3.8
billion, or approximately 35 percent of GNP.

The Dominican Government has continued timely payments of foreign privatebank debt and was generally timely in its payments on renegotiated.Paris Club
debt. A significant portion of the official debt was rescheduled under the terms of
a Paris Club negotiation concluded in November 1991. In August 1994 the Domini-
can Government successfully concluded debt settlement negotiations with its com-
mercial bank creditors. The package involved a combination of buy-back schemes
and U.S. Treasury backed rescheduling.

Arrearages to the US Department of Agriculture Commodity Credit Corporation
(CCC), however, have grown to over $90 million. In July the Central Bank began
monthly payments of interest and some principal in the amount of $2.1 million, but
the total remains stable at about $90 million as new arrearages to CCC accumulate.
Government payments to foreign non-financial institutions are notoriously slow.
Some debts are ten years old.
5.Significant Barriers to U.S. Exporters

Tariffs: In September, 1990 the Dominican Government enacted a major tariff re-
form by Presidential Decree. The decree reduced and simplified the tariff schedule
to six categories with severe tariff rates ranging from 3 to 35 percent. It also re-
placed some quantitative import restrictions with tariffs and transformed all tariffs
tad valorem rates. While it marked an improvement over the previous regime, the
1990 decree still left the Dominican Republic with high trade barriers. In August
1993, the Dominican President signed into law a bill that was essentially a codifica-
tion of the 1990 decree (with some modifications designed to increase rates of effec-
tive protection for Dominican firms.)

The maximum 35 percent rate acts as an effective barrier to trade, especially
given the add-on effect of other taxes and fees. For example, the government of the
Dominican Republic imposes a 5 to 80 percent selective consumption tax on "non-
essential* imports such as home appliances, alcohol, perfumes, jewelry, automobiles
and auto parts.

Investment: Legislation designed to improve the investment climate passed in No-
vember 1995. However, government seizures of foreign investors' property, refusal
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to honor customs exoneration commitments, and refusal to consider claims for pay-
ment continue to reduce the attractiveness of the investment climate, notwithstand.
in$ passage of the new law, which does not contain procedures for settling disputes
arising fr6m Dominican Government actions (the largest source of investment dis.
putes). Dominican expropriation standards (e.g., in the "public interest") do not ap-
pear to be consistent with international law standards- several investors have out-
standing disputes concerning expropriated property. The Dominican Republic does
not recognize the general right of investors to binding international arbitration.

Foreign investment must receive approval from the Foreign Investment Direc-
torate of the Central Bank in order to qualify for repatriation of profits (the new
law provides for repatriation of 100 percent of profits and capital). The granting of
such approval sometimes is time-consuming and the procedures are confusing. For.
eign employees may not exceed 20 percent of a firm's work force. This is not applica.
ble when foreign employees only perform managerial or administrative functions.

Government policy prohibits new foreign investment in a number of areas includ-
ing public utilities, communications and media, national defense production, forest
exploitation and domestic air, surface and water transportation. Although all min-
eral resources belong to the state, which controls ail rights to explore or exploit
them, private investment has been permitted in selected sites. Currently foreign in-
vestors are exploring for gold, natural gas and oil, and copper. The process of choos-
ing and contracting such areas has not been transparent. Foreign ownership of more
than approximately one-half acre (2,000 square meters) requires, presidential ap.
proval.

Businesses operating in the Dominican Republic cannot depend on the electric
utility to be a reliable source of electricity. While the government has been exploring
the privatization of portions of the electric power system, little progress has been
made.

Investors operating in the Dominican Republic's free trade zones can receive an
array of investment benefits (see Section 6) and appear to experience far fewer prob-
lems in dealing with the government than do investors working outside the zones.
For example, materials coming into or being shipped out of the zones are reported
to move quickly, without the kinds of bureaucratic difficulties mentioned above. The
onerous restrictions on profit remittances did not apply to free trade zone businesses
even before passage of the new foreign investment law.

Customs Procedures: The Dominican Republic continues to require a consular in-
voice and "legalization" of documents, which must be performed by a Dominican
Consulate in the United States. Fees for this service vary by consulate but can be
quite substantial. Moreover, importers are frequently required to obtain licenses
from the Dominican Customs Service.

Customs valuation practices remain problematic. Customs officials routinely reject
invoice prices as a basis for computing duties and customs fees and use higher fig-
ures. This applies to all imports to the country. Furthermore, the Customs depart.
meant interpretation of exonerated materials being brought into the country still pro-
vokes many complaints and businesspersons here must speed d considerable time and
money to get items through customs. Finally, the use of"negotiated fee" practices
to gain faster customs clearance acts as a further trade barrier.

Government procurement: Corruption and the lack of transparency in procure-
ment practices are a problem. The Government of the Dominican Republic has a
centralized government procurement office, but the procurement activities of this of.
fice are basically limited to expendable supply items of the governments's general
office work. In practice, each public sector entity has its own procurement office,
both for transactions in the domestic market and for imports.

Sanitary and Phytosanitary Barriers: There are food and drug testing and certifi-
cation requirements, but these are not burdensome.
6.Export Subsidies Policies

The Dominican Republic has two sets of legislation for export promotion: the Free
Trade Zone Law (Law No. 8-90, passed in 1990) and the Export Incentive Law (Law
No. 69, passed in 1979). The Free Trade Zone Lawprovides 100 percent exemptionon all taxes, duties, and charges affecting the production and trade operations at
free trade zones. These Incentives are provided to specific beneficiaries for up to 20
years, depending on the location of the zone. This legislation is managed jointly by
the foreign trade zone national council and by the Dominican Customs Service.

The export incentive law provides for tax and duty free treatment of inputs from
overseas that are to be processed and re-exported as final products. In prAtice, use
of the Export Incentive Law to import raw materials for processing and re-export
is cumbersome and delays in clearing customs can take anywhere from 20-60 days.
Such delays have made completion of production contracts with specific deadlines
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difficult. As a result, non-free trade zone exporters rarely take advantage of the Ex-
port Incentive Law..Most prefer to import raw materials using the normal customs

procedures which, although more costly, appear more rapid and predictable.
There is no preferential financing for local exporters nor is there a government

fund for export promotion.
7.Protection of U.S. Intellectual Property

Although the Dominican Republic is a signatory to the Paris Convention on indus-
trial property and the Universal Copyright Convention, and in 1991 became a mem-
ber of the World Intellectual Property Organization, the lack of a strong enforce.-
ment efforts results in inadequate protection of intellectual property rights (PR).
When it became a member of the WTO, the Dominican Republic became subject to
requirements to strenghen IPR protection under the Agreement on Trade-related
Aspects of Intellectual Property Rights (TRIPs). The U.S. Embassy in Santo Do-
minro has raised the issue of inadequate IPR with the Dominican government and
continues to treat this as an important issue.

Patents (product and process): patents are difficult to get and almost impossible
to enforce against a determined intellectual property thief. In a local pharmaceutical
market of approximately US $110 million per year, 70 percent of the total is locally
produced or packaged, of which a significant per cent is believed to be counterfeit.

Trademarks and-Co 'rights: Apparel trademarks are counterfeited and sold in
the local market. The Embassy has also heard complaints that video and audio re-
cordings are being counterfeited. Software piracy is also a problem.

Impact of IPR policies on U.S. Trade: Non-protection of Intellectual Property
Rights is so widespread that it is virtually impossible to quantify its impact on U.S.
Dominican Republic trade. The U.S. Motion Picture Exporters' Association had esti-
mated that losses to its members due to theft of satellite-carried programming were
more than one million dollars per year, although this problem was settled with pay-
ments to the motion picture exporters association and agreements regarding future
payments. Losses due to other counterfeiting cost U.S. companies millions more.

8. Worker Rights
a. The Right of Association.-The Constitution provides for the freedom to orga-

nize labor unions and also for the rights of workers to strike and for the private
sector to lock out. All workers, except military and police, are free to organize, and
strikes are legal except in sectors which are considered essential services. Organized
labor in the Dominican Republic is divided among three principal confederations
four minor confederations, and a number of independent unions, but is estimated
to represent no more than 10.-15 percent of the work force. Labor unions can and
do freely affiliate regionally and internationally.

b. The Right to Organize and Bargain Collectively: Collective bargaining is per-
mitted and can take place in firms in which a union has gained the support of an
absolute majority of the workers of a firm. According to law, workers cannot be dis-
missed because of union activities or membership. There has been a history of labor

conflict in the free trade zones, with companies firing workers for engaging in union
organizing activities. The 1992 labor code protects from layoffs up to.20 members of
a union in formation and between 5 to 10 members of a union executive council, de-
pending on the size of the work force.

The free trade zones have also been the scene of some management/labor disputes
including the first legal strike against a company in November 1995 (see section
8.f.).

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law. The Dominican Government has been criticized for its treatment of
Haitian workers employed by the state sugar council (CEA) where alleged abuses
have included forced recruitment compulsory labor, and restrictions on-freedom of
movement. Instances of forced labor and restrictions on movement occurred in iso-
lated instances on CEA plantations. Forced labor has not been a problem in other
areas.

d. Minimum Age for Employment of Children.-The labor code prohibits the em-
ployment of youths under 14 years of age and places various restrictions on the em-

ployment of youths under the age of 16. In practice, there are large numbers of mi-
nors working illegally, primarily in the informal sector. The high level of unemploy-
ment and the lack of a social safety net create pressures on families to allow chil-
dren to generate supplemental income. Instances of child labor in CEA sugar plan-
tations have diminished greatly and most observers note that such practice is no

longer a serious problem.
e. Acceptable Conditions of Work.-The labor code establishes a standard work pe-

nrod of eight hours per day and 44 hours per week, with an uninterrupted rest pe-
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riod of 36 hours each week. In practice a typical workweek is Monday through Fri-
day plus r half-day on Saturday, but longer hours are not unusual, especially for
agricultural and informal sector workers. Workers are entitled to a 35 percent wage
differential when working between 44 and 68 hours per week and a 100 percent dif-
ferential for any hours above 68 per week. The vast majority of workers receive only
the minimum wage (which varies by law in accordance with the type of activity and
the size of the company). Safety and health conditions at places of work do not al-
ways meet lepal standards. The existing social security system does not apply to all
workers and is under funded.

f. Rights in Sectors With U.S. Investment.-U.S.-based multinationals active in
the free trade zones represent one of the principal sour;esi of u.S. investment in the
Dominican Republic. Some companies in the free trade zones adhere to significantly
higher worker safety and health standards than do non-free trade zone companies.
In other categories of worker rights, conditions in sectors with U.S. investment do
not differ significantly from conditions elsewhere in the country.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum................ .................................. (1)
Total M anufacturing ............................................................... 206

Food & Kindred Products ................................................... 4
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ........................................... .- 3
Machinery, except Electrical ............................................... 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. 0
Other M anufacturing .......................................................... 181

Wholesale Trade ...................................................................... 3
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .................................. ............ 3
Services .................................................................................... (1)
O th er Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,196

' Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

ECUADOR

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (at 1985 prices) ................................... 11,756 12,226 12,593
Real GDP Growth (percent) ................................ 2.0 4.0 3.0
GDP (at current prices) ....................................... 14,311 16,555 17,880
GDP by Sector:

Agriculture, Fishing ......................................... 1,733 1,951 RI 2,046
Petroleum, Mining ........................................... 1,534 1,791 1,928
M anufacturing .................................................. 3,112 3,541 3,828
Electricity, Gas, Water ..................................... 40 47 56
Construction ..................................................... 699 880 953
Transport, Communications ............................ 1,277 1,530 1,704
Commerce, Hotels ............................................. 2,894 3,276 3,536
Finance, Business Services....................718 846 890
Government, Other Services ........................... 1,531 1,779 1,927
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

Sales Tax, Other ............................................... 775 913 1,074
Net Exports (Goods & Services) ...................... 90 310 2231

Real Per Capita GDP ('85 US$) ......................... 1,071 1,090 1,099
Labor Force (est.--000s) ...................................... 3,503 3,590 3,670
Open Urban Unemployment (percent) ............... 9.4 7.1 N/A

Money and Prices (annual percentage growth)
Money Supply (M2 Growth) ................................ 54.0 58.0 32.0
Base Interest Rate ............................................... 33.8 34.6 344.0
Personal Savings Rate ......................................... 5.3 N/A N/A
Consumer Price Inflation .................................... 31.0 25.4 22.0
Exchange Rate (sucres/US$) ............................... 1,918 2,197 4 2,580

Balance of Payments:
Merchandise Exports FOB .................................. 3,062 3,717 4,400

Exports to U.S .................................................. 1,410 1,576 1,900
Merchandise Imports CIF ................................... 2,562 3,642 4,200

Imports from U.S .............................................. 824 922 1,050
Aid from U.S. (fiscal year) ................................... 18.0 16.6 12.7
Aid from Other Countries ................................... 112 128 160
External Public Debt ........................................... 13,025 13,758 e12,594
Debt Service Payments ........................................ 902 1,202 5 8,848
Foreign Exchange Reserves ................................ 1,254 1,712 1,600
Merchandise Trade Balance ................................ FOB 588 435 320

Balance with U.S. (est.) ................................... 640 760 850
Current Account Balance .................................... -682 -807 -737

11996 estimates based on data available in November 1995.
2GDP net exports not including interest payments.
'Average annual interest rate for 90.day bank deposits.
4Average annual free market exchange rate.'1995 debt stock and service payments as of July 31, 1995. Debt service includes $6.1 billion in principal

refinancing and interest capitalization of commercial bank debt in February 1995.

1. General Policy Framework
The Ecuadorian economy is based on petroleum production, along with exports of

bananas, shrimp, and other primary agricultural products. Industry is largely ori-
ented to servicing the domestic market, but is becoming more export-oriented. Dur.
ing the oil boom of the 1970's, the Ecuadorian government borrowed heavily from
abroad, subsidized consumers and producers, and expanded the statA's role in eco-
nomic production. These policies led to chronic macroeconomic instability in the
1980's. Since 1992, the government of President Sixto Duran-Ballen has sought to
stabilize the economy, modernize the state, and expand the role of the free market.
While the macroeconomic prog, am has been relatively successful, the economy suf-
lered a series of shocks during 1995 and the government has had difficulty imple-
menting the structural reforms required to improve the investment climate and
prospects for long-term growth.

Economic stabilization measures including large fuel and public utility price
hikes, had, by 1994, eliminated Ecuador's public sector budget deficit, lowered
chronic inflation, slowed the depreciation of the currency, and built up the country's
foreign currency reserves. The public sector fiscal outlook was also helped by the
elimination of subsidized credit from the Central Bank partial unificationn of the
government budget, introduction of domestic fuel pricing based on world market fac-
tors, and laws to reform the tax and customs systems.

IrJanuary 1995, fighting broke out between Ecuador and Peru in a remote jungle
area along their border. The month-long war resulted in a significant shock to the
financial system and a sharp increase in military spending. Nevertheless, the gov-
ernment has continued to maintain strict fiscal discipline. The consolidated public
sector deficit for 1995 is expected to rise to 1.1 percent of GDP and return to balance
in 1996. Public sector expenditures (including the state enterorises, but excludin
the military's capital budget funded by a direct allocation of oil revenues) accounted
for about 24 percent of GDP in 1994. Debt service is the largest area of government
spending, followed by education and defense. Public investment for 1995 is esti-
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mated at 6.4 percent of GDP and is At to rise to 6.8 percent of GDP in 1996. The
government remains highly dependent on revenue from oil exports and domestic
fuel sales, but is seeking to increase revenue from value-added and income taxes.

During 1994, increased production in the petroleum, banana, construction, and
manufacturing sectors generated real economic growth of four percent, double the
rate of 1993.-Unfortunately, the long-awaited general economic recovery was de.
layed by the impact of the border conflict on the domestic economy, several months
of electricity rationing beginning in August 1995, and the onset of a political crisis
that led to the resignation of the vice president in October 1995. Although most ob-
servers expect growth to slow to less than 2.5 percent in 1995, the offifial projection
is for growth of at least three percent in 1995 and up to four percent in 1996. Gross
domestic product (at current prices) should reach nearly $18 billion in 1995, produc-
inga GOP per capita of $1,560.

In 1994, Ecuador ran a f435 million merchandise trade surplus and a current ac-
count deficit of $807 million due to a services deficit of $1,387 million. Although
1995 exports are running about 25 percent above 1994 levels, increased military im-
ports should reduce the trade surplus to around $300.million.

A major accomplishment of the Duran-Ballen administration has been the reduc-
tion of inflation from 60 percent in 1992 to 25.4 percent in 1994. Consumer prices
are likely to rise by 21-23 percent in 1995. The government hope; to reduce infla-
tion to 17-19 percent in 1996. After two and a half years of capital inflows and a
rapid increase in the money supply, M2 growth in 1995 is expected to drop below
40 percent. The border conflict, the political crisis, and increasing g expectations of
a devaluation, combined with the government's willingness to tighten liquidity in
crder to protect both the exchange rate and its foreign reserves, have kept realin-
terest rates on 90-day deposits at around 20 percent tor much of 1995. With lending
rates reaching 35 percent in real terms, the productive sector of the economy has
come under increasing pressure and a growing proportion of loans are past-due. The
Central Bank attempts to smooth out fluctuations in liquidity through weekly bond
auctions and interventions in the secondary market, but no longer uses bank re-
serve requirements as a monetary tool. During periods of capital inflows, the gov-
ernment compensates for the inflationary effects of foreign exchange influx by in-
creasing its sucre deposits at the Central Bank.
2. Exchange Rate Policies

In 1992, Ecuadorian monetary authorities carried out a substantial one-time
devalution, liberalized exchange rate policy and embarked on a controlled float of
the sucre. A high interest rate differential between Ecuador and the United States
attracted substantial net capital inflows and kept the nominal depreciation of the
sucre below the rate of inflation. The strong currency and earlier trade liberalization
measures made imports more competitive and served as an anchor against inflation.
Ecuadorian exporters, however, are increasingly caught between rising sucre costs
and stagnant sucre earnings.

In December 1994, the monetary authorities introduced a pre-announced ex-
change rate band with a projected annual devaluation rate of 12 percent. The band
was adjusted in February 1995 due to the border conflict and again in October 1995
as the currency came under pressure due to the political crisis and fears of over-
valuation. The devalution rate is now projected at 16.5 percent, for 1996.

Foreign currency is readily available on the free market, trading at 2,943 sucres
to the dollar in mid-January 1996. There are no restrictions on the movement of
foreign currencies into or out of Ecuador. The state oil company and other public
entities are required to exchange dollars with the Central Bank at a less favorable
rate than obtainable on the free market. During 1995 however, the official spread
was reduced from 11 percent to 2 percent below the free market rate. By the end
of October 1995, foreign exchange reserves had risen to $1.63 billion, enough to
cover imports for four months. Renewed payment of debt service in 1995 has-been
offset by increased inflows of multilateral development funds.
3. Structural Policies

The Duran-Ballen administration has enjoyed only partial success with a struc-
tural reform program designed to promote investment and economic growth.
Progress was made on budgetary reform, reduction of public employment levels, and
elimination of unnecessary and market-distorting regulations. With a few exceptions
for pharmaceuticals some foodstuffs, and fuels, all prices are now set by the free
market. New laws have estabished a basis for the development of equity capital
markets, modern regulation of financial institutions, and improvement in the secu-
rity of agricultural fand tenure for both peasants and agrobusiness. In most cases,
however, implementation has lagged behind legislation.
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The 1993 state modernization law allowed private sector participation in "strate.
gic sectors" of the economy, including petroleum, electricity, and telecommuni-
cations, but only on a concession basis. The National Modernization Council
(CONAM) has sought to promote privatization and the state development banks
have sold much of their equity stakes in commercial enterprises to the private sec.
tor. The armed forces have expressed interest in selling some shares in military-
owned companies to private sector partners. In August 1995, CONAM completed the
sale of Ecuatoriana, the bankrupt state airline and Congress enacted legislation to
sell 35 percent of the shares in the state telephone company, EMETEL. -In spite of
the severe electricity shortage, Congress has yet to pass a law to encourage privat-
ization of the electric utility.

The government's plan to contract with a private consortium to construct and
manage a second oil pipeline across the Andes faces political opposition. Tentative
steps have been taken toward granting private concessions for public works the
civil registry, airports, ports and customs administration, and postal and railroad
services. There is a general recognition of the need for major reform of public edu-
cation and the social security system's troubled pension and health systems, but the
government faces opposition from public sector unions.

Investment liberalization measures in 1991 and 1993 provided foreign investors
with full national treatment and eliminated prior authorization requirements for in-
vestment in most industries, including finance and the media. Specific restrictions,
most applicable to Ecuadorian as well as foreign investors, remain for petroleum,
mining, electricity, telecommunications, and fishing investments. A bilateral invest-
ment treaty that provides free transfers and a binding arbitration dispute settle-
ment procedure was signed with the United States in August 1993 and ratified by
Ecuador's Congress in September 1994.

The capital markets law equalized income tax rates on foreign and domestic com-
panies at 25 percent. A value-added tax of 10 percent applies to imports and sales
of goods and services in the formal sector. Utilizing the more investor-friendly proce-
dures of the November 1993 hydrocarbons law, the goverment generated consider-
able foreign interest in the 1994 seventh petroleum exploration licensing round.

4. Debt Management Policies
In February 1995, Ecuador and its commercial creditors exchanged financial in-

struments to complete a comprehensive restructuring of its $7.1 billion external
commercial bank debt and associated arrears. Under the agreement, creditors ex-
changed existing instruments for new bonds carrying a 45 percent discount or for
par bonds with fixed interest rates varying from 3 to 5 percent. The government
spent about $540 million, using multilateral bank financing, to purchase collateral
for debt principal and interest. Service on the commercial debt should average about
1.7 percent of GDP through the year 2000, but will rise thereafter unless the gov-
ernment takes steps to retire some of its debt stock.

Ecuador has concluded bilateral rescheduling agreements with most of its official
creditors under a 1994 Paris Club agreement covering $304 million in pre-1983 obli-
gations that fell due in 1993 and 1994. However, the financial demands of the bor-
der conflict and the commercial bank debt restructuring has resulted in some short-
term arrearages on bilateral debt payments. In 1994, Ecuador completed negotia-
tions on a major structural adjustment loan with the World Bank. In November
1995, the government announced that it was negotiating with the IMF to replace
its March 1994 stand-by arrangement with a less strict IMF monitored program.

At the end of the first half of 1995, Ecuador's external public debt was about
$12.7 billion, down $776 million from 1994. Total public and private debt service
owed in 1994 amounted to 69 percent of goods and services exports and 19 percent
of GDP. Settlement of the commercial bank debt issue was a major priority for the
Duran-Ballen administration and its resolution has improved Ecuador's credit-
worthiness and attractiveness to investors.

5. Significant Barriers to U.S. Exports
Ecuadorian trade policy was substantially liberalized during the early 1990's, re-

sulting in a reduction of tariffs and tariff dispersion, elimination of most non-tariff
surcharges, and enactment of an in-bond processing industry (maquila) law. The
Duran.Ballen administration continued the move towards open trade by concluding
bilateral free trade agreements with its Andean Pact partners Colombia, Bolivia,
and Venezuela. After two years of negotiations with its major trading partners, Ec-
uador signed its accession to the World Trade Organization (WTO) in September
1995, and became a WTO member on January 30, 1996.

Since 1991 duties and fees for most imports into Ecuador fall in the 5 to 20 per-
cent range. Ecuador joined with Colombia and Venezuela to establish an Andean
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common external tariff on February 1, 1995. Special exemptions allow Ecuador to
continue to charge lower rates for about half of the items on the common tariff
schedule. Andean Pact price bands that have resulted in highly effective tariffs for
a variety of agricultural products are scheduled to be phased out,

Customs procedures can be difficult, but are not normally used to discriminate
against US.. products. An ongoing customs reform is designed to reduce corruption
and improve efficiency in the customs service, thereby eliminating a major con-
straint on trade. The government has phased out its policy of setting minimum
prices for assessing customs duties on certain imports, and has promised not to use
sanitary requirements for imported foods and other consumption qoods to block the
entry of some imports from the United States. Import bans are in effect for used
clothing, used cars, and used tires, but are scheduled to be eliminated in 1996. All
importers must obtain a prior import license from the Central Bank, obtainable
through private banks. Licenses are usually made available for all goods.

A 1976 law prevents U.S. and other foreign suppliers from terminating existing
exclusive distributorship arrangements without paying compensation. Foreigners
may invest in most sectors, other than public services without prior government ap-
proval. There are no controls or limits on transfers of profits or capital, and foreign
exchange is readily available.

Government procurement practices do not usually discriminate against U.S. or
other foreign suppli-rs. However, bidding for government contracts can be cum-
bersome and time-consuming. Many bidders object to the requirement of a bank-is-
sued guarantee to ensure execution of the contract.

6. Export Subsidies Policies
Ecuador does not have any explicit export subsidy programs. The government has

terminated a temporary program to compensate banana and shrimp exporters for
increases in fuel costs.

7. Protection of U.S. Intellectual Property
Ecuador's protection of patent and trademark rights is based on Andean Pact De-

cisions 344 and 345, while copyrights are covered by Decision 351. The decisions
provide 20-year patent terms (except for some pharmaceuticals), protection for plant
varieties, and control of parallel imports. Ecuador's implementing regulations pro.
vide transitional or pipeline protection for patents registered during 1994.

Ecuador and the VS. signed a bilateral Intellectual Property Rights Agreement
(IPRA) in October 1993 that guarantees full protection for copyrights, trademarks,
patents, satellite signals, computer software, integrated circuit layout design s, and
trade secrets. However, the Ecuadorian Congress-has not ratified the IPRA or en-
acted legislation to harmonize local law with the agreement's requirements.

Enforcement of intellectual property rights remains a problem for Ecuador. Copy-
right infringement occurs and there is widespread local trade in pirated audio and
video recordings, as well as computer software. Local registration of unauthorized
copies of well-known trademarks is a problem since the government lacks the re-
sources to monitor and control such registrations. If a recent court decision is
upheld, foreign trademark owners may be prevented from terminating license ar-
rangements with Ecuadorian companies. Some local pharmaceutical companies
produce or import patented drugs without licenses and have sought to block im-
provements in IPR protection.
8. Worker Rights

a. The Right of Association.-Under the Ecuadorian constitution and labor code,
most workers in the private and parastatal sectors enjoy the right to form trade
unions. The revised labor code of November 1991 raised the number of workers re.
quired for an establishment to be unionized to 30. Less than 14 percent of the labor
force, mostly skilled workers in parastatal or medium to large sized industries, is
organized. Except for some public servants and workers in some parastatals, work-
ers by law have the right to strike. Sitdown strikes are allowed, but restrictions on
solidarity strikes were imposed in 1991. Ecuador does not have a high level of labor
unrest. Most strike activity involves public sector employees.

b. The Right to Organize and Bargain Collectively.-Employers with more than
30 workers-belonging to a union are required to engage in collective bargaining
when requested fy the union. The labor code prohibits discrimination against
unions, requires that employers provide space for union activities, and provides for
resolution of conflicts through a tripartite arbitration and conciliation board process.
Employers are not permitted to dismiss permanent workers without the express per-
mission of the Ministry of Labor. Despite reforms in 1991, employers consider the
labor code to be unfavorable to their interests.
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The in-bond (maquila) law permits the hiring of temporary workers in maquila
industries, effectively limiting unionization in the sector.

c. Prohibition of Forced or Compulsory Labor.-fCompulsory labor is prohibited by
both the constitution and the labor code and is not practiced.

d. Minimum Age for Employment of Children.-Persons yournger than 14 years
old are prohibited by law from working except in special circumstances such as ap.
prenticeships. Those between the ages of 14 and 18 are required to have the permis-
sion of their parent or guardian to work. In practice, many rural children begin
working as farm laborers at about 10 years of age, while poor urban children under
age 14 often work for their families in the informal sector.

e. Acceptable Conditions of Work.-The labor code provides for a 40-hour work
week, two weeks annual vacation, a minimum wage, and other variable employer-

rovided benefits such as uniforms and training opportunities. The minimum wage
set by the Ministry of Labor every six months and can be adjusted by Congress.

Mandated bonuses bring total monthly compensation to about $140. The Ministry
of Labor also sets specific minimum wages by job and industry so that the vast ma-
jority of organized workers in state industries and large private enterprises earn
substantially more than the general minimum wage.

The Duran-Ballen administration has proposed a simplification of the complex
wage and bonus system. The labor code also provides for general protection of work-
ers' health and safety on the job. Occupational health and safety is not a major
problem in the formal sector. There are no enforced safety rules in the agriculture
sector and informal mining.

f. Rights in Sectors With U.S. Investment.-The economic sectors with U.S. invest-
ment include petroleum, chemicals and related products, and food and related prod-
ucts. U.S. investors in these sectors are primarily large, multinational companies
which abide by the Ecuadorian labor code. In 1995 there were no strikes or serious
labor problems in any U.S. subsidiary. U.S. companies are subject to the same rules
and regulations on labor and employment practices governing basic worker rights
as Ecuadorian companies.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 546
Total M anufacturing ............................................................... 129

Food & Kindred Products ................................................... 55
Chemicals and Allied Products ........................................ -6
Metals, Primary & Fabricated ............................................ 19
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................. (1)
Other M anufacturing ......................................................... .35

Wholesale Trade ...................................................................... 40
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 0
Services .................................................................................... 0
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 728

lSuppressed to avoid disclosing data of individual companies.

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

Key Economic Indicators
[Millions or U.S. dollars unless otherwise noted]

199...1904..9961

Income, Production and Employment:
Real GDP (1990 Prices) c ..................................... 5o016.4  5 ,3 04.8  6,596

Real GDP Growth (percent) ................................ 7.4 6.0 5.5
GDP (at current prices) ....................................... 6,956.6 8,144.4 9,528.0
GDP by Sector:

Agriculture ........................................................ 969.0 1,129.2 1,330
Energy, mines and water ................................. 97.8 122.3 98
Manufacturing .................................................. 1,557.3 1,805.6 2,010
Construction ..................................................... 303.7 373.6 340
Rents ................................................................. 626.4 700.0 854
Financial Services ............................................ 173.0 212.4 240
Other Services.3 ... . . . . . . . . . . . . . . . .. 2,093.7 2,181.0 2,600
Public Administration ...................................... 434.1 480.0 532
Net Exports of Goods and Services 4 ...... . . . .. .. ..  -1,126 - 1,303 - 1,340

Nominal per capita GDP (US$) ................ 1,345.6 1,542.5 1,763
Labor Force (000s)15 ..................... . . .. . . . .. . . . .. . . . . .. . . ..  965 1,041 1,124
Unemployment Rate (percent)s. . . . . . . . . . . . . . . . .  7.8 7.5 8.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 28.3 22.0 19.5
Base Interest Rates ....................... . .. . . .. . . . .. . . . .. . . . ..  16-19 16-19 16-21
Personal Saving Rate (deposits) ......................... 6-8 6-8 6-8
GDP Deflator ........................................................ 14.9 8.8 9.8
Consumer Price Index....................- 12.0 8.9 11-13
Exchange Rate (colon/US$)................... 8.70 8.72 8.75

Balance of Payments and Trade:
Total Exports FOB4 ............................................. 1,032 1,249 1,680

Exports to U.S ......................................................... 340 606 800
Total Imports CIF ............................................... 2,145 2,574 3,340

Imports from U.S ..................................................... 870 1,234 1,620
Aid from U.S. ...................................................... 161 215 70
Aid from Other Countries ................................... 44 30 77
External Debt ....................................................... 2,012 2,245 2,200
Debt Service Payments (paid) ............................. 293 345 204
Gold and Forex Reserves ..................................... 645 716 936
Trade Balance ...................................................... - 1,113 - 1,325 - 1,660

Balance with U.S .............................................. - 530 -627 -820
11995 figures are Central Bank projections (as of Nov. 95).
2GDP at-market cost; Central Bank exchange rate as shown elsewhere.3Other services includes: Commerce, transport, storage, communications, restaurants and hotels.41neludes maquila processing.
$Ministry of Planning household survey.

Loan rate.
?Excludes military aid.

1. General Policy Framework
With increased output in the agricultural, transport, and manufacturing sectors

the Salvadoran economy stayed on a steady growth course in 1995. Real GDP
gowth was estimated at 5.5 percent, moderately slower than the 6 percent achieved
in 1994. Inflation for the year was estimated to be in the 11 to 13 percent range,
an increase over 1994's 8.9 percent rate and substantially higher thay) the 6--8 per.
cent forecast. The unexpected increases were attributed to a record 2.6 percent spike
in prices in July, stemming from a value added tax (VAT) tax hike and public sector
utilities rate increases, and aggravated by the impact of heavy rains on agricultural
prices.

El Salvador's balance of payments continued to show a net surplus. Exports in
1995 grew slightly faster than imports, narrowing El Salvador's almost two-to-one
trade deficit. As in the previous year, the large trade deficit (1.6 billion dollars) was
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offset by foreign aid and family remittances. Private foreign capital flowed in at
record levels. Remittances remain the second most important source of foreign ex-
change after exports and a major factor in El Salvador's macroeconomic stability.
The Central American Common Market continued its dynamic reactivation process,
now with most regional commerce duty-free.

In February 1995, President Armando Calderon Sol announced a far-reaching eco-
nomic reform plan that included tariff cuts privatization of many of the remaining
state-owned enterprises, modernization of the state, and a fixed exchange rate. The
package was aimed at reducing internal costs, making El Salvador more attractive
to foreign investment, and positioning the country for further regional economic in-
tegation.

Most elements of the plan have not moved ahead as fast as the President origi.
nally proposed. Sale of the last of the state-owned banks was begun in 1995, but
privatization legislation for the electrical and telecommunications sectors has been
delayed. On the plus side, the government has restructured some ministries, and
has received legislative approval to lay off 15,000 employees as part of the mod-
ernization effort. Tariffs on capital goods were lowered to one percent on April 1,
1995 and all tariffs were scheduled to come down further on January 1, 1996. Presi-
dent Calderon Sol has indicated that he expects to implement a tariff regime be-
tween zero and six percent for all traded goods by, 1999.

In mid-1995, the government of El Salvador flirted briefly with the idea of switch-
ing to a dollar economy, going a step further than the fixed exchange rate proposed
by the President in February. Although the monetary authorities are still inter-
ested, and have taken a number of administrative steps to encourage use of dollars
in the economy, no political decision has been made. The colon, currently valued at
about 8.7 to the dollar, has traded in a narrow range for the past two years, main-
tained to a certain extent by modest interventions on the part of the Central Bank.
Controls on interest rates have been removed, allowing rates to return to real posi.
tive levels. A generally disciplined monetary policy has reduced inflation from 19
percent in 1992 to an estimated 11.5 percent in 1995.

Fiscal policy has been the biggest challenge for the Salvadoran government. The
peace accords signed between the government and the Farabundo Marti Liberation
movement (FMLN) in January 1992 committed the government to heavy expendi-
tures for transition programs and social services. Although international aid has
made up some of the difference, the government has focussed on improving the col-
lection of its current revenues. A 10 percent value-added tax (VAT) implemented
in September 1992, was raised to 13 percent in July 1995. The VAT is estimated
to have contributed 40 percent of total tax revenues in 1995; collections in the first
six months of the year were up 30 percent over 1994, thanks to improved collection
techniques. In 1996, VAT is projected to bring in 55 percent of total tax revenue.

El Salvador became a member of the World Trade Organization on May 7, 1995
and expects to implement the full range of its WTO commitments on or ahead ofschedule.

2. Exchange Rate Policies
A multiple exchange rate regime that had been used to conserve foreign exchange

was phased out during 1990 and replaced by a free-floatin rate. The colon depre-ciated from five to the dollar in 1989 to eight in 1991 but as remained relatively
stable since. The exchange rate on January 12, 1996 was colons 8.75 to $1.00. Large
inflows of dollars in the form of family remittances from Salvadorans working in the
U.S. offset a substantial trade deficit. The monthly average of remittances reported
by the Central Bank is around $85 million, with the total estimated at more than
$1 billion for 1995.
3. Structural Policies

U.S. exports to El Salvador have increased over 60 percent since 1991, accounting
for almost 50 percent of El Salvador's total imports in 1995. The key policy change
driving this trend was the government's decision to lower radically tariff barriers.
El Salvador's open trade policies are not likely to be reversed. Although the country
has run up huge trade deficits in recent years, they have been more than offset by
remittances, short-term capital inflows, official transfers and loans. In fact, El Sal.
vador's net international reserves are estimated at $936 million as of December
1995, up 30 percent over 1994. Also contributing to the surge in imports is the ro-
bust rate of economic growth and a post-war construction boom. Over 75 percent of
imports in 1995 were in the categories of capital and intermediate goods. The gov-
ernment of El Salvador has-an open procurement policy in practice and U.S. compa-
nies compete actively for contracts.
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Prices, with the exception of bus fares and utility rates, are set by the market.
The Legislative Assembly is currently considering legislation to set up a regulatory
commission to set electricity rates. A similar commission will likely be created to
set telephone and water rates. The 13 percent value-added tax is applied equally
to all goods and services, imported and domestic, with a few limited exceptions
(dairy products, fresh fruits and vegetables, and medicines). It has not proven to be
an impediment to import sales. At the end of 1994 the government replaced a price
band mechanism, introduced in 1990 to regulate thie tariffs on basic grains, with a
fixed tariff of 20 percent ad valorem.
4. Debt Management Policies

El Salvador's external debt decreased sharply in 1993, chiefly as a result of an
agreement under which the United States forgave about $461 million of official debt.
As a result, total debt service decreased bylf6 percent over 1992. In 1995,El Sal-
vador received $147 million in external aid, from multilateral institutions, bilateral
sources, and private sources. External debt went down from $2.245 billion in 1994
to $2.2 billion in 1995 and debt service fell correspondingly to $204 million. El Sal-
vador has eliminated all payment arrears, and its debt burden is considered mod-
erate.

The government of El Salvador has been successful in obtaining significant new
credits from the international financial institutions. Among the most significant
loans are a second structural adjustment loan from the World Bank, for $52.5 mil.
lion, another World Bank loan of $40 million for agricultural reform, a $20 million
loan from the Central American Bank for Economic Integration to be used to repair
roads and a $60 million Inter-American Development Bank (IDB) loan for poverty
alleviation projects.
5. Significant Barriers to U.S. Exports

There are no legal barriers to U.S. exports of manufactured goods or bulk, non.
agricultural commodities to El Salvador. Most U.S. goods face tariffs from one to
20 percent with rates expected to fall further by 1999. While higher duties are ap-
plied to automobiles alcoholic beverages, textiles and some luxury items, the Salva-
doran government plans to roll these excepted products into its general tariff sched-
ule as it implements the 1996-99 reductions.

Generally, standards have not been a barrier to the importation of U.S. consumer.
ready food products. The Ministry of Health requires a "Certificate of Free Sale"
showing that the product has been approved by U.S. health authorities for public
sale. Importers also may be required to deliver samples for laboratory testing but
this requirement has not been enforced. All fresh foods, agUltural commodities
and live animals must be accompanied by a sanitary certificate. Basic grains and
dairy products also must have import licenses. Authorities have not enforced the
Spanish -language labeling requirement.

Restrictions on foreign banks entering El Salvador have been removed. Foreign
banks now face the same requirements as Salvadoran banks and can offer a full
range of services.

El Salvador officially promotes foreign investment in virtually all sectors of the
economy. The foreign investment law allows unlimited remittance of net profits for
most types of business and manufacturing, and up to 50 percent for commercial or
service companies. Both electricity generation and distribution and telecommuni-
cations remain in the hands of government monopolies. A bill being considered by
the Legislative Assembly would open up electrical generation to private sector in-
vestment. One U.S. power company has already invested in a local generating sta-
tion. The government has also aflowed some private sector involvement in tele-
communications, improving the prospects of U.S. exports in these sectors.

6. Export Subsidies Policies
El Salvador does not employ direct export subsidies. It offers a six percent rebate

to exporters of non-traditional goods based on the FOB value of the export, but ex-
porters have found it very difficult to collect. In addition, exporters benefit from an
exemption from the tax on net worth. Free zone operations are not eligible for the
rebate but enjoy a 10-year exemption from income tax as well as duty-free import
privileges.

Interest rates paid by farmers, manufacturers, and businessmen in general for
production loans are set by the market (currently from 19 to 22 percent). The Agri-
cultural Development Bank (BFA) which serves predominantly small basic grains
producers, and the Multilateral investment Bank, which was formed out of a
Central Reserve Bank window to finance private sector projects, both charge com-
mercial rates for loans. In 1993, as result of the Peace Accords, the government ap.
proved a special fund to reschedule the debts of farmers, manufacturers, and busi-
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nessmen who could prove that their financial troubles were caused directly by the
conflict. The rescheduling allowed generous terms to repay their debts (8 percent in-
terest rate, 4 years grace, and 20 years term). In October 1994, the Salvadoran
Central Bank announced that it would write off $5.7 million in credits granted to
some 10,000 small businesses that sustained losses during the armed conflict.

7. Protection of U.S. Intellectual Property
El Salvador's new law protecting intellectual property rights took effect in October

1994. However the government has been hampered by resource limitations and a
burgeoning crime rate that has forced it to Oive priority to crime-related issues. El
Salvador remains on the Special 301 watch hst pending U.S. government evaluation
of the law's implementation.

The 1994 law addresses several key areas of weakness. Patent terms are length.
ened to 20 years and the definition of patentability is broad. Compulsory licensing
applies only in cases of national emergency. Computer software is also protected,
as are trade secrets. Trademarks, however, are still regulated by the Central Amer-
ican Convention for the Protection of Industrial Property. It is an occasional practice
to license a famous trademark and then seek to profit by selling it when the legiti-
mate owner wants to do business in El Salvador. In November 1994, El Salvador

signed an amended version of the convention, which, among other things, would ad-

dress this issue. The revised convention will take effect upon ratification by three
of the participating Central American governments.

In addition to problems with enforcement, the Salvadoran government" suffers
from antiquated and disorganized bureaucratic procedures for regstering patents
and trademarks that have caused delays of up to riveyears in fiing rgistrations
and adjudicating oppositions. The National Registry office was reorganized in late
1995 in an effort to address some of these problems.

The government of El Salvador is currently engaged in negotiations with the U.S.
on a bilateral I PR agreement. El Salvador is a signatory to the Geneva phonograms,
Paris industrial property, and Berne copyright conventions. It does not belong to the
International Convention for the Protection of New Varieties of Plants (UPOV) or
the Washington Satellite Convention.

8. Worker Rights
a. The Right of Association. -Approximately 150 unions, public employee associa-

tions, and peasant organizations represent over 300,000 Salvadorans, about 20 p~er-

cent of the total work force. Private sector workers can form unions and stnie,
while public sector workers can form employee associations, but may not strike. (De-

spite the restriction, there have been many strikes in the public sector.) Major re-

forms to the labor code were passed in 1994, streamlining the process required to

form a union; extending union rights to agricultural, independent, and small-busi-
ness workers; and extending the right to strike to union federations.

b. The Right to Organize and Bargain Collectively.--Only private sector unions

and unions at autonomous public agencies have the right to collective bargaining,
though in practice government workers do so as well. The employment of union offi-

cials is protected by law until one year after the end of their term. This measure
is generally respected, but some organizers have been dismissed before receiving

union credentials. While the labor code reforms attempt to address this problem,

unions claim the practice continues.
c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced

or compulsory labor except in the case of calamity and other instances specified by

law. This prohibition is followed in practice.
d. Minimum Age for Employment in Children.-The Salvadoran Constitution pro-

hibits the employment of children under the age of 14. Exceptions may be made only

where such employment is absolutely indispensable to the sustenance of the minor

and his family, most often the case for children of peasant families, who tradition-

ally work with their families during planting and harvesting seasons. Children also

frequently work in small businesses as laborers or vendors, despite the legal re-

quirement that they complete schooling through the ninth grade. Child labor is not

found in the industrial sector.
e. Acceptable Conditions of Work.-In July the government raised the minimum

wages for commercial, industrial, service, arid agro-industrial employees by 10 per-

cent. The new rate for industrial and service workers was 38.50 colonel per day

(about $4.40); agro-industrial employees must be paid 28.60 colones (about $3.30),

including a food allowance, per day. Despite these increases, approximately 40 per-

cent of the population lives below the poverty level. The law limits the workday to

eight hours and the work week to 44 hours, requiring premium pay for additional
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hours. Occupational safety remains a problem because of outdated regulations, lim.
cited enforcement resources, and a reluctance to strictly enforce regulations.

f. Rights in Sectors With U.S. Investment.-U.S. investment inEl Salvador is dis-
tributed fairly evenly inside and outside the so-called "maquilas" or free zones. The
labor laws apply equally to all sectors, including the free zones. However, in prac.
tice, businesses in the free zones discourage union activity; those trying to form
unions have been fired. The Ministry of Labor lacks the resources and support from
the legal system to adequately monitor the activities of the companies in the free
zones. A proposed law wouldallow the government to remove the import/export
privileges of maquilas that broke labor laws.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 53
Total M anufacturing .............................................................. (1)

Food & Kindred Products ................................................ 5
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ 6
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ............................................... 0
Other M anufacturing ........................................................ 6

Wholesale Trade ..................................................................... 2
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 4
Services .................................................................................... 3
O th er Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 137

1Suppressed to avoid disclosing data of individual companies.

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

GUATEMALA

Key Economic Indicators
WMillions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 Prices) 2 3 ...... .. . .. . . . . . . . .. . . .. . . 8,371 9,373 9,662
Real GDP Growth (percent) ........................... 3.9 4.0 4.0
GDP (at current prices)2 ............... .. . . .. . .. . . .. . . .. .. . .  10,216 11,773 13,553
GDP by Sector:

Agriculture ........................................................ 2,788 3,150 3,625
Energy and Water ........................................... 326 387 442
Manufacturing .................................................. 1,630 1,846 2,122
Construction ..................................................... 247 271 309
Rents ................................................................. 540 620 707
Financial Services ............................................ 506 594 678
Other Services ........... ................... 674 762 855
Government, Health and Education ............... 843 981 1,105
Transportation .................................................. 944 1,110 1,252
Commerce ......................................................... 2,709 3,137 3,566
M ining ............................................................... 34 52 74
Net Exports of Goods and Services ................. - 1025 - 1137 - 1182

Real Per Capita GDP (USD). .................. .835 908 910
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Key Economic Indicator.-Continued

(Millions or U.S. dollars unless otherwise noted]

Labor Force (000s) ............................................... 2,897 2,994 3,081
Unemployment Rate (percent) 4  5.5  5 .2  5 .0

Money and Prices (annual percentage growth):
Money Supply (M2) ............................................. 9.0 19.1 13.0
Base Interest Rates:

Commercial Banks (Deposits) ......................... 12.8 9.7 7.1
Commercial Banks (Loans) .............................. 24.7 22.9 20.9

Personal Saving Rate .......................................... N/A N/A N/A
Retail Inflation ..................................................... 11.6 11.5 10.0
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... 589 657 720
Exchange Rate (quetzal/US$-annual average)

Offi cial ............................................................... 5.66 5.77 5.80
Balance of Payments and Trade: 5

Total Exports FOB 5 ............................................. 1,356 1,644 1,983
Exports to U.S .................................................. 501 479 636

Total Imports CIF 5 ..................... . . . .. . . .. . .. . . .. . . .. . .. . .  2,381 2,781 3,165
Imports from U.S .............................................. 1,172 1,139 1,364

Aid from U.S . ....................................................... 56 57 33
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 2,086 2,160 2,142
Debt Service Payments (Paid) ............................ 585 398 350
Gold and Forex Reserves ..................................... 736 796 600
Trade Balance5 .......................... .. . . .. . . .. . . .. . .. . . .. . . .. .  - 1,025 - 1,137 -1,182
Balance with U.S." ............................................... -671 -660 - 729

1199I estimates are based on data through October 1996.
liCalculated using an exchange rate of Q-5.8 to USD 1.
*Derived by the Embassy using Guatemalan data.4Does not reflect underemployment estimated at 50 percent.
'Merchandise Trade data from Guatemalan Customs.

1. General Policy Framework
Guatemala is a generally open economy with the largest GDP in Central America.

For the last five years, real GDP growth has averaged about 4 percent and popu-
lation growth about 2.9 percent annually. Infrastructure deficiencies, particularly in
education, electricity and transportation, constrain more rapid development. During
the same period the government has liberalized and modernized the financial sys-
tem, decontrolled petroleum prices and revised the commercial code. The govern-
ment also began discussion of privatizing and/or deregulating the remaining state
monopolies in telecommunications, electricity and rail transport. Further action on
these proposals depends on decisions by the new government elected in January
1996. Guatemala joined the World Trade Organization in August, 1995. Corn, rice,
and apples are the only items for which government policies restrict U.S. exports.

In elections in November of 1995, the National Advancement Party (PAN) won a
majority in the unicameral national legislature and in a run-off election on January
7 1996, Alvaro Arzu, the PAN candidate and former mayor of Guatemala City, was
elected president. He was sworn-in on January 14 and named a significant number
of business leaders to economic portfolios. Early indications are that the government
plans to pursue further liberalization and emphasize infrastructure development. A
major challenge for the new government, on which it has indicated plans to move
rapidly, will be to complete the peace process bringing to an end the 35-year long
civil war. Four accords have been signed and a fifth with important economic impli-
cations is under negotiation.

Agriculture and commerce each contribute about 25 percent of GDP, manufactur-
ing adds 15 percent and government activity 12 percent. The agricultural sector,
concentrated around coffee (the biggest foreign-exchange earner), sugar, bananas,
and cardamom, accounts for over two-thirds of all exports and over half of all em.
ployment. Exports to other Central American countries, principally of processed

d, are expanding, as are *non-traditional" exports to other markets, including
fresh fruit and vegetables and garment assembly. Tourism is Guatemala's second
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largest earner of foreign exchange. Remittances estimatedto be in excess of $500
million per year come primarily from relatives living in the U.S.

Tax collections provide the equivalent of less than eight percent of GDP, forcing
successive governments to control stringently expenditures in order to limit the
budget deficit. Since 1994, the Central Bank (Bank of Guatemala) has been prohib-
ited from financing the deficit, forcing the government to issue treasury bonds, most
of which have been short term. On the strength of tight monetary policy, inflation
has been kept in check since 1991 and was estimated to have been under 10 percent
in 1995.

Guatemala became a member of the World Trade Organization on July 21, 1995.

2.Exchange Rate Policies
Guatemala has an open, relatively undistorted exchange regime. The Bank of

Guatemala intervenes only infrequently to dampen speculation. There are no legal
or other constraints on remittances or other capital flows, A number of local banks
offer dollar denominated accounts in which the funds are held offshore. Legislation
is pending to liberalize further the exchange regime to permit dollar accounts to be
maintained locally.

The quetzal-dollai exchange rate was relatively stable through 1994 and until
September 1995, resulting in a real appreciation of the quetzal of nearly 20 percent
since the end of 1991. In the last third of 1995, the rate declined from 5.7 quetzals
to the dollar to 6.2 before returning to about 6.0 to the dollar. This is consistent
with the pattern for the past several years. The quetzal tends to strengthen during
the autumn as export earnings from coffee and sugar begin to flow into the country.
The exchange rate on January 12, 1996 was quetzals 6.0297 to 1 USD.

3.Structural Policies
In 1995, government receipts rose by more than 30 percent, largely from increased

collections of customs duties and the value added tax. Nevertheless, the tax base
remains extremely narrow, severely constraining needed public sector spending.
Over the long term, improved tax collection, in the face of widespread evasion, is
needed if the government is to be able to invest in education and infrastructure. In
January 1996, the value added tax increased from 7 to 10 percent, with the addi-
tional income earmarked for peace accord-related programs.

Several attempts to increase electric rates to cover long-term marginal costs, as
urged by the international financial institutions, have been blocked by court deci-
sions on the grounds that that the proposed increases were inadequately justified
and "violated consumers' human rights.' The Government continues to seek a solu-
tion that would enable it to raise rates.

Sugar is virtually the only product on which Guatemala maintains price controls.
Direct government control of production is almost nonexistent.

4. Debt Management Policies
At the end of 1995, Guatemala's official foreign debt was equivalent to about 15

percent of GDP and the debt service ratio about 12 percent. This represents a sig-
nificant improvement from the situation in 1990, when the debt was equivalent to
35 percent of GDP. During this period the Bank of Guatemala's foreign debt was
,educed from nearly $800 million to under $400 million. Other public sector foreign
delt climbed from $1.6 billion to $1.75 billion and continues to increase.

The country's most significant foreign arrearage remains with Spain, for the con-
struction of a pulp mill which has never operated. The inability to resolve the status
of this debt has blocked full compliance with Paris Club rescheduling agreements.
At the beginning of 1995 Guatemala had an arrearage of $4.3 million with the U.S.
Although Guatemala previously had shadow programs, at present the only agree-
ment with the International Monetary Fund (IMF) is for monitoring of self-imposed
targets. As of mid-November 1995, net foreign exchange reserves were about $600
million, significantly below the target of $800 million. In November staff recommend
to the Executive Board of the World Bank a waiver of the few remaining conditions
for release of the third and final tranche of an Economic Modernization Loan. Re-
lease of the $48 million has been pending for more than a year as the government
sought to meet conditions related to pricing of electricity (see previous section).

Domestic interest rates remain at over 20 percent, as the Bank of Guatemala
seeks to control liquidity and prices in the face of heavy borrowing by the central
government. The rates have also attracted significant short term foreign capital,
with attendant risks. Interest payments on the debt, both foreign and domestic,
consumed just over 10 percent of the budget in 1995.
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5.Significant Barriers to U.S. Exports

Guatemala applies the common external tariff schedule of the Central American
Common Market, which ranges from five to 20 percent for almost all agricultural
and industrial goods. On December 1, 1995 the tariff on raw materials and many
capital goods was reduced to one percent. Imports are not generally subject to non-
tariff trade barriers, although possible arbitrary customs valuation and excessive
bureaucracy can sometimes create delays and complications.

Guatemala has only partially complied with its WTO commitments, failing to
eliminate import licenses for apples and pears or to expand the tariff rate quota on
poultry. The country's WTO tariff commitment is limited to ceiling binding at rates
substantially higher than those currently applied. The Government recently allowed
the price bands Tor basic grains and rice to expire.

Prcessed foods are required to be labeled in the Spanish language. While enforce-
ment of this regulation has been virtually non-existant, compliance is increasing.
Full enforcement could have a significant impact on U.S. exports.

Sanitary licenses are required-for all imports of animal origin. Inspection of the
processing plant in the country of origin, at the importers expense, is required for
the license. Implementation of this requirement has been uneven.

Some restrictions remain on foreign investment. Sub-surface minerals, petroleum
and other resources are considered State property. Concessions are typically granted
in the form of production-sharing contracts. The solicitation and contracting process
for energy concessions tends to be protracted and non-transparent. Some foreign oil
companies assert that the Guatemalan royalty scale is not competitive. Restrictions
on housing construction are so onerous they virtually exclude foreign participation.

By law, radio and television stations can be operated only by Guatemalan citizens
or by corporations which are at least 75 percent Guatemalan-owned. Foreigners can
own no more than 30 percent of "small mining" or forestry companies. Ground
transportation is limited to companies with at least 60 percent Guatemalan owner.
ship. Licensing requirements for fishing operations are enforced in such a way as
to ensure at least minority Guatemalan participation. Only airlines with at least 51
percent Guatemalan ownership can provide domestic service.

Foreign firms are barred from directly selling insurance or providing legal, ac.
counting or other licensed professional services. This hurdle can be overcome by es-
tablishing a locally incorporated subsidiary or through a correspondent relationship
with a local firm. Most of the "Big Six U.S. accounting firms are represented
through one of these methods.
6. Export Subsidies Policy

There are no export subsidies.
7.Protection of U.S. Intellectual Property

Protection provided intellectual property is inadequate. Penalties are insufficient,
enforcement is weak and a poorly t judiciary is slow to provide injunctive re-
lief. Guatemala's patent law is old and does not protect mathematical methods, liv-
ing organisms, commercial plans, surgical, therapeutic or diagnostic methods, orchemical compounds or compositions. Protection is limited to 15 years (10 years for
the production of food, beverages, medicines and agrochemicals), and subject to com-
pulsory licensing provisions and local exploitation requirements. Patent rights do
not extend to any action executed in the pursuit of education, research, experimen-
tation, or investigation. Patent rights do not preclude the importation of counterfeit
goods unless the product is being produced in Guatemala. Protection lapses six
years from the date of the patent if the product is not being produced locally. Legis-
iation is pending¶before the Congress to address these issues and bring Guatemalan
law into line with international standards.

A 1991 Generalized System of Preferences (GSP) petition against Guatemala filed
by the Motion Picture Export Association of America (MPEAA) was withdrawn in
1994 following passage in 1992 of an anti-piracy law and a significant reduction in
illegal retransmission of signals. However, in October 1995, the MPEAA unilaterally
voided its agreements with local cable companies, alleging that they had failed to
comply with their obligations. Video piracy apparentlyhas diminished. Legislation
permitting the government to submit an instrument of accession to the Berne Con-
vention on copyright was ratified, published, and signed in 1995. Legislation is
pending which would allow accession to the Paris Convention on industrial property.

The right to copy, publish and distribute is clearly protected and the criminal code
was modified in August 1995 to include prison sentences of 4 to 6 years and fines
ranging from 50,000 to 100,000 quetzals (8,400 to 16,800 dollars) for copyright viola-tions. Control over leasing or rental of protected works is less clear. Despite mem.
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bership in the Rome and Geneva Conventions, Guatemala does not generally protect
sound recordings.

The Central American Convention for the Protection of Industrial Property
(CACPIP) is the legal basis for protection of trademarks in Guatemala. It is cur.
rently under revision to bring it more into line with emerging international stand-
ards and to simplify the registration process. Guatemalan law does not provide suf-
ficient protection against counterfeiting or misuse of trademarks, and the right to
exclusive use is granted to the first to file. There is nt requirement for use nor any
cancellation process for non-use. A firm wishing to market in Guatemala whose
trademark has been registered by another party must either buy-out that party or
pay a royalty. Legislation to improve trademark protection is pending.
8. Worker Rights

a. The Right of Association.-The right of association is guaranteed by the Con-
stitution. Just under eight percent of the labor force is unionized; there are almost
1000 different unions. The Ministry of Labor has significantly simplified and accel.
erated the process of obtaining legal authorization to form a union, based on 1992
changes to the labor code.

b. The Right to Organize and Bargain Collectively.-The Labor Code allows collec.
tive bargaining. Anti-union practices are forbidden, including discharging workers
for attempting to organize a union. However, despite a major increase in labor in.
spectors and inspections, enforcement of labor laws depends on a badly overloaded
and inefficient labor court system. The labor movement remains fractious, and wide-
spread historical leeriness of unions as well as a high rate of unemployment and
underemployment combine to make organizing and collective bargaining difficult.

c. Prohibition of Forced or Compulso 7 Labor.-The Constitution prohibits forced
labor. However, some human rights activists charge that, although participation in
civil defense patrols is voluntary by law, coercion is sometimes used to recruit and
keep members in patrols, especially in conflictive areas.

d. Minimum Age for Employment of Children.-By law, children under the age of
14 may work only with written permission of their parents, certified by the Ministry
of Labor. However, a total of perhaps 100,000 children under 14 work in both the
formal sector, including agriculture, and the informal sector. The Ministry of Labor
has initiated a program to educate minors about their rights as workers.

e. Acceptable Conditions of Work.-The Constitution provides for a 44 hour work
week; the average number of hours worked in 1994 was close to 45 hours per week.
Occupational safety and health regulations exist but often are not strictly enforced.
A labor-management committee is discussing a new minimum wage. Not all workers
are paid the legally-mandated minimum wage, particularly in remote rural areas.

f. Rights in Sectors With U.S. Investment.--Generally, international corporations
operating in Guatemala appear to follow the labor code and respect workers rights.
The exception is some maquilas (garment assembly factories), primarily those owned
and operated by Asian investors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 37
Total Manufacturing ............................................................... 88

Food & Kindred Products .................................................. .30
Chemicals and Allied Products .......................................... . 917
Metals, Primary & Fabricated ............................................ -4
M achinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................................................ 0'
Other M anufacturing ......................................................... .35

Wholesale Trade ......................................................................- 7
Banking .................................................................................... 2
Finance/Insurance/Real Estate ............................................. 8
Services .................................................................................... (1)
Other Industries ...................................................................... 4
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions of U.S. dollars]

Category Amount

TOTAL ALL INDUSTRIES .................................................... 133
'Indicates a value between $-500,000 and $600,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

HAITI

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

1992/93 199&14 1994/95

Income, Production and Employment:
Real GDP (1985 Prices)2 ................ .. . .. . .. . . .. . . . .. . .. .  626.4 514.4 525.8
Real GDP Growth (percent) 3 ............ .. .. . .. . .. . . . . .. . .  -2.6 -10.6 4.5
GDP (at current prices)2  . . . . . . . . . . . . . . . . . . . .  1472.2 1640.8 2098.3

GDP by Sector (percent):
Agriculture ........................................................ 32.6 35.7 N/A
Energy, Water ................................................... N/A N/A N/A
Forestry, Fishing, Mining ................................ 7.2 8.0 N/A
Manufacturing .................................................. 12.5 9.3 N/A
Construction ..................................................... 3.5 2.9 N/A
Utilities, Transport, Communications ............ 3.0 2.1 N/A
Restaurants, Hotels...... ..... ............... 0.3 0.2 N/A
Financial Institutions ...................................... 0.2 0.1 N/A
H ousing ............................................................. 6.6 6.7 N/A
Com m erce ......................................................... 10.7 9.0 N/A
Government ...................................................... 16.6 19.5 N/A
Other Services .................................................. 6.9 6.4 N/A

Real per capita GDP (US$, '85 bps) ................... 94 77 78
Labor Force (000s) ............................................... 3,629 3,800 4,000
Unemployment (percent) ............................... 80 80 80

Money and Prices (annual percentage growth):
Money Supply (M2)............................35.1 11.8 9.6
Base Interest Rate 4 .. . . . . . . . . . . . . . . . . .. . . .. . ..15.6 22.0 15.5
Personal Savings Rate ......................................... -5.2 -10.1 -8.1
Retail Inflation ..................................................... N/A N/A N/A
Wholesale Inflation .............................................. N/A N/A N/A
CPI (end of period-percent change) .................. 26.9 52.1 24.0
Exchange Rate (gourde/US$) .............................. 12.43 14.50 14.44

Balance of Payments and Trade:
Total Exports FOB 5 ............................................. 81.6 57.4 90.5

Exports to U.S.6s...................... .. .. .. . . .. . .. . .. . . . .. . . .. .  151.9 84.3 111.9
Total Imports CIF5 .............................................. 346.2 188.3 406.0

Imports from U.S.6 ........................................... 247.1 133.8 543.9
Aid from U.S . ....................................................... 19.5 20.1 127.7
Aid from Other Countries ................................... 80.5 93.2 429.7
External Public Debt ........................................... 862.9 865.8 801.8
Debt Service Payments (paid) ............................. 37.7 36.0 217.6
Gold and Foreign Exchange Reserves (net) ....... -58.5 -95.0 168.7
Trade Balance 5 ........................ . . .. . .. .. . .. . .. . .. . . . .. . . . ..  -264.6 -130.9 -315.5

Trade Balance with U.S.5 ................................ -95.2 -49.5 -432.0

11995 Figures are all estimate& based on available monthly data in October, 1995.
9GDP at factor cost.
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'Percentage changes calculated in local currency.41igures are actual. average interest rates, not changes in them
sNet merchandise trade.
GUS. Department of Commerce data on bilateral trade; gross customs value. F)gures include a substantial

amount of U.S. goods exported for processing and then re-imported under the Caribbean Basin Initiative,

1. General Policy Framework
Haiti has a predominantly agriculture-based, market-oriented economy. Histori-

cally, Haiti's economic performance has been strongly influenced by the United
States, its principal trading partner and largest bilateral aid contributor. Following
the restoration of president Jean-Bertrand Aristide on October 15, 1994, Haiti em-
barked on an economic proam based on macroeconomic stabilization, trade liberal.
ization, privatization and decentralization. Since December, 1994, the Haitian gov.
ernment has slashed tariffs to a range of zero to fifteen percent, undertaken an ag.
gressive tax collection effort to increase public revenue, signed an IMF standby
agreement, and contracted with the International Financial Corporation (IFC) for a
privatization study. Although the Haitian government has said it is committed to
maintaining this program, strong domestic pressure to reduce inflation, create jobs,
increase wages and provide basic services threatens to divert the government from
its course.

Haiti's medium term macroeconomic goals call for 4.5 percent real GDP growth
in FY 1994/95, reaching 6 percent growth in 1996/97, a growth rate the government
believes it can sustain for several years thereafter. FY 1995's annual inflation rate
was 24 percent, above the government's 15 percent target, but less than half the
rate of a year ago. Inflation is projected to decline progressively until reaching five
percent in FY 1997/98. The unprecedented amount of aid ($1.2 billion) pledged by
the international community for Haiti's social and economic reconstruction will give
the Haitian government a unique opportunity to fund and implement systemic
changes that will permit sustained fiscal reform. Strong pressure for increased ex-
penditures for wage increases, rehabilitation of political and economic infrastruc-
tures, and social programs will heighten the need to maximize revenue collection.

Reserve requirements (which currently stand at 48 percent for primary reserves)
are the Central Bank's primary monetary policy tool. They have been used to control
the money supply and to assist in the financing of the public sector debt. The bank
has a rediscount facility and a lending facility for the commercial banks, but neither
of these has been used extensively in recent years, partly because bank liquidity has
been plentiful and an active inter-bank market exists. Use of the rediscount facility
has been limited by a lack of eligible paper to rediscount, and use of the lending
facility has been limited by the relatively high interest rate charged (usually th'
legal maximum-until June 29, 1995, 22 percent), and low legal limits (related to
bank capital) on the amounts commercial banks can borrow.

Continued deficit spending in the fourth quarter of FY 1995 prompted a sharp de-
preciation of Haiti's currency, the gourde. The Central Bank raised reserve require-
ments in an effort to support the currency, but in doing so drained most of the li-
quidity from the banking system.

Haiti's fiscal record is weak. Tax collection has been historically quite poor and
fiscal restraint is equally lacking. Government deficits, caused by a bloated public
sector, central government support for inefficient state-owned enterprises and sig-
nificant unbudgeted expenses, have been financed through central bank credit and
foreign borrowing or grants.
2. Exchange Rate Policies

For decades Haiti's currency, the gourde, was officially tied to the U.S dollar at
the rate of five to one. A parallel market for foreign exchange emerged in the early
1980s, but for several years the official exchange rate continued to hold for some
transactions. On September 16, 1991, the Central Bank ceased all operations at the
official rate, thereby unifying the exchange system at the free floating market rate
(7.66 gourdes to $1 at the time). The only vestige of fixed exchange rate policy was
the practice of valuing imports at the rate of 6.5 gourdes per dollar instead of at
the market rate. As the exchange rate soared during the three-year de-facto rule
(peaking at 23.12 to $1 in August 1994), imports became increasingly undervalued.
As of January 12, 1996, the exchange rate was gourdes 15.50 to I USD. As part
of the government's economic rationalization program, market valuation of imports
went into effect April 2, 1995.

Haiti has no exchange controls or restrictions on capital movements. Dollar ac-
counts are available at local commercial banks. In April 1995, the Central Bank
abolished the 40 percent surrender requirement on export earnings.
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3. Structural Policies
Haiti has an essentially market-oriented economy. The government's role in the

economy has been sharply reduced since 1986/87. In the few cases where the gov-
ernment has attempted to control prices or supplies, its efforts were frequentlyun-
dercut by contraband or overwhelmed by the sheer number of small retailers. Even
when the government set prices for flour and cement coming from the two large
parastatals, consumer prices were governed by supply and demand. Gasoline pump
prices and utility rates which are more effectively regulated, are probably the only
exceptions to the rule. by law, gasoline pump prices are adjusted to reflect changes
in world petroleum prices and exchange rate movement.

Consumer complaints over the high cost of living, supported by rising consumer
prices since President Aristide's return, have led the Haitian government to inter-
vene in the economy. The government has not fixed prices of essential products, but
it has opened a number of *communitarian" stores where basic commodities are
sold. In conjunction with the start of the school year in October, 1995, the govern-
ment subsidized the first of three 10,000 mt rice shipments. The Haitian govern-
ment cannot afford to sustain this or other subsidy programs. Still, popular pressure
to address the high cost of living may lead the government to continue the rice sub-
sidy, even if it means greater deficit spending.

Haiti's tax system is inefficient. Direct taxes represent only about 13 percent of
receipts. Moreover, tax evasion is widespread and few tax payers are registered with
the tax bureau (DGI, Direction Generale d'Impots). Not surprisingly, the govern-
ment has made improved revenue collection a top priority. The DGI has created a
large taxpayers unit which will focus on identifying and collecting the tax liabilities
of the 150 largest taxpayers in the Port au Prince area. It is estimated that this
grup represents over 80 percent of potential income tax revenue. Efforts are also
beingmade to identify and register other taxpayers. In addition, the value added

tax (TCA) has been extended to include sectors previously exempt (banking services,
agribusiness and the supply of water and electricity). Collection still remains dif-
ficult, and the revenue bureau is frequently forced to physically collect payments.
4. Debt Management Policies

Following the 1991 coup which ousted President Aristide, Haiti suspended all pay-
ments on its foreign debt. When President Aristide wait returned in October, 1994,
Haiti's arrears with the International Financial Institutions (IFIs) totalled some $84
million. The international community made it an immediate priority to clear Haiti's
arrears with the IFIs so that new lending could begin. The 1994/95 budget specifi-
cally allocated funds for resumption of debt service. The Ministry of Finance reports
that 12 percent of the FY 1995 budget (616 million gourdes) went to service the
debt.

In its August 1994 economic policy statement, the Aristide government committed
itself to significant economic and structural reform. Haiti signed a Standby Agree-
ment with the International Monetary Fund (IMF) in March 1995 and met its per-
formance targets through June 1995. An overwhelming percentage (91 percent in
FY 1995, 85 percent in FY 1996) of Haiti's debt is concessional loans to the IFIs.
These loans typically have 10-year grace periods, a 40-year payback period and neg-
ative real interest rates. On May 30, 1995, the Paris Club agreed to reschedule all
of Haiti's bi-lateral official debt to Paris Club members. Roughly two-thirds of this
debt ($75 million) was forgiven under Naples terms. The balance was rescheduled
over 26-40 years.

