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FOREWORD

The reports on individual country economic policy and trade
ractices contained herein were prepared by the Department of
tate 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.

BENJAMIN A. GILMAN,
Chairman, Committee on International Relations.

. . BILL ARCHER,
Chairman, Committee on Ways and Means.

JESSE HELMS,
Chairman, Committee on Foreign Relations.

. BoB PACKwOOD,
Chairman, Committee on Finance.

(vii)






LETTER OF SUBMITTAL

DEPARTMENT OF STATE,
Washington, DC, January 31, 1995.

Hon. BENJAMIN A. GILMAN,
Chairman, Committee on International Relations.

Hon. BILL ARCHER,
Chairman, Committee on Ways and Means.

Hon. ALBERT GORE, JR.,
President, U.S. Senate.

Hon. NEWT GINGRICH,
Speaker, House of Representatives.

Hon. JESSE HELMS,
Chairman, Committee on Foreign Relations.

Hon. BoB PAckwooD,
Chairman,; Committee on Finance.

DEAR SIRS: Section 2202 of the Omnibus Trade and Competitive-
ness Act of 1988 requires the Department of State to provide to the
appropriate Committees of Congress a detailed report regardinﬁ
the economic policy and trade practices of each country with whic
the United States has an economic or trade relationship. In this re-
gard, I am pleased to provide the enclosed report.

Sincerely,
WENDY R. SHERMAN,
Assistant Secretary,
Legislative Affairs.

(ix)






INTRODUCTION

COUNTRY REPORTS ON ECONOMIC POLICY AND TRADE PRACTICES

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 also have included reports on other countries that have
relatively small economic and trade relationships with the United
States, which may nonetheless interest readers. This is the Depart-
ment of State’s seventh 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
showing data for key economic indicators in the national income,
monetary, and trade accounts.

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

o Exchange Rate Policies: The second section describes exchange
rate policies and their impact on the price competitiveness of US
exports.

o Structural Policies: The third section examines structural poli-
cies, highlighting changes that may affect US exports to that coun-

try.

e Debt Management Policies: The fourth section describes debt
mana(gjement policies and their implications for trade with the
United States.

o Significant Barriers to US Exports and Investment: The fifth
section examines significant barriers, formal and informal, to US
exports and investment.

o 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.

o Protection of US Intellectual Property: The seventh section dis-
cusses the country’s laws and practices with respect to protection
of intellectual property rights.

o Worker Rights: The final section has three parts.

—The first (subsections a through e) outlines the country’s
laws and practices with respect to internationally recognized

worker rights.
(xd)



xii

—The second (subsection f) highlights conditions of worker
righb::l in goods-producing sectors where US capital is in-
vested.

—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, which is 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 United States
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.

DANIEL K. TARULLO,
Assistant Secret:gy of State for
Economic and Business Affairs



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

“The Secretary of State shall, not later than January 31 of each
year, t};‘n’epm’e and transmit to the Committee on Foreign Affairs
and the Committee on Ways and Means of the House of Rep-

resentatives, to the Committee on Foreign Relations and the

Committee on Finance of the Senate, and to other appropriate

committees of the Congress, a detailed report regarding the eco-

nomic policy and trade practices of each country with which the

United States has an economic or trade relationship. The Sec-

retary may direct the appropriate officers of the Department of

State who are serving overseas, in consultation with appropriate

officers or employees of other departments and agencies of the

United States, including the Department of Agriculture and the

Department of Commerce, to coordinate the preparation of such

information in a country as is necessary to prepare 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-
petitiveness 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 United States exports or foreign direct investment in
that country by United States persons, as identified under section
181(a)(1) of the Trade Act of 1974 (19 U.S.C. 2241(a)(1));

6. Acts, policies, and practices that provide direct or indirect guv-
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

8. The country’s laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined
in section 502(a)(4) of the Trade 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.”

(xiii)






NOTES ON PREPARATION OF THE REPORTS

Subsections a. through e. of the Worker Rights section (section8)
are preliminary abridged versions of section 6 in the Country Re-
ports on Human Rights Practices for 1994, submitted to the Com-
mittees on Foreign Affairs of the House of Representatives and on
Foreign Relations of the U.S. Senate in January, 1995. For a com-
prehensive 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 isavailable. The Bureau of Economic Analysis of
the U.S. Department ofCommerce has supplied information on the
U.S. direct investment position at the end of 1993 for all countries
for which foreign direct investment has been regorted 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 out-
standing loans to, their foreign affiliates” (foreign business enter-
&r,';;ses owned 10 percent or more by U.S. persons or comganies).

ere a figure is negative, the U.S. parent owes money to the 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.

(xv)






SOME FREQUENTLY-USED ACRONYMS

ADB—Asian Development Bank
BDV-—Brussels Definition of Value
BIS—Bank for International Settlements
CACM—Central American Common Market
CARICOM—Caribbean Common Market

CAP—Common Agricultural Policy
CCC—Commodity Credit Corporation (Department of Agriculture)

COMECOM—Council for Mutual Economic Assistance

EBRD—European Bank for Reconstruction and Development

EFTA—European Free Trade Association

EMS-—European Monetary System

ERM—Exchange Rate Mechanism

ESAF—Enhanced Structural Adjustment Facility

EU—European Union

EXI —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 S{stem of Preferences

IBRD—International Bank for Reconstruction and Development
(World Bank)

ILO—International Labor Organization (of the U.N.)

IMF—International Monetary Fund

IDB—Inter-American Development Bank

IPR—Intellectual Property Risbts

LIBOR—London Interbank Offer Rate

MFN—Most Favoured 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 ird;ustment Program (of the IMF/World Bank)

SDR-—Special Drawing Rights (of the IMF)

STF—Structural Transformation Facility

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

(xvii)



AFRICA

ANGOLA

Key Economic Indicators

[Millions of U.S. dollars unless otherwise noted)

1992 19931 19049
Income, Production and Employment:
Nominal GDP 9,206 17,218 N/A
Real GDP Growth (pct.) 1.3 -23.8 N/A
Share by Sector: (pct.)
Agriculture 6.9 6.1 N/A
Extractive 39.9 43.6 N/A
Oillpg 36.7 42.1 N/A
Diamonds 4.2 1.6 N/A
Manufacturing 1.5 19 N/A
Construction ... 4.0 28 N/A
Services . 26.8 23.1 N/A
TrAAE ..ocevceeennisccnsssnnssaessnsssrssnssssnssnssssssonsasssssses 16.6 178 N/A
Transport/Communications ... 1.9 2.2 N/A
Import Duties ..ot 3.3 24 N/A
Net Exports of Goods and Services .........c..coeuene -961 -1,211 N/A
Nominal GDP Per Capita (USD) ......ccccecvvreenncn 868 661 N/A
Unemployment Rate (pct.)3 ........coviiiniiniincnnnns 22.3 N/A N/A
Money and Prices:
Money Supply (M2) ......cvmncnivnrnnmsennsecsesansanecnes 392.4 358.6 N/A
Base Interest Rate (pct.) ....ccovniicnnnnnsncsecennnne 12.0 16.0 N/A
Retail Inflation (pct.)3 495.8 1,837.9 1,003.0
Consumer Price Index$ ........ccoeevenecneianrennen 1,643 31,834 71,470
Exchange Rate: (NKZ/USD) ¢
Official (end of period) .........cnircnrnseiscesnceeses 5500 6,600.3 410,000
Parallel (end of period)3 .......cccvvnnisvnesncsnnennns 6,900 106,000 610,000
Balance of Payments and Trade:
Total Exports (FOB) ......cccvcnmnnnisnnninenssnnsinirencee 3,833 2,831 N/A
Exports to U.S. (CIF) ......ccoummmmmmmmmsmmersnsssssssssnns 2,303 2,090 1,811
Total Imports (FOB) ......ccceceirinincninsnccsnisnssnsnnnne 1,988 1,415 N/A
Imports from U.S. (FAS) 158 169 187
Ald from U.S. ....occrnecinnincisnnnnsnessinsessisssnsees 72 N/A 97
External Public Debt 5 . 8,326 8,624 N/A
Debt Service Payments ........ccccocesnssesncsessnensnnane 504 6583 N/A
Gold and Foreign Exch. Reserves ............. teersanee © 4854 2164 N/A
Trade Balance 1,845 1,416 N/A
Trade Balance with U.S. 2,145 1,921 1,624

N/A—Not available,

1Estimated and/or based on incomplete data.
3Estimate based on January-June data,

3Data for Luanda onl{‘.‘

4See Section 2 for exchange rate info; data as of 10/25.

SMedium- and long-term debt; excludes a portion of the oil companies’ debt and short-term commitments.

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 large hydrocarbon and mineral resources, huge hy-
droelectric potential, and ample arable land. Civil war between the Government of
An_}ola and the National Union for the Total Independence of Angola (UNITA) from
1976 until May 1991, and again from November 1992 until November 1994, has
wreaked havoc.

In addition to extreme disruptions caused by conflict, a severe lack of mana erial
and technical talent has hampered economic performance. Misguided and ineffective
attempts at socialist economic planning and centralized decisionmaking further hin-
dered development. Of the country’s productive scctors, only the oil sector, jointl
run by foreign oil companies and the state oil firm Sonangol, has rcmaincJ well-
managed and prosperous. Angola currentll\-') I;)mduccs over 580,000 barrels per day
of crude, accounting for the majority of GDP, over 90 percent of exports, and over
80 percent of government revenues. The softening of world oil prices after the Gulf
War, and especially in late 1993 and carly 1994, has served to crode government
export eaminqe at the same time production has been increasing.

rban populations swollen by internally-displaced refugees have subsisted largely

on food aid or parallel markets. The rural population olten carves out a living in

marginal sccurity, surviving by subsistence farming. Administrative chaos, corrup-

tion, hyperinflation, and war have vitiated normal economic activity and attempts

at reform. As a result of the near-total absence of domestic production of nonoil

roducts, importation of food and other consumer items is lucrative cnough to at-
ract traders from abroad.

The government budget, pe tua:l;lg' in deficit from heavy military and other non-
productive spending, ballooned to percent of GDP in 1992 and 32 percent in
1993. The deficit has been financed by increasing the money suprly and resorting
to expensive, oil-backed short-term lending. Shortages, price controls, hyperinflation
and erosion of confidence in the national currency encourage paralfel markets and
widespread dependence on barter or dollar transactions.

The signature of the Lusaka Protocol on November 20, 1994 provides a hope that
Angola may finally end the destructive civil war and embark on the road to cco-
nomic development. The Protocol calls for a UN-monitored ccase-fire, the formation
of a unified army, and the demilitarization of UNITA forces. In return, UNITA will
be given representation at every level of government, from the local “commune” to
the national Cabinet. Both the Angolan government and UNITA have asked for a
strong UN presence to oversee the img}ementation of the Protocol.

The long-term effects of the war, the destruction of infrastructure, and yecars of
economic mismanagement remain to be addressed. The end of conflict should por-
tend economic stabilization and growth, but there appears to be little hope for an
immediate “peace dividend.” Reconstruction is likely to be a long and arduous proc-
ess, requiring significant inflows of foreign assistance and investment.

Since 1987, the government has launched various programs aimed at privatiza-
tion, liberalization, devaluation of the kwanza, and new rigor in financial manage-
ment. Most of these programs have enjoyed little implementation, The government’s
1994 Economic and Social Program has been favorably received by donor nations
and financial institutions, but its execution remains largely undone.

The oil sector, the only functional part of the Angolan econom mana%cd bx the

overnment and largely isolated from the civil war, has been the focus of U.S.-Ango-
Fan trade and investment. The U.S. bought about 74 percent of Angola’s oil exports
in the first quarter of 1994, while equipment for the sector accounts for much of
U.S. sales to Angola. Given the country’s huge potential, lasting peace and genuine
economic liberalization could provide substantial opportunitics for U.S. trade and in-
vestment in Angola, particularly in communications, energy, and transportation scc-

tors.

2. Exchange Rate Policy
From 1978 to September 1990, the government maintained the official exchange
rate for the kwanza, a non-convertible currency, at 29 kwanzas/$. The new kwanza
(NKz) replaced the kwanza at par in September 1990, and in March 1991, the gov-
ernment devalued the new kwanza by 60 percent; further devaluations brot:f;ht the
official rate to NKz550/$ by April 1992. To narrow the gap between that and a par-
allel market rate several times higher, the government adopted a program of auc-
tions in late 1992 and early 1993 that led to the devaluation of the currency to
NKz7000/$. In March 1993, the government revalued the new kwanza to NKz4000/
$, but in October devalued to 6500/$. .
am of foreign exchange selling in which

In 1994, the government began a progr
the Central Bagl((’ and commercial blﬁlks participate. The rate which results from
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“fixing” sessions is utilized as a floating official rate. By late October 1994, that rate
reached 410,000 kwanzas per dollar. The parallel rate, meanwhile, has risen to over
600,000 kwanzas per dollar. Exchange houses operate legally in Luanda and other
cities. Rates close to the parallel rate can be obtained boﬁ in exchange houses and
in some banks in limited amounts. The government continues to dccfare its inten-
tion to bridge the gap between official and parallel rates via further devaluations.

3. Structural Policies

Angola’s economic policy remained in flux in 1994 The government has taken
steps to reduce its role in the economy, and has reduced or eliminated subsidics and
controls of some foodstuffs and other consumer products. Nevertheless, it continues
to heavily subsidize fuel, public transport, electricity and other utilities, and to regu-
late profit margins on the sale of numerous products.

During 1994, the government has focused on bringing down inflation and takin
measures to stabilize the budget deficit. While the government has publicly declare
its desire for IMF balance of payments assistance, the IMF has only agreed to begin

a monitoring program of Angolan performance.

4. Debt Management Policies

The government began substantial foreign borrowing only in the carly 1980's,
principally to finance large oil sector investments. Prior to the 1986 slump in inter-
national oil prices, the government scrupulously met its forcign debt commitments,
even those contracted prior to independence. Subsequently, however, large payment
arrears, estimated by the IMF to be over $4.2 billion at the end of 1993, have forced
major Western export credit agencies to suspend or highly restrict cover to the coun-

try.

Total forcign debt is now meably between $9 and $10 billion, and at the end of
1993 was 119 percent of GDP and 293 percent of exports, according to the IMFE, Ap-
proximately half of the debt is owed to the former Soviet Union and its former sat-
ellites for military purchases between 1975 and 1991. In 1989, Angola joined the
IMF and the World Bank, and was able to sccure the rescheduling of over $1.8 bil-
lion in Paris Club and other debt. Creditors rescheduled $669 million of Angolan
debt in 1990, but only about $17 million in 1993. The government has admitted that
it will be unable to lighten its debt burden, further failing an agreement with the

IMF on structural adjustment of the cconomy.

5. Significant Barriers to U.S. Exports

Since the sharp decline of its coffce and diamond scctors, Angola’s ability to im-
port has depended entirely on oil earnings, and has been severely constrained by
the diversion of resources to defense spending since the return of hostilitics in late
1992. The lack of customers with access to foreign exchange, together with Angola’s
poor international financial reputation, presents sizable challenges for U.S. suppli-

ers of goods and services.
Import licenses are now routinely granted after the fact, and are more casily ob-

tained if no government allocation of foreign exchange is involved. Most products
require import licenses, but enforcement is lax. State-owned firms in some service
industries have in the recent past attempted to keep out foreign competition, some-

times with success.

Angola is “off cover” for trade finance from the Export-Import Bank of the U.S.
(E because of the elevated business risk in Angola and the country’s extensive
outstanding arrears, It is possible, however, that EXIM will consider supporting spe-
cific projects. The Overseas Private Investment Corporation (OPIC) signed an In-
vestment Incentive Agreement with Angola in 1994, OPIC lists Angola among the
countries where its investment finance and insurance programs arc generally avail-
able. The U.S. Department of Agriculture (USDA) made $8 million in agricultural
export loan guaranteces available to Angola for the purchase of U.S. agricultural

products under the P.L. 480 Title I program in 1994.

The U.S. government continues to prohibit the transfer of U.S.-origin lethal mate-
rial to all entities in Angola under the “Triple Zero Clause” of the Bicesse ’cace
Accords and the International Traflic in Arms Regulations, and to prohibit by Excc-
utive Order, in accordance with UN sanctions enacted in & Ktcmbcr, 1993, the
transfer of all defense articles and petroleum products to UNITA. The U.S. govern-
ment has lifted the restriction on the private transfer of U.S.-origin nonlcthal de-
fense articles to the Government of Angola, with a presumption of approval of appli-
cations for export licenses for such transfers.

Foreign investment regulations enacted since the late 1980’s have aimed at open-
ing more scctors to foreign investment, and at simplifying the process for potential
investors. Regulations and the lack of exccution of reforms continue to prohibit or
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limit foreign investment in defense, banking, public teleccommunications, media, en-
ergy, and transport.

6. Export Subsidies Policies
No export subsidy schemes currently exist, although among the measures pro-
sed but not yet implemented is a foreign exchange retention scheme as an incen-
ive for nonoil export industries.