Popular opposition to "structural adjustment" in the summer of 1995 caused some
slippage in the government's commitments to the IFIs. In October, lack of consensus
on privatization and other structural reforms tied to loans from the IMF and World
Bank thwarted a scheduled signing of the Structural Adjustment Credit (SAC) and
the Enhanced Structural Adjustment Facility (ESAF), and prompted the resignation
of Prime Minister Smarck Michel. At this writing, it is uncertain when Haiti will
resume formal negotiations with the IFIs. Meanwhile, the delay in external support
(upon which 40 percent of Haiti's FY 1996 budget depends) could inhibit Haiti's abil-
ity to meet its debt service obligations. Haitis annual debt service is 720 million
gourdes ($45 million), representing 50 percent of exports and two percent of GDP.
5. Significant Barriers to U.S. Exports

Haiti is actively working to facilitate foreign trade and investment. The govern-
ment completed all remaining procedures and ratified the WTO agreement to be-
come a WTO member in late 1995. With the lifting of all sanctions against Haiti,
the sharp reduction in tariffs and the government's decision to remove all import
licenses, there are no significant barriers to U.S. exports. The resumption of normal
trade has created a tremendous demand for U.S. goods, and exports to Haiti are
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soaring. The export of firearms and other weapons is controlled for foreign policy
reasons. Haitian importers must obtain a license to purchase such goods from U.S
suppliers. Foreign companies are subject to an additional levy of 30 percent on prof-
its as a final tax on deemed distributions to foreign shareholders whereas local
firms are subject to only a 15 percent withholding tax on distributions. The Haitian
government has stated its intention to remove this discriminatory withholding tax
provision during the next session of parliament.
6. Export Subsidy Policies

Haiti has no export subsidy programs.
7. Protection of U.S. Intellectual Property

Infringement of intellectual property rights has not been a significant issue in
Haiti. The economy produces a small variety of products, most of which are for ex-
port to the U.S. and other countries which do not tolerate open patent infringement.
Most manufactured goods sold here are imported. The most obvious example of in-
tellectual property rights infringement is the handful of video outlets where poor
quality pirated videotapes outnumber legitimate products by a wide margin. Pirated
music cassettes are also widely available and the outside walls of many schools are
brightly painted with (generally poor) representations of licensed animated char-
acters.

Although the legal system affords protection of intellectual property rights, weak
enforcement mechanisms, inefficient courts, and judges' poor knowledge of commer-
cial law dilute the effectiveness of this statutory protection. Moreover, injunctive re-
lief is not available in Haiti, so the only way to force compliance (should it become
necessary) is to jail the offender. Efforts to reform and improve the Haitian legal
system, now being undertaken With the assistance of international advisors, may
prevent more extensive abuse of intellectual property rights as Haiti's economic re-
covery progresses.

Haiti is a signatory to the Buenos Aires Convention of 1910 and the Paris Con-
vention of 1883 with regard to patents, and to the Madrid Agreement with regard
to trademarks, but is not a signatory to the Berne copyright convention.
8. Worker Rights

a. The Right of Association.-The constitution and the labor code guarantee the
right of association. Workers, including those in the public sector, are specifically
granted the legal right to join unions without prior government authorization. A
union, which must have a minimum of ten members, is required to register with
the Ministry of Social Affairs within 60 days of its establishment. Tripartite negotia-
tions (labor, management and government), begun in 1986 to revise the labor code,
concluded in May, 1993. The revised code, which has yet to be approved by the legis-
lature, recognizes the right to strike but restricts the duration of certain types of
strikes, as did the previous code. Under the new code, the Ministry of Social Affairs
must recognize workers' right to strike in each case, before the strike is legal.

b. The Right to Organize and Bargain Collectively.-Trade union organizing ac-
tivities are protected by the labor code, and those who interfere with this right may
be fined. Still, collective bargaining has never been widespread in Haiti and was
non-existent during the coup years. What union membership and organizing efforts
existed prior to the coup were hurt by the ensuing economic embargo which resulted
in large scale unemployment. At present, unions are focussing their efforts on job
creation and civic education to build support for organized labor. Union leaders say
they are pragmatic about their weak position and feel their energies should be di-
rected at strengthening unions by creating jobs rather than pushing for benefits
they lack the leverage to win.

c. Prohibition of Forced or Compulsory Labor.-The Labor Code prohibits forced
or compulsory labor, but enforcement of these provisions is practically non-existent.
Children from rural families are often sent to work as unpaid domestic labor for
more affluent city dwellers. In theory, the children are to receive food, clothing, edu.
cation and medical care in exchange for their services, though this is seldom the
case. Still, we are unaware of any use of forced labor in the manufacturing or export
sectors.

d. Minimum Age for Employment of Children.-The minimum age for factory em-
ployment is 15 years, but fierce adult competition for jobs ensures that child labor
is not a factor in the industrial sector. Children frequently work in family agricul-
tural enterprises, but their employment in commercial agriculture is almost nil be-
cause they lack the physical strength for heavy field work. Enforcement of the mini-
mum age law is the responsibility of the Ministry of Social Affairs, though the Min-
istry lacks sufficient resources to carry out its responsibility.
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e. Acceptable Conditions of Work.--The Minimum Wage is set by law and is a
function of the type of activity and the location of the business. On June 1, 1995
the daily minimum wage was raised from 15 to 36 gourdes ($1.00 to $2.48). Still,
the new wage level falls well short of the real and dollar equivalent minimum wage
of ten years ago. The wage hike did not produce the feared negative impact on the
assembly sector, where many firms were already paying a higher daily wage rate
than required by law.

The labor code has special provisions for workers paid per piece or per task. In
these cases, the price paid per unit of production must allow the employee working
eight hours per day to earn for his day's work at least the minimum wage set by
law. The Labor code sets the normal work day at eight hours and the work week
at 48 hours, and establishes minimum health and safety standards.

f. Rights in Sectors With U.S. Investment.--Conditions do not differ from those in
other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ............................................................................... 7
Total Manufacturing .............................................................. 28

Food & Kindred Products ................................................... 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ......................................................... 28

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 4
Finance/Insurance/Real Estate ........................................... . - 1
Services ................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 39

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

HONDURAS

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1978 prices) 23 ............... . . .. . .. . . .. .. . . . .. ..  2,889 2,849 2,977
Real GDP Growth (percent) ................................ 3.7 - 1.4 4.5
GDP (at current prices)2 ................ . . .. . .. . .. . .. . . .. . .. .  2,985 2,788 N/A
GDP by Sector:

Agriculture ........................................................ 754 732 N/A
M ining ............................................................... 50 52 N/A
Energy and W ater ............................................ 83 79 N/A
M anufacturing .................................................. 489 479 N/A
Rents ................................................................. 195 N/A N/A
Financial Services ............................................ 288 304 N/A
Other Services .................................................. 735 761 N/A
Government, Health and Education ............... 192 N/A N/A
Net Exports of Goods and Services 4 .... . .. . . . .. . . 

- 525 -375 -237
Real Per Capita GDP (US$) ......................... 050 525 534
Labor Force (000s) ............................................... 1,653 1,723 1,783
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Key Economic Indicators--Continued
(Millions of U.S. dollars unioe otherwise noted)

1993 1994 199"1

Unemployment Rate (percent) ................. 15.8 16.0 15.9
Money and Prices (annual percentage growth):

Money Supply (M2)15 ................... .. . .. . .. . . .. . . .. .. . . .. . . .  12.3 27.6 31.8
Base Interest Rates ............................................. 26.4 35.0 36.0
Personal Saving Rates ................ . .. . .. . .. . . . .. . . . . .. . .. .  18.8 19.0 N/A
Retail Inflation ..................................................... 13.0 33.0 N/A
Wholesale Inflation .............................................. 14.6 26.0 N/A
Consumer Price Index 3 ......... . .. . . .. . . . . . . . .. .. .. . .  13.0 28.9 25.0
Exchange Rate (LP/US$-Annual Average):.7

Offi cial ............................................................... 6.47 8.41 9.90
Parallel .............................................................. 6.47 8.36 10.0

Balance of Payments and Trade:
Total Exports FOB 3s6s.................... . .. . .. . . .. . . . .. . . . . .. .  846.0 866.7 1,000

Exports to U.S .................................................. 433.4 450.4 570
Total Imports CIF 36 .................... .. .. .. . . .. . . . .. . . .. . . . . . 1,079.5 1,014.7 1,100

Imports from U.S .............................................. 563.0 448.4 550
Aid from U.S . ....................................................... 57 43 32

.Aid from other countries ..................................... 490 400 N/A
External Public Debt ........................................... 3,607 3,800 4,000
Debt Service Payments (paid) ............................. 296 490 380
Gold and Forex Reservess8 .............. . .. . . .. . . .. . . . . . .. . .  131.5 205.3 223.1
Trade Balance 3s 6 ........................ . . .. . .. . . .. . . .. . . .. . . . . . ..  -233.5 - 148.0 -100.0

Trade Balance with the U.S.......................... - 129.6 2.0 20.0
11995 figures are all estimates based on available monthly data in October, unless otherwise indicated.
2 GDP at factor cost.
31995 figures represent year-end projections.
4Figures for 1995 cover January to June 30.
$Annual percentage growth for 1995 covers the period January to September 22.
sPigures are actual average rates not changes in them.
7Exchange rates are the average official rate for each year cited: 6.47 (1993), 8.41 (1994), 9.90 (1995-pro-

jetted).
& 1995 figures are as of July 1996.

1. General Policy Framework
Despite abundant natural resources and substantial U.S. and multilateral eco-

nomic assistance, Honduras remains one of the poorest countries in the hemisphere.
In the 1980s, unfavorable terms of trade for primary exports such as bananas and
coffee, high external debt levels and flawed economic policies doomed Honduras to
a decade of low growth rates and declining living standards.

From 1990 until 1993, the government of President Callejas embarked on an am-
bitious economic reform program, including dismantling price controls, lowering im-
port tariff duties and removing many non-tariff barriers to trade. The Government
of Honduras adopted a free market exchange rate regime and legalized/licensed for-
eign exchange trading houses. Interest rate ceilings were removed. Modern national
investment legislation was enacted which mandated generous, non-discriminatory
incentives for local and foreign investment. Unfortunately, in 1992 and 1993, a
sharp rise in public sector spending reversed the regress on the fiscal front and
raised the deficit to 11.2 percent of GDP for 1993. External grant inflows financed
part of the fiscal gap, but the monetized fiscal deficit resulted in a resurgence in
domestic inflation.

Inaugurated in January 1994, President Carlos Roberto Reina inherited an econ-
omy in the grips of stagflationary conditions due to an unprecedented energy crisis,
declining output of key agricultural products (basic grains and bananasT, a de-
pressed construction industry, and extravagant public investment policies of the
former Callejas Administration. Reina has taken a series of measures to deal with
the fiscal deficit. Reina ordered a 10 percent cut in current spending, laid off more
than 4,000 public sector employees and negotiated with the International Monetary
Fund (IMF) a series of economic measures which cut the fiscal deficit by 4 percent-
age points of GDP to 7.5 percent in 1994.

Under President Reinathe restrictive (anti-inflationary) monetary and fiscal poli-
cies of the Central Bank have been further tightened. Absolute limits have been im-
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posed on public sector borrowing. The reserve requirement (currently 36 percent) re-
mains the favored policy tool to control money supply growth and inflation. The Oc-
tober 1995 passage of the Banking Sector Reform Law by the Honduran Congress
will strengthen the Central Bank's ability to adopt a more coherent monetary Policy.

Honduras became a founding member of the World Trade Organization (WTO) on
January 1 1995. Honduras signed a Bilateral Investment Treaty (BIT) with the
US. on July 1, 1995.
2. Exchange Rate Policies

Beginning in 1990, the Honduran government abandoned its fixed exchange rate
syk mi and-gradually moved to a flexible exchange rate mechanism. These phased
policy measures allowed for a smooth transition to a floating exchange rate regime
in June 1992. To provide a more transparent and efficient foreign exchange market,
the Honduran Central Bank legalized and licensed the operations of foreign ex-
change trading houses (casas de cambio). Effective June 1992, the Central Banik au-thorized commercial banks to buy and sell foreign exchange at freely-determined
rates. These foreign exchange reforms improved Honduras' export competitiveness
in a wide range of-industries.

In June 1994, the Central Bank returned to a more restrictive foreign exchange
regime. A foreign exchange auction system was introduced by which all foreign ex-
change in the formal financial system was auctioned daily by the Central Bank. The
auction rate then became the legal exchange rate for foreign exchange transactions.
This rate was revised with every auction, but was permitted to rise by not more
than one percent every three weeks. In October 1995 the Central Bank issued a res-
olution liberalizing the foreign exchange auction system by permitting weekly vari-
ations in the exchange rate of 0.5 percent, thereby permitting exchange rate vari-
ations of 1.5 percent every three weeks.

In January 1990, the lempira-per-dollar exchange rate was two to one, as it had
been for many decades. Since January 1994, the lempira-per-dollar exchange rate
has moved from 7.3 to the current rate (January 1996) of 10.24 lempiras per dollar.
3. Structural Policies

Trade Policy: A critical component of the structural adjustment reforms has been
to end the debilitating effects of decades' long import-substitution policies. These re-
forms have been designed to open up the economy to global competition, force local
industry to reduce costs, increase productivity, and provide incentives for export-ori-
ented business activity. Among other measures taken has been the reduction of tar-
iff barriers to trade, by gradually cutting import duties to a current range of 5 to
20 percent. The government also removed many cumbersome import licensing and
prior import deposit requirements.

Pricing Policy: In an effort to boost production incentives the Government lied
price controls on several hundred consumer and industrial products in 1990 and
suspended the operations of the State Marketing Board. In the period 1990-92,
price hikes were adopted on gasoline, electricity, water and telephone services. In
December.1992, the government moved to a flexible petroleum pricing system re-
flecting changes in world market prices. Nonetheless, foreign anddomestic oil com-
panies operating margins are .severely restricted. As of September 1994, prices for
utilities, public transport, fertilizer, cement, ground roasted coffee and air fares re-
mained government-controlled.

Tax Policies: Honduras has long maintained a high corporate tax rate, which has
been generally considered a major disincentive to direct foreign investment not cov-
ered by the tax exemptions for export-oriented firms operating in export processing
zones (EPZs) and industrial parks. The top marginal corporate tax rate-is 40 per-
cent. The most important sources of government revenue are the seven percent sales
tax and various consumption taxes.
4. Debt Management Policies

Since 1990, the Honduran government has been working to restore the country's
credit-worthiness, reschedule its $3.8 billion external debt and regain support from
the multilateral develop ment banks. Negotiations began in 1990 with the World
Bank, Inter-American Development Bank (IDB) and International Monetary Fund
(IMF) to pay off arrears and reestablish pipeline disbursements being withheld by
these institutions. The payments of $245.7 million in arrears were made possible
by a bridge loan from the U.S., complemented by additional financing from Ven-
ezuela, Mexico and Japan.

In July 1990, the IMF approved a 12-month standby arrangement, later extended
for seven additional months. The standby provided Honduras with $30 million in
balance of payments support funds. The IMF program and repayment of inter.
national financial institution arrears, paved the way for favorable debt rescheduling

am 0
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terms for $350 million of debt. A Paris Club accord strengthened Honduras' capacity
to service its debt with a number of other creditors, including Venezuela, Mexico
and OPEC. In 1991, the U.S. provided $430 million in debt forgiveness for Hon-
duras. The Honduran government reduced its debt obligations with international
commercial banks from $245 million in 1982 to $45 million in June 1992. A series
of privatizations and conversion mechanisms was used to settle these obligations.

In 1992, Honduras was classified as an IDA-only country, which opened the door
to concessional loans from the World Bank's soft loan window. In June 1992, the
IMF approved a three-year (1992-95) enhanced structural adjustment facility
(ESAF), allowing Honduras to obtain a second favorable Paris Club agreement in
October 1992. In 1993 the Callejas government took on substantial new commercial
debt obligations for public investment projects and began to fail to make scheduled
debt service payments to the United States and other Paris Club creditors. The
Paris Club agreement. was technically suspended in August 1993, pending agree.
ment with the IMF on an economic program and payment of all Paris Club arrears.
In 1994, Honduras' total external debt obligations total $3.8 billion, well in excess
of the country's annual gross domestic product.

In January 1995 the IMF Board approved the letter-of-intent for a second year
of a three year Enhanced Structural Adjustment Facility (ESAF). Under the nego-
tiated terms, Honduras received $28 million in World Bank IDA reflows and $30
million in IMF Balance of Payments support. In July, Honduras also succeeded in
obtaining favorable Paris Club rescheduling terms for its official bilateral debts.
5. Significant Barriers to U.S. Exports

Import Policy: While reforms have gone far to open up Honduras to U.S. exports
and investment, a number of protectionist policies remain in place. For example, al-

-> though all import licensing requirements have been eliminated, Honduras has re-
sorted to an onerous phyto-sanitary system that effectively denies market access to
U.S. chicken parts. Similar phyto-sanitary requirements are used to limit U.S. corn
and rice exports to Honduras. In addition, a price band mechanism for yellow corn,
sorghum, rie, and soybeans has been in place since August 1992. Imports entering
with values within the defined band are assessed a 20 percent tariff. Imports enter-
ing with prices above the band are assessed lower duties, according to a predeter-
mined schedule, and those imports priced below the band are assessed a higher tar-
iff.

Services Barriers: Under Honduran law, special government authorization must
be obtained to invest in the tourism, hotel and banking service sectors. Foreigners
are not permitted majority ownership of foreign exchange trading companies. For.
eigners cannot hold a seat in Honduras' two stock exchanges, or provide direct bro-
kerage services in these exchanges.

Investment Barriers: Several restrictions exist on foreign investment in Honduras,
despite the 1992 investment law. For example, special government authorization is
required for foreign investment in sectors including forestry, telecommunications,
air transport and aquaculture. The law also requires Honduran majority ownership
in certain types of investments, including beneficiaries of the National Agrarian Re.
form Law, commercial fishing and direct exploitation of forest resources, and local
transportation.

Honduran law prohibits foreigners from establishing businesses capitalized at
under 150,000 lempiras. In all cases of investments, at least 90 percent of a compa-
ny's labor force must be national, and at least 80 percent of the payroll must be
paid to Hondurans. Finally, while a "one-stop " investment window has been insti.
tuted to facilitate investment, this office does not provide complete information or
assistance to the foreign investor.

Government Procurement Practices: The Government Procurement Law (Decree
No. 148.5) governs the contractual and purchasing relations of HIonduran state
agencies. Under this law, foreign firms are given national treatment for public bids
and contractual arrangements with state agencies. In practice, U.S. firms frequently
complain about the mismanagement and lack of transparency of Honduran govern.
ment bid processes. These deficiencies are particularly evident in telecommuni-
cations pharmaceuticals and energy public tenders.

Labeling and Registration of Processed Foods: Honduran- law requires that all
processed food products be labeled in the Spanish language and registered with the
Ministry of Health. The laws are inconsistently enforced at present. However, these
requirements may discourage some suppliers.Customs Procedures: Honduras' customs administrative procedures are burden-
some. There are extensive documentary requirements and red tape involving the
payment of numerous import duties, customs surcharges, selective consumption
taxes, consular fees and warehouse levies.
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6. Export Subsidies Policies
With the exception of export processing zones and industrial parks, almost all ex-
Art subsidies have been eliminated. The Temporary Import Law (RIT), passed in

1984, allows exporters to bring raw materials and capital equipment into ionuran

territory exempt from customs duties and consular fees if the product is to be ex-
ported outside Central America. This law also provides a ten-year tax holiday on
profits from these exports under certain conditions.

The export processing zones (EPZs) waive thepayment of import duties on goods
and capital equipment, charges, surcharges an internal consumption, and sales
taxes. In addition, the production and sale of goods within the EPZs are exempt
from state and municipal taxes. Firms operating in EPZs are exempt from income
taxes for 20 years and municipal taxes for 10 years.
7. Protection of U.S. Intellectual Property

Until recently Honduran legislation on intellectual property rights (IPR) dated
back to the early 1900s, and provided inadequate protection. In August 1992, a
United States government decision to review Honduras' status under the General.
ized System ofPreferences (GSP), as a result of widespread piracy of U.S. satellite
signals by local cable TV companies, forced the Honduran government to move seri-
ously to modernize its IPRregime. On August 31-September 1, 1993, the Honduran
Congress approved comprehensive, world class copyright, trademark, and patent
laws. Honduras is a signatory to the Berne Copyright Convention and, in May 1993,
became a member of the Paris Industrial Property Convention. As a WTO member,
Honduras has accepted commitments under the Agreement on Trade-related As-
pects of Intellectual Property Rights (TRIPs).

In May 1995 the Government of Honduras submitted to Congress major U.S.-
backed reforms of its copyright law, intended to reduce the piracy of cable television
signals. Substantial progress has also been made toward concluding a bilateral in-
tellectual property rights agreement with the United States which would go beyond
the protection levels afforded under TRIPs. However, Honduras still needs to dem-
on.trate a serious commitment to enforcing IPR protection.

Patents: The Patent Law enacted in September 1993 provides full and effective
patent protection for up to 20 years. The exception is patent protection for pharma-
ceuticals, which is protected for 17 years from the date of patent application. The
Patent Law also contains stiff fines and jail sentences for violators.

Trademarks: The illegitimate registration of trademarks is widespread in Hon-
duras. Several local firms have profited greatly from the loophole in the old law ex-
cluding notorious trademarks. The new law has strict regulations on the registration
and use of notorious trademarks, and provides strong penalties against violators.

Copyrights: The piracy of books, music cassettes, records, video tapes, compact
discs, cable TV and computer software is widespread in Honduras. The new copy-
right law provides strong protection for copyright owners, however. The Honduras
government has committed itself to legalizing the activities of its cable TV compa-
nies and video store operators. There are no reliable data on the cost of local piracy
to U.S. industry. Before the Honduran cable industry legalized most of its oper-
ations, the Motion Pictures Exporters Association of American (MPEAA) estimated
the annual loss of revenues resulting from local cable piracy at $2.5 million.

8. Worker Rights
a. The Right of Association. -Workers have the legal right to form and join labor

unions and, with few exceptions, the unions are independent of the government and
political parties. Although only about 18 percent of the work force is organized,
trade unions exert some political and economic influence, although in the past year,
this influence has somewhat diminished. The right to strike, along with a wide
range of other basic labor rights, is provided for-by the Constitution and honored
in practice. The civil service code, however, stipulates that public workers do not
have the right to strike.

A number of private firms have instituted "solidarity" associations, which are es-
sentially aimed at providing credit and other services to workers and management
who are members of the association. Organized labor strongly opposes these associa-
tions.

b. The Right to Organize and Bargain Collectively.--The right to organize and
bargain collectively is protected by law, and collective bargaining agreements are
the norm for companies in which the workers are organized. In practice, manage-
ment often discourages workers from attempting to organize. workers in both
unionized and non-unionized companies are under the protection of the Labor Code,
which gives them the right to seek redress from the Ministry of Labor. Depending
upon the decision of the labor or civil court, employers can be required to rehire em-
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ployees fired for union act! vity. Such decisions are uncommon. Generally, however,
agreements between management and their union contain a clause prohibiting re.
taliation against any worker who participated in a strike or union activity.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor in Honduras; such practices are prohibited by law and the Constitution. There
were allegations of forced overtime in apparel assembly plants, especially for
women.

d. Minimum Age for Employment of Children.-The Constitution and the Labor
Code prohibit the employment of children under the age of 16, but the Ministry of
Labor lacks resources to exercise its responsibility to ensure enforcement. Children
between the ages of 14 and 16 can legally work with the permission of the parent
and the Ministry of Labor. Violations of the Labor Code occur frequently in rural
areas and in small companies. High adult unemployment and underemployment
have resulted in many children working in small family farms, as street vendors,
or in small workshops to supplement the family income. According to the Ministry
of Labor, human rights groups and organizations for the protection of children, the
most significant child labor problem is in the construction industry.

e. Acceptable Conditions of Work.-The Constitution and the Labor Code require
that all labor be fairly paid. Minimum wages, working hours, vacations, an4 occupa.
tional safety are all regulated, but the Ministry of Labor lacks the staff and other
resources for effective enforcement.

The law prescribes an eight-hour day and a 44-hour workweek. There is a require-
ment for at least one 24-hour rest pernod every eight days, a paid vacation of ten
workdays after one year and 20 workdays after four years. The regulations are fre-
quently ignored in practice as a result of the high level of unemployment and
underemployment.

f. Rights in Sectors With U.S. Investment.-The same labor regulations apply in
Export Processing Zones (EPZs) as in the rest of private industry. U.S. firms em-
ploying garment workers are active in a number of EPZs. Working conditions and
wages in the EPZs are generally considered superior to those prevailing in the rest
of the country. Unions are active in the government-owned Puerto Cortes Free
Trade Zone. Factory owners have resisted efforts to organize the privately-owned in-
dustrial parks. However, in 1995 the Maquiladora Association sponsored several
meetings between its members and major labor groups. As a result, tensions de-
clined and several maquilas unionized peacefully in the privately owned EPZs.

Labor in the maquila sector remains a U.S. Government concern. While progress
has been made in some of the maquiladoras towards unionization, a hard line in
other, mostly Korean-owned, maquilas has led to plant seizures and blockage of
public highways. In November 1995, a U.S. interagency delegation, which also in-
cluded AFL-CIO representation, visited Honduras to review the status of worker
rights in the maquila sector and in general. The delegation held discussions with
senior government, private sector and labor union leaders on ways to enforce more
adequately Honduran labor legislation to protect the rights of association and work-
er rights in general. As a result of the visit, the Government of Honduras made a
number of commitments to improve the worker rights situation in Honduras.

Blacklisting is clearly prohibited by the Labor Code, but nevertheless occurs in
the privately owned industrial parks. Some companies in the industrial parks have
dismissed union organizers before union recognition was granted.

There are still as many as 50 deaths per year resulting from serious health and
safety hazards facing Miskito Indian scuba divers employed in lobster and conch
harvesting off the Caribbean cost of Honduras. The seafood is destined primarily for
the U.S. market.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ............................................................... 174

Food & Kindred Products ................................................. (1)
Chemicals and Allied Products .......................................... . 3
Metals, Primary & Fabricated ............................................ 4
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0



396

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994-Continued

(Millions of U.S. dollars]

Category Amount

Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... (1)

Wholesale Trade .................................................................. .(1)
B anking .................................................................................... .5
Finance/Insurance/Real Estate .................................. ............ 24
Services ................................................................................... 0
Other Industries .......................................................... ............ 38
TOTAL ALL INDUSTRIES .................................................... 198

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

JAMAICA

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19965

Income, Production and Employment:
Real GDP (1986 Base Year) ................................ 716.5 543.7 481.0
Real GDP Growth Rate (percent) 2  . . . . . . . . . . . . . . . .  1.4 0.8 0.8
GDP (at current prices) ...................... 3,883.4 3,898.8 4,275.9
GDP by Sector:

Agriculture/Forestry/Fishing ........................... 319.5 357.3 N/A
Mining and Quarrying ..................................... 253.1 283.0 N/A
Manufacturing .................................................. 721.0 727.8 N/A
Construction/Installation ................................. 491.5 466.6 N/A
Retail Trade ...................................................... 904.3 908.5 N/A
Transportation, Storage and Communication 332.2 339.0 N/A
Real Estate and Business Services ................. 159.0 166.1 N/A
Government Services ....................................... 395.6 148.8 N/A
Finance .............................................................. 46.9 35.5 N/A
Other ................................................................. 260.3 466.2 N/A

Real GDP per capita (US$-1986 base) ............. 290.1 217.5 200.0
Labor Force (000s) ............................................... 1,083.0 1,090.5 N/A
Unemployment Rate (percent) ............................ 16.3 15.4 N/A

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 39.9 36.6 431.6
Base Interest Rate ............................................... 61.3 56.1 448.2
Personal Savings Rate 9 ................ . . .. .. .. . . .. . . . . .. . . .. .  11.3 14.1 N/A
Retail Inflation ..................................................... 30.1 26.7 30.0
Wholesale Price Index ......................................... N/A N/A N/A
Consumer Price Index ......................................... 546.0 692.3 900.0
Exchange Rate (JD/US$) ..................................... 25.11 33.34 38.0

Balance of Payments and Trade:
Total Exports FOB ............................................... 1,075.4 1,219.5 1,435

Exports to U.S .................................................. 419.0 439.7 545
Total Imports CIF ................................................ 2,189.2 2,177.2 2,570
Imports from U.S ................................................. 1,093.1 1,145.1 1,241
Aid from U.S. (FY 94-96)5 .................................. 34.6 24.2 N/A
Aid From Other Countries 6 ............. . .. . . .. . . .. . .. . .. . .  399.0 143.6 N/A
External Public Debt ........................................... 3,687.2 3,651.8 7 3,514.2
Debt Service Payments ........................................ 542.1 536.0 N/A
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Key Economic Indicators--Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Net Official Reserves ........................................... 70.8 408.3 8446.5
Trade Balance ...................................................... -1,113.8 -957.7 -1,135.0

Trade Balance with U.S ................................... -674.1 -705.4 -696.0
11996 figures are all estimates based on available monthly data in October 1996
sGrowth rate is based on Jamaican dollars whereas real GDP is shown in U.S. dollars.8Pigure based on July 94-July 96.
F4Ftre as of September 96.

5Fp95 does not include military assistance.
$Commitments from Jamaica's cooperation partners.
7Figure as of August 96.",Figure as of June 95.
ONet savings as a percentage of GDP.

1. General Policy Framework
Jamaica is an import-oriented economy with imports of goods and services ac.

counting for two-thirds of GDP. Tourism, bauxite/alumina, and the apparel industry
are the major pillars sustaining the economy. In 1994 these three industries ac.
counted for about 82 percent ($2.014 billion) of the country's foreign exchange earn-
ings. As a result, both GDP and foreign exchange inflows are extremely sensitive
to external economic factors. The relatively small size of the Jamaican economy and
relatively high cost of production (e.g., interest rates) has reduced the contribution
of the manufacturing sector over the last several years to about 18.5 percent in
1994. On the other hand, the apparel sector is the fastest growing sector,_employing
about 36,000 workers and accounting for nearly three quarters of non-traditional ex-
ports and over a third of total merchandise exports. Agriculture employs 24 percent
of the work force and contributes about eight percent of GDP. The primary agricul-
tural products are sugar, bananas, coffee, and cocoa. About 57 percent of Jamaica's
work force is employed in the services sector, contributing 55 percent of GDP.

The Jamaican economy grew marginally by 0.8 percent in 1994, following growth
of 1.4 percent in 1993. Due to macroeconomic instability and tight monetary policies,
economic growth during 1995 is expected to be rather weak. High inflation and de-
valuation of the Jamaican dollar, among other factors, has led to declining real in-
comes for the majority of the population. The government has reduced public sector
operations through privatization of certain public entities. To date, about 63 entities
have been divested and the government is seeking to divest some 16 additional enti-
ties in the next few years to increase economic efficiency. Petrojam (oil refinery) and
the Jamaica Public Service power company are presently in advanced stages of pri-
vatization.

The Jamaican fiscal year 1995/96 budget calls for JDols 81 billion in outlays, an
increase of 18.9 percent over the previous fiscal year's budget, but about 10 percent
lower in real terms given the 30 percent projected inflation rate in FY 95/96. The
present budget reflects a tight budgetary situation with 46 percent of outlays di-
rected to meet the economic development and social needs of thecountry. The other
54 percent will be used for debt servicing costs (42 percent of the total budget),
Ban of Jamaica losses (3.7 percent), and the government payroll (7.9 percent).

Jamaica's internal debt has ballooned in recent years from JDols 23.4 billion in
1993 to JDols 41.2 billion in 1994 and about JDols 60 billion in October 1995. In

-the past, the Bank of Jamaica's open market operations were a means by which the
Government of Jamaica funded its fiscal deficit. The current budget, however, is a
departure from the recent practice of reliance on massive central bank assistance.
The government hopes to finance the current budget through expected total revenue
of JDols 58.1 billion through recurrent, capital revenue, and the capital development
fund. The balance will be financed by internal borrowing (71.2 percent of total defi-
cit) and external borrowing (28.8 percent).

Government credit from the Bank of Jamaica (BOJ) has been a major source of
the growth in money supply. The BOJ continued its tight monetary policy to reduce
spending demand by issuing long-term securities and short-term treasury bills at
high interest rates (38.34 percent in October 1995). Interest payments on the matur-
ing securities have served to increase liquidity, necessitating additional security of-
ferings. Recently the government announced that it will freeze its JDols 23 billion
deposit in the Bank of Jamaica and end all borrowing as of October 1, 1995. The
tighter monetary measures are also intended to stabilize the Jamaican dollar.

Commercial banks are now required to deposit about 67 percent of their deposits
with the central bank as reserve requirements. This has limited credit financing to

22-970 96-14
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the private sector and has led to increased interest rates affecting productive invest-
ment. Commercial bank lending rates have risen as high as 64 percent in October
1995.

The Bank of Jamaica achieved a positive stock of net international reserves by
the end of 1993 for the first time since the mid 1970's. Net international reserves
have remained positive, reaching a level of $446.5 million as of June 1995.

Jamaica became a member of the World Trade Organization on March 9, 1995.

2. Exchange Rate Policies
On September 26, 1991, exchange controls were eliminated to allow for free com-

petition on the foreign exchange market. The principal remaining restriction is that
foreign exchange transactions must be arranged through an authorized dealer. Five
percent (lowered from 20 percent) of foreign exchange purchases by authorized deal-
ers (commercial banks) must be paid directly to the BOJ. In an effort to increase
the official inflows of foreign exchange, the government increased the number of au-
thorized dealers in April 1994; there are now 86 dealers in operation.

The increased use of foreign currency by importers, a slow tourist season, specula-
tion, and increased U.S. dollar deposits have led to an increased demand for foreign
exchange For the period January-October 1995, foreign exchange inflow into the of-
ficial trading market increased by 9.3 percent over the corresponding period in 1994
to $1.02 billion. The Jamaican dollar lost ground by 20 percent in October 1995 as
compared to January 1995; the exchange rate went as high as JDols 43 during the
third quarter of 1995. As of January 12, 1996, the official rate was JDols 37.50 to
1 USD. The government indicated its plans to intensify its open market operations
and to intervene in the market by supplying resources from its international re-
serves (approx. $64 million) in order to stabilize the Jamaican dollar. U.S. exports
to Jamaica may drop slightly if the Jamaican dollar continues to slide.

According to an agreement between Petrojam and the commercial banks, 24 per-
cent of foreign exchange purchases go to Petrojam (the government monopoly for im-
ports of petroleum). Any company or person required to make payments to the gov-
ernment by agreement or law (such as the levy AI d royalty due on bauxite) will con-
tinue to make such payments directly to the BOJ.
3. Structural Policies

Prices are generally determined by the market, although prices of certain items
such as bus fares, water, electricity, and telecommunications are subject to price
controls. Prices of these items can be changed only after ministerial approval. In ad-
dition, the margins of motor vehicle dealers is restricted to 12.5 percent of CIF plus
customs duty on motor vehicles, and between 12.5 to 20 percent (and to 60 percent
for certain items) on automotive parts. The "Fair Competition Act" was introduced
in 1993 to create an environment of free and fair competition and to provide
consumer protection.

Taxation accounts for 85 percent of total government revenue. Major sources of
tax revenue include: personal income tax (38 percent of tax revenue), value-added
tax (31 percent) and import duties (12 percent). Although no tax increases have
been imposed in fiscal year 95/96, the government proposes to raise additional reve-
nue of over JDols 110 million through an increase in the tax on cruise ship pas-
sengers.

Jamaica is a member of the Caribbean Economic Community (Caricom), and im-
plemented the Caricom Common External Tariff (CET) on February 15, 1991. Under
the CET, goods produced in Caricom states are not subject to import duty. Third.
country imports are presently subject to import duties ranging between zero and 30

percent with higher rates applicable to certain agricultural items, "non-basic" and
finished goods. The tariff rate is to be phased down to between zero to 20 percent

by 1998.
The Government of Jamaica offers incentives to approved foreign investors, in-

cluding income-tax holidays and duty-free importation of capital goods and raw ma-
terials. The United States and Jamaica signed a bilateral investment treaty in early
1994.

All monopoly rights of the state-owned Jamaica Commodity Trading Company
(JCTC) ceased December 31, 1991, but it retains responsibility for procurement of
commodities under government to government agreements such as P1-480. The U.S.
Embassy in Kingston is unaware of any government regulatory policy that would
have a significant discriminatory or adverse impact on U.S. exports.

4. Debt Management Policies
Jamaica's stock of external debt fell marginally by one percent to JDols 3.65 bil-

lion in 1994, the lowest since 1986. Reduction over the last four years has been due
mainly to cancellation by official bilateral creditors (debt forgiveness), conversions
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of commercial bank debt, debt servicing, and reduction in contracting new loans.
Debt servicing during 1994 accounted for 20 percent (U.S. dollars 536.04 million)
of exports of goods and services, of which 8.42 percent represents interest payments.
The ratio of total outstanding debt to exports of goods and services declined from
156.3 percent in 1992 to 138.11 percent in 1994,due mainly to debt reduction and
improvement in exports. While the debt service burden in 1994 was lower than for
any year since 1981, debt servicing continues to be a major burden on the govern-
ment budget. Debt per capita has improved slightly to $1 460.

Half of the public debt is owed to bilateral donors (the trzited States is the largest
bilateral creditor), 37 percent to multilateral institutions, 10 percent to commercial
banks, and three percent to other entities. Jamaica completed its Multi-Year Re-
scheduling Arrangement (MYRA) with the Paris Club of OECD creditor countries
and agencies negotiated in 1992. The MYRA provided for rescheduling of $281.2 mil-
lion of principal and interest for the period October 1992 to September 1995. The
government will not be able to enter into further rescheduling agreements with the
Paris Club as it has no agreement in place with the IMF.

Under the debt conversion program (reducing foreign commercial debt), $123.5
million has been converted over the past six years. Thi, accounts for about 31 per-
cent of outstanding commercial debt.
5. Significant Barriers to U.S. Exports

Under the Caricom Common External Tariff, the applied tariff rate is to be
phased down from the current range of zero to 30 percent to a range of zero to 20
percent by 1998.

Government Procurement Practices: Government procurement is generally carried
out through open tenders, and U.S. firms are eligible to bid. The range of manufac-
tured goods produced locally is relatively small so instances of foreign goods com-
peting with domestic manufacturers are few. However, there have been reports of
mismanagement in the awarding of contracts, and the government has taken steps
to strengthen and expand the Contractor General's Office for effective monitoring
and awarding of contracts.

Customs procedures: There has been some improvement in streamlining customs
procedures. In order to facilitate the movement of goods, the government has sim-
plified documentation and clearance requirements for exporters. In addition, a pre-
clearance system was put in place last year to facilitate speedy processing of docu-
mentation for imports. Computerization of the entire system is still underway.
6. Export Subsidies Policies

The "Export Industry Encouragement Act" allows approved export manufacturers
access to duty-free imported raw materials and capital goods for a maximum of ten
years. Other benefits are available from the Jamaican government's export-import
bank, including access to preferential financing through the Export Development
Fund, lines of credit, and export credit insurance.
7. Protection of U.S. Intellectual Property

Jamaica, as a member of the World Trade Organization (WTO), is subject to the
provisions of the WTO Agreement on Trade-related Intellectual Property Rights
(TRIPs). The Jamaican government is in the process of revising legislation to make
it TRIPs consistent. The Government of -amaica and the United States signed a bi-
lateral Intellectual Property Rights Agreement in March 1994. Jamaica is als a
member of the World Intellectual Property Organization (WIP O) and a signatory to
the Berne Convention.

Patents/Trademarks: There are plans to modernize the patents, trademarks, and
designs legislation. Under the present regulations, patent rights in Jamaica are
granted for a period of 14 years with the provision of extension for another seven
years. The "novelty test" contained in the Jamaican patent law, however, limits the
definition of "novelty of invention" to that which is novel in Jamaica. Further, pat-
ents granted in Jamaica shall not continue in force after the expiration of the patent
granted elsewhere. The periods of examination are long; it can take years for a pat-
ent to be issued. McDonald's Corporation has sued a local company for allegedly
using its name and sign (infringement of trademark law).

Copyrights: The Jamaican Senate passed the Copyght Act in February 1993;
this newlaw entered into force on September 1, 1993. The Act adheres to the prin-
ciples of the Bern Convention and covers a wide range of works, including books,
music broadcasts, computer programs and databases. Enforcement remains a prob-
lem. Piracy of broadcasts and pre-recorded video cassettes is widespread. A draft
policy paper on cable television was tabled in parliament in February 1994. The gov-
ernment is presently examining submissions from the public for granting licenses
for legal operation of cable television.
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8. Worker Rights
a. The Right of Association.-The Jamaican Constitution guarantees the rights of

assembly and association and freedom of speech. These rights are widely observed.
b. The Right to Organize and Bargain Collectively. -Article 23 of the Jamaican

Constitution guarantees the right to form, join and belong to trade unions. This
right is freely exercised. Collective bargaining is widely used as a means of settling
disputes. The Labor Relations and Industrial Disputes Act (LRIDA) codifies regula-
tions on worker rights. About 15 percent of the work force is unionized, and unions
play an important economic and political role in Jamaican affairs.

However, Jamaica's largest unions, including the National Workers' Union, have
been unable to organize workers in the Ki•,gston Free Trade Zone. None of the 18
factories there are unionized.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
practiced. Jamaica is a party to the relevant International Labor Organization (ILO)
conventions.

d. Minimum &,e for Employment of Children.-The Juvenile Act prohibits child
labor, defined as the employment of children under the age of twelve, except by par-
ents or guardians in domestic, agricultural, or horticultural work. While children
are observed peddling goods and services, the practice of child labor is not wide-
spread.

e. Acceptable Conditions of Work.-A 40-hour week with 8-hour days is standard,
with overtime and holiday pay at time-and-a-half and double time, respectively. Ja-
mafes, aw required all factories to be registered, inspected and approved by the
Minm: f Labor. Inspections, however, are limited by scarce resources and a nar-
row t•& definition of "factory."

f. RighL.. in Sectors With U.S. Investment.-U.S. investment in Jamaica is con-
centrated in the bauxite/alumina industry, petroleum products marketing, food and
related products, light manufacturing (mainly in-bond apparel assembly), banking,
tourism, data processing, and office machine sales and distribution. Worker rights
are respected in these sectors, and most of the firms involved are unionized with
the important exception of the garment assembly firms. However, no garment as-
sembly firms in the free zones are unionized and only one garment firm outside the
free zones is unionized. There have been no reports of U.S.-related firms abridging
standards of acceptable working conditions. Wages in U.S.-owned companies gen.
erally exceed the industry average.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total M anufacturing ............................................................... 161

Food & Kindred Products ..................................................... 0
Chemicals and Allied Products ........................................... 149
Metals, Primary & Fabricated .......................................... 0
M achinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing............................... 13

W holesale Trade ...................................................................... (1)
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 5
Services ......................................................................... ........... 23
Other Industries ...................................................................... 24
TOTAL ALL INDUSTRIES .................................................... 1,272

1 Suppressed to avoid disclosing data of individual companies

Source- U.S. Department of Commerce, Bureau of Economic Analysis.
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MEXICO

Key Economic Indicators
[Billions of U.S. dollars unlea otherwise noted]

1993 1994 I961

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 217.3 207.5 100.02
Real GDP Growth (percent)8 . . . . . ..  . . . .. . . .. . .. .  0.4 3.5 -6.0
GDP (current prices) ............................................ 368 382 261
GDP by Sector:

Agriculture ........................................................ 27.6 28.3 17.2
M ining ............................................................... 12.5 13.0 9.7
Manufacturing .................................................. 82.8 86.0 59.8
Construction ..................................................... 19.9 21.0 12.8
Electricity..................................5.5 6.1 4.4
Commerce, Rest., Hotels .................................. 93.8 97.0 60.6
Transport and Communications ...................... 26.5 28.7 21.1
Financial Services ............................................ 41.6 43.9 31.8
Social Services .................................................. 63.7 64.9 49.1
Other Services .................................................. 57.4 58.1 44.9
Net Exports of Goods and Services ................. - 15.4 - 19.3 3.0

Per Capita GDP4 ................................................. 4,110 4,251 2,728
Labor Force (millions) ......................................... 35.5 35.4 35.4
Unemployment rate (percent) ............................. 3.4 3.7 6.6

Money and Prices:
Money Supply (M2) .............................................. 5.9 14.6 - 14.6
Banks' Average Cost of Funds ............................ 18.6 15.5 44.0
Financial Savings Rate ........................................ 48.7 54.9 51.0
Consumer Price Inflation .................................... 8.0 7.1 50.0
Producer Price Inflation ...................................... 4.6 9.1 60.0
Exchange Rate (pesos/US$, annual average) .... 3.1 3.3 6.3

Balance of Payments and Trade:
Total Exports FOB ............................................... 51.9 60.9 78.0

Exports to U.S.5 . . . ...................... . . .. . . .. . . . . .. . . . .. . .. .  42.9 51.6 62.5
Total Imports FOB ............................................... 65.4 79.3 71.0

Impo. -s from U.S.5 .................. . . . .. . . .. . . .. . . . . . .. . .. . .  45.3 54.8 51.0
Aid from U.S . ....................................................... N/A N/A N/A
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 83.5 89.3 105.4
Debt Service Payments ........................................ 20.8 18.2 24.5
Gold, Foreign Exchange Reserves (December) .. 24.5 6.1 15.6
Trade Balance ...................................................... - 13.5 -18.4 7.0

Trade Balance with U.S.5 ............................... -2.4 -3.2 11.5
'Figures for 1995 are estimates based on data available through October.
2Apparent drop in 1995 real GDP (as mesaured in dollars) is due primarily to the dvaluatuon of the peso.

Real GDP fell approximately 6 percent
3 Percent change calculated from peso value
4Current U.S. dollars.
$Mexican trade data.

1. General Policy Framework
Mexico's economic policy in 1995 was designed to deal with the effects of a severe

economic crisis brought on by a sharp depreciation of the peso that began in late
December 1994. The peso depreciated about 40 percent from its pre-crisis level be-
fore stabilizing in May 1995. The government's economic adjustment program, im-
plemented at the end of March, relied on tight monetary and fiscal policies to bring
down inflation and interest rates, and establish a solid base for economic growth.
The falling value of the peso helped Mexico convert a large trade deficit in 1994
(over $18 billion) into a surplus of about $7 billion in 1995. The current account was
nearly brought into balance in 1995 from a deficit of $29 billion in 1994. The cost
of the adjustment program has been a severe recession with a sharp increase in un-
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employment, declining real wages, and plummeting internal demand. GDP is ex-
pected to decline by 6 percent in 1995.

On October 29, 1995, government, labor, and business representatives signed an
economic pact outlining economic policies for the end of 1995 and 1996. The govern-
ment granted tax concessions to businesses in an effort to reinvigorate the economy,
scheduled price increases for fuels and electricity, and committed to cut real spend-
ing by 5 percent in 1996. The pact also called for an increase in the minimum wage,
which serves as a benchmark for most wages, of 10 percent in December 1994 and
April 1996. The government expects, as a result of the agement, that the economy
will grow 3 percent in 1996 and that inflation will be held to 20 percent.
2. Exchange Rate Policies

From November 1991 until December 1994, Mexico maintained an exchange rate
band for the peso in which the maximum and minimum values of the band were
adjusted daily by a factor that corrected for inflation differences between the United
States and Mexico. In 1994, strong peso selling followed major political develop-
ments such as the Chiapas uprising and the assassination of the Institutional Revo-
lutionary Party (PRI) presidential candidate Donaldo Colosio, forcing the govern-
ment to use foreign exchange reserves to maintain the value of the peso within the
exchange rate band. In the ace of an attack on the peso in November and December
1994, the Government of Mexico virtually exhausted foreign exchange reserves try-
ing to support the peso and was forced to devalue the peso by 15 percent on Decem-
ber 20. Unable to support the peso at this lower exchange rate, the government
abandoned the foreign exchange band in favor of a free-floating exchange rate on
December 22. The free float continues with the government intervening infrequently
to correct disorderly conditions.

The value of the peso changed little in nominal terms between November 1991
and early 1994. In early 1994, however, turbulent politics spawned a flight of capital
and a consequent 10.3 percent depreciation in the peso between January and mid-
December 1994. From December 19, 1994 through the first 10 months of 1995, the
peso lost almost 50 percent of its value against the dollar. Partially as a result of
this sharp devaluation, U.S. exports to Mexico decreased 9.6 percent over the firsteight months, according to U.S. trade data. This trade pattern contrasts with 1994
when there was a 22.1 percent increase in U.S. exports to Mexico and a 23.9 percent
increase in Mexican exports to the United States.
3. Structural Policies

The North American Free Trade Agreement (NAFTA), which entered into force
in January 1994, is the cornerstone of Mexico's trade policy. NAFTA's key features
include:

Progressive elimination of tariffs, non-tariff barriers, and quotas for merchan.
dise trade;

Phased limited opening of Mexico's service sector, including financial services,
to investment and cross-border transactions by U.S. and Canadian firms;

Gradual opening of the Mexican central government purchasing and construc-
tion contracts to bidding by U.S. and Canadian firms.

Clear dispute resolution and international arbitration procedures to provide
protection to U.S. and Canadian investors in Mexico; and

Commitment from all parties to afford effective protection to intellectual prop-
erty rights. Mexico is pursuing free trade agreements with some countries in
Central and South America, and is expected to seek to liberalize trade further
with the European Union.

Regulation of the Mexican economy has decreased significantly in the 1990s. The
government introduced legislation in 1993 to promote greater competition, limit mo-
nopolistic behavior, and prohibit practices that restrain trade. A 1993 foreign trade
law eliminated most non-tariff trade restrictions and established remedies for unfair
trade practices, such as export subsidies and dumping. Mexican investigations of
unfair trade practices are generally considered fair and transparent. The Mexican
customs service has been modernized and automated, and a program to profes-
sionalize personnel and weed out corruption is underway.

The government has privatized or eliminated more than 1000 state-owned compa-
nies since 1986. Privatizations during the administration of President Salinas in-
cluded commercial banks, the telephone company, a television network, airlines,
steel production, and several major industrial facilities. President Zedillo has com-
mitted to continue the privatization trend. His administration currently is working
to privatize management and some facilities at ports, airports, and railroads. Sec-ondary petrochemical plants will be sold in their totality. In addition, the govern-
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ment is establishing procedures to permit competition in the production of electricity
and in telecommunications.
4. Debt Management Policies

As outlined in its March 1995 emergency economic program, the Mexican govern-
ment's debt strategy seeks to: a) refinance and extend the maturities of short term
dollar-denominated obligations; b) stabilize financial markets and restore confidence
through a strong macroeconomic adjustment program in response to lower capital
inflows; and c) reestablish access to international capital markets. The budget law
approved by the Mexican Congress in December 199A. limited net external borrowing
to $5 billion in 1995. This clause was modified in February 1995, however, to permit
additional foreign borrowing to finance maturing dollar-denominated short term
government notes (tesobonos) totalling over $26 billion.To support Mexico's macroeconomic stabilization program, one of the largest inter-
nationaleconomic support packages ever was assembled. The original package con.
sisted of up to $51.8 billion, divided as follows: up to $20 billion from the U.S. gov.
ernment; upto $17.8 billion from the International Monetary Fund (IMF); up to $10
billion in short term swap facilities from the Bank of International Settlements
(BIS); up to $3 billion from a group of international commercial banks; and up to
one billion dollars from Canada. As of October 1995, Mexico had drawn $11.5 billion
from the IMF and a net of $11.8 billion from the exchange stabilization fund of the
United States.

Mexico's public sector external debt, including IMF obligations, reached $112.9
billion in July 1995, up from $84.5 billion at the end of December 1994. At the end
of 1994, total public and private sector foreign debt was $127.4 billion and, because
of the need to substitute external borrowing for peso borrowing, by July 1995 grew
to $153.1 billion. The Mexican private sector borrowed heavily in international mar-
kets in the 1992-1994 period, with debt growing to $46.2 billion at the end of 1994.
By July 1995, private sector foreign borrowing had declined to $44 billion.
5. Significant Barriers to U.S. Exports

Import Licenses: Mexico eliminated its universal regime of import license require-
ments in 1985 and has committed, under GATT and the NAFTA, eventually to
eliminate all import licensing requirements. The Mexican government still requires
import licenses for slightly under 200 product categories, many of which are in the
agricultural sector. For U.S. and Canadian exporters to Mexico, NAFTA replaced ag.
ricultural import licenses with tariff rate quotas and, it may beargued, in some
cases with sanitary and phytosanitary requirements. The NAFTA agriculture sector
reduces tariffs over a fifteen-year span. Readers who wish more information in this
area should contact the U.S. Department of Agriculture to obtain specialized infor-
mation.

Automobiles: Investment and trade in the automobile sector are subject to the re-
strictions of the Mexican Auto Decree, including such performance requirements as
local content, foreign exchange balancing, and quantitative import restrictions. For.
eign ownership in most auto parts manufacturing companies is limited to 49 per-
cent, rising to 100 percent in January 1999. The automotive chapter of NAFTA cre.
ated new opportunities for U.S. automobile manufacturers and parts suppliers in
Mexico. Due to the economic crisis, in 1995 automobile imports fell sharply.

Insurance: Foreign ownership of Mexican insurance companies is limited by law
to 49 percent. Under NAFTA, U.S. insurers will be allowed to increase their equity
participation in new joint ventures to 51 percent by 1998 and 100 percent by the
year 2000, with no limitations on market share. U.S. insurers will also be permitted
to establish wholly-owned subsidiaries in Mexico, subject to aggregate market share
limits which will be eliminated in 2000. U.S. insurers that have ownership in exist-
ing joint ventures may increase their equity participation to 100 percent by 1996.
Legislation to effect these changes is currently being drafted, and will likely be sent
to congress for approval in 1996.

Telecommunications: The main restriction in the telecommunications sector is a
limitation on foreign investment in telephone and value-added services to a 49 per-
cent equity position. Mexico recently modified its constitution to allow for private
participation and equity in Mexican telecommunications satellites, including owner-
ship of transponders. Long distance telephone service is reserved for Telefonos de
Mexico until January 1, 1997 by a government concession. Mexico's new tele-
communications law sets no limits on the number of service providers after that
date. Local, basic telephone service is already technically open to competition, but
the radio-spectrum on which future, fixed-wireless networks depend will be auc-
tioned sometime in 1996. A number of U.S. companies have teamed with Mexican
partners to apply for long distance licenses, and some have already received them.
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Financial Services: Mexico continued during 1995 to promote competition and di-
versification in the financial sector by encouraging foreign investment. New rules
adopted in February 1995 allow foreign banks to acquire up to 100 percent owner-
ship in existing banks that have less than six percent of the total capital in the
banking system (this effectively excludes Mexico s three largest banks). Foreigners
may now own up to 25 percent of the net capital of the banking system as compared
to eight percent that would have been permitted this year under NAFTA. Also, both
Mexican and foreign individuals and companies are allowed to own up to 20 percent
(instead of 10 percent under previous regulations) of a Mexican financial institution.
As of October 1995, some 90 foreign financial institutions had been authorized or
received favorable options (one step short of actual authorization.) Of these 90, 65
are U.S. companies.

Motor Carriers: As a result of bilateral consultations and the Mexican govern-
ment's deregulation of truck and bus operations, U.S. truckers and charter bus oper-
ators now have substantial access to Mexico. Although full trucking authority for
U.S. carriers is still limited to the border commercial zone, U.S. freight carriers
have open access for trailer entry into Mexico and may thus deliver door-to-door.
Mexican tractors and drivers are required by law to haul all trailers bound for inte-
rior points, but this has not been considered a major obstacle by U.S. transportation
companies. U.S. charter tour buses now have full access to all points in Mexico; reg-
ularly scheduled bus operations are restricted reciprocally to the border zones. Mexi-
can authorities are implementing new safety, weight and dimension regulations to
meet U.S. standards, and the two countries are preparing for the standardization
and reciprocal recognition of commercial drivers' licenses. A schedule for full liberal-
ization has been negotiated under NAFTA. The planned December 18, 1995 opening
of border states to cross-border trucking was postponed pending resolution of re-
maining U.S. safety concerns.

Mexico is obliged under NAFTA to grant U.S. small package and express delivery
services full national treatment. Mexico is in the process of drafting regulations that
will allow U.S. small package service companies to operate on a par with Mexican
companies. For more than two years the U.S. has been pressing Mexico on the im-
portance of promulgating regulations that meet widely accepted standards in this
area, so far without success. We continue to hope for a speedy resolution of this
problem.

Standards, Testing, Labeling and Certification: The Mexican government has tra-
ditionally been the primary actor in determining product standards, labeling and
certification policy, with some input from the private sector and less from consum-
ers. As a result, independent standards and certification organizations are virtually
non-existent. The Ministry of Trade has begun efforts to reverse this situation, shift-
ing responsibility for the formulation of voluntary standards to the private sector
or to mixed commissions.

In 1992 the government undertook an ambitious project to revamp its entire sys-
tem for formulating product standards, testing, labeling and certification regula-
tions. The cornerstone of this review is the 1992 Standardization and Metrology
Law, which provides for greater transparency and access by the public and inter.
ested parties to the regulation formulation process. This exercise has resulted in a
reduction of obligatory product standards to just above three hundred.

under the NAF'TA, Mexico reaffirmed its GATT obligations to base its obligatory
norivr on international standards. Mexico committed to make its standards compat-
ible with all U.S. standards and to recognize U.S. standards-certifying entities be-
ginning in 1998. Toward the end of 1994, Mexico revised its testing ana certification
procedures to require more frequent re-testing of products or, in its stead, certifi-
cation of importers' quality control procedures to ensure that tested products are
representative of production models.

Investment Barriers: The National Foreign Investment Commission, chaired by
the Secretary of Commerce and Industrial Development, decides questions of foreign
investment in Mexico. The country's constitution and Foreign Investment Law of
December 1993 reserve certain sectors to the state (such as oil and gas extraction
and the transmission of electrical power) and a range of activities to Mexican na-
tionals (for example, forestry exploitation, domestic air and maritime transpor-
tation). Despite remaining restrictions, the 1993 Foreign Investment Law greatly
liberalized foreign investment, eliminating the requirement for government approval
in around 95 percent of foreign investments. The constitution was amended in 1995
to allow foreign investment in railroads, telecommunications and satellite trans-
mission. Privatization of the country's secondary petrochemical complexes also will
be allowed, with the first request for bids issued on November 14, 1995 for sales
to take place by mid-1996.
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Provisions contained in NAFTA opened Mexico to greater U.S. and Canadian in-
vestment by assuring U.S. and Canadian companies national treatment, the right
to international arbitration and the right to transfer funds without restrictions.
NAFTA also eliminated some barriers to investment in Mexico, such as trade bal-
ancing and domestic content requirements. Mexico additionally has implemented its
commitment under NAFTA to allow the private ownership and operation of electric
generating plants for self-generation, co-generation, and independent power produc-
tion. On November 8, 1995, Mexico issued the first regulations allowing private sec-
tor participation in the transportation, distribution and storage of natural gas.

Investment restrictions exist prohibiting foreigners from acquiring title to residen-
tial real estate within 50 kilometers of the nation's coasts and 100kilometers of the
borders. Foreigners may acquire the effective use of residential property in the re-stricted zones via a trust through a Mexican bank. Only Mexican nationals may own
gasoline stations, whose gasoline is supplied by PEMEX, the state-owned petroleum
monopoly. These gasoline stations only carry PEMEX lubricants although other lu-
bricants are manufactured and sold in Mexico. Both foreigners and Mexican citizens
encounter problems with enforcement of property rights.

Government Procurement: There is no central government procurement office in
Mexico. Government agencies and public enterprises use their own purchasing of.
fices to buy from qualified domestic or foreign suppliers, subject to guidelines issued
by the Treasury Secretariat. In 19c1, Mexico abandoned the rule that state-owned
enterprises give preference in procurement to national suppliers. Suppliers from all
countries, whether GATT members or not, now may bid on most government
tenders, and requirements for participation are the same for foreign and domestic
suppliers. Because NAFTA allows some smaller contracts for goods, services or con-
struction to be let without requiring them to be open to suppliers from all NAFTA
countries, the procurement law enacted in 1994 distinguishes between procurement
contests open to national versus international suppliers. The law, however, acknowl-
edges Mexico's procurement obligations under NAFTA and other international trade
agreements. A specific preferential treatment in public procurement is granted to
domestic drug suppliers (which includes foreign companies established in Mexico).
NAFTA gradually increases U.S. suppliers' access to the Mexican government pro-
curement market, includingthe state-owned oil company, PEMEX, and the Federal
Electricity Commission, CFE, which are the two largest purchasing entities in the
Mexican government. Under NAFTA, Mexico immediately opened 50 percent of
PEMEX and CFE procurement to U.S. and Canadian suppliers, and this percentage
will increase in steps until all PEMEX and CFE procurement is open by 2004.

Customs Procedures: The Mexican government introduced in 1993 a system to
combat under-invoicing of certain imports for customs purposes. The system, osten-
sibly aimed at Mexico's large informal sector, established a "reference price" on
which duty would be charged, absent evidence that the lower declared rice was a
valid arms-length commercial transaction. Fine tuning of this directive gas allowed
large, frequent importers to be exempted from bond-posting requirements.

In September 1994, the Mexican government began to require certificates of origin
for textiles, apparel and footwear subject to Mexican unfair trading (primarily anti-
dumping) orders and produced in certain south and east Asian countries. The direc-
tive has disrupted some U.S. retailers' inventory and logistics systems, precluding
them from exporting such third-country goods to stores in Mexico. The Mexican gov-
emnment is expected to come to an understanding with reputable U.S. exporters to
exempt them from the directive's most burdensome requirements.

Traders and Mexican customs brokers (by law, imports into Mexico must be han-
dled by Mexican customs brokers) agree that Mexican customs procedures have im.
proved dramatically in recent years. Remaining complaints center on vaguely word-
ed regulations that prescribe excessively strict penalties, and a general increase in
customs' assessment of minor infractions and fines. Both issues will be addressed
in the customs reform legislation now pending before the Mexican Congress.
6. Export Subsidies Policies

The Mexican government has no export subsidy program and has informed the
U.S. Government that it is in full compliance with a 1986 bilateral understanding
on export subsidies. The U.S. International Trade Commission found in April 1990
that past Mexican export subsidy programs have either ended or the subsidy ele-
ment has diminished. Provisions for promoting exports in Mexico's new foreign
trade law are limited to training and assistance in finding foreign sales leads,

project financing (at market rates) for export-oriented business ventures, and special
tax treatment for companies that have significant export sales.
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7. Protection of U.S. Intellectual Property
Mexico is a member of the major international organizations and conventions reg-

ulating the protection of intellectual property rights (IPR)-the World Intellectual
Property Organization, the Berne Convention for the Protection of Literary and Ar.
tistic Works, the Paris Convention for the Protection of Industrial Property, the Uni-
versal Co'yright Convention, the Geneva Phonograms Convention, and the Brussels
Satellite Convention.

The Mexican government strengthened its domestic legal framework for protect.
ing intellectual property by amending its 1991 industrial property law (patents and
trademarks), effective October 1, 1994, to create the Mexican Institute for Industrial
Property (IMPI) and give this agency enhanced powers to implement Mexico's IPR
laws. The amended law clarifies the protections afforded inventions related to living
materials by excluding specific processes from patent protection. It also incorporates
Mexico's IPR obligations under NAFTA. These NAFTA provisions will further
strengthen IPR protection by providing for nondiscriminatory national treatment of
IPR matters, establishing certain minimum standards for protection of sound re-
cordings, computer programs and proprietary data, and by providing express protec.
tion for trade secrets and proprietary information. Product patent protection was ex-
tended to all processes and products, including chemicals, alloys, pharmaceuticals,
biotechnology and plant varieties. The term of patent protection was extended from
14 to 20 years from the date of filing. Trademarks now are granted for 10-year re-
newable periods. A new feature of the amended law is that it is sufficient for a com-
pany to have its mark recognized among the U.S. industry to be protected in Mex-
ico.

At the same time, Mexico has requested and received over 600 pages of private
sector comments on amending its copyright law of August 1991 to bring it into ac-
cord with the most up-to-date international practices. The 1991 copyright law pro-
vides protection for computer programs against unauthorized reproduction for a pe.
riod of 50 years. Sanctions and penalties against infringements were increased and
damages now can be claimed regardless of the application of sanctions.

Although Mexican federal authorities conduct investigations and carry out raids,
few arrests result. Criminal cases have been compromised by information leaks and
loss of evidence. Music industry sources estimate that two out of every three audio
tapes sold in Mexico still are pirated products. Software firms estimate their losses
at $162 million in 1994, or close to 78 percent of total software sales in Mexico. In
an effort to put teeth into its IPR laws, the Mexican Government formed a commis-
sion in October 1993 to cut through the bureaucratic obstacles hindering effective
action. The committee, however, has not been active in 1995. The U.S. recently pro-
posed a bilateral commission to investigate IPR enforcement problems in the two
countries. Much work remains to be done in combatting piracy in Mexico.
8. Worker Rights

For an introduction to Mexican labor law, see 'A Primer on Mexican Labor Law"
and "A Comparison of Labor Law in the United States and Mexico: An Overview,"
both published by the U.S. Department of Labor.

a. The Right of Association. -The Federal Labor Law (FLL), embodied in the
Mexican Constitution, gives workers the right to form and join trade unions of their
own choosing. Mexican trade unionism is well developed, with thousands of unions
and a number of labor centrals. The Confederation of Mexican Workers (CTM) is
by far the largest. Unions must register with federal or state authorities to acquire
legal status. Registration requirements are not onerous, but federal or state authori-
ties reportedly use this administrative procedure improperly to withhold registration
from groups considered disruptive to government policies, employers, or unions.
Union registration was the subj ect of ministerial consultations in 1995 under the
North American Agreement on I abor Cooperation (NAALC-the NAFTA labor side
agreement) and subsequent trinational seminars. Unions, federations and labor cen-
trals freely affiliate with international trade union organizations. The FLLprotects
labor organizations from government interference in their internal affairs. This can
also protect undemocratic or corrupt union leaders. The law permits closed shop and
exclusion clauses, allowing union leaders to vet and veto new hires and force dismis-
sal of individuals the union expels. Such clauses are common in collective bargain-
ing agreements. In 1995, the International Labor Organization (ILO) Committee of
Experts and Conference Committee on Application of Standards reiterated previous
criticism that restrictions in Mexican federal employee labor law violate freedom of
association, though enacted at federal employee request. The Mexican Government
promisedd to study amending the law and report to the ILO before the 1996 Con-
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The CTM and most of the 37 smaller confederations, federations and separate na-
tional unions in the Labor Congress (CT) are allied with the governing Institutional
Revolutionary Party (PRI). Union officers help select, run as, and campaign for PRI
candidates in federal and state elections, and support PRI government policies at
crucial moments. This gives the unions considerable influence on government poli.
cies, but limits their freedom of action. Rivalries within and between PRI-allied or-
ganizations are strong. A few small labor federations and independent unions are
outside the CT and not allied to the PRI.

b. The Right to Organize and Bargain Collectively.-The FLL strongly upholds
this right. About 30 percent of all Mexican workers are organized. Given that less
than half of the work force is in the formal sector and therefore accessible to orga-
nization, the effective rate of organization in the formal sector is nearly double the
national rate. The public sector is almost totally organized. Industrial areas are
heavily organized, but states with little industry often have few industrial unions.
The law protects workers from anti.union discrimination, but enforcement.is un-
even. Industry or sectoral agreements ("Contratos Ley") carry the weight of law in
some sectors and apply to all sector firms, unionized or not, though this practice
is becoming less common. The FLL guarantees the right to strike. On the basis of
interest by a few employees, or a strike notice by a union, an employer must nego-
tiate a collective bargaining agreement or request a union recognition election.-In
1995, at union insistence, annual national pacts negotiated by the Government and
major trade union, employer, and rural organizations ceased to limit free collective
bargaining, as they had voluntarily for the past decade.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
labor and none has been reported.

d. Minimum Age for Employment of Children.-The FLL sets 14 as the minimum
age for employment, but those under 16 may work only six hours a day with prohi-
bitions against overtime, night labor and performing hazardous tasks. Enforcement
is reasonably good at large and medium companies,but inadequate in small compa-
nies and in agriculture, and nearly absent in the informal sector. The ILO reports
18 percent of children aged 12 to 14 work, often for parents or relatives. Most child
labor takes place in the informal sector (including myriad street vendors), agri-
culture, and rural areas. In 1992, the Mexican government increased from six to
nine the minimum number of years children must attend school and made parents
legally liable for their children's non-attendance. In 1993, the ILO developed a na-
tional action plan against child labor with the Mexican government's Social Develop-
ment Secretariat (SEDESOL), but implementation was interrupted by the change
of administration and subsequent economic crisis.

e. Acceptable Conditions o" Work.-The FLL provides for a daily minimum wage,
set annually effective January I by the tripartite (government/labor/employers) Na-
tional Minimum Wage Commission. Any party can ask the board to reconvene to
consider a special increase, as occurred with the 12 percent increase in April 1995.
In November 1995, the three parties agreed to ask the Board to increase the mini-
mum wage 10 percent on December 4, 1995, and another 10 percent on April 1,
1996, skipping the annual increase on January 1, 1996. On December 4, the mini-
mum daily wage, in pesos, in Mexico City and nearby industrial areas, Acapulco,
southeast Veracruz state's refining and petrochemical zone and most border areas,
will be 20 pesos ($2.86 at an exchange rate of 7.0 pesos per dollar). Approximately
12 percent of the labor force earns the minimum wage. Industrial workers average
three to four times the minimum wage. The law and collective agrements provide
extensive additional benefits. Those legally required include social security medical
care and pensions, individual worker housing and retirement accounts, substantial
Christmas bonuses, paid vacations, profit-sharing, maternity leave and generous
severance packages. Employer costs for these benefits run from 27 percent of payroll
at small enterprises to over 100 percent at major firms with good union contracts.
Eight hours is the legal workday and six days the legal workweek, with pay for
seven. Workers asked to exceed three hours of overtime per day or work overtime
on three consecutive days receive t triple the normal wage.For most industrial
workers, especially under union contract, the true workweek is 42 hours with seven
davs' pay. This is why unions jealously defend the legal ban on hourly wages.

Mexico's occupational safety and health (OSH) laws and rules are relatively ad-
vanced. Employers must observe "General Regulations on Safety and Health in the
Work place' issued jointly by the Secretariat of Labor (STPS) and the Mexican So-
cial Security Institute (IMSf). FLL-mandated joint labor-management OSH commit-
tees at each plant and office meet at least monthly to review work place safety and
health needs. Individual employees or unions may also complain directly to inspec-
tors or STPS/OSH officials. Workers may remove themselves from hazardous situa-
tions without reprisal and bring complaints before the Federal Labor Board at no
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cost. STPS and IMSS officials report compliance is reasonably good at most large
companies, though federal inspectors are stretched too thin for effective enforce-
ment. There are special problems in construction, where unskilled, untrained, poor-
ly-educated, transient labor is common.

f. Rights in Sectors With U.S. Investment.-Worker rights conditions in sectors
with US. investment do not differ significantly from those in other sectors of the
economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum..................................................(1)
Total M manufacturing ............................................................... 10,697

Food & Kindred Products ................................................... 136
Chemicals and Allied Products...... .................... 105
Metals, Primary & Fabricated .......................................... .21
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... (1)
Transportation Equipment ................................................ 0
Other Manufacturing .......................................................- (1)

Wholesale Trade ...... ..... ..... ............................ 994
B anking ................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 1,982
Services ................................................................................... 261
Other Industries ..................................................................... 2,335
TOTAL ALL INDUSTRIES ................................................... 16,375

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

NICARAGUA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1993 prices) ...................................... 1,814.3 1,818.2 1,891.0
Real GDP Growth (percent) 2 . . .. ............ .. . . . . . .. . . .. .  -0.4 3.g 4.0
GDP (at current prices) ....................................... 1,814.3 1,857.5 1,868.1
GDP by Sector:

Agriculture 3 ......................... . .. . . . .. .. . . .. .. .. .. . . . .. . . ..  552.8 608.1 617.3
Energy and Water ............................................ 21.2 21.6 21.7
Manufacturing/Mining .................................... 320.6 316.5 311.6
Construction ..................................................... 44.0 54.7 58.8
Rents...............50.6 49.9 49.2
Financial Services ............................................ 50.0 49.7 48.9
Other Services .................................................. 625.1 623.0 625.3
Govt, Health and Education ............................ 150.0 134.1 135.2
Net Exports of Goods and Services ................. -403.0 -434.1 -391.0

Real Per Capita GDP ........................................... 468 454 457
Labor Force (000s) ............................................... 1,367 1,412 1,459
Unemployment Rate (percent) ............................ 21.8 20.7 20.2

Money and Prices (annual percentage growth):
Money Supply (M2)...... .... .................. 8.0 55.7 15.5
Base Interest Rate ............................................... 11.5 12.4 12.5
Personal Saving Rate .......................................... -14.6 - 13.3 N/A
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996'

Consumer Price Index ......................................... 19.5 12.4 10.0
Exchange Rate (cordobas/US$):

Official (period average) ................................... 6.1 6.7 7.6
Parallel (period average) .................................. 6.3 6.9 7.7

Balance of Payments and Trade:
Total Exports FOB4 ............................................. 267.0 351.2 470.0

Exports to U.S. FOB ........................................ 125.9 166.8 236.8
Total Imports FOB 4 ............................................ 670.0 785.0 861.0

Imports from U.S. FOB .................................... 149.8 185.5 300.5
Aid from U.S . ....................................................... 80.5 80.9 30.7
Aid from Other Countries ................................... 306.2 482.1 488.0
External Public Debt ........................................... 10,445 10,704 10,200
Debt Service Payments ........................................ 193.9 241.7 212.3
Gold and Forex Reserves ..................................... 87.7 172.3 150.0
Trade Balance 4 ......................... . . .. . .. . .. . . .. .. .. . .. . . .. . .  -403.0 -433.8 -391.0

Balance with U.S .............................................. -23.2 -28.6 -63.7
1Projections based on data available in October 1995.
2Percentage changes calculated in local currency.
3 Includes livestock and fisheries.4 Merchandise Trade.

1. General Policy Framework
Nicaragua's transition from a centralized to a market-oriented economy began

with the election of President Violeta Chamorro in 1990. During its first three
years, the Chamorro Administration stabilized the currency, brought inflation under
control, liberalized the foreign trade regime, and re-started the private banking sec-
tor. In 1994, the economy grew for the first time in a decade. Real GDP expanded
by 3.2 percent that year, grew another 4 percent in 1995, and is projected to in.
crease by at least 4 percent in 1996.

The country remains essentially agricultural with a very small manufacturing
base. It is dependent on imports for provision of most manufactured, processed, and
consumer items. A member of the World Trade Organization (WTO) since Septem-
ber 3 1995, Nicaragua has reduced tariffs, eliminated most nontariff barriers, and
greatly relaxed foreign exchange controls. Export promotion is a top national goal,
with exports up 76 percent from 1993 to 1995 (to an estimated $470 million). The
United States is Nicaragua's largest trading partner, with both exports and imports
expanding in recent years.

In June 1994, Nicaragua came to agreement with the IMF on a three-year En.
hanced Structural Adjustment Facility ESAF).
2. Exchange Rate Policies

Since January 1993 the Government of Nicaragua has followed a crawling-peg
devaluation schedule. Whe cordoba to dollar rate is adjusted daily with the real ex.
change rate held essentially constant. However, because the rate of inflation has ex-
ceeded the rate of devaluation in recent years, at the end of 1995 the cordoba was
overvalued by 15 percent compared to March 1991. A legal parallel exchange market
supplies foreign currency for virtually all types of exchange transactions. The spread
between the official and parallel markets was between one and two percent in 1995.
In late 1995, the Government announced its intention to eliminate all remaining re-
strictions on the foreign exchange system and unify the official andparallel mar-
kets. The exchange rate on January 12, 1996 was cordobas 7.99 to 1 USD.

3. Structural Policies
Pricing Policies: Since taking office in 1990, the Chamorro Administration has lift-

ed price controls on most items, with the exception of sugar, domestically produced
soft drinks, and certain petroleum products. Controls also apply to pharmaceutical
sales margins. However, in the past the Central Government has negotiated vol-
untary price restraints with domestic producers of important consumer goods.

Tax Policies: Nicaragua maintains a maximum tariff level on virtually all imports
of 20 percent of CIF value. An additional Temporary Protection Tariff of/5 to 15 per-
cent of CIF value is levied on some 900 imported items, largely goods that are also
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roduced in Nicaragua. Some 750 other products are assessed a Specific Consump-
non Tax, generally limited to 15 percent of CIF value. A stamp tax of five percent
is levied on all imports (tax legislation under consideration in late 1995 proposes
a reduction to one percent for raw materials and industrial inputs). The country's
15 percent sales tax is charged (in a cascading fashion) on all imported goods that
are not categorized as basic ood basket items. Overall import taxation levels on so-
called "fiscal" goods (e.g., tobacco, soft drinks, and alcoholic beverages) are particu-
larly high. Thus, importers of many types of consumer items confront a total import
tax burden of 30 to 45 percent. Chicken is the only product in Nicaragua covered
by a tariff rate quota.
4. Debt Management Policies

The Chamorro Administration inherited a $10.6 billion debt from the Sandinista
regime in 1990. After clearing its arrears with the World Bank (IBRD) and the
Inter-American Development Bank (IDB) and receiving significant debt relief from
the Paris Club in 1991 and 1994, the Government focused on a strategy designed
to achieve significant reductions in debt stock. In March 1995 the Government
reached agreement with Paris Club creditor nations under "Naples terms" treat-
ment for the poorest and most indebted countries. In November 1995 Germany
agreed to an 80 percent reduction of Nicaragua's nearly $600 million debt with the
former German Democratic Republic. The Government also engaged in negotiations
seeking forgiveness of debt to other Latin American countries (totalling $2.3 billion)
as well as the former Soviet Union ($3.4 billion).

Nicaragua, with the assistance of the IBRD, IDB, and several European countries,
successfully concluded in November 1995 a buy-back of over 79 percent of its out-
standing commercial debt. Nevertheless, in late 1995, Nicaragua's debt was still
about $10.2 billion, nearly 21 times annual export earnings, and a per capita debt
of approximately $2,460. The government's hope is that its strategy will reduce its
annual debt service to about $150 million by the end of 1996, a level that would
be manageable under expected aid flows and export projections.
5. Significant Barriers to U.S. Exports

Import Licenses: In most cases, the issuance of import licenses is a formality. Per-
mits are required only for the importation of sugar, firearms, and explosives. U.S.
exporters of food products should check with the Ministry of Agriculture concerning
phtosanitary requirements.

Services Barriers: Although 11 private banks are now operating, no U.S. bank has
yet re-entered the Nicaraguan financial market. Insurance activities are currently
in the hands of a state monopoly, but legislation is pending that would allow private
sector participation in the sector.

Investment Barriers: Foreign exchange generated from the export of most tradi-
tional products (e.g., coffee, sugar, beef, cotton) must be surrendered to the Central
Bank, although private banks can accept the dollars as agents of the Central Bank.
Remittance of 100 percent of profits generated through foreign investments, as well
as of original capital three years following investment, is guaranteed through the
Central Bank at the official exchange rate for those investments registered under
the Foreign Investment Law. Investors who do not register their capital may still
make remittances through the parallel market, but the Governmental will not guar-
antee that foreign exchange will be available. In any event, Embassy is aware of
no investor who has encountered remittance difficulties since the inception of the
Foreign Investment Law in 1991. The fishing industry remains protected by require-
ments involving the nationality and composition of vessel crews and a requirement
for domestic processing of the catch.

Customs Procedures: Importers complain of steep secondary customs costs includ-
ing customs declaration form charges and consular fees. In addition, importers are
required to utilize the services of licensed customs agents, adding another layer of
costs. Importers also complain that some competitors either smuggle in goods or
under-declare their values in order to avoid tariffs and thus offer the goods on the
market at reduced cost.

Private Property Rights: The resolution of thousands of cases of homes, busi-
nesses, and tracts of land confiscated without compensation by the Sandinista gov-
ernment during the last decade remains an issue in Nicaragua. 1The Chamorro gov-
ernment has made the resolution of these cases a priority and is working to pri-
vatize the state-owned telephone company in order to use the proceeds to improve
compensation for individuals whose properties were confiscated. Legislation was
also introduced to clarify the legal status of thousands of properties confiscated dur-
ing the Sandinista years. Passage before the end of 1995 is expected. Nonetheless,
potential U.S. investors should carefully verify property titles before purchase.
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In July 1995 the United States and Nicaragua signed a Bilateral Investment
Treaty designed to improve protection for investors. The treaty has not yet been
submitted to the Senate for ratification.
6. Export Subsidy Policies

The 1991 export promotion decree established a package of fiscal incentives for
exporters of non-traditional goods (i.e., goods other than coffee, cotton, sugar, wood,
beer, lobster, and sea-harvested shrimp). Such products receive an exemption on
payment of 65 percent of income tax liabilities. While this benefit expires after 1997,
the government's Export Promotion Committee will be empowered to extend exemp-
tions beyond that date to export lines of key interest to the country. In addition,
foreign inputs that go into the production of export goods are allowed to enter duty-
free and are exempt from value added tax. Exporters of nontraditional goods are
given preferential access to foreign exchange at the official rate and receive a tax

nefit certificate equivalent to 10 percent of the FOB value of the exported goods
(the benefit will drop to 5 percent in 1997). Export licenses were abolished in Sep-
tember 1995.
7. Protection of U.S. Intellectual Property

In 1990, the Nicaraguan Government committed itself to provide adequate and ef-
fective protection for the intellectual properties of foreign nationals in the context
of requesting designation as a beneficiary of the Caribbean Basin Initiative Recov-
ery Act. Current levels of protection, however, still do not meet international stand-
ards.

Although unable to dedicate extensive resources to protecting intellectual property
rights, Nicaragua is in the process of modernizing its intellectual property rights
protection regime. A draft of a new patent law is under review and the Government
plans to revise significantly competing draft laws on copyright protection. The trade-
mark law was updated in 1994 and is codified in the Central American Convention
for the Protection of Intellectual Property.

The Government has publicly committed itself to accede to the Paris Convention
for the Protection of Industrial Property and to the Berne Convention on Copyrights.
However, as of late 1995, the Government had not acceded to either convention.
Nicaragua is a signatory to the following copyright conventions:

Mexico Convention on Literary and Artistic Copyrights (1902)
Buenos Aires Convention on Literary and Artistic Copyrights (1910)-Inter-

American Copyrights Convention (1946)
Universal Copyright Convention (Geneva 1952 and Paris 1971); and
Brussels Convention on Satellites (1974)

Trademarks: Notorious trademarks represent a problem area for Nicaragua. Cur-
rent procedures allow individuals to register a trademark without restriction, at a
low fee, for 15 years.

Copyrights/New Technology: Pirated videos are readily available in video rental
stores nationwide, as are pirated audio cassettes. In addition, cable television opera-
tors are known to intercept and retransmit U.S. satellite signals--a practice which
continues despite a trend of negotiating contracts with U.S. sports and news sat-
ellite programmers, and the first legal sales of HBO Ole/Cinemax concessions to
four Nicaraguan cable companies. One of Managua's private television stations
transmits (often from video cassettes) pirated U.S. films. A report prepared in 1994
by the International Intellectual Property Alliance estimated that losses in Nica-
ragua due to copyright infringements cost U.S. firms $5.3 million annually.

8. Worker Rights
a. The Right of Association.-The Constitution guarantees the right of workers to

organize voluntarily in unions. New unions must register with the Ministry of Labor
and be granted legal status before they may engage in collective bargaining. Some
labor groups have reported occasional delays in obtaining this status. Nearly half
of the formal sector work force is unionized, according to labor leaders. Nicaragua's
unions are independent of the Government. The Constitution recognizes the right
to strike and the labor code prohibits retribution against strikers and union leaders
for legal strikes.

b. The Right to Organize and Bargain Collectively.-The Constitution provides for
the right to bargain collectively. The Chamorro Government has generally sought
to foster resolution of labor conflicts (usually in the public sector) through informal
negotiations rather than through formal administrative or judicial processes.

c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits forced
or compulsory labor. There is no evidence that it is practiced.
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d. Minimum Age for Employment of Chdidren.-The labor code allows children
aged 12 to 16 to work with parental permission. Their work day is limited to 6
hours with night work prohibited. Children under 14 are prohibited from working
in factories, but can be used in agriculture if it does not interfere with their school-
ing. However, because of the economic needs of many families and weak government
initiative, these rules are rarely enforced.

e. Acceptable Conditions of Work.-Minimum wages were adopted in 1991 al-
though labor groups claimed that the levels were inadequate. Recent Ministry of
Labor surveys indicate that 86 percent of urban workers earn more than the mini-
mum wage. The Constitution guarantees an 8-hour work day and establishes the
right to a safe and healthy workplace. The standard legal work week is six days
with a maximum of 48 hours. The Ministry of Labor lacks adequate staff to enforce
health and safety standards.

f. Rights in Sectors With U.S. Investment.-The application of the above-described
worker rights in sectors with U.S. investment does not differ significantly from their
application in the rest of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. (1)
Total M anufacturing ............................................................... (1)

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... - 1

Wholesale Trade ..................................................................... 2
Banking ................................................................................... 0
Finance/Insurance/Real Estate .............................................. 0
Services................................... ............. 3
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... ()

I Suppressed to avoid disclosing data of mndivtdual companies
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

PANAMA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 5,362 5,562 5,718
Real GDP growth (percent) ................................. 4.1 3.7 3.8
GDP (current prices) ............................................ 7,103 7,420 7,709
GDP by Sector (percent of total):

Agric./Forestry/Fisheries .................................. 10.1 9.8 9.8
M ining ............................................................... 0.2 0.2 0.3
M anufacturing .................................................. 9.3 9.1 9.4
Utilities. ................................ .3.2 3.2 3.3
Construction ..................................................... 6.7 7.7 6.5
Commerce/Hotels/Restaurants ........................ 11.9 11.9 11.7
Panama Canal .................................................. 8.6 8.4 8.6
Oil pipeline ....................................................... 0.8 0.3 0.6
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Key Economic Indicators-Continued
[Millions or U.S. dollars unless otherwise noted]

1993 1994 19965'

Colon Free Zone ................................................ 8.6 9.0 9.0
Transport/Communications.................... 7.4 7.3 7.5
FinAnsurance/Real Estate .............................. 14.9 15.4 15.4
Government Services ....................................... 10.8 10.6 9.9
Other ................................................................. 7.4 7.3 8.0

Real GDP Per Capita (1982 prices) .................... 2,116 2,154 2,171
Labor Force (thousands).........................940 967 996
Unemployment (official rate) .............................. 13.3 13.8 13.8

Money and Prices (annual percentage growth)
Quasi-money ......................................................... 4,300 3,916 4,282
Commercial interest rates:

Fixed Deposit .................................................... 5.8 6.5 3.8
Average Lending .............................................. 9.7 10.2 9.0

Gross Savings (percent GDP) .............................. 16.0 16.7 16.5
Gross Investment (percent GDP) ........................ 20.0 21.4 22.0
Consumer Price Index ......................................... 0.9 1.3 1.1
Wholesale Price Inflation (annual average)....... . 2.5 2.6 2.0
Exchange Rate (balboa/US$) ............................... 1.0 1.0 1.0

Balance of Payments and Trade:
Total Merchandise Exports (FOB) ...................... 500 539 548
Exports to U.S ...................................................... 225 205 214
Total Merchandise Imports (CIF) ....................... 2,007 2,404 2,452
Imports from U.S ................................................. 803 889 1,054
Aid from U.S. Government .................................. 42 21 19
External Public Debt ........................................... 5,369 5,539 5,300
Debt Service Paid ................................................. 234 286 300
Trade Balance ...................................................... - 1,507 - 1,865 - 1,904

Trade Balance with U.S ................................... -578 -684 -840
'Statistics revised January 1996.

1. General Policy Framework
Panama's economy is based on a well-developed services sector that accounts for

70 percent of gross domestic product (GDP). Services include the Panama Canal,
baiting, insurance, go emiment, the transisthmian oil pipeline, and the Colon Free
Zone (CFZ). Manufacturing, mining, utilities, and construction together account for
ap approximately 19 percent. of GDP. Agriculture, forestry, and fisheries account for
a bout 10 percent of GDP. Growth of Panama's economy continues to slow from the
previous five years. The high point was reached in 1991, with a growth of 9.6 per-
cent.

The Government of Panama released revised figures in January 1996 for economic
performance from 1980-94, based, according to government officials, on a change in
statistical methodology as weK as a change in the base year from 1970 to 1982. As
a result of this methodology change, GDP growth rates from 1990-present have been
reduced, which has the effect of enhancing Panama's 1995 economic performance.
(Note: 1995'was the first full year of the Perez Balladares administration.)

Construction and capital goods spending, re-exports from the Colon Free Trade
Zone, other services exports, and a record year in Panama Canal revenues have
been the main sources of growth in 1995. Canal traffic and revenues are forecasted
to decrease slightly in fiscal year 1996.

The Perez Balladares Administration, which took office September 1, 1994, has
moved to liberalize the trade regime, privatize state-owned enterprises, and encour-
age job-creation through labor code reforms; however, progress in these areas has
been slow. The most important immediate economic goals of the administration
have been to join the World Trade Organization (WTO) to attract foreign invest-
ment, and to restructure Panama's outstanding foreign debt, which is very high in
per capita terms. In the absence of progress in these areas, growth in all sectors
of the economy is likely to remain sluggish, and job creation, the stated number-
one goal of the administration, will lag-behind population growth. Since coming to
office, the current government has succeeded in attracting some foreign investment
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to the reverting (Panama Canal) areas. It also concluded an agreement to restruc-
ture Panama's debt through a Brady-type plan.

The drawdown of U.S. troops over the next four years may have a negative effect
on Panama's GDP, though to what degree is uncertain. As this report was being
written, the U.S. and Panamanian Governments were about to enter informal talks
to discuss the desiribility of a post-2000 basing rights agreement. The U.S. military
injected about $360 million into the Panamanian economy in 1994, or about five per-
cent of its GDP.

Medium-term prospects for strong economic growth and job-creation will depend
upon a sustainedeffort by the Panamanian Government to eliminate economic dis-
tortions, reduce tariffs, privatize state-owned enterprises, enforce intellectual prop-
erty rights, and attract foreign investment.

The use of the U.S. dollar as Panama's de-facto currency means that fiscal policy
is the Government's only macroeconomic policy instrument. Government spending
and investment are strictly bound by tax and non-tax revenues and the Govern-
ment's ability to borrow.
2. Exchange Rate Policies

Panama's official currency, the Balboa, is pegged to the U.S. dollar at one Balboa
to one U.S. dollar. (Note: the Balboa circulates in coins only; notes are U.S. green-
backs.) The fixed parity means price and availability of U.S. products in Panama
depend on transport costs and tariff and non-tariff barriers to entry. Also, the fixed
parity means that U.S. exporters have no risk of foreign exchange losses on sales
to Panama.
3. Structural Policies

The Government of Panama appears committed to trade liberalization and reduc-
tion of structural economic distortions, and has published an ambitious national eco-
nomic plan, whose centerpiece includes accession to the WTO. The Government is
also attempting to impose fiscal discipline, encourage internal savings, and partially
privatize some public entities and utilities.

While the still-inflexible labor code needs more revision and many prices are stillcontrolled, the Government is moving to establish an antitrust law and enforcement
authority, and to advance health andhousing programs to ease the severe rural and
urban poverty and high unemployment which reflect Panama's very uneven dis-
tribution of wealth andincome.

In the area of trade liberalization, it is expected that the results of Panama's
WTO negotiations will result in an effective rate of protection of under 30 percent
for non-agricultural products. Late in 1995, theGovernment reduced tariffs on al-
most 2,000 products used as industrial inputs. Most of the vast majority of these
products had no domestic producer.

Panama enacted a "Tax Reform Act" in December 1991 and a "Privatization
Framework Law" in July 1992. The former reduced corporate income tax rates to
30 percent (effective in 1994); the June 1995 "Universalization Law" further reduced
distortions in the fiscal code. The latter privatization law has resulted in very few
actual privatizations to date, although the Government is scheduled to privatize
INTEL, the state-owned telephone monopoly, by mid-1996. It is also soliciting bids
for the construction and operation of a 100 megawatt thermoelectric generating
plant. Privatizations of a racetrack, state-owned casinos, and two sugar mills are
expected to be carried out in the coming years.
4. Debt Management Policies

In October 1995, the Government of Panama and the Bank Advisory Committee
for Panama (chaired by Citibank) completed the term sheet for the $3.5 billion
"Brady-style" financing package covering Panama's mediumand long-term debt to
external private creditors. An agreement in principle, which formed the basis for the
term sheet, was announced in Ma). The Government hopes to close the deal in the
second quarter of 1996. The international financial institutions (IFIs) will disburse
loans to cover about half the closing costs. Panama has not made payments on the
loans since 1988.

The term sheet, which carries the endorsement of the multilateral financial insti-
tutions, was distributed to Panama's approximately 200 external private creditors.
In addition to past-due interest bonds, the financing package offers cash creditors
a range of options, including discount bonds, par bonds, interest reduction bonds,
and a new money option. Each of the options is freely available to all creditors on
a voluntary basis. Anl bonds are denominated in U.S. dollars.

The debt and debt-service reduction package covers approximately $2.0 billion of
Panama's external debt owed to private creditors as well as past-due interest pay-
ments which have been reduced to approximately $1.5 billion. With respect to inter-
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est arrears, Panama has agreed to make partial interest payments of approximately
2 million per month from January 1, 1995 and a cash payment of approximately
100 million at closing. The initial payments were made on June 30, 1995 and Sep.

tember 30, 1995, and will be made quarterly thereafter.
Panama will have to include in its central Government budget a significant sum

for additional debt servicing under the plan. There will be one debt service payment
due to holders of the new Brady bonds at the end of 1996, if the deal closes as
scheduled. Panamanian officials and the foreign commercial bankers believe that
the agreement will allow Panama to normalize its relations with its commercial
creditors and to return to the international capital markets.

Panama cleared its arrears with the IFI's and other official creditors in the early
1990's, with the exception of debts owed to Mexico and Venezuela under the "San
Jose Accord." Panama remains current on interest and principal payments to U.S.
Government creditor agencies.

Because of the limitations on the central Government to access international cred-
it markets directly, the Government has sought joint venture and build-operate con-
cession arrangements in order to build much-needed infrastructure. The Inter-Amer-
ican Development Bank and the World Bank's International Finance Corporation
have expressed interest in helping to finance some of these projects.
5. Significant Barriers to U.S. Exports

The Government's economic reform program is oriented toward export-led growth
dependent on foreign investment. The Panamanian economy, which had been one
of the most heavily protected in Latin America with tariff rates of approximately
40 percent (as compared to 20 percent in other Central American countries), should
be more open after Panama joins the WTO. The "Universalization Law" created in-
centives for export-oriented production and will remove, over a period of years, spe.
cial incentives previously granted to protected agricultural and industrial sectors.

Investment: The Government promotes foreign investment opportunities in sec-
tors such as agriculture, industry, tourism, and an expanded range of services. For-
eign investors are accorded national treatment. A limitation in Panamanian law on
foreign government ownership of land affects a few U.S. Government investment in-
surance programs, but places no legal limitations on foreign private investment or
ownership.

Panama does not have an investment screening mechanism, but the Panama
Trade Development Institute works to attract investment topriority areas. Under
the terms of its Bilateral Investment Treaty with the United states, Panama places
no restrictions on the nationality of senior management. Panama does restrict for-
eign nationals to 10 percent of the blue-collar work force, however, and specializedforeign or technical workers may number no more than 15 percent of all employees
in a business. The recent revision to the labor code makes it less difficult for compa-
nies to dismiss Panamanians.

Services: While the Government of Panama does not officially present any bar-
riers to U.S. service suppliers in banking, insurance, travel/ticket, motion picture
and air courier services, some professionals can expect certain technical/procedural
impediments. Architects, engineers, and lawyers, for example, must be certified by
Panamanian boards.

Agriculture: In general, Panama's agricultural sector is still heavily protected by
non-tariff barriers. Rice, corn, beef, dairy products, soybeans, and wheat are con-
trolled by the Ministry of Agriculture and/or the Agricultural Marketing Institute
(IMA). Permits are required from the Ministry of Agriculture for imports of animal
products, animal by-products, and seeds. The Ministry strictly enforces the prior ap-
proval requirement (Decree 15 of May 18, 1967) for all imports of meat products,
and imposes stringent phytosanitary requirements. IMA maintains a list of 39 agri-
cultural products under import quota, and 19 products under import permit.

Importers of non-agricultural products must now register their products before
distributing them or offering them for sale in Panama. These registration require-
ments changed dramatically from last year, when there was a six-month period dur-
ing which the registration process could be completed. Importers no longer have the
possibility of establishing product sales potentialprior to investing time and re-
sources in the registration process. Importers of U.S. food products have encoun-
tered significant phytosanitary barriers erected to protect domestic production of
pork an beef.
6. Export Subsidies Policies

The June 1995 "Universalization Law" allows any company to import raw mate-
rials or semiprocessed goods at a duty of three percent for domestic consumption
production, or duty free for export production. In addition, companies not receiving



416

benefits under the "Special Incentives Law" of 1986 will be allowed a tax deduction
of upto 10 percent of their profits from export operations. This provision expires
in 2&02.

As part of its WTO accession process, Panama has revised its export subsidies
policies. The tax credit certificate (CAT), which used to be given to firms producing
non-traditional exports when the exports' national content and value-added both
met minimum established levels, will be phased out gradually. The new policy al-
lows exporters to receive CATs equal to 20 percent of the exports' national value-
added, until 1997. From 1997 until 2000, the CATs decrease to 15 percent, and after
the year 2000 CATs will be eliminated entirely. The Government has become strict-
er in defining national value-added, attempting to reduce the amount claimed by ex-
porters. The certificates are transferable and may be used to pay tax obligations to
the Government, or can be sold in secondary markets at a discount.

A number of industries which produce exclusively for export are exempted from
pang certain types of taxes and import duties. The Panamanian Government uses
this policy to attract foreign investment. Companies which benefit from these ex-
emptions are not eligible to receive CATs for their exports.
7. Protection of U.S. Intellectual Property

The Legislative Assembly is currently debating a new Industrial PropertyLaw,
covering patents and trademarks, which is scheduled to be considered by the Legis-
lative Assembly during the second quarter of 1996. These measures, if adequately
enforced, could significantly improve very inadequate past GOP performance in the
protection of intellectual property rights.

The Industrial Property law would establish a standard of 20 years of protection
for all patent holders, in place of the current range of five to 20 years for Panama-
nians and five to 15 years for foreign nationals. The bill also would protect proc-
esses. The law would impose a working requirement on patent holders, althou ghthe
patent holder can satisfy the working requirement by importing the product. Under
the law, the Government would be able to issue compulsory licenses only after no-
tice to and a hearing for the patent holder. A patent holder could preserve his rights
by beginning manufacture or importation within one year of the initial notification
of the compulsory licensing proceeding. The recipient of a compulsory license would
have the capacity to manufacture the product himself in Panama.

The Industrial/Property Law also would provide for protection of trademarks and
trade secrets. The bill would simplify trademark registration, and give protection for
10 years, renewable for an unlimited number of additional 10-year periods.

Panama passed Law No. 15 of August 8, 1994 to modernize its copyright protec-
tion regime; a 1995 decree, Decree 261, implements this law. The new copyright
law, with implementing legislation, strengthens copyright protection, facilitates
prosecution of copyright violators and makes copyright infringement a felony, pun-
ishable by fine and incarceration. The bill also protects computer software as a lit-
erary work. Panama still needs to establish and fund the new Copyright Directorate
called for in Law No. 15 and create judicial expertise necessary to enforce the new
law.

To date, video piracy has been a major concern in Panama. Some firms continue
to reproduce and distribute videos illegally from the Colon Free Zone (CFZ) to Pan-
ama, Central America, and South America. U.S. firms have also complained about
trademark infringement by firms in the CFZ and about use of the CFZ as a trans-
shipment point for pirated products. GOP police authorities have raided several CFZ
warehouses, in response to concerns about illegal transshipments and illegal assem-
bly activity. But piracy continues on a wide scale and the GOP has not pursued the
problem aggressively.

Panama s application to join the WTO is partly contingent upon having in place
an effective intellectual property regime. This requirement compels the government
to pass the Industrial Property Law promptly and to ensure that both it and the
Copyright Law are enforced. The recently-passed "Anti-Monopoly Law" contains a
provision for the creation of four commercial courts, which will have jurisdiction not
only over anti-trust cases but patent, trademark, and copyright cases as well.

Panama is a member of the World Intellectual Property Organization, the Geneva
Phonograms Convention, the Brussels Satellite Convention, the Paris Convention
for the Protection of Industrial Property, and the Universal CopyrightConvention
but it is not a member of the Berne Convention for the Protection of Literary and
Artistic Works, or the Central American Copyright Convention.

8. Worker Rights
a. The Right of Association.-Private sector workers have the right to form and

join unions of their choice, subject to registration by the Government. The labor code
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reform package, which was signed on August 14, 1995, significantly increases work-
er's ability to establish unions. The reforms streamline the accreditation and reg-
istration process for unions and reduce the minimum size from 50 to 40 workers.

Previous practice saw the Government effectively deny registration of some
unions, especially in "strategic" sectors such as banking and the Free Zone, by refus.
ing to process union applications, largely because of artificial technicalities. The new
labor code cuts the Government's required response time on applications from two
months to fifteen days. In the event the Government does not respond within the
time frame, the union will automatically be recognized and accorded all rights and
privileges under Panamanian law.

The new labor code reforms addressed some long-standing concerns of the Inter-
national Labor Organization (ILO). Labor leaders are no longer automatically ineli-
gible to keep their union positions if they are fired from their jobs. In addition, the
requirement that all labor leaders must be Panamanian citizens also has been
dropped.

According to Ministry of Labor statistics, approximately 10 percent of the total
employed labor force is organized. There are 257 active unions, grouped under six
confederations and 48 federations representing approximately 73,300 members in
the private sector. Neither the Government nor the political parties control or finan-
cially support any unions. Union organizations at every level may and do affiliate
with international bodies.

The Civil Service Law of June 20, 1994, permits most Government workers to
form public employees associations and federations and establishes their right to
represent members in collective bargaining with their respective agencies. It also
provides most workers the right to strike, except for certain Government workers
in areas vital to public welfare and security, such as the police and health workers
and those employed by the US. military forces and the Panama Canal Commission.
Public sector workers are lobbying the Government to have their associations ac-
corded formal "union" status.

There were many private sector strikes in 1995, the most significant in August
by a coalition of 49 unions led by the construction workers and banana workers
against the Government's labor reform proposals. Most national confederations
briefly joined this coalition to add pressure to the Government to adopt more labor-
friendly legislation. The most militant labor unions, accounting for less than 20 per-
cent of Panama's organized labor movement, campaigned aggressively against pas-
sage of a new labor code. Upon passage of labor code reform and its signing into
law by the President, the militant workers ended their strike and returned to work.
Militant labor leaders have chosen to take their objections to the new labor code to
the courts to challenge its constitutionality.

b. The Right to Organize and Bargain Collectively.--The labor code affords most
workers the right to organize and bargain collectively, and unions widely exercise
it. The law protects union workers from anti-union discrimination and re uires em-
ployers to reinstate workers fired for union activities. The Ministry of Tabor has
mechanisms to resolve complaints against anti-union employers. The new Civil
Service Law allows most public employees to organize and bargain collectively and
grants them a limited right to strike. The labor code establishes a conciliation board
in the Ministry of Labor to resolve labor complaints and provides a procedure for
arbitration.

Employers commonly hire temporary workers in order to circumvent onerous
Labor Code requirements for permanent workers. Temporary workers do not receive
pensions or other benefits. The practice of blank contracts is, accordin to union
sources, becoming more widespread. The Government, in its new labor legislation,
has taken steps to address this problem. All companies are now required to submit
a copy of all labor contracts for permanent workers to the Labor Ministry. The
Labor Ministry, in turn, is required to conduct periodic inspections of a company's
workforce and review all contracts to ensure that they are in order. The authority
for the Labor Ministry to levy fines against companies not in compliance with the
law is also included in the new legislation.

c. Prohibition of Forced or Compulsory Labor.--The Labor Code prohibits forced
or compulsory labor, and neither practice was reported.

d. Minimum Age for Employment of Children.--The Labor Code prohibits the em-
ployment of children under 14 years of age as well as those under 15 if the child
has not completed primary school; children under 16 cannot work overtime; those
under 18 cannot perform night work. Children between the ages of 12 and 15 may
perform farm or domestic labor as long as the work is light and does not interfere
with the child's schooling. The Ministry of Labor enforces these provisions in re-
sponse to complaints any may order the termination of unauthorized employment;
however, the Government has not enforced child labor provisions in rural areas,
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claiming insufficient staff. According to a recent ILO report, 11,600 children be.
tween the ages of 10 and 14 are in the labor force-primarily in farm or domestic
labor.

e. Acceptable Conditions of Work.-The Labor Code establishes a standard work
week of 48 hours and provides for at least one 24-hour rest period. It also estab.
lishes minimum-wage rates for specific regions and for most categories of labor. The
minimum wage, last increased in November 1995, is $1.00 per hour in the districts
of Panama, Colon, and San Miguelito, and for workers in financial services. It is
not enough to support a family above the poverty level in Panama's relatively high-
cost economy. Most Panamanian workers formally employed in urban areas earn the
minimum wage or above, but most workers in the large informal sector earn below
the minimum wage. Unions have repeatedly alleged that contractors operating in
the Canal area pay less than the required minimum wage. The Ministry of Labor
does not always enforce the minimum wage, due to insufficient human and financial
resources.

The Government sets and enforces occupational health and safety standards. An
occupational health section in the Social Security System is responsible for conduct-
ing periodic inspections of especially hazardous employment sites, such as those in
the construction industry, as well as inspecting health and safety standards in re-
sponse to union or worker requests. The law protects workers who file requests for
health and safety inspections from dismissal. They also have the right to remove
themselves from situations that present an immediate health or safety hazard with-
out jeopardizing their employment. They are generally not allowed to do so if the
threat is not immediate but may request a health and safety inspection to deter-
mine the extent and nature of the hazard. The Ministry of Labor is responsible for
enforcing health and safety violations and generally does so. The standards are fair-
ly encompassing and generally emphasize safety over long-term health hazards, ac-
cording to organized labor sources. Health problems, however, continue in the ba-
nana sector as well as the cement and milling industries.

f. Rights in Sectors With U.S. Investment.-Workers in the largest areas with U.S.
investment are, on average, better paid and have better working conditions and
training opportunities than those in sectors with little U.S. investment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. 806
Total M anufacturing ............................................................... 168

Food & Kindred Products ................................................... 3
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ............................................ (2)

Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other M anufacturing .......................................................... (1)

W holesale Trade ...................................................................... 663
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 11,915
Se rvices .................................................................................... 122
O ther Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 13,775

1 Suppressed to avoid disclosing data of individual companies.
2 indicates a value between $-500,000 and $500,000.
Source: U.S. Department or Commerce, Bureau of Economic Analysis.
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PARAGUAY

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted)

1993 1994 19956

Income, Production and Employment:
Real GDP (1982 prices) ....................................... 7,407 7,636 7,941
Real GDP Growth (percent) ................................ 4.1 3.5 4.0
GDP (at current prices) ....................................... 6,841 7,694 8,120
GDP by Sector (percent of total):

Agriculture ........................................................ 26.6 25.7 26.5
Energy and Water ............................................ 4.1 4.8 4.7
M anufacturing .................................................. 15.3 15.1 15.3
Construction ..................................................... 5.3 5.4 5.3
Financial Services ........................................ 26.5 26.8 26.5
Other Services .............................................. 9.4 9.4 9.5
Government, Health and Education ............... 4.8 5.0 5.2

Net Exports of Goods and Services .................... -805.6 - 566.7 -640.9
Real per capita GDP (US$, 1982 BPS) .............. 1,595 1,625 1,670
Labor Force (000s) ............................................... 1,652 1,670 1,686
Unemployment Rate (percent) ............................ 11.0 12.0 12.0

Money & Prices (annual percentage growth):
Money Supply (M2) .............................................. 27.2 23.5 28.6
Base Interest Rate 2 ................... . .. . . .. . .. . .. . . .. . . .. . . . ..  39.6 39.7 40.4
Personal Saving Rate (pet GDP) ......................... 19.5 26.1 22.5
Wholesale Inflation .............................................. 14.8 14.8 N/A
Consumer Price Index ......................................... 20.4 18.3 11.5
Exchange Rate (Gs/US$)4 ................................... 1,754 1,912 1,970

Balance of Payments and Trade:
Total Exports FOB 3 .................... .. . .. . .. . .. . .. . . . . .. . . .. .  725.2 816.2 800.0

Exports to U.S .................................................. 50.3 80.2 84.6
Total Imports CIF3 ...................... . .. . .. . .. . . .. . .. . . . . .. . .  1,477.5 2,140.4 2,820.0

Imports from U.S .............................................. 520.9 793.6 950.0
Aid from U S ........................................................ 4.4 5.3 5.7
External Public Debt ........................................... 1,217 1,240.3 1,380.0
Debt Service Payments (paid) ............................. 233.0 222.2 240.6
Gold and Forex Reserves ..................................... 697.7 1,044.1 1,137.0
Trade Balance3 ......................... . .. . .. . .. . .. . .. . . .. . . . . .. . .  -752.3 -1,324.2 -2,020.0

Balance with US .............................................. -470.6 -713.4 -865.4

11995 figures are all estimates based on available monthly data in October 1996.
'Figures are actual, average annual interest rates, not changes in them.
sMerchandise trmde. Export figures exclude unregistered re-exports.4 There is no official exchange rate in Paraguay.

1. General Policy Framework
While Paraguay has undergone a dramatic political and economic opening since

1989, the process is not complete. Interests and structures built up during the pre-
vious, closed system are obstacles to continued reform. The Wasmosy administration
has pledged to push the political and economic reform process forward, and has
some major achievements behind it, such as judicial reform, including the naming
of a new Supreme Court; a macro-economic stabilization program featuring fiscal
austerity which has weathered a financial crisis- and the successful privatization of
the state airline and plans to sell off four smaller companies by the end of 1995.
This effort has stalled as opposition to privatization in the Congress has made it
impossible for the government to obtain the necessary authority to privatize the
largest state companies. Efforts to privatize smaller enterprises are also frozen be-
cause of contractual problems with the consultants hired to oversee the process.

Key problems remain such as combating corruption (a recent financial scandal in-
dicatedits pervasive nature in both the pubic and private sector), strengthening
protection of intellectual property and trying to blend a growing informal sector into
the formal economy. Participation in MERCOSUR, the Southern Cone Common
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Market, requires that the previously closed Paraguayan system learn to compete
with aggressive entrepreneurs in neighboring states. MERCOSUR could also spell
the end of the multi-billion dollar re-export trade to Brazil which serves as Pam.
guay's economic lifeline. This threat, and the ensuing projects in infrastructure
aimed at creating a productive base in the country, could provide opportunities for
foreign investors.

Infrastructural projects include the Asuncion Bay reclamation project (which is
backed by the Inter-American Development Bank), the $2.4 billion Corpus hydro-
electric project (to be financed by the private sector), and the development of a wa-terway (hidrovia) project linking Brazil, Bolivia, Paraguay, Argentina and Uruguay.

Paraguay's internal market is small, but its role as a regional distribution center,
through the Ciudad del Este re-export trade, is important. This role, and its status
as the region's lowest cost provider of electricity and labor, also offer opportunities
for industries looking to enter the 200 million consumer MERCOSUR market. In.
dustrial zones are already planned near the Brazilian border to take advantage of
these opportunities.

Paraguayan imports of U.S. made products have increased steadily. According to
the U.S. Department of Commerce, exports to Paraguay totaled $793 million in 1994
and could top $1 billion in 1995. United States products and services enjoy wide ac.
ceptability among the Paraguayan public. Major sectors for U.S. exports include
computers and peripherals, machinery, automobiles, auto parts, and consumer
goods. Other areas for business arm home entertainment equipment, communica-
tions equipment, and office machines and equipment. The U.S. maintains a healthy
trade surplus with Paraguay.

Besides MERCOSUR, Paraguay is a member of the Latin American Association
for Regional Integration (ALADI). Paraguay became a founding member of the
World Trade Organization (WTO) on January 1, 1995.
2. Exchange Rate Policies

All foreign exchange transactions are settled aý. the daily free market rate. The
Central Bank practices a dirty float, with periodic interventions aimed at stabilizing
the Paraguayan currency, the guarani. Earnings from an estimated $5-6 billion per
year cross-border trade with Brazil has overvalued the guarani by approximately
25-30 percent over the past six years. This has increased the attractiveness of U.S.
exports. The market rate on January 12, 1996 stood at 1,966 guaranies to the dol-
lar. It is legal to hold savings accounts in foreign currency, and in October 1994 a
decree was promulgated that legalized contractual obligations in foreign currencies.
At present the majority of savings accounts are denominated in dollars.
3. Structural Policies

Consumer prices are generally determined by supply and demand, except for pub.
lic sector utility rates (water, electricity, telephone), petroleum pi-ducts, pharma-
ceutical products, and bus fares. In an attempt to slow down inflation the govern-
ment has continued applying austerity measures implemented in April 1994, includ-
ing a stringent monetary policy, foreign exchange market interventions to preventsharp fluctuations in the value of the guarani, and a tight rein on government in-
vestment that has generated a sizable budget surplus. As a resultof these policies,
the inflation rate is expected to be between 10-12 percent in 1995, down substan-
tially from 1994's 18.3 percent.

The Ministry of Finance oversees all tax matters. With the implementation of a
new tax system (Law 125/91), corporate incomes are subject to a 30 percent tax rate.
There is no personal income tax. As an incentive to investment, the tax rate on rein-
vested profits is 10 percent. The existing investment promotion law (Law 60/90) in-
cludes complete exemption from start-up taxes and customs duties on imports of
capital goods. There is a 95 percent corporate income tax exemption for five years.
The government expanded the tax base with the implementation of a value-added
tax IVA) in 1992. Compliance continues to be low, primarily due to inadequate ad-
ministration. As a result, approximately 60-70 percent of tax revenue comes from
taxes on foreign trade.
4. Debt Management Policies

In 1992 the government reduced the external debt with both official and commer-
cial creditors. The full payment of arrears was accomplished by drawing down re-
serves, without assistance from the International Monetary Fund (IMF) or the Paris
Club of principal creditor nations. The Government of Paraguay currently has ap-
proximately $1.4 billion of debt. About half of the debt is to multilateral lending in-
stitutions, with the rest to Paris Club members. Paraguay continues to meet its obli-
gations to foreign creditors in a timely fashion.
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5. Significant Barriers to U.S. Exports
U.S. manufactured goods face strong competition from Asian and regional produc-

ers. The historic lack of transparency has also kept U.S. companies out of govern-
ment procurement (bids are let on all purchases in excess of $60,000). The potential
for U.S. computer software products is limited by widespread piracy.

In general, financing for industry is limited. High nominal and real interest rates,
pushed upward by the speculative nature of the financial system are a major obsta-
cle to the availability of medium and long term credit. Banks thus enjoy q wide mar-
gin (over 20 percent) between active and passive rates. The banking system experi-
enced a crisis in mid-1995, when the second and third largest domestic banks folded
after unregulated operations were exposed. The government bailout of the financial
system cost approximately $300 million.
6. Export Subsidies Policies

There are no discriminatory or preferential export policies. Paraguay does not
subsidize its exports. In fact, e:o, port taxes and duties represent a significant source
of central government revenues.
7. Protection of U.S. Intellectual Property

Infringement of trademarks and piracy is an endemic problem. The agency
charged with overseeing the problem, the Ministry of Industry and Commerce, has
an enforcement program, including raids on counterfeiting facilities, but is con-
strained by a lack of resources as well as legislation which limits its powers. The
important re-export trade to neighboring countries has also driven the development
of sophisticated networks of audio, video and software pirates as well as counter-
feiters and trademark infringers..

The U.S. Government has ongoing discussions with the government on issues that
must be addressed in order to establish an adequate intellectual property regime.
The Inter-American Development Bank, through a contract with the WorldIntellec-
tual Property Organization (WIPO), is also working closely with the Paraguayans
on strengthening protection of intellectual property, as the second $30 million
tranche of a $70 million investment sector loan is preconditioned on the introduction
into the congress of modern IPR legislation (in accordance with TRIPs and WIPO
guidelines). The four members of MERCOSUR have ageed to coordinate IPR poli-
cies after the initial integration stage, focused on tradeharmonization, is completed.

Patents: The outdated patent law of 1925 established an Office of Patents and In-
ventions and the requirements and procedures for obtaining patents. Patents are
granted for 15 years and may be renewed. In cooperation with the IDB and WIPO,
the Government of Paraguay is preparing new patent legislation which it expects
to present to the Congress early in 1996.

Trademarks: The illegal appropriation of well-known trademarks presents a seri.
ousproblem, despite Paraguay's obligations under the Paris Convention and the
WTO Agreement on Trade-related Intellectual Property Rights (TRIPs). The govern-
ment has shown a willingness to work with companies in protecting famous trade-
marks, but the bureaucratic process of challenging a trademark is cumbersome.
Legal recourse can also be sought through the courts, but the system's lack of trans-
parency increases the difficulty of the process. Currently, there are over fifty U.S.
companies tryirg to win back their trademarks. The firms estimate that their losses
are in the millions of dollars. Estimates place the value of pirated audio/video prod-
ucts transiting through Ciudad del Este could top $100 million. Judicial reform
begun in 1995, including the naming of a new Supreme Court, should improve that
situation. The government, in cooperation with the IDB and WIPO, is preparing
new legislation which will bring Paraguay's trademark practices into accord with its
international obligations. The proposal is to be presented to Congress early in 1996.

Copyrights: In 1991, Paraguay became a signatory to the Berne Convention for
the Protection of Literary and Artistic Works. Although the government has taken
measures to fight piracy, widespread production and trade in pirated recordings,
computer software and video cassettes remains a serious and increasing problem.
Industry groups have placed the value of software piracy in the internal Para.
guayan market at $10 million; the value of counterfeit software transiting though
Paraguay to the larger Brazilian and Argentine markets increases these loses sev-
eral times over. New copyright legislation is being drafted by the government with
IDB and WIPO technical assistance. The proposal is expected tobe submitted to
Congress in early 1996.
8. Worker Rights

A Generalized System of Preferences (GSP) program was reinstated in Foruary
1991. Paraguay's status as a beneficiary under the-U.S. GSP was suspended in 1987
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for violation of labor rights under the former Stroessner regime. The restoration of
trade benefits was in recognition of improvements in worker rights under the
Rodriguez government and the promise that the government would pass a new labor
code with internationally accepted protections for labor. In 1993, the AFLUCIO filed
a petition requesting suspension of GSP benefits for worker rights violations and for
failure to approve a new labor code. On October 28, 1993, the Paraguayan par.
liament approved a new labor-code that met international labor organization stand.
ards.

a. The Right of Association.-The Constitution allows both private and public sec-
tor workers, excepting the armed forces and police, to form and join unions without
government interference. It also protects the right to strike and bans binding arbi-
tration. Strikers and leaders are protected by the constitution against retribution.
Unions are free to maintain contact with regional and international labor organiza-
tions.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is pro-
tected by law. When wages are not set in free negotiations between unions and em-
ployers, they are made a condition of individual employment offered to employees.
Collective contracts are still the exception rather than the norm in labor/manage-
ment relations.

c. Prohibition of Forced or Compulsory Labor.-Forced labor is prohibited by law.
Domestics, children, and foreign workers are not forced to remain in situations
amounting to coerced or bonded labor.

d. Minimum Age for Employment of Children. -Minors from 15 to 18 years of age
can be employed only with parental authorization and cannot be employed under
dangerous or unhealthy conditions. Children between 12 and 15 years old may be
employed only in family enterprises, apprenticeships, or in agriculture. The labor
code prohibits work by children under 12, and all children are required to attend
elementary school. In practice, however, many thousands of children, many under
the age of 12, work on urban streets or in informal employment.

e. Acceptable Conditions of Work.-The labor code allows for a standard legal
work week of 48 hours, 42 hours for night work, with one day of rest. The law also
provides for an annual bonus of one month's salary and a minimum of six vacation
days a year. It also requires overtime payment for hours in excess of the standard.
Conditions of safety, hygiene, and comfort are stipulated.

f. Rights in Sectors With U.S. Investment.--Conditions are generally the same as
in other sectors of the economy.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing ............................................................... 9

Food & Kindred Products ................................................. 3
Chemicals and Allied Products .......................................... . 0
Metals, Primary & Fabricated ............................................. 0
M achinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ........................................................ 6

W holesale Trade ...................................................................... (1)
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (2)

Services 0.
Other Industries 0.
TOTAL ALL INDUSTRIES 66.

1 Suppressed to avoid disclosing data of individual companies.
2Indicates a value between $-600,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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PERU

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 21,151 24,476 27,655
Real GDP Growth (percent) ................................ 5.6 13.0 7.5
GDP at Current Prices1I . . . .. . . . .. . . .. . . . .. ................... 27,666 32,700 37,500
GDP by Sector.

Agriculture ........................................................ 3,280 3,891 4,300
Fisheries..................................342 458 460
Mining and Petroleum ..................................... 3,307 3,401 3,650
Manufacturing .................................................. 6,075 7,554 7,950
Construction ..................................................... 1,974 2,780 3,700
Government ...................................................... 1,609 1,700 1,800
Commerce ......................................................... 3,831 4,578 5,400
Other ........................................ 7,248 8,338 10,240
Net Exports of Goods and Services ................. - 883 - 1,217 - 2,250

Real per capita GDP (US$, '85 BPS) .................. 936 1,060 1,177
Labor force (thousands) ....................................... 7,109 7,250 7,400
Unemployment (percent) 2 ............. .. . . .. . . .. .. . . .. .. . . ..  9.9 8.8 8.5

Money and Prices (annual percentage change):
Money Supply (M2)3 .................. .. . . . . .. . . .. . . .. . . .. . . .. .  50.1 73.7 35.0
Discount Rate (year end)4 .. . . . . . . . . . . . . . . .. . . ...74.1 41.1 32.0
Consumer Price Inflation 2 ............. . . . . .. . . .. . . . .. . .. . ..  39.5 15.4 10.0
Wholesale Price Inflation .................................... 34.1 10.5 2.0
Exchange Rate (NSIUS$, average) ..................... 1.99 2.20 2.25

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,515 4,555 5,700

Total Exports to U.S ........................................ 718 727 900
Total Imports (FOB) ............................................ 4,085 5,661 7,500

Total Imports from U.S .................................... 1,008 1,312 1,745
Aid from U . ....................................................... 152 134 112
Aid from Other Countries ................................... 214 264 275
External Public Debt ........................................... 22,424 23,751 24,750
Debt Service Paid5 ................... . . .. . . . . .. . . . .. . . .. . . .. . . ..  886 915 1,000
Foreign Exchange Reserves ................................ 3,042 6,152 6,700
Merchandise Trade Balance ................................ - 570 - 1,107 -1,800

Balance with US.............................................. - 290 -585 -845

Source: Central Reserve Bank, National Institute of Statistics, Ministry of Labor and Embassy estimates.
199W figures are estimates.

IBecause of recent hyperinflation, the current dollar value of Peru's GDP is a subject of debate. These fig-
ures represent official Central Bank estimates. They do not equate to nominal GDP in soles converted at the
market exchange rate.

3For Lima Metropolitan Area only.
sFigures are for money supply in national currency only. The majority of financial system liquidity ton-

sists of dollars.4Annualised rate of interest commercial banks charge each other on loans denominated in soles, The rates
on dollar loans are significantly lower.

$Does not include lump-sum payment of World Bank arrears in 1993.

1. General Policy Framework
Peru continued with its economic reform program in 1995, and the economy grew

impressively, although not at the break-neck pace of 1994. Over the last five years,
bureaucratic procedures have been streamlined, price controls terminated, the tax
system simplified and strengthened, and labor laws made more flexible. Exchange
controls have been lifted, and there are no restrictions on remittances of profits,
dividends or royalties. The privatization program has encountered some delays, but
the government expects to sell off all remaining state-owned firms by the end of
1996.

The economy continues to recover from the deep recession and hyperinflation of
the late '809 and early '90s. Real GDP grew 13 percent in 1994 and will probably
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grow 7-8 percent in 1995. Output in 1995 should exceed the pre-crisis peak. But
unemployment and underemployment remain stubbornly high. Inflation continues
to decelerate and is expected to come in at around 10 percent in 1995 (versus 15.4
percent in 1994 and 7,650 percent in 1990). GDP growth slowed markedly in the
second half of 1995 as the government curtailed spending and tightened credit to
prevent overheating. The government, following the recommendations of the Inter-
national Monetary Fund, wants to reduce growth to a more sustainable 5-4 percent
for 1996.

The average tariff rate has been cut to 16 percent, compared with 80 percent in
1990. This is well below Peru's Uruguay Round binding commitment of 35 percent.
Currently, 95 percent of imports enter at 15 percent; the rest at 25 percent. This
may change, however, if Peru decides to reintegrate itself into the Andean Pact free
trade area and accept its common external tariff structure, with five bands ranging
from 0 to 20 percent. The other members of the pact have set a deadline of January
31, 1996, for Peru to decide whether it will join the free-trade scheme, although
similar deadlines have come and gone more than once since 1992. Meanwhile, a
widening trade deficit is causing some industry groups to criticize the government's
flat-tariff policy and demand greater protection.

The Central Bank manages the money supply and affects interest and exchange
rates through open-market operations, rediscounts and reserve requirements on dol.
lar and sol deposits. Dollars still account for more than 60 percent of total liquidity
(the legacy of hyperinflation), which complicates the government's efforts to manage
monetary policy. The Central Bank does not finance the fiscal deficit. Recurrent gov-
ernment expenditures have been in balance with revenues since late 1990, and the
combined fiscal deficit (resulting from debt payment) has been financed by external
sources. Over the last three years, a strong inflow of foreign capital, primarily from
privatizations, has more than offset the merchandise trade deficit, and netforeign
reserves have grown to more than $6 billion (they were negative in mid-1990).

Peru ratified the Uruguay Round trade agreements in late 1994 and became a
charter member of the World Trade Organization in January 1995. President
Alberto Fujimori, the patron ofPeru's economic reforms, was elected to a second
five-year term in April 1995 with a 64-percent majority. His followers won a domi-
nant majority in the Congress. The economic program for the second term calls for
increased social spending to reduce poverty, as well as for measures to increase do.
mestic savings and boost exports.
2. Exchange Rate Policies

The exchange rate for the new Peruvian sol is determined by market forces, with
some intervention by the Central Bank to stabilize movements. There are no mul-
tiple rates. The 1993 constitution guarantees free access to and disposition of foreign
currency. There are no restrictions on the purchase use or remittance of foreign ex.
change. Exporters conduct transactions freely on the open market and are not re-
quired to channel their foreign exchange transactions through the Central Bank.

During 1993-94 the currency appreciated by 12.3 percent in real terms, but has
since depreciated by 2.6 percent from January-August 1995. Some industry groups
have been pressuring the government to intervene to devalue the sol, but the gov-
ernment has thus far adhered to its laissez-faire policy.

3. Structural Policies
In the short span of five years, Peru has been converted from an economy domi-

nated by a protectionist and interventionist state to a liberal economy dominated
by the private sector and market forces. Several major state-owned businesses have
been privatized in the past three years. U.S. companies have participated heavily
in these privatizations. By the end of 1996, the government intends to have sold off
all remaining state-owned enterprises, including the petroleum company
(Petroperu), the remaining electrical utilities, the water and sewage utilities, the
ports (ENAPU), the airport authority (CORPAC) and the remaining mining prop-
erties, including the largest, Centromin. A combination of political and economic fac-
tors caused the privatization program to be delayed in late 1994 and early 1995.
But the program was back underway by the second half of 1995. Still, as of Novem-
ber 1995, the government had not announced details for the long-awaited privatiza.
tion of Petroperu.

Price controls, direct subsidies and restrictions on foreign investment have been
eliminated. A major revision of the tax code was enacted at the end of 1992, and
the once corrupt and inefficient tax authority (SUNAT) was completely revamped,
as was the customs authority. Tax collection has improved from 4 percent of G DP
in 1990 to around 14 percent in late 1995. Customs collections have more than tri-
pled since the early '90s, despite the sharp cut in tariff rates. Although income tax
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collection has increased, the government still relies primarily on consumption taxes,
including an 18-percent value-added tax. There are also selective consumption taxes
on certain items, such as automobiles. As a result, the total tax levied on an im-
ported car, including VAT, excise tax and 15-percent tariff, exceeds 40 percent.

Regulatory regimes have been streamlined in most sectors. For example, registra.
tion of a new company now takes about a month in most cases, compared with two
years under the previous regime. Under the new automatic registration process,
companies may, open for business if they do not receive a negative reply to their li-
cense applications within 60 days. There are exceptions for certain regulated indus-
tries, such as casinos, which require approval of the gaming commission. The 1993
constitution guarantees national treatment for foreign investors. However, many in-
vestors continue to have problems because of Peru's unpredictable judicial system.
4. Debt Management Policies

Peru's public external debt at the end of June 1995 totaled $24.2 billion-roughly
two-thirds of GDP. Total service payments on the debt in the first half of 1995 to-
taled $508 million, or 19 percent of merchandise exports for that period.

Peru cleared its arrears with the Inter-American Development Bank in September
1991. In March 1993 it cleared its $1.8 billion in arrears to the International Mone-
tary Fund (IMF) and World Bank and negotiated an Extended Fund Facility with
the IMF for 1993-95. The Paris Club rescheduled almost $6 billion of Peru's official
bilateral debt in 1991. A second Paris Club rescheduling in May 1993 lowered pay-
ments for the period March 1993 to March 1996 from $1.1 billion to about $400 mil-
lion. The government plans to seek another Paris Club rescheduling in early 1996.

In October 1995, Peru reached an agreement with its commercial-bank creditors
to restructure its debts under the Brady Plan. Peru had ceased making payments
on its commercial bank debt in the mid 1980s. With accumulated interest, penalties
and arrears, this debt had ballooned to more than $10 billion. Preliminary reports
indicated that the deal involves a 45-percent reduction in principal and a 49-percent
reduction in the interest. The remaining principal will be repaidover 30 years. Peru
may also repurchase part of the debt via a Dutch auction. Past due interest will
be repaid over 20 years. Payments will begin with a $291 million up-front payment
in July 1996, to be financed by the international financial institutions. The precise
impact on Peru's debt-service burden will not be clear until the individual banks
choose from among the menu of repayment options. Earlier in 1995, the government
reportedly repurchased about $1.5 billion of its commercial bank debt on the second-
ary markets. If true, Peru already retired about one third of its principal.
5. Significant Barriers to U.S. Exports

Almost all barriers to U.S. exports and direct investment have been eliminated
over the past five years. There are no quantitative or qualitative ceilings on imports.
Import licenses have been abolished for all products except firearms, munitions and
explosives; chemical precursors (used in cocaine production); and ammonium nitrate
fertilizer, which has been used as a blast enhancer for terrorist car bombs. The im-
port of used clothing and shoes is prohibitted for health reasons, although donations
of used clothing and shoes from abroad are allowed.

Although customs procedures have been simplified and the customs administra-
tion made more efficient in recent years, some importers still complain of delays in
getting goods through customs. For example, one customs reform was to implement
a system of preshipment inspections, through which private inspection firms evalu-
ate all incoming shipments worth more than $2,000. The importer must pay up to
1 percent of the FOB value of the goods to cover the cost of the inspection. import-
ers complain that the inspection system further contributes to customs delays.

Import surcharges imposed in May 1991 remain in effect on 18 categories of agri-
cultural products, covering five basic commodities: wheat, rice, corn, sugar and milk
products. The surcharges are calculated weekly, according to prevailing inter-
national prices for each commodity. The Peruvian government defends the sur-
charges as necessary to protect Peruvian farmers from subsidized international com-
petiton and cushion the effect of an overvalued sol and structural adjIlstment. In
March 1993, the government agreed to phase out the surcharges over a three-year
period as a condition for disbursement of an Inter-American Development Bank
trade-sector loan. The government began reducing the surcharge levels in April
1994, with cuts scheduled to take place every six months until the surcharges were
eliminated. Because of high international prices during 1995, surcharges were prac-
tically non-existent. Farmers, supported by the Agriculture Ministry, have been de-
manding higher surcharges. But the Finance Ministry has not heeded their com-
plaints.
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6. Export Subsidies Policies
The Peruvian government provides no export subsidies. The Andean Development

Corporation, of which Peru is a member, provides limited financing to exporters at
rates lower than those available from Peruvian banks (but higher than those avail-
able to U.S. companies). Exporters can receive rebates of the import duties and
value-added tax on their inputs. In June 1995, the government approved a sim-
plified drawback scheme for small exporters, allowing them to claim a flat 5-percent
rebate, subject to certain restrictions. Other policy measures to encourage exports
are under discussion.
7. Protection of U.S. Intellectual Property

Intellectual property protection in Peru has improved in recent years but still falls
short of U.S. standards in several areas. While enforcement has been stepped up,
piracy remains widespread. Peru thus remains on the Special 301 watch list.

Peru is a signatory to the Berne Convention for the Protection of Literary and
Artistic Works, the Universal Copyright Convention, the Paris Convention on Indus-
trial Property, the Geneva Convention for the Protection of-Sound Recordings and
the Brussels Convention on the Distribution of Satellite Signals and is a member
of the World Intellectual Property Organization. In December 1994, the Peruvian
Congress ratified the Uruguay Round agreement on Trade-Related Aspects of Intel-
lectual Property (TRIPs).

As of January 1, 1994, Peruvian law provides patent protection for all classes of
inventions, except for animal species, materials derived from the human body, nu-
clear or other fusible materials or inventions deemed to be contrary to the public
order or to the sustainable development of the environment. Through September
1995, 422 patents had been registered under the new law-more than 90 percent
of them by foreigners. U.S. firms obtained 68 percent of patents issued in the first
year. Peru does not provide transitional (pipeline) protection. Andean Pact Decision
344 on patents contains compulsory licensing provisions, but these provisions are
unlikely to be used in Peru because of the numerous requirements that must first
be fulfil led.

Counterfeiting of trademarks is prevalent. Enforcement has improved in recent
years at the administrative level, but at times the local courts have failed to back
enforcement efforts in clear-cut cases, Some U.S. companies have spent years in
fruitless litigation attempting to secure protection for their trademarks in Peru. The
Reebok case, which dates from 1986, went to the Supreme Court in late 1995, with
a decision expected before the end of the year.

Copyrights are widely disregarded, but enforcement is improving. Textbooks and
books on technical subjects are rampantly copied, and illegal copies of audio cas-
settes are widely available. Pirated copies of motion picture videos constitute the in-
ventories of nearly all video rental outlets. Pirated computer software accounts for
more than 80 percent of the market. The National Institute for the Defense of Com-
petition and Protection of Intellectual Property (INDECOPI), established at the end
of 1992, has conducted numerous raids over the last three years on large-scale soft-
ware users, as well as on distributors of pirated software, books, videos and sound
recordings. Much merchandise has been seized, administrative fines have been im-
posed, and cases have been handed over to the judiciary for prosecution. However,
to date no criminal penalties have been imposed, and no pirates have been sent to
i. ail. INDECOPI lacks the resources to deal with the scale of the piracy problem in
eru, and the police have not shown a willingness to attack the problem seriously.

Still, INDECOPI claims that the level of piracy has been reduced as a result of its
efforts.

Peruvian law does not protect semiconductor chip layout designs, but the Em-
bassy is not aware of any infringement of integrated circuits or semiconductor chips.
There have been complaints that some Peruvian television stations rebroadcast U.S.
satellite signals without permission, but the practice does not appear to be wide-
spread.

U.S. copyright interests estimate their annual losses due to piracy in Peru at $30
million-S11 million for software, $10 million for books, $7 million for sound record-
ings and $2 million for videos. This represents an improvement over 1993, when
losses were estimated at $35 million. The U.S. industries have recently become more
active in defending their interests in Peru by retaining local representation, con-
ducting investigations and preparing complaints to be filed with INDECOPI.

8. Worker Rights
Articles 28 and 42 of the Peruvian constitution recognize the right of workers to

organize, bargain collectively and strike. Out of an estimated economically active
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population of 7.4 million, only about 5 percent belong to unions. More than half areemployed in the informal sector, beyond government regulation and supervision.
a. The Right of Association.-Peruvian law allows for multiple forms of unions

across company or occupational lines. Workers in probational status or on short-
term contracts are not eligible for union membership. Union leaders complain that
increasing numbers of employers are hiring workers under temporary personal serv-
ices contracts to prevent union affiliation. Public employees exercising supervisory
responsibilities are excluded from the right to organize and strike, as are the police
and military. The amount of time union officials may devote to union work with pay
is limited to 30 days per year. Membership or non-membership in a union may not
be required as a condition of employment. However, there is no provision in the law
requiring employers to reinstate workers fired for union activities. Although some
unions have been traditionally associated with political groups, unions are prohib-
ited by law from engaging in explicitly political, religious or profit-making activities.

b. The Right to Organize an Bargain Collectvely.-Bargaining agreements are
considered contractual agreements, valid only for the life of the contract. Unless
there is a pre-existing labor contract covering an occupation or industry as a whole,
unions must negotiate with each company individually. Strikes may be called only
after approval by a majority of all workers (union and non-union) voting by secret
ballot. Unions in essential public services, as determined by the government, must
provide sufficient workers, as determined by the employer, to maintain operations
during the strike. Companies may unilaterally suspend collective bargaining agree-
ments for up to 90 days if required by "force majeur" or economic conditions, with
15 days notice to employees. The Peruvian Congress approved a new employment
law in June 1995 that union leaders claim restricts union freedom and the freedom
to bargain collectively by makingit easier to fire workers. The unions have filed a
complaint about this new law with the International Labor Organization (ILO).

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is
prohibitted, as is imprisonment for debt. There are periodic reports of forced labor
in remote mountainous and jungle areas, which the government claims is beyond
its control. In response to a complaint filed with the ILO, the government in 1994
acknowledged the existence of such practices and said it had taken measures to end
them. But reports of forced labor continued to surface in 1995, including reports of
children being forced to pan for gold in remote Madre de Dios Department.

d. Minimum Age for Employment of Children.-The minimum legal age for em-
ployment is 16. However, although education through the primary level is free and
compulsory, many school-aged children must work to support their families, usually
in the informal economy without government supervision of wages or conditions..A
recent government study indicated that 8 percent of the workforce was between the
ages of six and 14.

e. Acceptable Conditions of Work.-The 1993 constitution provides for a maximum
eight-hour work day, a 48-hour work week, a weekly day of rest and 30 days annual
paid vacation. Workers are promised a "just and sufficient wage" (to be determined
by the government in consultation with labor and business representatives) and
"adequate protection against arbitrary dismissal." No labor agreement may violate
or adversely affect the dignity of the worker. These and other benefits are readily
sacrificed by workers in exchange for regular employment, especially in the informal
sector. The current minimum wage is 130 soles per month (about $58 at the current
exchange rate).

f. Rights in Sectors With U.S. Investment.--U.S. investment in Peru is con-
centrated primarily in the mining and petroleum sectors, and more recently in elec-
trical generation. Labor conditions in those sectors compare favorably with other
parts of the Peruvian economy. Workers are primarily unionized, and wages far ex-
ceed the legal minimum.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total M anufacturing ........................................................... -- 49

Food & Kindred Products .................................................. .10
Chemicals and Allied Products .......................................... . 23
Metals, Primary & Fabricated ............................................ 5
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Extent of U.S, Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

(Millions of U.S. dollars]

Category Amount

Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ........................................ (1)
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... (1)

Wholesale Trade ........................................................... ........... 50
B anking .................................................................................... (1)
Finance/Insurance/Real Estate..................................0
Services ............................................................................. 9
Other Industries ...................................................................... 613
TOTAL ALL INDUSTRIES .................................................... 836

1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysl.

TRINIDAD AND TOBAGO

Key Economic Indicators
[Millions or U.S. dollars unless otherwise noted]

1993 1994 1995

Income, Production and Employment:
Real GDP (1985 basis)' ....................................... 3,827.6 4,007.5 4,147.8
Real GDP Growth (percent) ................................ -1.2 4.7 3.5
GDP (at current prices)2 ................. . .. . .. .. . .. . .. . . .. .  4,635.8 4,836.4 4,822.0
GDP by Sector: 2

qAgriculture ...................................................... 117.7 116.6 108.7
Petroleum .......................................................... 1,089.0 1,285.9 1,448.3
Manufacturing .................................................. 425.7 419.3 445.1
Construction ..................................................... 354.4 361.5 437.5
Transport, Storage, and Communication ....... 412.4 432.1 444.6
Finance, Insurance, and Real Estate .............. 620.7 610.4 605.1
Distrib. and RestaurFants ................................. 696.7 691.3 748.5
Government............................. .517.7 488.2 504.0
Education and Cultural Services .................... 167.9 159.7 164.9
Net Exports of Goods ind Services ................. 60.6 208.8 615.1

Real Per Capita GDP (US$)...................3,056.9 3,187.4 3,282.5
Labor Force (000s) ............................................... 504.6 509.3 520
Unemployment Rate (percent) ............................ 19.8 18.4 16.5

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 5.1 - 1.8 2.0
Base Interest Rate 3 .................... . .. . .. . .. . .. . .. . . .. .. . . ..  15.50 15.88 14.0
National Savings to GDP Ratio .......................... 14.6 20.8 15.3
Retail Inflation ..................................................... 10.8 8.8 5.0
Wholesale Inflation .............................................. 5.3 5.4 1.6
Consumer Price Index4 ................. . . . .. .. . .. . .. . . .. . .. . .  273.6 303.5 311.8
Exchange Rate (fT$/US$).......................5.34 5.87 5.94

Balance of Payments and Trade:
Total Exports FOB 5 ...................... . .. . . .. . .. .. . .. . .. . . .. .  1,480.3 1,775.9 2,613.5

Exports to U.S .................................................. 742,2 858.9 1035.9
Total Imports CIF5 ...................... . .. . . .. . .. .. . . .. .. . . . .. . 1,165.1 1,203.3 1,607.0

Imports from U.S .............................................. 546.2 544.1 798.2
Aid from U.S ........................................................ 0.15 1.4 0.5
Aid from Other Countries ................................... N/A N/A N/A
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

External Public Debt ........................................... 2,096.1 2,057.1 1,860,0
Debt Service Payments ........................................ 617.9 586.3 469.8
Gold and Forex Reserves ..................................... 446.0 678.9 778.7
Trade Balance15  ........................... . . .. .. . .. . .. . . .. . .. . . . .. .  315.2 572.6 1,006.5

Balance with U . ............................................. 196.0 314.8 237.7
1 GDP figures reflect the exchange rates applicable in each year. Exchange rate for 1993 is a period aver-

age which includes the post-float devaluation: US$I.OW .39. Exchange rate for 1994 it US$1.OP'$.87.
Exchange rate for 1996 is the averase rate from Jan. 1 to Nov. 1, US$l.00nTII.94.