7. Protection of U.S. Intellectual Property

The R?ublic of Anﬁla joined the World Intellectual Property Organization in
1985, and acceded to the GATT in 1994. To date, Angola has not adhered to any
of the principal international intellectual property rights conventions.

8. Worker Rights

a. The Right of Association.—The 1991 constitution recognizes the right of Ango-

lans to form trade unions and to bargain collectively. The law governing unions has
et to be passed; free labor organizations cannot yet affiliate with international
abor bodies. The National Union of Angolan Workers (UNTA), the former official
union of the ruling MPLA, remains the principal worker organization, UNTA is af-
filiated with the anization of African Trade Union Unity and the formerly com-
munist-dominated World Federation of Trade Unions.

b. The Right to Organize and Bargain Collectively.-—The constitution provides for
the right to_strike. islation passed in 1991 provides the legal framework to
strike, including prohibition of lockouts, protection of nonstriking workers, and pro-
hibition of worker occupation of %laces of employment. Strikes by military and police
Egrsonnel, prison workers, and firemen are prohibited. The Ministry of Labor and

cial Security continues to sct wages and benefits on an annual basis. Salaries for
public servants are set at the minister's discretion; salaries of parastatal emrloyccs
are based on profits of the previous year and available loans from the Central Bank.

Angola has no export processing zones.

c. Prohibition of Forced or Compulsory Labor.—New legislation is still pending
which prohibits forced labor, reversing previous laws and provisions which had been
cited by the International Labor Or"'gamzation (ILO) for violation of Convention 105.
The previous legislation permitted forced labor for breaches of discipline and partici-
pation in strikes. .

d. Minimum Age of Employment of Children.—The legal minimum age for employ-
ment in Angola 18 14. The Inspector General of the Ministry of Labor is responsible
for enforcing labor laws. Labor Ministry registration centers screen out applicants
under the age of 14. However, children at a much younger age work throughout the
informal scctor.

e. Acceptable Conditions of Work.—Formal wages in the state and private scctor
rarely surpass the cquivalent of $10 per month on the parallel market; many work-
ers earn less than $5 per month. Most workers depend on the informal sector, scc-
ond jobs at night, subsistence farming, theft, corruption, or oversecas remittances to
maintain an acceptable standard of living. The normal workweck is 37 hours. There
is no information on adequacy of work conditions or health standards, but they are
in most cases assumed not to approach Western standards, given the extreme
underdevelopment of the Angolan cconomy and lack of enforcement mechanisms.

f. Rights in Sectors with U.S. Investment.—U.S. investment in Angola is con-
centrated in the petrolcum sector. Workers in the oil sector carn salaries far greater
than those in almost every other sector of the Angolan economy. Workers in the pe-
trolcum scctor enjoy the same rights as those in other scctors of the Angolan ccon-

omy.
Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993
[Millions of U.S. dollars)

Category Amount

Petroleum ....... seassnsenes “
Total Manufacturing ............ “ 0
Food & Kindred Products ..........cocevnescnscncessnscsnsssneresssasnens
Chemicals and Allied Products .........ccceeeurncresniniienseseneernas .
Metals, Primary & Fabricated .........cccoovvninninisnisennnnne
Machinery, except Electrical ........cccviiniinicinninniiienne
Electric & Electronic Equipment ........cocvvvninnnnnninnnns

COoOO0OOCO
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993—Continued

[Millions of U.S. dollars]
Category Amount

Transportation Equipment ........iviniiisieninnincniinecnnnes 0

Other Manufacturing .......cceeennininiiimeenen. 0
WHholesale Trade .......cccconeeecsssssnnisessessssnesssssssossossorsasssssssanssss 0
BanKing ....uceerccrececsiennsanensnisinesssissnninisisissnsesssisssssssessns 0
Finance/Insurance/Real Estate .......ccovvenevnneeirsenisssnecsssnenses M
SOIVICEB .ceververererrersnsssessansssnosessssssassnessessasssresssssssnssansassessssssnsnas *
Other INQUBLIIES .....ececrveereenanessnesessaesseessrssssanssnsisasssasssnsssassses 0
TOTAL ALL INDUSTRIES ......c.cccreveessncnesneesnsssssssssssssssssanese M

18 uppuued to avoid disclosing data of individual companies.

3Less than $500,000.
Source: U.S. Doplnmont of Commerce, Bureau of Economic Analysis.

GABON

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

1992 1993 19841
Income, Production and Employment
Real GDP (1989 prices)2 4,212 4,316 4,293
Real GDP Growth (pct.) -15 2.6 -0.5
GDP (at current prices)?2 5,021 4,824 3,664
By Sector:
Agriculture 466.7 450.5 326.6
Industry .... 2,378.4 2,443.1 2,160.7
0il 1,720.3 1,626.1 1,658.4
Non-0il 6524 629.3 456.2
Construction .... 194.3 187.6 36.0
Services ....c.cccuinicnnesisscnrsisessisasascisaasrans 2,631.6 2,671.3 1,484.9
Real Per Capita GDP ($:1989 base) ..........cceecune 4,264 4,272 4,127
Labor Force (0008) .........cccevvursessnnaesnnsnssesnassosssssnee 89.3 89.6 N/A
Unemployment Rate (pct.) ....ccoevinciicnicnscnnannes N/A N/A N/A
Money and Prices (annual percentage growth):
Money Supply (M2) ....couveeviirniniencnnininieiinines -11.23 -4.66 19.46
Base Interest Rate (pct.)3 ....coovvirreviciennnccicinanns 12.0 11.6 12.0
Personal Saving Rate (pct.) ..coovvvenevcnenncncncnisenn 23 22 N/A
Retail Inflation (pct.) .cccccvncreiinnnniiniennensssissnsinnes -4.6 1.3 48.2
Wholesale Inflation (pct.) ......ccevveeviieinninncniasaees N/A N/A N/A
Consumer Price Index (100=75) ......ccceeurrerrrranrane 283.0 286.7 400.8
Exchange Rate (USD/CFA)
OfTICIB] cevrererrererncessasansansstossssesnsansassensasassssnsassnss 265 283 6530
Parallel ......c.ccocvvninnnninnnniecsnsnenisnasnssnsasnes N/A N/A N/A
Balance of Payments and Trade:
Total Exports (FOB)4 ........coeveveeninesenecnsnnssnisnnnne 2,269.1 2,113.7 1,883.0
Exports to US. ......coviveninininvnininsensincscsesssnns 927.9 940.6 5543.2
'l‘otal Imports (FOB)% .......eecuuussnneesessssssessassssseses 886.2 835.2 741.1
Imports from US. ....viivirvnnssnsisisissnisnens 64.7 48.2 520.0
Aid from U.S. (000'8) .....ccoceereerurvnnnsrseresssnsasssrsans 168 168 N/A
Aid from Other Countries . 126 12 N/A
External Public Debt 3,360.9 3,368.4 3,442.0
Debt Service Payments (paid) .. 361.7 119.0 463.7
Gold and Foreign Exch. Reserves ..........cccooecueucne 75.3 6.0 N/A

Trade Balance* 1,372.4 1,278.6 1,1418
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Key Economic Indicators—Continued
(Millions of U.8S. dollars unless otherwise noted)

* 1992 1993 19941

Trade Balance with US. ........cccevevirivnens 873.2 892.4 8543.2

N/A—Not available.
11994 figures are all estimates based on available monthly data in October 1994.
:ngP at factor cost
gures are actual, average annual interest rates, not cha .
¢ Merchandise trade. e rates, not changes in them
SPigure is based on Januvary-June data.

1. General Policy Framework

The Gabonese economy is dominated by petroleum and minin% roduction, which
together contribute nearly 40 percent of gross domestic produc ?GDP). Oil is the
key variable, as the petroleum industry generates 80 percent of Gabon's export
earnings and nearly half of government revenues. Although most finished goods are
imported, there is some manufacturing in Gabon including a brewery, an oil refin-
ery, and factories which produce plywood, plastics and cigarcttes. The remaining
manufacturing is concentrated in the initial transformation of Gabon’s raw mate-
rials (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 {):n:ent. of GDP by itself. A wide range of ter.
tiary activities ranging from banking to legal and accounting services and business
consulting also figure prominently in the cconomy.

Since oil prices weakened sharply in 1986, the Gabonese government has been in
fiscal crisis. Large deficits have led Gabon to turn to foreign creditors for financing.
Following years of arrcars accumulation and the January 1994 devaluation of the
CFA (African Financial Community) franc, Gabon reached an agreement with the
IMF in March 1994 on a stand-by arrangement and a compensatory and contin-
gency financing facility. This was followed by Gabon’s sixth Paris Club debt resched-
uling, a ten-year agrcement with the London Club of private creditors, a World
Bank economic recovery credit, and a credit from the African Development Bank for

eneral budget support. Despite these arrangements, government revenue remains
cpressed and expenditures have not been significantly reduced. -
onetary policy is tight, exercised through adjustments in the Central Bank dis-
count rate, ceilings on net lending, and adjustments in bank reserve requirements.
Given the arrangements of the Franc Zone, monetary policy is not used as a tool
for sectoral policies and is largely neutral in its effect on the competitiveness of U.S.

exports.

2. Exchange Rate Policy

As a member of the CFA Franc Zone, Gabon has no flexibility in monetary and
exchange policies. The value of the CFA franc is currently set at 100 CFAF 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
Brices for French goods can be more readily anticipated and transactions with

rance 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 the Central Bank before the commercial bank may complete the trans-
action. Generally, these controls appear to be little more than an administrative for-
mality, and there are no known instances where exchange controls have been used

to impede the opcrations of U.S. firms.

3. Structural Policies

The Gabonese government levies a personal income tax, a corporate income tux,
a value-added tax and customs duties on imports. The government draws a major
component of its revenues from oil royaltics. Newly founded small- and medium-
gsized businesses (SMBs) routinely receive tax holidays for up to five years, and the
government uses similar incentives without discrimination by nationali(t% to attract
oil exploration companies. The personal income tax is widely evaded. Customs du-
ties have recently been lowered, but here too, collection is inefficient. In the past,
some observers estimated the annual loss in revenues due to fraud and smuggling

to be as high as $100 million.
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The effects of the devaluation of the CFA franc in January 1994 and the imple-
gxentation of the x::avlhenacted bud :o law have yet to be ll'ully determined. InNa.
on surges prom e government to impose pri t rtain staples at
the re le\'r’el atpthe begig:ing of 1994, post price controls on certain staples &

4. Debt Management Policies

Gabon has experienced a zahm’xe increase in its indebtedness since the inter-
national oil price drop of 1986. External debt rose from about $1 billion in 1985 to

$3.5 billion 1n 1993, or 96 percent of projected 1994 GDP. The country was in the
Frlps of stagflation and the internal arrears of the government threatcned to para-
the domestic financial system. Gabon rescheduled its private debts with the
ndon Club in 1987 and in 1994. It has been to the Paris Club six times, most
recently in April 1994,

Faced with recurrent domestic political crises since late 1989, the government
considered itself unable to imrlement necessary fiscal reforms. It suspended debt re-
fzymenta on most foreign obligations in early 1990. Its history with the Paris and

ndon Clubs is checkered, sometimes difficult. The Gabonese government was un-
able to meet obligatlona under the September 1991 Paris Club, and the agreement
was “pulled back” a year later,

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
sumundingche accounting for the country’s oil revenues. The January 1994 deci-
sion of the CFA countries to devalue the CFA franc was a basis for an IMF stand-
by arrangement.Official creditors took a relatively firm stand at the Paris Club, re-
scheduling principal but iring payment of previously deferred Paris Club ar-
rears over 12 months. As of October 1994, the government had paid its first tranche
of 30 percent of deferred Paris Club arrears. The London Club rescheduled loans

for ten years with a two-year grace period.

5. Significant Barriers to U.S. Exports

Decrees, pursuant to the IMF standby, have lifted prohibitions against importing
mineral water, houschold soap, cooking oil, cement and sugar. 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 sharcholder in Gabon's only
flour mill and which has an exclusive right to irlr}port wheat. The rice market is
more open, with several Asian brands available. U.S. rice has been imported suc-
cessfully, 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. Telecommunications equipment, for example, has in the past been re-
stricted to French brands due to a perception in the Telecommunications Ministry
that only French equipment could be used in Gabon. Perceptions such as these can
be successfully challenged, although factors such as language, distance, culture, and
historical ties to France remain as practical barriers to U.S. trade.

The Gabonese government has not imposed intrusive or discriminatory mcasures
on the investments of foreign firms, which are the mainstay of the petroleum indus-
try. Gabon signed the MIGA convention on April 15, 1994.

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 scctor, 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 com{uter system. The burden, however, affects all suppliers equally, re-
gardless of nationality.

The Gabonese government passed a revised budget law in June of 1994 which in-
corporatcs many new standards and practices relating to the country’s financial ac-
tivities, but the implementation and effects of the new law have yet to be deter-

mined.

6. Export Subsidies Policies

Gabon’s exports are almost exclusively raw materials, subject to export taxes rath-
er than benefiting from subsidies. The 50 percent devaluation of the CFA franc,
which occurred on January 12, 1994 was in part a measure designed to make cx-
ports more competitive.

7. Protection of U.S. Intellectual Property
Gabon is a member of the World Intellectual Property Organization (WIIP0) and
several international intellectual property rights conventions including the Berne
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Convention for Protection of Literary and Artistic Works, the Paris Convention for
the Protection of Industrial Property and the Patent Cooperation Treaty. However,
the Gabonese government is not active in the GATT or in other international trade
fora and has not taken a rosition on the intellectual property aspects of the Uru-
guay Round. La?ely for lack of enforcement capability, the government turns a

lind eye on trademark violations. For example, U.S. ethnic cosmetic brands are
sought after in Gabon, but many of those available are in fact “remanufactured”
(i.e., diluted) versions which transit Nigeria en route to Gabon.

8. Worker Rights

a. The Right of Association.—Since 1990 reforms ended the single party political
system in Gabon, the Gabonese 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 indus-
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 bargriner for industrial employees.

b. The Right to Organize and Bargain Collectively.—With the promulgation of the
Constitution of 1991 the right of collective bargaining was confirmed. Before its for-
mal passage, Gabonese workers had begun to bargain with management outside the
COSYGA framework as early as mid-1990.

c. Prohibition of Forced or Compulsory Labor.—The Constitution of 1991 guaran-
tees the right to employment. The Labor Code of 1978 forbids forced labor. However,
credible sources report cases of prisoners, mostly African expatriates, being forced
to onvide unpaid labor.

. Minimum Age of Employment of Children.—The Labor Code of 1978 sets a min-
imum age of sixteen years for ox?]ployment. UNICEF and other organizations have
reported instances of abuse of children as domestic or agricultural help. Non-Gabo-
nese children are most at risk.

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 uncommon to see workers without hardhats or protective
foo*wear in some industrial ¥lants. Most of the firms operating production facilities
in Gabon are subsidiaries of, or are otherwise associated with, European or U.S.
companies and tend to follow European or U.S. standards. Conditions in the infor-
mal sector and in Gabonese SMBs are less uniform and less favorable for the work-
ers. The Gabonese authorities do not exercise effective monitoring of working condi-
tions, primarily for lack of enforcement capability.

f. ktghts in Sectors with U.S. Investment.—U.S. investment is almost exclusively
in the petroleum sector. Worker rti?hts working conditions, and adherence to safety
standards are generally better in U.S. firms than elsewhere in the economy.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

(Millions of U.S. dollars}

Category Amount

POtrOlCUIM wvieveeriesriicseecrerisressssnersseessesssessssssessesssssssssasssssssssassesss ] ’:7

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

Wholesale Trade ............... creenernrresassasessssasansnens -1

BanKing ......ccconrerennsensisnsnsiessssssisassssnssisssasassesasasassssssssnsasssnsasans

Finance/Insurance/Real Estate ..........cccoeeunenee reessesnenssasenenssnens

Services treeveresntereesntnetrsaterteaesatsNseaeebeteneserbnssbeRt SR LTSS

Other Industries ........... ceererensessattasaessanssasebsnssrsssanen veresnennen

TOTAL ALL INDUSTRIES ..........ccounusnnernincsnsnesaanens 1

Source: U.S. Department of Commerce, Bureau of Economie Analysis. .
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GHANA
Key Economic Indicators
Millions of cedis unless otherwise noted)
1992 1993 1994 eat.
Income, Production and Employment:
Real GDP (1988 prices)? 474,600 498,300 523,200
Real GDP Growth (pct.) 3.9 5.0 6.0
GDP (at current prices) ! .........ccocevvrinnrnsisesnsasanes 3,008,800 3,949,000 65,030,000
By Sector:
AGriculture ........cvineiniininnsineneni 1,461,006 1,887,633 N/A
Energy/Water ... 63,130 71,082 N/A
Manufacturing ..o . 261,638 359,361 N/A
Construction cervetensesnseraenenesresasans 105,216 126,369 N/A
| $7.71 7. R N/A N/A N/A
Financial Services ...... 108,227 150,063 N/A
Other Services . 941,036 1,259,739 N/A
Government/Health/Education .......eeiiinn N/A N/A N/A
Net Exports of Goods & Services ..........esvsvenianes 481,408 775,852 1,066,300
Real Per Capits GDP (1976 base) ........co.evssursenee 491 501 511
Labor Force (0008) ........ccucrenranennssnsnisnssnsasssseseess N/A N/A 6,900
Money and Prices:
Money Supply (M2) ........ w. 360,690 461,347 N/A
Base Interest Rate (pct.) 30.0 35.0 36.0
Personal Saving Rate ......... N/A N/A N/A
Retail Inflation (pct.) .coceveiennniniannnnnnns 13.3 27.7 22.5
Wholesale Inflation .... N/A N/A N/A
Consumer Price Index (1985=100) ......cccesnrenerens 510.8 645.6 790.9
Exchange Rate (USD/Cedi)
Official 17620 1/780 1/1060
Parallel .. 1/5456 N/A N/A
Balance of Payments and Trade: (USD millions) 3
_ Total Exports (FOB)2 986.3 1051.0 490.9
Exports to US. .... 96.4 208.6 117.9
Total Imports (CIF) 3 .......cccveicineennassssnsnsesssnsanns 1467 1728 622
Imports from U.S. ceervensensansassssstassas 123.8 214.5 253.0
Ald from U.S. .cccceniiniiinnesisnccssnnissniesssisssssssessss 43.0 63.7 50.0
Aid from Other Countries .......c.ccmecisssissesanee 670 760 1A
External Public Debt ......ccccvvveirnenvnsnnnsnnnnssnennee 4104.0 4603.3 /A
Debt Service Payments (paid) .......cccocevcvennveninenne 282.6 332.0 N/A
Gold and Foreign Exch. Reserves ..........ccccovueune 388.2 4204 N/A
Trade Balance? .........ceevveennensnnecnsnenimees -470.7 -671.0 -131.1
Trade Balance with U.S. .....cccncvnnccnsissnnnncsesas -274 -5.9 -135.1

N/A—Not available.
1GDP at factor cost.
3Merchandise trade.
31994 data is for six months.