2 1996 nominal GDP and sectoral figures are Central Statistical Office estimates based on results of the
first three quarters.

:Figures are actual, average annual interest rates, not changes in them.
'September 1982.100.
a Merchandise trade.

1. General Policy Framework
The dual-island Republic of Trinidad and Tobago is endowed with rich deposits

of oil and natural gas. During the oil boom of the 1970's, Trinidad and Tobago be.
came one of the most prosperous countries in the Western Hemisphere. Much of the
oil revenue windfall was used to subsidize state-owned companies and to fund ex-
pensive social and infrastructure projects, which became a drain on government fi-
nances. The oil wealth also fueled a dramatic increase in domestic consumption, and
led to overvaluation of the currency with a resulting decline in non-oil exports. The
collapse of oil prices in the 1980's and concurrent decrease in Trinidadian oil pro.
duction caused a severe recession from which Trinidad and Tobago only began re-
covering in 1994. Although recent structural reforms have begun to stimulate
growth in non-hydrocarbon sectors, overall economic prospects remain closely tied
to oil, gas and petrochemical prices and production.

Since January 1992, the government has moved decisively to lay the foundations
for private-sector based, export-led growth and to turn its state-controlled economy
into a market-controlled one. On April 13, 1993 the government removed currency
controls, floating the Trinidad and Tobago (TT) dollar.

In 1992, it began a large scale divestiture program and has since partially or fully
privatized 38 of 87 state-owned companies. In addition, the government has disman.tled most trade barriers. Only a small number of products are still on a "negative
list" (requiring import licenses), or are subject to temporary import surcharges. A
five percent customs duty levied on imports of manufacturing inputs was lowered
to 2.5 percent effective August 1995 and eliminated altogether in several categories.

The government has aggressively courted foreign investors, and on September 26
1994, Trinidad and Tobago signed a Bilateral Investment Treaty with the United
States which provides national treatment for U.S. investors. New U.S. investment
in Trinidad and Tobago increased from $428 million in 1993 to approximately $660
million in 1994, and could top $1 billion in 1995.

The Government uses a standard array of fiscal and monetary policies to influ-
ence the economy, including a 15 percent value-added tax (VAT) and corporate and
personal income taxes of up to 38 percent. Improvements in revenue collection since
1993 have boosted VAT, income-tax and customs duty revenues dramatically, result-
ing in a public sector budget surplus of about US$4.6 million in 1994, despite in-
creased outlays.

Until 1995 the Central Bank relied on commercial bank reserve requirements to
control the money supply, raising them as high as 20 percent. The Bank has now
switched to open-market operations to control liquidity which has been unusually
high due to the substantial foreign direct investment. M1 grew by 10.6 percent in
1994 as opposed to 2.9 percent in 1993. However, through the first quarter of 1995,
M1 contracted by 3.3 perent and inflation, which averaged 8.8 percent in 1994 is
expected to drop as low as 5 percent by the end of 1995.

Trinidad and Tobago became a member of the World Trade. Organization (WTO)
on March 1, 1995.
2. Exchange Rate Policies

The exchange rate, which is loosely managed by the Central Bank, has stabilized
at just under TT$6.00 to one U.S. dollar (the rate on January 12, 1996 was TT$5.71
to 1 USD). On April 13, 1993, the government of Trinidad and Tobago removed ex.
change controls and floated the TT dollar, which had been pegged to the U.S. dollar

22-970 96-15
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at the rate of TT$4.25 to one US dollar since 1988. The Central Bank loosely man-
ages the exchange rate through limited currency market interventions and regular
consultations with the commercial banks. Foreign currency for imports, profit remit-
tances, and repatriation of capital is freely available. Only a few reporting require-
ments have been retained to deter money laundering and tax evasion. While the fall
in value of the TT dollar from its previous pegged rate of TT$4.25 to US$1.00 made
U.S. imports less competitive, the dismantling of tariff and trade barriers and liber-
alization of the economy has more than compensated, with U.S. imports to Trinidad
and Tobago rising by 9.5 percent in 1994.
3. Structural Policies

Pricing Policies: Generally, the free market determines prices. The government
maintains domestic price controls only on sugar, schoolbooks, and pharmaceuticals.

Tax Policies: With the exception of goods originating within the Caribbean Com-
mon Market (CARICOM), most goods entering Trinidad and Tobago have been sub-
ject to varying rates of import duties, including customs duties stamp taxes, excise
taxes, import surcharges and value-added tax (VAT). Many ot these charges have
been reduced in 1994 and 1995. The stamp tax on imports has been eliminated as
part of the police of bringing import charges down to the CARICOM Common Exter-
nal Tariff (CET) level. The CET, in turn, is being reduced on a phased basis to reach
5 to 20 percent by 1998. Some raw materials and machinery in approved sectors
are exempt from all customs duties, and more are being granted this exemption. Du-
ties on manufacturing inputs were reduced across the board to 2.5 percent from 5
percent and eliminated in several categories. Import surcharges of from 20 to 60
percent (the latter on a very limited number of items) are still levied on a limited
number of goods which were previously subject to quotas under the "negative list."
These include most meats, milk and some fruits and vegetables. The surcharges will
be progressively phased out by 1999.

The standard rate of VAT isi15 percent; however, many basic commodities are
zero-rated. An excise tax is levied only on petroleum products, tobacco and alcoholic
beverages. The corporate tax rate was lowe ed in 1994 from a maximum of 45 per-
cent to 38 percent. While the tax code doos not favor foreign investors over local
investors, profits on sales to markets outside CARICOM are tax exempt, which often
benefits foreign firms.

Regulatory Policies: All imports of food and drugs must satisfy prescribed stand-
ards. Imports of meat, live animals and plants, a large percentage of which come
from the United States, are subject to specific regulations. The import of firearms,
ammunition and narcotics are rigidly controlled or prohibited.
4. Debt Management Policies

From 1988 to 1991, the government negotiated International Monetary Fund
(IMF) standby agreements and loans and rescheduled Paris Club debt. By October
1995 all but US$60 million of the original $355 million IMF loan had been repaid.
From 1992 to 1994 debt-service payments averaged about $600 million per annum.
They fell to under $580 million in 1994 and are expected to fall to $486 million in
1995. The government has met these payments by relying on bond issues, proceeds
from the divestiture of state enterprises, loans from the Inter-American Develop.
ment Bank (IDB), and higher tax proceeds stemming from improved revenue collec-
tion methods. As a result of this progress Moody's has raised Trinidad and Tobago's
credit rating from BA2 to BA1, the third highest in the hemisphere (excluding the
U.S. and Canada).

The debt service ratio fell from 32.9 percent in 1993 to 31.1 percent in 1994 and
is expected to drop to approximately 25 percent in 1995. Total foreign debt in June
1995 stood at approximately US$2 billion, or 40 percent of GDP, down from a high
of 59 percent of GDP in 1989. The improving debt service ratio has allowed the gov-
ernment more flexibility in lowering import duties and trade barriers, benefiting
U.S. exports.
5. Significant Barriers to U.S. Exports

Tariffs: Trinidad and Tobago is highly import-dependent. Imported products cover
a broad range of consumer and industrial goods, with the United States supplying
48 percent of the total in 1994. Only a limited number of items remain on the nega-
tive list," thereby requiring import licenses. These include some seafood, livestock
and meats, some oils and fats, some paper products, sugar, copra, left-hand drive
vehicles, pesticides, and boats under 250 tons.

Foreign direct investment: The government encourages foreign direct investment.
There are no de-factor restrictions on foreign investment, and the government is ac-
tively removing the few remaining disincentives. On September 26, 1994 the Gov-
ernment signed a Bilateral Investment Treaty (BIT) with the U.S., granting na.
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tional treatment to U.S. investors in Trinidad and Tobago on a reciprocal basis. For-
eign investment is screened only for eligibility for government incentives, and as.
sessment of its environmental impact. Both tax and non-tax incentives may be nego-
tiated with the government for investments in the manufacturing, tourism, and en-
ergy sectors. The repatriation of capital dividends, interest, and other distributions
and gains on investment may be freely transacted.

Services: Foreign ownership of service companies is permitted. Trinidad and To-
bago currently has one 100 percent U.S.-owned bank, several U.S.-owned air-courier
services, and one U.S. majority-owned insurance company.

Government procurement: Procurement practices are generally open and fair, and
the government and government-owned companies generally adhere to an open bid-
ding process for procurement of products andservices. Some government entities re-
quest prequalifIcation applications from firms, then notify prequalified companies in
a selective tender invitation. Trinidad and Tobago is not a signatory to the Uruguay
Round plurilateral Agreement on Government Procurement.

Standards, labeling, testing and certification, to the extent that they are required
generally do not hinder U.S. exports. However, on one occasion in 1995, the Food
and Drugs Division of the Ministry of Health held up shipments of U.S. canned
vegetables by requiring new and non-customary certificates. The Trinidad and To-
bago Bureau of Standards (TTBS) is responsible for all trade standards except those
pertaining to food, drugs and cosmetic items, which the Chemistry, Food and Drug
Division monitors. The TTBS uses the ISO 9000 series of standards and is a mem-
ber of ISONET.

Customs procedures: Customs operations are being restructured and streamlined
with the help of U.S. Government advisors. A trade facilitation system (automated
system for customs data) was adopted on January 1, 1995. Nonetheless, customs
clearance can be time consuming because of bureaucratic delays. Local importers
complain that it takes several working days to get import documents approved and
their goods released.
6. Export Subsidies Policies

The government does not directly subsidize exports. The state-run Trinidad and
Tobago Export Credit Insurance Company insures up to 85 percent of export financ-
ing at competitive rates. The government also offers incentives to manufacturers op.
erating in Free Zones (Export Processing Zones) to encourage foreign and domestic
investors. Such manufacturers are exempt from customs duties on capital goods,
spare parts and raw materials imported into the free zone, and all corporate taxes
on profits from manufacturing and international sales.
7. Protection of U.S. Intellectual Property

Few resources are currently devoted to the enforcement of intellectual property
rights (IPR), a situation that is changing during the two-year phase-in period for
compliance with provisions in the bilateral HIR Agreement signed with the United
States September 26, 1994, and Trinidad and Tobago's commitments under the
WTO Agreement on Trade-related Aspects of Intellectual Property Rights (TRIPs).
The bilateral IPR agreement will, in most instances, provide IPR protection equiva-
lent to that in the U.S., and is part of the government's drive to attract more U.S.
investment to Trinidad and Tobago. Legislation is being currently updated in pat.
ent, trademark and copyright law and for the protection of trade secrets and indus-
trial designs. The failure of existing laws to provide for minimum statutory dam.
ages, recovery of legal costs, and criminal penalties for willful infringement under-
mines the deterrent value of existing legislation.

Patents: The existing law on patent protection is the Patents and Design Act,
which establishes a registration system with no form of examination of patentable
subject matter, novelty, inventive step, or industrial applicability. Patents are cur-
rently valid for a period of 14 years and may be extended before expiration for any
period not exceeding seven years without limit. Infringement of patents is not a dis-
cernible problem in Trinidad and Tobago, but the existing law is outdated. A new
patent law to provide for new technologies is being drafted. Trinidad and Tobago
is a signatory of the Paris Convention for the Protection of Industrial Property.

Copyrights: Trinidad and Tobago is a member of the Universal Copyright Conven-
tion, Revised; and the Convention for the Protection of Producers of Phonograms
Against Unauthorized Duplication. It is also a party to the Berne Convention, Paris
Act of 1971, and the Rome Convention for the Protection of Performers, Producers
of Phonograms, and Broadcasting Organizations. As a member of the Caribbean
Basin Initiative, the government is committed to prohibiting unauthorized broad.
casts of U.S. programs.
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Current copyright protection is governed by the Copyright Act of 1985, which com-

plies with the revised Berne and Universal copyright conventions. A copyright is
valid for a period of fifty years. Although the Act provides for protection of literary,
musical and artistic works, computer software, sound recordings, audio-visual works
and broadcasts, it is not enforced. Video rental outlets in Trinidad and Tobago are
replete with pirated videos and operate openly.

Larger firms in Trinidad and Tobago are scrupulous about obtaining legal com-
puter software while many smaller firms are believed to use wholly or )artially pi-
rated software. Licensed cable companies are faced with unlicensed cable operators
and satellite owners who connect neighborhoods onto private satellites for a fee.
Even licensed cable companies are not exempt from piracy since they regularly pro-
vide customers with U.S. "premium" cable channels for which they have not ob.
tained rights, arguing that since these services are not officially for sale in Trinidad
they are not stealing them. The HBO and Cinemax networks have now appointed
an agent in Trinidad to collect fees.

Given the popularity of U.S. movies and music, and the dominance of the UnitedStates in the software market, U.S. copyright holders are the most heavily affected
by the lack of copyright enforcement, although the market is relatively small. By
signing the bilateral IPR agreement, the government has acknowledged IPR in-
fringement is a deterrent to additional U.S. investment in Trinidad and Tobago and
appears committed to improving both legislation and enforcement.

Trademarks: Trademarks can currently be registered for a period of 14 years, and
renewed by application before the expiration of the registration for an unlimited
number of 14 year periods. The current Trademark Act is also slated for review.
Counterfeiting of trademarks is not a widespread problem in Trinidad and Tobago.
8. Worker Rights

a. The Right of Association.-The right of association is respected in law and prac-
tice. Union membership is declining, with less than 30 percent of the work force now
belonging to the 14 functioning unions. The unions are independent of government
or political party control and freely and vocally represent their members' interests.
There are no excessive or arbitrary registration requirements, nor restrictions on se-_
lection of union officers or advisors. Union members are free to choose representa-
tives, publicize their views and determine their own programs and policies. All em-
ployees except those in "essential services" have the right to strike.

b. The Right to Organize and Barain Collectively.-The rights of workers to col-
lective bargaining is established in the Industrial Relations Act of 1972. Anti-union
discrimination is prohibited by law. The same laws apply in the Export Processing
Zones.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is not
explicitly prohibited by law, but there have been no reports that it is practiced.

d. Minimum Age for Employment of Children.-Legislation prohibits the employ-
ment of children under the age of 12, and children aged 12 to 14 are permitted to
work only in family businesses. General employment is permitted after age 14.

e. Acceptable Conditions of Work.-There is no unified national minimum wage.
The government has set minimum wage standards in 53 job categories ranging from
US$26 to US$57 per week. These rates were intended to be adjusted for cost-of-liv-
ing increases, but this has not occurred. The standard work week in Trinidad and
Tdbago is forty hours, with no cap on overtime. The Factories and Ordinance Bill
of 1948 sets occupational health and safety standards in certain industries; state in-
spectors monitor conditions in work places and workers who refuse to perform work
because of hazardous conditions are protected from retribution under the Industrial
Relations Act of 1972.

f. Rights in Sectors With U.S. Investment.--Employee rights and labor laws in sec-
tors with U.S. investment do not differ from those in other sectors.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 511
Total M anufacturing ............................................................... .(1)

Food & Kindred Products ................................................... 8
Chemicals and Allied Products ......................................... (1)
Metals, Primary & Fabricated ............................................ (1)
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an H-istorical Cost Basis-1994--Continued

(Millions of U.S. dollars]

Category Amount

Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing..............................3

Wholesale Trade ..................................................................... 0
Banking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 11
Services ................................................................................... 1
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 817

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

URUGUAY

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted])5

1993 1994 19951

Income, Production and Employment:
Real GDP (1983 prices) 2 .. . . . .. . . .. . .. . . ..................... 6,983.0 7,338.0 7,411.0
Real GDP Growth (percent)................... .2.5 5.1 0.5
GDP (at current prices) 2 . .................... .. . .. . .. . . . . . . . 13,453 15,453 17,736
GDP by Sector:

Agriculture ....................................................... 1,122.7 1,269.0 1,596.2
Energy and Water ......................................." 356.4 441.3 532.1
Manufacturing .................................................. 2,550.2 2,781.1 3,281.2
Construction ..................................................... 681.3 821.5 798.1
Rents................. . ...............4 2,178.0 2,690.8 3,015.1
Financial Services......................... 1,370.3 1,498.4 1,773.3
Other Services .................................................. 3,641.1 4,636.0 5,143.8
Government, Health and Education ............... 1,553.0 1,467.9 1,596.2
Net Export of Goods and Services .................. -70.0 -145.9 -130.0
Real per capita GDP (US$, 1983 prices) ........ 2,218 2,317 2,303

Labor Force (000s) ............................................... 1,395 1,409 1,423
Unemployment Rate (percent) ........................... 8.3 9.2 11.0

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 49.7 37.3 32.0
Base Interest Rate 3 ..................... . .. .. . . .. . .. . .. . . . . . .. . .  39.6 37.0 36.0
Personal Saving Rate 3  .............. . .. . .. . .. .. .. . . .. . . . ..  17.2 16.1 20.5
Retail Inflation.................................... .52.9 44.1 37.0
Wholesale Inflation ............................................. 31.1 41.0 27.4
Consumer Price Index ......................................... 52.9 44.1 37.0
Exchange Rate (peso/US$):

(interbank sell rate) ......................................... 26.9 26.9 26.9
Balance of Payments and Trade:

Total Exports FOB 4 ....................... . . . .. . .. . .. . . .. . . . . .. .  1,645.3 1,913.4 2,300.0
Exports to U.S ................................................. 148.8 130.0 200.0

Total Imports CIF4..............................................o 2,325.7 2,772.6 3,050.0
Imports from U.S .............................................. 222.6 259.6 310.0

Aid from U.S ...................................................o1.2 1.0 1.1
Aid from Other Countries.................... . N/A N/A N/A
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Key Economic Indicators-Continued
[Millions or U.S. dollars unless otherwise noted] s

1993 1994 19961

External Public Debt ...... . ................. 4,292.6 4,605.1 4,950.0
Debt Service Payments (paid) ............................. 645 665 715
Gold and Forex Reserves (net) ............................ 1,201.8 1,432.1 1,480.0
Trade Balance 4  ......................... . . .. . . .. . .. . . . .. . .. . . . . .. . .  -679.1 -859.2 -750.0

Balance with U. .............................................. -73.8 - 129.0 -110.0
•I99I figures are all estimates based on available monthly data in October 1996.
2GD- of producer price.
$Figures are actua?, annual average interest rates, not changes in them (six month term deposits).' Merchandise trade.
'Data in Urugusyan pesos was converted Into U.S. dollars at the average interbank selling exchange rate

for each year (1993: 3.95; 1994: 5.05; 1996: 6.39).

1. General Policy Framework
Uruguay has a small, open economy. The historical basis of the economy has been

agriculture, particularly livestock production. Agriculture remains important both
directly (wool, meat and rice) and indirectly, for inputs for other sectors (textiles and
leather goods). Industry, which has diversified beyond agro-industry into chemicals
and consumer goods for local consumption, has declined in the face of greater com-
petition, and it now accounts for 20 percent of GDP. The service sector, particularly
tourism and financial services, now dominates the economy, accounting for over 60
percent of GDP. Banking benefits from Uruguay's open financial system.

The government was relatively successful in reducing its fiscal deficit from 7.4
percent in 1989 to a small surplus in 1992. However, the deficit reemerged in 1993,
grew to 2.9 percent of GDP in 1994 and reached 3.4 percent of GDP by March 1995.
Principal sources of the deficit are losses by the Central Bank on nonperforming
loans purchased from private banks, foreign debt payments and transfers to the so-
cial security system. Inflation, which peaked at 129 percent in 1990, declined to 44
percent in 1994.

In November 1994, Dr. Julio Maria Sanguinetti of the Colorado Party was elected
President. The new government, which took office in March 1995, is in the process
of implementing a three-stage stabilization program consisting of: a) an immediate
fiscal adjustment package focused mainly on industrial tax incentives and increased
payroll and consumption taxes; b) a medium-term program for government
downsizing; and c) a tong-term program for social security reform to address one of
the main sources of the deficit. A fiscal adjustment law to implement the tax meas-
ures of the stabilization program went into effect in May 1995. The social security
reform legislation was approved by Congress in September 1995 and is to be gradu-
ally implemented beginning in April 1996. The reduction of the fiscal deficit through
social security reform will take at least ten years and will require long-term foreign
financial assistance during the transition period. The medium-term program for a
major restructuring of government is part of the Sanguinetti Administration's five-
year budget subrmission which passed the Chamber of Deputies in October and is
currently undergoing Senate review.

By the end of July 1995 the public sector deficit had decreased to about 2.3 per-
cent of GDP. The inflation rate remained relatively stable from May 1994 through
September 1995, fluctuating at an annual rate of between 41 and 45 percent. Sep-
tember and October rates of inflation were exceptionally low. Should this trend con-
tinue through November and December, total 1995 inflation could be as low as 37
percent.

Uruguay is the beneficiary of large inflows of capital, principally from neighboring
Brazil and Argentina. The government has been able to finance a substantial por-
tion of its deficit through the issuance of dollar-denominated treasury bills. 'Me

Central Bank of Uruguay uses the adjustment of reserve requirements as the main
tool to control the money supply. However, the lack of instruments to neutralize
capital inflows makes control oft e money supply difficult.

The International Monetary Fund (IMF) approved the Uruguayan government
economic program for the twelve-month period ending in March 1996. The program
will be subject to the IMF staff monitoring procedure.

2.Exchange Rate Policies
The Uruguayan government allows the peso to float against the dollar within a

declining seven percent band, The band currently declines by two percent per
month. The Central bank regularly buys and sells dollars to keep the peso's value
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within the band. At the end of 1994, inflation outpaced the official devaluation of
the peso by 16 percentage points, making Uruguayan exports less competitive and
imports more attractive.

Uruguay has no foreign exchange controls. The peso is freely convertible into dol-
lars for transactions and much of the economy is dollarized.
3.Structural Policies

Price controls are limited to a small set of products and services for public con.
sumption, such as bread, milk, passenger transportation, utilities and fuels. The
government relies heavily on consumption taxes (value-added and excise) and taxes
on foreign trade (export taxes and import tariffs) for its general revenue. A substan-
tial social security tax, up to 50 percent of the base wage rate, is assessed on work.
ers and employers. The top tariff rate was lowered from 24 percent to 20 percent
in January 1993, which has had a positive effect on U.S. exports to Uruguay. Tariff
rates declined to zero percent for most Mercosur (Southern Cone Common Market
composed of Argentina, Brazil, Paraguay, and Uruguay) products on January 1,
1995; a common external tariff (CET) entered into effect on imports from non-
Mercosur countries ranging (with some exceptions) between zero and 20 percent.
4.Debt Management Policies

As of March 1995, Uruguay's total external debt was $8.6 billion, almost $800 mil-
lion over the amount in March 1994. Of this, $4.7 billion was public secto,' debt
and $3.9 billion represented debts of the private sector. The public sector external
debt included $1.7 billion of dollar-denominated Uruguayan government bills and
bonds, $320 million of foreign currency deposits of nonresidents, $2.2 billion of long-
term loans of the nonfinancial public sector and $155 million of supplier credits. The
balance, amounting to $281 million, represents liabilities, reserves and other credits
of the government of Uruguay financial sector. International reserves of the public
sector banking system amounted to $2.5 billion, resulting in a net public sector for-
eign debt of $2.2 billion.

The $3.9 billion private sector foreign debt was primarily made up of $2.5 billion
of foreign curren& deposits by nonresidents and $459 million of supplier credits.
The balance, amouinting to $1 billion, represented liability reserves of the private
banks. International reserves of the private sector banks amounted to $3.5 billion
resulting in a net private sector foreign debt of $412 million.

The debt service in 1994 was $800 million, equivalent to 41.8 percent of total mer-
chandise exports, 23.2 percent of combined merchandise and service exports and 5.1
percent of GDP.
5. Significant Barriers to U.S. Exports

Law No. 16,671 signed on December 13,1994 ratified the Uruguay Round agree-
ments. Uruguay is afounding member of the WTO.

Certain imports require special licenses or customs documents. Among these are
pharmaceuticals, some types of medical equipment and chemicals, firearms, radio-
active materials, fertilizers, vegetable products, frozen embryos, livestock, bull
semen, anabolics, sugar, seeds, hormones, meat and vehicles. To protect Uruguay's
important livestock industry, imports of bull semen and embryos also face certain
numerical limitations and must comply with animal health requirements, a process
which can take year Bureaucratic delays also add to the cost of imports, although
importers report that a "de-bureaucratization" commission has improved matters.

Few significant restrictions exist in services. U.S. banks continue to be very active
in off-shore banking. There are no significant restrictions on professional services
such as law, medicine or accounting. Similarly, travel and ticketing services are un-
restricted. A law allowing foreign companies to offer insurance coverage in Uruguay
was passed in October 1993.

There have been significant limitations on foreign equity participation in certain
sectors of the economy. Investment areas regarded as strategic require government
authorization. These include electricity, hydrocarbons, banking and finance, rail-
roads, strategic minerals, telecommunications and the press. Uruguay has long
owned and operated state monopolies in petroleum, rail freight, telephone service
and port administration. Passage of port reform legislation in April 1992 allowed
for privatization of various port services. Recently approved legislation also allow
for private sector electric ppwer generation. The state-owned natural gas company
was privatized in late 1994. Cellular telecommunications are operated by both pri
vate consortia and the state-owned phone company (ANTEL). The legislative deci-
sion to privatize ANTEL was overturned by referendum in 1992.

Government procurement practices are well defined, transparent and closely fol-
lowed. Tenders are generally open to all bidders, foreign and domestic. In the past
year, however, several important government tenders appear to have been awarded
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to non-U.S. companies based on other than objective criteria such as price and qual-
ity. A government decree also established that local products and services that are
of equal quality to foreign goods and services, and no more than ten percent more
expensive, shall be given preference. Among foreign bidders, preference will be given
to those who offer to purchase Uruguayan products. Uruguay has yet to sign the
GATT/WTO government procurement code.

Following a recent reduction in the top rate, Uruguay's tariff structure now varies
between zero and twenty percent. Most imports from MERCOSUR member coun-
tries enter free of duty. The only exemptions to tariff regulations, in the context of
anti-dumping legislation, are reference prices and minimum export prices fixed in
relation to international levels and in line with commitments assumed under WTO.
These are aimed at neutralizing unfair trade practices that threaten to damage na-
tional production activity or delay the development of such activities and are pri-
marily directed at Argentina and Brazil. Minimum export prices have been sched-
uled to be phased out,but a number are still in effect.
6. Export Subsidies Policies

The government provides a nine percent subsidy to wool fabric and apparel pro-
ducers using funds from a tax on greasy and washed wool exports. This subsidy is
to be reduced by three percentage points by January 1, 1996. Uruguay is a signatory
of the GATT/WTO subsidies code.
7.Protection of U.S. Intellectual Property

The Government of Uruguay recognizes intellectual property rights in a number
of areas, and there is no discrimination against foreign companies seeking to reg-
ister intellectual property. Uruguayan law adequately protects most intellectual
property rights except with regard to new technology and pharmaceuticals. Uruguay
has been generally supportive of efforts to strengthen the rules governing intellec.
tual property protection in international fora such as the World Intellectual Prop-
erty Organization (WIPO) and the Uruguay Round of GATT/WTO.

The government does not discriminate between foreign and domestic patent hold-
ers. Owners and assignees of foreign patents may register patents in Uruguay, pro-
vided application is made within three years of registration in the country of origin.
Registered patents are protected for ten years, less the period of protection already
enjoyed in the country of origin. Licensing is not mandatory. Pharmaceuticals and
chemical products are not patentable, although production processes for such prod-
ucts are patentable. The lack of patent protection for pharmaceuticals has had a
marked effect on U.S. trade and investment in the sector.

Foreign trademarks may be registered in Uruguay and receive the same protec-
tion as domestic trademarks. Protection is afforded for ten years initially and is re-
newable.

Uruguay affords copyright protection to, inter alia, books, records, videos and soft-
ware. Despite legal protection, enforcement of copyrights for software is still weak
and pirating of software is substantial. Software suppliers have estimated that
losses due to pirating are in excess of $10 million. There is also considerable
rating of videotapes and music cassettes. The International Intellectual Property

Rights Alliance estimates trade losses from copyright piracy of books, motion pic-
tures, sound recordings and musical compositions at over $9 million.

8. Worker Rights
a. The Right of Association.-The Constitution guarantees the right of workers to

organize freely and encourages the formation of unions. Labor unions are independ-
ent of government or political party control.

b. The Right to Organize and Bargain Collectively.-Collective bargaining takes
place on a plant-wide or sector-wide-basis, with or without government mediation,
as the parties wish.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law, and in practi-e there is no evidence of its existence.

d. Minimum Age for Emptoyment of Children.-Children as young as 12 may be
employed if they have a work permit. Children under the age of 18 may not perform
dangerous, fatiguing or night work, apart from domestic employment.

e. Acceptable Conditions of Work.--There is a legislated minimum wage. The
standard work week is 48 hours for six days, with overtime compensation for work
in excess of 48 hours. Workers are protected by health and safety standards, which
appear to be adhered to in practice.

f.Rights in Sectors With U.S. Inuestment.-Workers in sectors in which there is
U.S. investment are provided the same protection as other workers. In many cases,
the wages and working conditions for those in U.S.-affiliated industries appear to
be better than average.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

[Milhons of U.S. dollars]

Category Amount

Petroleum..................................................9
Total Manufacturing .............................................. 88

Food & Kindred Products ........................... 71
Chemicals and Allied Products ......... ............... 6
Metals, Primary & Fabricated.......... ................ 2
Machinery, except Electrical........................0
Electric & Electronic Equipment ..................... 0
Transportation Equipment........... ............... 0
Other Manufacturing.......................... .. 9

Wholesale Trade.........................................59
B anking .................................................................................... 125
Finance/Insurance/Real Estate .............................................. 30
Services ................................................................................... 3
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 315

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

VENEZUELA

Key Economic Indicators
[Billions of U.S. dollarti unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (1985 prices)2 . . .............. 0.. . .. . . . .. . . . .. . . .. .  72.2 69.8 70.1
Real GDP Growth (percent) 3 ..#.. .. . . . . . .. . . .. . . .. . .  -0.4 -3.3 0.4
GDP (at current prices) 2 ... . . . . . . . . . . . . . . .. . .. ..59.8 55.8 70.6
GDP by Sector:

Agriculture ........................................................ 2.8 2.6 3.3
Energy/W ater .................................................... 14.1 14.3 18.1
M anufacturing .................................................. 9.8 9.0 11.4
Construction ..................................................... 4.4 3.1 4.0
Rents ................................................................. 4.7 4.4 5.5
Financial Services ............................................ 1.6 1.5 1.8
Other Services .................................................. 17.5 16.1 20.3
Government/Health/Education ........................ 5.0 4.9 6.1
Net Exports of Goods & Services............. - 1.9 4.1 4.6

Real Per Capita GDP (US$.'85BPS) ..................* 3,468 3,265 3,205
Labor Force (000s) ............................................... 7,546 8,027 8,540
Unemployment Rate (percent) ............................ 6.3 8.5 13.1

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 25.7 54.8 35.1
Base Interest Rate4 ...................... . .. . . . .. . . . .. . . . .. . . .. .  65.3 60.2 40.3
Personal Saving Rate 4 .................. .. . . .. . . . .. . . . . .. . .. . .  54.7 33.5 23.0
Retail Inflation ..................................................... 45.9 70.8 50.0
Wholesale Inflation .............................................. 47.4 89.5 41.0
Consumer Price Index (1984=100) ...................0 1,302.9 2,095.3 3,310.5
Exchange Rate (Bs/US$-annual average):5

Offi cial ............................................................... 91.2 148.9 170.0
Parallel .............................................................. 91.2 158.8 240.0

Balance of Payments and Trade:
Total Exports (FOB)6 ................. . .. .. . . .. . . . .. . . . . .. . . .. . 14.0 15.7 17.8
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Key Economic Indicators-Continued
(Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Exports to U.S. (CV) ........................................ 8.1 8.4 9.7
Total Imports (FOB) .. . . . . . . . . . . . . . . . . . . . . . . . 11.1 7.7 8.4

Imports from U.S. (FAS) ............................. 4.6 4.0 4.6
Aid from U.S .................................. 0.0 0.0 0.0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 26.8 26.3 25.3
Debt Service Payments (paid) ............................. 5.3 5.1 5.5
Gold and Foreign Exchange Reserves ................ 12.7 11.5 9.0
Trade Balance 6 .................................................... 2.9 8.0 9.4

Trade Balance with U.S.6 ................................ 3.5 4.3 5.1
'Figuroe for 1995 are U.S. Embassy estimates based on information available in October 1996.
S atfactor cost.
sPercentage changes calculated in local currency.4Figures are actual, average annual interest rates, not changes in them.
"Venezuela adopted a fixed, single exchange rate of 170 bolivars to the dollar on July 11, 1994. The par.

allel rate is the effective exchange rate resulting from the trading of Brady Bonds on the Caracas Stock Ex.change.#Merchandise trade.

1. General Policy Framework
Venezuela's potential as a market for U.S. business remains positive over the

long-term, although prospects for 1996 have been dampened by uncertainty over the
country's macroeconomic stability. Since mid-1994, the Venezuelan Government has
taken a number of interventiomst measures, including foreign exchange and price
controls, in response to two years of economic recession and a financial crisis, which
developed in early 1994 and has yet to be totally resolved. This reverses a trend
begun in 1989 toward loosening government controls. Measures have been intro-
duced to end capital flight soak-up excess liquidity, rein in inflation, stabilize the
financial sector and open the petroleum sector to joint ventures with foreign firms.
The Venezuelan Government's interventionist efforts have not succeeded and the
government has begun negotiations with the International Monetary Fund in order
to obtain financial support.

Venezuela is rich in natural resources, including petroleum, natural gas, hydro-
electric power, iron ore, coal, gold, and bauxite. The petroleum industry still domi-
nates Venezuela's economy accounting in 1994 for roughly 23 percent of the coun-
try's GDP, 71 percent of export earnings, and around 52 percent of central govern-
ment revenues. However, tax revenues from the petroleum sector as a share of GDP
declined substantially in recent .years as international petroleum prices in real
terms fell and non-oil revenues increased. As a result, oil revenues are expected to
provide less than 50 percent of total government revenues in 1995.

After several years of solid economic growth, Venezuela's economy went into re.
cession in 1993 with real GDP declining by 1 percent. The recession deepened in
1994 with output falling another 3.3 percent. GDP is expected to register 0.4 percent
growth in 1995, due primarily to increased activity in the petroleum sector.

The financial sector collapse, which began in early 1994, affected over 50 percent
of the commercial banking sector deposit base. The government has intervened in
18 financial institutions, nationalizing 9 commercial banks and closing 8 others plus
one financial group. The Venezuelan government's bailout of the financial sector led
to a 15.2 percent deficit on a consolidated public sector basis in 1994. For 1995, the
government is trying to close a central government administration budget deficit of
around 8 percent and an 11 percent deficit on a consolidated basis. The govern-
ment's policy to finance the deficit is not clear. It plans to finance about $870 mil.
lion domestically. The government is also exploring options in international finan-
cial markets, which it had not been able to access since late 1993. In late November
1995, however, with discussion on an IMF program underway, the government was
able to proceed with a 3-year 500 million DM issue. The Venezuelan government
hopes that international financial markets will be more receptive to its offerings of
government securities if it completes a stand-by agreement with the International
Monetary Fund.

Inflation has remained stubbornly high, principally as a result of large capital in-
jections by the government into the banking sector. Despite Central Bank efforts tosoak up excess liquidity through 82and 172-day monetary stabilization certificates,
and the government's imposition of price and foreign exchange controls in mid-1994,
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the country experienced an inflation rate of nearly 71 percent in 1994, up from 45
percent the previous year. Notwithstanding continued price controls, the govern-
ment is projecting an inflation rate for 1995) of approximately 53 percent. Monetary
liquidity is expected to fall about 15 percent in real terms for 1995 owing to the
economic recession, negative real interest rates, the fall in demand for bolivars, the
lack of attractive government securities, and the drop in the country's level of inter-
national reserves.
2. Exchange Rate Policies

Lack of confidence in Venezuela's economy prompted a run on the local currency
in late April 1994, which resulted in an almost $3.8 billion drop in international re-
serves for the first half of 1994 and a maxi-devaluation of the bolivar. In response,
the Venezuelan government suspended foreign exchange operations on June 22
1994 and on July 11 established a system of foreign exchange controls with a hixei
exchange rate of 170 bolivars to the dollar.

The Foreign Exchange Regime Law, which codifled-%eezuela's foreign exchange
controls, came into effect on June 17, 1995. Importers, exporters private and com-
mercial debt holders, and foreign investors must register with the respective com.
petent authority prior to submitting applications for foreign currency to the Office
or Technical Administration of Foreign Exchange (OTAC). The sale of foreign ex-

change for imports valued at less than $5,000 or originating from countries belong-
ing to the Latin American Integration Association (ALADI) is exempt from prior
OTAC approval. Exporters may use foreign currency earned from export sales for
expenses, prior to selling any excess to the Central Bank.

The official exchange rate for commercial transactions has remained fixed since
mid-1994. However, on June 16, 1995, the government established a parallel foreign
exchange market by approving the trading (in bolivars) of government debt bonds
denominated in dollars (Brady Bonds) on Venezuelan capital markets. In late Octo-
ber the government revised its exchange rate policy again, linking a new separate
exchange rate for tourism to the parallel rate.

By the last quarter of 1995, inflationary expectations and continued balance of
payments problems were exerting intense pressure for a devaluation. As of the end
of October, the bolivar exchanged-at the official rate was estimated to be overvalued
by 42 percent, as compared to the parallel market rate. A significant drop in inter-
national reserves led the government to restrict availability of foreign exchange
through the Central Bank beginning in early September. Authorizations for foreign
exchange were suspended, except for essential medicines and basic food products.
Foreign exchange applications approved prior to the suspension were disbursed in
installments, with no guarantees against devaluation. As a result, many were forced
to use the parallel Brady Bond market to obtain dollars for imports, debt payments,
and repatriation of dividends.
3. Structural Policies

In 1995, the Venezuelan Government continued to apply the mix of heterodox
measures it had adopted in 1994 to address the economic recession and collapse of
the financial sector. Controls over foreign exchange, and prices for a variety of goods
(primarily essential goods such as foods and medicines) and services (parking, fu-
neral services, laundry and dry cleaning, and cinemas) remained in effect. Cum-
bersome government regulations for obtaining foreign exchange continued to disrupt
previously established commercial relationships for the private and public sector.

The Venezuelan Government announced a major opening of the petroleum sector
to private investment in July. The opening enables national and foreign investors
to participate through "strategic associations" with the national oil company,
PDVSA, in the production of light and medium crudes, for the first time since na-
tionalization of the oil industry in 1976. However, no progress was made on reform-ing the severance pay system or trimming the public sector. Little success was also
achieved in reducing government participation in the economy through privatization
of state enterprises, although the groundwork has been laid for more ambitious pri-
vatization efforts in 1996.

The Venezuelan Tax Administration, reformed in 1994, is also stepping up efforts
to improve tax collection and hopes to reduce tax evasion from over 70 percent in
1994 to 60 percent in 1995. As a result of a major income tax reform in 1994, the
maximum tax rate for individuals and corporations rose from 30 to 34 percent. Ven-
ezuelan tax law does not differentiate between foreignand Venezuelan-owned com-
panies, except in the petroleum sector. Hydrocarbon revenues of PDVSA and the
new strategic associations are subject to a tax rate of 67.7 percent. In addition the
production of strategic associations will be subject to a 16.67-percent royalty. 61om-
panies engaged through joint ventures with PDVSA in the production and process-



440

ing of off-shore natural gas and extra-heavy crudes and bitumens are taxed at the
lower 34-percent rate.

The government imposes a one percent corporate assets tax, assessed on the gross
value of assets (with no deduction for liabilities) after adjustments for depreciation
and inflation. The assets tax is deductible for income tax purposes. An investment
tax credit is also available for the purchase of capital goods to be used in manufac-
turing processes. A "wholesale" tax is applied at both the wholesale and import lev.
els on goods and services. The wholesale tax rate was increased from 10 to 12.5 per-
cent for fiscal (calendar) year 1995. Certain goods are also assessed a luxury tax
which varies by product between 10 and 20 percent.

On September 10, 1995, the Venezuelan Government took a small step toward ad-
dressing a long-standing distortion in the price of domestic gasoline. A tax was lev-
ied on higher octane gasolines, raising their prices substantially, while a lid was
kept on the price of lower octane gaoline and diesel fuel. Despite the adjustment,
the domestic price for gasoline remains well below the cost of production, and in-
creased government revenues from the move are expected to contribute little to clos-
ingthe government's budget gap.

Venezuela has reduced its import tariff levels since its accession to the General
Agreement on Tariffs and Trade (GATT) on September 1, 1990. With ratification of
the Uruguay Round in December 1994, Venezuela became a founding member of the
World Trade Organization (WTO). As part of the Uruguay Round negotiations, Ven.
ezuela agreed to lower its bindings on tariff rates for most imports from 40 to 35
percent over a five-year period. On February 1,1995, Venezuela implemented the
Andean Pact's Common External Tariff, with a four-tier tariff structure of 5, 10, 15,
and 20 percent. Under the Andean Pact's Common Automotive Policy, assembled
passenger vehicles are an exception to the 20-percent maximum tariff rate on indus-
trial products and are subject to a 35-percent tariff rate. The Andean Pact priceband
system for agricultural imports came into effect in Venezuela on April 1, 1995. The
country's average import tariff on a trade-weighted basis is roughly 10 percent.

4. Debt Management Policies
As of December 1994, Venezuela's public sector external debt totaled $26.3 billion.

This included $17.6 billion in commercial bank debt rescheduled in 1990 within the
context of the Brady Plan and $8.7 billion in nonrestructured debt (including com-
mercial bank debt, military promissory notes, and bilateral and multilateral finan-
cial institutions). Medium-term private sector debt totaled an estimated $5.5 billion.
External debt represents about 57 percent of GDP. In 1994, Venezuela's debt service
payments totaled about $3.6 billion, or approximately 20 percent of total exports.
Debt service payments for 1995 are estimated to reach $3.6 billion, or 20 percent
of total exports.

Relations with commercial creditors have deteriorated because foreign exchange
controls have limited the amount of dollars available for servicing external debt. In
addition, the high inflation rate has increased the cost of servicing debt. Due to the
downgrading of Venezuelan debt, the cost of borrowing has risen.

The government is currently negotiating a stand-by agreement with the Inter-
national Monetary Fund to address Venezuela's fiscal andmonetary problems and
gain access to financial resources which might then be used to recapitalize the fi-
nancial sector, downsize and reform the public sector, and supplement international
reserves to facilitate a liberalization of the foreign exchange controls. It is unclear
when an agreement might be reached. The World Bank and Inter-American Devel-
opment Bank currently provide some multi-year project and sector lending and may
expand their loan programs if Venezuela reaches a formal agreement with the IMF.

5.Significant Barriers to U.S. Exports
Import Licenses: Although Venezuela no longer has an import licensing regime,

sanitary and phytosanitary certificates from the Ministries of Health and Agri-
culture are required for most agricultural and pharmaceutical imports. The require-
ment is used aggressively by the Ministry of Agriculture, in eflbct banning U.S.
poultry and pork imports. As a WTO member, Venezuela is a party to the WTO Im-
port Licensing Agreement.

Service Barriers: Foreign professionals working in disciplines which are covered
by national licensing legislation (e.g. attorneys, security services, architecture and
engineering, medical professions, veterinary practice, economists, business adminis-
tration/management and accounting), and journalists must revalidate their title at
a Venezuelan university and pass the associated professional exam.

Standards, Testing, Labeling and Certification: The Venezuelan Commission of In-
dustrial Standards (6OVENIN) requires certification fromCOVENIN-approved lab-
oratories for imports of over 300 agricultural and industrial products. U.S. exporters

-- 1ý
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have experienced difficulties in complying with the documentary requirements for
issuance of COVENIN certificates. The Consumer Law, which went into effect in
May 1992, contains provisions regulating labeling. All goads placed on sale must
bear a label indicating price to the public and expiration date (where appropriate).
In the event of future price increases, goods in stock with previous price labels must
be sold at no more than the prior price.

Investment Barriers: Foreign investment is restricted in the petroleum sector. Hy-
drocarbon exploration, exploitation refining, transportation, storage, and sales (for-
eign and domestic) are controlled by the Venezuelan Government and its entities.
However the government may enter into agreements with private companies as
long as the agreements guarantee state control of the operation, are of limited dura-
tion, and have the prior authorization from a joint session of congress. The strategic
associations approved by the Venezuelan Congress in mid-1994 are an example ofsuch arrangements.Venezuele also limits foreign equity participation in enterpises engaged in tele.

vision, radio, Spanish language press, and the professional services noted above
under "Service Barriers" _to 19.9 percent. The level of foreign investment is unre-
stricted in other sectors of the economy. However, the Government of Venezuela re-
tains wide discretionary power to declare a sector as 'basic," and to impose a 49
percent ceiling on foreign investment in the sector's companies. Foreign investors
in the mining sector seeking to secure a concession from the government are subject
to Venezuela s 1944 Mining Law and a complex set of executive decrees to secure
a concession from the government.

Venezuela adheres to the Andean Pact Common Automotive Policy, which sets
minimum regional content requirements for automotive assemblers. The country
Organic Labor Law, passed on May 1, 1991, limits foreign employment in companies
with ten or more employees to 10 percent of the payroll. Remuneration for foreign
workers must not exceed 20 percent of total wages paid.

The 1992 Presidential Decree 2095 guarantees the right of foreign investors to re-
patriate dividends and capital, and permits shares of foreign companies to be pub-
licly sold. However, since the imposition of foreign exchange controls, the repatri-
ation of profits has been difficult. Initially, problems were attributed to difficulties
in establishing and implementingprocedures. In late 1995, delays in receiving for-
eign exchange for repatriation ofdividends and capital were linked to government
efforts to bolster declining international reserves.

Government Procurement Practices: The 1990 Law of Tenders, its associated reg.
ulations, and modifying decree of 1991 establish three classifications for government
procurement, based principally on the value of the goods and services being pro-
cured: general tenders, selective tenders, and direct purchases. For general and se-
lective tenders, the law states that for offers that are within a "reasonable" range
of each other for similar conditions, preference will be given according to criteria in-
cluding national content, labor impact, national value-added, local participation, and
technology transfer. For the purchase of goods, the government also applies a policy,
not stated in the Law of Tenders, that local goods be purchased, unless the price
of such products is 25 percent more than the landed cost of competing foreign prod-
ucts. In the petroleum industry, PDVSA is required to purchase national materials
and supplies. However, PDVSA is permitted to make foreign purchases if domestic
firms cannot meet quantity, quality, or delivery requirements. In addition, imported
materials supplied by local representatives of foreign manufacturers are classified
as "domestic purchases." Firms that supply PDVSA must register with PDVSA's
unified suppliers register or with the unified contractors registry. The United States
has consulted with Venezuela concerning the implementation of its Law of Tenders.
Venezuela is not a signatory to the WTO Government Procurement Agreement.

Customs Procedures: Customs clearance procedures are time consuming, and
delays can occur if documents are not in order. As a member of the WTO, Venezuela
is a party to WTO agreements on preshipment inspection, rules of origin, and cus-
toms valuation.
6. Export Subsidies Policies

Venezuela has reduced the number and type of export incentives, but has retained
a duty drawback system which provides exporters with a partial duty rebate on im-
ported inputs. The current system was established under Finance*Ministry resolu-
tion 2603, dated June 10, 1994. The duty drawback is calculated by means of a for-
mula which takes into account the exporter's production efficiency. Rebate ceilings
have been set for each productive sector. The rebate, which is expressed as a per-
centage of the export free-on-board (FOB) price, is given in the form of a
Certificados de Reintegro Tributario (CERT), denominatedin local currency. CERTS
are negotiable and transferable, and can be used to cancel duty payments. The
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Wholesale and Luxury Tax law, enacted August 1, 1994, also provides for a rebate
of the wholesale tax paid on imports used in p reducing goods for export. The rebate
is in the form of a tax credit, which is negotiable on the secondary market.

A joint resolution of the Foreign and Finance Ministries, published June 13, 1991,
lists those agricultural products for which an export bonus is available. The pro.
gram provides a credit against an exporter's tax liability of one percent for certain
agricultural items whose national value added is from 30 to 98 percent. For prod-
ucts whose value added is from 99 to 100 percent, exporters are eligible for a credit
of 10 percent of the FOB value.
7. Protection of U.S. Intellectual Property

Venezuela has made improvements in its protection of intellectual property rights,
but does not yet appear to provide adequate and effective protection. As a result of
its laws and practices, Venezuela remspins on the Special 301 watch list. The United
States and Venezuela have consulted frequently and intensively on intellectual
property rights, including several rounds of negotiations toward a bilateral agree-
ment. The Venezuelan Congress is currently considering new patent and trademark
legislation which may improve enforcement efforts. In several recent, high-profile
decisions (i.e., Hola, La Nallerie LaFayette, and Nintendo cases), Venezuela s Su-
preme Court has established a precedent for providing special protection to inter-
nationally "famous" trademarks.

Venezuela is a member of the World Industrial Property Organization (WIPO) and
is a signatory to the Berne Convention for the Protection of Literary and Artistic
Works, the Geneva Phonograms Convention, the Paris Convention for the Protection
of Industrial Property, the Universal Copyright Convention, and the World Trade
Organization TRIPs agreement. Venezuela is not yet a signatory to the Patent Co-
operation Treaty and the Brussels Convention Relating to the Distribution of Pro-
gram-Carrying Signals Transmitted by Satellite.

Patents: Andean Pact Decisions 344 and 345, which became effective in Venezuela
as of January 1, 1994, are comprehensive and offer a significant improvement over
previous standards of protection for patents and trademarks in the Andean Pact
countries. For example, they provide a patent term of 20 years, reversal of the bur-
den of proof in cases of alleged patent infringement, and allow each member of the
Andean Pact to improve its own respective patent law. The portions of the Decisions
covering protection of trade secrets and new plant varieties are generally consistent
with world class standards for protecting intellectual property rights. The Decisions
are faulty, however, since they include compulsory licensing provisions, working re-
quirements, and restrictions on biotechnology inventions. In addition, the Decisions
deny pharmaceutical patent rotection for medicines listed on the World Health Or-
ganization's Model List of essential Drugs, and they lack provisions concerning
transitional ("pipeline") protection, and protection from parallel imports. The Deci-
sions also fail to address procedures for enforcing intellectual property rights.

Trademarks: Decision 344 improves protection for famous trademarks, prohibits
the coexistence of similar marks, and provides for cancellation of trademark reg.
istrations based on "nonuse" or "bad faith." However, problems remain with Ven-
ezuela's trademark application process. Current procedures enable local pirates to
produce and sell counterfeit products, despite their involvement in lengthy opposi-
tion proceedings. Trademark piracy is common in the clothing, toy, and sporting
goods sectors and enforcement remains poor.

Copyrights: Venezuela's 1993 Copyright Law, and the complementary Andean
Pact Decision 351, are modern and comprehensive and have substantially improved
protection of copyright products in Venezuela. Venezuela's national law extended
copyright protection to all creative works, including computer software. The law is
being used aggressively by private concerns to combat piracy. In October 1995, the
Venezuelan government established a National Copyright Office, which is to play a
key role in enforcement efforts.

Computer software and videotape piracy, however, is still rampant. A local asso-
ciation of computer program companies estimated in 1994 that 72 out of every 100
programs used in the country was pirated. Unauthorized reception and
retransmission of U.S. satellite signals and services is also widespread. According
to the International Intellectual Property Alliance (IIPA), some of the largest pirate
videotape manufacturing laboratories in South America are located in Venezuela.
Pirate copies are sold on the domestic market as well as exported to a number of
countries in the region, including the United States. Video piracy reportedly has in-
creased dramatically due to Venezuela's unsteady economic environment. Piracy has
also been encouraged and competitiveness of legitimate product diminished by impo-
sition of a 20 percent luxury tax applicable to videp cassettes.
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New Technologies: Computer software, satellite signals and cable television are
covered under Venezuela's Copyright Law and Decision 351. Decision 344 excludes
from patent protection diagnostic procedures, animals, genetic material obtained
from humans, and many natural products. However, Decision 344 includes provi.
sions for the protection of industrial secrets.

The IIPA estimated that U.S. trade losses due to inadequate copyright protection
in Venezuela were approximately $123 million in 1994. Piracy of computer programs
accounted for the largest losses ($77 million), followed by motion pictures ($20 mil-
lion) and books ($20 million), and records and music ($6 million). Comprehensive
estimates for losses due to patent and trademark infringement were not available.
However, at least one company estimates that it has lost over $170 million due to
trademark piracy in Venezuela since 1987.
8. Worker Rights

a. The Right of Association.-Both Venezuela's Constitution and its labor law rec-
ognize and encourage the right of unions to exist. The comprehensive labor law en-
acted in 1990 extends to all public sector and private sector employees (except mem.
bers of the armed forces) the right to form and join unions of their choosing. There
are no restrictions on this right in practice and no special rules or laws governing
labor relations in export processing zones. One major union confederation, the Ven-
ezuelan Confederation of Workers (CTV), and three small ones, as well as a number
of independent unions, operate freely in Venezuela. About 25 percent of the national
labor force is unionized.

b. The Right to Organize and Bargain Collectively.-Collective bargaining is pro-
tected and encouraged by the 1990 labor law and-is freely practiced throughout Ven-
ezuela. According to the law, employers "must negotiate" a collective contract with
the union that represents the majority of their workers. It contains a provision stat-
ing wages may be raised by administrative decree, provided Congress approves the
decree. The law prohibits employers from interfering with the formation of unions
or with their activities and from stipulating as a condition of employment that new
workers must abstain from union activity or must join a specified union.

c. Prohibition of Forced or Compulsory Labor.-There is no forced or compulsory
labor in Venezuela. The 1990 labor law states that no one may "obligate others to
work against their will."

d. Minimum Age for Employment of Children.--The 1990 labor law allows chil-
dren between the ages of 12 and 13 to work if given special permission by the Na-
tional Institute for Minors or the Labor Ministry. Children between the ages of 14
and 16 can work if given permission by their legal guardians. Minors may not work
in mines, smelters, in occupations "that risk life or health" or in occupations that
could damage intellectual or moral development, or in "public spectacles." For those
under 16, the work day may not exceed six hours or the work week, 30 hours. Mi-
nors under 18 can work only during the hours between 6 a.m. and 7 p.m.

e. Acceptable Conditions of Work.-Venezuela has a national urban minimum
monthly wage rate of Bs 15,000 and a national rural minimum monthly wage rate
of Bs 12,000 ($88 and $74, respectively, at the official exchange rate of BS 170 to
$1). To this should be added mandatory bonuses which for most minimum wage
workers amount to Bs 13,000 ($76) per month. Only domestic workers and con-
cierges are legally excluded from coverage under the minimum wage decrees. The
1990 labor law reduced the standard work week to a maximum of 44 hours. Over-
time may not be paid at a rate less than time-and-a-half. Sundays are declared to
be holidays, and those who must work on Sundays are entitled to a full day of rest
during the following week. The 1990 labor law stated that employers are obligated
to pay specified amounts (up to a maximum of 25 times the minimum monthly sal-
ary) to workers for accidents or occupational sicknesses regardless of who is respon-
sible for negligence. It also declared work places must maintain "sufficient protec-
tion for health and life against sicknesses and accidents," and it imposed fines for
infractions.

f. Rights in Sectors With U.S. Investment.-Workers in sectors in which there is
U.S. investment are provided the same protection as other workers. In many cases,
the wages and working conditions for those in U.S.-affiliated industries appear to
be better than average.
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Extent of U.S. Investment inSelected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 212
Total Manufacturing ............................................................... 1,536

Food & Kindred Products ................................................... 372
Chemicals and Allied Products ........................................... 296
Metals, Primary & Fabricated....................70
Machinery, except Electrical......................... 4
Electric & Electronic Equipment ....................................... 26
Transportation Equipment ................................................. 334
Other Manufacturing .......................................................... 396

W holesale Trade ...................................................................... 295
B anking .................................................................................... .(1)
Finance/Insurance/Real Estate ................................... ........... 85
Services .................................................................................... (1)
Other Industries ...................................................................... 772
TOTAL ALL INDUSTRIES .................................................... 2,978

I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.



NEAR EAST AND NORTH AFRICA

ALGERA
Key Economic Indicators

(Mill ofsU.&U dolab unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP .............................................................. 46,500 45,900 47,920
Real GDP Growth (percent) ................................ -2.6 - 1.1 4.4
GDP by Selected Sectors:

Agriculture ........................................................ 5,700 4,383 5,303
Energy and Water ............................................ N/A 10,428 10,600
Manufacturing ....... .................. 0N/A 5,278 5,220
Construction ..................................................... N/A 5,131 5,336
Services ............................................................. 15,700 11,048 11,490

Real Per Capita GDP (Us$) .......... ....... 1,750 1,690 1,700
Labor Force (millions) ......................................... 6.45 6.70 6.95
Unemployment Rate (percent) ............................ 23.0 24.3 25.7

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 21.2 17.0 14.7
Base Interest Rate (percent) ............................... 20.0 22.0 24.0
Consumer Price Index ......................................... 20.8 29.0 28.5
Exchange Rate (dinars/US$):

Official ............................................................... 23.4 36.0 48.0
Parallel .............................................................. 72.0 65.0 60.0

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 10,410 8,890 9,730

Exports to U.S .................................................. 1,711 1,664 1,650
Total Imports (CIF).............................................. 8,200 9,200 10,200

Imports from U.S .............................................. 898 1,191 720
External Public Debt...........26,349 29,600 32,000
Debt Service Payments (paid) ............................. 8,900 4,410 4,865
Gold and Forex Reserves ..................................... 1,475 2,674 2,600
Trade Balance ...................................................... 2,210 -310 -470

Balance with US. ............................................. -813 -473 -930
1Embssy and Govement of Alpdl esnte

1. General/Policy Framework
The Algerian market presents significant commercial opportunities to U.S. export-

ers. Algeria has major new oil and gas reserves being readied for nearby export
markets, and US. tedmology and know-how are highly prized. While the hydro.
carbons sector is already a big market for U.S. exports, there are other large mar.
kets for U.S. goods and services in Algeria. The government has broadly deregulated
the trade sector. Higher export earnings and debt payment reschedulings have pro-
vided banks with muchknore foreign exchange to Finance imports. Algeria has a rap-
idly growing population, and the structure of its cities is in desperate need of
improvement. In addition, its broad industrial sector often employs antiquated tech.
nologies. Thus, over the medium and long term, Algeria should-be a large and ex.
panding market for U.S. exports of food, machinery, modern services and invest-
ment capiud.

(445)
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During 1995, however, U.S. exports to Algeria declined about a third from 1994

levels. 1Lac of American supplier credits placed many U.S. exporters at a disadvan.
stage in competition with European firms. In addition, new Algerian oil and gas field
investment slowed, hindering Imports of equipment to the sector in which U..-8.Alge.
rtan commercial ties are strongest.

In the near term, Algeria's domestic consumption will not rise quickly, as the gov.
ernment plans to maintain tight fiscal and monetary policies in conjunction with
IMF-backed reform programs. The 1995 government budget deficit was less than
two percent of gross domestic product, down from nine percent in 1993. The govern-
ment especially sought to limit increases in spending, which in turn slowed some
investment projects. Taxes were also raised, including luxury import duties. Mone-
tary policy in Algeria remains very rudimentary. The government started selling
bonds to help finance its deficit, but total sales remained relatively small. Most of
the government deficit iisfinanced from borrowings from the central bank, the Bank
of Algeria. The Bank of Algeria controls monetary growth primarily with bank-by-
bank-lending limits. Interest rates are fixed by the government. In late 1995 bor-
rowing rates stood at 21-22 percent.

High interest rates have slowed new private investment in Algeria as has lower
real levels of government capital expenditures. In addition, the unstable security en-
vironment add another perceived investment risk. As a result, the private business
sector in Algeria rarely undertakes projects which do not promise payback within
a few years.
2. Exchange Rate Policy

While the dinar is not yet fully convertible, the government allows importers ac-
cess to foreign exchange. Private and publicly owned importers may buy foreign ex-
change from the five commercial banks for any commercial transaction provided
they can pay for the hard currency in Algerian dinars. (Many importers do not have
the dinar liquidity however.) The commercial banks buy their foreign exchange
from the Bank of Algeria at regular weekly auctions. These auctions set the price
of the dinar. By late 1995 the dinar rate had appreciated slightly after discounting
for inflation. The Bank of Algeria plans to allow interbank trading of hard currency
by 1996, and the dinar may become fully convertible by 1997.
3. Structural Policies

The government over the past two years has changed major aspects of its regu-
latory, pricing and tax policies as part of its overall structural adjustment program.
The government has largely released its previous tight hold on most state-owned
company procurement, production and pricing decisions and instead provides local
managers more autonomy. (At the same time, the treasury is providing them less
emergency financing to cover bad business decisions.) The government continues to
subsidize a handful of sensitive food prices, most notably flour and milk. As a result,
no private importers have sought to import these commodities. These subsidies are
to be lifted in 1996.

The government has cut its budget deficit, and it has raised a series of value-
added tax rates and import duties, especially on luxury goods. The government has
simplified its import duty schedule to three basic rates applied to most foodstuffs,
seni.finished an finished products. The highest duty rate now is eighty percent.
The government plans to join the World Trade Organization in 1996 and it has an.
nounced it will lower import duty rates as part of its application. in addition, the
government has announced it hopes to reduce tax evasion by lowering personal in-
come tax rates.
4. Debt Management Policies

Following conclusion of an IMF Standby Agreement in March 1994, and a subse.
quent three year extended fund facility in April 1995, the Algerian government re-
scheduled as much of its $32 billion dollar foreign debt as possible. The government
thus has succeeded in reducing its debt service payments as a share of export earn-
ings from 82 percent in 1993 to 45 percent in 1995. The most important debt accord
reached in 1995 was a $7.5 billion rescheduling of payments due to the Paris Club
countries between 1995 and 1998. Notably, Algeria obtained special consideration in
this agreement with the rescheduling of some interest payments. In addition, the
government concluded a $3.2 billion rescheduling agreement with London Club
barkers in May 1995 which allows the Bank of Algeria to delay payments until
2000,

The Algerian central bank estimates the 1995 reschedulings alone saved it some
$3.6 billion, enabling Algeria to finance a 15 percent increase in imports from 1994
levels. The government projects imports will continue to rise about six percent an-
nualy for the remainder of the decade. Notably, although imports have grown sub-
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stantially, the Bank of Algeria's foreign exchange reserves have also climbed from
$1.3 billion in 1993 to $2.8 billion in -1995. Assuming Algeria maintains a satisfac.
tory performance under its IMF-backed extended fund facility, the 1996 and 1997
tranches of debt rescheduling should enable Algeria to keep its debt service as a
share of export earnings to under fifty percent until the end of the decade.

Algria continues to receive official credits from France, Spain Italy, the Euro-
pean Union and from the U.S. Department of Agriculture's GSM Program. The gov-
ernment's structural adjustment program aims to increase export revenues substan-
tiallyby the end of this decade. Petroleum and gas export earnings are projected
to climb from $8.8 billion in 1994 to about $10.6 billion in 1996, and non-hydro-
carbon exports are projected to climb to about $700 million. Algeria will need in-
creased export earnings to help maintain balance of payments viability when re-
scheduled debt payments are due. By 1998 debt payments likely, will increase from
$5.1 billion in 1995 to $7.7 billion, and the payment burden will continue to grow
for several years thereafter.
5. Significant Barriers to U.S. Exports

Algeria has fully deregulated its merchandise trade regime. There are no longer
required import licenses, and the only import categories subject to restrictions are
firearms, explosives, narcotics and pork products, which are prohibited for security
or religious reasons. Moreover, the government imposes no particular testing, label-
ig or certification requirements other than quality control on imported foods and
druis. The Ministry of Health does require an authorization for distributors to mar-
ket imported drugs. In addition, pharmaceuticals must have been marketed in their
country of origin before they may be imported. Government regulations stipulate
that imported products, particularly consumer goods, should be labeled in Arabic
and French, but in practice this regulation is not widely enforced. The central ad-
ministration has officially simplified import clearance procedures, but the clearance
process remains burdensome and time-consuming in some locales.

The government has deregulated some service sectors as well, notably the insur-
ance and banking industries. Air couriers are allowed to operate in Algeria subject
to approval with the Algerian Ministry of Post and Telecommunications (PTT). One
American air courier company now has delivery service in several Algerian cities.
The PTT has a monopoly on aZ telecommunications services. The production, impor-
tation and distribution of equipment, however, are allowed.

There are no significant barriers or limitations on foreign investment in Algeria.
The 1991 Hydrocarbons Sector Law and the 1991 Mining Law govern investments
in those two sectors. Production sharing agreements are routine. A 1993 investment
code broadly deregulated the investment regime in other sectors.

The Algerian government's procurement practices have no adverse affect on U.S.
exports. The government does use countertrade practices or laws to encourage local
products.
6. Export Subsidy Policies

About 97 percent of Algeria's export revenues come from oil and natural gas ex-
ports. The government does not provide these or non-hydrocarbons exports with di-
rect subsidies. Despite recent rate hikes, electricity remains subsidized, providing an
implicit subsidy to producers. However, the dinar remains somewhat overvalued(its
official rate is still slightly above the parallel rate). Thus, the dinar rate is an im-
plicit tax on Algerian exporters. The government has indicated that itplans to adopt
new measures to encourage non-hydrocarbons exports in 1996. One idea under con-
sideration is the establishment of a state-owned bank to provide competitive financ-
ing for such exports.
7. Protection of U.S. Intellectual Property

Algeria is a member of the World Intellectual Property Organization (WIPO) and
several major international conventions on IPR including the Universal Copyright
Convention (UCC), the Paris (industrial property) Convention and the Lisbon
(appelation of origins) Madrid (suppression of false origin) and Nice (registration ofmarks) Agreements..Aigrian legislation protects intellectual property. Its enforce-
ment is adequate, and t ere have been no reports of cases of infringement, counter-
feiting or piracy.Patents: Patents are protected by the law of Decembelr 7, 1993 and administered
by the Institute Algerien de Normalisation et de Propri't6 Industrielle (INAPI). Pat-
ents are granted for 20 years from the date the patent request is filed and are avail-
able for all areas of technology.

Trademarks: Trademark protection is afforded by the laws of March 19, 1966 and
of July 16, 1976. In 1986 authority for granting and enforcement of trademark pro-
tection was transferred from INAPI to the Centre National du Registre du Coi-

of
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meroe (CNRC). INAPI sources indicate that a new law is under consideration which
would transfer trademark authority back to INAPI.

Copyrights: An April 1973 Algerian law provides copyright protection for books,
plays, musical compoitions, films, paintings, sculpture and photographs. The law
also grants the author the right to control the commercial exploitation or marketing
of the above products. A new law is being drafted to update the 1973 law to include
protection for (among other things) videos and radio programs.

Algeria's intellectual property practices have had no apparent adverse effect on
U.S. trade. There are reports on losses to U.S. firms on export or investment oppor.
tunities due to imported or locally produced counterfeit or pirated goods.
8. Workers Rights

a. The Right of Association.-Workers may form and be represented by trade
unions of their choice. Government approval or the creation of a union is required.
Unions may not affiliate with political parties or receive funds from abroad, and the
government may suspend a union's activities if it violates the law. Unions may form
and join federations or confederations, and they have affiliations with international
labor bodies.

b. The Ri ht to Organize and Bargain Collectively.-A 1990 law permits collective
bargaining for all unions, and this right has been freely practiced. The law also pro-
hibits discrimination by employers against union members and organizers, but there
have been instances of retaliation against strike organizers. Unions may recruit
members at the workplace.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor has
not been practiced in Algeria and is incompatible with the constitution.

d. Minimum Age for Employment of Children.-The minimum employment age is
16 years, and inspectors can enforce this regulation. In practice, many children work
part or full-time m small, private workshops and in the informal sector.

e. Acceptable Conditions of Work.-The 1990 law on work relations also defines
the overall framework for acceptable conditions of work, but it leaves specific poli.
cies with regard to hours, salaries and other work conditions to the discretion of em-
ployers in consultation with employees. A guaranteed monthly minimum wage rate
for all sectors is set by the government. Algeria has a 44-hour work week and a
government decree regulates occupation and health standards.

f. Rights in Sectors With U.S. lnvestment.-Nearly all of the U.S. investment in
Algeria is located in the hydrocarbons sectors. Algerian workers in that sector enjoy
all of the rights defined above. Workers at American firms enjoy higher standards
of salary and safety than do workers in the economy as a whole.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ 51
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing .......................................................... 0

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate ............................................. 3
Services .................................................................................... 0
Other Industries ..................................................................... -3
TOTAL ALL INDUSTRIES ................................................... 51

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

P
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Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
GDP (at current prices) ....................................... 4,555 4,505 4,685
GDP Growth. nominal, percent) ......................... 3.1 - 1.8 -0.9
Per Capita GNP (US$) ........................................ 8,530 8,376 8,292
Labor Force (000s) ............................................... 212 221 231
Unemployment (percent) ..................................... 15 15 15

Money and Prices (annual percmtage growth):
Money Supply (M2) .............................................. 5.5 5.6 6.1
Prime Interest Rate (percent) ............................. 6.1 6.5 6.0
Savings Rate (percent) ......................................... 3.0 3.0 3.75
Consumer Price Inflation .................................... 3.9 0.9 3.0
Consumer Price Index (1983/4=100) .................. 101.1 103.0 106.1
Exchange Rate (US$/dinar) ................................. 2.65 2.65 2.65

Balance of Payments and Trades
Total Exports (FOB) ............................................ 3,675.6 3,174.7 3,212.8

Non-Oil Exports to U.................................... 109.4 165.5 189.8
Total Imports (CIF) .............................................. 3,811.2 3,561.6 3,287.4

Non-Oil Imports from U.S ............................... 653.1 443.2 464.4
Aid from Other Countries ................................... 50.0 50.0 50.0
Aid from U S......................................................... 0 0 0
External Public Debt ........................................... N/A N/A N/A
Debt Service ......................................................... N/A N/A N/A
Gold and Forex Reserves ..................................... 1,300.0 1,170.0 1,050.0
Trade Balance ...................................................... - 135.6 - 386.9 - 74.6

Non-Oil Balance with U.S3 ............................ -543.7 -277.7 -274.6
11996 figures are all estimates based on data available in October 1996.
Trade figures are for merchandise trade.

sExcluding imports of military items and civilian aircraft.