1. General Policy Framework
Ghana operates in a free market environment under a civilian government headed
by elected President, Jerry John Rawling%s. Rawl headed a “provisional” regime
from the end of 1981 until January 1993 when democratic government, under a
written constitution, was restored. A popularly-elected parliament—absent opposi-
tion parties which im{cottcd parliamentary clections because of a belief that the
residential vote was fraudulent—took office in January 1993. The exccutive branch
es the lead in Homul(ﬁating legislation which requires parliamentary approval
before enactment. The judiciary, in particular the Supreme Court, acts as the final
arbiter of Ghanaian laws. As an indication of its indegendence, the Supreme Court
rendered several decisions in 1993 in favor of parties bringing suit against the gov-

ernment’s executive branch.
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The government has, on balance, maintained the reform measures and budgetary
stringencies of a structural ad{;x:tment program (SAP) adopted in 1983 by the pre-
vious military government. ring the period between 1983-1992 impressive
{:emgress was made in reducing the fiscal delicit and bringing down inflation and in-

rest rates. In 1992, with elections approaching, fiscal discipline was relaxed and
public sector expenditures rose, resulting again in an increased fiscal deficit. A large
wage increase was granted to civil servants in an effort to maintain a stable politi-
cal atmosphere during the preparations for multiparty elections. In addition, per-
formance in the fiscal scctor was further undermined by a shortfall in cocoa produc-
tion and a sharp decline in world cocoa prices. Since 1993, renewed efforts have
been made to re uceAg)ublic sector expenditures.

In general, the SAP has been characterized by an emphasis on development of

Ghana’s private sector, which historically has been weak and more keenly involved
in trading activities rather than domestic production of goods and services. Ghana
is seeking to privatize a large number of enterprises whic currcnth operate under
government control or outright ownership. During the past year the privatization
effort has intensified, resulting in 15 firms being sold by the government. The pros-
pects for 1995 are promising, with an estimated 30 additional firms likely to be
privatized. Several state-owned banks, Ghana Airways, Ghana Posts and Tele-
coinmunication and the State Shipping Corporation are also being prepared for
sale,
Other reforms adopted under the SAP include the elimination of exchange rate
controls on the cedi and the lifting of virtually all restrictions on imports, as well
as the liberalization of access to foreign exchange. The tariff structure in place is
designed to discourage importation of a limited number of luxury items deemed non-
essential to the growth needs of the economy. A largely (fysfu nctional duty drawback
scheme has been totally revamped into a more “user-friendly” duty reliel instru.
ment. Whereas 9prior to 1994 no cxports benefited from the scheme, during the first
six months of 1994 the cedi equivalent of $325,000 has been paid to exporters. Fur-
ther, the elimination of virtually all local dircct production subsidics characterizes
the overall greater reliance on market conditions to determine the value of goods
and services introduced into channels of commerce.

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 leve
of approximately $300 million in the form of scctoral and structural adjustment
credits. However, some of the assistance is currently blocked pending further
progress on privatization. Ghana succeeded in climinating its remaining debt ar-
rears by mid-1991 and has not rescheduled official or commercial bank credits in
the meantime. Ghana graduated from its IMF enhanced structural at?‘ustment facil-
ity in December 1991; current support from the IMF takes the form of a surveillance
regime monitoring developments in Ghana's macrocconomy.

2. Exchange Rate Policy
Ghana’s current exchange rate policy is aimed at achieving macroeconomic stabil-
ity and market-determined exchange rates. As imports have increased in recent
ears, the govemmenb—-with the encouragement of the World Bank and the IMF—
as allowed the cedi to depreciate. In March 1992, the foreign exchange auction pro-
cedure was abandoned and the exchange rate of the cedi is now determined freely
in the context of an extended interbank market. =
The Bank of Ghana retains all hard currency earnings on the sale of cocoa and
a sliding scale percentage of earnings on gold exports. Foreign exchange is made
available to importers through the commercial and merchant banks as well as inde-
pendently-operated foreign exchange bureaus. A chronic shortage of forex supplied
to banks by the Bank of Ghana has caused frequent delays for importers scttling
their overseas accounts. Forcign currency accounts may be held in local banks with
interest (except on export carnings) exempt from Ghanaian tax. Transfers abroad
are free from forcign exchange control restrictions. Taken in its entircty, the cx-
change rate regime in Ghana is seen to have no particular impact on the competi-

tiveness of U.S. exports.

3. Structural Policies ,
Ghana is a member of the WTO; however its adh:rence to the agreement’s liberal
trading principles has been compromised by the need to stem the outflow of hard
currency to overcome external payments difficulties. During the course of Ghana's
structural adjustment program, it progressively reduced im};,)ort uotas and sur-
charges. Tarifl structures are being adjusted in harmony with the ECOWAS trade
liberalization program and U.S. companics are well-advised to make inquiries on a
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case-by-case basis. With the elimination of import licensing in 1989, importers now
are merely required to sign a declaration that they will comply with Ghanaian tax
and other laws.

The Government of Ghana is committed to principles of frce trade, upon which
support from the Bretton Woods institutions 1s predicated. However, the govern.
ment is also committed to the development of competitive domestic industrics with
exporting capabilitics. The government is expected to continue to support promising
domestic private enterprise with incentives and financial support. Beyond this, Gha-
naian manufacturers clamor for stronger measures and voice displcasure that Gha-
na’s tarifl structure places local producers at a competitive disadvantage vis-a-vis
imports from countries enjoying greater production and marketing cconomies of
scale, High costs of local production frequently boost the price of locally manufac-
tured items above the landed cost of goods imported from Asia and elsewhcre. Re-
ductions in tariffs have increased competition for local producers and manufacturers
while reducing the cost of imported raw materials.

Under the structural adjustment program, in addition to reducing tariffs, the Gov-
ernment of Ghana has enacted various forms of personal and corporate tax relicf.
In 1993 the government eliminated the experimental “super sales tax” on luxury ve-
hicles and consumer goods and maintained lower tax rates on annual personal in-
come below the 0(1 ivalent of $17,500. The top corporate tax rate for producer indus-
tries is 35 percent. Income earned by bank and other financial institutions is taxed
at the same rate. The new investment code provides that income earned from in-
vestment in export industries will be taxed at 20 percent (this rate takes effzct in
carly 1995). This should be a significant incentive for increased investment, espe-

cially in the export sector.

4. Debt Management Policies

At year-end 1993 total outstanding public and government-guaranteed external
debt totalled $4.6 billion , or approximately 116 percent of GDP at the current rate
of exchange. External debt increased from 26 Yement of total exports of goods and
services in 1992 to 37 percent in 1993. Domestic debt rose from 7.5 percent of GDP
in 1992 to 12 percent in 1993. However, nominal interest and principal payments
have declined significantly since 1988 and Ghana's external debt indicators show
significant improvement, reflecting a change in the composition of new borrowing
in favor of financing with generous grant elements, In 1990, Ghana succecded in
clearing all external debt arrears and has maintained this position ever since.

5. Significant Barriers to U.S. Exports

Import Licenses: Ghana eliminated the last vestiges of its import licensing system
in 1989. Tariffs, which in some cases are very high, have replaced the import bans
which until recently were applied to certain goods.

Services: Foreign investors are permitted to participate in all economic seclors
save four reserved for Ghanaians in the current investment code. These activities
are petty trading, the operation of taxi services, lotteries (excluding football pools)
and the operation of beauty salons and barber shops.

Standards, Testing, Labelling and Certification: Ghana has gmmulgnted 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 identifying in Eng-
lish the type of product being imported, the country of origin, the ingredients or
components, and the expiration date, if any. The thrust of this law is to sct reason-
able standards for imported food and drugs. Locally manufactured goods are subject
to comparable testing, labelling, and certification requirements.

Investment: The new investment code eliminates the need for prior project ap-

roval from the Ghana Investment Promotion Center (GIPC). Registration, which is
or statistical purposes, is normally accomplished within five working days. Invest-
ment inicentives are no longer subject to discretionary judgments—they have been
made automatic by incorporating them into the corporate tax and customs codes. In-
centives include zero-rating import tariffs for plant and generous tax incentives. Im-
migrant quotas for businesses, though relaxed, remain in effect. In anticipation of
the new and liberalized foreign investment regime, a marked ‘incrcase in registra-
tion of investments has been recorded by the GIPC, from 211 in 1991, to 250 in
1992, to 438 in 1993, and over 600 so far in 1994.

Government Procurement Practices: Government purchases of equipment and
supplies are usually handled b{ the Ghana Supply Commission (the official purchas-
ing agency), through international bidding, and, at times, through direct negotia-

tions.



Former government imrfort monopolies have been abolished. However, parastatal

entities continue to im some commodities. Th tatal -
entities cantinne lo § ﬂ‘x):oance oo com: es. The parastatals no longer receive gov
6. Export Policies

The Government of Ghana does n.t directly subsidize exports. Exporters are enti-
tled to a 100 percent drawback of duty paid on imported in‘;:xts used in the process-
ing of extaorbed goods. As noted earlier, this system, while moribund in the past, has
been restructured and exporters are now able to receive this rebate. Furthermore,
over the past ?rear four bonded warchouses have been established which allow im-
forters to avoid duties on imported inputs used to produce merchandise for export.

t is expected that investors taking advantage of this duty relief arrangement will
increase inward investment flows substantially over the next 2-3 years.

7. Protection of U.S. Intellectual Property

After independence, Ghana instituted separate legis'ation for coplyri ht (1961) and
trademark (1965) protection based on Brntish law. In 1985 and 1992, the govern-
ment passed new c?j)ynght and patent legislation respectively. Prior to 1992, the

atent laws of the United Kingdom apglicd in Ghana. Ghana is & member of the

niversal Copyright Organization, the Intellectual Property Organization and the
English-speaking African Regional Intellectual Propcrty Organization. IPR holders
have access to local courts for redress of grievances. Few infringement cases have
been filed in Ghana in recent years.

Patents (product and process): Patent registration in Ghana presents no serious
problems for foreign rights holders. Fees for registration by local and foreign appli-
cants vary according to the nature of the patent. Normal minimums are $50 and
$150 for local and foreign applicants respectively.

Trademarks: Ghana has not yet become a popular location for imitation designer
apparel and watches. In cases where trademarks have been misappropriated, the
price and quality disparity between the counterfeit and the genuine would trigger
warning signals to alert a potential buyer.

Copyrights: Local enforcement of foreign copyrights has improved recently. The
current cosyﬁﬂ\t law provided for the establishment of a copyright office, an auton-
omous body. addition, the establishment of the Copyright Society of Ghana
(COSGA) to grotect the interests of local and foreign copyright holders has improved
co&yrights administration in Ghana.

hana is a signatod'é to the Universal Copyright Convention and the Bern Con-
vention. Moreover, COSGA has signed representation agreements with similar orga-
nizations in other countries, including the United States.

The current copyright statute provides for the protection of computer software,
satellite programming and cable television distribution. The duration of protection

is presently lifetime plus 50 years.

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-
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
government. No union leaders have been detained in recent years nor have workers’
ri%hts to associate freely been otherwise circumscribed.

. The Right to Organize and Bargain Collectively.—The IRA provides a frame-
work for collective bargaining and protection against anti-unicn discrimination.
Civil servants are prohibited by law from joining or organizing a trade union. How-
ever, in December 1992 the government passed a law which allows cach branch of
the civil service to establish a negotiating committee to engage in collective bargain-
ing for wages and benefits in the same fashion that trade unions function in the
private sector. While the right to strike is recognized in law and in practice, the gov-
ernment has on occasion taken strong action to end strikes, especially in cascs in-
volving vital government interests or public tranquility. The IRA provides a mecha-
nism for conciliation and then arbitration before unions can resort to job actions or
strikes. “Wildcat” strikes do, however, occur occasionally.

c. Prohibition of Forced or Compulsory 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 various legal provisions that per-
mit imprisonment with an obligation to perform labor for offenses that are not coun-
tenanced under ILO Convention 105, ratified by Ghana in 1958.

d. Minimum Age of Emploryment of Children.—Labor legislation in Ghana scts a
minimum employment age of 16 and prohibits night work and certain types of haz-
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ardous labor for those under 18. The violation of child labor laws is prevalent and
{oung children of school age can often be found during the day performing menial

asks 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 Ministry of Labor and Social
Welfare are responsible for enforcement of child labor laws. Violators of laws prohib-
iting heavy labor and night work by children are occasionally punished.

e. Acceptable Conditions of Work.—A tripartite committee of representatives from
government, organized labor, and employers established a minimum wage of 780
cedis (less than one dollar) per day. In real terms, the minimum wage is qess than
in 1980. The standard work wcek is 40 hours. Occupational safety and health regu-
lations are in effect and sanctions are occasionally applied through the labor depart-
ment of the Ministry of Health and Social Welfare. Safety inspectors are few in
number and inadequately trained. Inspectors will take action if matters are brought
to their attention but lack the resources to seek out violations.

f. Rights in Sectors with U.S. Investment.—U.S. investment in Ghana is domi-
nated g a firm in the primary and fabricated metals sector. There is also signifi-
cant U.S. investment in the petroleum, seafood, mining, telecommunications, chemi-
cals and related products, as well as wholesale trade sectors. Labor conditions in
these sectors of the economy do not differ from the norm described above. U.S. firms
in Ghana are obliged to adhere to Ghanaian labor laws and no instances of non-

compliance are known.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

(Millions of U.S. dollars}

Catlegory Amount

POLTOICUIM ...ovvecnierinnnniecsrnesssenrsneessessansssssessrsaesssasanssnsesssnnsansans Q)
"

Total Manufacturing .........ccucniiniiiisninsimss
Food & Kindred Products ... 2
Chemicals and Allicd Products .......cciieinncnniniineiine. 0
Metals, Primary & Fabricated .......cccoveivnnnninisienieinciencnen )
Machinery, except Electrical ...........cocvievniesvnsinsciencnsaennns
Electric & Electronic Equipment ........ccccocviveiiennieniannnns
Transportation Equipment .......ccoceviiinriniisnenenscsenninnens
Other Manufacturing ...

Wholesale Trade .........c.ermeiemnnenminessismsieismsesmosans

BanKing ......cceecniic i s

Finance/Insurance/Real Estate ..... crenes

SOIVICES .ueiverreeeiceeerreersansenssssssacsssasssisesssnsssssassesasssasssassensssasssnense

Other INdUBLIIes ........cccccreneinnniisnsineisiisiumasssissns

TOTAL ALL INDUSTRIES .........ccocsnurvnsnsesnesnesnsesassesassasasacses 117

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

Soococo

KENYA

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

1992 1993 18941

Income, Production and Employment:
Real GDP (1982 prices)? ..........cceevevneeninnnesiinnne 2,713 1,475 1,672
Real GDP Growth (pct.) ......ccuvivevennneevcininens brrrer il 04 0.1 3.0
GDP (at current prices)? ..........ccvsmrmmmorancane 8,662 4,627 6,257

By Secctor:
yAgricultum ........................................................ 2,226 1,219 1,648
Energy/WAater ........c.cocneinnnninnensnnseresensenssssosenes 86 40 654
Manufacturing ceesnesasrassnesussenes 1,164 626 653
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Key Economic Indicators—Continued
[Millions of U.S. dollars unless otherwise noted)

1992 1993 19941
Construction 266 142 381
Rents N/A N/A N/A
Financial Services 745 401 580
Other Services 942 506 883
Government/Health/Education .........ccecurerasnnne 856 460 844
Net Exports of Goods & Services ........c.ceesuerenae - 256 -131 ~-94
Real Per Capita GDP (1982 base) ...........cerueereres 123 55 72
Labor Force (000s) 11,100 11,800 12,300
Unemployment Rate (pct.)$ N/A N/A N/A
Money and Prices: _
Money Supply (M2) 346 28.1 16.0
Base Interest Rate (pct.) 26 27 19
Personal Saving Rate (pct.) ... 15.5 20.0 16.0
Retail Inflation N/A N/A N/A
Consumer Price Index ......ccumninenisesississnes 27.5 410 13.0
Exchange Rate (USD/KSh) .........cccooereuinennsessenses 32 65 45
Balance of Payments and Trade:
Total Exports (FOB)4 .........ccoveriinennercrunensessensens 1,033 633 1,458
Exports to US. ......... 58 53 58
Total Imports (CIF)4 ........ccoinvinivnennnnseienanans 2,011 1,208 2,078
Imports from U.S. .....covnivnnnininnnnennennsennns 116 104 141
Aid from U.S. .occcericcrnnnnninninnnssnsssscsssnienes 30.8 20.1 18.2
Aid from Other Countries ... N/A N/A N/A
External Public Debt ......covvevnniininnensnnininnssansense 6,600 6,300 6,700.
Debt Service Payments (paid) w..ccceiericieneeisannes 265 436 450
Gold & Foreign Exch. Reserves ..........cccccvcvennnnae 255 150 800
Trade Balance4 ... -978 -575 -620
Balance with US. ..., ~58 -51 -117

N/A—Not available.
11994 Bgures are estimates based on January-June data.

2CDP at factor cost.
3The Kenyan Government does not publish unemployment figures but the 1994 is estimated at 356-40 per-

cent.
4 Merchandise trade.

1. General Policy Framework

Kenya's economy is basically agricultural, with a small industrial base. Agri-
culture contributes 26 percent to GDP, rovides 75 percent of total employment and
55 percent of export carnings. The main foreign exchange earners are coffee, tea,
horticulture and tourism. The industrial sector, which accounts for 14 percent of
GDP, is dominated by import substitution-oriented industries, many of which are
%iro-based and highly dependent on the domestic market and neighboring countries.

e public sector is still ] in Kenya, absorbing over 45 percent of all modern
sector wage employees and 40 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. Non-traditional
areas which have the mos:arotential to augment incomes and employment include
horticulture, ncn-agricultural exports and small-scale enterprises.

Under a World Bank/IMF supported structural adjustment program in 1993-94,
the government made substantial progress removing impediments to the develop-
ment of a free market. Price controls were abolished, import licensing requirements
removed, the foreign exchange system liberalized, and markets were opened up Lo
competition. As a result of the economic reforms undertaken in the last two ycars,
the economy is on the road to recovery. GDP is expected to grow by over 3 percent
in 1994, after two years of stagnation (0.4 percent 1n 1992 and 0.1 percent in 1993).

The government brought down the annual inflation rate (month-to-month) from
101 percent in July 1993 to 13 percent in October 1994. The Central Bank of Kenya
(CBIS, 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
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$125 million worth of Treasury Bills with intercst rates rising as high as 60 to 70
ercent. The commercial bank ‘cash ratio was raised steadily to reach 20 percent by
he second half of 1994, A number of weak banks and non-bank financial inatitu-

tions were either closed or brought under statutory management.

These Jmh? measures worked. Moncy supply, which grew by 28 percent in 1993
decreased substantially to an estimated 15 percent growth in the last quarter of
1994. Commercial bank interest rates followed the trends in T-Bill interest; rising
as high as 36 percent in July and then declining to below 20 percent in October,
1994. In one gear, the Kenya shilling appreciated from KSh 68/U§D in October 1993
to KSh 36/USD in October 1994. The government continues to rely on traditional
monet?ry policy instruments such as the cash ratio, discount rates and open market
operations.

Under a tax modernization program, the government widened the tax base, low-
ered income taxes and introduced the use of personal identification numbers for tax-
related transactions. The government increased the range of goods and services sub-
ject to the Value Added Tax (VAT), which accounted for over 50 percent of domestic
revenue in 1994. Most goods and services are subject to an 18 percent VAT. The
government will lower the maximum personal income tax rate from the current 40
percent to 35 gercent effective January 1996. It also reduced corporate tax from 37.5
percent to 32.5 percent in 1994.

Still in process are major government programs to privatize parastatals and re-
duce the size of the civil service. Fraught with difficultics and political disagrec-
ments, parastatal divestiture has been slow—only 28 out of a possible 200 %I:ve
been privatized since 1991. The big parastatals, identified as strategic, are ear-
marked for restructuring (“commercializing”) in order to make them more cost effec-
tive and efficient. A three year program to lay off 48,000 civil service workers was
started in July 1993. The program is roughly on target; 16,000 workers accepted

golden handshakes and left by June 1994.

2. Foreign Exchange Policy

From 1981-1993 the Kenya shilling was pegged to the SDR. In February 1993,
the rﬁovemment. suspended the Foreign Exchange Control Act paving the way for a
market determined exchange rate. Exporters may now use hard currency carnings
directly to meet import requircments and remit dividends. By October 1994, forcign
exchange reserves at the Central Bank had risen to a record high. The officially nc-
knowledged figure is over $800 million, or enough to cover six months of import re-
luimmcnts; but analysts estimate current reserves are actually closer to $1.2 bil.
ion.
Borrowing restrictions on foreign and local firms from both domestic and off-shore
sources have been eliminated. Expatriates are permitted to operate foreign currency
accounts in Kenyan banks. Investors may repatriate new investment carnings with-
out Central Bank (CBK) approval. Travelers are free to settle their bills, obtain air
tickets and pay airport taxes in cither Kenya shillings or foreign currency. The only
remaining restrictions, limitations on forecign direct equity investment and the nced
for approval of capitai gains repatriations, may be withdrawn in the near future.

3. Structural Policies

After many years of delay, the government took bold steps and implemented eco-
nomic reform measures in the 1993-94 period under a World Ban -sponsored
structural adjustment program. The key goals of this program are to reduce the
budget deficit and inflation, provide market-based incentives for private scctor
growth, and encourage investment and exports. An immediate benchmark of accom-
plishment is to achieve a GDP growth rate of at least five percent. To help bring
the budget deficit down to 3.0 percent of GDP from the 6.5 percent level of FY 93/
94 (July 1-June 30), the government committed itself to adhere strictly to budget
ccilinfa. To improve its performance on revenue collection, the government intro-
duce re-shipment import inspection program geared toward apprehending tax
evaders. Inflation has come down to .13 percent.

These measures have helped to improve the country’s general investment climate.
Nevertheless, there are a number of broad-based problem areas which must be ame-
liorated to ensure that investor confidence is restored and the declining investment
trend reversed. These include: rehabilitation of the deteriorating physical infrastruc-
ture, jump starting the prodigious privatization and parastatal reform process,
streamlining the civil service and making it more “user friendly,” continuing to curb
corruption, and augmenting political stability.

In the beginning stages of the current Structural Adjustment Program (SAP), Jan-
uary 1993-April 1994, the government went through a turbulent economic period
marked by sharp increases in prices and interest rates, and depreciation of the
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K:lz;ya shilling. The positive impacts of economic reform kicked in during the second
half of 1994. Competition is now working to lower prices. Bazaars, once a rare
event, have become far more common. Producers no longer require large inventories
of raw materials. With no import licensing, firms can program production and fore-
cast sales more accurately. Shortages of inputs and basic consumer items have be-
come a thing of the past. The market for U.S. exports has substantially improved.

Despite these significant advances, numerous specific problems remain for busi-
nessmen in Kenya. Customs rules are detailed and rigidly implemented. This has
complicated manufacturing-under-bond schemes. A strict constructionist attitude
among customs officials often lcads to serious delays in clearing both imports and
exports. Foreign firms are excluded from some government tenders. Kenyan import-
ers must use local insurance companics to insure imports. Insurance companies
must reinsure part of their business with the local parastatal rcinsurance company.
All commodities imported into Kenya are subject to pre-shipment inspection, includ-
ing price comparison, by a government appointed inspection firm. Trade barriers on
certain products are maintained by high import duties and value-added taxes. Pro-
curement decisions can be dictated by donor-tied aid, or influenced by corruption.

Although substantive economic reforms have been undertaken, not all bilatcral
donors are reassured about Kenya’s progress towards political reform including
progress toward general good governance, democratization, protection of human
rights and elimination of corruption. Persistent ethnic violence complicates the polit-

ical landscape.

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 seck a rescheduling of
outstanding official debt at the Paris club in January 1994. A multilateral agree-
ment was concluded under non-concessional terms which rescheduled arrears accu-
mulated from December 1991-1993. Reptlityment is scheduled over seven years,
starting with a grace year in 1994 and ballooning to 25 percent in the later years
of the period. Specific bilateral agrcements have been considered and granted
throughout 1994. This rescheduling will helr improve Kenya’s capital account and
has added to Kenya’s international credibility. It is notable that Kenya necither
asked for, nor was granted, concessional terms. Kenya did not seck a London Club
rescheduling. Private arrears accumulated during the 1991-93 period (approxi-
mately $70 million) were sufficiently small they could be repaid dircctly. Kenya
could use some of its large stock of foreign exchange reserves ($800 million-$1.2 bil-
lion) to pre-pay international debt.

Kenya's stock of international debt was $6.7 billion in 1994 and annual dcbt pay-
ments are in the $400-500 million range. Under current conditions of an appreciat-
ing currency and large reserves, this debt is manageable. Earlicr exchange controls,
which provided incentives for Kenyans to keep their hard currency out of the official
system, made debt management more problematical. Kenya's adherence to the IMF
Article VIII, which became effective in 1994, forbids Kenya from rcturning to cx-

change controls.

5. Significant Barriers to U.S. Exports

The liberalization of import controls and foreign exchange rates are major positive
steps towards removal of trade barriers. As a ’part of these reforms, in 1994 the gov-
crnment instituted pre-shipment inspection for quality, quantity and price for all
imports with F.0.B. value of more than $1,613. Inspection is done by a government
appointed inspection firm which has offices at major trading points such as New
Y‘t))rk, Baltimore, Chicago, New Orleans and Houston. Goods arriving in Mombasa
without pre-inspection documentation are subject to inspection at the Port, for an
additional fee. This requirement has contributed to major back-ups in port oper-
ations during 1994. Importation of animals, plants, and sceds is subject to quar-
antine regulations. Special labelling is required for condensed milk, paints, var-
nishes, and vegetable/butter ghee. In addition, imports of prepacked paints and al-
lied products must be sold by metric weight or metric fluid measure.

Commercial banks are required to ensure that importers have submitted Import
Declaration forms, invoices, a Clean Report of Findings, and a copy of the customs
entry form before releasing foreign exchange. Prior exchange :gproval must be ob-
tained for imports of mach er{oand equipment which are regarded as part of equity
capital or are purchased with borrowed funds. The Clean Report of Findinis is also
required by authorized banks before a ship{):ng guarantee can be issued. All goods
surchased by importers in Kenya must be insured with companies licensed to con-

uct insurance business in Kenya.



17

There are barriers to trade in services, in video tapes, movies and cassettes, con-
struction, engineering, architecture, legal representation, insurance, leasing and
shipping. Films are licensed, censored and sold by a government company, the
Kenya Film Corporation. Foreign companies offering services in construction, engi-
neering av! architecture may face discrimination when bidding for public projects,
Kenya's draft shipping law has been the subject of official protests by the United
States and the European Community for discrimination aﬁainst foreign shippers.

Government procurement forordinary supplies as well as materials and equip-
ment for public development programs is a significant factor in Kenya's total trade.
The hand of government is particularly evident in programs designed to ensure citi-
zen control of local commerce. Because Kenya is a former British Colony, UK. firms
dominate in the procurement of government imports. Many of these are purchased
through Crown Agents, a British quasi-governmental entity. Sales of major import
items are frequently tied to the source country providing official development fi-
nance,

Government procurement is done through tender boards. The main boards arc the
Central Tender Board, Ministerial Tender Boards, the Department of Defence Ten-
der Board, and District Tender Boards. The Kenyan government supglies manuals
outlining procurement practices. Goods worth over $4,000 must be purchased
through open tender. Adjudication of the quotations must be made by three or more
responsible officers.

In principle, the procurement regulations apply, without discrimination, to all po-
tential bidders, regardless of nationality of supplier or origin of the product/service.
Nevertheless, prelerential treatment for domestic suppliers/products/services is in-
cluded. Up to 10 percent preferential bias is allowed for all firms participating in
Kenyan government tenders whose share capital is at least 51 percent owned by in-
digenous Kenyans. The government provides preference to domestic suppliers for
small procurements and contracts.

Practice often differs from government regulations. Tenders have not infrcquent'l_y
been awarded to uncompetitive firms in which government officials have a signifi-
cant interest. Medical tenders are a frequent case in point. The incidence of corrup-
tion, particularly at lower levels, has increased in the last ycar to compensate for
the closure of key “political banks” which were previously the major conduits for ill-
gotten gains. This trend affects the allocation of government tenders for construction
and procurement. Prosecution of corrupt officials above the lowest level has been
rare, but may be on the increase. Recent charges levied against the Goldenberg/Ex-
change Bank operation are a sign of progress. Corruption involving contract awards
is a particular problem for U.S. companies who are disadvantaged when competing
with non-U.S. firms less constricted in their ability to provide “incentives” prohib-
ited under U.S. laws.

Kenlyan law does not permit manufacturers to distribute their own products. Addi-
tionally they are required to submit data and information about their distributors.
The Monopolies, Prices and Trade Restriction Practices Act scts a legal framework
for dealing with restrictive and predatory practices which might inhibit competitive
markets, and controls mergers, takcovers of enterprises, and monopolies. This Act
was most recently cited by the government as a warning o oil companics against
collusion in the newly liberalized petrolcum market.

6. Export Subsidy and Tax Policies

In April 1993, the Kenyan government scrapped an export compensation scheme
which officially paid up to 20 percent of value to manufacturers whose products had
less than 70 percent import content. This scheme was a major tool used bg the Gold-
enberg gold/diamond company (now under investigation) to extract even higher pay-
ments of 35 percent from the government for questionable, if documented, exports.
At the same time, another controversial Pre- xgort Financing scheme was climi-
nated. In their place, the government enacted a duty/value added tax remission fa-
cility which allows exporters to purchase tax-free inputs locally. This facility is de-
signed to be less “corruptible” but is also less lucrative for exporters.

e government grants a one-time 85 percent investment allowance tax deduction
for the cost of industrial buildings, fixed plant, and machinery for investments out-
side Nairobi and Mombasa. Thirty-five percent deduction is allowed for investments
within these cities. This provision reduces income taxes due during the start-up
phase of a project.

Exporters to the Preferential Trade Area (PTA) regional market (19 countries of
castern and southern Africa) receive tax advantages and have the option to trade
in local currencics. The market has a total population of 190 million and a GDP of
$50 billion. The aim of the PTA is to eventuall% establish a common market with
no barriers across member countries’ borders. Kenya is also a signatory of major
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international trade ments such as the United Nations Conference on Trade
and Development CTAD), the Lome Convention and the GATT (soon to be the
World Trade Organization). As such, Kenya is subject to various requirements
aqRed to under these umbrellas.

e government has two major export institutions—the Export Processing Zones
Authority and the Export Promotion ams Office—which coordinate export pro-
motion activities. There is one private Export Processing Zone (EPZ) which caters
to over eleven companies. This zone, the Sameer Industrial Park, is a subsidiary of
Firestone East Africa. Two government sponsored EPZs, one in Mombasa and an-
other near Nairobi, are nearing completion.

The government has progressively reduced the corporate tax rate from 45 percent
in the 1980s to the current 35 percent. Withholding tax (ranginf from 12.6 percent
to 30 percent) is imposed on royalties, interest, dividends, and management fees.
Kenya's tax treaties normally follow the Organization for Economic Cooperation and
Development (OECD) model for the prevention of double taxation. There is no tax
treaty with the United States.

7. Protection of U.S. Intellectual Property

Kenya is a member of the Paris Union International Convention for the Protection
of Industrial Property (Patents and Trademarks), toFcther with the United States
and 80 other countries. Businesses and individuals {from signatory states are enti-
tled to protection under this convention, including national treatment and “property
rights” recognition of patents. Although a unified system for the registration of
trade marks and patents for Anglophone Africa was signed in 1976, implementation
has been stagnant due to the lack of cooperation among the signatory states. An-
other mechanism to protect patents, trademarks, and copyrights is embodied in the
African Intellectual Property Organization. Its enforcement and cooperation proce-
dures remain untested.