1. General Policy Framework
Although the Government of Bahrain has controlling interest in many of the is-

land's major industrial establishments, its overall approach to economic policy, espe-
cially those policies which affect demand for U.S. exports, can best be described as
laissez faire. Except for a few basic foodstuffs, the price of goods in Bahrain is deter-
mined by market forces, and the importation and distribution of foreign commodities
and manufactured products is carried out by the private sector. Owing to its histori-
cal position as a regional trading center, Bahrain has a well developed and highly
competitive mercantile sector in which products from the entire world are rep.
resented. Import duties are primarily a revenue device for the government and are
assessed at a ten percent rate on most products. The Bahraini dinar (BD) is freely
convertible, and there are no restrictions on the remittance of capital or profits.
With the exception of the petroleum sector, Bahrain does not tax either corporate
or individual earnings.

Over the past two decades, the Government of Bahrain has encouraged economic
diversification by investing directly in such basic industries as aluminum smelting,
petrochemicals, and ship repair, and by creating a regulatory framework which has
fostered Bahrain's development aa a regional financial and commercial center. De-
spite diversification efforts, the oil and gas sector remains the cornerstone of the
economy. Oil and gas revenues constitute over 55 percent of governmental revenues,
and oil and related products account for about 80 percent of the island's exports.
The largest source of the government's oil revenue comes from Bahrain's 100,000
barrel/day share of the offshore Abu Sa'afah field, which is shared with and oper.
ated by Saudi Arabia.

The budgetary accounts of the central government are prepared on a biennial
basis. The budget for 1995 was approved in December 1994. Budgetary revenues
consist primarily of receipts from oil and gas, supplemented by fees and charges for
services, customs duties, and investment income. Bahrain has no income taxes and
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thus does not use its tax system to implement social or investment policies..In 1994,
revenue was $1.59 billion and expenditures were $1.79 billion. The resulting $200
million shortfall was financed through the issuance of three-month and six-month
treasury bills to domestic banks according to the normal practice of recent years.
Revenue for 1995 is projected to be $1.38billion and expenditures are projected to
be $1.70 billion. The projected $320 million deficit will arso be financed through the
issuance of treasury bills. The 1996 budget also was released in December 1994, but
it projects a budget surplus of $16 million.1

The instruments of monetary policy available to the Bahrain Monetary Agency
(BMA) are limited. Treasury bills are used to regulate dinar liquidity positions of
the commercial banks. Liquidity to the banks is provided now through secondary
operations in treasury bills, including: (a) discounting treasury bills; and (b) sales
by banks of bills to the BMA with a simultaneous agreement to repurchase at a
later date repspos". Starting in 1985, the BMA imposed a reserve requirement on
commercial banks equal to five percent of dinar liabilities. Although the BMA has
no legal authority to fix interest rates, it has published recommended rates for Bah-
raini dinar deposits since 1975. In 1982, the BMA instructed the commercial banks
to observe a maximum marl'n of one percent over their cost of funds, as determined
by the recommended deposit rates, for loans to prime customers. In August 1988,
special interest rate ceilings for consumer loans were introduced. In May 1989, the
maximum prime rate was abolished, and in February 1990, new guidelines permit-
ting the issuance of dinar certificates of deposit (CD's) at freely negotiated rates for
any maturity from six months to five years were published.
2. Exchange. Rate Policies

Since December 1980, Bahrain has maintained a fixed relationship between the
Bahraini dinar and the U.S. dollar at the rate of one U.S. dollar equals 0.377 BD.
Bahrain maintains a fully open exchange system free of restrictions on payments
and transfers. There is no black market or parallel exchange rate.
3. Structural Policies

As a member of the six-nation Gulf Cooperation Council (GCC), Bahrain partici-
pates fully in GCC efforts to achieve greater economic integration among its mem-

r states (Kuwait, Oman, Qatar, Saudi Arabia, and the United Arab Emirates in
addition to Bahrain). In addition to according duty free treatment to imports from
other GCC states, Bahrain has adopted GCC food product labeling and automobile
standards. Efforts are underway within the GCC to enlarge the scope of cooperation
in fields such as product standards and industrial investment coordination. In re-
cent years the GCC has focused its attention on negotiations of a trade agreement
with the European Union. If these negotiations are successfully concluded, such an
agreement could have a long term adverse impact on the competitiveness of U.S.
products within the GCC, including Bahrain. Ifahrain is also an active participant
in the ongoing U.S.-GCC economic dialogue. For the present U.S. products and
services compete on an equal footing with those of other non-G6 C foreign suppliers.
Bahrain participates officially in the Arab League economic boycott against Israel,
but last year announced that it would not observe secondary and tertiary boycott
policies against third country firms having economic relationships with Israel.

With the exception of a few basic foodstuffs and petroleum product prices, the
Government of Bahrain does not attempt to control prices on the local market. Be-
cause most manufactured products sold in Bahrain are imported, prices are basi-
cally dependent upon the source of supply, shipping costs, and agents' mark-ups.
Since the opening of the Saudi Arabia-Bahrain causeway in 1985, local merchants
are less able to maintain excessive margins, and as a consequence, prices have tend-
ed to fall toward the levels prevailing in other GCC countries.

Bahrain is essentially tax-free. The only corporate income tax in Bahrain is levied
on oil gas and petroleum companies. There is no individual income tax, nor does
the island have any value added tax, property tax, or production tax. A few indirect
and excise taxes are assessed. Aside from customs duties, including a tax on gaso-
line, a ten percent levy on rents paid by residential tenants, a 12.5 percent tax on
office rents, and a 15 percent tax on hotel room rates are imposed.
4. Debt Management Policies

The Government of Bahrain follows a policy of strictly limiting its official indebt-
edness to foreign financial institutions. In the past, it has financed its budget deficit
through local banks. The $1.4 billion Aluminum Bahrain (ALBA) smelting plant ex-
pansion project, completed in December 1992, was financed in part through foreign
commercial and supplier credits. The Government of Bahrain does not regard this
debt as sovereign risk. Bahrain has no International Monetary Fund or World Bank
programs.
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5. Significant Barriers to U.S. Exports
Standards: Processed food items imported into Bahrain are subject to strict shelf

life and labeling requirements. Pharmaceutical products must be imported directly
from a manufacturer which has a research department and must be licensed in at
least two other GCC countries, one of which must be Saudi Arabia.

Investment: The government actively promotes foreign investment and in recentyears promulgated regulations permitting 100 percent foreign ownership of new in-
dustriid establishment . and the estabfis meant of representative offices or branches
of foreign companies without local sponsors. Most other commercial investments are
subject to government approval and generally must be made in partnership with a
Bahraini national controlling 51 percent of the equity. Except for citizens of Kuwait
Saudi Arabia, and the United Arab Emirates, foreign nationals are not permitted
to purchase land in Bahrain. The government encourages the employment of local--
nationals by setting local national employment targets in each sector and by re-
stricting the issuance of expatriate labor permits.

Government procurement practices: The government makes major purchasing de-
cisions through the tendering process. For major projects, the Ministries of Works
and Agriculture, and of Power and Water, extend invitations to selected,
prequalified firms. Likewise, construction companies bidding on government con-
struction projects must be registered with the Ministry of Works and Agriculture.
Smaller contracts are handledby individual ministries and departments and are not
subject to prequalification.

Customsprocedures: The customs clearance process is used to enforce the primary
boycott of rsrael. While goods produced by formerly blacklisted firms may be sub-
jected to minor delays, the secondary and tertiary boycotts are no longer used as
the basis for denying customs clearance, and the process of removing firms from the
blacklist has become almost automatic, upon application by the subject firm. Bah-
raini customs also enforces the Commercial Agencies Law. Goods manufactured by
a firm. with a registered agent in Bahrain may only be imported by that agent, or,
if by a third party, upon payment of a commission to the registered agent.
6. Export Subsidies Policies

The Government of Bahrain provides indirect export subsidies in the form of pref-
erential rates for electricity, water, and natural gas to selected industrial establish-
ments. The government also permits duty free importation of raw material inputs
for incorporation into products for export and duty free importation of equipment
and machinery for newly established export industries. The government does not
specifically target subsidies to small businesses. Bahrain is a member of GATT, the
GATT subsidies code, and the World Trade Organization.
7. Protection of U.S. Intellectual Property

Bahraini piracy of U.S. intellectual property, including audio and video cassettes
and computer software, is a serious probl[em..Not only are pirated video and audio
tapes produced and sold in Bahrain, but they were also being exported to other-
countries in the region, at least until recently.

Currently virtually as soon as films are released to theaters in the U.S., copies
appear in Bgahrain. Some of these originate as hand-held videocamera recordings
made during theater performances; others are copied from promotional cassettes or
from pay-tv programs. Films which legitimately have been released on video or laser
disc also provide the originals for higher quality videos, but normally without pay-
ment of additional royalties.

Although Bahrain has long been the Gulf's leader in patent and trademark protec-
tion, its 1993 copyright law is seriously deficient. The law does not give explicit pro-
tection to sound recordings. Similarly it explicitly protects only those foreign works
"first published in Bahrain" and works of Arab authors who are citizens of states
that have ratified the Arab -invention for the Protection of Authors. The law does,
however, explicitly extend copyright protection to computer programs, and it in-
cludes a definition of such programs. A "Copyright Protection Office" (CPO), set up
in the Ministry of Cabinet Affiairs and Information acts, in practice, more as a bar-
rier to than as an agent for copyright protection. The CPO, as well as the Ministry,
has said that the o ice's sole role is to reister intellectual property works and to
provide verification of registration; the OPO, like the Government of Bahrain in gen-
eral, has no active role in actually enforcing copyrights. Copyright holders are re-
sponsible for filing and pursuing private lawsuits against any copyright infringe-
ments.

The CPO is so inadequately staffed, and has adopted such complex and expensive
registration requirements, that in its first nine months of existence, it registered
only five copyrights (movies, computer programs, and books combined, but no sound
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recordings). In the following nine months (through the end of September 1995) it
issued 28 more co tyroght. Given the CPO's insistence that each work must be reg.
istered individually, trither than as part of the collective works of a recording, pub.
lishing, or film company, current procedures cannot register, let alone protect, the
thousands of US. works which are produced each year.

The United States has long urged Bahrain to adhere to the Berne Convention for
the Protection of Literary and Artistic Works, the Geneva Convention for the Protec.
tion of Producers of Phonograms Against Unauthorized Duplication of their
Phonograms, and to a lesser extent, the Universal Copyright Convention (UCC). In
February, Bahrain joined the World Intellectual Property Organization (WIPO), and
the Bahiatni Cabinet has approved, in principle, adherence to the Berne Convention
and the Geneva Phonograms Convention. However, the GOB has not yet signed ei-
ther those conventions or the UCC. Now that Bahrain has joined the General Agree-
ment on Tariffs and Trade, signed the Uruguay Round of the GAIT, joined the
World Trade Organization and in the process, signed the "Trade-Related Intelloc-
tual Property Standards" (TRJIS), it must bring its IPR laws into conformity v th
international standards.
8. Worker Rights

a. The Right of Association.-The partially suspended 1973 Constitution recog.
nizes the right of workers to organize, but western style trade unions do not exist
in Bahrain and the government does not encourage their formation. Article 27 of
Bahrain's Constitution states: "Freedom to form associations and trade unions on
national bases and for lawful objectives and by peaceful means shall be guaranteed
in accordance with the conditions and in the manner prescribed by the law. No per-
son shall be compelled to join or remain in any association or union." In response
to labor unrest in the mid-1950's and in 1965 and 1974, the government passed a
series of labor regulations which, among other things, allow the formation of elected
workers' committees in larger Bahraini companies. Worker representation in Bah-
rain today is basd on a system of Joint Labor-Management Committees (JLC's) es-
tablished by ministerial decree. Between 1981 and 1984, 12 JLC's were established
in the major state-owned industries. In 1994, four new JLC's were established in
the private sector, including one in a major hotel. In 1995 free elections were held
for representatives to the General Committee of Bahrain Workers (GCBW), which
oversees the activities of the JLC's. Workers from all walks of life in Bahrain were
elected to the body in 1995, including Sunni and Shi'a Muslims, expatriates, and,
for the first time, a woman. Further expansion of the JLC system into the tourism
and banking sectors is under active consideration.

The JLC's are composed of equal numbers of appointed management representa-
tives and worker representatives elected from andby company employees, and each
committee is chaired alternately by the management and worker representative.
The selection of worker representatives appears to be a fair process, and worker rep-
resentatives appear to genuinely represent worker interests. Under Bahraini law
the Ministry of Interior may exclude worker candidates with criminal records or
those deemed a threat to national security. The elected labor representatives of the
JLC's select the eleven members of the GCBW, established in 1983 by law, which
oversees and coordinates the work of the JLC's. The GCBW also hears complaints
from Bahraini and foreign workers and assists them in bringing complaints to the
attention of the Ministry of Labor or to the courts. Although the government and
company management are not represented on the GCBW, the Ministry of Labor
closely monitors the body's activities and must approve the distribution of GCBW
funds (raised by government taxes on employers) and the rules and procedures of
the GCBW.

The JLC-GCBW system represents nearly 70 percent of the itand's indigenous in-
dustrial workers, although both government and labor representatives readily admit
that nonindustrial workers and expatriates are clearly underrepresented within the
system. The Ministry of Labor and Social Affairs has publicly urged the formation
of JLC's in all public and private sector companies employing more than 200 work-
ers. Although 67 percent of the Bahraini work force is expatriate, expatriates are
underrepresented in the work of the GCBW. Expatriate workers can and do partici-
pate in JLC elections, and five expatriates currently serve on JLC's. None, however,
currently sit on the board of the GCBW. It is a long term goal of both the govern-
ment and the GCBW to replace expatriate wo-rkers with Bahrainis throughout all
sectors of the economy and to create new jobs for Bahrainis seeking employment.

Bahraini Labor Law is silent on the right to strike, and there were no strikes in
1995. Strikes with political overtones were repressed by the government in the
1960's and early 1970's. Actions perceived to be detrimental to the "existing rela-
tionship* between employers and employees or to the economic health ýf the state
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are forbidden specifically by the 1974 4¢erity.Law. There W no recent examples
of major strikes, but walkouts ald other job acOons have been known to occur with-
out government intervention and With positive results for the workers.

The GCBW represents Bahraini wo,*ers at the International Labor Organization
and in the Arab labor Organization, b"t does nlot belong to any international trade
union organizations.

b. The Right to Organize and Argmix CoUetiuvel- Bahraini Labor Law neither
grants nor enies workers teright to orgpnii and bar:Z ain collectively. While the
JILC's described above are empouered to disc_.s labor diputs, or.anize workers
services, and discuss wages, working cohditiones and treduclivity, the workers have
no independent, recognized vehicle for j1Vepreeitig their interests on these or other
labor-related issues.

c. Prohibition of Forced or Conm pzo ur, r, -orced or compulsory labor is tro.
hibited in Bahrain, and the Labor Mioistry is charged with enforcing the law. The
press often performs an ombudsoAn foAction on labor problems, reporting instances
in which private sector employer occaologiaSly compel foreign workers from develop-
ing countries to perform work not specA-led in their contracts, as wel as Labor Min-
istry responses..Once a complaint has been lodged by a worker, the Labor Ministry

opens an investgation and often takes con
d. Minimum Age for Employment Childret.-The minimum age for employment

is 14. Juveniles between the ages of1114 sod 16 anay not be employed in hazardous
conditions or at night, and may niot work over SiX hurs pr day or on a piecework
basis. Child labor laws are effectively enforced by Labor Ministry inspectors in the
industrial sector; child labor outside &At sector is less well montored, but it is not
believed to be significant outside fazlriW-operated businesses.

e. Acceptable oinditionsof Wok.---lirain's Labor Law, enforced by the Ministry
of Labor, mandates acceptable ivorking conditions for all adult workers, including
adequate standards regaidming hours of work maximumm 48 hours per week) and oc-
cupational safety and health. Miitnu'v wage sc•les, oet by government decree, exist
for both public and private sector wouiera. Coirplaints brought before the Labor
Ministry which cannot be settled throguh arbitration must, by law, be referred to
the Fourth High Court (Labor) within' 1 days. In practice, most employers prefer
to settle such disputes through arbitrotion, particularly since the Court and Labor
Law are generally considered to favor the worker. The law provides protection for
both Bahraini and expatriate workers. liowever, all foreign workers are required to
be sponsored by Bahrainis or Bahrain-baued institutions. Foreign workers, particu-
larly those from developing countries, Are ofteo unwilling to report abuse for fear
of losing residence rights and havtnig to return th their native countries. In addition
the Labor Law specifically favors Bahr~ai~s, followed by Arab expatriates over ali
other workers in the areas of hiring and firing. Women ar generally paid less than
men, and are prohibited from working at nislbt, except in certain exempt fields.
Women are entitled to 60 days of paid rwternity leave, nursing periods during the
day, and up to one year of unpaid materflity leave.

f.Rights in Sectors With US. !nvestmertnL-4JS. capital investment in Bahrain is
concentrated primarily in the petroleuM sector. It takes the form of minority share
interests in the Bahrain Petroleum Company, the Bahrain National Gas Company,
and the Bahrain Aviation Fuelling CoWny. There are also joint venture factories
producing plastic bottle caps, tissues, aEnd pipes. Workers at all these companies
enjqy the same rights and conditions aa other workers in Bahrain.

Extent of U.S. Investment io Selected Industries.--U.S. Direct
Investment Position Abroad ori an W•storical Cost Basis-1994

(Millions Of .S. dollars]

category Amount

Petroleum ................................ 57

Total M anufacturing ............................................................... 0

Food & Kindred Products ....................... 0

Chemicals and Allied Products ...... ..... 0
Metals, Primary & Fabricated ... ... ...... 0
Machinery, except Electrical .. ......... ...... 0
Electric & Electronic Equipment ......... ....... 0
Transportation Equipment ................ 0

Other Manufacturing ..... .......... 0

Wholesale Trade ............................... ()
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

Millions of U.S. dollars]

CastegoryAmount

Banking .................................................................................... (2)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... (1)
Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 140

1SuppgwsmW to avoid disclosing data of individual Companies.
Ind:t ces a value between $- 600,000 and $*80,000.

Sours: U.S. Department of Commer•e, Bureau of Economic Analysis.

EGYPT

Key Economic Indicators
[Millions of Egyptian Pounds (LE) unless otherwise noted)'

1993 1994 1996

Income, Production and Employment.:
Real GDP (1991/92 prices)3s. .. . . . . . . . . . .. .......
Real GDP Growth Rate (percent)................

Nominal GDP by Sector:
Agriculture ........................................................
Industry/M ining ...............................................
Petroleum/Related Products...................
Electricity.................*.........
Construction .....................................................
Transportation .................................................
Suez Canal .................................................
Trade ................................................................
Finance ..............................................................
Insurance ..........................................................
Tourism .............................................................
H ousing .............................................................
Public Utilities ............................................
Social Insurance .........................................
Government Services ..................................
Personal Services...........................

Per Capita GDP (current LE)...................
Labor Force (000s) .........................................
Unemployment Rate (percent)...................

Money and Prices:
Money Supply (M2)............................
Bank Lending Rate (percent)4'..................
Bank Saving Rate (percent)4...................
Consumer Price Index (pet.)4.... .........
Wholesale Price Index (pct.).....................
Exchange Rate (US$/LE):

Free Market Rate4 ...........................................
Balance of Payments and Trade (millions of U.S.

dollars unless otherwise noted): 5
Total Exports (FOB).........................

Exports to U.S.............................
Total Imports (CIF)........................

Imports from U.S.5........................

134,335 139,638
2.5 3.9

22,220
22,360
13,210
2,296
6,800
9,060
5,800

22,350
4,680

79
2,525
2,452

426
92

9,740
10,245
2,380

15,571
10.1

121,792
19.36
15.17

11.1
N/A

0.332

3,417
466

10,728
3,087

23,072
23,295
14,345
2,398
7,079
9,334
5,778

23,260
5,080

85
2,055
2,568

459
97

10,120
10,613
2,425

16,013
9.8

136,894
17.39
12.02

9.1
N/A

0.337

3,065
664

10,716
2,763

145,850
4.4

23,716
24,800
14,484
2,497
7,448
9,795
5,863

24,320
5,450

92
2,350
2,713

495
102

10,535
11,190
2,472

16,452
9.6

N/A
15.37
10.18

9.4
N/A

0.339

N/A
594
N/A

2,844
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Key Economic Indicator.-Continued
[Millions of Fgyptian Pounds (LE) unless otherwise noted]1I

Trade Balance ................................................ -7,312 -7,651 N/A
Trade Balance With U.S. .............................. -2,622 - 2,099 - 2,250

Aid from US.:
(US FY, Obligations)". . . . . . . . . . . . . . . .. . . . ...2,382 2,062 2,057

External Public Debt.........................29,300 30,000 N/A
Debt Service Payments (paid) ............................. 2,300 2,000 N/A
Gold and FOREX Reserves ................................. 11,293 13,377 14,010

iPrimary sources are Egyptian and U.. (Government official data and IMF International Financial Statis-
tics. Egyptian fiscal year i-July-Jun . .

2 190&/94figures or Income, Production and Employment are preliminary while 1994/95 figures are pro-
jected

'Real GDP are factor cat figures based on 1991/92 priem.
4Lending, saving and exchange rates are average estimates. 1994/96 figures cover the period July 1994

'through end December 1994 Consumer price index figures are also average estimates.
NTrade figures between Egypt and the United States as well as aid figures are based on calendar years.

1. General Policy Framework
Egypt is instituting economic reforms to reduce the role of the state in the econ-

omy and increase reliance on market mechanisms. In a series of economic reforms
beginning in 1991, Egypt lifted most foreign exchange controls, unified the exchange
rare, instituted a sales tax, reduced the budget deficit, freed interest rates and
began financing the deficit through treasury bill auctions. In the last four years, astable Egyptian pound (LE) exchange rate against the U.S. dollar and high interest
rates have reduced the economy's dependence on the U.S. dollar and fed a steady
growth in the money supply. While the macroeconomic stabilization program has
been successful, the government has proceeded more cautiously in key areas of
structural reform such as trade policy and privatization. Four years into the eco-
nomic reform program, international financial institutions and donors are concerned
that the government's low-key approach to structural reform will hamper economic
growth.

The Egyptian government has taken tentative steps toward privatization of the
public sector, which represents approximately 70 percent of industrial production.
The government claims to have sold approximately LE 5.7 billion ($1.7 billion).in
assets to date. Despite these claims, outright sales have been few and share flota-
tion, a method now favored by the government, has been hampered by the weakness
of the long dormant stock exchange. Further, many important public sector compa-
nies are not candidates for privatization, including te airline (Egypt Air), the
telecom industry (ARENTO), and the public electric company. (EEA). Trade reform
has been significant, but domestic industry remains protected by relatively high tar-
iff rates and nontariff import barriers. Import bans on most comraodities were elimi-
nated in 1993 and the maximum tariff rate was reduced frmm 80 percent to 70 per-
cent (with a few exceptions) in 1994.

In September 1994, President Mubarak and Vice President Gore announced the
Egyptian-U.S. Partnership For Economic Growth And Development. The Partner-
ship is designed to provide for greater business input in the formulation of Egyptian
economic p y and to focus and elevate the political engagement in bilateral Civil-
ian assistance projects. Moreover, this Partnership ties into two other regional ini-
tiatives, the Taba Group and the European Union-Mediterranean Negotiations. In
November 1996, Egypt will host the third Middle East and North Africa Economic
Summit. Such regional activities promise significant trade opportunities for U.S. ex-
porters.

As reforms proceed and the private sector gains more strength, exporters of U.S.
products (which are popular in Egypt) may find improved market opportunities in
Egypt. This will depend on the government's ability to spur private investment,
which remains dormant outside of the tourism sector. Potential investors await
progress in privatization and the elimination of bureaucratic barriers before pro-
ceedinwith new projects.

The united States is Egypt's largest trading partner. U.S. exports to Egypt in
1994 totaled $2.8 billion. Annually approximately $200 million worth of exports are
financed through USAID's Commodity Import Program, $400 million through var-
ious USAID projects and about $160 million under Department of Agriculture pro-
grams (GSW102). A substantial portion of the $1.3 billion in U.S. military assist-
ance finances U.S. exports to Egypt.
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Egypt became a World Trade Organization (WTO) member in June 1995.
2. Exchange Rate Policies

In November 1991, Egypt adopted a free market exchange rate system, subject
only to Central Bank bdiyfng and selling intervention. The exchange rate is essen-
tially free of restrictions now and non-bank dealers are allowed. High interest rates
and stable exchange rates have stimulated large capital inflows and reduced the
stock of dollars in the economy. Central Bank Toreign exchange reserves stand at
$17 billion. New inflows are concentrated in short term deposits and treasury bills.
A new foreign currency law was passed in April 1994, eliminating all restrictions
on repatriation of tourism and export proceeds.

Exchange rate stability and the sharp increase in the availability of hard cur-
rencies, now readily accessible in the market, should increase opportunities for U.S.
exports to Egypt. U.S. exports will also be enhanced by increased demand and ex-
pected future reductions in trade restrictions. However, the stable exchange rate,
which has not been depreciating even with annual inflation rates of 8-9 percent,
has eroded Egypt's export competitiveness.
3. Structural Policies

Egypt is committed to eliminating most domestic price controls. The government
free all industrial prices with the exception of pharmaceuticals, cigarettes, rationed
sugar, and rationed edible oil. The government still subsidizes mass-consumption
bread, which stimulates demand for S. wheat. The government has shown no sign
of relaxing pharmaceutical product price controls which are administered inflexibly
and are financially harmful to US. and other foreign pharmaceutical companies.
While energy, transportation, and water prices are expected to remain under gov-
ernment control, domestic petroleum product prices have increased to about 88 per-
cent of international prices (June 1993) and electricity prices to about 79 percent
of long run marginal costs. The government heavily subsidizes electricit Lprices sold
to aluminum and fertilizer factories, which are public sector industries. The govern-
ment is committed to raising energy prices further. Additionally, the government is
in the process of deregulating the cotton sector and reactivating the cotton ex-
change.

Despite much progress domestic industry is still pittected by high tariff rates.
In March lr,94, the mA• num tariff rate was cut to 70 percent and tariffs between
70 and 30 percent were reduced by ten percentage points. The lowest rate was
maintained at five percent. The government has failed to meet its commitment to
further reduce the maximum customs tariff to 60 percent by end-1994 and 50 per-
cent by mid-1995. Several commodities including passenger cars. tobacco products,
and alcoholic beverages are exempt from the tariff ceiling. In February 1994, the
government imposed a "service fee" surcharge of three and six percent (depending
on the customs duty on the imported item), which reversed much of the benefit of
the customs rate reduction. Although the World Bank complained, the government
kell short on its pledge to the Worts Bank to abolish this surcharge by July 1995.
In addition to the customs tariff, a sales tax ranging between five and 25 percent
is added to the final customs value of imported items. Assembly industries may ben-
efit from lower customs rates on imported goods if they meet a local content require-
ment of 40 percent. Continued liberalization of the import regime and free market

pricing of domestically-produced commodities should help U.S. goods competing in
e Egiptian market.
In May 1991, the government instituted a General Sales Tax (GST), at first appli-

cable at the Import and manufacturing level. The government was reluctant to de-
velop the iSTinto a full value added-tax in 1995 as previously scheduled, due to
lower than anticipated growth rates. Taxes on certain consumer goods (alcoholic and
soft drinks, tobacco andc petroleum products) not integrated in the GST were raised
and progressively converted to ad valorem taxes. AUnified Income Tax has been
passed which reduces marginal tax rates, simplifies the tax rate structure, and aims
to improve administration of tax policy. Both the GST and the income tax are de-
signed to broaden the tax base and compensate fo the loss of customs revenues
caused by tariff reductions. Egypt has been working since 1992 on a unified cor-
porate tax;however, the new law is not expected to affect Egypt's generous tax holi-dpay scheme.

4. Debt Management Policies
In early 1991, official creditors in the Paris Club agreed to reduce by 50 percent

the net present value of Egypt's official debt, phased in three trenches of 15, 15 and
20 percent. Release of the three tranches was conditioned on successful review of
Egypt's reform program by the IMf. To date, the Paris Club has released 2
tranches. The U-S.-Government forgave $6.8 billion of high-interest military debt
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and the Gulf States wrote off more than $7 billion. As a result, Egypt's total out.
standing medium and long term debt has declined to about $34 bilion._The debt
service ratio has been reduced from 46 percent to around 17 percent. Egypt has
eliminated its arrearages to Paris Club creditor countries and is committed to re-
maining current on its Paris qC ub payments. The reduction in Egypt's debt service
bill has helped it reduce dramatically the budget deficit, create macroeconomic sta.
bility and build a high level of reserves (approximately $17 billion). In September
1993, the IMF announced an extended fund facility of SDR 400 million ($556 mil.
lion),covering the period June 1993 to June 1996. The World Bank is working in
paralel with the IMF on a Structural Adjustment Monitoring Program (SAMP). In
early 1994, the Paris Club postponed release of the final tranche of debt relief due
to the lack of satisfactory IMW review of Egypt's economic reform program. The two
sides will resume discussions in January 1996.
5. Significant Barriers to U.S. Exports

Import Barriers: Egypt does not require import licenses. In July 1993, the govern-
ment canceled the list of items requiring prior approval before importation. The im-
port ban list, which included 210 products in 1990, was significantly reduced in July1993 and it now includes three commodity groups, which represent approximately
four percent of total production: poultry, fabrics and apparel. The government
pledged to remove the ban on poultry in 1994 and review the ban on textile products
in conjunction with GATT negotiations on the Multifiber Arrangement, but had not
done so as of November 1995. For food and non food imports that have a shelf-life,
the government mandates that they should not exceed half the administratively set
shelf-life at time of entry into Egypt, which has aroused complaints from U.S. and
other exporters. Furthermore, the government prohibits the importation of commod-
ities manufactured using ozone-depleting elements.

Services Barriers: In March 1993, the bank law was amended to allow existing
foreign bank branches to conduct local currency dealings, and two U.S. bank
branches have received licenses to do so. Foreign investors are prohibited from es-
tablishing foreign exchange companies. The domestic insurance market is closed to
majority-owned foreign companies. Four public sector insurance companies (one of
which is a reinsurance company) dominate the market, although three private sec-
tor Egyptian companies exist. Two foreign joint ventures in the insurance sector,
each with 49 percent ownership, operate in the free zones. Other services barriers
include the following: a quota limits the showing of foreign motion pictures; only
Egyptian nationals may become certified accountants; private and foreign air car-
riers may not operate charter flights to/from Cairo except with the approval of the
national carrier; and there is regular censorship of films and printed materials. Al-
though Egypt passed a leasing law in May 1995, the executive regulations are still
to be promulgated.

Standards, Testing, Labeling and Certification: Egypt was a party to the GATT
Standards Code and has stated that it will now meet its new WTO obligations on
standards.related issues. The Egyptian government pledged that it would not intro-
duce any new nontariff barriers as it reduced tariff rates and eliminated import
bans. However, when the import ban list was reduced in August 1992 and July
1993, many items that came off that list were added to the list of commodities re-
quiring inspection for quality control. In August 1994, five more items were added
to thelist, which now consists of 131 items, including food stuffs, spare parts, con-
struction products, electronic devices, appliances, and many consumer goods. Al.
though Egyptian authorities stress that standards applied to imports are the same
as those applied to domestically-produced goods, importers report that testing proce.
dures for imports differ, and tests are carried out with faulty equipment by testers
who often make arbitrary judgments. Moreover importers face the problems of ill.
defined or unwritten product standards, and backlogs resulting from authorities
having limited staff or too few inspection machines.

All imported goods should be marked and labeled. The following information must
be written on each package in clear Arabic letters in a non-erasable manner: the
name of the product, type and brand; country of origin; date of production and
expiry date; any special data on transportation and handling of the product. An Ara-
bic-language catalog should accompany imported tools, machines and equipment. Al-
though standards for vehicles are still lacking, the government mandates that cars
imported for commercial purposes must be accompanied by a certificate from the
manufacturer stating that they are suited for tropical climates.

Investment Barriers: In early 1991, Egypt replaced its investment licensing re-
gime with a system for automatic approval of investments in sectors not on a "nega-
tive list." This list now includes: all military products and related induMtries; tobacco
and tobacco products; and investments in the Sinai (except oil, gas, and mineral ex-
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ploration). Foreign investors seeking incentives (primarily tax holidays) under In.vestment Law 230 must obtain project approval from the General Authority of In.
vestment (GAFI), which may cause delays. Performance requirements are not speci.
fled in Investment Law 230. However, assembly industries must meet a minimum
local content requirement of 40 percent in order to benefit from tariff reductions on
imported industrial inputs. Industrial establishments may also be formed in accord-
ance with Companies Law 159, but they will not receive incentives or protections
offered by Law 230. Under Investment Law 230 and Companies Law 159, Egyptians
must normally comprise 90 percent of a company's workforce, and wages for Egyp-
tian employees must constitute 80 percent of the total wage bill. In cases where
qualified Egyptian workers do not exist, companies may seek permission from the
appropriate ministry to hire foreign workers advisors or specialists. In certain sec.
tors, additional restraints on the number o? foreign employees exist. For example
in case of maritime services only five percent of the total crew may be foreign, and
foreign insurance companies (only allowed in the free trade zones) must have an
Egyptian national as managing director.

The U.S.-Egypt Bilateral Investment Treaty (BIT) entered into force in June 1992.
While its safeguard provisions are generally no more liberal than those in Law 230,
it provides a further measure of protection to American investors. The BIT has not
yet resulted in significant new U.S. investments which would stimulate Egyptian
demand for U.S. machinery, spare parts and technical services.

Government Procurement Practices: Egypt has not joined the WTO Agreement on
Government Procurement. The Egyptian government buys from public sector firms
whenever possible. Egypt's tender regulations are written by the government, for
the government's benefit. A contractor/supplier's safeguard must be negotiated be.
fore contract signing, particularly in definig "force majeure," "final acceptance,"
and dispute resolution. Egyptian bidders (public and/or private sector) receive a 15
percent price preference. Government ten ders should be awarded to the best quali-
fied, lowest bidder; however, it is typical for government negotiators to bargain with
several bidders. There is no penalty for government delays in making an award de-
cision or for returning bid or performance bonds. Egypt has moved away from gov.
ernment-to-government barter agreements and toward private sector initiati /es.

Customs Procedures: Egyptian customs procedures are complicated and rigid in
areas such as duty rates. Customs procedures are subjective in identification of a
commodity's tariff category. In February 1994, Egypt implemented the Harmonized
System (HS) for customs classification, replacing the previously used CCCN (Cus-
toms Commodity Classification Nomenclature). This change should help eliminate
arbitrariness in classification; the HS system identifies items by a ten-digit code, al.
lowing for simpler and more accurate clarification of commodities. Tali valuation
is based on the "Egyptian selling price," vhich is based on the commercial invoice
that accompanies a product the first time it is imported from any source, although
some allowance is given on an ad hoc basis for different sources of supply (such as
expensive versus cheap-labor source countries). Customs authorities retain informa-
tion from the original commercial invoice and expect subsequent imports of the
same product to have a value no lower than that noted on the invoice from the first
shipment. As a result of this practice, as well as the belief that under invoicing is
widely practiced, customs officials routinely increase invoice values by 10 to 30 per-
cent.

The government did not abide by tariff rates outlined in the GATT, and in late
1991, importers began to experience difficulties with customs officials who refused
to apply the lower rates that Egypt had offered in GATT for imports from GATT
member countries. Subsequent to customs authority actions, the government sub-
mitted to GATT a request for a waiver of its obligation to provide these lower rates.
The waiver was approved with the government pledging to negotiate new rates with
its GATT partners.
6. Export Subsidies Policies

Direct export subsidies do not exist in Egypt. Exporting industries, including In-
vestment Law 230 projects, may benefit from duty exemptions on imported inputs
(if released under the temporary releasey'sstem. Alternatively, these industries

may receive rebates on duties paid on imported inputs at the time of export of the
final product (if released under the drawback system). Under-its commitments to
the World Bank, the Egyptian government has increased energy and cotton procure-
ment prices, and has abolished privileges enjoyed by public sector enterprises (sub-
sidized inputs, credit facilities, reduced-energy prices and preferential custom rates),
thus reducing the indirect subsidization of exports.
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7. Protection of U.S. Intellectual Property
SEgytptasa party to the Berne copyrigt and Paris industrial property conven-

tions, bears a commitment to protect MS. intellectual and artistic works. While
Egypt's legal system provides protection for all forms of intellectual property, en.
forcement, although improving, is still ineffective. The government passed an im-
proved copyright law in 1992 and added software protection in early 1994. A new

patent law is currently under consideration. In 1993, the U.S. Trade Representative
lowered Egypt from the Special 301 "Priority Watch List" to the "Watch LAiW" due
to improvements in copyright protection. However, the United States remains con.
cerned over the need for modern patent laws which would extend immediate protec-
tion to certain products, such as pharmaceuticals. The U.S. Government is working
closely with Egypt as it drafts new laws to conform with its international commit.
ments, particularly the WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPs). The United States is encouraging Egypt to implement
these changes immediately.

Patents (product and process): Egypt's 1949 Patent Law excludes certain cat-
egories of products and contains overly-broad compulsory licensing provisions. Prod.
uct patent protection for pharmaceuticals and food products is excluded. The patent
term is only 15 years from the application filing date. A five year renewal may be
obtained ons y if the invention is of special importance and has not been worked ade-
quately to compensate patent holders for their efforts and expenses. Compulsory li-
censes, which limit the effectiveness of patent protection, are granted if a patent is
not worked in Egypt within three years or is worked inadequately. U.S. officials
have conferred with-Egyptian officials and proposed revisions of the draft patent law
text. The draft law represents a significant improvement and, if implemented, could
be considered a model patent law for the developing world. Egypt has made a com-
mitment to the United7 States to submit a suitable new patent law to Parliament
by early 1996. Industrial designs receive protection (under the patent law) through
registration with the Bureau of Industrial Designs in the Ministry of Supply. Egypt
grants industrial desi.gn protection without examination of previous registrations
and without consideration of possibly conflicting trademarks.

Trademarks: Trademark protection is provided by Law 57 of 1939. Egypt is a
member of the Paris Convention for Protection of Industrial Property of 1883, the
Madrid Convention of 1954, and the Nice Convention for the Classification of Goods
and Services. Instances of trademark infringement have been cited by U.S. and
other foreign firms operating in Egypt. The Trademark Law is not enforced strenu-
ously and the courts have only limited experience in adjudicating infringement
cases. Fines amount to less than $100 per seizure, not per infringement, although
criminal penalties are theoretically available. The Ministry of Supply is working on
a draft bill that consolidates Egypt's 1939 Trademark Law, the 1951 Trade Name
Law, and the 1949 Industrial Design Law.

Copyrights: In response to calls for improved legal protection for copyrighted
works, the government passed Law 38 of 1992, amending the 1954 CopyrnghtLaw.
The amendments did not resolve all areas of US. concern, however. The Berne Con-
vention, to which Egypt acceded in 1977, is self executing according to Egypt's Con-
stitution. Thus, in cases where the coverage of the Egyptian copyright law may be
vague or nonexistent, such as protection for satellite or cable transmissions and
data banks, and on the question of retroactivity, US. copyright holders may be able
to rely directly on Berne Convention provisions in the Egyptian courts. As a result
of US. lobbying, in March 1994, the Government passed Law 29 which amended
some provisions of Law 38 to ensure that computer software was afforded protection
as a literary work (allowing it a 50-year term of protection). In addition, in April
1994, the Government issued a ministerial decree which clarifies rental and public
performance rights, protection for sound recordings, and the definition of personal
use. Copyright piracy is still widespread and affects all categories of works. Al-
though motion pictures piracy (in video cassette format) has fallen off over the past
year, holders of copyrights on sound recordings, printed matter (notably medical
text)'•oks), and computer software continue to suffer harm. Most piracy seems to be
intended for the local market, with some imports of pirated works from Lebanon
and the Gulf States.

New Technologies: There is no separate legislation protecting semiconductor chip
layout design, although Egypt signed the Washington Semiconductor Convention.
Further, plant and animal varieties do not receive protection under current law.

Estimated trade losses due to piracy in 1993 were $84 million of which approxi-
mately $11 million were due to video piracy (a significant drop from the 1992 level
of $37 million prior the passage of Copyright Law 38/92), and $52 million due to
computer software piracy. U5: officials continue to stress the need for better en-
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forcement efforts by Egyptian authorities and underscore the importance of police
activity being followed by prosecutions and court decisions.
8. Worker Rights

a. The Right of Association.-Egyptian workers may, but are not required to, join
trade unions. A union local, or worker's committee, may be formed if 50 employees
express a desire to organize. Most members, about 25 percent of the labor force, are
employed by state-owned enterprises. The law stipulates that "high administrative
officials' in government and the public sector may not join unions. There are 23 in-
dustrial unions; all are required to belong to the Egyptian Trade Union Federation
(ETUF), the sole legally recognized labor federation. However, the International
Labor Organization (ILO) has long noted that a law requiring all unions to belongto a single federation infringes on a worker's freedom of association. The govern-
ment has shown no sign that it intends to accept more than one federation and
ETUF leadership asserts that it actively promotes worker interests and that there
is no need for another federation. ETUF officers are freely elected and formulate
policy independent of the government. They have close relations with the ruling Na-
tional Democratic Party and some are members of the legislature. They speak vigor-
ously on behalf of workers' concerns, but public confrontations between ETUF and
the government are rare. Disputes are often resolved by consensus behind closed
doors.

b. The Right to Organize and Bargain Collectively.-The government is expected
to submit a new draft labor law to Parliament during 1996. The proposed law pro-
vides statutory authorization for collective bargaining and the right to strike. At
present, such rights are not adequately guaranteed. Under the current law, unions
may negotiate work contracts with public sector enterprises if the latter agrees to
such negotiations, but unions otherwise lack collective bargaining power in the pub-
lic sector. Under current circumstances, collective bargaining does not exist in any
meaningful sense because the government sets wages, benefits, and job classifica-
tions by law. Larger firms in the private sector generally adhere to such government
mandated standards. Labor law and practice are the same in the export processing
zones as in the rest of the country.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and not practiced.

d. Minimum Age for Employment of Children.-The minimum age for employment
is 12. Education is compulsory until age 15. An employee must be at least 15 to
join a labor union. The Labor Law of 1981 states that children 12 to 15 may work
six hours a day, but not after seven PM, and not in dangerous activities or activities
requiring heavy work. Child workers must obtain medical certificates and work per-
mits before they are employed. A 1988 survey found that 1.4 million children be-
tween the ages of 6 and 14 work in Egypt. A 1989 study estimated that two-thirds
of child labor, perhaps 720,000 children, work on farms. However, children also
work as apprentices in repair and craft shops, in heavier industries such as brick-
making and textiles, and as workers in leather factories and carpet-making, which
largely supply the export market. While local trade unions report that labor laws
are well enforced in state-owned enterprises, enforcement by the Ministry of Labor
in the private sector, especially in family-owned enterprises, appears quite lax.

e. Acceptable Conditions of Work.-For government and public sector employees,
the minimum wage is approximately $20 a month for a six-day, 48-hour work week.
Base pay is supplemented by a complex system of'fringe benefits and bonuses that
may double or triple a worker's take-home pay. It is doubtful that the average fam-
ily could survive on a worker's base pay at the minimum wage rate. The minimum
wage is also legally binding on the privte sector, and larger private companies gen-
erally observe the requirement and pay bonuses as well. Smaller firms do not al-
ways pay the minimum wage or bonuses. The Ministry of Manpower sets worker
health-and safety standards, which also apply in the free trade zones, but enforce-
ment and inspection are uneven.

f. Rights in Sectors With U.S. Investment.-The worker rights described in the
foregoing sections also apply to workers in the following industries: petroleum- food
and related products, metal, nonelectric machinery, electric and electronic equip-
ment, and transportation equipment.



Extent of U.S. Investment in Selected Industries--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Amount

Petroleum ................................................................................. 1,017
Total Manufacturing ............................................................... 85

Food & Kindred Products........................ .......... (1)
Chemicals and Allied Products...................... .13
Metals, Primary & Fabricated .................................... 8
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 5
Transportation Equipment ................................................. (1)
Other Manufacturing .......................................................... 0

Wholesale Trade ...................................................................... 79
Banking .............. ...................... .......... 135
Finance/Insurance/Real Estate ............................................. (1)
Services .................................................................................... 34
Other Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 1,360

I Suppressed to avoid disclouing data of individual companies.
Source: U.S. Department ot Commec, Bureau of Economic Analysis.

IRAN

Key Ecommic Indicators
[Millions of Iranian trials (IR) unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Population (millions)........................
Real GDP (billions 1983 IR)1....................

(US$ millions) ............................
Per Capita GDP (US$)......................
Real GDP Growth (percent)..... . . . . . . . . . ......
GDP by Sector (percent of GDP):

Manufacturing ............. ...........
Agriculture ........................................................
Petroleum........................
Services .............................................................

Money and Prices:
Money Supply (M1, billions IR) ................
Interest Rate on Short-term Deposits (percent)
Wholesale Price Index (1990/91=100):

End-year ............................................................
Consumer Price Index (1990/9 1=f100):

End-Year ..........................................................
Exchange Rate (IR/US*):

Basic Rate ....................................
Floating Rate...................................

57
14,451
48,065

843
6.1

19.5
23.2
8.8

45.5

58
14,785
56,630

976
2.3

18.7
20.7
17.6
42.8

60
15,045
74,160

1,236
1.8

18.5
21.5
18.8
42.2

16,941 23,385 31,956
7.5 8.0 8.0

168.9

150.1

66.0
1,459

211.7

184.4

N/A
1,653

301.4

249.3

N/A
1,750

22-970 96-16

Catoqor
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Key Economic Indicators--Continued
(Millions of Iranian ials (IR) unless otherwise noted]

199 J4 199l

Balance of Payments and Trade (millions of U.S.
dollars):
Total Exports (FOB)I .......................................... 19,868 18,080 19,054

Exports to U .. 0.. .. ..................... 0.2 0.9 30.2
Total Imports (FOB)1 .......................................... 23,274 19,287 12,683

Imports from U.S. .......... 616 329 3223
Trade Balance ...................................................... -3,406 -1,207 6,371
Current Account 1  ............... -7,304 -4,515 4,581

I Estimate.
sYear ending December 31.
sJanuary.Jun. 1996.
Souress Bank Markaui Tombouri Islami Iran; IMP; U.S. Dept. of Commerce.
Note.-Data derived from Bank Markazi cannot be verified in most cases.

1. General Policy Framework
Iran experienced continued macroeconomic difficulty in 1995, as the country

struggled with a government program of austerity designed to cope with the ex-
cesses of the reconstruction boom of the early 1990s, the government's failure to im.
plement promised economic reform measures, and a stagnant petroleum sector. In
general, Iranian government policies have failed to respond adequately to the array
of economic problems besetting the country. During the past two years, the govern-
ment's austerity measures have resulted in occasional civil disorder. Continued gov-
ernment-imposed limitations on imports of consumer goods and industrial imports
to preserve foreign exchange are likely to slow economic growth further. Even these
austerity measures have proven insufficient to resolve Iran's debt problems, and, de.
spite broad rescheduling of arrears in 1994, there has been a recurrence of commer-
cial arrears during 1995. Further debt service difficulties are likely in 1996.

Despite these economic constraints, Iran continues to dedicate considerable re-
sources to a military build-up, development of weapons of mass destruction and the
support of international terrorism and violence targeted against the Middle East
peace process. In order to pressure Iran to change this behavior, and to make it dif.
ficult for the Iranian government to sustain the priority funding given to these pro-
grams, on April 30, 1995 the President announced that the United States would im.
pose additional trade and investment sanctions against Iran. In combination with
pre-existing trade restrictions, this action amounted to a comprehensive trade and
investment embargo. The United States has also accelerated efforts to convince its
m'.or trading partners to join America in using economic pressure to seek changes
in.Iran's behavior. Through these efforts the U.S. government has succeeded in lim.
iting Iran's access to foreign capital, but the Umted States has not obtained the
broader cooperation it is seeking from other members of the international commu.
nity. In the absence of such cooperation, at the end of 1995 the U.S. Congress was
considering legislation that would impose U.S. sanctions against foreign entities
that engage in certain business with Iran.

This intensification of U.S. pressure triggered a severe drop in the Iranian rial
in May 1995. The Iranian government imposed strict controls to stabilize the cur-
rency, but these measures caused currency shortages and forced a reduction in im-
ports. Inflation and unemployment, already at high levels, were also exacerbated.
2. Exchange Rate Policies

Following the precipitous depreciation of the rial in May 1995, the Iranian govern-
ment responded by raising the export repatriation and surrender requirement to
100 percent and requiring all foreign exchange transactions to be conducted
through the banking system. Though effective in stabilizing the rial, these measures
had a chilling effect on the economy, particularly the private sector.
3. Structural Policies

The banking, petroleum, transportation, utilities, and mining sectors are national-
ized. The Iranian government has announced its intent to begin limited privatiza-
tion in banking and finance, but so far has not been able to implement its plans.
At the time of the revolution, radicals were put in charge of bonyads (foundations)
which inherited much wealth confiscated from the former elite. They retain control
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of many large industrial and trading enterprises, and are politically powerful oppo-
nents of privatization.

The petroleum sector Is the economy's traditional mainstay. Iran's current maxi.
mum sustainable capacity is around four million barrels per day (MBD), according
to the government. Iran's OPEC quota is 3.6 MBD. Capacity is constrained by the
natural decline in the productivity of major onshore fields, delays in implementing
necessary gas re.injection projects, and a shortage of experienced personnel. Without
large Infusions of capital, the oil sector will have difficulty maintaining current pro-
duction, much less achieving the government's publicly stated goal of five MBD of
sustainable capacity. The government also needs large amounts of capital to develop
its gas resources. Recognizing these constraints, the government implemented a
major change in policy in 1995 when Iran invited foreign participation in the devel.
o pment of its petroleum sector. Iran's 1995 contract with the French oil company,
Total to develop the Sirri field is the first example of foreign involvement in Iran's
petroleum sector since the revolution. However, the politicid and economic risks of

dealing with Iran are expected to limit foreign involvement.
The government did not meet its proected petroleum revenues in 1995 due to soft

oil prices. The government sells petroleum products domestically at about ten per-
cent of the world price, thus cutting exports and encouraging over-consumption.
4. Debt Management Policies

During the eight-year war with Iraq, Iran contracted almost no external debt.
From 1988 through 1992, Iran borrowed large amounts, primarily in the form of
short term trade credits (often covered by creditor government guarantees), in order
to increase domestic living standards; rebuild its petroleum and industrial sectors,
and modernize its armed forces. Iran s external debt now totals approximately $30
billion.

The credit crunch of 1993-1994 crippled Iran's trade. A series of bilateral
reschedulings with official creditors in 196 did not include significant new credits.
In 1996, however, the principal on these rescheduled debts will come due, causing
Iran's foreign debt obligations to double. It remains to be seen whether Iran can
fully make its payments in a timely fashion.
5. Significant Barriers to U.S. Exports

Exports from the U.S. to Iran are prohibited. On May 6, 1995, President Clinton
siged Executive Order 12959 prohibiting U.S. investment in and trade with Iran.
Ater a 90-day implementation period, the sanctions took full effect on August 6,
1995. Iran is not a member of the World Trade Organization.

6. Export Subsidies Policies
Not applicable.

7. Protection of U.S. Intellectual Property
Iran is not a member of the World Intellectual Property Organization, but is a

signatory to the Paris Convention for the Protection of Industrial IPoperty. Patent
protection is below the level of protection in the United States. Iran has not adhered
to any of the international copyright conventions.
8. Worker Rights

a. The Right of Association.-Although the Labor Code grants workers the right
to establish unions, there. are no independent unions. A national organization known
as the Worker's House, founded in 1982, is the sole authorized national labor orga.
nization. It serves primarily as a conduit for government control. The leadership of
the Worker's House coordinates activities with Islamic labor councils which are or-
ganized in many enterprises. These councils also function as instruments of govern.
ment control, although they have frequently been able to block layoffs and 'lismis-
sals. Moreover, a network of government-backed guilds issues vocational licenses,
funds financial cooperatives, and helps workers find jobs.

The government does not tolerate any strike deemed to be at odds with its eco-
nomic and labor policies. In 1993 the Parliament passed a law which prohibits
strikes by government workers. It also prohibits government workers from having
contacts with foreigners and stipulates penalties for failure to observe Islamic dress

codes and principles at work.
The Revolutionary Guards, a military force established after the revolution, forc-

ibly broke up at least two labor strikes in 1995. In July the Guards broke up a 3-
day strike at the Benz Khavar auto manufacturing plant in Islamshahr where work.
ers had been demanding a pay increase. The Guards placed some workers under ar-
rest. In August the Guards also broke up a protest over layoffs at a private textile
factory in the city of Ghaemshahr.

7/
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b. The Right to Organize and Bargain Collectively.-Workers do not have the
right to organize independently and nepticae colloetwe bargaimng agreements. It
is not known whether labor legislation Ed practice in the export processing zones
differ from the law and practice in the rest of the country. No information is avail-
able on mechanisms used to set wages.

c. Prohibition of Forced or Compudsory Labor.-The Penal Code provides that the
government may require any person who does not have work to take suitable em-
ployment. This provision has been criticized frequently by the International Labor
Organization (ILO) as contravening ILO Convention 29 on forced labor.

d. Minimum Age for Employment of Children.-Labor law prohibits employment
of minors under 15 years of age and places special restrictions on the employment
of minors under age 18. Education is compulsory until age 11. The law exempts
workers in agriculture, domestic service, and some small businesses. By law, women
and minors may not be employed in hard labor or, in general, night work. Informa-
tion on the extent to which these regulations are enforced is not available.

e. Acceptable Conditions of Work.--The Labor Code empowers the Supreme Labor
Council to establish annual minimum wage levels for each industrial sector and re.
gon. It is not known if the minimum wages are adjusted annually or enforced. The
Labor Code stipulates that the minimum wage should be sufficient to meet the liv.
ing expenses of a family and should take inZation into account. Information on the
share of the working population covered by the minimum wage legislation is not
available.

The Labor Code establishes a 6-day workweek of 48 hours maximum, with 1
weekly rest day, normally Fridays, and at least 12 days of paid annual leave and
several paid public holidays.

According to the Labor Code, a Supreme Safety Council, chaired by the Labor
Minister or his representative, is responsible for promoting workplace safety and
health. The Council has reportedly issued 28 safety directives and oversees the ac-
tivities of 3,000 safety committees established in enterprises employing more than
10 persons. It is not known how well the Ministrys inspectors enforce regulations.

f. Rights in Sectors With U.S. Investment.-The U.S. investment which remains
in post-revolutionary Iran, as reported to the U.S. Department of Commerce (see
table below), is residual investment in the petroleum sector.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petro leum ........................ ....................................................... (1)
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ......................................................... 0

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

IRAQ
After Iraq's invasion of Kuwait in August 1990, the United Nations Security

Council passed a number of resolutions imposing a near-total trade and air embargo
on Iraq and freezing Iraq's overseas assets. Shortly thereafter, President Bush, act-
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ing in part under authority of the International Emergency Economic Powers Act,
issued Executive Orders 12722 and 12724 which froze Iraqi government assets with-
in the United States and barred virtually all transactions between U.S. persons and
Iraq. This embargo remains in effect.

The US. sanctions imposed in the above executive orders incorporate all the
measures contained in the various Security Council resolutions. The resolutions pro-
hibit all exports from Iraq, including the oil exports on which Iraq has traditionally
depended for foreign exchange earnings. The resolutions also ban all exports to Iraq,
except for food, medicine and other items determined by the U.N. to be for essential
civilian needs.

Due to budget constraints, the U.N. Iraq sanctions committee staff no longer pro-
duces aggregate reports on committee approvals of exports to Iraq. Nonetheless, we
estimate that committee-approved exports of food, medicine and other essential ci-
vilian items continued in 1995 at approximately the same pace as 1994. In the first
half of 1994 the committee was notified of $2 billion in food shipments to Iraq, and
$175 million in medicine. The committee also approved the export to Iraq of $2 bil-
lion worth of other items deemed for essential civilian needs (many of which were
related to Iraq's agricultural and sanitation sectors).

The Ba'athist regime engages in extensive central planning and management of
industrial production; small-scale industry and most agiculture are in private
hands. While the country has significant arable land, it is historically a net food im-
porter. The economy is dominated by oil, which traditionally provided 95 percent of
foreign exchange earnings.

During 1995, the Iraqi economy continued to deteriorate as a result of the sanc-
tions. While government-provided food rations were increased by ten percent this
year, this increase does not make up for the 40 percent cut in 1994. Government
rations supply only about half of minimum daily caloric requirements; Iraqis must
make up the difference through purchases on the open market or through assistance
from international humanitarian organizations. Inflation has continued at high lev-
els. Salaries have not kept pace, and are now sufficient only to make a minimal con-
tribution to the nutrition and health needs of Iraqi families.

The government seems to be finding it increasingly difficult to compel farmers to
sell their harvest to the government. Most farmers prefer to hoard their production
or sell it on the black market at much higher prices than that paid by government
purchasing agents. Government and Ba'ath party officials are frequently quoted in
the press urging farmers to sell their entire harvest to the state; these entreaties
are often accompanied by veiled threats. The government promulgated new decrees
increasing pnalties to those who sell their harvest to anyone other than the state
marketing board, and increasing rewards for local officials who compel sales to the
state. The press often publishes columns accusing merchants of treason for raising
prices unjustifiably. There has not, however, been a repeat of earlier executions of
merchants for profiteering.

The value of the dinar continues to plummet. The black market exchange rate
stood at about 750 dinar per dollar at the end of 1994. In January, 1995 the Iraqi
Central Bank began issuing a new 250 dinar bank note. Prior to this the largest
bill in circulation had been 100 dinar. Government raises of 50-70 percent in July
for civil servants and members simply resulted in concomitant price increases. By
December 1995 the dinar had fallen to as low as 3,000 to the dollar.

In an effort to relieve the humanitarian situation, the Security Council passed
Resolution 986 in April 1995. Under the terms of 986, Iraq would be permitted to
export $1 billion worth of oil every three months for six months and to use the pro-
ceeds to purchase food, medicine and other items essential for civilian needs. (Some
of the proceeds would also be used to pay for UN activities in Iraq and pay claims
to those harmed by Iraq's invasion of Kuwait.) The UN would control all funds and
monitor the distribution of the items purchased to ensure they were being distrib-
uted fairly throughout Iraq. After six months, the Council would consider whether
to extend the arrangement for a longer period. The Iraqi government has refused
to implement the resolution.

Data on U.S. investment in Iraq is not available.
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ISRAEL

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1990 prices)2 ............... .. . . .. . .. .. .. . . .. . . .. .  61.4 65.4 69.8
Real GDP Growth (percent). ................................ 3.4 6.5 6.8
GDP (current prices) ............................................ 65.8 74.1 86.9
GDP by Sector.

Public Sectors ......................... .. . . .. . . .. . . .. . .. . . . .. . . ..  12.7 15.1 16.5
Ownership of Dwellings ................................... 7.6 9.0 11.2
Business Sector ................................................ 45.5 49.9 59.2
Industry ............................................................. 13.4 14.5 N/A
Agriculture ........................................................ 2.0 2.1 N/A
Transportation/Communication ...................... 5.7 6.2 N/A
Construction ..................................................... 4.2 4.5 N/A
Trade and Services ........................................... 18.3 20.6 N/A
Water/Electricity .............................................. 1.8 2.0 N/A

Net Exports of Goods & Services ........................ -7.9 -9.4 -10.5
Per Capita GDP (US$) ......................................... 12,502 13,725 15,711
Labor Force (000s) ............................................... 1,946 2,030 2,100
Unemployment Rate (percent) ............................ 10.0 7.8 6.3

Money and Prices (annual percentage change):
Money Growth (M2)4 ........................................... 38 33 27
Base Interest Rate (percent)15 ..... . . . . . . . . . . . .. .  . 11.3 13.4 14.5
Private Savings Rate (percent)................ .18.4 16.3 N/A
Consumer Inflation,$ ............................................ 11.2 14.5 8.0
Wholesale InflationIs............................................ 7.2 9.7 10.0
Exchange Rate (shekel/US$)'4................... q ....... 2.83 3.01 3.02

Balance of Payments and Trade:
Total Exports (FOB) ...................................... 14.1 16.1 17.2

Exports to U.S .................................................. 4.6 5.5 5.6
Total Imports (CIF) .............................................. 20.2 23.4 27.3

Imports from US .............................................. 3.6 4.3 5.3
Aid from US........................................................ 3.0 3.0 3.0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt (Cross) .............................. 19.9 22.1 23.0-
Debt Service Paid 7 ..................... . . .. . . .. .. . . .. . . . . .. . . .. .  4.1 4.6 5.0
Reserves10.............................................................. 6.4 6.8 8.9
Trade Balance ...................................................... -6.1 -7.3 -10.1

Balance with US.............................................. 1.0 1.2 0.3

sCon'vutOd at average 1900 Shok*VM SD asngs M&tJflndud mnnptfit Institutioms.
4Annual sverasm -,

'Bank of Iwml Wrage dicount rate.
0 End poerid.

Induha private eetedr.

1. General Policy Framework
Since the upsurge in immigration from the former Soviet Union began in 1990,

Israel has enjoyed a sustained economic boom, as its economy has become increas-
ingly sophisticated and technologically advanced. Economic growth has averaged
over six percent annually over this period, allowing per capita private consumption
to jump by 21 percent in real terms. Israel's growing affluence and close familiarity
with U.S. culture make it a promising market for goods and services from the Unit-
ed States.

The absorption of over 600,000 immigrants in a country of some five million peo-
ple has required a rapid increase in Israel's housing stock, expansion of its infra-
structure, and sizable investments in new plant and equipment. The level of new
capital formation doubled between 1990 and 1995. Infrastructure spending is ex-
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pected to remain high In the coming years, with several multi-billion dollar projects
planned, including a new north.south higway, a major expansion of its principal
airport, and an underground rail system or the Tel Aviv area. Israel will also join
in a number of cooperative infrastructure projects with its immediate neighbors, as
the process of its political and economic integration in the region proceeds. To en-
courage investment in particular regions or industries, the Israeli government offers
certain investment incentives, including tax concessions and outright grants. These
are available to both Israeli and foreign investors.

The relatively high level of education and training among the recent immigrants
has added to Israel's already strong skills base, as Israel's economy has focused in-
creasingly on knowledge-based industries, such as medical equipment and computer
hardware and software. Israel is an increasingly "digital" society, and the market
for telecommunications and computer products and services is growing rapidly.

Realization of Israel's bright economic prospects depends on sound macroeconomic
management. Despite the challenge of immigrant absorption, Israel achieved a sig-
nificant degree of fiscal consolidation from 1990 to 1994, as its public sector deficit
fell from four to one percent of GDP. That process was reversed in 1995, however,
as the deficit widened to an estimated five percent of GDP, due primarily to short-
falls in revenue collections. Despite that reversal, Israel remains committed to re-
ducing its level of government spending and taxation and the size of its budget defi-
cit. Israel finances its budget deficit through a combination of domestic borrowing,
the sale of government-owned companies, and foreign borrowing, including funds
raised under the five-year, $10 billion program of loans guaranteed by the U.S. Gov-
ernment. Under that program, Israel is committed to increasing its purchases of in-
vestment goods and services from the United States.

Israel's heavily-indexed economy, the legacy of its triple-digit inflation of the early
1980s, has left it resistant to attempts to reduce inflation to below double-digit lev-
els. The Central Bank's principal tool of monetary policy is the rate of interest
charged on its auctions of credit to the commercial banks. It also adjusts the volume
auctioned in accord with its targets for domestic liquidity. As Israelis have turned
to external credit sources in view of the high domestic interest rates of the past
year the Central Bank has progressively reduced the amount of credit on offer. Re-
centfy, the Central Bank has added a new mechanism, shekel/dollar swaps, or re-
purchase agreements, to its monetary tool kit.
2. Exchange Rate Policies

Under the crawling-peg "diagonal" exchange rate system introduced in 1991, the
shekel floats within a target zone around a midpoint determined by a weighted-av-
erage of the exchange rates of five currencies: the dollar, yen, mark, pound, and
French franc. The midpoint depreciates at a pre-determined nominal rate, currently
six percent annually, judged to be the inflation differential between Israel and its
key trading partners. On June 1 1995 the range of allowable fluctuation around
the midpoint was widened from Aive to 'seven percent, among other reasons to dis-
courage excessive inflows of short-term capital by increasing the degree of exchange
rate risk in the system. This change was motivated by concern over the real appre-
ciation of the shekel, which has remained nearly constant in nominal terms against
the dollar for two years despite cumulative inflation exceeding 20 percent over that
period.Israel ended all foreign exchange restrictions for current account transactions in
1993 and is progressively reducing its remaining capital controls. Virtually all re-
strictions on capital inflows and on outward investment by individuals have been
eliminated. In October 1994, the government also removedits limit, previously 40
percent of equity, on direct foreign investment by Israeli companies. Foreign port-
folio investment by institutional investors is the last area in which significant cap-
ital controls remain. Because of tax considerations, most foreign portfolio invest-
ment by Israeli residents, both institutional and individual, has-been in the shares
of Israeli companies traded abroad.
3. Structural Policies

For most of its history, Israel had a relatively closed and protected economy, heav-
ily subject to government direction and regulation, in part for security reasons. As
Israel's security situation improves and its economy becomes more sophisticated, it
is moving in the direction of a more open, competitive, and market-oriented eco-
nomic system.

One element of Israel's transition to a less government-dominated economy has
been its program of privatizing the extensive network of state-owned companies.
Progress under the privatization program, which began in 1986, has been slower
than expected. As of August 1995, 64 state-owned companies, subsidiaries, or mixed-
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ownership firms had been sold or liquidated, and partial sales had been made of
seven other firms. Cumulative revenue from privatization as of August 1995 was
$3.4 billion, of which 22 percent had been realized since the beginning of 1994. In
early 1995, the government announced a new program of options to be distributed
to all adult Israeli citizens. Under the program, which is expected to be imple-
mented in 1996, options holders will be able to purchase shares in government.
owned companies at a discounted price or to sell the options to other investors.

Preparatory work continues toward the eventual full or partial privatization of
several of the largest companies in the government's portfolio, including the tele-
communications company Bezeq, the national airline El A], the shipping com pany
ZIM, and Israel Chemicals. Partial stakes in Bezeq, ZIM, and Israel Chemicals have
already been sold. Plans for the sale of the government's interests in the country's
major banks are at a relatively advanced stage. Before such sales are concluded, the
government must decide whether to require divestiture of some of the banks' exten-
sive holdings in Israeli industry. Israel has been committed to reducing its overall
tax burden, which is high by U.S. standards, through such measures as adjustments
to personal income tax-brackets to offset "bracket creep" and reductions in the cor-Fporate income tax rate, which is scheduled to fall to 36 percent in 1996. Israel is
"in the process of adjusting its port fees so that the same charge applies to both im-
porters and exporters. Formerly, only importers were charged.

4. Debt Management Policies
In the decade after its 1985 stabilization program, Israel's net external debt fell

from 73 to 23 percent of GDP, as the dollar value of its GD13 grew while its net
debt held nearly steady in nominal terms. That trend will now be reversed, as the
borrowing needed to finance current account deficits forecast at roughly five percent
of GDP in 1995 and 1996 will add to Israel's debt. Israel is taking advantage of the
$10 billion U.S. loan guarantee program to reduce the cost and stretch out the ma-
turity of its external public debt. The government also plans to tap the international
capital markets under Israel's own name to establish a presence in the market in
preparation for the eventual expiration of the loan guarantee program. In November
1995, it raised DM 350 million (roughly $250 million) from a London-based syn-
dicate of 40 international banks. Additional offerings are planned for the New York
and Tokyo markets.

5. Significant Barriers to U.S. Exports
With the exception of some categories of agricultural produce and processed foods,

all duties on products from the United States were eliminated under the 1985 Unit-
ed States-Israel Free Trade Area (FTAA) Agreement effective January 1, 1995. The
FTAA liberalized and expanded the trade of goods between the United States and
Israel, and spurred discussions on freer trade in services, including tourism, tele-
communications, and insurance.

Israel ratified the Uruguay Round agreement on January 15, 1995. Israel became
a member of the World Trade Organization on April 21, 1995. Israel is a member
of the International Center for the Settlement of Investment Disputes (ICSID) and
the New York Convention of 1958 on the Recognition and Enforcement of Foreign
Arbitral Awards.

Nontariff barriers such as purchase taxes, variable levies, quotas, uplifts, stand-
ards, and quantitative restrictions continue to impede U.S. exports, especially in
such sensitive sectors as agriculture, produce, and processed food products.

Although Israel has liberalized imports of all bulk agricultural commodities except
beef, extensive import restrictions remain, including variable levies on such U.S. ex-
ports as prunes, raisins, almonds, and baked goods. The variable levies will be con-
verted to relatively high tariffs and tariff-related quotas under Israel's submission
to the World Trade Organization (WTO) before the end of 1995. Quantitative restric-
tions, and in some cases, outright prohibitions, affect primarily poultry, dairy prod-
ucts, and plywood.

In addition to these restrictions, Israel has two unique forms of protection for lo-
cally produced goods. The first is Harama, meaning "uplift," which is applied at the
pre-duty stage to the CIF value of goods to bring the value of the products to an
acceptable level for customs valuation. Israel calculates import value according to
the Brussels definition of value (BDV), a method which tolerates uplifts of invoice
prices. For purposes of calculating duty and other taxes, the Israeli customs service
arbitrarily uplifts by two to five percent the value of most products which exclusive
agents import, and by 10 percent or more the value of other products. Israel has
agreed to use only the actual wholesale price for large importers after 1995. Israel
is subject to commitments under the WTO agreement on customs valuation.
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The second uniquely Israeli form of rotection in TAMA, a Hebrew acronym stand.
ing for additional quota percentage. AMA is a post-duty uplift designed to convert
the CIF value plus duty to an equivalent wholesale price for purposes of imposing
purchase tax. Coefficients for calculation of the TAMA vary from industry to indus-
try and from product to product.

Vn addition, purchase taxes that range from 25 to 95 percent are applied on goods
ranging from automobiles to some agriculture and food items. The GOI has elimi-
nated or reduced purchase taxes on many products including consumer electronics,
building inputs, and office equipment. Where remaining, purchase taxes apply to
both local and foreign products. However, when there is no local production, the
purchase tax becomes a duty equivalent charge.

Israel has reduced the burden of some discriminatory measures against imports.
Israel agreed in late 1990 to harmonize standards treatment, either dropping health
and safety standards applied only to imports or making them mandatory for all
products. Implementation of this promise has been slow. Enforcement of mandatory
standards on domestic producers can be spotty and in some cases (e.g., refrigerators,
auto headlight. plywood, carpets, and packaging/labelling for food items) standards
are written so that domestic goods meet requirements more easily than imports. The
Government of Israel is in the process of amending its law on standards which
should facilitate entry of some standard U.S. units. Israel has agreed to notify the
United States of proposed new, mandatory standards to be recorded under the
WTO.