Kenya also is a member of the African Regional Industrial Property Organization.
The government of Kenya accepts binding international arbitration of investment
disputes between foreign investors and the state.

In 1990, the Kenyan government established an Industrial Property Office (KIPO)
for granting industrial property rights, screening technology transfer agrcements
and licenses, and providing patenting information to the public. Models for patents
and utilities and industrial design certificates are available through this office. It
also acts as a receiving office for international applications. An independent national
patent law to replace pre-independence British procedures was also enacted in 1990.

In March 1994, KIPO issued the first patent certificate under the Kenya Indus-
trial Property Act to threce Kenyan scientists for their work in the development of
a tick resistance vaccine, Novel Tick Resistance Antigenic Indicators (TRAI). In its
fourth year of operation, KIPO has received 127 patent applications and 38 indus-
trial designs which are bein processed. Ninetg'-three of the patent applications are
foreign and 34 are local. Fifteen of the 38 industrial design applications are local.

Protection of copyrights is not particularly extensive or efficient in Kenya. The
Copyright Act of 1989 provides for protection from audio copyright infringement.
Video copyrifht infringements are not covered by the law, and are widespread.

Trademark protection is available from the Kenyan government for a Ecriod of
seven years from the date of application. The first applicant for trademark protec-

tion is entitled to registration.

8. Worker Rights

a. The Right of Association.—Other than central government civil servants and
university academic staff, all workers are free to join unions of their own choosing.
At least 33 unions in Kenya represent a'pproximately 350,000 workers, or about 20

ercent of Kenya’s industrialized work force. Except for the 150,000 teachers who
gelong to the Kenya National Union of Teachers (KNUT) and four other smaller
unions registered by the government, all other unions belong to one central body,
the Central Organization of Trade Unions (COTU).

Until early 1993, Kenyan labor enjoyed harmonious relations with the central
government. In April 1993 this changed, as workers experienced a large rise in the
cost of living. Blaming the government, COTU’s leaders called for an across-the-
board 100 percent wage increase and dismissal of Kenyan Vice President George
Saitoti. The call culminated in a Labor Day (May 1) cecremonies walkout by the Min-
ister for Labor, the arrest of the COTU secretary-general and his senior associates,
a two-day national strike (which was observed in key scctors nationwide, even after
the Minister had declared it illegal) and finally, a government-sponsored coup with-

in COTU.
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_Without waiting the normal seven-day period to verify the so-called clections, and
disregarding a legal challenge by the existing COTU officers, the Registrar of Trade
Unions immediately registered the new COTU officers. These officers were allowed
to occupy COTU headquarters. The issues of both the coup’s legality and the act
of the registrar were still in court as of November 1994, but no international group
has recognized the new leadershix.

In theory, the Trade Disputes Act permits workers to strike provided that 21 days
have elapsed following the submission to the Minister of Labor of a written report
detailing the nature of the dispute. In 1993, however, the Minister of Labor declared
several strikes illegal. A case in point was the KNUT strike in July 1993, for which
the required notice had been given. It was averted at the last minute. Others in-
cluded the national two-day strike after Labor Day, a one-day strike called by the
Islamic Party of Kenya in Mombasa, and an air traffic controllers’ slowdown in No-
vember, 1993. The military, police, prison guards and members of the National
Youth Service are precluded by law from striking. Kenyan labor legislation is silent
on the issue of national strikes.

Internationally, COTU is affiliated with both the continent wide Organization of
African Trade Union Unity and the International Confederation of Free Trade
Unions (ICFTU). COTU affiliates are free to establish linkages to international
trade secretariats of their choice.

b. The Right to Organize and Bargain Collectively.—The 1962 Industrial Relations
Charter, exccuted by the government, COTU and the Federation of Kenya Employ-
ers, gives workers the right to engage in legitimate trade union organizational ac-
tivities. This charter does not have the force of law.

Both the Trade Disputes Act and the Charter authorize collective bargaining be-
tween unions and employers. Wages and conditions of employment are established
by negotiations between unions and management. In 1994, government wage policy
guidelines which limited salary increments were relaxed as was the employers' au-
thority to declare workers redundant. Collective bargaining agreements must be reg-
istered with the Industrial Court. The Export Promotion Zone Authority has deter-
mined that local labor laws, including the right to organize and bargain collcctively,
will apply in EPZs. In practice, exemptions and conditions have been granted within
the Zones, giving rise to public criticism in 1994.

c. Prohibition of Forced or Compulsory Labor.—The Constitution proscribes slav-
ery, servitude, and forced labor. Under the Chiefs’ Authority provisions, pcople may
be required to perform community service in an emergency but there are no known
recent instances of this practice. People so employed must be paid the ﬂrevailin
wage. The International Labor Organization’s (IEO) committee of experts has foun
this provision of Kenyan law in contravention of ILO conventions 29 and 105 on
forced labor.

d. Minimum Age for Employment of Children.—The Employment Act of 1976 pro-
scribes the em(rloyment of children under the a?e of 16 in any industrial undertak-
ing. The law does not apply to the agricultural sector, where about 70 percent of
the labor force is employed, or to 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
underemployment, the employment of children in the formal wage sector is not a
significant problem.

e. Acceptable Conditions of Emfloyment.-—ln 1994, minimum unskilled worker
salaries averaged less than thirty dollars per month. The normal work week, by law,
is limited to 52 hours, except for nighttime employees (60 hours) and agricultural
workers (excluded). 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-weck 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 Fac-
tories Act of 1951 which sets forth detailed health and safety standards, was amend-
ed in 1990 to encompass the agriculture, service and government sectors. Inspection
of work sites continued to improve, although “whistle blowers” are not protected.
Kenya's worker compensation regulations do not yet comply with the provisions of

ILO Convention No. 17.
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Extent of U.S. Investment in Selected Industries.—U.S. Direct

Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars)
Category Amount
POLTOlEUM ...coveeieeereensersersessosaissesesssssessosssssosssssersansssssnssssassnssenns 28
Total MANUIACLUTING ......cceverernecerreresssresessarsasasaeasisesesssssssesasaens 32
Food & Kindred Products ........ccccveerseenee 3
Chemicals and Allied Products .. 18
Metals, Primary & Fabricated .......cceeieennererecsnesnsenssssnesne 1)
Machinery, except Electrical .........cccocrrecnresanan. 0
" Electric & Electronic Equipment ......cccocctnvisssenns 3
Transportation Equipment )
Other Manufacturing ........ecenssnnisnssssssssssssssssassennss 1
Wholesale Trade .... 1
Banking “ O]
Finance/Insurance/Real EState .........cresesenesesssnessesaensassns )
SEIVICES .ouvvererrererernrnisnsrasesansasenssersrsassnsssarsasarasensess O]
Other Industries reeseasrasssarsrssnensresssssssansanertsrananes 0
TOTAL ALL INDUSTRIES .....cccccvuereennnnerenssnnsessessssssesessesassns 104
18uppressed o avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
NIGERIA
Key Economic Indicators
{Millions of U.S. dollars unless otherwise noted) !
1992 1993 19942
Income, Production and Employment:
Real GDP (1984 prices) .....c.ocumsiesesissssossssssases 5,632 4,642 N/A
Real GDP Growth (pct.)3 ....cccecnninnnsnsscncsesesenses -041 -0.19 N/A
GDP (at current prices) ........cccesncsnesevesisisnns 31,793 37,023 N/A
By Sector: (1984 prices)
AGriculture ..ccivniicenninrenesnneneiesee e 2,131 1,730 N/A
Energy/Water ........cvcvininninsninnaseninnsiienns 75 588 N/A
Manufacturing .........cconmencsvsnissnsnesesnsnesssesosesns 475 385 N/A
ConBLrUCHION ...ccicccneccensensinnsnnernsansasssasassssassssaess 107 85 N/A
Rents 146 115 N/A
Financial Services ............. 490 396 N/A
Other Services .......coecrisnes 956 712 N/A
Government/Health/Education .........cceevrvivrnnes 553 470 N/A
Net Exports of Goods & Services ...........covveuveraee N/A N/A N/A
Real Per Capita GDP ($US)3 ........cccvurvrrecrscninens 618.9 488.4 N/A
Labor Force (millions) .......cccrvereivnsnsnssnsnsaesasnens 42.8 N/A N/A
Unemployment Rate (pct.)4 3.2 34 N/A
Money and Prices:
Money Supply (M2) .....ccovininninnsnsennsessnncnnsnssnnns 7,386 8,843 9,534
Base Interest Rate (pct.) ......ccovivviniinienninnannns 25.7 27.0 21.0
Personal Savings Rate (pct.) ....cocoveevevenieninncnens 15.5 16.4 12.0
Retail Inflation (Pct.) ...cccccvrvcnrcnserenvinnseescranananes 46.0 57.2 N/A
Wholesale Inflation (pct.) ...ccccovevecnieninniionniennns N/A N/A N/A
Consumer Price Index ......ccccevrvcersnnenccnasassessncnness 4784 751.9 985.9
Exchange Rate (USD/Naira):
Official (annual average) .........c.ooeiccscsnsnens 0.08 0.04 0.05
Paralle] .......cceiinneennensensinenssssssisssissnssissess 0.05 0.02 0.02
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Koy Economic Indicators—Continued
(Millions of U.8. dollars unless otherwise noted)?

1992 1993 19943
Balance of Payments and Trade: '

Total Exports (FOB)S ..... veerrrserersennanes 11,886 9,923 N/A

ExXports to U.S, .....ccccvrvnnnrcencressnsssssencenees 5,074 5,301 3,970
Total Imports (CIF)5 ..........ccocerrerene 7,204 6,665 N/A

Imports from U.S. 1,001 891 524
Aid from USS. ......... 17 23 N/A
Aid from Other Countries N/A N/A N/A
External Public Debt 217,600 28,700 N/A
Debt Service Payments ...... 2,700 1,600 N/A
Gold and Foreign Exch. Reserves ...........ceeeeerenne 799 806 N/A
Trade Balance® 4,682 38,268 N/A
Trade Balance with U.S. 4,073 4,410 3,446

FIA—Not available
All dollar figures are based on official exchange rutes and in some places reflect exchange rate fluctua.

tions and not internationally recognized development assessmenta.
31994 ﬂﬁm are estimates based on January-June data.
3In constant 1984 Naira, GDP grew 3.6 and 2.9 percent in 1992 and 1993, while GDP per capita in cur-

rent dollars was $349 and $398 for those years.
4$CBN figure; Embassy estimates 28 percent unemployment.
8§ Merchandise trade.

1. General Policy Framework

Ni%eria is Africa’s most populous nation and the United States’ fith largest oil
supplier. It offers investors a low-cost labor pool, abundant natural resources, and
the second largest market in sub-Saharan Africa. Nigeria's crucial petroleum scctor
provides the government with over 95 percent of all foreign exchange carnings and
about 75 ()ercent. of budgetary revenue. Aﬂ-iculture. which accounts for ncarly 40
percent of GDP and employs about two-thirds of the labor force, is dominated by
small-scale subsistence farming. ’

After a period of relative fiscal austerity in the late 1980's, the Nigerian govern-
ment has run budget deficits exceeding seven percent of GDP since 1990. Proposals
to reduce the deficit include redpcini large government fuel price subsidies (the offi-
cial griee of gasoline was equivalent to about 65 U.S. cents per gallon in October
1994), shelving a number ol government projects which are of doubtful economic
value, and reducing leakages from government income due to corruption.

Over the last several years, monetary policy has been driven by the need to ac-
commodate 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 bg borrowing from the Central Bank of Nigeria (CBN), which
held 83 percent of the government’s domestic debt at the end of 1992. 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.

In conjunction with his 1994 budget announcement, head of state General Sani
Abacha announced the abandonment of most 1986 Structural Adjustment Program
reforms, and instituted tight ﬁvernment control over key economic variables. The
new measures include: g the value of the naira at 21.99 per dollar; instituting
strict and comprehensive foreign exchange and import controls; eliminating the
legal parallel foreign exchange market; and setting caps on interest rates chargeable
on loans and deposits/savings accounts.

The new economic policy regime created by these measures has already had far
reaching and damaging efiects on the Nigerian economy. Not only have these meas-.
ures diacoué'i?]ged investment in Nigeria, but companies already present find it in-
creasingly difficult to operate profitably, while official statistics show nonoil exports

down sharply.

2. Exchange Rate Policy

In the first quarter of 1994, Nigeria changed its foreign exchange regime back Lo
the highly controlled system in force prior to the structural adjustment reforms in
the late 1980’s. The legal parallel foreign exchange market, which operated through
licensed exchange bureaus, was abolished, and the official interbank forcign cx-
change market M), operated by the Central Bank, became the only authorized
source of foreign currency in Nigeria for companics and individuals. At the mid-year
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budget review, bureaux de change were reauthorised to conduct limited foreign ex-
changetransactionl at the official rate plus ten percent. The official exchange rate
has been held at 21.99 naira/dollar since April 1993, but the parallcl rate had
climbed to over 70 naira to the dollar by October 1994.

While there are no restrictions on imports of hard currency into Nigeria, forcign-
ers are obliged to declare such holdings upon arrival, and must mag:tain records
of naira purchases from authorized banks in Nigeria in order to take their remain-
ing foreign currency out of the country. The 1994 regime for allocating hard cur-
rency at the IFEM is sharply limiting official remittances. Only 250 million dollars
was allocated in the 1994 budget to the so called invisibles account (including remit-
tances for services and other nonmerchandise transfers). This amount can largely
be absorbed in meeting remittance nceds of the international airlines alone. The re-
sult has becn a de facto clampdown on the repatriation of corporate profits.

3. Structural Policies

As stated in the December 1989 circular, “Industrial Policy of Nigeria,” the gov-
ernment maintains a system of tax incentives to foster the development of particu-
lar 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 Develog‘ment (Income Tax Relief) Act of 1971 pro-
vides incentives to “pioneer” industries, that is, industries decemed beneficial to Ni-
geria’s economic development. Companies given “pioneer” .atus may enjoy a
nonrenewable tax holiday of five years, or seven years if the pioneer industry is lo-
cated in an economically disadvantaged arca.

In December 1989 the government liberalized the Nigerian Enterprises Promotion
Decree to allow 100 percent foreign equity ownership of Nigerian businesses in cer-
tain cases. The rule applies to new investments only and is not retroactive. The gov-
ernment also allowed foreign firms to invest in the 40 lines of business normally
reserved for 100 percent Nigerian ownership if they invest a minimum of 20 million
naira (about $900,000 at the current official exchange rate). Reserved secctors in-
clude: advertising and public relations, commercial transportation, travel services,
and most of the wholesale and retail trade. The list of reserved sectors is one factor
that has prevented the conclusion of a bilateral investment treaty between Nigeria
and the United States. Banking, insurance, petroleum prospecting, and mining con-
tinue in almost all cases to require 60 percent Nigerian ownership.

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. B{ the end of 1993, total external debt (not including ar-
rears) had reached $28.7 billion, more than Nigeria’s entire GDP. Debt scrvice due
is ij'ected to be four to five billion dollars annually for the next several years.

n January 1992, in an effort to reduce its external stock of debt, the Nigerian
overnment concluded an agreement with the London Club which gave commercial
anks a menu of options from which to choose in reducing Nigeria’s commercial

debt. The menu included debt buy-backs (at 40 cents on the dollar), new moncy
bonds, and collateralized far bonds. As a result of the agreecment, Nigeria was able
to reduce its external debt by $3.9 billion, but the accumulation of arrears on other
debt since that time has brought external debt back to previous levels. Including
arrears, official foreign obligations exceeded $30 billion as of October 1994.

During the period 1986 to early 1992, Nigeria reached three standby agreements
with the IMF. The most recent agrcement was approved in January 1991 and ex-
pired in April 1992, Talks with the IMF since then have failed to result in a new
a ment.

igeria’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

ria’s record on debt repayment, mecanwhile, has also

have grown si ﬁcantg. ge
deteriorated. In 1992, Nigeria made debt service payments of $2.7 billion, against
interest and principai payment obligations of $5 billion. Faced with similar obliga-

tions in 1993, external debt service payments were only $1.6 billion and the budg-
eted debt service payments for 1994 are $1.8 billion.

5. Significant Barriers to U.S. Exports
Nigeria abolished all img:rt licensing requirements and cut its list of banned im-
orts in 1986. As of October 1994, the importation of approximately 20 different
tems is banned, principally agricultural items and textiles. These bans were ini-
tially implemented to restore Nigeria's agricultural sector and to conserve foreign
exchange. Although the bans are compromised by widespread smuggling, the re-
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duced availability of grains has raised prices for both banned commodities and lo-
ca uced substitutes.

{lf sprod d it

. products are also hampered by high tariffs as follows: sorghum, 100 percent;
cigarettes, 200 percent; cotton, 60 percent; wheat, previously banned and now taxed
at 10 percent; and passenger vehicles, from 30 to 100 percent. Other import restric-
tions apply to aircraft and ocean-go{ng vessels. Guidelines mandate &’at all im.

orted aircraft and oeean-%ning vessels shall be ins&ccted b& a government author-
1zed inspection agent. In addition, performance bonds and offshore guarantecs must
be arranged before down payments or subsequent payments are authorized by the
Ministry of Finance,

Nigeria retg:im that an international inspection service certify the price, quantity
and quality before shipment for all private sector imports. All containerized ship-
ments irrespective of value and all goods exported to Nigeria with a cost, insurance,
and freight (CIF) value greater than $1,000 are subject to preshipment inspection.

An expatriate quota system is in place, and government alpproval is required for
residency permits for expatriates occup!ing positions in local companies. :]'he num-
ber of expatriate positions approved is dependent on the level of capital investment,
with additional expatriate positions considered on a case by case basis. In the past,
this system has caused relatively few problems, but in 1994 U.S, firms reported in-
creasing difficulties in sccuring and renewing the necessary permits.

Nigena generally uses an open tender system for awarding government contracts,
and foreign companics incorporated in Nigeria receive national treatment. Approxi-
mately five percent of all government procurement contracts are awarded to U.S.
companies, Nigeria is not a signatory to the General Agrcement on Tariffs and

Trade (GATT) Government Procurement Code.

6. Export Subsidy Policies

In 1976, the government established the Nigerian Export Promotion Council
(NEPC) to encourage development of nonoil exports from Nigeria. The council ad-
ministers various incentive pmframs including a duty drawback pmfram, 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
prog'rnm is designed to allow the duty free importation of raw materials to produce

oods for export, contingent on the issuance of a bank-guaranteed bond. The per-
ormance bond is discharged upon evidence of exportation and repatriation of for-
eign exchange. Though meant o promote industry and cxportation, these schemes
have been burdened by inefficient administration, confusion, and corruption, causing
gﬂicul: and, in some cases, losses to those manufacturers and exporters who opte
use them.

The NEPC also administers the Export Expansion Program, a fund which pro-
vides grants to exporters of manufactured and semi-manufactured products. Grants
are awarded on the basis of the value of goods exported, and the only requircment
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 export 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 sifnatoxﬁ to the Universal Copyright Convention (UCC) and the Paris
Convention. In 1993, Nigeria became a member of the World Intellectual l’mg‘crty
Organization (WIPQ). Cases involving infringement of non-Nigerian coryrights ave
been successfully prosecuted in Nigeria, but enforcement of existing laws remains
weak, particularly in the patent and trademark arcas. Despite aclive participation
in international conventions and the a%parcnt interest of the government in intellec-
tual property rights issues, little has been done to su:r the widespread production
and sale of pirated tapes, vidcos, computer software and books in Nigeria.

The Patents and Design Decree of 1970 governs the registration of patents. Once
conferred, a patent gives the patentce the exclusive right to make, import, scll, or
use the products or apply the process. The Trade Marks Act of 1965 governs the
registration of trademarks. Registering a trademark gives its holder the exclusive
right to use the registered mark for a particular good or class of goods. )

e Copyright Decree of 1988, based on W standards and U.S. copyright law,
currently makes counterfeiting, exporting, importing, reproducing, exhibiting, per-
formi?, or selling any work without the permission of the coryrig t owner a crimi-
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 detriments to the prosecution of such cases.
In the past, few companies have bothered to secure trademark or patent protec-

tion in N:%eria because it is generally considered ineffective. Losses from poor intel-
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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 copics
and the entire video industry is based on the sale and rcntgl of pirated tapes. Sat-

ellite signal piracy is also common.

8. Worker Rights

a. The Right of Association.—Nigerian workers, except members of the armed
forces and employeces designated essential by the government, may join trade
unions. Essential employees include, firefighters, police, employeces of the Central
Bank, the security printers r(H.)rim,erﬂ of currency, passports, and government forms)
and customs and excise staff. However, unlike many other countries with Essential
Services Acts, utilities, the national airline, public sector enterprises and the post
office are not considered essential services, are unionized, and may strike. In May
1993 the government rromulgated the Teachin&Easential Services Decree, declarin
education an essential service and calling for the dismissal of teachers who partici-
pate in a strike longer than one week in duration. Attempts to enforce the decrce
proved unworkable, and it was subsequently withdrawn. Under Niqerlan labor law,
any nonagricultural enterprise which has more than 50 employees is obliged to rec-
oguimzbfae trade unions and must pay dues or deduct a checkofY for employees who are
members.

The government has decreed a single central labor body, the National Labor Con-
gresa (NLC), and dercgistered other unions. On August 24, 1994 the government

ismissed the executives of the NLC, and the two leading petroleum sector unions
and appointed “administrators” to run them. It has attempted to prevent withhold-
inﬁ dues from oil industry union members’ paychecks.

. The Right to Organize and Bargain Collectively.—The labor laws of Nigeria per-
mit the right to organize and the right to bargain collectively between management
and trade unions. Collective bargaining is, in fact, commor. in many scctors of the
cconomy. Nigerian labor law further protects workers against retaliation by employ-
ers for labor activity through an independent arm of the judiciary, the Nigerian In-
dustrial Court, which handles complaints of antiunion discrimination. The NLC has
complained, however, that the judicial system’s slow handling of labor cases con-
stitutes a denial of redress to those with legitimate complaints. The government re-
tains broad authority over labor matters, and can intervene forcefully in labor dis-
putes which it fecls contravene its essential political or economic pnégrams.

c. Prohibition of Forced or Compulsory Labor.—Nigeria’s 1989 Constitution pro-
hibits forced or compulsory labor, and this prohibition is gcnerally observed. How-
ever, on August 24, 1994 the government promulgated the State Security (Detention
of Persons Amendment) Decree, number 11. This supersedes an earlier decree which
allowed persons to be detained for successive periods of six wecks without charge
and now allows for persons to be detained for periods of up to three months without
charge. The International Labor Orqanization (ILO) has noted that with the 1989
Constitution suspended and Decree 11 in effect, Nigeria may not be able to cnforce
the ILO convention against forced labor in the absence of constitutional guarantecs.

d. Minimum Age of Employment of Children.—Nigeria's 1974 Labor Decrce pro-
hibits employment of children under 15 years of age in commerce and industry and
restricts other child labor to home-based agricultural or donestic work. The law fur-
ther stipulates that no person under the age of 16 may be required to work for
longer than four consecutive hours or permitted to work for more than eight hours
in one day. The Labor Decree allows the apprenticeship of youths age 13 to 156
under specific conditions. Apprenticeship exists in a wide range of crafts, trades,
and state enterprises. Service of apprentices over the age of 15 is not specificall
regulated by the government. Primary education is compulsory in Nigeria thoug;
the law is only sporadically enforced, particularly in rural arcas where most Nige-
rians reside.

e. Acceptable Conditions of Work.—Nigeria’s 1974 Labor Decrce established a 40-
hour wariweek, prescribed two to four wecks of annual leave, and set a minimum
wage. The last %ovemment review of the minimum wage, undertaken in 1991,
raised the monthly minimum wage from 250 naira ($11.36) to 450 naira ($20.45).
Nigerian labor law stigulates that workers are to be paid extra for hours worked
over the legal limit. The code also states that workers who work on Sundays and
statutory public holidays must be paid a full day’s pay in addition to their normal
wages. There is no law prohibiting excessive compulsory overtime. A 1974 labor de-
cree contains general health and safety Frovisions. Employers must compensate in-
jured workers and dependent survivors of those killed in industrial accidents.

f. Rights in Sectors with U.S. Investment.—Worker rights in petroleum, chemicals
and related products, primary and fabricated metals, machinery, electric and elec-
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tronic e$ipmenlaj transtortation equipment, and other manufacturing sectors are

not signilicantly differen

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—1993

{Millions of U.S. dollars)
Category Amount
PetrOlEUI ..uuiciirecsaneannensssmmenssrensasssassasasssesssonssssessarsessasaassassnss )
Total Manufacturing 50
Food & Kindred Products (O
Chemicals and Allied Products 15
Metals, Primary & Fabricated .........c.cccocevervenveneenericnnnsesnsnes 2
Machinery, except Electrical 0
Electric & Electronic Equipment 2
Transportation Equipment ®)
Other Manufacturing ......c..ceeeveneceees 1
Wholesale Trade )
Banking (0]
Finance and Insurance 2
Services b
Other Industries 0
TOTAL ALL INDUSTRIES ........ccccovsunssussrasssssnsssssnsessasssnsosess 527
1
Sounar U8, Dopariment of Cotamercer Buroas of Boommmns Analysie.
SOUTH AFRICA
Key Economic Indicators
[Billions of U.S. d»llars unless otherwise noted)
1992 1993 19941
Income, Production and Employment:
Real GDP (1990 prices)? ..........ccevinennrncnescassnnanss 83.7 74.1 67.6
Real GDP Growth (pct.) ......ccoovvcccnnnsnsessesnssnsncanae -21 1.1 1.9
Real GDP (at current prices)23 ..........cccceervereranns 111.0 1118 115.2
By Sector:
Agriculture ... ceeteessenetsenstenenaassseasanne 4.5 48 49
MiInIng ...ccovnernnnnicsnsmnanninsssnsnsasssssssssnsass 9.3 9.2 9.2
Energy/Water ... srereneasnsneenssasaasnsen 4.6 43 4.2
Manufacturing ..., 26.1 24.5 23.8
Construction ........ weneresisassssesnsontss 3.6 34 3.3
Wholesale/Retail Trade .......cccornnecnnsnsnnsnssansanns 17.2 16.9 16.6
Financial Services ..., 17.2 17.2 17.3
Other Services .......cuucieneniecsceensonesrersseassssans 23 2.3 2.6
General Government ........ 16.6 16.1 16.8
Net Exports of Goods & Services ........cccevueeninanes 1.3 1.7 .08
Real Per Capita GDP (1985 rand) .......c.cccceeuevne 2,412 2,084 N/A
Labor Force (millions)* ..... 12.0 12.3 12.6
Unemployment Rate (pct.)4 40.0 46.0 46.0
Money and Prices (annual percentage growth):
Money Supply (M2) ..... 10.8 3.9 174
Prime Overdraft Rate (pct/year-end) ................. 20.5 16.9 17.26
Personal Savings To Disposable Income (pct.) .. 38 4.7 44
Producer Price Index (year-end pct. change) ..... 83 6.6 7.9
Consumer Price Index (year-end pct. change) ... 13.9 9.7 8.2

Exchange Rate ($:rand/year avg.)
Commercial Rand .35 .31 .28.
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Key Economic Indicators—Continued
(Billions of U.8, dollars unless otherwise noted)

1992 1998 19941
Financial Rand .21 .23 .22.
Balance of Payments and Trade:
Total Exports (FOB) 23.5 24.0 6.2
Exports to U.S. 1.7 1.6 0.9
Total Imports (FOB) 18.2 18.0 6.0
Imports from U.S. ........ceereerrecrnreeresensnsnessseeresens 24 24 1.0
Aid from U.S. (millions/FY) 80.0 80.0 166.0
Aid from Other Countries ...........cecruruee. N/A N/A N/A
External Public Debt 17.3 16.7 N/A
Debt Service Payments (paid) 16 .8 N/A
Gold and FOREX Reserves (grogs) ... 11.2 11.1 9.7
Balance of Payments on the Current Account .. 14 1.8.7
Trade Balance with U.S. -0.7 -0.1 -0.7
N/A—Not available.

11994 fi are all estimates based on monthly data as of June 1994.
SGDP at factor cost.
Department of Commerce statistics. .
4Statistics depending on population data are unrelisble; official black population and unemployment rates
are understated. While the Central Statistical Services no longer attempts to quantify black unemployment,
most economists belisve the rate is in excess of 40 percent. Unemployment among other racisl groups is

lower.

1. General Policy Framework

South Africa is a middle-income developing country with a modern industrial scc-
tor, well-developed infrastructure, and abundant natural resources. Most economists
agree that South Africa has the ﬁotential to grow at an annual rate above five per-
cent; yet annual economic growth over the past decade averaged less than one per-
cent in real terms; no new net jobs were created in the manufacturing, mining, or
agricultural sectors; and per capita incomes declined sharply. The rate of rcal GDP

wth turned negative in early 1989, and contracted by one-hall percent in both

990 and 1991. The decline in the economy became more severe in 1992, as the na-

tion battled the longest recession in over eighty years. Besides being affected by the
recent worldwide recession and the worst drought of the century, the South African
economy’s poor performance during this period could be explained by several struc-
tural factors:

—Apartheid policies led to inefficient use of human resources, underinvestment
in human capital, labor rigidities, and large budgetary outlays for duplicative
layers of government and facilities;

—Consumer inflation persisted at double digit levels (since the early 1970s) until
1993 when it dropped into the single digits;

~Labor productivity was low and declining, outstripped by high average wage in-
creases;

—The goverrment intervened extensively in the economy to protect inefficient in-
dust:ies, p:ovide employment to its constituents, and combat foreign economic
sanctions;

—Foreign and domestic investment was limited by political uncertainty, continu-
ing violence, labor unrest, and the concern over the role of the private scctor
in a post-apartheid South Africa.

In 1993, GDP registered positive growth for the first time in four years with 1.1
ercent growth. 'l‘wo'&rincipal factors, including a substantial increase (six percent)
n the volume of merchandise and net gold exports and a significant recovery in ag-

ricultural production made a major contribution to this revival in economic activity.
Althou‘gh the agriculture sector accounted for most of the growth during the early
art of 1993, the increase in economic activity spread to other sectors in the second
alf resulting in ﬁmwth in the mining, manufacturing, electricity, gas and water,
and commerce and finance areas. In 1994, the economy got off to a sluggish start
due to uncertainty surrounding the election and transitional period and a large
number of public holidays. Economists estimate that the South African economy will
register 2-2.5 percent growth over the full yecar of 1994.
e new South African government has alrcady taken steps to address some of
the structural problems within the econom{. While there is a long way to go in
eliminating apartheid’s legacy and mecting the black community’s aspirations, some
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pmig!'ees has been made in reducing economic distortions caused by the past’s racial
policiea. Legal restrictions which prevented black South Africans from owning busi-
nesses, obtaining skilled jobs, or living in major urban centers have been lifted.
Black trade unions have been recognized. Spending on socio-cconomic development
for blacl::s, including education and health care, has increased in recent years, al-
though it still remains far below spending on white services. Much remains to be
done, and the effects of past policies, particularly the legacy of the “bantu” education
system, will be felt for many years.

Over the last decade, cluantitative credit controls and administrative control of de-
posit and lending rates largely disargeared. The South African Reserve Bank now
operates similarly to Western central banks. It influences interest rates and controls
liquidity through its rates on funds provided to private sector banks, and to a much
smaller degree through the placement of government paper. In the past three years,
restrictive monetary policy—primarily the maintenance of a relatively high central
bank lending rate—has sought to curb domestic spending on imports and to reduce
inflation. Nevertheless, high ﬁowth in the money supply along with large increases
in food prices have resulted in higher producer and consumer inflation which are
now approaching double digits.

Traditionally, South Africa has adopted conservative fiscal policy. In the late
1980's, however, revenues lagged behind spending, leaving large deficits to be fi-
nanced through borrowing and putting pressure on private capital markets. After
1990, the government of F.W. de Klerk adGoBted more restrictive fiscal policies, and
the new Government of National Unity (GONU) has continued a fiscally conserv-
ative approach. Although the 1993/94 budget ended in a deficit of R31.4 billion (ap-
gmximabely 8.6 percent of GDP as spending outpaced revenues), estimates for the

eficit before borrowing in fiscal 1994/96 are somcwhat lower reaching R29.3 billion,
roughly 6.8 percent of GDP. (These figures are based on a GDP growth rate of 3
percent). The GONU says it will resist pressure to use fiscal policy to address socio-
economic needs in education, health care and housing for the majority of South Afri-
cans. -
The South African government controls substantial portions of the economy, in-
cluding much of the petroleum, transportation, armaments, electric power, commu-
nications, aluminum, and chemical sectors. Privatization of some state assets has
fained favor more recently, particularly as a way to reduce the government’s high
evel of indebtedness and to pay for the new government’s Reconstruction and De-

velopment Program (RDP).

2. Exchange Rate Policy

Faced with large scale capital outflows in 1985, the Reserve Bank reimposed com-
prehensive exchange controls, including a dual exchange rate. The Bank maintains
one exchange rate (the financial rand) for foreign investment flows and outflows,
and another (the commercial rand) for all other transactions. This effectively cush-
ions the economy from the effects of international capital flows.

Under South African exchange regulations, the Reserve Bank has substantial con-
trol of foreign currency. The Reserve Bank is the sole marketing agent for gold,
which accounts for about 30 percent of export earnings. This provides the Bank with
wide latitude in influencing short term exchange rates. Except for a period in 1987
when the bank followed an implicit policy of fixing the rand aﬁainst the dollar, mon-
etary authorities normally allow the rand to adjust periodically with an aim to sta-
bilize the external accounts.