The Standards Institution of Israel is proposing a bilateral mutual recognition
agreement of laboratory accreditation with the United States that could result in
the acceptance of U.S. developed test data in Israel. The proposed program would
eliminate the need for redundant testing of UAS. products in Israel to ensure compli-
ance with mandatory product requirements.

The Israeli government actively solicits foreign private investment, including joint
ventures especially in industries based on exports, tourism, and high technology.
Foreign hirms are accorded national treatment in terms of taxation and labor rela-
tions, and are eligible for incentives for designated "app roved" investments in prior-
ity development zones. There are generally no ownership restrictions, but the for-
eign entity must be registered in Israel. Profits, dividends, and rents can generally
be repatriated without difficulty through a licensed bank. About 100 major U.S.
companies have subsidiaries in Israel and some 170 Israeli companies have subsidi-
aries in the United States. Investnmnt in regulated sectors, including banking, in-
surance, and defense industries, requires prior government ap proval.

Israel has one free trade zone, the Red Sea port city of EiRat. In addition to the
Eflat Free Trade Zone, there are three free ports: Hai (including Kishon), Ashdod
and Eilat. Enterprises in these areas may qualify for special tax benefits, and are
exempt from indirect taxation.

As a party to the Uruguay Round Agreement on Government Procurement, Israel
has agreed to wide coverage of Israeli government entities to enable more open and
transparent international tendering procedures. Legislation establishing the U.S.
loan guarantee program for Israel envisions a substantial increase of U.S. exports
of investment goods to Israel. To this end, the Israeli government provides informa-
tion to the U.S: Government on existing and proposed tenders issued by government
entities valued at over $50,000. However, some U.S. companies continue to report
problems in receiving timely notice of Israeli government tenders.

The Government of Israel frequently seeks offsets (subcontracts to Israeli firms)
of up to 35 percent of total contract value for purchases by ministries, state-owned
enterprises, and municipal authorities. Failure to enter or fulfill such industrial co-
operation agreements (investment, co-development, co-production, subcontracting,
purchase from Israeli industry) may disadvantage a foreign company in government
awards. Although Israel pledged to relax offset requests on civilian purchases under
the FTAA, U.S. firms may still encounter requests to enter into offset arrangements.
Israeli government agencies and state-owned corporations not covered by the Uru-
guay R6und Government Procurement Code follow a "buy Israel" policy to promote
national manufacturers.

Recent legislation codified and strengthened a 15 percent cost preference accorded
domestic suppliers in many Israeli public procurement purchases, although the leg-
islation explicitly recognizes the primacy of Israel's bilateral and multilateral pro-
curement commitments. This preference can reach as high as 30 percent for domes-
tic suppliers located in priority development areas.

In addition to its WTO multilateral trade commitments and its FTAA with the
U.S., Israel also has free trade agreements (FTAs) with the EU and EFTA states.
With respect to all other countries, Israel substituted steep tariffs for nontariff bar-
riers previously applied to trade, and is gradually reducing these tariffs. The seven-
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ear phase-in of Israel's import liberalization program has diluted, to some extent,
US. advantages under the bilateral FTAA. As EFTIA countries accede to the Euro-
pean union, rsrael's EFTA FTAA will be superseded by the EU/Israel Agreement,
which became effective in November 1995 and broadened and deepened the 1975 ac-
cord. Isra1' also has or is negotiating FTAs or other trade agreements with Canada,
Turkey, Jordan, Egypt, and individual central and eastern lEuropean states.
6. Export Subsidies Policies

The U.S.-Israeli FTAA included an agreement to phase out the subsidy element
of export enhancement pitgrams and not to institute new export subsidies. Israel
has already eliminated grants, and in 1993 eliminated the major remaining export
subsidy an exchange-rate, risk-insuranoe scheme which paid exporters five percent
on the IOB value of merchandise. Israel still retains a mechanism to extend long-
term export credits, but the volumes iuvolved are small, roughly $250 million. Is-
raeli export Ambsidies have resulted in past U.S. antidumping or countervailing duty
cases. In 1994 the United States Government cited Israeli subsidies of butt-weld
piT fittings in a countervailing duty investigation. Israel has been a member of the

T subsidies code since 1985 and will now be subject to subsidy obligations of
the WTO.

The Israeli parliament passed legislation in May 1994 authorizing creation of free
processing zones (FPZs). Qualifying companies operating in the FPZs will be exempt
from direct taxation for a twenty-year period, and imported inputs will not be sub-
ject to import duties or tariff or most health and safety regulations generally in ef-
fect throughout Israel. Companies will also be exempt from collective bargaining
and minimum-wage requirements, although subject to other labor requirements.
The legislation was originally intended to promote investment in export-related in-
dustries, but the wording of the legislation as passed does not limit applicant com-
panies to exporters or providers of services to overseas clients. Accordingly, the
FPZs appear consistent with the U.SlIsraeli FTAA export subsidies commitment.
7. Protection of U.S. Intellectual Property

Cable, television, video, and software piracy is common in Israel. Israel currently
"has an antiquated copyright law which, together with weak enforcement, has led to
piracy in these industries. A new draft copyright law, with IPR requirements, is
under review by the Government of Israel The law will also include enhanced
rights of distribution in connection with rental rights and imports of copyrighted
materials. Rental rights will cover all protected works, including sound recordings,
cinematographic works, and computer programs. Protection for software has been
upgrade, and the two major movie distribution chains generally comply with copy-
right requirements. A cable broadcast law is also under consideration.

-Israeli patent law contains overly broad licensing provisions concerning compul-
sory issuance for dependent and non-working patents. In addition, revised laws are
under consideration for protection of industrial designs, trademarks, and integrated
circuits.

The Government of Israel is also considering an amendment to the patent law
which would allow nonpatent holders to manufacture patented pharmaceutical prod.
ucts prior to the expiration of patent rights in order to submit data to foreign and
Israeli health authorities to gain marketing approval. The U.S. pharmaceutical in-
dustry and U.S. Government have objected to the proposal, since it does not provide
any compensatory extension of exclusive patent rights and would permit experi-
mental production for submission to foreign regulatory agencies.

Israel is a member of the Paris Convention for the Protection of Industrial Prop-
erty, the Universal Copyright Convention, and the Berne Copyright Convention. In
addition, as a signatory of the World Trade Organization (WTO) agreements, includ-
ing trade in intellectual property and services (TRIPs), Israel is in the process of
mldkng all revisions necessary to meet all WTO TRIPs requirements.
8. Workers Rights

a. The Right of Association.-Israeli workers may join freely established organiza-
tions of their choosing. Most unions belong to the General Federation of Labor
(Histadrut) and are independent of the government. In 1995, membership in the
Histadrut dropped sharply after the Federation's links with the nation's largest
health maintenance organization were severed. Membership averaged about 30 per-
cent of the workforce, including Israeli Arabs, A majority of the workforce still was
covered by Histadrut's collective bargaining agreements. Non-Israeli workers, in-
cluding nonresident Palestinians from the West Bank and Gaza who work legally
in Israel, may not be members of Israeli trade unions, but are entitled to some pro-
tections in organized workplaces. The right to strike is exercised regularly. Unions
freely exercise their right to form federations and affiliate internationally.
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b. The Right to Organize and Bargain Collectively.-1Iaraelis fully exercise their
legal right to organize an4 bargain collectively. While there is no law specifically
prohibiting antiunion discrimination, the basic law against discrimination could be
cited to contest discrimination based on union membership. There are currently no
export processing zones, although the Kneswet has passed legislation authorizing
creation of free processing zones, as discussed in section 6.

c. Prohibition of Forced or Compulsory Labor.-The law prohibits forced or com-
pulsory labor, and neither Israeli citizens nor nonresident Palestinians working in
Israel are subject to such practices.

d. Minimum Age for Employment of Children.--Children who have attained the
age of 15 years, and who are liable to compulsory education under the compulsory
education law, may not be employed unless they work as apprentice, under the ap-
prenticeship law. Notwithstanding these provisions, children who have completed
their 14th year may be employed durin a period of official school holidays. Employ-
ment of those aged 16 to 18 is restricted to ensure time for rest and education. Min-
istry of Labor inspectors enforce these laws, but advocates of children's rights
charge that enforcement is inadequate, especially in smaller, unorganized work.
Places. Illegal employment of children does exist, probably concentrated in urban
light-industrial areas.

e. Acceptable Conditions of Work.-L,ýgislation in 1987 established a minimum
wage at 45 percent of the avera wage, calculated periodically and adjusted for cost
of living increases. Union officials have expressed concern over enforcement of mini-
mum wage regulations, particularly with respect to employers of illegal nonresident
workers. Along with union representatives, the labor inspection service enforces
labor, health, and safety standards in the workplace. By law, maximum hours of
work at regular pay are 47 hours per week (eight hours per day and seven hours
the day before the weekly rest). The weekly rest must be at least 36 consecutive
hours and include the Sabbath. Palestinians working in Israel are technically cov.
ered by the law and collective bargaining agreements that cover Israeli workers.

f. Rights in Sectors With U.S. Investment.-Workers at U.S. firms operating in Is-
rael enjoy the same rights enumerated in subsections A-E. With respect to worker
rights, there is no distinction between the. situation of U.S. firms and non-U.S.
firms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total M anufacturing ............................................................... 930

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... 68
Metals, Primary & Fabricated ............................................ (1)
M achinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ...................................... 515
Transportation Equipment ............................................... 2
Other M anufacturing .......................................................... 255

W holesale Trade ..................................................................... (2)

Banking .................................................................................... 0
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 155
Other Industries ...................................................................... 47
TOTAL ALL INDUSTRIES .................................................... 1,350

'Suppressed to avoid disclosing data of individual companies.
2 Indicates a value between $-500,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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JORDAN

Key Economic Indicators
[Millions of U.S. dollar, unless otherwise noted]

1993 1994 199.1

Income, Production and Employment:
Real GDP (1985 prices)' ...............
Real GDP Growth (percent) .............
GDP (current prices).........................
GDP by Sector.

Agriculture...............................
Energy and Water........................
M anufacturing ..................................................
Construction ........................
Rents ........ O........ ...........
Financial Services.........................
Other Services............................
Government/Health/Education ........................

Net Exports, Goods & Services..................
Real Per Capita GDP (1985 base)................
Labor Force (000s)........................
Unemployment Rate (percent)..................

Money and Prices (annual percentage growth):
Money Supply (M2)..........................
Base Interest Rate...........................
Personal Saving Rate (percent) ...........
Retail Inflation ..............................................
Wholesale Inflation........................
Consumer Price Index.......................
Exchange Rate (US$/JD)4.....................

Balance of Payments and Trade:
Total Exports (FOB).........................

Exports to U.S............................. ......
Total Imports (CIF)..........................

Imports from US............... ...
AID from US ..................................................
AID from Other Countries.....................
External Public Debt........................
Debt Service Payments (paid)..................
Gold and Forex Reserves......................
Trade Balance ................................................

Trade Balance with U.S ......................

3,342.1
5.8

5,338.0

270.6
110.2
598.2
397.2

10.6
871.8
124.3
866.7

-1,665.4
846.2

859
20

6.9
8.5
8.0
3.3
0.7

103.3
1.4

1,210.6
10.2

3,435.0
436.1

90.5
228.6

7,746.6
435.7

1,706.9
2,224.4
-425.9

3,537.4
5.8

5,866.8

284.2
120.8
689.8
425.0

10.6
928.3
131.7
936.0

- 1,379.6
863.5

916
20

8.0
8.5
7.5
3.6
1.4

107.0
1.4

1,393.3
12.5

3,307.6
326.1

37.0
234.2

6,457.6
509.6

1,855.1
1,914.3

3,749.6
6.0

6,453.5

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

882.7
972

20

8.0
8.5
7.5
4.0
3.2

111.0
1.4

1,500.0
15.0

3,500.0
340.0

19.5
250.0

5,812.2
550.0

2,100.0
2,000.0

-313.6 -325.0
S1996 IFigures are estimates.
2GDP at producers' pricesLsAverage rediscount rate.
4ActUs- exchane rate.
*sMerchandlis trade.

1. General Policy Framework
Jordan is one of the smallest economies of the Middle East and North Africa re-

gion, with a population of four million people and a GDP of $6.5 billion. Jordan has
successfully overcome many economic setbacks since the mid-1980's. Nevertheless,
it continues to face several important challenges, including encouraging greater in.
vestment and reducing unemployment.
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Since 1988, the government has pursued an economic structural adjustment prV-
gram in cooperation with the International Monetary Fund (IMF). Jordan has be.n
commended by the Fund for achieving sustained economic growth while .meeting
certain IMF-mandated economic targets. Annual GDP gowth has ranged between
five and six percent since 1991. Jordan decreased its budget deficit to less than five
percent of GDP in 1995 from 25 percent of GDP in 1989, and has reduced its exter.
nal debt from 310 percent of GDP in 1988 to 90 percent of GDP in 1995. Domestic
investment has increased due to regional events principally the Gulf crisis, which
resulted in the return of over 300,000 professionals and businessmen to Jordan.

The Government of Jordan has begun to control consumption as a percentage of
GDP. Private investment has increased in recent years and the government has re-
allocated some $900 million of its capital revenues since 1993 to infrastructure and
development-related projects. This fiscal management strategy has contributed to a
domestic savings rate of five percent of GDP.

During a special session of Parliament in the summer of 1995, the government
passed and enacted a number of key pieces of legislation creating a more business-
friendly environment in Jordan. The Encouragement of Investment Law is designed
to attract both international and local investment to the kingdom and is expected
to lead to greater investment in such nontraditional sectors as energy, telecommuni-
cations water drilling and pumping, tourism, railway and maritime transportation
and information technology. The new Income and Sales Tax Laws shift the tax bur.
den to consumers via higher sales taxes and lower corporate and individual income
taxes. The special session also removed from Jordanian law all references to the
Arab Boycott of Israel. Finally, new regulations make it easier for multinational cor-
porations to gain concessions in mining, mineral extraction and petroleum explo.
ration.

October's Amman Economic Summit provided the government with a unique plat-
form to showcase the new business environment in Jordan. The 1,200-plus inter.
national business people who attended the Summit were introduced to Jordanian
public and private sector projects as well as regional projects involving Israel, Egypt
and the Palestinian areas. The government also publicized its intention to complete
its application to the WTO by January 1996.

The Central Bank of Jordan (CB relates the Jordanian banking system via
indirect methods, such as dinar, and dollar.denominated certificates of deposit. In
September 1995, it established the dinar as a fully-convertible currency for
noncapital remittances, and in November 1995 announced a fixed dollar-dinar rate
for current payments. The September measure is consistent with the government's
efforts to liberalize external trade. The November measure is intended to boost pub-
lic confidence in the dinar. Jordan has received credit ratings from Standard and
Poor and Moody's, the .first Arab country to be rated by both organizations. Stand-
ard and Poor's rated Jordan as "single B plus" for external debts and "triple R
minus" for internal debts. Moody's rated the Kingdom as "BA3."

2. Exchange Rate Policies
The Central Bank regulates foreign currency transactions in Jordan and sets the

exchange rate. It also restricts moneychangers' currency transactions to a specified
range of buying and selling rates. In a bid to protect the dinar and refute allegations
of a currency devaluation, the Central Btink announced in November 1995 its deci.-
sion to fix dollar-dinar rates at 0.708 (buy) and 0.710 (sell) dinars to the dollar, (ap.
proximately $1.40 to the dinar). The dinar will continue to fluctuate against other
currencies according to market forces.

On November 12, the average exchange rate of the dinar against major currencies
was as follows:

Foreign Currency Dinar Equivalent
(One Unit) (1,000 fits to the dinar)

U .S. dollar ..................................................................... 0.709
British Pound ................................................................ 1.110
Deutsche M ark .............................................................. 0.502
Swiss Franc ................................................................... 0.624
French Franc ................................................................. 0.145
Japanese Yen (1,000) .... 600).............................. 0.703
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A request by the Governor of the Palestinian Monetary Authority that Jordanian
bdnks deposit 12 percent of their holdings with the Atuthqbty as a reserve is seen
by Jordanian bankers as an added pressure on the ditiar. The significant quantity
of dinars in circulation in the West Bank and Gaza creates a problem for the
Central Bank of Jordan inasmuch as this supply of dinars is largely outside its con-
trol. The government is working with the IM}to establ;sh a restitution fund to ease
pressures on Jordanian hard currency reserves as a result of exchange demands
3. Structural Policies

Pricing Policies: In general, market forces set prices in Jordan. However, the gov.
ernment imports and subsidizes the prices of basic foodstuffs such as cereals, sugar,
milk and frozen meat. It also controls the prices of other nonstrategic commodities
such as automobile spare parts, construction materials, household cleaning mate-
rials and food and beverages served in restaurants. The Ministry of Supply may in-
tervene to set price ceilings on any consumer commodity. It also operates a ration
card system for consumer purchases of sugar, rice and milk for citizens whose
monthly income is less than $715. In November 1994, the Ministry of Supply sub-
mitted a proposal to the Cabinet to eliminate price controls on nonsubsidized, non-
strategic commodities. The proposal had few supporters and never advanced. Sub-
sidized prices and controls have no impact on Jordanian imports of U.S. food sta-
ples.

Tax Policies: The government remains dependent on customs duties and import
taxes for much of its domestic revenue. These duties/taxes are collected on all im-
ports except industrial raw materials and machinery. High tariff rates are imposed
on most consumer and luxury goods. Though reduced in 1994 and 1995, tariff rates
on automobiles are especially high, ranging from 110 to 210 percent depending on
"engine size. To stimulate export production import tariffs are low on most raw ma-
terials, machinery and semifinished goods. in recent years, customs collections have
yielded a lower percentage of total government revenues as other taxes assumed
greater importance.

The kingdom's new income tax law went into effect January 1, 1996. The legisla-
tion reduces taxes on corporate earnings by 15 percentage points on average. The
highest marginal rate was lowered from 55 percent to 35 percent. Taxes on individ-
ual incomes were reduced by an average of 20 percent. Taxes are set at 35 percent
for banks and financial institutions, and 25 percent for companies engaged in bro-
kerage and agency activities. The law exempts reinvested profits from income tax,
reflecting the government's desire to encourage reinvestment of capital into new
projects and recapitalization of net returns from existing projects.

The amendment to the sales tax law, which went into effect October 1, 1995,
raises the sales tax from seven to ten percent. It exempts exports from sales taxes
and empowers the Council of Ministers to impose an "additional sales tax" to com-
pensate for revenue losses resulting from reduced customs duties on goods and serv.
ices subject to the sales tax. The amendment to the sales tax law simplifies tax col-
lection and adds industrial raw materials to the list of exempted commodities. Al-
most all types of professional, business and legal services are now subject to a ten
percent sales tax.

Regulatory Policies: Jordanian regulations pertaining to the licensing and oper-
ation of regional offices of foreign firms are fairly clear. However, local American
business people complain of difficulties with customs authorities regarding the
transparency of tariffexemptions and licensing. To discourage illegitimate foreign
companies from setting up offices in Jordan, the Ministry of Industry and Trade re-
quests that applicants sign a waiver disclaiming their right to request foreign office
exemptions and privileges. U.S. businessmen find this blanket measure to be re-
strictive and unfair. The new investment law, which went into effect in September
1995, removed cumbersome and time consuming procedures delaying registration
and government approval of projects carried out by foreign investors.

The government is working on amending legislation affecting the business climate
in Jordan. In addition to the investment law and sales and income taxes laws, the
GOJ announced its intention to pass amendments to the following: Companies Act,
Amman Financial Market Law, Electricity Law, Commercial Agents and Middlemen
Law, and Copyrights Law. These legislative items have been sent to the Council of
Ministers and should have been submitted during the next session of Parliament
beginning in December 1995.
4. Debt Management Policies

Jordan's external debt as of December 31, 1994 stood at $6.5 billion, about 110
percent of GDP and a 35 percent decline from a year earlier. The Ministry of Fi-
nance expects the country's external debt to fall to about 90 percent of GDPby the
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end of 1995. Much of this decrease was made possible by the U.S. Government for.giving all bilateral official debt, amounting to approximately $700 million, or about
10 percent of Jordan's total external debt. The government is working with other
ma or creditors, including France Japan and Gerinany, wo further reduce its debt.

According to the latest available statistics, total outstanding contracted debt (in
US$ millions) stands as follows:
A. Long term loans .................................................. 6,112.0

Arab governments ................................................ 498.1
Bilateral loans .................................................. 44.2
Arab funds ........................................................ 453.9

Industrial countries ............................................. 3,887.5
Bilateral loans .................................................. 2,171.3
Export Credit Guarantee ................................. 1,716.3

Other governments .............................................. 14.3
Foreign banks ....................................................... 186.1
Foreign companies ............................................... 34.0
Multilateral Institutions ..................................... 1,492.0

B. Short term loans ................................................. 0
C. Bonds ................................................................... 56.3
D. Leasing contracts ................................................ 289.4

Total Contracted Debt Outstanding ................... 6,457.7
Source: Ministry of Finance, Jordan.
Note.-The 6,457.7 million dollars in total outstanding contracted debt represents 5,480.7 million dollars in

total external outstanding debt plus 976.9 million dollars in total undisbursed balance of contracted loans.

5. Significant Barriers to U.S. Exports
Import Licenses: According to Import/Export Regulation No. 74 of 1993, an import

license is not required except in specific cases. In October 1995, the Ministry of In-
dustry and Trade issued instructions waiving licensing requirements for 32 items,
including strategic food commodities, telecommunications products, certain elec-
tronic equipment, and medical materials. Imports from countries having trade proto-
cols with Jordan continue to require a license however.

Despite the new Ministry of Industry and Trade instructions, the Customs De-
partment continues to require an import license for almost all products, though the
process of obtaining the license has been simplified. A license is now issued to the
importer upon opening a letter of credit with the local bank. Similarly, the issuance
of CBJ-controlled foreign exchange permits continues, but importers now can obtain
the permit after rather than before goods have cleared customs. These two measures
should facilitate trade flows between the United States and Jordan.

Standards, Testing, Labeling, and Certification: All imports to Jordan are subject
to the approval of the Standards and Measures Corporation. Foodstuffs and medi-
cines must undergo laboratory testing and certification. Jordanian testing standards
for consumer and durable items are becoming increasingly flexible for importer, of
U.S. products; however, they often lack full transparency. Until a new customs .. W
is issued enforcing internationally accepted rules of origin, the government will con-
tinue to fine importers of American products containing parts and components madeoutside the U.S.

Investment Barriers: The main purpose of the new Encouragement of Investment
Law is to promote both local and foreign investment in Jordan and to resolve out-
standing ambiguities in previous investment laws. Most important to U.S. business,
the law affirms that foreign and Jordanian investors will receive equal treatment,
though certain restrictions on foreign investment may remain in industry sectors
specifically designated by the Council of Ministers.

According to a communique issued by the Investment Promotion Department, the
government will grant foreign investors the rights of "national treatment" under the
new investment law; however, foreign ownership will be limited to 49 percent in the
land and air transportation and construction sectors as well as specially designated
subsectors of education trade and the media. The U.S. has proposed a Bilateral In-
vestment Treat with Jordan, and it is currently under review by the government.

Government Procurement Practices: With a few exceptions, government purchases
are made by the General Supplies Department of the Ministry of Finance. Foreign r
bidders are permitted to compete directly with local counterparts in international
tenders financed by the WorldBank. However, local tenders are not directly open
to foreign suppliers. By law, foreign companies must submit bids through agents.
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While Jordan's procurement law does not allow noncompetitive bidding, it does per-
mit a government agency to pursue a selective tendering process. The law gives the
tender issuing department, in addition to review committees at the Central Tenders
and General Supplies Departments, the right to accept or reject any bid while with.
holding information on its decisions. Foreign bidders may seek recourse only
through the Jordanian legal syst-m. In response to a recommendation of the Royal
Development and Modernization Commission, a higher procurement commission
was created in October 1994 to monitor procedures of the Supplies Department.

Customs Procedures: Customs procedures probably present the greatest challenge
to doing business in Jordan. The government has often promised to reform its cus.
toms regime, but overlapping areas of authority and excessive clearance require-
ments T-emain'innplace. Actual commodity appraisal and tariff assessment practices
frequently differ from written regulations. Customs officers often make discretionary
decisions about tariff and tax applications when regulations and instructions con.
flict.

To secure tariff exemptions, businessmen must document that imported raw ma-
terials will be used in export production, and that the final product contains a mini-
mum of 40 percent Jordanian value-added content. The Director General of Customs
may grant temporary admission status to certain goods such as heavy machinery
and equipment used for executing government or government-approved projects.
Foreign construction companies operating alone or with Jordanian partners may
apply for this temporary admission status. The government announced in November
1994 plans to present to Parliament an amendment to the Customs law, but the
amendment re-drafted four times between November 1994 and September 1995,
was delayed due to a World Bank-mandated reorganization of the Customs Depart.
meant. The government reportedly is again preparing a new customs law, which will
include a number of WTO-consistent provisions.
6. Export Subsidies Policies

Under Central Bank regulations, export revenues are exempted from corporate in-
come tax, sales tax and other social services taxes. Excluded from this provision are
exports under bilateral trade protocols and phosphate, potash and fertilizer exports.
The Central Bank also discounts export advances at 7.5 percent, up from six percent
in 1994, and excludes them from outstanding lines of credit. Furthermore, it offers
long term export financing for up to five years, and permits the Industrial Develop-
ment Bank to offer export financing loans on machinery imports for up to five years
at no more than 8.5 percent interest. The Jordan Loan Guarantee Corporation offers
soft loans to small scale, export-oriented projects in industry, handicrafts and agri-
culture. The corporation's primary objective is to provide guarantees to cover the
risk of credits extended by the Jordanian banking system to small and medium-
scale enterprises. The Export and Finance Bank, a new public shareholding corpora-
tion, was set up this year to provide commercial financing and loan guarantees to
Jordanian exporters. The new bank is expected to offer its services on an open mar-
ket basis.
7. Protection of U.S. Intellectual Property

Jordan is a member of the World Intellectual Property Organization (WIPO) and
the Paris Convention for the Protection of Industrial Property. However, it is not
a member of either the Berne Convention for the Protection of Literary and Artistic
Works or the Universal Copyright Protection. Jordan is applying to become a mem-
ber of the WTO in 1996, which would require that Jordan improve its level of intel-
lectual property protection to meet obligations of the WTO/Agreement on Trade Re-
lated Intellectual Property Rights (TRIPs).

Lack of full intellectual property protection, particularly for copyrights, has re-
sulted in lost opportunities for U.Ssales to Jordan. The United States has submit-
ted a draft intellectual property rights agreement to the Government of Jordan for
consideration which proposes changes which could improve the level of bilateral IPR
protection and would also further Jordan's progress towards meeting international
norms.

Jordan's copyright law, passed by Parliament in 1992, represents the govern-
ment's only recent effort to deal with the protection of foreign intellectual property.
The Ministry of Culture's Department of National Libraries has drafted a new copy-
right law, which awaits the approval of the Council of Ministers and consideration
by Parliament. The current copyright law deals with all aspects relating to exclusive
rights to (1) copy or reproduce works, (2) translate, revise, or otherwise adapt or
prepare program derivatives work, and (3) distribute or publicly communicate copies
of the work. Royalties may be remitted abroad under licensing agreements approved
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by the Ministry of Industry and Trade. However, only works of Jordanian and for-
eign authors who register their work inside the kingdom are protected.

The 1992 law does not have strong enforcement provisions, though the new draft
law is expected to establish a stringent enforcement regime. The practice of pirating
audio and video tapes for commercial purposes is widespread, with the government
making no effort to intervene. Pirated books are sold in Jordan though few, if any,
are published within the country. In January 1994, the government announced that
it would issue strict measures on copyright protection, but so far has only issued
procedural notes for existing regulations.

The Trademark, Patents and Designs Laws have not been amended since the
early 1960's. Patents (product and process) must be registered with the Ministry of
Industry and Trade to receive protection. A foreign company may register a patent
by sending a power of attorney to a local patent agent or lawyer. Initial registration
may be renewed once for a total period of protection of 14 years. Protection under
the law is only available to domestic and foreign patents that are registered in Jor-
dan. Infringement of a foreign patent, such as a manufacturing process for a chemi-
cal compound, is considered to be a violation by Jordanian courts only if it is proven
to be an exact duplication. Trademark regulations are considered adequate, but en-
forcement remains a problem.

New Technologies: Computer software piracy is rampant in Jordan's small, but
growing, computer market. There is no Jordanian legislation providing for the pro-
tection of domestic or foreign-developed technologies, nor is there legislation provid-
ing for the proper registration of imported technology.
8, Worker Rights

a. The Right of Association.-Less than 15 percent of the Jordanian work force
is unionized. Unions represent their membership in dealing with issues such as
wages, working conditions and worker layoffs. Seventeen unions make up the Gen-
eral Federation of Jordanian Trade Unions (GFJTU). The GFJTJ actively partici-
pates in the International Labor Organization.

b. The Right to Organize and Bargain Collectively.-GFJTU member unions regu.
larly engage in collective bargaining with employers. Negotiations cover a wide
range of issues, including salaries, safety standards, working conditions and health
and life insurance, if a union is unable to reach agreement with an employer, the
dispute is referred to the Ministry of Labor for arbitration. If the Ministry fails to
act within two weeks, the union may strike. Arbitration is the usual means of re-
solving disputes, and labor actions are generally low key and do not lead to strikes.

c. Prohibition of Forced or Compulsory Labor.-Compulsory labor is forbidden by
the Jordanian constitution.

d. Minimum Age for Employment of Children.--Children under age 16 are not
permitted to work except in the case of professional apprentices, who may leave the
standard educational track and begin part time (up to 6 hours a day) training at
age 13.

e. Acceptable Conditions of Work.-Jordan's workers are protected by a com-
prehensive labor code, enforced by 30 Ministry of Labor inspectors. There is no com-
prehensive minimum wage in Jordan, but the new labor law inserted a mandate to
this effect. The government maintains and periodically adjusts a minimum wage
schedule of various trades, based on recommendations of an advisory panel consist-
ing of representatives of workers, employers and the government. Maximum work.
ing hours are 48 per week, with the exception of hotel, bar, restaurant and movie
theater employees, who can work up to 54 hours. Working conditions and minimum
wages for foreign workers are stipulated in bilateral treaties, but are not consist-
ently adhered to or strictly enforced. Jordan also has a workers' compensation law
and a social security system which covers companies with more than five employees.

The new labor law, which went into effect in August 1995, protects workers from
arbitrary or politically motivated dismissals, establishes a minimum wage mandate,
extends maternity leave for women, and calls for a new social security system a] d
law. Though the new law provides for stronger workers' protection than the old law,
it does not provide for flexible treatment of foreign workers, skilled or unskilled, un-
less they are licensed to work by the Ministry of Labor and permitted to stay in
Jordan by the Ministry of Interior. Furthermore, the new labor law falls short of
many basic requirements of the ILO. Nonetheless, Jordan is an active member of
the ILO and has officially expressed strong interest in complying with international
protocols and agreements.

f. Rights in Sectors With U.S. Investment.-Worker rights in sectors with U.S. in-
vestment do not differ from those in other sectors of the Jordanian econ. "ny.
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Extent of US. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

(Millions ,o U.S. dollars]

cattoory Amount

Petroleum ................................................. (1)
Total Manufacturing................. ................... (2)

Food & Kindred Products.........................0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... (2)

Wholesale Trade ..................................................................... 0
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (2)

Services......................................... .0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

'Suppreed to avoid disclosing data o! Individual companies.
2lndicates a value between $-500,000 and $M00,000.
Source: U.S. Department ot Commerce, Bureau of Economic Analysis.

KUWAIT

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1985 prices) ....................................... N/A N/A N/A
Real GDP Growth (percent) ................................ 22.4 1.1 3.0
GDP (at current prices) 2 . . .. . .. . . .. . .. . .. .................... 23,684 24,527 12,632
GDP by Sector:

Agriculture ........................................................ 67 73 38
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. 2,188 2,541 1,308
Construction ..................................................... 800 832 428
Rents ................................................................. N/A N/A N/A
Financial Services ............................................ 2,783 2,942 1,515
Other Services .................................................. N/A N/A N/A
Government/Health/Education ........................ 6,007 6,010 3,095

Net Exports of Goods & Services ........................ 3,211 4,536 2,336
Real Per Capita GDP (US$).................16,524 16,697 8,699
Labor Force (000s) ............................................... 855 990 1,016
Unemployment Rate (percent)................. 0.5 0.5 0.5

Money & Prices (annual percentage growth):
Money Supply (M2) .............................................. 5.4 5.2 7.8
Base Interest Rate (percent) ............................... 5.7 6.5 7.26
Personal Savings Rate (percent) ......................... N/A N/A N/A
Retail Inflation ..................................................... 5.0 3.0 3.0
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index ......................................... N/A N/A N/A
Exchange Rate (US$/KD) .................................... 3.32 3.40 3.35

Balance of Payments and Trade:
Total Exports (FOB) .......................................... 10,180 11,120 5,727
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

l" 1944 1996

Exports to Us................................. .... 2,003 1,598 823
Total Imports (CIF) .............................................. 6,910 6,560 3,378

Imports from US .............................................. 1,009 1,175 605
Aid from Us ........................................................ 0 0 0
Aid from Other Countries ................................... 0 0 0
External Public Debt 5,500 6,216 4,700
Debt Service Payments (paid) ............................. N/A N/A 1,516
Gold and Forex Reserves ..................................... 3,480 3,867 3,721
Trade Balance ...................................................... 3,220 4,470 2,349

Trade Balance with U.S ................................... -994 -423 -218
1 1996 figTres are for the first and second quarters only. ....statistics arebaed.on.
x~o first half of year, annual rate would be $25,64.Tre based on the Central Bank of

Kuwait's (CBK) = Economic Report 1993' and 'The Economic Report 1994.1 These reports reflect a num.
be" of post liberation revisions arnd additions in statistics. Hence, previous statistical series should be revised
to ffilect current date. The estimates for the first two quarters of 1996 are U.S. Embassy estimates based
on Central Bank of Kuwait data and general trends in the economy.

1. General Policy Framework
Kuwait is a politically stable emirate where rule of law prevails. The press is free

and commercial advertising is available. Arabic is the official language but English
is widely spoken.

Kuwait has a small and relatively open, oil rich economy which has creavtd an
affluent citizenry who benefit from a generous welfare state.

Pre-war Kuwait's population was 2.3 million. Its current population is 1.83 mil-
lion, of whom approximately 682,000 are Kuwait citizens. Kuwait's proven crude oil
reserves amount to approximately 94 billion barrels i.e., ten percent of total world
reserves making Kuwait, potentially, a very rich nation well into the next century.

The Kiuwaiti economy has been subject to several severe shocks over the past two
decades. These include a massive increase in government intervention andcontrol
of the commercial economy during the late 1970's and early 1980's; the collapse of
the Souk Al Manakh, an unregulated curbside securities market, in 1982; the col-
lapse of world oil prices during the mid 1980's; the Iraqai invasion of 1990 and the
massive rebuilding effort undertaken after the liberation in 1991.

The Kuwaiti budget for FY 95/96 will be in deficit by over 1.6 billion Kuwaiti di.
nars ($5.47 billion).-Revenues will be KD 2.9 billion ($9.89 billion), virtually all from
oil. Expenditures are KD 4.23 billion ($14.4 billion).

As a member of the Gulf Cooperation Council (GCC), Kuwait plays a part in GCC
efforts to promote economic integration among its member states. In practice, this
means duty free imports from oter- GCC states and adoption of some GCC product
standards.
2. Exchange Rate Policies

There are no restrictions on current or capital account transactions in Kuwait, be-
yond a requirement that all foreign exchange purchases be made through a bank
or licensed foreign exchange dealer. Equity, loan capital, interest, dividends, profits,
royalties, fees and personal savings can all be transferred in or out of Kuwait with-
out hindrance.

The Kuwaiti dinar itself is freely convertible at an exchange rate calculated daily
on the basis of a basket of currencies which is weighted to reflect Kuwait's trade
and capital flows. In practice, the Kuwaiti dinar has closely followed the exchange
rate fluctuations of the U.S. dollar over the past year since the dollar makes up over
half of the basket.
3. Structural Policies

Kuwait's government plays a dominant role in the local economy. However, that
role seems destined to decline as the country moves toward privatization and ration.
alization of the economy. Kuwait's economic system, modelled on a socialist welfare
state, provides for a large measure of government regulation. These regulations re-
strict participation and competition in a number of sectors of the economy and
strictly control the roles of foreign capital and expatriate labor. The Kuwaiti govern-
ment also owns, outright, interests in many of the private companies in the country
including most of the nation's banks. In some cases, the government bought these
shares to ameliorate the Souk Al Manakh stock market collapse in 1982. In other

0 mv~m moo am i
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cases, government ownership was used to provide capital for local industries. The
era of government ownership seems to be coming to an end however. As a part of
ongoing privatization efforts, the Kuwaiti government has begun to relinquish its
interests in these companies, generally by offering its shares on the Kuwaiti stock
exchange. Private foreign investors may participate in this privatization process by
purchasing up to 40 percent ownership of Kuwait's national industries, subject to
prior Kuwait government approval.

The Kuwaiti government is, by far, the largest employer of Kuwaiti citizens, 92
percent of whom work for the government or a government owned company.
Through efforts to "Kuwaitize" its work force, the Government of Kuwait, in effect
has guaranteed employment for all Kuwaiti nationals. While this has had a social
benefit, at least superficially, it has resulted in many government ministries being
overstaffed and underproductive. It has also made it difficult for private companies
to recruit Kuwaitis for meaningful, but rigorous, jobs.

There are three basic points worth noting about the government's structural poli-
cies in Kuwait. First, policies as a body tend to strongly favor Kuwaiti citizens and
Kuwaiti owned companies. Income taxes, for instance, are only levied on foreign cor.
porations and foreign interests in Kuwaiti corporations, at rates that may range as
high as 55 percent of all net income. Individuals are not subject to income taxes;
this eliminates one government tool used in other countries to institute social or in-
vestment policies. Foreign investment, similarly, is welcome in Kuwait, but only in
select sectors as minority partners and only on terms compatible with continued Ku-
waiti control of all basic economic activities.

Foreign nationals, who represent a majority of the population, are prohibited from
having majority ownership in virtually every business other than certain small serv.
ice oriented businesses and may not own property (there are some exceptions for
citizens of other GCC states).

There are proposals to allow foreign equity participation in the banking sector (up
to 40 percent) and in the upstream oil sector (terms still to be determined). Foreign.
ers (with the exception of nationals from some GCC states) are forbidden to trade
in Kuwaiti stocks on the Kuwaiti stock exchange except through the medium of unit
trusts.

Biases also impact trade. Government procurement policies, for instance, gen-
erally specify local products, when available, and prescribe a 10 percent price advan.
ta~e for local companies on government tenders. There is also a blanket agency re-
quirement, which requires all foreign companies trading in Kuwait to either engage
a Kuwaiti agent or establish a Kuwaiti company with majority Kuwaiti ownership
and management.
4. Debt Management Policies

Prior to the Gulf War, Kuwait was a significant creditor to the world economy,
having amassed a foreign investment portfolio, under the auspices of the Kuwait In-
vestment Authority, that was variously valued at between $80 billion and $100 bil.
lion. A current reasonable estimate of the value of Kuwait's performing assets in
the Future Generations Fund would be in the range of $35 billion to $39 billion.

Kuwait has begun repayment of a $5.5 billion jumbo loan to foreign banks and
other amounts to official export credit agencies (ECA). According to Government of
Kuwait officials, these obligations will be paid on schedule and according to terms.
In 1995, Kuwait is scheduled to pay $2.481billion which will increase to$3.298 bil-
lion in 1996.
5. Significant Barriers to U.S. Exports

There are no customs duties on food, agricultural items and essential consumer
goods. Imports of some machinery, most spare parts and all raw materials are ex-
empt from customs duties. Oil companies may apply for tariff exemptions for certain
mahinery and drilling equipment.

On July 1, 1992, the General Administration of Customs began collecting a 4 per-
cent tariff on most imports. This flat rate is applied to the cost, insurance, and
freight (C.I.F.) value of imported goods. Where imports compete with goods that are
locally manufactured by "infant industries," the Ministry of Commerce and Industry
may impose protective tariffs of up to 25 percent. In such cases, tariff reviews and
determinations are done on a case by case basis. In August 1992, for instance, the
tariff on cigarettes was raised to 30 percent.

Kuwait, like other GCC member states, maintains restrictive standards which im.
pede the marketing of U.S. exports. For example, shelf life requirements throughout
the GCC for processed foods are in many cases far shorter than necessary to pre-
serve freshness. Shelf life requirements are in ?act so short that they cause other-
wise edible, fresh US. pre4ucts to be deemed by local merchants to be uncompeti-
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tive with products that can be left on the shelves longer because they have been
shipped from suppliers in countries closer to Kuwait than the U.S. Standards for
many electrical products are based on those of the U.K., even though in many cases
US. products could perform better at lower cost if standards were more flexible.
Standards for medical, telecommunications and computer equipment tend to lag
technological developments, with the result that Kuwait government tenders often
specify the purchase of obsolete, more costly items.

The Kuwait government views its offset program as a major vehicle for motivating
foreign investment in Kuwait. The U.S. government generally opposes the attach-
ment of any type of performance requirement to government tenders, and has rec-
ommended that the Government of Kuwait carefully weigh all the potential costs
of an offset program. At the same time we have encouraged U.S. firms to familiarize
themselves with the terms of this program so as to ensure the offset program does
not become an undue obstacle to their business.

In June 1993, Kuwait announced that it would no longer apply the secondary boy-
cott to firms that do business with Israel and the tertiary boycott with firm that
do business with firms subject to the secondary boycott but would continue to apply
the primary boycott to goods and services produced in Israel itself. Kuwait has also
taken steps to revise its commercial documentation to eliminate all direct references
to the boycott of Israel. U.S. firms may still occasionally receive requests for boycott
related information from private Kuwaiti firms or uninformed Kuwaiti public offi-
cials. In such cases, U.S. firms should advise the Embassy of the request, report the
request to the U.S. Department of Commerce and take care to comply with all re-
quirements of the U.S. antiboycott laws. Kuwait has received a oneyear waiver of
"Brown Amendment" requirements. This waiver will expire in May 1996. The
"Brown Amendment" prohibits defense sales to those countries that have not elimi-
nated all vestiges of the enforcement of the secondary and tertiary boycott of Israel.

For perishable imports arriving via air, land, or sea, customs clearance is prompt
and takes about three hours. To complete clearance, the importer presents its im-
port license and quality test certificate. Recurring perishable imports can be cleared
and taken to the importer's premises after an undertaking that a sample has been
submitted to the municipality for quality testing.

Customs' assessment of duty on the imported goods is usually based on the com-
mercial invoice. If the customs officials, however, believe the declared value is not
realistic, they may make their own assessment.

Importers do not need an import license for each product to be imported or for
each shipment. An importer does, however, need to obtain an annual import license
from the Ministry of Commerce and Industry which authorizes the import, on a
multiple entry basis, of any amount of goods from any country during its one year
term. To obtain this license, importing companies must fulfill the following condi-
tions: They must be registered in the commercial register at the Ministry of Com-

merce and Industry, as well as with the Kuwait Chamber of Commerce and In-
dustry (KCCI); and

The Kuwait shareholding in the capital of the company must be at least 51%.
A special import license is required to import certain kinds of goods, i.e., firearms,

explosives, drugs and wild animals. Some drugs require a special import license
from the Ministry of Public Health. Imports of firearms and explosives require a
special import license from the Ministry of Interior.
6. Export Subsidies Policies

Kuwait does not directly subsidize any of its exports, which consist almost exclu-
sively of crude oil, petroleum products and fertilizer. Almost 98 percent of Kuwait's
food is imported. Small amounts of local vegetables are grown by farmers receiving
g,,.vernment subsidies, and small amounts of these vegetables are sold to neighbor-
ing countries. However, not enough of these vegetables are grown or sold to make
any significant impact on local or foreign agricultural markets. Periodically, Kuwait
cracks down on the re-export of subsidized imports such as food and medicine.
7. Protection of U.S. Intellectual Property

Kuwait continues to lack an internationally acceptable level of IPR protection.
That said, Kuwait has made more progress during 1995 than in the previous several
years..Pressure from the US., along with a growing consciousness ofrthe importance
of IPR issues as trade and investment factors, has spurred this movement.

Kuwait has made significant strides toward improving its weak intellectual jprop-
erty rights (IPR) protection since April.1995. In January 1995, Kuwait acceded to
membership in the World Trade Organization (WTO), and with it accepted the re-
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quirement to phase in copyright and patent protection over five years in conformity
with basic international standards.

Kuwait does not now have a comprehensive copyright law although It appears to
be moving in that direction. Draft legislation if approved fy the government and
passed by the National Assembly, will extend copyright terms, ease conditionality
For protection, and provide stiffer penalties for violators. The draft's chief deficiency
is its failure to provide national treatment for foreign works not first published in
Kuwait. The practical effect would be to exclude most U.S. works from protection
under the law. In addition, the lack of national treatment does not conform to inter-
national norms, including those of WTO/Agreements on Trade-Related Aspects of In-
tellectual Property (TRIPs). o T A o I

In April, tape shop owners selling U.S. products were ordered by decree to obtain
certificates from a copyright holder certifying that they are the sole distributor of
that product. While the decree has reduced piracy and enabled legitimate products
to enter the market it is not in accordance with international norms on national
treatment and MFR. The decree may be inconsistent with draft copyright law or
other trade laws.

In June 1995, Kuwait made another effort to improve its IPR position when
under the auspices of the Kuwait Institute for Scientific Research (KISR) it hosted
a regional conference of the World Intellectual Property Organization (WIPO) on in-
dustrial property, licensing and technology transfer in the (GCC countries. The con.
ference was heldunder the patronage of Kuwait's Ministry of Commerce and Indus-
try, even though Kuwait is not a WIPO member yet.
8. Worker Rights

a. The Right of Association.-Workers have the right, but are not required, to join
unions. Nonetheless, the government restricts the right of association by prohibiting
all workers from freely establishing trade unions. The law stipulates that workers
may establish only one union in any occupational trade, and that the unions may
establish only one federation. The International Labor Organization (ILO) has long
criticized such restrictions. In 1995 about 50,000 people were organized in 14
unions, 12 of which are affiliated with the Kuwait TradeeUnion Federation (KTUF),
the sole, legal trade union federation. The Bank Worker's Union and the Kuwait
Airways Workers Union are independent. The government has shown no sign that
it would accept the establishment of more than one legal trade union federation.
The law stipulates that any new union must include at least 100 workers, of whom
at least 15 are citizens. Both the ILO and the International Confederation of Free
Trade Unions have criticized this requirement because it discourages unions in sec-
tors employing few citizens such as the construction industry ard domestic sectors.

The government's pervasive oversight powers further erode union independence.
The government sutsidizes as much as 90 percent of most union budgets, may in-
spect the financial records of any union and prohibits any union from engaging in
vaguely defined political or religious activities. The law empowers the courts to dis-
solve any union for violating labor laws or for threatening "public order and morals."
Such a court decision may be appealed. The Amir may also dissolve a union by de-
cree. By law the Ministry of Social Affairs and Labor is authorized to seize the as-
sets of any dissolved union. The ILO has criticized this aspect of the law. Although
no union has been dissolved the law subordinates the legal existence of the unions
to the power of the State.

Foreigners constitute most of the work force and about a third of its unionized
work force. Yet the law discriminates against foreign workers by permitting them
to join unions only after 5 years of residence and only as nonvoting members. Un-
like union members who are citizens, foreign workers do not have the right to elect'
their leadership. The law requires that union officials must be citizens. The ILO has
criticized the 5-year residency requirement and the denial of voting rights for for-
eign workers.

KTUF administers an Expatriate Labor Office which is authorized to investigatecomplaints of foreign laborers and provides them with free legal advice. Any foreign
worker may submit a grievance to the labor office regardless of union status.

The law limits the right to strike. It requires that all labor disputes must be re-
ferred to compulsory arbitration if labor and management cannot reach a solution
(see Section 6.b.). The law does not have any provision guaranteeing strikers that
they will be free from any legal or administrative action taken against them by the
State.

Two strikes occurred in 1995. The first was called by approximately 1,000 workers
at the Kuwait Oil Company (KOC), a government-owned company, to pressure man-
agement to upgrade their classifications. The KOC persuaded the workers, all of
whom were citizens, to return to their jobs, but did little to address the workers
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complaints. The second strike was a 1-day sit-down action by nonunion workers at
the labor camp of a private company who complained of inadequate food. The work-
era, all of whom were expatriates, ultimately received more and better food but thefour Bangladeshi leaders of the action were jailed for 21 dayq and then reported.

The KTUF belongs to the International Confederation of Arab Trade Unions and
the formerly Soviet-controlled World Federation of Trade Unions.

b. The Right to Organize and Bar4~ain Collectively.--Workers have the right to or-
ganize and bargain collectively, subject to the restrictions cited above. These rights
have been incorporated in the Labor Law and have, according to all reports, been
respectedin practice.

The Labor Law provides for direct negotiations between employers and "laborers
or their representatives* in the private sector. Most agreements are resolved in such
negotiations; if not, either party may petition the Ministry of Social Affairs and
Labor for mediation. If mediation fails the dispute is referred to a labor arbitration
board composed of officials from the High Court of Appeals, the Attorney General's
office, and the Ministry of Social Affairs and Labor.

The Civil Service Law makes no provision for collective bargaining between gov-
ernment workers and their employer. Technically, wages and conditions of employ.
ment for civil service workers are established by the government, but in practice,
the government sets the benefit scales after conducting informal meetings with offi-
cials from the civil service unions. Union officials resolve most issues at the working
level and have regular access to senior officials.

The Labor Law prohibits antiunion discrimination. Any worker who alleges
antiunion discrimination has the right to appeal to the judiciary. There were no re-
ports of discrimination against employees, based on their affiliation with a union.
Employers found guilty of antiunion discrimination must reinstate workers fired for
union activities.

There are no export processing zones.
c. Prohibition of Forced or Compulsory Labor.-The Constitution prohibits foired

labor "except in cases specified by law for national emergency and with just remu-
neration."

Foreign workers may not change their employment without permission from their
original- sponsors unless they have been in the country for over 2 years. Domestic
servants are particularly vulnerable to abuses from this practice because they are
not protected by the labor law. In many cases employers exercise some control over
their servants by holding their passports, although the government prohibits this
practice and has acted to retrieve passports of maids involved in disputes.

Domestic servants who run away from their employers may be treated as crimi-
nals under the law. However, the authorities usually do not enforce this provision
of the law. In some reported cases, employers illegally withheld wages from domes-
tic servants to cover the costs involved in bringing them to Kuwait. The government
has done little, if anything, to protect domestics in su,0h cases.

d. Minimum Age for Employment of Children.-The legal minimum age is 18
years for all forms of work, both full- and part-time. Employers must obtain permits
from the Ministry of Social Affairs and Labor to employ juveniles between the ages
of 14 and 18 in certain trades. Education is compulsory for children between the
ages of 6 and 15. These laws are not fully observed in the nonindustrial sector, al-
though no instances involving Kuwaiti children have been alleged. Some small busi-
nessmen employ their children on a part-time basis, and there have been
unconfirmed reporf.-; that some south Asian domestic servants are under 18, but fal-
sified their age in ,rder to enter Kuwait.

Juveniles may work a maximum of 6 hours a day on the condition that they work
no more than 4 consecutive hours followed by a one-hour rest period.

e. Acceptable Conditions of Work.-The Ministry of Social Affairs and Labor is re-
sponsible for enforcing all labor laws. There is no legal minimum wage in the pri-
vate sector. In 1995 the minimum wage in the public sector, administratively set
by the government, was approximately $774 a month (226 dinars) for citizens and
approximately $315 a month (90 dinars) for noncitizens.

The Labor Law establishes general conditions of work for both the public and the
private sectors, with the oil industry treated separately. The Civil Service Law also
prescribes additional conditions for the public sector. Labor law limits the standard
workweek to 48 hours with 1 full day of rest per week, provides for a minimum of
14 workdays of leave each year, and establishes a compensation schedule for indus-
trial accidents. Domestic servants, who are specifically excluded from the Private
Sector Labor Law, frequently work long hours, greatly in excess of 48 hours.

The ILO has urged the government to guarantee the weekly 24-consecutive-hour
rest period to temporary workers employed for a period of less than 6 months and
workers in enterprises employing fewer than five persons. The law pertaining to the
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oil industry provides for a 40-hour work week, 30 days of annual leave and a sick
leave. Laws establishing work conditions are not always applied uniformly to foreign
workers. Labor law also provides for enmployer-provided medical care and compensa-
tion to workers disabled by injury or disease due to job-related causes. The law also
requires that employers provide periodic medical examinations to workers exposed
to environmental hazards on the job (i.e., chemicals, asbestos, etc.). The government
has issued occupational health and safety standards; however, compliance and en-
forcement appear poor, especially with respect to unskilled foreign laborers. Employ-
era often exploit workers' willingness to accept substandard conditions. Foreign
workers, especially unskilled or semiskilled South Asian workers, frequently face
contractual disputes, poor working conditions, and some physical abuse.

Workers have the right to remove themselves from dangerous work situations
without jeopardy to their continued employment, and legal protections exist for
workers who file complaints about such conditions. Latest available figures for occu-
pational injuries show 1,472 such occurrences in 1994, primarily in the sectors of
construction and building, manufacturing, hotels and restaurants, and transpor-
tation. To cut accident rates, the government periodically inspects installations to
raise awareness among workers and employers and ensure that they abide by the
safety rules, control the pollution resulting from certain dangerous industries, train
workers who use new machines in specialized institutes, and report violations.

f. Rights in Sectors With U.S. Investment.-The only significant U.S. investment
in Kuwait is in the partitioned neutral zone shared by Kuwait and Saudi Arabia
where one U.S. oil company working under a Saudi concession, operates under and
in full compliance with the kuwaiti labor law that applies to the oil sector. We ex-
pect the new "Equate" project to comply fully with GOK laws.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. 30
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ......................................... 0
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing ........................................................ 0

Wholesale Trade ..................................................................... 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate ..............................................- 1
Services .................................................................................... (1)
O th er Industries ...................................................................... (1)
TOTAL ALL INDUSTRIES .................................................... 62

'Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

MOROCCO

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19951

Income, Production and Employment:
Real GDP (billion 1980 DHs) .............................. 109.7 122.3 116.2
Real GDP growth (percent) ................................. - 1.1 11.5 -5.0
GDP (at current prices) ....................................... 26,866 31,080 31,175
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Key Economic Indicators.-Continued
[Millions of U.8. dollars unless otherwise noted]

1993 1994 19961

GDP by Sector.
Agriculture/Fishing .......................................... 4,039 6,055 4,400
Mining................525 557 596
Energy/Water...........................2,035 2,362 2,527
Manufacturing......................... 4,848 5,343 5,717
Construction........................... 1,281 1,296 1,387
Commerce ......................................................... 1,730 1,871 2,002
Other Services...........................5,541 6,164 6,596
Transport/Communications ............................. 3,371 3,692 3,950
Government ................ .................................. 3,496 3,739 4,000

Per Capita GDP (US$) ......................................... 1,051 1,192 1,172
Urban Labor Force (millions) .............................. 4.3 4.6 4.9
Urban Unemployment (percent) ......................... 16.0 16.0 16.0

Money and Prices (annual percentage growth):
Money Supply (M2)..............7.9 10.2 5.6
Treasury Bill Rate (1 year)2 ............. .. . . .. . . .. .. . .. . . .  12.5 9.1 9.0
Private Savings Rate (pct GDP) ......................... 6.1 8.0 6.5
Retail Inflation ..................................................... 5.9 5.7 6.5
Wholesale Inflation .............................................. 3.1 2.8 7.0
Exchange Rate (Year-end, DH/US$) .................. 9.7 9.0 8.5

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,696 4,000 4,300

Exports to U.S.......................... 126 144 160
Total Imports (CIF) ....................... 6,657 7,185 7,500

Imports from US .............................................. 672 620 750
Aid from US. (fiscal year). ................... 112 23 44
External Public Debt ........................................... 20,783 21,712 21,000
Debt Service Ratios ...................... . .. . . .. . . . .. . . .. . . . .. . .  36.0 34.9 34.0
Foreign Exchange Reserves....................3,936 4,610 3,800
Trade Balance .................................................... -2,962 - 3,184 -3,200

Trade Balance with US ................................... -546 -476 -590
'Projections based on data available October 1996.
xYear-end rate, not change.
sAs a percent of goods, nonfactor services and private transfers.

1. General Policy Framework
The Moroccan government has pursued an economic reform program since the

early 1980s. It has restrained government spending, revised the tax system, re-
formed the banking system, pursued appropriate monetary policies, eased import re-
strictions, lowered tariffs and liberalized the foreign exchange regime. These re-
forms have helped restore macroeconomic stability: the current account deficit, fiscal
deficit and inflation rates are well below their early 1980s levels. Economic growth
has been modest, with wide year-to-year fluctuations due largely to variations in
rainfall.

Recently, however the pace of the reform program has slowed somewhat. While
Morocco has ratified the Uruguay Round Agreements, it is behind schedule in re-
placing non-tariff barriers with tariffs for a number of agricultural products. Finan-
cial sector reform has slowed. The fiscal deficit was well above target in 1994 and
1995, with the deficit financed largely by domestic borrowing and loans from the
central bank. A reduction in the reserve requirement in late 1993 led to an accelera-
tion in the growth of the money supply in 1994, although monetary growth slowed
in 1995.

Policy slippages and a severe drought contributed to a widening fiscal deficit, ris-
ing inflation and falling foreign exchange reserves in 1995. The economy is expected
to contract by about 5 percent, following approximately 12 percent GDP growth in
1994 and falling GDP in 1992 and 1993. Morocco's chronic merchandise trade deficit
widened in 1994 and is likely to remain high in 1995. Receipts from remittances
tourism and foreign investment fell in 1994 and are expected to remain unchanged
or grow only slightly in 1995.

22-970 96-17
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Morocco boasts the largest phosphate reserves in the world, a diverse agricultural
(including fishing) sector, a large tourist industry, a growing manufacturing sector
(especially clothing), and considerable inflows of funds from Moroccans working
abroad. Most of Morocco's trade is with Europe, with France alone accounting for
about a quarter of Morocco's imports and a third of its exports. The United States
and Morocco signed a Trade and Investment Agreement in 1995.
2. Exchange Rate Policies

The Moroccan dirham (DH) is convertible for all current transactions (as defined
by the IMF's Article VIII) as well as for some capital transactions, notably capital
repatriation by foreign investors. Foreign exchange is routinely available through
commercial banks for such transactions on presentation of documents. Moroccan
companies may borrow abroad without prior government permission.

The Central Bank sets the exchange rate for the dirham against a basket of cur.
rencies of its principal trading partners, particularly the French franc and other Eu-
ropean currencies.RThe rate against the basket has been steady since a nine percent
devaluation in May 1990, with changes in the rates of individual currencies reflect-
ing changes in cross rates. The large weight given to European currencies in the
basket means that the fluctuation of the dollar against those currencies results in
agreater volatility of the dollar than the European currencies against the dirham.
This increases the foreign exchange risk of importing from the United States as
compared to importing from Europe.
3. Structural Policies

The 1992 foreign trade law reverses a legal presumption of import protection,
spelling out permissible grounds for exceptions to the general principle of free trade
and providing a legal basis for antidumping and countervailing duties. It replaces
quantitative restrictions with tariffs (both ad valorem and variable) on the importa.
tion of politically sensitive items. However, the new law has not been fully imple-
mented as of late 1995 and nontariff barriers remain on a number of goods, notably
cereals, vegetable oils and sugar. The government reimposed the import license re-
quirement on bananas in 19965in the face of rising imports.Interest rate policy has also changed in recent years. In 1994 the government re-
vised the interest rate ceiling on bank loans. The ceiling had previously been set
as a 2.5 percentage point markup over the banks' average cost of funds, excluding
the below-market-rates for some required holdings. The new ceiling is set as a three
to four percent markup over the banks' average cost of funds, including the below-
market-rates on required deposits. The effect of the change is to lower the interest
rate ceilings, although real rates remain high.

Morocco has a three-part tax structure consisting of a value added tax (VAT), a
corporate income tax, and an individual income tax. The new investment code
passed by the Parliament in October 1995 calls for reductions in the corporate and
individual income taxes, and the reduction of import duties and elimination of the
value added tax on certain capital goods and equipment.
4. Debt Management Policies

Morocco's foreign debt burden has declined steadily in recent years. Foreign debt
fell from 128 percent of GDP in 1985 to about 67 percent of GDPIin 1994. Similarly,

I f debt service payments before rescheduling, as a share of goods and services exports,
fell from over 58 percent in 1985 to about 34 percent in 1995, which isroughly what
actual rescheduled debt service payments averaged in recent years. The Moroccan
government does not foresee the need for further Paris Club rescheduling.

5. Significant Barriers to U.S. Exports
Import licenses: Morocco has eliminated import licensing requirements on a num-

ber of items in recent years. The government is committed to eliminating this re-
quirement for certain agricultural products, notably cereals, vegetable oils and
sugar, but has not done so as of October 1995. Licensing requirements remain for
motor vehicles, used clothing and explosives.

Tariffs: Tariffs have been gradually reduced in recent years. By 1993 the maxi-
mum tariff was 35 percent and the (trade-weighted) average tariff was about 13 per-
cent. That trend is now being reversed as Morocco replaces quantitative restrictions
with higher tariffs on a number of products. In particular, tariffs of up to 300 per-
cent were imposed in late 1993 on dairy and meat products in conjunction with the
elimination of licensing requirements on those items. Tariffs of between 73 and 311
percent may be imposed on cereals vegetable oils and sugar following the elimi-
nation of licensing requirements and reference price systems on those goods. There
is also a 10 to 15 percent surtax on imports of most goods.
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Services barriers: In November 1989 Parliament abrogated a 1973 law requiring
majority Moroccan ownership of firms in a wide range of industries, thus eliminat.
ing what had been a barrier to US. investment in Morocco. In 1993 the Moroccan
government repealed the 1974 decree limiting foreign ownership in the petroleum
refining and distribution sector, which allowed Mobil Oil to buy back the Moroccan
government's 50 percent share of Mobil's Moroccan subsidiary in 1994.

Standards, testing, labeling and certification: Morocco applies approximately 500
Industrial standards based on international norms. These apply primarily topackag.
ing, metallurgy and construction. Sanitaq regulations apply to virtually all food im-
ports. Meat shfiould be slaughtered according to Islamic law.

Investment barriers: The Moroccan government actively encourages foreign in-
vestment. The Parliament passed a new investment code in 1995 which applies
equally to foreign and Moroccan investors, except for the foreign exchange provi-
sions which favor foreign investor,. Unlike the previous sectors. investment codes,
the advantages offered under the new code are to be granted automatically. There
are no foreign investor performance requirements, although the new code provides
income tax breaks for investments in certain regions, and in crafts and export in-
dustries.

Government procurement practices: While Moroccan government procurement
regulations allow for preferences for Moroccan bidders, the effect of the preference
on U.S. companies is limited. Virtually all of the government procurement contracts
that interest U.S. companies are large projects for which the competition is non-Mo-
roccan (mainly European) companies. Many of these projects are financed by multi-
lateral development banks which impose their own nondiscriminatory procurement
regulations. U.S. companies sometimes have difficulty with the requirement that
bids for government procurement be in French.

Customs procedures: In principle customs procedures are simple and straight.
forward, but in practice they are sometimes marked by delays. A commercial invoice
is required, but no special invoice form is necessary. Certification as to country of
origin of the goods is required.
6. Export Subsidies Policies

There are no direct export subsidies, although the 1995 investment code provides
a five-year corporate income tax holiday for export industries. Morocco has a tem-
porary admission scheme which allows for suspension of di Lies and licensing re-
quirements on imported inputs for export production. This scheme includes indirectexporters (local suppliers to exprters. In addition, a "prior export" program exists,
whereby exporters can claim a refund on duties paid on imports which were subse-
quently transformed and exported.
7. Protection of U.S. Intellectual Property

Morocco is a member of the World Intellectual Property Organization (WIPO) and
is a party to the Berne Copyright, Paris Industrial Property, and Universal Copy-
right Conventions, the Brussels Satellite Convention, and the Madrid, Nice, and The
Hague agreements for the protection of intellectual property.

Copyright: Computer software is not specifically covered by Morocco's copyright
law and violations of software copyrights are not uncommon.

Patents: Morocco has a relatively complete regulatory and legislative system for
the protection of intellectual property. A quirk dating from the era of the French
and Spanish protectorates requires patent applications for industrial property to be
filed in both Casablanca and Tangier for complete protection.

Trademarks: Counterfeiting of clothing, luggage, and other consumer goods is not
uncommon; however, anti-counterfeiting has been increasingly enforced. Counter-
feiting is primarily for local sales rather than for export. Trademarks must be filed
in both Casablanca and Tangier.

8. Worker Rights
a. The Right of Association.-Workers are free to form and join unions throughout

the country. The right is exercised widely but not universally. Approximately ten
percent of Morocco's 4.9 million urban workers are unionized, mostly in the public
sector. The selection of union officers and the carrying out of their duties are some-
times subject to government pressure. More narrowly focused strikes continue to
occur, although strikers often encounter police harassment and arrest. Work stop-
pages are normally intended to advertise grievances and last 24-48 hours. A wave
of limited duration strikes in schools, flour mills, banks, and the Port of Casablanca
occurred in 1995. A strike at a food processing plant in March led to police interven-
tion and the arrest of six unionists. In May,.workers of the National Railroad began
a two-month strike which severely disrupted train traffic in the country. It was the
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first time in at least three years that a major Moroccan industry was affected by
a strike featuring near universal participation.

b. The Right to Organize and Bargain Collectively.-While the protection of the
right to organize and-bargain collectively exists in the Constitution and Labor Law,
the government does not always enforce the protections fully. The laws governing
collective bargaining are inadequate. Collective bargaining has been a longstanding
tradition in some parts of the economy, but the practice is not spreading.

The multiplicity of trade ",nion federations creates competition to organize work-
ers. As a result, a single factory may contain several independent locals. Labor laws
are observed most often in the corporate and parastatal sectors of the economy. In
the informal economy, labor regulations are routinely ignored. As a practical matter,
the unions in Morocco have no judicial recourse to impel the government to act
when it has not met its obligations under the law.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited in Morocco.

d. Minimum Age for Employment of Children.-The law prohibits the employment
or apprenticeship of any child under 12 years of age. Special regulations cover the
employment of children between the ages of 12 and 16. In practice, however, chil-
dren are often apprenticed before age 12, particularly in the handicraft industry.
The use of minors is common in the rug-makin#, textile, and tanning industries.
Children are also employed informally as domestics and usually receive little or no
wages. Child labor laws are generally well observed in the industrialized, unionized
sector of the economy.

e. Acceptable Conditions of Work.-The minimum wage is about $170 per month
and is not considered adequate to provide a decent standard of living for a worker
and his or her family. The minimum wage is not enforced effectively in the informal
sector of the economy. It is enforced fairly effectively throughout the industrialized,
unionized sectors where most workers earn more than the minimum wage. They are
generally paid between 13 and 16 months salary, including bonuses, each year.

The law provides for a 48-hour maximum work week with not more than 10 hours
any single day, premium pay for overtime, paid public and annual holidays, and
minimum conditions for health and safety, including the prohibition of night work
for women and minors. As with other regulations and laws, these are not univer-
sally observed in the informal sector.

f. Rights in Sectors With U.S. Investment.-Worker rights in sectors with U.S. in-
vestment do not differ from those described above, all of which is in the formal, in-
dustrial sector of the Moroccan economy.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Catqory Amount

Petroleum ................................................................................ . .(1)
Total Manufacturing .............................................................. 63

Food & Kindred Products .................................................. 30
Chemicals and Allied Products ........................................... 8
Metals, Primary & Fabricated ............................................ (1)
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment 0 .............................................
Other M anufacturing .......................................................... (1)

Wholesale Trade ..................................................................... 0
Banking .................................................................................... (1)
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES ................................................... 90

1 Suppressed to avoid discloang data of individual companies.

Souree: U.S. Department of Commerce, Bureau of Economic Avslysi&
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OMAN
Key Economic Indicators

(Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1978 prices) ....................................... 7,815.1 8,019.7 N/A
Real GDP Growth (percent) ................................ 6.4 2.6 N/A
GDP (at current prices) ....................................... I11,164 11,299 6,406
GDP by Sector.

Petroleum .......................................................... 4,064.1 4,039.6 2,438.0
Natural Gas ...................................................... 157.6 167.4 80.3
M ining ............................................................... 6.8 6.8 4.9
Oil Refining ....................................................... 99.6 96,L 71.5
Electricity and Water ....................................... 153.9 157.8 92.8
Construction ..................................................... 498.7 455.0 160.4
Wholesale/Retail Trade .................................... 1,628.6 1,611.0 925.1
Government Services ....................................... 1,995.8 2,036.7 1,108.1
Other Sectors .................................................... 2,700.6 2,918.7 1,659.1
Less Imputed Bank Charges ........................... - 254.8 -299.8 - 183.0

Per Capita GDP (US$/1978 base) ....................... 3,923.0 3,837.2 N/A
Labor Force (000s) ............................................... 581.1 634.1 716.4
Unemployment Rate (percent) ............................ N/A N/A N/A

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 3.2 6.7 2.2
Weighted Average Interest Rate on Deposits .... 3.5 2.7 3.6
Personal Saving Rate .......................................... 10.1 9.3 N/A
Consumer Price Inflation .................................... 0.9 -0.7 -2.4
Consumer Price Index (1990 base) ..................... 106.8 106.1 103.5
Exchange Rate (US$/rial) .................................... 2.60 2.60 2.60

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 5,449.6 5,298.0 2,056.3

Exports to US. (non-oil) .................................. 42.1 53.6 N/A
Total Imports (CIF) ......... .......... .... 3,760.2 3,913.8 1,596.0

Imports from U.S .............................................. 331.8 263.6 N/A
Aid from U.S ........................................................ 0 0 0
Aid from Other Countries ................................... 0.7 0.8 N/A
External Public Debt ........................................... N/A N/A N/A
Debt Service Payments ........................................ N/A N/A N/A
Gold and Forex Reserves 2 .. .. . . . .. . .. . .. . .................. 1,872.3 1,714.7 1908.9
Trade Balance ...................................................... 1,549.6 1,185.1 177.0

Trade Balance with U.S.s ................................ -278.8 -194.0 N/A
Sources: Annual Report.1994 and Quarterly Bulletin, (June 1996), Central Bank of Oman; monthly statis-

tical bulletins-Main Economic and Social Indicators, Ministry of Development.1Unless otherwise indicated, 1996 figures are for the first six months only; in the "Balance of Payments
and Trade' table, 1996 data is through May only. Percentages are not annualized.2Gold and foreign currency
are Central Bank Reserves; 1996 data is from June 1996. State General Reserve Fund figures are not pub-
licly available.