The ailing foreign reserve position of the country and socio-political uncertainties
caused the nominal effective exchange rate of the commercial rand to depreciate by
4.1 percent in the first quarter of 1994 and by a further 8.3 percent by the end of
July 1994. (The real effective exchange rate of the rand declined by 7.5 per at from
December 1993 to July 1994). In this period the rand depreciated against all of the
currencies of South Africa’s main tradix:f }fartners. However, it also depreciated
fairly sharply against the U.S. dollar and British pound over this period. Concern
over political developments, labor unrest and profit-taking led to a sharp deprecia-
tion of the financial rand in the beginning of 1994 to an all time low of R5.58 per
dollar in April 1994. However, when it became apparent that the political transition
would be achieved peacefully, the finrand appreciated again to R4.55 per dollar in
May. The most recent data put the discount of the financial rand to the commercial
rand at about 10 percent.

Pressure and speculation on abolishing the dual currenc‘y system has been in-
tense. Nevertheless, Bank Governor Chris Stals and other leading economists dis-

pute its eminent abolition.
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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.
The primary source of government revenue in South Africa is income tax. Al-

though the government planned to lower both individual and company tax rates
over live years, the })resent recession-induced revenue crisis ended the plan after its
first year. The 1994/5 budget kept the maximum personal income tax rate at 48 per-
cent on incomes above R80,000 for married and R56,000 for single taxpayers. Fft))c -
ever, it reduced the corporate primary income tax rate to 35 percent from an carlier
rate of 40 percent. Corporations’ secondary tax rate on dividends was nevertheless
increased by 10 percent. The 1994/95 budget also imposed a “once-off” levy of & per-
cent on all income (both corporate and individual) over R50,000 to pay for transition
cost overruns,

In September 1991, the government shifted from a 13 percent general sales tax
to a 10 percent value added tax levied on manx additional goods and services that
had been exempt from GST. In April of 1993, the VAT rate increased to 14 percent
in an attempt to cover the shortlall in current government revenues and to mect
increasilzf demands for social spending. The government is also negotiating with
labor and consumer groups over the taxation of basic foods. South Africa raiscs ad-
ditional revenue through customs duties, excise taxes, import surcharges, and
through estate, transfer, and stamp dutics. There are no export taxes, but import
‘duties as high as 100 percent in the case of certain luxury goods protect local indus-

try and provide substantial revenue.

4. Debt Management Policies

South Africa’s external debt situation has continued to improve in recent years.
At the end of 1993, foreign debt amounted to $16.7 billion, with the private scctor
accounting for about 10.7 billion of this total. The ratio of total foreign debt to GDP
in 1993 was 14.2 percent, and interest payments to total export carnings was 7.1
ﬁcrcent. Debt repayment obligations in 1994 are estimated to be R4 billion to R5

illion, although increasing access to international capital markets should allow
South Africa to refinance at least one half of that debt.

In 1985, faced with large capital outflows, intense pressure against the rand, and
a cutoff of its access to foreign capital, the South African Government declared a
unilateral standstill on amortization payments. Interest payments were continued,
and amortization payments due to international organizations and foreign govern-
ments were not aflected, obviating 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 Xrivate creditors negotiated a third extension of that ar-
rangement through the end of 1993. In September of 1993, the government, with
the consensus of South Africa’s major political partics, finalized a debt agrcement
with major Western banks on $5 billion worth of mostfy private debt caught inside
the “standstill net.”

South Africa is a member of the World Bank and International Monctary Fund
(IMF) and continues Article IV consultations with the latter organization on a rcﬁx-
lar basis. With the establishment of a democratically clected government, South Af-
rica i8 now eligible for Bank loans. Morcover, alter some twenty-seven years of rel-
ative economic isolation, South Africa became another IMF borrower country. In De-
cember 1993, the IMF approved the government’s application for a $850 million
drought reserve loan. Gaining access to the drought facility enabled the government
to replenish its foreign exchange reserves and normalize relations with the inter-

national financial community.

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. Current regulations require import permits for a
wide variety of goods, including foodstuffs, clothing, fabrics, footwear, wood and
paper products, refined petroleum products and chemicals. Surcharges on imported

oods, which range as high as 40 percent on some items, are the most significant

arriers for U.S. exports. The Department of Trade and industry is attempting to
simplify its system of tariffs, but some tariffs have been increased in the process,
including hikes of up to 180 percent on certain steel products. Local content require-
ments also apply in certain industries, most notably in motor vehicle manufactur-

ing.
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The lifting of Title III sanctions in the Comprehensive Antiapartheid Act cased
restrictions on the import of certain U.S. products into South Africa and permitted
U.S. nationals to make new investments in South Africa. With the removal of the
arms embargo against South Africa in May 1994, U.S. firms may now export to the
South African police and militarg organizations, excluding Armscor/Denel and any
of their subsidiaries. The State Department currently maintains a denial policy on
these firms pending the satisfactory resolution of a criminal case involving Armscor.
At this time, American firms are prohibited from trading munitions list items with
these companies.

Responsibility for administering controls on dual use nuclear technology rests
with the Directorate of System Co-ordination with the Department of Trade and In-
dustry. Legislation on the regulation of such technology is however still pending and
has only recently been published for public comment 8ctober 14, 1994).

6. Export Subsidies Policies
South African Government incentives to export are divided into four categories:
compensation for a portion of import duties; a proportion (10 percent) of value added
during manufacture; financial assistance for activities such as market rescarch and
trade promotion; and income tax allowances. Other direct and indirect export sub-
sidies are available to local manufacturers, particularly for factories located in des-
ignated development areas. Subsidies inclutre electricity and transport rebates, cx-
port finance and credit guarantces and marketing allowances, although these export
policies are presently under review. .
Several different programs provide incentives for local exporters. The General Ex-
port Incentive Scheme (GEIS) encourages the export of manufactured products with
a high value-added content. The South African Government recently revised GEIS
on October 1, 1994. Under this most recent revision, subsidies for fully manufac-
tured products will be lowered from 25 percent to 14 percent of export value on Oc-
tober 1; 12 percent on April 1, 1996 and 10 percent on April 1, 1997, The subsidy
for partially manufactured goods will drop from 12.5 percent to 3 percent on October
1; 2 percent on October 1, 1996 and zero a year later. The subsidy for raw materials
will drop from 7.5 percent of export value to 2.6 percent on October 1 and below
2 percent on April 1, 1995. The subsidy for raw materials will drop from 7.5 percent
of export value to 2.6 percent on October 1 and below 2 percent on April 1, 1995,
Provisions of the Income Tax Act provide tax allowances for capital goods and
property used to add value to base metals and intermediate products for export. In-
come tax allowances are also provided for expenses incurred in promoting or main-
taining an export market. The Export Marketing Assistance Scheme, a limited pro-
gram, provides assistance for export market research and trade fairs and missions.
he Structural Adjustment Program Frovides export incentives tailored to specific
industries, most notably motor vehicles and textiles and clothing. Under the Re-
gional Industrial Development Program, a new or relocating business can apply for
establishment incentives or tax breaks under a uniform, five year program by locat-
ing anywhere outside the Johannesburg-Pretoria and Durban areas.

7. Protection of U.S. Intellectual Property Rights

South Africa’s attendance at mcetings of the World Intellectual Property Organi-
zation (WIPO) was barred in the past by a resolution of that organization, but it
remains a member. As with South Africa’s participation in all UN specialized agen-
cies, its status is currently under review. The country is also party to the Paris and
Berne Conventions. South Africa’s intellectual property laws and practices are gen-
crally in conformity with those of the industrialized nations, including the United
States. There is no discrimination between domestic and international holders of in-
tellectual property rights. The basic objective of South African government policy
with respect to foreign intellectual property rights holders is to secure access to for-
cign technology and information. Copyright legislation in 1992 provides further pro-
tection for computer software.

Nevertheless, software piracy occurs frequently in South Africa. The Business
Software Alliance (BSA), a worldwide body with active anti-piracy programmcs in
over 50 countries, estimates that as much as 60 to 70 percent of South Africa’s soft-
ware is pirated. Its investigations reveal that for every legal software ﬁro am in
use, between three and four are illegal. In October 1993, the BSA brought the first
legal action against software pirates under the terms of the new copyright legisla-
tion. The U.S. motion picture industry also reports that piracy, including unauthor-
ized public performance, video piracy, and “parallel imports” pose a problem for
doing business in South Africa. U.S. pharmaceutical firms operating in South Africa
express similar concerns regarding “parallel imports.”
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In addition, trademark concerns are becoming increasingly evident. Local compa-
nies and street vendors often “own” the trademarks of internationally known con-
cerns. New trademark legislation was passed in January 1994 and is now awaiting
implementation regulations.

8. Worker Rights

a. The Right of Association.—Current South African labor law entitles all workers
in the private sector to join labor unions of their choosing. However, the patchwork
nature of that law effectively inhibits trade union activity. The result is an uneven
and sometimes volatile labor relations climate, in which trade unions must rely as
much on their own organization and strength as on their legal rights to achieve
their objectives.

The recently-elected government of national unity is drafting a new Labor Rela-
tions Act designed to consolidate and simplify South African labor law. The new law
will conform to the right of freedom of association declared in the interim constitu-
tion, and fmmote uick and effective industrial dispute resolution by clarifying the
rights and responsibilities of workers and employers.

istorically, public sector employees have been legally prohibited from striking.
The 1993 passage of a Public Sector Labor Relations Act, while clarifying the collec-
tive bargaining process for public sector emgloyees, still sharply restricts strike ac-
tivity. Until a transparent and fair system of dispute resolution is in place, the pub-
lic sector will continue to be a labor relations flashpoint.

b, Ri{ht to Organize and Bargain Collectively.—The South African government
does not interfere with union organizing in the é)orivate sector and has gencrally not
intervened in the collective bargaining process. South African law prohibits discrimi-
nation by private sector employers against union members and orfganizers.

In spite of recent legislative changes, collective bargaining still does not apply to
farm workers and domestic workers. Recent passage of the Public Sector Labor Re-
lations Act (PSLRA) clarifies dispute resolution in the public scctor, but has been
criticized by the Congress of South African Trade Unions (COSATU) as undermin-
ing collective bargaining by unnecessarily restricting public sector strike activity.
That said, the Ministry of Labor’s plans to consolidate the PSLRA into a single labor
relations act has been resisted by independent public sector unions and associations.

Private mediation services are available and have been voluntarily resorted to by
management and black trade unions to resolve industrial disputes. The Labor Rela-
tions Act establishes an industrial court to rule in labor-management disputes. The
most common complaints filed with the court concern dismissals, followed by unfair
labor practices. A labor court of appeals oversees the industrial court and can over-

turn its decisions. ,
c. Prohibition of Forced or Compulsory Labor.—Forced labor is specifically prohib-

ited by the interim constitution.
d. Minimum Age of Em(floyment of Children.—South African law prohibits the

employment of minors under age 15 in most industries, shops and offices. It pro-
hibits minors under 16 from working underground in mining. There is no minimum

age at which a person may work in agriculture. .
e. Acceptable Conditions of Work.—There is no national minimum wage in South

Africa. The Labor Relations Act provides a mechanism for negotiations between
labor and management to set minimum wage standards industry by industry. At
present over 100 industries covering most non-agricultural workers come under the
provisions of the act. The Occupational Safety Act sets minimum standards for work

conditions and employment.
f. Rights in Sectors with U.S. Investment.—The worker rights conditions described

above do not differ between the goods-producing sectors in which U.S. capital is in-
vested and other sectors of the South African economy.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars)

Category Amount
Petroleum ...... teeesesenestentssssentesassattasatasessnretesenetetesssrsattesassrteresess m
Total Manufacturing ........ccceercesnrensissnsmsessssseresssassasssssnsass 544
Food & Kindred Products .........c.cceeeemieciencesissscscneessenianees (&)
Chemicals and Allied Products .......c.cceeeeenmmreenissnsensecssensanne 149

Metals, Primary & Fabricated ...........cocvenenerenenssinnsisciisnne 41
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993—Continued

[Millions of U.S. dollars]

Amount

Category

Machinery, except Electrical 124

Electric & Electronic Equipment ()

Transportation Equipment 22

Other Manufacturing 166
Wholesale Trade 76
Banking 0
Finance/lnwrance/Real Estate ™
Services 6
Other Industries 32
TOTAL ALL INDUSTRIES . 926

18 pnued to avoid disclosing data of individual companies.
Soutu: .S. Department of Commerce, Bureau of Economic Analysis.






EAST ASIA AND THE PACIFIC

AUSTRALIA

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

1992 1993 19943
Income, Production and Employment:
Real GDP (1989-90 prices)?® 276.7 2624 293.8
Real GDP Growth (pct.) 1.8 3.2 4.3
GDP (at current prices) “ 292.1 281.6 317.6
By Sector:
Agriculture 1.7 10.9 12.2
Energy/Water cerecsrsessnasssasossasontssrssraesens 9.2 8.7 9.4
Manufacturing 41.2 40.3 46.1
Construction .... 18.2 178 19.6
Ownership of Dwellings 275 26.1 28.8
Finance/Property/Business Svcs. .......ceuiisecns 33.0 304 32.6
Other Services ¢ 464 434 49.1
General Government and Defense .........ccceues 108 10.0 10.9
Net Exports of Goods & Services ...........cccvsueee -0.6 -13 ~13
Real Per Capita GDP (USD) 15.8 15.0 16.6
Labor Force (000s) .. 8,623 8,648 8,760
Unemployment Rate (pct.) ... 10.8 109 9.8
Money and Prices (annual percentage growth):
Money Supply (M1) (pct/year-end) ........coseusee 20.0 17.8 19.3..
Base Interest Rate® 7.2 6.8 6.0
Personal Savings Ratio (pct.) ....cccevevenerenrneccennnes 4.9 5.0 6.4
Retail Price Index (pct. change) .......ccccceerneinennes 2.1 2.8 2.9
Consumer Price Index (pct. change) ................... 1.0 1.8 24
Wholesale Price Index ........ccceevernnccnesnsnscsessenes N/A N/A N/A
Exchange Rate (A$1=U.S. cents) ........ccceovreriuence 74.0 68.0 73.0
Percentage Growth .........ccceeveninnrnsinsnsnseans -5.0 -8.1 74
Balance of Paymen!s and Trade:
Total Exports (FOB)® ........ccoccoenveenvereiunncnsarennne 43.2 42.7 50.4
EXports t0 UsS. ...coevemrueeensessssssasssssassssssssasss 3.8 3.4 4.0
Total Imports (FOB) .. veeenesensasessnssassasssssane 41.1 424 51.1
Imports from U.S. 9.2 9.0 10.2
Aid from US. . 0 0 0
Aid from Other Countries ..... 0 0 0
Gross External Public Debt .........cceviiricisennnas 63.2 64.9 67.9
Debt Service Payments (paid) 9.2 7.5 7.9
Gold and Foreign Exch. Reserves ..........ccceovvunee 14.9 14.3 15.0
Current Account Balance ...... -10.7 -10.7 -12.0
Trade Balance with U.S. -6.3 -5.5 -6.2

NIA-Not available.
rate fluctuations must be considered when analyzing data. Percentage changes are calculated in

Auotullan dollars.
21994 res are all estimates based on available monthly and quarterly data in Oelober 1994,

3GDP at factor cost for base year indicated.
(33)
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4*Other Services” includes community, recreation, personal and other services.
:l?igum are actual, average annual inlerest rates, not changes in them.
Trade data recorded on a foreign trade basis-different to those recorded on a balance of payments basis.

1. General Policy Framework

Australia’s gross domestic product (GDP) in 1994 was estimated to be US $317.6
billion. Real GDP is estimated to have grown by 4.3 percent, a substantial improve-
ment from 1993's 3.2 percent. Nevertheless, the impact of the recession which began
during the third quarter of 1989 and ended in 1991 continucd to be felt; unemploy-
ment hovered between 9.6 and 10 percent during 1994,

U.S. economic interests in Australia are substantial, including dircct investment
worth approximately US $16 billion and a bilateral trade surplus of approximately
US $6 billion (up by approximately US $600 million from 1993{

Although in area Australia is the size of the contiguous United States, its domes-
tic market is limited by a small population (17.7 million people). The production of
agricultural commoditics and primary products is an important component of the
economy; Australia leads the world in wool production, is a significant supplicr of
wheat, barley, dairy produce, meat, sugar, and fruit, and a lea mq exporter of coal,
minerals and metals, particularli' iron ore, gold, alumina, and aluminum. Export
earnings are not well diversified; in 1993, primary products accounted for 60 percent
of the total value of goods and services exports.

The drought which Australia suffered in 1994 affected the agricultural sector se-
verely. The wheat crop, for example, was cut by an estimated 51 percent from the
previous year, reducing export carnings and necessitating the importation of wheat,
corn, and sorghum. Some commentators believe that the drouqht may reduce other-
wisc-attainable real GDP growth (as shown in the data table above) by approxi-
mately 0.5 percent.