*The trade balance with the U.S. doe not include Omani oil purchased by the U.S. on the spot market.
No oil is purchased directly from Oman by U.S. companies.

1. General Policy Framework
The Sultanate of Oman is a small nation of just over 2.2 million people (including

about 660,000 expatriates) living in the aria mountains and desert plain of the
southeastern Arabian Peninsula. Oman is a small oil producer and its economy
moves in lockstep with the world price of oil. Although Oman has a per capita GDP
of just under $5,400, a significant proortion of its population lives in rural poverty.
Population growth of 3.5 percent for Oman surpasses economic growth and presents
ever greater demand for costly desalinated water.

Oil revenue accounts for up to 80 percent of government revenues. Oman levies
a corporate income tax applicable to Omani-ownid firms of 7.5 percent on net prof-
its. A graduated system of taxes applies to Omani/foreign joint venture companies
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otherwise not eligible for tax holidays. There are no personal income taxes or prop.
erty taxes. The government imposes substantial fees for labor cards and companies
are liable for fines if they do not reach specified levels of "Omanization" by the end
of 1996.

The 1994 budget deficit stood at 27 percent of net government revenues and was
due to weak oil prices and resulting slowdown in revenues. The government ft-
nances the shortfall by drawing down on reserves and issuing development bonds,
which were first sold in August 1991. Among major expenditure categories, about
35 percent of Oman's 1994 budget was spent on defense and security, 11 percent
on the current and capital expenditures ?or Petroleum Development Oman (PDO),
and seven percent on education. Overall expenditures were three percent higher in
the first nine months of 1995 compared to the comparable period in 1994, but reve-
nues were 8.7 percent higher. The budgetary goal for 1995 was to trim the deficit
to 14 percent of revenues.

Oman's economy is too small to require a complicated monetary policy. The
Central Bank of Oman directly regulates the flow of currency into the economy. The
most important instruments which the bank uses are reserve requirements, loan to
deposit ratios, treasury bills, rediscount policies, currency swaps and interest rate
ceilings on deposits and loans. Such tools are used to regulate the commercial
banks, provide foreign exchange and raise revenue, not as a means to control the
money suppIy. The large amounts of money sent home by expatriate workers in tfac
country andby foreign companies in Oman helps ease monetary pressures.
2. Exchange Rate Policies

The rial is pegged to the U.S. Dollar at a value of one rial to $2.60. Oman last
devalued the rialtin 1986.
3. Structural Policies

Oman operates a free market economy, but the government is at present the most
important economic actor, both in terms of employment and as a purchaser of goods
and services. Contracts to provide goods and services to the government, including
the two largest purchasers, the national oil compan and the Defense Ministry, are
on the basis of tend(,rs overseen by a tender board. Oman has fairly rigid health,
safety and environmental standards (mostly British origin), which are inconsistently
enforced.

Oman promotes private investment through a variety of soft loans (through three
specializeddevelopment banks) and subsidies, mostly to industrial and agricultural
ventures. The government grants five year tax holidays to newly-establi shed indus-
tries, with the possibility of an additional five year holiday.

In 1995 the State Minister for Development Affairs reinforced the Sultanate's pri-
vatization policy by announcing that all new projects will be undertaken by the pri-
vate sector. The Sultanate plans to convert companies currently owned by the gov-
ernment into mixed or private enterprises. Its five year plan, for 1996 through 2000,
is expected to embody Oman's shift from reliance on public to private sector invest-ment with state development spending reduced to one-third the current level. Oman
sees its neighbors along the Indian Ocean as its natural market for its modest in-
dustrial sector.

With the Manah Power Project, the Sultanate became the first Gulf Arab nation
to turn exclusively to the private sector to finance, build and operate a utility, with
title reverting to the government after 20 years. Private development of a major
LNG plant at Sur awaits firm sales agreements needed to secure financing. A fer-
tilizer plant is among the spin-off industries expected to cluster around the LNG
plant. Governmental approval appears to be the only remaining hurdle for a 1996
ground-breaking of aImajor aluminum plant. Pipeline projects compete for approval
and financing. Oman s modern but still state-owned telecommunications sector will
continue fiberoptic backbone expansion to Salalah. Beyond 1996, Oman has major
coal deposits inland from Sur which remain undeveloped, has an outstanding natu-
ral port area at Salalah, and many sites for potential tourist facilities.
4. Debt Management Policies

Oman's sovereign debt is estimated at $2.9 billion. So far, the debt is easily man-
aged and is owed to a consortium of international banks. The consortium has no
difficulty in finding buyers of this debt. There are no International Monetary Fund
or World Bank adjustment p -3grams and there is no rescheduling of official or com-
mercial government debt. Oman gives little publicity to the foreign aid that it do-
nates. In 1993, modest aid packages went to Bosnia and Somalia. In 1994 the Sul-
tanatv provided soft loans to Kazakstan.
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5. Significant Barriers to U.S. Exports
In 1995 Oman substantially eased visa requirements by offering two year multiple

entry visas to attract American tourists and business representatives.
A license is required for all imports. Special licenses are required to import phar-

maceuticals, liquor and defense equipment. The licenses for general merchandise to
be sold t) the government are issued to the sole local agents of individual products
in order to protect the exclusivity of the relationship. Once entered into, the agency
agreements are difficult to break. This may cause problems for exporters who enter
into agency agreements without fully judging the qualifications of the agent and
without properly delimiting the scope of the agency agreement.

Service barriers consist of simple prohibitions on entering the market. For exam-
ple, entry by new firms in the areas of banking, accountancy, law and insurance
is not permitted. The Central Bank considers the bank market overcrowded and
seeks the strengthening and consolidation of existing banks. The only U.S. banking
institution in Oman is Citicorp, which is restricted to its existing single branch.
Major US. accounting firms are well represented. Omani firms appear quite open
to affiliating with U.S. firms.

Oman attempts to attract foreign firms and investors to participate in joint ven-
tures with Omani majority ownership. Its policy towards wholly or largely foreign
owned firms is ambivalent and unpredictable. For very large strategic projects,
Oman may offer foreign investors control commensurate with their investment and
risk.

Oman uses a mix of standards and specifications systems. Generally, GCC stand-
ards are adopted and used. However, because of the long history of trade relations
with the U.K., British standards have also been adopted for many items. Oman is
a member of the International Standards Organization and applies standards rec-
ommended by that organization. U.S. firms sometimes run afoul of dual language
labeling requirements or, because of long shipping periods, have trouble complying
with shelf-life requirements.

Despite requirements to "Omanize" the work force, the private sector depended
in 1995 on an increasing number of expatriates for managerial, technical, and phys-
ical labor.

Oman continues to promote "Buy Oman' laws; this is a slow process as very few
locally made goods meeting international standards are available. The Tender Board
evaluates the bids of Omani companies for products and services at 10 percent less
than the actual bid price, but foreign goods and services bid by Omani agents re-
ceive the same national preference. Because of short lead times on open tenders, it
is often difficult to notify U.S. firms of trade and investment possibilities and then
difficult for those firms to obtain a local agent and prepare tender documents.

Oman's customs procedures are complex, and there are complaints of sudden
changes in the enforcement of regulations. Processing of shipments at Omani ports
and airports can add significantly to the amount of time that it takes to get goods
to the market or inputs to a project. Overland shipment from the U.A.E. seldom
encounter problems.

6. Export Subsidies Policies
Oman's policies on development of light industry, fisheries, and agriculture are

geared to making those sectors competitive internationally. Investors in those areas
receive a full range of tax exemptions, utility discounts, soft loans and, in some
cases, tariff protection. The government has also set up an export, guarantee pro-
gram which both subsidizes the cost of export loans and guarantees Omani export-
ers payment for exported products. Oman is an observer to the World Trade Organi-
zation.
7. Protection of U.S. Intellectual Property

Oman has a trademark law which the government enforces actively. Application
for trademark protection requires a local agent. There is nopatent or copyright pro-
tection, although draft laws await approvalas of late 1995. A U.S. intellectual prop-
erty rights delegation visited Oman in May 1992 and a World Intellectual Property
Organization team advised the Omanis on a draft of the copyright la, in early 1994.

The local audio and video cassette markets feature imported pirated copies. Pirat-
ed imports of computer software are also available. Nevertheless, the local agents
of foreign companies seek to limit pirating when it reduces their opportunities for
marketing legitimate products. In terms of computer software, major companies and
government agencies buy only legitimate products.

RW - - *A OW
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8. Worker Rights
a. The Right of Association.-Omani Labor Law does not presently address the

formation of labor unions. Oman's labor law specifies that "it is absolutely forbidden
to provoke a strike for any reason." A few strikes, however, have occurred. Oman
joined the International Labor Organization (ILO) in 1994 and received a visitingILO delegation in the fall of 1994. Legislation amending the labor law remains
under review by the government, which may liberalize regulations with respect to
the right of association and the right to strike.

b. The Right to Organize and Bargain Collectiuely.-There are no provisions for
collective bargaining for wages and working conditions in Oman. The 1973 Labor
Law (as amended) imposes a statutory obligation on employers with over 50 employ-
ees to propose the creation of a representative body of worker and management rep-
resentatives and to relay to the Ministry of Social Affairs and Labor the proposed
constitution for the body. Wages are set by employers within guidelines set by the
ministry. The Labor Law is a comprehensive document defining conditions of em-
ployment for both Omanis and foreign workers. (The latter group comprises two.-
thirds of the active labor force.) Work rules must be approved- by the ministry and
posted conspicuously in the work place. Any employee, Omani or expatriate, may
file a grievance with the Labor Welfare Board. The board operates impartially and
generally gives workers the benefit of the doubt in grievance hearings. Disputes that
the board cannot resolve go to the Minister of Social Affairs and Labor for decision.
Judgments against Omanm employers are often difficult to enforce.

c.-Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is pro-
hibited by law.

d. Minimum Age for Employment of Children.-Under the law, children, defined
as those under the age of 13, are prohibited from working. Juveniles over 13 years
and under 16 years of age are prohibited from performing evening or night work
or strenuous labor. Juveniles are also forbidden to work overtime or on weekends
or holidays without Ministry permission. Education is not compulsory, but the gov.
ernment encourages school attendance. More that 90 percent of eligible school age
children enter primary school.

e. Acceptable Conditions of Work.-The Labor Law allows the government to set
minimum wage guidelines. These guidelines do not cover domestic servants, farm-
ers, government employees, or workers in small businesses, categories with many
foreign workers. The minimum wage is sufficient to provide an 0mani worker in
the capital area with a decent living with something left over for rural relatives.
The same applies to expatriate manual laborers or clerks who, likewise, send money
home. The private sector workweek is 40 to 45 hours (less for Muslims during
Ramadan). The work week is five days in the public sector and generally five and
a half days in the private sector.

f. Rights in Sectors With U.S. Investment.--Oman's petroleum sector is the only
part of/the economy in which U.S. investment is more than minimal. U.S. participa-
tion in other sectors is only as a contracted supplier of goods and services. In the
oil sector, U.S. firms adhere to Omani labor law and have considerable success in
employing Omanis and providing a safe working environment.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars)

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing .............................................................. 0

Food & Kindred Products ................................................. 0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ................................................ . 0
Other Manufacturing ........................................................ 0

Wholesale Trade ..................................................................... 0
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (2)

Services ................................................................................... 5
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Extent of U.S. Investment in Selected Industriese-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions of U.S. dollars]

Category Amount

Other Industries ...................................................................... 0
TOTAL ALL INDUSTRIES ............................................... 168

'~~sdto avoid disclosing data of individual companies.
2 410o value between $-500,000 and $600,000.
Source: U.S. Department ot Commmes, Bureau of Economie Analysia.

SAUDI ARABIA

Key Economic Indicators
(Millions of U. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1990 prices) ....................................... 115.7 N/A N/A
Real GDP Growth (percent) ................................ -0.7 N/A N/A
GDP (at current prices)s2 .................. . . .. . .. . . .. . . .. .. ..  122.6 123.4 N/A
GDP by Sector.

Oil ................. ................................ .5...6 45.3 N/A
Private Sector .......................... 43.8 45.6 N/A
Government .................. ......... 33.2 32.5 N/A

Real Per Capita GDP (US$)8 . . . . . ... ........... . . . . . .  7,000 6,800 N/A
Money and Prices (annual percentage growth):

Money Supply (M2)"4..............................................-0.8 4.8 5.6
Base Interest Rate (percent)s5 ........... . .. . . .. . . . . .. . .. . .  3.9, 3.9 6.28
Wholesale Inflation4 . . . . . . . . . .  . . . . . . . . .. . . . .  0.4 1.4 6.99
Consumer Price Index4 ....... . . .. . . . . . . . . . . . .. . . . . .  0.8 0.5 4.67
Exchange Rate (SR/US$)...........3.75 3.75 3.75

Balance of Payments and Trade:
Total Exports (FOB) ........................................... 42.5 45.6 N/A

Exports to US. (FAS) ...................................... 7.4 7.6 N/A
Total Imports (FOB)............*.4.. . .. 28.2 23.3 N/A

Imports From US. (FAS) ................................ 5.8 5.0 N/A
Aid From U.S.................. ..... 0 0 0
Aid From Other Countries................... . 0 0 0
External Government Debt 6 .. . . . . . . . . . . .. . . .. . .  4.5 1.8 0
Debt Service Payments (paid) ............................. 0 2.7 1.8
Gold and FOREX Reserves 4 . . . . . . . . . . . . . . . . . . .  5.9 5.3 7.8
Trade Balance....................................................00..14.3 22.3 N/A

Trade Balance With U.S .................................. 1.6 2.6 N/A

'Embassy estimates.
2In purchaers' values.
sBasd on official 1992 census data and current GDP.
4For 1996, data for tho first half of the year.
:AvYrage annual rate for one-month deposits, 1996 average for first half of the year.
o~utatanding foreign debt at end of year, 1994, anda end of October, I16.

1. General Policy Framework
Saudi Arabia has an open economy with a large government sector. Its regula-

tions favor Saudis and citizens of the Gulf Cooperation Council (GCC) states. These
preferences are Saudi Arabia - 2 reflected in virtually all government policies, in-
cluding those affecting taxation, credit, investment, procurement, trade, and labor.
However, the government's interest in promoting economic development, defense
and technology transfer ensures that the favoritism toward Saudis and the GC(
does not block-participation in the domestic economy by foreign investors.
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Oil dominates the Saudi economy, comprising an estimated 37 percent of GDP,
and 72 percent of budget receipts in 1994. Much of the non-oil GDP is tied to oil,
as consumption and investment are dependent on oil receipts and services and sup-
plies sold t the oil sector. The government sector plays a significant role in influ.
ending resource allocation within the Saudi economy. Non-oil budget revenues in-
clude customs duties, investment income, and fees and charges for services.

The Government of Saudi Arabia has recorded budget deficits annually for the
past 12 years, with the shortfall for 1994 estimated at $9.5 billion -- 7.7 percent of
GDP. The government originally financed its fiscal shortfalls by drawing down for-
eign reserves, and began borrowing in 1988 through government bonds and bills to
conserve its remaining assets. Defense and security account for nearly one-third of
all budgeted expenditures, and the government also makes large outlays for sala-
ries, operations and maintenance. The government embarked on a major austerity
program in 1994 .. reducing planned spending by 15 percent over the level for 1993.
The austerity program continued in 1995, with a ffirther 6.3 percent budget cut._King Fahd has publicly endorsed privatization since 1994, and the government hasbeKun studying the sale of some state-owned firms.

The growth of the money supply is dictated by government fiscal operations and
the growth of the economy. The audi Arabian Monetary Agency (SAk1A) has the
statutory authority to set legal reserve requirements, impose limits on total loans,
and regulate the minimum ratio of domestic assets to total assets for the banks. It
is also able to influence local interest rates by conducting open market operations
through repurchases of Saudi government development bonds and treasury bills.
SAMA oversees a financial sector of 12 commercial banks, five specialized credit
banks, and a variety of non-bank financial institutions.
2. Exchange Rate Policies

The Saudi Riyal (SR) is officially pegged to the IMF's Special Drawing Right
(SDR) at a rate of SR 4.28255=SDR 1, with margins of 7.25 percent on either side
of the parity. SAMA suspended the margins in 1981 and in practice pegs the riyalto the dollar. Saudi Arabia last devalued the riyal in June 1986 when it set the offi-
cial selling rate at SR 3.75=USD 1. There are no taxes on purchases or sales of for-eign exchange.

_Saudi Arabia imposes no foreign exchange controls on capital movements by resi-
dents or nonresidents beyond a prohibition against transactions with Israel, and,
in accordance with Uf* resolutions, Iraq. Local banks are prohibited from inviting
foreign banks to participate in riyal-denominated transactions inside or outside
Sauci Arabia without prior approval of SAMA. The monetary authorities and all
residents may freely and without license buy, hold, sell, import and export gold,
with the exception of gold of 14 karat or less, which is prohibited.
3. Structural Policies

The Saudi government has traditionally maintained price controls for basic utili-
ties, energy, and agricultural products. Water, electricity, and petroleum products
are heavily subsidized, with prices often substantially below the costs of production
in order to share the wealth and spur development. In agriculture, the government
slowed spending on its wheat purchase program in 1995 by reducing rice supports
and decreasing purchase quotas by 35 percent. However, the government still pur-
chases wheat from local fai-mers at prices significantly above market levels.

S3audi taxes take three major forms: income taxes, fees and licenses, and customs
duties. The income tax is payable only by foreign companies and self-eriployed expa-
triates. The income tax rates on business incomes for foreign companir(. and expatri-
ate shareholders of Saudi firms range from 25 perent on profits of less than
$26,667 to a maximum rate of 45 percent on profits of greater than $266,667. For-
eign investors receive incentives, including a 10-year tax holiday, for approved agri.
cultural and manufacturing projects with a minimum of T5 percent Saudi participa-
tion. Saudis and Muslim residents are subject to the "zakat," an Islamic net worth
tax levied at the flat rate of 2.5 percent. Import tariffs are levied at a general mini-mum rate of 12 percent ad valorem, except for products originating in Gulf Coopera-
tion Council states and essential commodities. There is also a maximum 20 percent
tariff on products that compete with local infant industries.
4. Debt Management Policies

Saudi Arabia is a net creditor in world financial markets. SAMA manages a for-
eign portfolio of over $50 billion in its issue and banking departments and an esti-
mated $15 billion for the autonomous government institutions: the pension fund, the
Saudi Fund for Development, and the General Organization for Social Insurance.
Under SAMA's current definitions, only about $10-15 billion of its over $50 billion
portfolio is available as the remainder is earmarked to guarantee the currency or
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letters of credit. In addition to overseas assets managed by SAMA, Saudi Arabia's
commercial banking system had a net foreign asset position of $15.5 billion at the
end of 1994. The ludi government began 1995 with a foreign debt of $1.8 billion
from a syndicated loan signed in 1991, and by May 1995 it had retired that debt.
The domestic banks, Saudi Aramco, and other state-owned enterprises have over.
seas liabilities.

Saudi Arabia has become dependent on borrowing to finance its budget deficits.
The Saudi government began borrowing in 1988 through a domestic government de-
velopment bond program.-The bonds have a two to five-year maturity. In 1991, fol.
lowing the Gulf War, the Saudi government expanded its borrowing when it signed
loan syndications with international and domestic banks and introduced treasury
bills. By March 1995, total Saudi government domestic debt was about $90 billion,
or 75 percent of GDP. This debt is owed to domestic creditors: the autonomous gov.
ernment institutions, commercial banks, and private Saudis.
5. Significant Barriers to U.S. Exports

Saudi Arabia is not a member of the World Trade Organization (WTO,, but a
WTO working party has been formed to review its requestfor accession.

Saudi trade and investment barriers appear in a variety of forms. The foreign cap-
ital investment code requires that foreign investment be made in line with the na-
tion's development priorties and that they include some technology transfer. While
there are no legal limitations on percentage of foreign ownership, wholly foreign-
owned ventures are unlikely to receive government approval. Foreigners may not in-
vest at all in joint ventures engaged solely in advertising, trading, distribution or
marketing. Real estate ownership is restricted to wholly-owned Saudi entities or
citizens of the GCC.

Saudi labor laws require companies registered in the Kingdom to give preference
to Saudi nationals when hiring.

In 1994, the GCC states publicly announced that they would no longer enforce the
secondary and tertiary aspects of the Arab League boycott of Israel. However, a lim-
ited number of Saudi entities still make reference to the boycott in their commercial
documentation. U.S. firms often have to remove these references before they sign
the documentation.

Import licensing requirements designed to protect domestic industries or restrict
importing to nationals can present additional barriers. Contractors of civilian
projects cannot import directly and instead must purchase equipment and machin-
ery from Saudi agents. Saudi Arabia requires a license to import agricultural prod-
ucts.

Restrictive shelf-life standards for food products act as de facto discrimination in
favor of European and Asian products, which take less time to ship than products
made in the United States.

In 1987, Saudi Arabia enacted regulations favoring GCC-made products in gov.
ernment purchasing. GCC items now receive up to a ten percent price preference
over non-GCC products. Under a 1983 decree, foreign contractors must subcontract
30 percent of the value of the contract, including support services, to majority
Saudi-owner' firms, a restriction which U.S. businessmen consider a serious barrier
to exports of U.S. engineering and construction services. Saudi Arabia negotiates off-
set requirements in connection with certain military purchases and, recently, for
some ma.or civilian projects.

In addition, the government reserves certain services for government-owned com-
panies. Insurance services for government agencies and contractors are reserved for
te National Company for Cooperative Insurance. The government also gives a pref-
erence to national shipping companies: up to 40 percent of governmental purchases
must be shipped in Saudi-owned vessels.

Saudi customs rules require that incoming goods be accompanied by documenta-
tion certified by an approved Arab-U.S. Chamber of Commerce and the Saudi Em-
bassy or Consulate in the United States. The latter requirement slows shipping,
adds man-hours and fees, and ultimately increases the cost of the product to Saudi
customers.
6. Export Subsidies Policies

Saudi Arabia has no subsidy programs specifically targeted at exports, though
many of its industrial incentive programs indirectly support exports.
7. Protection of U.S. Intellectual Property

Saudi laws are generally adequate, though the 1990 copyright law does not explic-
itly extend to foreign works..However, since Saudi Arabia's 1994 accession to the
Universal Copyright Convention, government authorities have extended reciprocal
protection for UCC signatories. Enforcement efforts vary from sector to sector.
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Copyright enforcement efforts have been relatively successful in video markets.
er the past year most overt sales of pirated videos have ceased. Howewr, piracy

of software among retailers and end-users is widespread, and enforcement efforts
are sporadic. Further, the sound recordings market is dominated by pirated prod-
ucts. Mos of the pirated sound recordings are produced locally.

Saudi Arabia enacted a patent law in 1989. The criteria for determining whether
an invention is patentable are similar to those applied in the United States. The
law permits compulsory licensing of patented products or processes, with or without
compensation to the patent holder for non-use of the patent or for public policy rea-
sons. The Saudi patent office has yet to issue its first patent.

Saudi Arabia's trademark laws and regulations conform to international norms,
but U.S. businesses have complained of excessive registration and search fees, As
well as problems with enforcement. However, during 1995, the Ministry of Com-
merce undertook several well publicized and aggressive enforcement actions against
importers of counterfeit U.. goods. The companies involved reported good coopera-
tion from Saudi authorities.

In general, software and audio piracy continue to cause the most significant losses
to US. firms. Losses due to ineffective patent protection are difficult to judge. In
the pharmaceutical sector, stringent health regulations have controlled the problem
of pirated products.
8. Worker Rights

a. The Right of Association.--Government decrees prohibit the formation of labor
unions and strike activity.

b. The Right to Organize and Bargain Collectively.-This right is not recognized
in Saudi Arabia.

c. Prohibition on Forced or Compulsory Labor.-Forced labor is prohibited in
Saudi Arabia. However, since employers have control over the movement of foreign-
ers in their employ, forced labor, while illegal, can occur, particularly in the case
of domestic servants and in remote areas where workers are unable to leave their
places of employment.

d. Minimum Age for Employment of Children.-The labor law provides for a mini-
mum age of 13, which maybe waived by the Ministry of Labor with the consent
of the child's guardian. Children under 18 and women may not be employed in haz-
ardous or unhealthy industries such as mining. holly-owned family businesses and
family-run agricultural enterprises are exempt from the minimum age rules.e. A.cetable Conditions o/-Work.--Saudi Arabia has no minimum wage. The labor
law establishes a 48-hour work week and allows employers to require up to 12 addi-
tional hours of overtime, paid at time and one.half. It also requires employers to
protect employees from job-related hazards and diseases.

f. Rights in Sectors With U.S. Investment.--Conditions of work at major U.S. firms
and joint-venture enterprises are generally as good or better than elsewhere in the
Saudi economy. U.S. firms normally work a five and one-half day week (44 hours)
with paid overtime. Overall compensation tends to be at levels that make employ-
ment in U.. firms very attractive.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. 157
Total M anufacturing ............................................................... 920

Food & Kindred Products ................................................... (1)
Chemicals and Allied Products ........................................... (1)
Metals, Primary & Fabricated ........................................... (1)
Machinery, except Electrical ............................................ 3
Electric & Electronic Equipment ..................................... 5
Transportation Equipment ................................................. 0
Other M anufacturing ......................................................... . 33

W holesale Trade ...................................................................... (1)
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 159
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Extent of U.& Investment in Selected Industris.,-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994--Continued

[Millions ot U.S. dollar]

Cat•pry Amount

Other Industries ...................................................................... 103
TOTAL ALL INDUSTRIES ................................................... 2,717

1 Supprssed to avoid dise~ongdata .ofIni~vidal companies.
Source: U.S. Department d/ Commaw, Buramu of atonomic Analysis

SYRIA

Key Economic Indicators 1

(Millions of(U.S dollars unless otherwise noted]

1993 1994 (Est) 1996 (Est)

Income, Production and EmploymentA
Real GDP (1985 prices) ....................................... 9,835 10,130 10,535
Real GDP growth (percent) ................................. 4 3 4
GDP (at current prices) ....................................... 35,582 36,649 38,115
GDP by Sector.

Agriculture ........................................................ 10,959 12,822 14,745
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. 5,031 5,283 5,547
Construction ..................................................... 1,496 1,795 2,154
Rents ............ ................0.0 .N/A N/A N/A
Financial Services ............................................ 1,303 1,498 1,723
Other Services .................................................. 727 835 961
Government/Health/Education ........................ 3,566 4,100 4,716

Net Exports of Goods & Services ........................ N/A N/A N/A
Real per capita GDP ('85 base) ........................... 660 658 648
Labor Force (000s) ............................................... 3,900 4,300 4,700
Unemployment Rate (est., percent) .................... 7 8 10

Income, Production and Employment (Neighbor.
ing Country rate)3
Real GDP (1985 prices) ....................................... 2,623 2,702 2,810
GDP (at current prices) ....................................... 9.488 9,773 10,164
GDP by Sector.

Agriculture ........................................................ 2,922 3,419 3,932
Energy and Water ............................................ N/A N/A N/A
Manufacturing .................................................. 1,342 1,409 1,480
Construction ..................................................... 399 479 574
Rents ................................................................. N/A N/A N/A
Financial Services ............................................ 347 399 459
Other Services .................................................. 194 223 256
Government/Health/Education ........................ 951 1,093 1,258

Net Exports of Goods & Services ........................ N/AN N/A
Real per capita GDP ('85 base, US$) .... ......... 176 175 173

Money and Prices:
Money supply (M2) (million SP) ......................... 202,141 245,000 270,000
Base Interest rate4 .................... .. . . .. . . .. . .. . . . . . .. . . .. ..  9 9 9
Personal Saving Rate .......................................... 8.0 8.0 8.0
Retail Inrf'tion ..................................................... 16.0 15.0 15.0
Wholesale Inflation .............................................. 12.0 10.0 10.0
Consumer Price Index ......................................... 564 649 746
Exchange Rate (SP/US$):

Official................11.20 11.20 11.20
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Key Economic Indicators '-Continued
(Millions of U.A. dollars unless otherwise noted]

1993 1994 (Est) 1996 (Eat)

Blended ............................................................. 26.60 26.60 26.60
Neighboring Country Rate ............................... 42.00 42.00 42.00
Offshore market ............................................... 47-52 48-52 47-51

Balance of Payments and Trade:
Total Exports (FOB) ............................................ 3,153 3,516 3,668

Exports to US .................................................. 144 72 70
Total Imports (FOB) ............................................ 3,467 4,160 4,640

Imports from U.S .............................................. 186 198 245
Aid from U S........................................................ 0 0 0
Aid from Other Countries ................................... 1,358 701.9 N/A
External Public Debt ........................................... 19,40u N/A N/A
Debt Service Payments (paid) ............................. N/A N/A N/A
Foreign Exchange Reserves ................................ N/A N/A N/A
Gold Holdings (million troy oz.) .......................... 0.833 0.833 0.833
Trade Balance ...................................................... -314 -644 -972

Trade Balance with U.S ................................... -42 - 126 - 175

'The Syrian government has not published its final 1994 statistics as of the completion of this report.
Further, the government's 1993 economic statistics remain estimates. All figures in the preceding tables are
estimates based on the government's 1993 estimates, other sources in the public domain, and this Embassy's
own calculations.

2Millions of U.S. dollars converted at the official rate of 11.2 Syrian pounds/U.S. dollar.
3Millions of U.S. dollars converted at the 'Neighboring Country" rate of 42 Syrian pounds/U.S. dollar.
4All banks in Syria are nationalized and interest rates are set by law, ranging from two percent for fR.

nancing of the export and storage of barley to nine percent for certain private sector loans. Savings rates
range from two percent on public sectnr *current accounts and sight deposits, to nine percent on "other in-
vestment bonds.* Most rates have not changed in 10 years.

1. General Policy Framework
In the past year, the Syrian government has acted to reduce administrative bar-

riers to U.S. exports. The private sector, responding to these and other reforms, has
increased its imports beyond those of the public sector. Increases of U.S. exports to
Syria have been limited by continued U.S. Government foreign policy sanctions and
remaining Syrian administrative and legal barriers to trade. As a reward for partici-
pation in the Gulf War, Arab Gulf states have contributed large, but declining
amounts of aid, to Syria over the past three years. These allocations, over $1.7 bil.
lion in 1992, $1.3 billion in 1993, and $701.9 million in 1994, have gone to rehabili-
tate Syria's telecommunications and electrical power generation sectors.

Prospects for Syrian private sector investment and imports continue to improve.
Liberalization actions of the Syrian government permit private exporters to retain
foreign exchange export earnings to finance permitted imports for manufacturing in-
puts, as well as other listed products. Alt:.ough retaining a monopoly on strategic 5

imports, such as wheat and flour, the government continued to expand the list of
permitted imports during 1995, including items, such as bananas, ttuna fish, and
sardines, which were formerly reserved for public sector importing agencies.

The United States imposed trade controls in 1979 as a response to Syria's involve-
ment with terrorism. The U.S. Governr.-nt expanded sanctions against Syria in
1986, following Syria's implication in the attempted bombing of an Israeli airliner
at London Heathrow Airport. Among the affected items are aircraft, aircraft parts,
and computers of US. origin or containing U.S.-origin components and technology.
The Syrians have sought alternate suppliers of these products. Under the 1986
sanctions, Syria is ineligible for the Export Enhancement Program (EEP) and the
Commodity Credit Corporation (CCC) program in all agricultural products, render-
ing U.S. wheat flour uncompetitive in the Syrian market. The Syrian-U.S. Bilateral
Aviation Agreement expired in 1987 and has not been renewed. Finally, the EXIM
flaak and OPIC suspended their programs in Syria, further disadvantaging U.S. ex-
porters in meeting competition from other suppliers. . .e

The Syrian government uses its annual budget as its principle tool for managing
the economy. Through 1992, the Syrian government's ability to raise official prices
on many consumer items (effectively reducing subsidies), improve tax collections,
and increase transfers from state enterprises, while reducing commitments of Syr-
ian resources to capital expenditures, enabled it to reduce budget deficits, leading
to a balanced budget in 1992. However, due to Syria's maintenance of its large mili-
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tary establishment, both here and in Lebanon, and its continued heavy (but cur-
rently much reduced) subsidization of basic commodities and social services, the last
three budgets have been in deficit ($261.9 million in 1993, $311.9 million in 1994,
and $292.9 million in 1995).

Given Syria's anachronistic and nationalized financial system and inability to ac.
cess international capital markets, monetary policy remains a passive tool used al-
most exclusively to cover fiscal deficits. All four of the country's banks are national-
ized Interest rates are fixed by law. Most rates have not changed in the last several
years. Current real interest rates are negative.
2. Exchange Rate Policies

The Syrian government continues to maintain a multiple exchange rate system.
The official exchange rate remains fixed at 11.20- Syrian pounds/dollar for certain
government and public sector transactions, and for valuations of some customs tariff
rates. A second exchange rate, called the "Blended Rate," 26.6 SP/dollar, can be
used by the United Nations, international organizations, and diplomatic missions.
A third rate, the "Neighboring Country" rate, 42 SP/dollar, applies to most state en-
terprise imports except certain basic commodities and military/security items. Re-
cently, a minor change was made which allows foreign tourists to pay for hotel
rooms at the 42 SP/dollar rate, instead of the 11.2 SP/dollar rate. The actual effects
of this decision on hotel prices have been negligible. Outside Syria, a thriving off-
shore market for Syrian pounds operates in Lebanon, Jordan, and the Arab Gulf
countries. During 1995, the value of the pound fluctuated between SP 47 and 51
to the dollar in these locations.

Exchange controls are strict. Syrian currency may not be exported, although it
may be imported physically. Almost all exchange transfers must be by letter of cred-
it opened at the Commercial Bank of Syria. Outward private capital transfers are
prohibited unless approved by the Prime Minister or transacted under the new in-
vestment law noted below. Prior to 1987, Syrian law required private exporters to
surrender 100 percent of foreign exchange earnings to the Central Bank at the offi-
cial rate. Now, private exporters may retain 75 to 100 percent of their export earn-
ings in foreign exchange to finance imports of inputs and other items designated on
a short list of basic commodities, surrendering the balance to The Commercial Bank
of Syria at the "Neighboring Country" rate. Since 1991, the Commercial Bank of
Syria may convert ca-sh, travelers checks and personal remittances at i.he "Neighbor-
ing Country" rate.
3. Structural Policies

By law, the Ministry of Supply controls prices on virtually all products imported
or locally produced, althou enforcement in most sectors is spotty. The ministry
also sets profit margin ceilings, generally up to 20 percent, on private sector im-
ports. Local currency prices are computed at the 42 SP/USD rate. In the agricultural
sector, production of strategic crops (cotton, wheat) is controlled through a system
of procurement prices and subsidies for many inputs, including seeds, fuel, and fer-
tilizers. Farmers may retain a portion of production, but the balance must be sold
to the government at official procurement prices. Since 1989, the government has
continued to increase farm gate prices to encourage production and to enable state
marketing boards to purchase larger quantities of locally produced commodities. In
1995, the-local government determined price of wheat was above the extremely high
world price computed at the free market rate.

With the surge of private industrial investment, especially in textile and clothing
manufacturing, private sector capital goods imports exceeded that of the public sec-
tor in 1993 (figures for 1994 have not yet been published). However, public sector
demand remains significant. Contracts are awarded through the official tender sys-
temr. these are open to international competition with no restrictions, other than
language pertaining to the Arab League boycott of Israel and the requirement to
post a bid bond. Syrian public sector entities will accept positive statements of ori-
gin to deal with the boycott issue.

Syrian tariffs are very high, exceeding 200 percent for passenger cars. Income
taxes are highly progressive.-Marginal rates in upper brackets are 64 percent. Sala-
ried employees also pay a graduated wage tax, reaching 17 percent. Tax evasion is
widespread.
4. Debt Management Policies

Syrian authorities have been unwilling to provide data on military debt, as well
as accumulated obligations under bilateral clearing arrangements. Guaranteed civil-
ian debt is officially estimated at approximately $3.4 billion . Syria's total external
public debt is estimated to be $18 billion, most of which is military debt to the
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former Soviet Union. Very little Syrian commercial debt is held by U.S. companies,
but sovereign debt to the U.S. Government is about $250 million.

The Syrian government remains badly in arrears o,4 payments to official export
credit agencies and bilateral donors, including USAID. Syria has been in violation
of the Brooke Amendment since 1985. Syria a so has an unresolved problem of out.
standing arrears to the World Bank.
5. Significant Barriers to U.S. Exports

Any product legally imported into Syria requires an impoort license, which is is-
sued by the Ministry of Economy and Foreign Trade according to a policy aimed at
conserving foreign exchange and promoting local production. Strict standards on la-
beling and product specifications are non-discriminatory and fairly enforced. Cus-
toms procedures are cumbersome and tedious because of complex regulations. In ad-
dition, duty rates are extremely high. Tariff exchange rates depend on the type of
good.

Government procurement procedures pose special problems. Although foreign ex-
change constraints have eased, many public sector companies continue to favor bar.
ter arrangements which can be unattractive to U.S. suppliers. In addition, problems
remain in the prompt return of performance bonds.

Current bid bond forms stipulate that the guarantee becomes null and void if the
tender is not awarded upon its expiry date, without need for any other procedure.
Some government tenders include a clause allowing the bidder to cancel his bid at
six-month intervals, provided a written notice is received within a stipulated time
frame. If such a clause is not included in the tender, it can often be negotiated.
Tenders for flour stipulate that bids are invalidated after one month, if no contract
is signed.

Syria participates in the Arab League boycott of Israel. Many Syrian government
tenders contain language unacceptable under U.S. anti-boycott law. Public sector
agencies accept positive certification from U.S. companies in response to tender an-
plication questions. Once interested parties obtain tender documents, they should
obtain competent advice regarding the anti-boycott regulations before proceeding.
One source of such advice is the U.S. Department of Commerce Office of Anti-boy-
ott Comp~liance (telephone advice line (2021377-2381).

Given the centralized structure of the economy, specific "buy national" laws do not
exist. Strategic goods, military equipment, sugar, and items not produced locally or
in sufficient quantities are procured by public sector importing agencies from the
international market, provided foreign exchange is allocated by the Supreme Eco-
nomic Council.

The government requires its approval for all foreign investments and theoretically
encourages joint ventures with government agencies. Concessions and services must
be explicitly negotiated. The number and position of foreign employees in a company
are usually negotiated when the contract or agreement is signed. Land ownership
laws are complex. The right to repatriation of capital is legally recognized. The in-
vestment law of 1991 provides for tax holidays and exemptions on duties, as well
as guarantees for the remission ofprofits. However, the law requires that repatri-
ated foreign exchange be generated from export company operations. Despite the
new legislation, poor infrastructure, lack of financial services, and complex foreign
exchange regulations, including Law No. 24 which criminalizes unauthorized foreign
exchange transactions, continue to pose serious barriers.

Government monopolies in banking, insurance, telecommunications, and other
public sector service industries hinder foreign investment. Motion pictures are dis-
tributed by a government agency and subject to censorship.

Petroleum exploration and oil service companies operating in Syria are required
to convert their local currency expenditures at the over-valued official exchange
rate, although exceptions may be negotiated on a case-by-case basis. This require-
ment has inflated company operating costs and contributed to the departure of more

exploration companies in 1994/1995.
6. Export Subsidy Policies

Export financing and subsidies are not available to either the public or the private
sectors. In fact, some exports are subject to special taxes. Recent government deci-
sions allowing private firms to transact exports and imports at the "Neighboring
Country" rate, instead of the unfavorable official rate, have encouraged private
trade through official channels. Similar concessions to public sector companies to
complete export transactions have enhanced the foreign exchange position of these
companies. The SARG is exporting barley and wheat at the prevailing high inter-
national prices. The export prices are still below the cost to the SARG at the neigh.
boring country rate of exchange.
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7. Protection of U.S. Intellectual Property
Syria's legal system recognizes and facilitates the transfer of property rights, in-

cluding intellectual propert rights. Syria is a member of the Paris Convention for
the Protection of Industrial Property. Prior registration of intellectual property is re-quired to bring irifrinpment suits.

Due to the unsophisticated industrial structure and existing limits on private in.
dustry, there are Few major infringement problems. Local courts would likely give
plaintiffs fair hearings but any financial awards would be in Syrian pounds.-Re.
quests for payment in foreign exchange would probably be delayed indefinitely.

Most books printed in Syria are in Arabic and by Arab authors. The publishing
industry Is not well developed. Despite the lack of legal protection, major commer-
cial infringements do not appear to be a problem. There are however, individual
entrepreneurs who copy records cassettes, and videos, and sell them. In any event,
enforcement and the associat e4 litigation would be, if not impossible, extremely
costly compared to any positive benefits which might result.

The U•S. motion picture industry estimates thethome video market in Syria is 100
percent pirated, and is also concerned with unauthorized hotel video performances,
which are said to be common. However, only a few hotels have internal video sys.
teams.
8. Worker Rights

a. The Right of(Association.-The 1973 Constitution provides for the right of the
"popular sectors"of society to form trade unions. Although the General Federation
of Trade Unions (GFTU) is purportedly an independent popular organization, in
practice the government uses it as a framework for controlling nearly all aspects
of union activity. According to GFTU officials, the secretaries general of the eight
professional unions, some of whom are not Ba'th Party members, are each elected
by their respective union's membership.

The Syrian government contends that there is in practice trade union pluralism.
However, workers are not free to form labor unions independent of the government-
prescribed structure. Legislation granting the right of any trade union to be Mov.
earned by its own by-laws without those rules having to correspond to those o the
GFTU remains pending.

Strikes are not prohibited (except in the agricultural sector), but in practice they
are effectively discouraged. There were no reported strikes in 1995, as was also the
case in 1994 and 1993. There is at least one person who has been in detention for
13 years for involvement in a strike in 1980. He was tried only at the end of 1992.
Some members of the Syian Engineers Association who were arrested because of
the strike action in 1980, along with members of the Doctors' Association arrested
at the same time, reportedly remain in detention. As with other organizations domi.
nated by the Ba'th Party, the GFTU is charged with providing opinions on legisla-
tion devising rules for workers and organizing labor. The elected president of the
GF1U is a senior member of d&e ruling Ba'th Party and a member of the party's
highest body, its regional command. With his deputy, he participates in all meetings
of the cabinet's ministerial committees on economic affairs. While the unions are
used primarily to transmit instructions and information to the labor force from the
Syrian leadership, elected union leaders also act as a conduit through which work-
ers' dissatisfaction is transmitted to the leadership. The GFTU is affiliated with the
International Confederation of Arab Trade Unions.

Since the U.S. Trade Representative suspended Syria's GSP privileges in June
1992, the Syrian government has not made sufficient legislative and practical
changes regarding workers rights to prompt a reconsideration of the suspension.

b. The RKight to Organize and Bargain Collectively.-In the public sector, unions
do not normally bargain collectively on wage issues, but union representatives par-
ticipate with the representatives of the employers and the respective ministry to es.
tablish sectoral minimum wages according to legally prescribed cost-of-living levels.
Workers serve on the board of directors of public enterprises, and union representa-
tion is always included on the boards. Unions also monitor and enforce compliance
with the labor law.

In the private sector unions are active in monitoring compliance with the laws
and ensuring workers' health and safety. Under the law, unions ma engage in ne-
gotiations for collective contracts with employers. The International Labor Organiza.
tion's experts committee noted Syra's continuing resistance to changing a section
of the labor code which allows the Minister of Labor and Social Affairs to refuse
to approve a collective bargaining agreement and to annul any clause likely to harm
the economic interests of the country. Unions have the right to litigate contractswith employers and the right to litigate in defense of their own interests or'those
of their members (individually or collectively) in cases involving labor relations.

22-970 96-18
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Union organizations may also claim a right to arbitration. In practice, due to the
relatively small size of Syrian private sector enterprises, labor disputes are gen-
erally settled informally. Social pressure to be seen as fair and generous are power.
ful factors in determining owners' treatment of workers.

Workers are protectedby law from anti-union discrimination, and there were no
reports of discrimination against union members (see also section 6.E)

There is no union representation in Syria's seven free trade zones, and firms in
the zones are exempt from Syrian laws and regulations governing the hiring and
firing of workers, though some provisions concerning occupational health and safety,
work hours, and sick and annual leave do apply.

c. Prohibition of Forced or Compulsory Labor.-There is no Syrian law banning
forced or compulsory labor. Such practices may be imposed in punishment, usually
in connection with prison sentences for criminal offenses, under the Economic Penal
Code, the Penal Code, the Agricultural Labor Code, and the Press Act. There were
no reports of forced or compulsory labor involving children or foreign or domestic
workers.

d. Minimum Aqe for Employment of Children.-The minimum age for workers in
the public sector is foarteen, though it is higher in certain industries. The minimum
age varies more widely in the private sector. The absolute minimum age is 12, with
parental permission required for children under age 16 to work. Children are forbid.
den to work at night. The Ministry of Social Afairs and Labor is responsible for
enforcing minimum age requirements, but the number of labor investigators is not
adequate. Anecdotal evidence suggests that the use of child labor increased during
1995, in response to tougher financial times for the lower classes and the need for
additional sources of income. The government tends to be less effective in rural
areas and tends not to question minimum age violations within small family busi.
nesses where, for example, sons take up their fathers' crafts.

e. Acceptable Conditions of Work.,As mandated in the constitution, the govern-
ment legislatively establishes minimum and maximum wage limits in the public sec.
tor and sets limits on maximum allowable overtime for public sector employees. The
minimum wage is not sufficient to allow a worker and his family to survive, so
many workers take additional jobs, open businesses, or rely on extended families for
support. According to the 1959 Labor Act, minimum wage levels in the private sec-
tor are set by the-Minister of Social Affairs and Labor. His decision is based on rec.
ommendations from a committee including government officials, employer represent-
atives, and employee representatives.

Syrian labor law extensively regulates conditions of work, including rules and reg.
ulations which severely limit the ability of an employer to fire an employee without
due cause. One exception to the heavily regulated labor field relates to day laborers.
They are not subject to minimum wage regulations and receive compensation only
for job-related injuries. They are commonly employed in small private firms and
businesses in order to avoid the costs of permanent employees who are well pro.
tected, even against firing.

The statutory work week consists of six 6-hour days, although in certain fields in
which workers are not continuously busy, a 9-hour day is permitted. Labor laws also
mandate a full 24-hour rest day per week. Public laws mandate safety standards
in all sectors, and managers ar, expected to implement them fully. A draft legisla-
tive decree is pending with the President of the Council of Ministers to provide com-
pensatory rest for those who have to work on the weekly rest day, thus bringing
the law into conformity with the international labor code. The ILO has also noted
that a provision of the labor code allowing workers to be kept at the workplace for
up to eleven hours per day could lead to abuse. In practice, the public sector is in
conformity with the schedule noted above. There were no reports of private sector
employees having to work as many as eleven hours per day. A special department
of the Social Security Establishment works at the provincial level with inspectors
at the Ministries of Health and Labor to ensure compliance with safety standards.

In practice, workers have occasionally taken employers to judicially-empowered
labor committees to win improvements in working conditions that affect their
health.

Foreign workers theoretically receive the same benefits but are often reluctant to
press claims because employees' work and residence permits may be withdrawn at
any time. Moreover, many work illegally and are not covered by the government
system. Some foreigners are employed illegally as domestic servants in Syria. Resi-
dence permits are legally granted only to diplomats who employ servants, but some
senior officials are also able to acuire the necessary permits.

f. Rights in Sectors With U.S. Jnvestment.--We know of no new direct U.S. invest-
ment in Syria in 1994 - 1995. Several U.S. firms have oil and gas concessions in
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Syria but none are currently producing. U.S. firms are required to comply with Syr.
Ian labor law.

Extent of U.S. Investment in Selected Industries.,-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

[Millions of U.S. dollars]

Catepry Amount

Petroleum ................................................................................. 367
Total Manufacturing ....................................... 0

Food & Kindred Proeducts .......................... 0
Chemicals and Allied Products ........................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, ,cept Electrical ............................................ 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing ............................ 0

Wholesale Trade .................. ........................ 0
Banking ................................................................................... 0
Finance/Insurance/Real Estate ............................................. 0
Services ................................................................................... 0
Other Industries .. ... ..................................... 6
TOTAL ALL INDUSTRIES .................................................... 373

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

TUNISIA

Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 19961

Income, Production and Employment:
Real GDP (1990 base) .......................................... 12,350 12,785 13,233
Real GDP Growth (percent) ................................ 2.6 3.4 3.5
GDP (current prices) ............................................ 15,422 15,946 16,524
GDP by Sector:2

Agriculture ........................................................ 2,003 2,089 2,136
Manufacturing .................................................. 2,211 2,813 2,970
Non-manufacturing .......................................... 1,575 1,680 1,774
Tourism ............................................................. 936 1,248 1,297
Services ............................................................. 3,993 4,788 5,056

Real Per Capita GDP (US$) ................................ 1,413 1,463 1,496
Labor Force (millions) ......................................... 2.56 2.77 2.84
Unemployment Rate (percent) ............................ 16.2 16.4 16.4

Money and Prices:
Money Supply ....................................................... 2,866 3,097 3,034
Commercial Interest Rates (max) ....................... 14 14 14
Savings Rate (percent-average) ........................ 8 8 8
Consumer Price Index ......................................... 196.2 205.4 217.3
Wholesale Price Index ......................................... N/A N/A N/A
Official Exchange Rate (US$iTD) ....................... 1.02 1.02 1.08

Balance of Payments and Trade:
Total Exports ........................................................ 4,073 4,696 5,000

Exports to US .................................................. 31.0 49.2 60.0
Total Imports ........................................................ 6,366 6,647 7,500

Imports from US .............................................. 415.2 437.7 N/A
Aid from U.S. (FY basis) ..................................... 14.9 1.1 0
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1996'

Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 7,655 8,675 9,430
Debt Service Payments ........................................ 1,391 1,637 2,065
Gold Reserves ....................................................... 4.4 4.4 4.4
Foreign Exchange Reserves ................................ 816 1,133 1,300
Balance of Payments ........................................... 102.0 204.4 188.0

'Tunisian Smwenent pn.ectionstfrom available i"-month data.
XThese indicators are themost relevant to the Tuniwian economy.

1. General Policy Framework
Tunisia has a mixed economy composed principally of agriculture, tourism, manu-

facturing, hydrocarbon extraction and phosphate mining. The largest sector is serv-
ices, compri-ing about 33 percent of GDP. Textiles are now the largest source of for-
eign exchange, earning a projected $2 billions in 1995. Tourism may bring approxi.
lately $1 billion of foreign exchange into Tunisia this year. The manufacturing sec-
tor comprises about 15 percent of GDP, and consists primarily of textiles and food
processing. Agriculture accounts for about 15 percent of output. A severe drought
caused widespread crop failures in 1995, forcing the Government of Tunisia to scale
back its prediction of about 12 percent growth in the agriculture sector. The cereal
harvest is down 66 percent from the below average harvests of 1993. Olive oil ex.
ports will also decrease substantially in 1995 due to the drought. The non-manufac-
turing industrial sector accounts for 12 percent of GDP, and consists principally of
phosphate mining and oil and gas production.

In 1996, the government is predicting less than 4 percent GDP growth. This is
down from the 5 percent predicted at the start of the year, and is largely the result
of the poor agricultural harvests. Inflation rose from 5 percent in 1994 to 6 percent
in 1996. Imports also increased by 13 percent. However exports posted a strong per.
formance, growing 16 percent. Imports of food, particularly cereals, will increase in
1996.

Tunisia officially completed a seven-year structural reform program in 1993 which
emphasized export-led growth through price and import liberalization, financial sec.
tor reform, the attraction of foreign-investment, and diversification of the economy.
Tunisia continues to liberalize its economy although many observers criticize the
slow pace of implementation of economic reforms. In 1995, the privatization pro-
gram made some progress including a 15 percent privatization of Tunisair, the na.
tonal airline. However, many enterprises remain under state control. The Tunisian
government also continues to subsidize or control prices on key consumer goods such
as bread and gasoline.

The United States and Tunisia have two major bilateral treaties affecting trade:
a double taxation treaty in which each country has agreed to avoid double taxation
on corporations or individual active in both countries; and a bilateral investment
treaty dealing with the treatment of American companies in Tunisia, expropriation,
remittsnce of-profits, and international arbitration of disputes.

Fiscal policy: The 1995 Tunisian government budget stressed austerity. Govern.
ment policy also calls for an expanding economy to cope with deficit problems. How-
ever, due to increased interest payments on foreign debt, the deficit will likely in-
crease from two percent of GDP in 1994 to three percent in 1995. The Tunisian gov.
ernment traditionally finances its budget deficit through the domestic issue of gov-
ernment bonds and can use the internal capital market as a source of finance.

Monetary policy: The principal objective of the Central Bank remains the effective
control of inflation. Between 1987 and 1991 the inflation rate varied from six to
eight percent. Inflation increased from five percent in 1994 to six percent in 1995,
primarily due to higher prices for transportation and food.
2. Exchange Rate Policies

In March 1994, Tunisia instituted a foreign currency market, allowing individual
banks to set currency prices and trade with other banks. The principal currencies
quoted against the Tunisian dinar (TD) are the U.S. dollar, the deutsche mark, and
the French franc. The rate has varied considerably over the past 13 years from a
high in 1979, when the Tunisian dinar equaled $2.47, to a low in 1993, when it
equaled $0.98. In 1995, the rate has been about one Tunisian dinar equals $1.07.
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3. Structural Policies
Tax policies: Tunisia acceded to full GA7r membership in 1990. In accordance

with this agreement the Government of Tunisia limited the maximum tariff rates
to 43 percent. In addition, Tunisia charges a Provisional Compensatory Duty (PCD)
of up to 30 percent on imported goods which compete with domestic production. The
PCD was accepted during GAT negotiations as a temporary duty, but remains in
effect after the scheduled-phaseout date of 1994. While the original items selected
for the PCD in 1992 have been reduced as scheduled, others have been added each
year at the 30 percent rate. All imports are charged a two percent customs declara-
tion fee.

Virtually all EU goods will have duty-free access to the Tunisian markets within
12 years, as a result of a recently-concluded free trade agreement with the EU. Duty
free access of some EU goods will begin on January 1, 1996.

In addition to customs duties, some internal taxes affect U.S. goods. The Tunisian
government charges a consumption tax of up to 500 percent on imported or domesti-
cally produced luxury goods. A Value Added Tax (VAT) of 6 to 29 percent is charged
on all domestically produced or iwýoted goods, with a few exceptions.

Investment policy: Tunisia's Urified Investment Code, effective January 1, 1994,
replaced five former codes and is intended to simplify investment and direct it into
high priority industries. The financial services, mining and energy industries are
considered unique, and are covered by existing special legislation.

The new code applies to all domestic and foreign investors, with two exceptions.
Foreign investors may only lease agricultural land and any enterprise with foreign
ownership of over 50 percent must receive government approval for investment.
Under the new code, investors receive a tax exemption on 35 percent of reinvested
profits and income. The customs duty on importedcapital goods is now 10 percent.
Purchases of capital goods are exempt from the VAT and the consumption tax. Fi.
nally, investors may use an accelerated depreciation schedule for Iong.term capital.

In addition, businesses producing solely for export have special benefits. They
may claim a ten year tax exemption on 100 percent of income and profits, reduced
to 50 percent of income and profits after 10years. Exporting businesses may import
all needed materials, and may sell up to 20Opercent of their production on the do.
mestic market without losing their status as an exporter. Finally, these companies
may employ four foreign executives without prior government approval.

Regulatory policies:Production standards are not a major obstacle for foreign in-
vestors. The quality of goods manufactured solely for export is often superior to
items produced for the local market. The Tunisian Office for Commercial Expansion
(OFFITEC) carries out quality control procedures on items for export. Imported and
exported food items are subject to sanitation and health controls.
4. Debt Management Policies

In 1995, total public debt service increased by 24 percent. External debt service
increased by 23 percent while service on internal puNlic debt increased by 20 per-
cent. The increase is primarily due to an increase in contract repayments to inter-
national financial institutions. The World Bank and the African Development Bank
hold about 53 percent of this debt.

The Central Bank closely monitors the level of external debt and tries to keep it
as low as possible. Tunisia has never rescheduled any of its debt. The deficit is fi-
nanced through concessionary lines of credit from its major trading partners and
loans from official multilateral creditors such as the World Bank and the African
Development Bank. The Central Bank has also moved toward more sophisticated
debt portfolio management by aligning debt service payment dates with anticipated
receipts from sectors characterized by seasonal variation (e.g., tourism), and by
aligning debt service payments with the currencies of anticipated export receipts.
5. Significant Barriers to U.S. Exports

The only significant barrier to US exports is the 17 percent tariff assessed on all
cotton imports from non-Arab countries. The United States traditionally enjoys a
trade surplus with Tunisia.

Historical and geographical factors have given Tunisia a special relationship with
Europe. It has bilateral trade agreements with all of its major European trading
partners, France, Germany and Italy being the largest. Tunisia also frequently
adopts European product standards, a policy that works to the disadvantage of U.S.
exporters.

The 1992 Helsinki Accord among OECD countries limited concessionary aid fl.
nancing. However, France, Italy ana others maintain credit facilities to promote ex-
ports of their products. In addition, EXIM financing is available for government
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sales. Exporters to private concerns may be able to take advantage of a new
Citibank credit facility.

Increased export potential exists in environmental goods and services, construc-
tion equipment, telecommunications, packaging machinery and medical equipment.
6. Export Subsidies Policies

Tunisia has a wide range of export subsidy policies, including a special Export
Promotion Fund (FOPRODEX). FOPRODEX provides preferential financing and
funding to improve the productivity and competitiveness of companies producing for
export. Only companies legally incorporated in Tunisia are eligible for these sub.
sidies; these companies can receive transport subsidies of 50 percent for air freight
and 33 percent for sea freight. There is also a government agency to promote ex-
ports, the Export Promotion Center (CEPEX) and a pro-,ri providing long term
financing for exports of capital goods and durable consumer goods.
7. Protection of U.S. Intellectual Property

Tunisia is a member of the World Intellectual Property Organization (WIPO) and
a signatory of the Universal Copyright Convention, the Paris Convention for the
Protection of Industrial Property, and the Berne Convention for the Protection of
Literary and Artistic Works.

The Tunisia2n National Institute of Standardization and Industry (INNORPI) proc-
esses and grants patents, trdemarks and registration of designs. It also regulates
standardization product quality, weights and measures, and the protection of indus.
trial property. Foreign patents and trademarks are registered with this organiza-
tion.

There are no active cases of intellectual property rights disputes with Tunisia.
However, the unauthorized use of foreign trademarks, especially in cheap copies of
clothing and sporting goods, continues to be a problem as does tae unauthorized du-
plication of music and video cassettes.
8. Worker Rights

a. The Right of Association.-The Tunisian constitution and the labor code give
workers the right to form unions and strike. Dissolution of a union requires action
by the courts. The central labor federation, the Tunisian General Federation of
Labor (UGTT), is legally independent, but operates under some government restric-
tions and receives government subsidies. About 15 percent of the work force are
UGTT members. The UGTT is a member of the International Confederation of Free
Trade Unions and various regional groupings.

b. The Right to Organize and Bargain Collectively.-Tunisian workers have the
right to organize and bargain collectively. The government must approve the collec-
tive bargaining agreements, but cannot modify them. Agreements must be published
in the official journal to become legally valid. Agreements between unions and indi-
vidual firms may not be-concluded unless an applicable agreement already exists
in that sector. Anti-union action by employers is illegal. Temporary workers have
the same rights but enforcement is more difficult. Terminated workers may appeal
before a tribunal.

c. Prohibition of Forced or Compulsory Labor.--Compulsory labor is not specifi-
cally prohibited, but there have been no reports of its practice in recent years.

d. Minimum Age for Employment of Children.-The minimum employment age is
15 years in manufacturing and 13 years in agriculture. Tunisian children must at-
tend school until age 16. Social Affairs Ministry inspectors verify that employers
comply with the minimum age law. Children between the ages of 14 and 18 may
not work from 10 PM to 6 AM. Children over 14 may work a maximum of 4.5 hours
a day, but the combination of school and work may not exceed seven hours. Despite
the law, young children often work in agriculture and as vendors.

e. Acceptable Conditions of Work.-The minimum monthly industrial wage is
roughly $164 for a 48-hour week and $144 for a 40-hour week. The minimum agri-
cultural wage is $4.50 per day. Tunisia's labor code sets a standard 48-hour week
with one 24-hour rest period in all sectors except energy, transportation, petro-
chemical, and metallurgy which have a 40-hour week.

The Social Affairs Ministry is responsible for health and safety standards in the
work place. Enforcement is more strict in Tunis than in other regions, where the
informal sector is more important. Working conditions tend to be better in export-
oriented firms. Workers may avoid dangerous situations without jeopardizing their
employment.

f. Rights in Sectors With U.S. Investment.-Workers employed by companies with
U.S. investment have the same rights as all other Tunisian workers. Tunisian labor
law makes no distinction between wholly-Tunisian companies and companies with
a foreign interest.
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis--1994

(Millions of U.S. dollars)

Catwozry Amount

Petroleum ............. ................................ 12
Total M anufacturing ............................................................... (1)

Food & Kindred Products........................ (1)
Chemicals and .Uied Products ........................................... 0
Metals, Primary & Fabricated ............................................ 0
Machinery, except Electrical .............................................. (1)
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other Manufacturing ................................................. . 0

Wholesale Trade ................ ......................... 0
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. 0
Services ................................................................................... . .1
Other Industries ..................................................................... 0
TOTAL ALL INDUSTRIES .................................................... 23

1 Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau or Economic AnalysiL

UNITED ARAB EMIRATES

Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted]

1993 1994 1995,

Income, Production and Employment:
Real GDP (1985 prices).......................
Real GDP Growth (percent)...................
GDP (at current prices).......................
GDP by Sector:

Crude Oil ......................................................
Other Production..........................
A gricu lture ........................................................
Industry .............................................................
Mining and Quarrying......................
Manufacturing ..........................................
Electricity and Water.......................
Construction ....................................................
Services ............................................................
Trade ......... ............................... ........
Transport/Storage/Communication ................
Finance and Insurance......................
Real Estate ..................................................
Government Services........................
Other Services..........................
Imputed Bank Service Charges................

Civilian Employment (000s)....................
Unemployment Rate (percent)..................

Money and Prices (annual percentage growth):
Money Supply ................................................
Average December Dirham Interest Rates:

Lending ............................................................
Time Deposits .............................................

31,353
- 1.4

35,743

12,897
22,846

860
7,125

106
2,887

808
3,323

14,862
3,815
2,158
1,726
2,476
4,191
1,124
-628

856
N/A

5.0

7.07
3.25

31,692
1.1

36,580

12,301
24,279

907
7,499

114
2,942

844
3,598

15,873
4,050
2,260
1,872
2,719
4,435
1,216
-679

907
N/A

N/A
3.3

N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

1.5 N/A

7.61
4.89

N/A
N/A
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Key Economic Indicators-Continued
(Millions of U.S. dollars unless, otherwise noted]

1993 1994 1996'

Personal Saving Rate .......................................... N/A N/A N/A
Consumer Prices .................................................. 4.7 4.6 N/A
Wholesale Inflation .............................................. N/A N/A N/A
Consumer Price Index (1985=100) ....................0 129.1 135.0 N/A
Exchange Rate (Dirhams/US$) ........................... 3.671 3.671 3.671

Balance of Payments and Trade:
Total Exports ........................................................ 23,645 25,280 N/A

Exports to U S. ................................................. 827 556 N/A
Total Imports ........................................................ 19,613 21,792 N/A

Imports from U.S.............................................. 1,804 1,852 N/A
Aid from U.S ........................................................ 0 0 0
Aid from Other Countries ................................... N/A N/A N/A
External Public Debt ........................................... 0 0 0
Debt Service Payments ........................................ N/A N/A N/A
Official International Reserves ........................... 6,104 6,659 N/A
Trade Balance ...................................................... 4,032 3,487 3,920

Balance with US. (95 Jan-Aug) ...................... -1,037 -1,117 -1,031

1. General Policy Framework
The United Arab Emurates (UAE) is a federation of seven emirates. The individual

emirates retain considerable power over legal and economic matters, most signifi-
cantly over ownership and disposition of oil resources. The federal budget is largely
derived from transfers from the individual emirates. Abu Dhabi and Dubai, the
most prosperous emirates, contribute the largest shares.

Oil production and revenues from the sale of oil constitute the largest single com-
ponent of GDP. Consequently, rising or declining oil prices have a direct effect on
GDP statistics and an indirect impact on government spe hiding. In 1994, nominal
per capita GDP in Abu Dhabi, the emirate with the most oil, was $24,712. Ajman
E-mirate's real per capita 1994 GDP of $5,156 was the lowest of the seven.

Economic activity in the UAE depends on developments in the oil sector, which
accounted in 1994 for 34 percent of GDP 79 percent of export revenue, and 77 per-
cent of government revenues. The Abu bhabi and Dubai governments sustain the
non-oil sector largely by spending oil revenues on development projects.

Government fiscalpolicies aim to distribute oil wealth to UAE nationals by a vari-
ety of means. Support from the wealthier emirates of Abu Dhabi and Dubai to less
wealthy emirates is provided through the federal budget, largely funded by Abu
Dhabi and Dubai, and by direct grants from the governments of Abu Dhabi and
Dubai.

Federal commercial laws promote national ownership of business throughout the
country. Foreign businesses, except those seeking to sell to the UAE armed forces,
musthve a UAE national sponsor. Agency and distributorship laws require that
a business engaged in importing and distributing a foreign-made product must be
owned 100 percent by a UAE national. Other businesses must be at least 51 percent
owned by nationals. A 1994 law extended these requirements to service businesses
for the first time.

Within the Emirate of Dubai, companies located in the Jebel Ali Free Zone (JAFZ)
are exempted from agency/distributorship, sponsorship, and national ownership re-
quirements. Companies with less than 51 percent national ownership which market
products in the UAE outside the JAFZ are treated as foreign firms and subject to
these requirements.

Certain sectors are closed to new private sector investment, including oil and gas
operations and related industries, and power generation and water desalination.

Foreigners are not permitted to own real estate in Abu Dhabi or Dubai, and, in
Abu Dhabi, 90 percent of residential and commercial construction is carried out by
a government agency that builds and manages commercial and residential property
on behalf of nominal UAE national landlords.

There are no taxes on UAE nationals and no income taxes on the large expatriate
population although fees for government services including health care,_were in-
creased substantia.ly for expatriates and slightly for nationals in 1994. Most serv-
ices, including utilities, health care, education, and food remain heavily subsidized
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by the government, although more so for nationals than expatriates. Most salaried
nationals work in the public sector, where salaries are higher than in the private
sector and work is less demanding.

The authorities attempt to maintain wealth distribution without generating infla-
tion or drawing down reserves accumulated in years of higher oilprices. Indications
1%re however that the government drew on reserves and borrowedfrom local banksI which it has an ownership share in order to finance deficits in 1994 and 1995.

Privatization is under discussion but no projects have been implemented. Many
observers believe that privatization will te introduced in the near to medium term,
possibly in conjunction with the offset program, under which contractors providing
equipment to the UAE armed forces are required to invest in non-military projects
in the UAE. These investments in turn are required to return profits equal to 60
percent of the value of the original sale within seven years of the award of the con-
tract.

The emirate and federal governments own full or partial shares of business, finan-
cial, and industrial enterprises. Possible candidates for early privatization are gov-
ernment-owned bank shares. The Central Bank in 1994 drafted a bill authorizing
an official stock exchange, but the cabinet had not approved it as of December 1995.

The principal function of the UAE Central Bank is to regulate commercial banks.
Within the past three to four years, the Central Bank has expanded the scope of
its regulatory activities, through issuing circulars and then following up with en-
forcement measures. The Central Bank s ability to relate is limited however by
the fact that some of the commercial banks are owned by interests that are mere
powerful than the Central Bank and over which it has little or no authority.

The Central Bank seeks to maintain the dirham/dollar exchange rate, which has
not changed since 1980 and to keep interest rates close to those in the U.S. Given
these goals, the bank does not have the scope to engage in independent monetary
policy.Trends in domestic liquidity continue to be primarily influenced by residents'
demand for UAE dirhams relative to foreign exchange. Banks convert dirham depos-
its to foreign assets and back again in search of higher rates of return and in re.-
sponse to fluctuations in lending opportunities in the domestic market. To a limited
extent, domestic liquidity can be influenced by the Central Bank through its sale
and purchase of foreign exchange, use of its swap facility, and transactions in its
certificates of deposit.

The provision of economic statistics by the government of the UAE is limited. Lit-
tle information is available on oil and gas output or pricing, inflation, service and
capital transactions in the balance of payments, or the UAE's foreign assets.
2. Exchange Rate Policies

Since November 1980, the UAE dirham, though formally pegged to theIMFs spe-
cial drawing rights (SDR) at the rate of one SDR to 4.76190 dirhams, with a margin
of fluctuation set initially at 2.25 percent and widened in August 1987 to 7.25 per-
cent, has been kept in a fixed relationship with the U.S. dollar. Since November
1980 the buying and selling rates for the U.S. dollar have been 3.6690 dirhams and
3.6730 dirhams, respectively.

Commercial banks are free to enter into foreign exchange transactions, including
forward contracts, at rates of their own choosing. In practice, these rates have fo.
lowed closely the rate quoted by the Central Bank. The UAE maintains a liberal
exchange system which is free of restrictions on both payments and transfers for
current and capital transactions.

The weakness of the US. dollar in 1995 has given U.S. exports an edge in the
UAE market, as the dirham prices of competing products from industrialize dEurope
and Japan have risen.
3. Structural Policies

There have been no significant changes in structural policy in 1995 that would
affect demand for U.S. exports. There were several notable changes in the regu-
latory framework in 1994. On August 1, 1994 the UAE began to levy a new customs
duty of four percent on the CIF value of non-exempt imports. The list of exempt
items is lengthy and includes items imported by the rulers or the government, items
imported from Gulf Cooperation Council (GCC) states, religious materials, items im-
ported by airlines items imported by charitable institutions, medicines and pharma-
ceuticals, many different kinds of food, items to be re-exported, farm machinery,
construction materials, and newspapers and periodicals.

Other changes in 1994 included a ban on issuance of licenses authorizing the es-
tablishment otf 42 different kinds of small business; increased fees for various serv-
ices, particularly for expatriates- a reduction in the number of expatriates permitted
to bring family members with them to the UAE; and an increase in delay penalties



510

plicable to contracts with the UAE federal government. As of late 1995, it appears
that the decision on family members will be reversed.

The UAE Central B= in 1994 issued an update of a circular it had issued in
1993 on regulation of large exposures. The 1993 circular had restricted exposure to
one individual or group to seven percent of a bank's c&pital. The revised circular
defined exposure as funded exposure. It also exempted UAE governmental borrow.
era from the limits and permitted larger exposures in interbank lending. Fore*gn
banks, which had objected to the 1993 circular, were somewhat more satisfied with
the change.

The UAfE gan issuing ten-year, multiple entry visas to American passport hold-
ers in 1994 and to permit expatriate residents of other GCC countries of certain na-
tionalities, including Americans, to enter the UAE without having first obtained
visas.

The UAE levies income taxes on foreign banks and oil companies. There are no
other income taxes levied in the UAE.

Prices for most items are determined by market forces. Exceptiot.o include utili-
ties, educational services, medical care, and agricultural products, which are sub-
sidized.
4. Debt Management Policies

The UAE federal government has no official or commercial foreign debt. Some in.
dividual emirates have foreign commercial debts, and there is private external debt.
There are no reliable statistics on either, but the amounts involved are not large.
The foreign assets of Abu Dhabi and Dubai governments and their official agencies
are believed to be significantly larger than the reserves of the Central Bank.

External assistance is provided-by the federal government, emirate government
agencies, individual rulers, and private contributors. No comprehensive figures are
available. The largest aid donor within the UAE, the Abu Dhabi Fund for Develop-
ment (ADFD), is currently financing 29 development projects in 13 Arab countries
worth almost 2.8 billion dirhams ($763 million).

5. Significant Barriers to U.S. Exports
The regulatory and legal framework favors local over foreign business. There is

no uniform treatment for investors in the UAE. Exc.ept for companies located in
duty free zones at least 51 percent of a business establishment must be owned by

Sa UAE national. A business engaged in importing products for distribution within
the UAE must be 100 percent owned by a UAE national. Subsidies for manufactur-
ing firms are only available to those with at least a 51 percent local ownership.

By law, foreign companies wishing to do business in the UAE must have a UAE
national sponsor. There is some disagreement between the federal and local authori-
ties, however, over the meaning of "national." The federal Ministry of Economy and
Commerce stipulates that a national sponsor is a sponsor for the entire country.
Local chambers of commerce, however, see "national as meaning UAE citizen, and
often will not allow a business to operate within their emirate if the sponsor is from
another emirate. Once chosen, these sponsors have exclusive rights. Sponsors can
be replaced, if the sponsor agrees. This happens, but nut often.

Claims resolution is not a problem, because foreign companies tend not to press
claims, knowing that to do so would jeopardize future business activity in the UAE.
Foreigners cannot own land or buy stocks. Foreign companies do not pay taxes, ex-
cept for banks, whose profits are taxed at a rate of 20 percent, and oil producers,
which pay taxes and royalties on their equity barrels.

The tendering process is not conducted according to generally accepted inter-
national standards. Retendering is the norm, often as many as three or four times.
To bid on federal projects, a supplier or contractor must either be a UAE national
or a company in which at least 51 percent of the share capital is owned by UAE
nationals. Therefore, foreign companies wishing to bid for a federal project must
enter into a joint venture or agency arrangement with a UAE national or company.
Federal tenders are required to be accompanied by a bid bond in the form of an un-
conditional bank guarantee for five percent of the value of the bid.

6. Export Subsidies Policies
The UAE government does not use subsidies to provide direct or indirect support

for exports. The UAE joined the GAIT in 1994 and is seeking membership in the
World Trade Organization.
7. Protection of U.S. Intellectual Property

The UAE is on USTR's Special 301 watch list for intellectual property rights vio-
lations. In its October 1995" review, USTR cited inadequate protection of computer
software and pharmaceutical patents as reasons for maintaining the UAE on the
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watch list. In 1992, the UAE passed three laws pertaining to intellectual property:
a copyright law a trademark raw and a patent law. The government began enforc.
ing the copyright law on September 1, 1994, and asa result the sounYdrecording
and motion picture market is free ofpirate products. The government began to reg.
sister trademarks and patents in 1993. The UAE patent law protects processes, not
products. As of late 1995, the UAE cabinet had approved a proposal to adhere to
the Paris Convention on industrial property and was considering an amendment to
the patent law that would extend full protection to pharmaceutical patents.
8. Worker Rights

a. The Right of Association.-There are no unions and no strikes. The law does
not grant workers the right to organize unions or to strike. Foreign workers, who
make up the bulk of the workforce, risk deportation if they attempt to organize
unions or to strike.

b. The Right to Organize and Bargain Collectiwely.-The law does not grant work-
ers the right to engage in collective bargaining, and it is not practiced. Workers in
the industrial and service sectors are normally employed under contracts that are
subject to review by the Ministry of Labor and Social Affairs. The purpose of the
review is to ensure that the pay will satisfy the employee's basic needs and secure
a means of living. For the resolution of work-related disputes, workers must rely
on conciliation committees organized by the Ministry of Labor and Social Affairs or
on special labor courts. Labor laws do not cover government employees, domestic
servants and agricultural workers. The latter two groups face considerable difficulty
in obtaining assistance with resolving disputes with employers. While any worker
may seek redress through the courts, this puts a heavy financial burden on those
in lower income brackets.

In Dubai's Jebel All Free Zone, the same labor laws apply as in the rest of the
country.

c. Prohibition of Forced or Compulsory Labor.-Forced or compulsory labor is ille-
gal and not practiced. However, some unscrupulous employment agents bring for-
eign workers to the UAE under conditions approaching indenture.

T.Minimum Age for Employment of Childrein.-Labor regulations prohibit employ.
ment of persons under age 15 and have special provisions 'for employing those aged
15 to 18. The Department of Labor enforces the regulations. Other regulations per-
mit employers to engage only adult foreign workers. In 1993 the government prohib.
ited the employment of children as camel jockeys and of jockeys who do not weigh
more than 45 kilograms. The camel racing association is responsible for enforcing
these rules.

e. Acceptable Conditions of Work.-There is no legislated or administrative mini.
mum wage. Supply and demand determine compensation. However, according to the
Ministry of Labor and Social Affairs, there is an unofficial, unwritten minimum
wage rate which should provide a worker and family a minimal standard of living.
As noted in section 8.b., the Labor and Social Affairs Ministry reviews labor con.
tracts and does not approve any contract that stipulates a clearly unacceptable
wage.The standard workday and workweek are eight hours a day, six days per week,

but these standards are not strictly enforced. Certain types of workers, notably do-
mestic servants, may be obliged to woik longer than the mandated standard hours.
The law also provides for a minimum of 24 days per year of annual leave plus ten
national and religious holidays. In addition, manual workers are not required to do
outdoor work when the te'nperature exceeds 45 degrees Celsius (112 degrees Fahr-
enheit).

Most foreign workers receive either employer-provided housing or housing allow-
ances, medical care, and homeward passage from their employers. Most foreign
workers do not earn the minimum salary of $1,370 a month required to obtain a
residency visa for their families. (The UAE raised the minimum from about $1000
to $1370 in August, 1994.) Employers have the option to petition for a one year em-
ployment ban for any foreign employee who leaves his job without fulfilling the
terms of his contract.

The Ministry of Health, the Ministry of Labor and Social Affairs, municipalities,
and civil defense units enforce health and safety standards. The government re-
quires every large industrial concern to employ a certified occupational safety offi.
cer. An injured worker is entitled to fair compensation. Health standards are not
uniformly observed in the housing camps provided for foreign workers. Workers' jobs
are not protected if they remove themselves from what they consider to be unsafe
working conditions. However, the Ministry of Labor and Social Affairs may require
employers to reinstate workers dismissed for not performing unsafe work. All work-
ers have the right to lodge grievances with mimnstry officials, who make an effort
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to investigate all cor laints. However, complaints and compensation claims are
backlogged because of Inadequate staffing and budget for the ministry.

-Complaints may be appealed to the ministry and ultimately to the courts. How-
ever, many workers choose not to protest for fear of reprisals or deportation.

The press periodically carries reports of abuses suffered by domestic servants,
particularly women, at the hands of some employers. Allegations have included ex-
cessive work hours non-payment of wages and verbal and physical abuse. Tn 1995,
several highly pubicized cases involving Fhlipina maids highlighted the conditions
of domestic workers of all nationalities.

f. Rights in Sectors With U.S. Investment.-Worker rights in U.S.-invested sectors
do not differ significantly from those in the economy in general.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................. .(1)
Total Manufacturing .............................................................. 3

Food & Kindred Products ................................................... 0
Chemicals and Allied Products ........................................... (2)

Metals, Primary & Fabricated ............................................ 3
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ..................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... 0

W holesale Trade ...................................................................... 156
B anking .................................................................................... (1)
Finance/Insurance/Real Estate .............................................. -28
Services ................................................................................... 39
Other Industries ..................................................................... 45
TOTAL ALL INDUSTRIES .................................................... 589

1 Suppressed to avoid disclosing data of individual companies.
2Indicates a value between S-600,000 and $•00,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted]

1993 1994 1996'

Income, Production and Employment:
Real GDP (1985 prices) ....................................... 14,310 14,650 15,307
Real GDP Growth (percent) ................................ 4.48 4.61 5.0
GDP (at current prices) ....................................... 24,212 25,884 28,094
GDP by Sector.2Agriculture ......................................................... 7,378 7,873 8,545

Energy and Water ............................................ 434 515 559
Manufacturing .................................................. 2,354 2,575 2,795
Construction ..................................................... 1,449 1,503 1,632
Rents ................................................................. NN/A N/A
Financial Services ............................................ 482 N/A N/A
Other Services .................................................. 12,597 13,418 14 563
Government, Health and Education ............... N/A N/A N/A
Net Exports of Goods and Services ................. - 1,526 - 1,667 -2,305

Real Per Capita GDP ('85 BPS) .......................... 123 124 126
Labor Force (000s, Formal) ................................. 4,800 4,800 4,800
Unemployment Rate (percent) ............................ 30 30 30

Money and Prices (annual percentage growth):
Money Supply_(M2)............................................. 11.0 15.0 16.0
Base Interest Rate (percent).............7.00 6.00 5.5
Personal Saving Rate (percent) ................ 3.80 3.80 3.8
Retail Inflation (percent)3  .. . . . . . . . . . . . . . . . . .  1.33 1.83 4.94
Wholesale Inflation (percent) ................. N/A N/A N/A
Consumer Price Index3 ..... . . . . . . . . . . . . . . . . .. .  734.00 747.4 784.3
Exchange Rate (taka/US$-annual average):

Official............................... 39.15 40.00 40.80
Parallel .............................................................. 40 41 44

Balance of Payments and Trade:
Total Exports FOB ............................................... 2,138 2,346 3,046

EXports to U.S. (CY). ................... .. 886 '1,080 1,000TotalIports CIF ................................................ 3,983 4,072 5,251
Imports from US. (CY) .................................... 245 234 250

Aid from US............................ .73.5 95.1 94.8
Aid from Other Countries .................................. 1,675 1,559 1,400
External Public Debt ........................................... 13,178 14,027. 15,000
Debt Service Payments (paid) ............................. 505.6 512.4 475
Gold and Foreign Exchange Reserves ................ 2,125 2,771 3,074
Trade Balance ...................................................... - 1,930 - 1,845 -2,401

Balance with US .............................................. 641 4846 850
'The Bangladesh final year is July l.June 30. Data for FY 961is mostly provisional.
NFY 96 cutal data is estimated on the basis of pectoral GDP contribution of FY 94.
inflationn figures are based on Consumer Price Index. Base year is Bangladesh FY 1973/74.
V4 igures am based on Bangladesh Bank calculation on total amount of commercial bank letter of credit

Value.
figures are for tht October 1.September 30 U.S. fiscal year.

1. General Policy Framework
Bangladesh is one of the world's poorest, most densely populated, and least devel.

oped nations. With 120 million people and an estimated GDP for 1995 of $28 billion,
(513)
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per capita GDP on a current basis is $232. However, a low cost of living gives Ban.
gladesh an estimated purchasing power parity per capita GDP of $1,250. any fac-
tors have inhibited the growth of Bangladesh's overwhelmingly agricultural econ.
omy. These include government interference with the free market economy, a rap.
idly growing labor f6rce which cannot be fully absorbed by agriculture, a low level
of industrialization, underdeveloped energy resources, and inefficient power sup.
plies. The state presence in the economy continues to be large. The level of invest-
ment from both private and public sources, estimated at about 14 percent of GDP,
is among the lowest in Asia. A major policy objective, feeding the rapidly growing
population, is supPiorted by a high degree of self-sufficiency in rice production, sup.
plemented by significant U.S. wheat exports to Bangladesh under both PL-480 pro-
grams and commercial sales.Bangladesh's democratically-elected government continued its macroeconomic sta-
bilization program throughout 1995, although there was some loosening of controls
towards the end of the year as the country moved into a pre-election period. The
overall economic condition of the country remained stable, although rising inflation
and a greater divergence between official and parallel exchange rates have gen-
erated concern about the longevity of this new-found stability. The real GDP growth
rate is running at about five percent, a bit better than the 4.6 percent rate reg-
istered in 1994.

Inflation rose to about five percent in 1995, an increase over 1994's rate of 1.8
percent. The government increased central bank lending rates towards the end of
the year in a move to rein in inflation. Foreign currency reserves rose to a record
$3.4 billion in April 1995 before falling after a second semester import boom to $2.7
billion (still sufficient to cover about five months of imports). In response, the gov-
ernment devalued the taka against the dollar in stages by a total of 1.6 percent in
late 1995. In 1995 Bangladesh continued its reductions in tax and tariff rates, as
well as its liberalization of foreign exchange controls, as the country continues its
drive toward a more open, modern, and market-oriented economy.

Government expenditures, composed of current expenditures and the annual de-
velopment budget, stayed under control during FY 1995 (the Bangladesh fiscal year
runs from July 1 to June 30). Domestic revenues, buoyed by improved tax revenue
performance, exceeded current expenditure by 36 billion taka (equivalent to $907
million). This surplus provided the government contribution to the country's devel-
opment budget, termed the "Annual Development Program" (ADP), estimated at
111.5 billion taka ($2.8 billion ) in FY 1995. While most funding for the ADP comes
from donors, the Finance Ministry claimed to have maintained Bangladesh's con-
tribution at about 40 percent in 1995. Tax revenues reached a record-high of 111.1
billion taka ($2.8 billion), more than double the amount collected in 1989.

Although some liberal investment measures were taken by the government to fos-
ter private sector involvement in the energy and telecommunication sectors, the in-
vestment climate continues to be generally poor. Bureaucratic bottlenecks, poor in-
frastructure, corruption, labor militancy, political unrest, and a deteriorating law
and order situation continued to discourage domestic and foreign investors. Invest-
ment, which stagnated at 12 to 13 percent of GDP in the 1985-1992 period, has in-
creased slowly to over 14 percent in 1995. It is generally held that only an invest-
ment/GDP ratio of 17 to 18 percent and a GDP growth rate over seven percent can
begin to alleviate poverty on a large scale. It is estimated that about half of
Bangladeshis live below the poverty line, as measured by caloric intake. Ban-
gladesh's current GDP growth rate of five percent, while above the population
growth rate of about two percent, is not enough to increase living standards appre-
ciably.

Bangladesh became a founding member of the World Trade Organization on Janu-
ary 1, 1995.
2. Exchange Rate Policies

At parent, the Bangladesh central bank follows a semi-flexible exchange rate pol-
icy, revaluingthe currency on the basis of a weighted basket of economic indicators.
Theptaka's effective market value is bolstered by the large sum of foreign exchange
Bangladesh receives every year through aid transfers and by continued high levels
of tariff protection and other restrictions on imports. Foreign exchange received as
remittances from overseas workers (manpower exports) further strengthens the
taka. Over a five-month period however, foreign currency reserves ebbed from a
high of $3.4 billion at the end of April 1995, to1$2.7 billion at the end of September
1995. Also, the parallel market exchange rate, until recently nearly at par with the
official rate, now stands at a seven percent premium over the official rate. These
two phenomena suggest that the taka is overvalued. The taka is fully convertible
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for most current account transactions. The official exchange rate on January 12,
1996 was taka 41.85 to 1 USD.

US. products and services have become generally more price competitive in 1995
in the Bangladesh market as the value of the U.S. dollar has declined against com-
petitor nations' currencies. Inbound and outbound foreign investment flows are too
small to affect the exchange rate. Most foreign firms are able to repatriate profits,
dividends,.royalty payments and technical fees without difficulty, provided the ap-
propriate documentation is presented to the Bangladesh Bank. Outbound foreign in-
vestment by Bangladeshi nationals requires government approval and must be in
support of export activities. Bangladeshi travelers are limited by law to taking no
more than $3,000 out of the country per year.
3. Structural Policies

In 1993 Bangladesh successfully completed a three-year International Monetary
Fund (IMW) Enhanced Structural Adjustment Facility (ESAF) program, meeting all
fiscal and monetary targets. Broad money supply growth has been about 11 percent
in FY 1993, W percent in FY 1994, and 16 percent in FY 1995. The value added
tax (VAT) continued to generate higher than predicted revenues for the government,
with anticipated collections in FY 1995 up18 percent over the FY 1994 level (an
increase of about 13 percent in real terms). Government current spending has also
been curbed through controlling the level of subsidies provided to several money-
losing parastatals, and an attempt has been made to shift more central government
resources towards capital or development expenditures. Inflation increased to about
five percent in 1995, due to higher rice prices, higher import costs from a depreciat-
ing taka, and the growth in money supply. Inflation was under two percent in 1994.

While Bangladesh met ESAF monetary and fiscal targets, progress on other im-
portant economic reforms has been halting. Efforts at reform often run afoul of vest-
ed interest groups, such as public sector labor unions or highly protected domestic
producers in import-competing industries. The public sector accounts for only one
fourth of Bangladesh's industrial output, but it exercises a dominant influence -on
industry and the economy.

Most public sector industries, including textiles, jute processing, and sugar refin-
ing, are perennial money losers, which drain the treasury. Their militant unions
have succeeded in setting high wages which their private sector counterparts often
feel compelled to meet out of fear of union action. Ongoing jute sector reforms under
a World-Bank adjustment credit, though movingmore slowly than anticipated, have
resulted in layoffs, and are expected to lead to the closure of some public sector jute
enterprises and the privatization of others. Similar reforms planned for the textile
sector are pending.

Private sector productivity is further stunted by the state's poor management of
crucial infrastructure (power, railroads, ports, telecommunications, and the national
airline). Long an easy source of funds for loss-making government corporations and
preferred private sector borrowers who did not feel obliged to repay, the nearly dys-
functional banking sector in Bangladesh is the subject of a reform program sup-
sorted by the U.S. Agency for International Development (USAID) and the World

4. Debt Management Policies
Assessed on the basis of outstanding principal, Bangladesh's external public debt

was $15 billion as of June 1995 up seven percent from the previous year's level of
$14 billion. Because virtually ail of the debt was provided on highly concessional
terms by bilateral and multilateral donors (i.e., one or two percent interest, 30-year
maturity, 20-year grace period), the net present value of the total outstanding debt
is significantly lower than its face value. Bangladesh currently owes approximately
$729 million to the United States, primarily incurred under the old PL-480 Title
I and III food programs. Debt servicing for FY 1995 was $475 million. Debt service
as a percentage of current receipts has fallen from 21 percent in FY 1989 to 12 per-
cent in FY 1994 (latest available figure).
5. Significant Barriers to U.S. Exports

Since 1991, the government has made significant progress in liberalizing what
had been one of the most restrictive trade regimes in Asia, although Bangladesh
continues to raise relatively high shares of its government revenue from customs du-
ties. Tariff reform was accelerated significantly in 1994 and 1995 by the compres-
sion of customs duty rates into a range of 7.5 to 15 percent for most products and
the maximum rate being set at 50 percent (with the exception of certain luxury
goods, for which duties remained in excess of 100 percent). The trade-weighted aver.
age import tariff rate was 28 percent in FY 1994, compared to 40 percent in FY
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1992. Government estimates indicate that the weighted average tariff rate was
brought down to about 21 percent during the first half of FY 1995.

In July 1992 the government replaced an import sales tax with a trade-neutral
VAT, leaving only the 2.5 percent advance income tax" to be removed to make cus-
toms duty the only protective instrument for most imports. The number of products
subject to an import ban or restriction was further reduced in 1995 and import pro-
cedures have been streamlined. The formerly cumbersome procedure for opening let-
ters of credit also-has been simplified. Bangladesh is a member of the World TradeSOrgranization.&atoms procedures are lengthy and burdensome, and further complicated by

rent-seeking activity. Recently the system of customs valL tion" was supplemented
by the acceptance of pre-shipment inspection certificates from four international in-
spection companies. However, customs' acceptance of these certificates is not yet
mandatory.

Drawbacks to investment in Bangladesh include low labor productivity, poor in-
frastructure, and an uncertain law and order situation. The lack of effective com-
mercial laws makes enforcement of business contracts difficult. Officially, private in.
dustrial investment, whether domestic or foreign, is completely deregulated and the
government has significantly streamlined the investment registration process. How-
ever, while registration has been simplified, domestic and foreign investors typically
must obtain a series of approvals from various government agencies in order to im-
plement their projects. Bureaucratic red tape, compounded by rent-seeking activity,
slows decision-making. Existing export processing zones (see below), which are de-
signed to facilitate investment, are still too small to have changed significantly the
overall investment picture in the country.

U.S. investment stock in Bangladesh is very small, totaling less than $12 million.
It is concentrated in the capitalization and physical assets of a life insurance com-
pany, two commercial banks, and a few other service and manufacturing operations.
The figure is likely to increase as U.S. natural gas exploration and development
firms begin their activities.
6. Export Subsidies Policies

The Bangladesh Government attempts to encourage export growth through meas-
ures such as ensuring duty-free status for some imported inputs, including capital
machinery, and providing easy access to financing or exporters. Ready made gar-
ment producers are assisted by bonded warehousing and back-to-back letter of credit
facilities for imported cloth and accessories. Exporters are allowed to exchange 100
percent of their foreign currency earnings through any authorized dealer. Govern-
ment financed interest rate subsidies to exporters have been reduced in stages over
the last five years. Bangladesh has established export processing zones (EPZs) in
Chittagong and Dhaka. investment proposals for the EPZs are processed quickly,
and the EPZ administrators take care of the investor's needs, from tax treatment
to utility hook-ups.
7. Protection of U.S. Intellectual Property

Bangladesh has outdated intellectual property rights (IPR) laws, and an unwieldy
system of registering and enforcing intellectual property rights. Intellectual property
infringement is common, particularly of pharmaceutical products and audio and
video cassettes. Despite the difficulties, U.S. firms have successfully pursued their
IPR rights in Bangladeshi courts.

Bangladesh has been a member of the World Intellectual Property Organization
(WIPM) in Geneva since 1985. The WIPO and the United Nations Development Pro-
gram (UNDP) are funding automation and training for tho Bangladesh govern-
ment's patent office. BangIadeshh as begun reform programs to increase the level
of IPR protection in order to meet its obligations under the WTO TRIPs (Trade-re-
lated Aspects of ltellectual Property Rights) Agreement. In consultation with
WIPO, the Bangladesh government be 3n drawing up 1i131 reforms laws in 1992 and
has hired consultants to review the A'R draft laws in view of WTO-TRIPs provi-
sions. The completion of the review and subsequent modification and vetting of the
drafts are expected to take at least a year, with parliamentary passage taking fur-
ther time. As a result, Bangladesh is unlikely to have eflbctive IPR1 laws before mid-
1997.
8. Worker Rights

a. The Right of Association.-The Bangladesh constitution guarantees freedom of
association, the eight to join unions, an, with government approval, the right to
form a union. With the exception of workers in the railway, postal, telegraph and
telephone sectors, state administration workers are forbidden to join unions. i-ow-
over, some workers covered by this ban have formed unregistered unions. The ban
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also applies to security-related government employees, such as in the military and
police. Bangladesh civil servants forbidden to join unions, such as teachers or
nurses, have joined associations which perform functions similar to labor unions.

b. The Right to Organize and Bargain Collectively.-Unions in Bangladesh are
highly politicized. Virtually all the National Trade Union centers are affiliated with
political parties, including one with the ruling party. Pitched battles between mem-
bers of rival labor unions occur regularly; hundreds were inured in labor clashes
in 1995 at various large jute and textile mills, as well as in tne inland water trans-
port sector. Some unions regularly engage in intimidation and vandalism. General
strikes continue to be used by the political opposition to pressure the government.
General strikes cause economic and social disruption through lost production and,
more s~ifiantly, transportation delays causing missed shipping dates for exports.

The Essential Services Ordinance permits the Government to bar strikes for three
months in any sector deemed "essential." Mechanisms for conciliation, arbitration,
and labor court dispute resolution were established under the Industrial Relations
Ordinance of 1969.

Workers in Bangladesh's two export processing zones (EPZs) are prohibited from
forming unions, though some workers have skirted the ban by setting up associa-
tions. The government has stated that labor law restrictions on freedom of associa-
tion and formation of unions in the EPZs will be lifted by 1997. In the rapidly grow-
ing garment industry, there have been numerous complaints of workers being har-
assed and fired in some factories for trying to organize workers.

c. Prohibition of Forced or Compulsory Labor.-The constitution prohibits forced
or compulsory labor. The Factories Act and the Shops and Establishments Act, both
passed in 1965, set up inspection mechanisms to enforce laws against forced labor,
but resources for enforcement are slim, and these laws are not rigorously enforced.

d. Minimun Age for Employment of Children. -Bangladesh has laws that prohibit
labor by children. The Factories Act bars children under the age of 14 from working
in factories. In reality, enforcement of these rules is inadequate. According to United
Nations estimates, about one third of Bangladesh's population under the age of 18
is working. In a society as poor as Bangladesh's, the extra income obtainedly chil-
dren, however meager, is sought after by many families.

In anticipation of possible U.S. legislation prohibiting the import ofproducts made
by child labor, thousands of underage children employed in Bangladesh's garment
industry were dismissed in 1993. In July 1995, Bangladesh garment exporters
signed a memorandum of understanding that promises to eliminate child labor in
the garment sector and set up schools and a stipend program for the displaced child
workers.

e. Acceptable Conditions of Work. -Regulations regarding minimum wages, hours
of work and occupational safety and health are not strictly enforced. The legal mini-
mum wage varies depending on occupation and industry. It is generally not en-
forced. The law sets a standard 48-hour workweek with one mandated day off. A
60-hour workweek, inclusive of a maximum 12 hours of overtime, is allowed. Rel-
ative to the average standard of living in Bangladesh, the average monthly wage
could be described as sufficient for minimal, basic needs. The "Factories Act nomi-
nally sets occupational health and safety standards. The law is comprehensive but
appears to be largely ignored by many Bangladeshi employers.

f.Rights in Sectors With U.S. Investment.-Manufacturing firms with U.S. invest-
ment have unions and bargain collectively. Worker layoffs or the threat of reduc-
tions-in-force can cause serious management-labor disputes. As far as can be deter-
mined, firms with U.S. capital investment abide by the labor laws. Similarly, these
firms respect the minimum age for the employment of children. According to both
the Bangladesh government and representatives of the firms, workers in firms with
U.S. capital investment generally earn a much higher salary than the minimum
wage set for each specific industry. In some cases, workers in these firms enjoy
shorter working hours than those working in comparable indigenous firms.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

(Millions of U.S. dollars]

Category Amount

Petroleum ................................................................................ . .(1)
Total Manufacturing...............................................................1

Food & Kindred Products ................................................
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994--Continued

[Millions of U.S. dollars]

Category Amount

Chemicals and Allied Products ........................................... 1
Metals, Primary & Fabricated .......................................... 0
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ................................................. 0
Other Manufacturing .......................................................... 0

Wholesale Trade.. . ....................................... 0
Banking..............................................(1)
Finance/lnsurance/Real Estate ................................... ........... 1
Services ......................................................................... ........... 0
Other Industries............... .......................... 0
TOTAL ALL INDUSTRIES .................................................... (1)

I Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

INDIA

Key Economic Indicators
[Billions of U.S. dollars unless otherwise noted]

199;•96~
FY ending March 31 1993/94 1994/96 (proJ,)

Income, Production and Employment:
Real GDP (1981 prices) 2 ............... .. . .. .. . . .. . . . . . . .. . . .  83.3 88.5 88.7
Real GDP Growth (percent) ................................ 3.5 6.2 5.5
GDP (at current prices) 2 .................. . . .. . .. . .. . . . .. . .. .  250.7 293.9 319.8
GDP by Sector (percent estimated):

Agriculture ........................................................ 29.8 30.2 30.0
Energy and water ............................................. 2.6 2.6 2.7
Manufacturing .................................................. 21.9 22.0 22.3
Construction ..................................................... 4.4 4.3 4.5
Rents....................................5.0 5.0 5.1
Financial Services ............................................ 6.4 6.5 6.6
Government, Health and Education ............... 29.9 29.4 28.8

Real per capita GDP (US$, 1981 prices) ............ 93.6 97.5 95.8
Labor Force (millions) ......................................... 332.2 340.0 348.0
Unemployment Rate (percent) ....................... 22.5 22.5 22.5

Money and Prices (annual percentage growth):
Money supply (M3) .............................................. 18.4 21.2 18.0
Base Interest Rate ............................................... 19.5 17.5 18.0
Personal Saving Rate .......................................... 16.0 17.0 17.5
Retail Inflation ..................................................... 7.5 10.0 9.5
Wholesale Inflation (percent) .............................. 8.4 10.9 9.0
Consumer Price Index (1982=100) ................. 258.0 284.0 311.0
Exchange Rate (US$/Rupee):

Official average rate ......................................... 31.37 31.37 33.00
Parallel .............................................................. 33.0 33.0 35.0

Balance of Payments and Trade:
Total Exports FOB83 ...................... .. . .. . .. . .. . . .. . . . .. . . .  22.2 26.2 32.0

Exports to US.................................................. 4.6 5.3 5.6
Total Imports CIF 8s . ... . . ....... ... .. . . .. .. . . . . .. .  23.3 28.3 36.0

Imports from U.............................................. 2.8 2.3 2.6
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Key Economic Indicator--Continued
[Billions of U.S. dollars unless otherwise noted]

FY ending Mitirch 31 1993/94 1994/96 1996(p .
(pCo!.)

Trade Balance 4 ........................... .. . . .. . .. . . .. . .. . . . . . . .. .  -1.1 -2.1 -4.0
Balance with US .............................................. 1.8 3.0 3.0

Aid from US. (US$ million)4 ............ . . . .. .. . . .. .. . .. . .  141.0 142.0 155.0
Aid from Other Countries/institutions ............... 3.3 3.5 3.5
External Public Debt5 ................... . .. . .. . . .. . .. . . . .. . .. .  91.0 95.3 97.9
Debt Service Payments ........................................ 8.3 10.8 12.3
Foreign Exchange Reserves ................................ 15.5 21.1 19.0

11996 fligres are all estimates based on data available in October 1996. 1996 projections reflect a rupee
devaluation of apprdimately 5 percent.

$GDP at market rices.8Merchandise trade.
4Figures refer to Indian Fiscal Years: April l-March 31.
lIncludes Rupee Debt of $10 billion to the former USSR.
Sources: Government of India Economic Survey, Government of India budgets, Reserve Bank of India Bul.

letins, and World Bank.

1. General Policy Framework
While the post-1991 economic reform program has substantially liberalized India's

trade and investment regime, progress has slowed in 1995. Faced with vocal domes-
tic opposition groups and weakened by state-level political reverses the Indian gov.
efinment has focused more on consolidation and implementation of? previous initia-
tives than on the introduction of new initiatives. With India's economy the fifth larg-
est in terms of purchasing power, home to 15 percent of the world's population, and
claiming a middle class of between 100-250 million, the pace of reforms and the an-
ticipated impact on domestic growth rates are major concerns for U.S. businesses
looking to sell to or invest in India.

India's pre-1991 economy was marked by slow growth, a highly protected market,
and state control of the economy's *commanding heig B 1995, the reform pro.
gram had achieved remarkable macroeconomic stability andcould claim a number
of tangible results, highlighting the break with India's socialist past. Foreign ex-
change reserves grew from $1.1billion in June 1991 to $19.0 billion in October 1995
(a shortage of foreign exchange reserves helped trigger the 1991 reforms). India has
enjoyed consistent double-digit growth in foreign trade, both exports and imports for
the past four years. Foreign investment, both direct and portfolio, has increased dra-
matically and will contribute to industrial growth in FY 1995-1996_of 10-12 per-
cent, and GDP growth of about 5.5 percent, in rupee terms. Support for the liberal-
ization program has remained strong from the middle and upper-classes that have
been its early beneficiaries.

However, the pace of reform has slowed as several major legislative initiatives
stalled and some high visibility foreign investments encountered stiff opposition. All
major parties accept the need for economic reform, but there is an increasingly stri.
dent debate regarding the pace and manner of reform, especially its impact on mar-
ginal segments of society and the role of foreign investment. The more emotional
debates exhibit a strain of economic nationalism and suggest the existence of a
strong constituency that, while accepting economic liberalization, does not nec-
essarily, equate that to or support "globalization'. However, there appears to be lit.
tle or no support for rolling back reforms or previously approved initiatives.

India has had limited success in reducing the government's unsustainably high
fiscal deficit, which also contributed to the 1990-91 economic crisis. After reaching
nine percent of GDP in FY 1990/91, the fiscal deficit fell to 5.7 percent of GDP in
FY 1992/93, but rebounded to 7.3 percent of GDP in 1993/94. Buoyant receipts and
better expenditure controls kept the deficit at 6.7 percent of GDP in 1994/95, despite
domestic spending pressures that forced the government to exceed its six percent

ae'Indian'Government set a budget deficit target of 5.5 percent of GDP for FY

1995/96, but may find it difficult to meet this target due to pressures for increased
spending in the run-up to 1996 general elections and lower than expected receipts
from the sale of shares in government-owned corporations. The Finance Minister
and Reserve Bank of !ndia (RBI) Governor reached an agreement last year to place
a Rs. 90 billion ($2.L. billion) cap on the issuance of ad hoc Treasury Bills, a prin-
cipal source of inflationary money creation, with this form of deficit finance to be
abolished by FY 1997-98. However, this agreement has been breached during the
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current fiscal year due to insufficient demand for government securities being of-
fered to the market.

During the first six months of FY 1995/96, M3 rose by an estimated 17.5 percent.
The RBfI hopes to contain M3 growth at 16 percent for the year. Government and
private forecasters now predict an average retail inflation rate of about 9.5 percent
during FY 1995-96 following inflation of 10.6 percent in the previous ear. RBI
credit to the central government increased 13.4 percent during the flist haif of FY
1995d96. The government reduced the Statutory Liquidity Ratio (SLR) from 31.5 in
1994 to 29 percent in 1995. Further cuts are planned as the government seeks to
avoid crowd out private borrowers.

India became a founding member of the World Trade Organization on January 1,
1995.

2. Exchange Rate Policies
India has used exchange rate policy to improve its export competitiveness. On

March 1 1993, the exchange rate was unified and the rupee was made fully convert.
ible on the trade account. On August 20, 1994, the rupee was made fully convertible
on the current account. Controls remain on capital account transactions, with the
exception of non-resident Indians (NRIs) and foreign institutional investors (FIls),
but the gradual removal of controls is expected as foreign exchange reserves grow
and India's capital markets are integrated more completely into international finan-
cial markets. The RBI intervenes in the foreign exchange market to maintain a sta-
ble rupee. It maintained a rupee value of approximately Rs. 31.5 per dollar since
March of 1993, but allowed a significant adjustment of 10.5 percent in September.
October 1995. The market rate on January 12, 1996 was Rs. 35.76 per dollar.
3. Structural Policies

Price policies: Central and state governments still regulate the prices of most es-
sential products, including foodgrains, sugar, edible oils, basic medicines, energy,
fertilizers, water, and many, industrial inputs. Agricultural commodity procurement
prices have risen substantially during the past our years, while prices for nitrog.
enous fertilizer, rural electricity andirrigation remain well below market levels.
However, acute power shortages are forcing several states to counter the financial
decline of state electricity boards by raising tariffs.

The federal government has also begun to scrutinize more carefully the cost of its
subsidies. Many basic food products are under a dual pricing system: some output
is supplied at fixed prices through government distribution outlets (*fair price
shopsf, with the remainder sold by producers on the free market. Prices in govern-
ment outlets are usually regulated according to a cost-plus formula; some formulas
have not been adjusted in more than a decade. Controls on basic drug prices have
been a particular problem for U.S. pharmaceutical firms operating in India, al-
though government policy changes sharply reduced the number of price-controlled
formulations in late-1994.

Tax policies: India's tax policies suffer from several problems common to develop-
ing countries. Public finances remain highly dependent on indirect taxes, particu-
laily import tariffs. Between 1990 and 1994, indirect taxes accounted for about 70
percent of central government tax revenue. India's direct tax base is very narrow,
with only eight million taxpayers out of a total population of about 930 million. Mar.
ginal rates are high by international standards, although the FY 1994-95 budget
lowered the corporate income tax rate for foreign companies from 65 percent to 55
percent. Tax evasion is widespread, and the government has stated that future rate
cuts will depend on the success of efforts to improve tax compliance.

The government has begun streamlining the nation's tax regime along the lines
recommended by a government-appointed committee: increasing the revenue share
from direct taxes, introducing a value-added tax (VAT), and replacing India's com-
plex tax code with one that is simple and transparent. The Indian Government is
also experimenting with tax incentives for specific sectors, such as a 5-year tax holi-
day for infrastructure projects. The removal of quantitative restrictions on some im-
ports has been accompanied by massive reduction in tariff rates.

Regulatory Policies: The "New Industrial Policy" announced in July 1991 consider-
ably relaxed the government's regulatory hold on investment and production deci-
sions. Under the new policy, industrial licenses are only required for six "strategic"
areas, and some restrictions remain for manufacturing in areas which are reserved
for the public sector or small-scale industry. The government has announced liberal
policies for the pharmaceutical and telecommunications industries. Local sourcing
requirements have also been abolished and most plant location strictures have been
removed.
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Nevertheless, Indian industry remains highly regulated by a powerful bureauc-
racy armed with excessive rules end broad discretion. Establishing an industrial
plant still requires as many as 92 different types of authorizations, and the speed
and quality of regulatory decisions governing important issues such as zoning, land-
use and environment can vary dramatically from one state to another. Furthermore,
while international competition for capital is gradually forcing India's federal and
state governments to implement more investor-friendly regulatory policies, domestic
politics often encourage state governments to take a hard line against foreign "ex-
ploitation.'

Political opposition has slowed or halted important regulatory reforms governing
areas like labor, bankruptcy, and company law that would enhance the efficiency
of foreign and domestic investment. Financial sector reforms continue, although re.
form of-the insurance sector has been put on hold pending the 1996 general elec-
tions. Progress in the power generation and telecommunications sectors has been
slower than hoped.
4. Debt Management Policies

External Debt Management: India's reliance during the 1980's on debt-financed
deficit spending to boost economic growth meant that commercial debt and No,-
Resident Indian (NRI) deposits provided a growing share of the financing for India s
mounting trade deficit. The result was a hefty increase in external debt,
compounded by rising real interest rates and a declining term structure that re-
flected India's falling creditworthiness. Total external debt rose from $20 billion in
FY 1980-81 to about $84 billion in FY 1990-91. Fueled by rising debt service pay-
ments, foreign exchange reserves fell to $1.1 billion during the FY 1990-91 balance
of payments crisis, the equivalent of only two weeks of imports. By October 1995,
reserves were bouncing back to approximately $19.0 billion.

External Debt Structure: India s total external debt (including ruble and defense-
related debt) reached $95.2 billion by mid-1995, making India one of the world's
largest debtors. India's debt-service payments exceeded $8.0 billion in each of the
last five years (FY 1990/91-FY 1994195). However, roughly two-thirds of the coun.
try's foreign currency debt is composed of multilateral and bilateral debt, much of
it on highly-concessional terms. The government has adopted a number of measures
designed to reduce the volatile short-term component of its external debt. The addi.
tion of new debt has slowed substantially, as the government has maintained a tight
rein on foreign commercial borrowing and defense-related debt and has encouraged
foreign equity investment rather than debt financing. As a result, the ratio of total
external debt to GDP fell from 39.8 percent in FY 1992/93 to about 31 percent in
FY 1994/95.

Relationship With Creditors: India has an excellent debt servicing record. While
U.S. and Japanese rating agencies downgraded Indian paper in 1990, as India en-
countered balance of payments difficulties exacerbated by the Persian Gulf conflict
and a sharp downturn in trade with the former Soviet Union, the sharp growth in
official reserves and the enthusiastic response of institutional and foreign direct in-
vestors to India's economic reforms are restoring creditor confidence. Japanese agen-
cies upgraded India's rating in 1994, and both Standard and Poor's andMoody's are,
reportedly, considering upgrading India's foreign currency debt from its current BB+
rating (S&P). Citing its growing foreign exchange reserves and ample food stocks,
India chose not to negotiate an Extended Financing Facility with the IMF since the
expiration of its Standby Arrangement in May 1993.
5. Significant Barriers to U.S. Exports

Import Licensing: U.S. exports have benefited from significant reductions in In.
dia's import-licensing requirements, and rose to $2.3 billion in 1994 from $2.0 billion
in 1991, according to U.S. Department of Commerce trade data. Until 1992, India's
very complex import regime featured twenty-six commodity lists with numerous ap-
proyal and licensing procedures. Since that time, the government has eliminated the
licensing system for imports of intermediates and capital goods, and has steadily re-
duced the import-weighted tariff from 87 percent to 33 percent at present. Imports
of phosphate fertilizer, kerosene and LPG were opened to the private sector in 1993.
Seven commodity imports (mostly bulk agricultural commodities) are still "canal-
ized" through state trading companies, but their number is steadily declining.

Notwithstanding this progress, US. exporters face a negative list of items which
cannot be imported, affecting roughly one-third of all tariff lines, and tariff protec-
tion that is still very high by international- standards. Import licenses are still re.
quired for certain electronics, pesticides and insecticides, fruits, vegetables and proc-
essed consumer food products, breeding stock, most pharmaceuticals and chemicals,
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and products reserved in India for small-scale industry. This licensing requirement
serves in many cases as an effective ban on importation.

Services Barriers: The Indian government runs many major service industries ei-
ther partially or entirely, but the controls are loosening. Entry of foreign banks re-
mains highly regulated, but approval has been granted for the operation of 17 new
foreign banks or bank branches since June 1993. Furthermore, financial authorities
have permitted some opening to joint ventures in non-bank financial services during
the past two years. While India does not allow foreign nationals to practice law in
its courts, some foreign law firms have liaison offices in India. The Indian Govern-
ment is now reviewing its monopoly on life and general insurance with a view to
future liberalization and reform of the industry. Foreign and domestic joint ventures
participate in advertising, accounting, car rental and a wide range of consultancy
services. Furthermore, policy reforms introduced in late 1994 and partially imple-
mented in 1995 offer foreign firms a major role in modernizing India s telecommuni-
cations sector, an opening which has been aggressively pursued by U.S. firms.

Standards Testing, Labelling and Certification: Indian standards generally follow
international norms and do not constitute a significant barrier to trade. However,
India's food safe',i laws are often outdated or more- stringent than international
norms. Opponen% of foreign investment have tried to apply, these laws selectively-
to US. firms, however, these attempts have not withstood judicial scrutiny. Where
differences exist, India is seeking to harmonize national standards with inter-
national norms. No distinctions are made between imported and domestically-pro-
duced goods, except in the case of some bulk grains.

Investment Barriers: The industrial policy introduced in July 1991 achieved a
dramatic overhaul of regulations restricting foreign investment. Government ap-
proval requirements for equity investments of up to 51 percent in 35 industries cov-
ering the bulk of manufacturing activities have been entirely eliminated, although
the government reserves the right to deny requests for increased equity stakes.
Through 1994 it had rarely denied requests for up to 100% foreign equity, but for-
eign firms report 100% stakes have been more difficult to obtain in 1995.

All sectors of the Indian economy are now open to foreign investors, except those
deemed to be security concerns, such as defense, railways and atomic energy. As a
result, the $12 billion in foreign investment approved between January 1991 and
August 1995 exceeded the nominal dollar value of all foreign investment approved
during the previous four decades, with U.S. investors taking the lead. In August
1995, the state government of Maharashtra repudiated agreements with the U.S.-
owned Dabhol Power Company for an electricity generation project. Arbitration pro-
ceedings were initiated, and the company and the state government have renegoti-
ated the terms of the project.

The U.S. and India have not negotiated a bilateral investment treaty, although
an agreement covering the operations of the Overseas Private Investment Corpora-
tion (OPIC) remains in force. In 1992, India became the 113th country to announce
it would join the Multilateral Investment Guarantee Agency (MIGA), an agency of
the World Bank.

Government Procurement Prsctices: Indian government procurement practices oc-
casionally discriminate against foreign suppliers, but they are improving under the
influence of fiscal stringency. Price and quality preferences for local suppliers were
largely abolished in June 1992. Recipients of preferential treatment are now con-
centrated in the small-scale industrial and handicrafts sectors, which represent a
very small share of total government procurement. Defense procurement through
agents is not permitted, forcing U.S. firms to maintain resident representation.
When foreign financing is involved, procurement agencies generally comply with
multilateral development bank requirements for international tenders.

Customs Procedures: Liberalization of India's trade regime has reduced tariff and
non-tariff barriers, but it has not eased some of the worst aspects of customs proce-
dures. Documentation requirements, including ex-factory bills of sale, are extensive
and delays frequent. However, in October 1995, the government announced that
India would switch to the Harmonized System of commodity classification, removing
ambiguities and providing more transparency to the Export-Import Policy. No firm
date has been given for the implementation of this change.

6. Export Subsidies Policies
The 1991 budget phased out most direct export subsidies, but a tangle of indirect

subsidies remains. Exports are exempt from income and trade taxes, and a variety
of tariff incentives and promotional import licensing schemes, some of which carry
export quotas, still remain.
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7. Protection of U.S. Intellectual Property

The Indian Government is gradually improving its treatment of intellectual prop-
erty Aghts (JPR), bringing its laws and enforcement in line with international prac.twice. The government has traditionally contended that IPR protection should balance
the interests of rights holders with those of consumers and broader "social" inter.
ests. The U.S. Special-301 investigation initiated in 190)1 determined that Indian
IPR practices--particularly inadequate patent protection--unduly burdened U.S.
commerce. In response, in April 1992 the US. removed all Indian-origin chemical
and pharmaceutical products from duty-free entry under the Generalized System of
Preferences (GSP).

India has proposed new trademark and patent legislation designed to bring India
into compliance with its current WTO TRIPs (Trade-related Aspects of Intellectual
Property Rights) obligations. These pieces of legislation have passed India's lower
house, but have been stalled by political opposition in India's upper house, and are
sufficiently controversial that they are unlikely to be passed before the expected
1996 election. A constituency including some Indian pharmaceutical companies,
technology firms, and educational/research institutions favors an improved patent
regime, including full product patent protection. However, it is unlikely that India
will implement fullpatent protection sooner than required under the TRIPs agree-
ment. Supporters o=the less controversial Trademark bill hope for passage in late
1995 or early 1996.

Under pressure from domestic industry, India strengthened its copyright law in
May 1994 placing it on par with international practice. The new law entered into
force in May, 1995. The copyright legislation is consistent with the Berne Conven-
tion on copyright, to which India is a party. Subsequently, India's designation as
a "priority foreign country" under Special-301 was downgraded to placement on the
"priority watch list". Copyright enforcement appears to be improving. Classification
of copyright infringements as "cognisable offenses" theoretically expands police
search and seizure authority. While the formation of appellate boards under the new
legislation should speed prosecution, local attorneys indicate that some technical
flaws in the laws, which require administrative approval prior to police action, need
to be corrected.
8. Worker Rights

a. The Right of Association.-India's constitution gives workers the right of asso-
ciation. Workers may form and join trade unions of their choice; work actions are
protected by law. Unions represent roughly 2 percent of the total workforce, or
about 25 percent of industrial and service workers in the organized sector.

b. The Right to Organize and Bargain Collectively.--Indian law recognizes the
right to organize and bargain collectively. Procedural mechanisms exist to adju-
dicate labor disputes that cannot be resolved through collective bargaining. State
and local authorities occasionally use their power to declare strikes "illegal" and
force adjudication.

c. Prohibition of Forced or Compulsory Labor.-Forccd labor is prohibited by the
Constitution; a 1976 law specifically prohibits the formerly common practice of
"bonded labor". Despite the 1976 law, bonded labor continues in many rural areas.
Efforts to eradicate the practice are complicated by extreme poverty and jurisdic-
tional disputes between the central and state governments; legislation is a central
government function, while enforcement is the responsibility of the states.

d. Minimum Age for Employment of Children. -Poor social and economic condi-
tions and lack of compulsory education make child labor a major problem in India.
The government estimates that 17 million Indian children from ages 5 to 15 are
working. Non-governmental organizations estimate that there may be more than 50
million child laborers. A 1986 law bans employment of children under age 14 in haz-
ardous occupations and strictly regulates child employment in other fields. Never-
theless tens of thousands of children are employed in the glass, pottery, carpet and
fireworks industries, among others. Resource constraints and the sheer magnitude
of the problem limit ability to enforce child-labor legislation.

e. Acceptable Conditions of Work.-India has a maximum eight-hour work day and
48-hour work week. This maximum is generally observed by employers in the formal
sector. Occupational safety and health measures vary widely from state to state and
among industries, as-does the minimum wage.

f. Rights in Sectors With U.S. Investment.-U.S. investment exists largely in man-
ufacturing and service sectors where organized labor is predominant and working
conditions are well above the average for India. U.S. investors generally offer better
than prevailing wages, benefits and work conditions. Intense government and press
scrutiny of all foreign activities ensure that any violation of acceptable standards
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under the five worker-rights criteria mentioned above would receive immediate at-
tention.

Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Cateory Amount

Petroleum ................................................................... .... .......... .(1)
Total Manufacturing ............................................................... 308

Food & Kindred Products ............................... 25
Chemicals and Allied Products ........................................... 166
Metals, Primary & Fabricated .......................................... 9
Machinery, except Electrical .............................................. 84
Electric & Electronic Equipment ..................................... 5
Transportation Equipment ............................................... 5
Other Manufacturing .......................................................... 14

Wholesale Trade ...................................................................... 37
Banking........................................................................... . .442
Finance/Insurance/Real Estate .............................................. (1)
Services .................................................................................... 23
Other Industries ...................................................................... (2)
TOTAL ALL INDUSTRIES .................................................... 818

'Suppresed to avoid disclosing data of individual companies.
2 value between $-500,000 and $W00,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.

PAKISTAN

Key Economic Indicators 1

[Millions of U.S. dollars unless otherwise noted]

1993 1994 1996

Income, Production and Employment:
Real GDP ('81 prices) 2 . . . . .. . .. . . . .. . . .. . ..................... 18,897 16,887 17,280
Real GDP Growth (percent)s5 ............ . . . . .. . .. . .. .. . . ..  2.3 3.8 4.7
GDP (at current prices) 2 . .. .. . .. . . . .. . . .. .................... 46,159 46,553 54,531
GDP by Sector:.

Agriculture ........................................................ 11,454 11,699 13,794
Energy and Water ............................................ 1,485 1,393 1,745
Manufacturing .................................................. 7,972 8,174 9,746
Construction ..................................................... 1,915 1,829 2,013
Rents ................................................................. 2,063 2,053 2,313
Financial Services ............................................ 1,362 1,491 1,670
Other Services4 ......................... .. . .. . . . .. . . .. . . .. . . . ..  15,983 16,137 18,532
Government, Health and Education ............... 3,636 3,486 4,228
Net Exports-of Goods and Services ................. -3,145 -1,428 - 1,977

Per Capita GDP (current US$) ........................... 383 375 427
Labor Force (millions) .......................................... 33.7 34.7 35.7
Unemployment Rate (percent) ............................ 4.7 4.7 4.7

Money and Prices (annual percentage growth):
Money Supply (M2) .............................................. 18.0 16.9 16.6
Base Interest Rate 5 ............................................. 18.0 19.0 21.0
Personal Saving Rate e........................................ 13.5 11.6 12.3
Wholesale Inflation .............................................. 7.1 15.0 16.3
Consumer Price Index ......................................... 9.3 11.2 12.9
Exchange Rate: (Ru/US$-annual average):

Official.................................26.0 30.2 30.9
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Key Economic Indicators '-Continued
[Millions of U.S. dollars unless otherwise noted]

1993 1994 199

Parallel .............................................................. 27.5 30.6 32.1
Balance of Payments and Trade:

Total Exports FOB 7 ....................... .. . .. .. . .. . . .. . . .. . . ..  6,782 6,685 7,884
Exports to US .................................................. 945 978 1,316

Total Imports CIF7 .............................................. 10,049 8,685 10,137
Imports from US .............................................. 940 907 976

Aid from US..(U.S. FY) ....................................... 45 3 22
Aid from other Countries .................................... 2,437 2,530 2,584
External Public Debt ........................................... 20,810 23,498 24,437
Debt Service Payments ........................................ 1,973 2,335 3,414
Gold and Foreign Exchange Reserves (end-FY) 1,369 3,337 3,739
Trade Balance'?7 ............................ . . .. . .. . . .. .. . .. . . .. .. . .  -3,267 - 2,000 -2,253

Balance with US.7 ........................................... 5 71 340
'Unless otherwise stated, figures are for the Pakistan tfscal year ending June 30 of the year shown.
9GDP at factor cost.
'Percentage changes calculated in local currency.
41ncludes-transport, storage, communication, wholesale and retail trade, and other services.
$Actual average annual interest rates, not changes in them, on commercial bank loans to private commer.

eial borrowers
VPercent of ONP.
TMerchandise trade.

1. General Policy Framework
Since the late 1980's Pakistan has pursued, with mixed success, policies aimed

at private sector-led development, macroeconomic stability and structural reforms.
Implementation has been uneven. Import tariffs remain quite high as the govern.
ment seeks to protect local industry and generate fiscal revenues. Nonetheless, the
government appears to remain broadly committed to market-oriented policies, and
the main opposition party shares a commitment to this general framework.

Pakistan s real GDP grew by 4.7 percent in the 1994-95 fiscal year that ended
in June 1995, below the government's target and most observers' estimate of the
country's potential. Despite strong export growth, Pakistan ran a trade deficit of
$2.3 billionthat year. U.S. exports to Pakistan in 1994-95 totaled $976 million, and
the United States had a deficit of $340 million in our bilateral trade.

The current government led by the Pakistan Peoples Party (PPP) was elected to
office in October 1993 following a period of political and economic instability. In
March 1994 it received IMF Board approval of a three-year Enhanced Structural
Adjustment.Facility (ESAF) to support various reforms to enhance macroeconomic
stability, reduce trade protection, privatize state-owned enterprises, and strengthen
market-oriented monetary management.

Performance through most of 1994 was good, but the government failed to meet
its target for reducing its budget deficit to four percent of-GDP in FY 1994-95. Fur-
thermore, in June 1995 the government announced policies that backtracked on ear-
lier commitments to reduce the fiscal deficit and lower import tariffs. Following the
resulting suspension of the ESAF program, the economy in the second half of 1995
was marted by a growing trade deficit sharply declining foreign exchange reserves,
currency instability, and continued high inflation.

In response, the government in late October 1995 announced a package of sta-
bilization measures: it devalued the rupee by seven percent, imposed a temporary
import surcharge on most products, raised administered prices of petroleum prod-
ucts tightened fiscal and monetary policies, and offered various export incentives.
While deemed necessary for fiscal and balance of payments purposes, some of these
measures set back progress on needed trade reform. The government and the IMF
agreed in late 1996on a new standby arrangement that could eventually lead to
renewed IMF support for structural adjustment.

Pakistan became a founding member of the World Trade Organization on January
1, 1995.
2. Exchange Rate Policies

The value of the rupee is determined according to a managed float, with the
central bank (the State Bank of Pakistan, SBP) making regular adjustments against
a basket of major currencies. The US. dollar is used as an intervention currency
to determine other rates. Authorized foreign exchange dealers are allowed to trade
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at an open market rate that has usually varied only slightly from the official rate.
The SBF seeks to follow a policy that balances exchange rate stability with the im-
peratives of competitiveness. Among other things, it closely watches the currencies
of regional and other trade competitors in managing the rupee's value. In the face
of domestic inflation, declining exports and foreign exchange reserves, and perceived
overvaluation against competitors' currencies, the authorities have devalued the
rupee by about 10 percent since July 1995. The exchange rate on January 12, 1996
was 34.34 rupees per USD.

Over the past few years, foreign exchange controls have been significantly liberal-
ized, and the rupee is now fully convertible on the current account. Individuals and
firms resident in Pakistan may hold foreign currency bank accounts and may freely"
move foreign currency into and out of the country. Foreign firms investing in Paki-
stan (other than banks and insurance companies) may remit profits and capital
without prior SBP approval.
3. Structural Policies

The government of Pakistan has made efforts to implement structural reforms, in-
cluding tax and trade reforms and reducing the state s role in the economy. On the
tax side, the authorities recognize the need to shift from dependence on high cus-
toms revenues, which hurts both U.S. exports to Pakistan and the long-term coin
petitiveness of Pakistani industry, to taxes on consumption and income. The govern-
ment has reduced tariffs on many products, has lifted some bans and quantitative
restrictions, and has announced that it intends to f.l!fil its World Trade Organiza-
tion commitments.

As part of these trade reforms, the government in FY 1993-94 began a three-year
program to reduce maximum tariffs from 90 percent and above to 35 percent. It has
proved unable to meet this schedule while also reducing the overall fiscal deficit.
in FY 1995-96 maximum tariffs were set at 65 percent, compared with the original

target of 45 percent; to this was added an additional temporary surcharge of from
five to 10 percent on most imports under this ceiling. The government retains its
trade and tax reform goals andlis considering instituting a general sales tax on re.
tail commerce, which might permit lower import duties. To date, however, the gov-
ernment has made little progress in either increasing tax revenues as a share of
GDP or shifting the tax burden away from imports.

Successive governments have made efforts to privatize some state-owned enter-
prises, having sold off about 70 industrial firms and two commercial banks since
1991. The current government plans to privatize the public telephone monopoly,
some energy utilities, and more banks in the next few years and welcomes foreign
investmenf-in these transactions. The government also offers various incentives for
new private foreign investment in numerous sectors.

Implementation of regulatory and other policies often lags behind official pro-
nouncement, and political interference in government procurement decisions is re-
portedly common. Furthermore, the state continues to administer prices of key com-
modities such as wheat and energy products.
4. Debt Management Policies

Pakistan remains dependent on foreign donors and creditors to meet its fimancing
needs, and its t'-tal external debt has grown in recent years. According to the State
Bank of Pakistan, total external debt as of June 30, 1995, was $24.4 billion. Total
external debt has remained constant at about 40 percent of GDP in the 1990's. How-
ever, debt service payments as a share of total foreign exchange earnings have
grown from 18.8 percent in 1990 to 27.9 percent in 1995.

Pakistan has a historically excellent record for honoring external debt obligations
even during periods of fiscal crisis. Nonetheless, in July 1995, as a result of political
violence, a growing current account deficit and suspension of the IMF's ESAF pro-
gram, two _US. credit rating services downgraded Pakistan's public debt rating.
However, the government has taken steps to reduce external imbalances and has
actively and cooperatively sought support from the international financial institu-
tions for its policies. The government has also striven to maintain good relations
with foreign commercial creditors. The availability of financing is likely to continue
to be an important determinant of export success for U.S. companies.
5. Significant Barriers to U.S. Exports
I. Import licenses: In recent years Pakistan has significantly reformed its restrictive
import regime. Since July 1993, import licenses, formerly common, have been abol.
ished on all "freely importable" goods, i.e., on all items not on the "Negative List"
of items that are banned mostly for religious, health or security reasons or in ac-
cordance with international agreements. The Negative List has been sharply re.
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duced in recent years, from 215 categories of products in 1989-90 to 75 in 1994-
95.

Services barriers: Several sectors including banking, insurance, transportation
and telecommunications, are affected by services barriers, Portions of major service
industries are nationalized and run by the government. For example, foreign banks
are generally restricted to having at most four branches, are subject to higher with-
holding taxes than domestic banks, and face restrictions on doing business with
state-owned corporations. New foreign entrants to the general insurance market are
effectively barred, and those to the life insurance market while not legally barred,
face severe obstacles, such as various tax problems, long delays in remitting profits,
and problems associated with operating within a carte ized industry. Basic teleph-
ony remains the monopoly of the state-owned Pakistan Telecommunications Cor-
poration, but competition among private providers is now allowed in cellular com-
munications. Foreign brokers are allowed to join one of the country's three stock ex.
changes only as part of a joint venture with a Pakistani firm. Motion pictures face
high -tax rates, as well as the practice of including the royalty value in the dutiable
value of films imported for showing in theaters.

Standards, testing, labeling, and certification: Testing facilities for agricultural
goods are inadequate, and standards are inconsistently applied, resulting in occa-
sional discrimination against American farm products.

Investment barriers: Pakistan has liberalized significantly its investment regime
and actively encourages inward foreign investment. While foreign nationals may in-
vest in many sectors up to 100 percent ownership without prior government ap-
proval, other sectors (such as financial services) are subject to ownership limits. For.
eign investment is prohibited in the following sectors: arms and ammunition secu-
rity printing (currency and mint), radioactive substances, and non-industrial ;.cohol.
Foreign Investors are not allowed to own land for agriculture, forestry, irrigation,
or real estate but, with the approval of the relevant provincial government can ob.
tain long-term leases on land for commercial and industrial purposes and may in
some cases own land through joint ventures with Pakistani citizens. Where invest-
ment is allowed, repatriation of profits (except, as noted, for insurance companies),
dividends, and (except for banks) capital is freely allowed. Foreign investors are
statutorily accorded national treatment in industrial sectors, but not in non-indus-
trial sectors, including financial services.

The government offers investment incentives, such as tax holidays, in various sec-
tors. Additional incentives apply to rural areas, "less developed areas," and those
designated as Export Processing Zones (EPZs) or Special Industrial Zones. The gov-
ernment provides incentives for private, including foreign, investment in electric
power generation; numerous foreign firms have submitted proposals for new plants.
It is also encouraging foreign investment in oil and gas exploration and develop-
ment, and in state-owned enterprises that are to be privatized.

Local content requirements can occur in the automobile, electronics, electrical
products and engineering industries under an import substitution program. While
participation in the program is not compulsory, investors who commit to increase
the local content of their output enjoy lower tariffs on imported inputs, but they
may be fined if they then fail to comply with an agreed-upon import deletion sched-
ule.

Government procurement: The government, along with its numerous state-run
corporations, is Pakistan's largest importer. Work performed for government agen-
cies, including purchase of imported equipment and services, is usually awarded
through tenders that are publicly announced and/or issued to registered suppliers.
The government subscribes to principles of international competitive bidding, but
political influence on procurement decisions is common, with decisions not always
made on the basis of price and technical quality alone. Delays in bureaucratic deci-
sion-making are common.

Customs procedures: Investors sometimes complain of a gulf between incentives
advertised at the policy level and on-the ground implementation, and these com-
plaints often relate to customs problems. For example, obtaining preferential tariff
rates is usually subject to the proviso that similar goods are not produced domesti-
cally. Disputes sometime arise over this provision, with investors arguing that local
output, while available, does not meet their specifications. Investors also cite arbi.
trary and inconsistent customs valuations and frequent changes in rates. Delays are
also reported in administration of the *duty dawback" scheme, which refunds par-
tial tariff charges on imported inputs once the final output they were used for is
exported. Charges that customs officers demand bribes are also common.

U.S. firms exporting various industrial and agricultural products have complained
of problems with imp ementation of Pakistan's pre-shipment inspection (PSI) sys-
tem, run by the Swiss firms SGS and Cotecna. They contend that PSI price verifica-
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tion procedures result in significant overvaluation of U.S. exports to Pakistan. Prob-
lems have also arisen over the sometimes conflicting roles of-the PSI firms and Pak.
istani Customs authorities. The US. has expressed its concern to Pakistan about
the difficulties reported by US. firms, and has urged Pakistan to resolve this mat.
ter.
6. Export Subsidies Policies

Pakistan actively promotes the exports of Pakistani goods with government fi-
nancing measures, the tariff rebate scheme noted above and other tariff concessions
on imported inputs, tax concessions and government-sponsored exhibitions. These
policies appear tobe .equally applied to both foreign and domestic firms producing
goods for export. Pakistan's main export is cotton textile products, and until 1994
the government taxed raw cotton exports in order to keep its price low for domestic
manufacturers. Cotton exports are no longer taxed, but they must be registered with
the Export Promotion Bureau, and domestic textile producers continue to call for the
reimposition of the tax.
7. Protection of U.S. Intellectual Property

Pakistani laws on protecting intellectual property rights (IPR) are generally ade-
quate, but enforcement is weak resulting in widespread piracy, especially of copy.-
righted materials. As a result, Pakistan has been on the Special 301 IPR "Watch
List' since 1989. Recently, however, the authorities have taken some steps to
strengthen enforcement, including raids on several pirated-video rental shops, and
the government has pledged to continue such efforts. As a World Trade Organiza-
tion (WTO) member, Pakistan is subject to the terms of the WTO Agreement on
Trade-related Aspects of Intellectual Property Rights (TRIPs). Pakistan is also a
member of the World Intellectual Property Organization. The U.S.-Pakistan Treaty
of Friendship and Commerce guarantes national and most favored nation treat-
ment for patents trademarks and industrial property rights. Pakistan is not a mem-
ber of the Paris convention on industrial property or the Berne Convention on copy-
right but is a member of the Universal Copyright Convention.

Patents: Current law protects only process patents, though the government is
committed to eventually offering product patents in accordance with WTO obliga-
tions. As of late 1995,a draft amendment to the law was under ministerial review
that would allow establishment of the "mailbox" for accepting product patent appli-
cations for pharmaceuticals and agricultural chemicals. Patent infringement is not
common.

Trademarks: There have been occasional instances of infringement, including of
trademarks for toys and industrial machinery.

Copyrights: The markets for imported computer software and, until recently, film
videos, are nearly 100 percent pirated. Piracy of copyrighted textile designs is also
a serious problem. Some counterfeit products made in Pakistan are exported to
other markets. However, at least one local firm is now distributing legitimate, copy-
righted videotapes produced by" U.S. film studios. And as a result of strengthened
law enforcement, some other pirate outlets are taking steps to offer legitimate prod-
uct. However, mere effective prosecution and sentencing ofviolators is required.

The impact on U.S. exports of weak IPR protection in Pakistan is substantial,
though difficult to quantify. In the area of copyright infringement alone, the Inter-
national Intellectual Property Alliance estimates that piracy of films, sound record-
ings, computer programs, and books resulted in trade losses of $62 million in 1994.
8. Worker Rights

a. The Right of Asoiation.-The Industrial Relations Ordinance of 1969 enun-
ciates the right of industrial workers to form trade unions but is subject to major
restrictions in some employment areas. In practice, labor laws place significant con-
straints on the formation of industrial unions and their ability to function effec-
tively..For example there is no provision in the law granting the right of association
to agricultural workers. The law also prohibits workers in export processing zones
from forming trade unions. The Essential Services Maintenance Act of 1952 restricts
normal union activities in sectors associated with "'the administration of the State,"
e.g. government services and some public utilities, but the government has reduced
its application.

b. The Right to Organize and Bargain Collectively.-The right of industrial work-
ers to organize and freely elect representatives to act as collective bargaining agents
is established in law. Unions may belong to federations. There are seven major fed-
erations which are free to aflfiiate with international federations and confed.
erations. The government permits trade unions of all political orientations. How-
ever, the many restrictions on forming unions discussed above preclude collective
bargaining by large sections of the labor force, e.g. agricultural workers, who are
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not guaranteed the right to strike, bargain collectively, or make demands on em.
ployers. Legally required conciliation proceedings and cooling-off periods constrain
the right to strike, as does the government's authority to ban any strike that may
cause serious hardship to the community." Strikes are rare and, when they occur,
are usually illegal and short. The government regards as illegal any strike con-
ducted by workers who are not members of a legally registered union. The law does
not protect leaders of illegal strikes.

c. Prohibition of Forced or Compulsory Labor.-The Constitution and the law pro.
hibit forced labor. However, illegal bonded labor is widespread. Bonded labor is com-
mon in the brick glass, and fishing industries and is found among agricultural and
construction workers in rural areas. Conservative estimates put the figure of bonded
workers at several million. The "Bonded Labor System (Abolition) Act," adopted in
1992, outlawed bonded labor, canceled all existing bonded debts, and forbade law-
suits for the recovery of existing debts. However, the provincial governments, which
are responsible for enforcing the law, have failed to establish enforcement mecha-
nisms, and the law is largely ineffective.

d. Minimum A4e for Employment of Children.--Child labor is common and results
from a combination of severe poverty, employer greed, and inadequate enforcement
of laws intended to control it. While much child labor is in the traditional frame.
work of family farming or small business, the employment of children in larger in-
dustries is also widespread. Child labor is widely employed in the carpet industry,
much of which is family-run. Children have also been employed in other export in.
dustries, such as textiles leather tanning, surgical instruments, and sporting goods,
though the extent is unclear. The governmenthas made some efforts to improve en-
forcement of laws against child labor and is cooperating with the ILO on a range
of programs with the goal of eliminating child labor.

e. Acceptable Conditions of Work.-Labor regulations are governed by federal stat-
utes applicable throughout the country. The law provides for a monthly minimum
wage of about $44 (1,500 rupees), a maximum workweek of 54 hours, rest periods
during the workday,, and pain annual holidays. Although this wage provides a mea-
ger subsistence living for a small family, minimum wage benefits and other regula-
tions affect only a small part of the work force, and most families are large. Many
workers are unaware of the regulations protecting their rights because of their lack
of education. The provinces have been ineffective in enforcing labor regulations, be-
cause of limited resources, corruption, and inadequate regulatory structures. In gen-
eral, health and safety standards are poor.

f. Rights in Sectors With U.S. Investment.-Significant investment b U.S. compa-
nies has occurred in the petroleum, food, and chemicals sectors. U.. investors in
industrial sectors are all large enough to be subject to the full provisions of Paki-
stani law for workers rights and labor standards. In general, multinational employ-
ers do better than most employers in fulfilling their legal obligations, providing good
benefits and conditions, and dealing responsibly with unions. The only significant
area of U.S. investment in which worker rights are legally restricted is the petro-
leum sector. The oil and gas industry is subject to the "Essential Services Mainte-
nance Act," which bans strikes and collective bargaining, limits a worker's right to
change employment, and affords little recourse to a fired wc.ker.

Extent of U.S. Investment in Selected Industries.--U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994

[Millions of U.S. dollars]

Cateory Amount

Petroleum ....................................................................... .......... 79
Total Manufacturing ............................................................... 26

Food & Kindred Products ................................................... 2
Chemicals and Allied Products ........................................... 27
Metals, Primary & Fabricated ........................................... .- 3
Machinery, except Electrical .............................................. 0
Electric & Electronic Equipment ....................................... 0
Transportation Equipment ............................................... 0
Other M anufacturing .......................................................... 0

Wholesale Trade ...................................................................... 5
B anking .................................................................................... 170
Finance/Insurance/Real Estate .............................................. (1)
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Extent of U.S. Investment in Selected Industries.-U.S. Direct
Investment Position Abroad on an Historical Cost Basis-1994--Continued

(Millons of U.S. dollars

Catqoiy Amount

Services ............................................ . .. 0
Other Industries ...................................... 0
TOTAL ALL INMDUSTRIES .................................................... 280

Indamtu uavalue between $-600,0o0 and $M,000.
8oumr U.S. DepartZmet of Comm ,e, Bureau of Eonomic Analysis.
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