To increase Australia’s international competitiveness, the government has contin-
ued its longstanding effort to reduce protective trade barriers and deregulate large
segments ol the economy. Privatization of government services at both the federal
(airlines, banks, telecommunications) and state level (water treatment, transpor-
tation, electricity, banks) is being tgm'@med. The govemment intends to scll the re-
maining 75 percent of Qantas to the public in 1995. 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 grefemnce given by the
federal government to Australian and New Zealand firms bidding on government
contracts was abolished November 1, 1989, and civil offsets in December 1992, some
state and territory égvernments continue to apply preferences in their contracts.

The Australian Government continued to provide substantial fiscal stimulus to
the domestic economy in 1994. The budget deficit reached US $9.6 billion (3.4 per-
cent of GDP). Public sector borrowing more than funded the deficit, and took the
form of treasury notes (US $427 million), treasury bonds (US $10.1 billion), and
cash drawdowns (US $4.9 billion). As part of its Australian Fiscal Year (AFY) 1994-
95 budget, the government announced its intention to cut the deficit to 1 percent
of GDP by AFY 1996-97.

The money supply is controlled through an open-market t.radin¥ system of nine
decalers who act as a conduit between the Reserve Bank and the financial system.
Transactions may involve purchases, sales, or trade in repurchase agmcmcnts of
short-term treasury securities. Depending on liquidity conditions, the Reserve Bank
may bypass dealers and buy or sell short-term treasury notes dircctly 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
nceds 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 only limited impact
on the money supply. The government also uses interest rate changes to influence
the money supply. In 1994, official government interest rates were increased twice,
by 75 basis points in August, and a full percentage point in October, to reach 6.5
percent.

A strong supporter of the Uruguay Round negotiations liberalizing international
trade, the Australian government moved rag‘idl('”to ratify the Uruguay Round agree-
ments and became a founding member of the World Trade Organization (WTO) on
January 1, 1995. Australia also advocates liberalizing trade within the Asia-Pacific
region; it is a leading member of the Asia Pacific Economic Cooperation (APEC)
forum, and strongly supported the November 1994 Bogor Declaration, in which
APEC leaders set the goal of free trade in the region by the year 2020. )

The challenge the government will face in 1995 is to maintain moderately high
real growth and reduce unemployment without causing a revival of inflation and a
massive increase in the current account deficit (by virtue of the impact growth has
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on the demand for imports). Man{ economists telieve that the desired gains in
a:owth and employment will come, but are worried that unless the government cuts

e budget deficit faster than currently planned, both of the feared side effects could
be produced by an overheating economy.

2. Exchange Rate Policies

Australian Dollar (A$) exchange rates are determined by international currency
markets.Official policy is not to defend any particular exchange rate level. In prac-
tice, however, the Reserve Bank has a comfort range in mind when looking at ex-
change rate movements. It is active in “smoothing and testing” foreign exchange
rates in order to provide a generally stable environment for fundamental economic
adjustment policies, and intervenes occasionally to combat speculative attacks on
the Australian dollar.

Australia does not have major foreign exchange controls beyond requiring Reserve
Bank approval if more than A$5 OOOQ?JS $3,650) in cash is to be taken out of Aus-
tralia at one time, or A$50,000 (Us 336,5005 in any form in one year. The purpose
is to control tax evasion and money laundering. If the Reserve Bank is satisfied that
there are no liens against 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 cconomic reform begun in the 1980s that includes an accel-
crated timetable for the reduction of protection and micro-cconomic reform. Initially
broad in scope, the Australian government’s program is now focusing on industry-
by-ind:x.:itry, micro-cconomic changes designed to compel businesses to become more
competitive.

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

owards these ends, a phased program to cut tariffs by an average of about 70
percent was begun Jul 1, 1988, to be completed on June 30, 1996. J)cciﬁcally, in
approximately equal phases, except for textiles, clothin%.) footwear and motor vchi-
cles, all tarifls will be reduced to 5 percent. Along with these measures, some of the
few manufactured products still receiving bounties (production subsidies) will have
those benefits reduced each ‘\"car until the bounties expire. The Uruguay 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 have ad-
verse eflects on U.S. exporters and service industries.

4. Debt Management Policies

Australia’s 31’,:” external public debt now exceeds US $67.7 billion, or 23.5 per-
cent of GDP. That figure represents 46 percent of Australia’s gross external debt;
the remaining 54 J)ement is owed by the private scctor. Gross interest payments on
public debt totaled US $4.0 billion in 1993/94, representing 6.7 percent of ex-
ports of goods and services. Private sector debt service totaled US $4.0 billion, an
amount equal to another 6.7 percent of export earnings. On an overall basis, there-
fore, Australia’s debt service ratio was 13.4 percent, down substantially from AFY
1992/93’s 14.9 percent. Falling international interest rates caused the drop in the
debt service ratio. Standard and Poor’s general credit rating for Australia remained

AA during 1994.

5. Significant Barriers to U.S. Exports

The U.S. enjoyed an estimated US $6.2 billion trade surplus with Australia in
1994. There are no longer any significant Australian barriers to U.S. exports. The
U.S. is the number one source of imports in Australia, with a 21 percent share of
Australia’s import market and a substantial share of the imported J)roducls pur-
chased by the government. The following Australian trade policics and practices al-
fect U.S. exports to some degree.

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

Service Barriers: The Australian services market is gencrally open, and many
U.S. financial services, legal, and travel firms are established in Australia. In 1992
the Government announced a complete liberalization of the banking scctor and new
foreign banks will be licensed to operate as either branches (for wholesale banking)
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or subsidiaries (for retail operations). The Australian Broadcasting Authority (ABA),
which controls broadcast licensing, liberalized rules governing local content in tele-
vision advertising effective January 1, 1992. Under current rules, up to 20 percent
of the time used for paid advertisements can be filled with messages produced by
non-Australians. Statistics covering 1992 (the latest available) indicate that approxi-
n{’ateli 8 percent of television advertisements broadcast in that year were produced
abroad.

On January 1, 1990, local content regulations regarding commercial television
&mgramming entered into force. Beginning with 35 percent for 1990, the local con-

nt requirement increased by 5 percent gr year until January 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-
ﬁrama. Programs are evaluated on a complex point xstem based on relevancy to

ustralia (setting, accent, etc., ranging from no Australian content to a 100 percent
Australian production). Trade sources indicate that the content regulation does not
have a substantial impact on the amount of U.S. 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 reqiuirement took effect, an average
of 48 percent of commercial stations’ broadcasting time was devoted to imported pro-
amming. During the 1992 broadcasting year, that figure fell to 44 percent. Regula-
ions 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, lo-
cally produced programs. The ABA’s local content rcﬂuimments have been opposed
actively by the American Embassy and U.S. trade officials. In September 1994 the
Embassy reiterated U.S. opposition to quotas in the context of the ABA’s review of
broadcasting content regulation. That review is expected to conclude in carly 1995.

State governments restrict development of private hospitals. States’ 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 Y:ivate hospital care are paid through government health programs.

tandards: In 1992, Australia became a signatory to the GATT Standards Code.
However, it still maintains restrictive standards requirements and design rules for
automobile parts, electronic and medical equipment, and some machine parts and
cquipment. Currently, all Australian standards are being rewritten to harmonize
them where possible to international standards with the objective of fulfilling all ob-
ligations of the GATT Standards Code. State governments agreed in March 1991 to
recognize 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 milliliters or kilograms 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 GATT obligations, lack
of utility and effect on trade.

Motor Vehicles: Passen%er vehicle tarifls, currently 30 percent, will drop to 27.5
percent on January 1, 1995 and will be phased down to 16 percent on January 1,
2000. Under automotive arrangements announced in March 1991, automobile manu-
facturers may import duty free dutiable imported components up to a maximum
value equal to 15 percent of their automobile production 1n a given year. In addition
under terms of the export facilitation scheme, local manufacturers of vchicles an
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 vchicles imported. Under the Motor Ve-
hicle Standards Act of August 1989, the import of used vehicles manufactured after
1973 for personal use is banned, except where the car was purchased and used over-
seas by the buyer for a minimum of three months. Commercial importers must
apply for a “compliance plate” costing A$20,000 (US $14,600) for each make of car
imported. 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 each year.

oreign Investment: U.S. firms account for the largest single share of the stock
of foreign direct investritent in Australia. In February 1992 the government an-
nounced significant reforms-to open the economy even further to foreign investment.
In the mining sector (excluding uranium), the 60 percent Australian equity and con-
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trol Fuideline for participation in new mining projects, and the cconomic benefits
test for acquisitions of exxstinﬁlminin businesses, were abolished. In almost all scc-
tors of the economy, the thresholds above which foreign investment proposals must
be examined by the Foreign Investment Review Board (FIRB) wereincreased. Pro-
sals to acquire 16 Lrement or more of a company or business with total asscts
elow A$50 million (US $36.5 million), or takcover an off-shore company with Aus-
tralian subsidiaries or assets valued below A$50 million (US $36.5 million) are no
longer examined. Proposals above the threshold will be approved unless found con-
trary to the national interest. The only sectors in which the reforms 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 that 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 GATT government
procurement code. However, in June 1994 the government announced an inter-
agency examination of the code and the question of possible adherence. The review
is scheduled to be completed in early 1995.

The federal %?vemment abandoned the civil offset gmgram in 1992. Three state
governments still require offsets in some cases. Nonetheless, in dismantling the off-
set program, the government removed a major trade irritant between the United
States and Australia.

Since 1991, foreign information technology companies with annual sales to the
Australian government of A$10-40 million (US $7.3-29.2 million) have been re-
t“xired to enter into fixed term arrangements (FTAs), and those with sales greater
than A$40 million (US $29.2 million) into partnerships for development (PFDs).
Under FTAs, a forcign company or its subsidiary commits to undertake local indus-
trial development aclivities worth 15 percent of its projected amount of government
sales over a four year period. Under a PFD, the headquarters of the ércign firm
agrees to invest 5 percent of its annual local turnover on R and D in Australia; ex-
port goods and services worth 60 percent of imports (for hardware companies) or 20
percent of turnover (for software companies); and achieve 70 percent 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) scctor,
replacing, in large measure, the requirement that suppliers of cellular mobile tele-
phones, pabx, small business systems, and first telephones have Industrial Develop-
ment Arrangements (IDAS) in place before obtaining licenses to connect their equip-
ment to the public switched network. The IDA program now is scheduled to be
eliminated in June 1996.

Beq’nning on Febmarﬁsl 1992, the 'ﬁ)vemment implemented a Restricted Sys-
tems Integration Panel ( IP) scheme. The RSIP is a panel of 20 to 25 selected pri-

vate companies through which all Commonwealth information technology require-
ments involving systems integration activity are to be sourced, except for purchases
with an estimated value of less than A$1 million (US $0.7 million). Firms applyin
for panel membership will be evaluated on “demonstrated competence, commercia
viability and potential to contribute to government polilcs' objectives, including ex-

ansion into Asian-Pacific markets, particularly those of North and Southeast Asia.”

he net effect of the panel will be to hinder non-member participation in govern-
ment systems integration contracts. Technically, panel membership will not be
closed. However, access will remain restricted and a new agrlicant (domestic or for-
eign) would have to demonstrate eliﬂ‘bilit‘y to join or be able to offer expertise not
available within the panel. Several U.S. firms were named initial members of the
panel. The U.S. Embassy and the Australian Information Industry Association have
strongly opposed the panel’s establishment.

ecember 1992 the Australian government announced an initiative requiring,

beginning in AFY 1993/4, Government Business Enterprises (GBEs—central govern-
ment-owned companies such as the Australian and Overscas Teleccommunication
Corporation and the Civil Aviation Authority) to, inter alia, give “local companics
the maximum opportunity to compete for government busincss 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 J)refcrcnce to local suppliers. How-
ever, it does bias them towards buying locally and could, therefore, become a signifi-
cant element determining their procurement choices.
" The Australian government’s May 1994 employment and industry policy state-
ment strengthens these efforts to use government procurement policy to encourage
local industrial development. It requires industry impact statements to be drafted
for procurement of US $7.4 million or more, and establishes a two-cenvelope system
for such tenders. Under the latter system, bidders will be required to submit de-
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talled information regarding Australian industrial development separately (in “enve-
lope 37, ags bids wi?l be judged both on price/product specifications and industrial
development grounds.

Quarantings: Because of its g-:u phic location, Australia is jelatively free of
many ? mal disenwcs (rabics, hool-and-mouth, ete.) and pests that plague other
parts of the world. To presorve its environment, Australia impuses extremely strin.
gent animal and plant quarantine restrictions. Except for horses, livestock imports
are limited to reproductive material and a few valuaile breeding animals that must
undergo long quarantines. Studics are underway which coulg sce the lifting of
ph‘l\:wsamt%rz barriers to the importation of U.S. salmon and cooked chicken.

. Tobacco: Local manufacturers are encouraged ui use at least 50 percent local leaf
in their ‘Pmducts through the offer of concessional duties on imported leaf. In prac-
tice, an ‘informal” agrecment between growers and cigarette manufacturers extends
the local content requirements to 67 percent. This focal content rple is to re-
moved on October 1, 1998. 8ince October 19, 1989 the government has banped the
sale of smokeless tobaccos (chewing tobacco, Sn\\ﬂ' for oral use) in Australia, leaving
the market solely to local products used for aral purposes, but not labeled as such.
_ Fruit Drinks: Noncarbonated fruit drinks containing 20 percent or more lacal fruit
Jjuice are assessed a sales tax of 10 percent, whereas Iruit drinks with below 20 per-
cent local fruit juice content are assessed a 20 percent sales tax. This Austra‘)ican
content-based tax rule was due to be rescinded on or before January 1, 1995. In
1993, Australia modified its preferential tariff scheme to equalize, from July 1,
1995, the tariff applied on citrua from developed and developing countries. The tariff
will be set at 8 percent effective un that date, and will falrto 5 percent on July 1,

1996.

6. Export Subsidies Policies

Australia signed the GATT Subsidies Code and joined with the U.S. in GATT ne-
gotiations to limit export subsidy use.

The Australian government provides export market development-reimbursement
grants of up to A$250,000 (US $182,500) for most qualifying \i)omestic firms export-
ing goods and services. Other mechanisms provide for drawbacks of tariffy, 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 bond-
ing, training, rescarch, insurance, shipping costs, fees, market advice, and to meet
other costs. “Bounties” (in effect production subsidies) are paid to manufacturers of
some textile and yarn products, bed sheets, new ships, some machine tools, and
computer and molding equipment to help them export or compete with cheaper for-
cign-made substitutes. Existin% bountics are to be phased down until they expire.
Bounties and their expiration dates are: shipbuilding and textiles (June 30, 1995);
citric acid (March 31, 1996); machine tools and robots (June 30, 1997); books, com-
puters and circuit boards (December 31, 1997). All bounties will be reviewed before
expiration with some possibly extended or converted to tariffs. Dairy market support
payments, which were classed as an export subsidy under the Uruguay Round, are
to be terminated on June 30, 1995 in accordance with Australia’s Uruguay Round
implementing legislation.

e government provides support and research and development grants to Aus-
tralian industry for trials and development of internationally competitive products
and servicgg for which the Federal or state government are the primary purchasers.

Electricity production is within the purview of state governments, some of which
subsidize the industry and/or selected users of electricity. States also control rail-
roads 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
Cﬁxeensﬁnd charge high freight rates for coal partly for that reason. Other states
charge high prices to move wheat by rail, a factor 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, designs and integrated circuit copyrights 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 COﬂyn'ght
Convention, the Geneva Phonograms Convention, the Rome Convention for the Pro-
tection of Performers, Producers of Phonograms and Broadcasting Organizations,
and the Patent Cooperation Treaty. Australian law is broad and protects new tech-

nology, including genetic engineering.
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Patents: Patents are available for inventions in all ficlds of technology (except for
human beings and biological processes for their production). They are protected by
the Patents Act, which offers coverage for 16 years, subject to renewal. However,
gatents for pharmaceutical substances may have the term of protection extended to

0 years, Trade secrets are protected by common law, such as by contract. Designs
can be initiallx rotected by registration under the Designs Act for one year, wlggh
may be extended for six years and for further periods oFf)ive and five years respec-
tively, upon application.

Trademarks; Trade names and marks may be protected for seven years and re-
newed at will by mﬂxstration under the Trademark Act. Once used, trade names and
marks may also, without registration, be protected by common law. Some protection
aleo extends to parallel imforting; that is, imports of legally manufactured products
ordered by someone other than 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). In September
1993 the Australian Copyright Law Review Committee recommended that parallel
im&r‘tat:lon of computer software be allowed under strict limitations.

pyrights: Copyrights are protected under the Copyright Act. Works do not re-
quire registration and copyright automatically subsists in original literary, artistic,
musical and dramatic works, film and sound recordings. Computer programs are le-
gﬂy tlaonségered to be literary works. Copyright protection is for the life of the au-
or plus 50 years.

The Australian Copyright Act provides protection regarding public performances
in hotels and clubs, and against video piracy and unauthorized third-country im-
ports. Australia’s Uruguay Round implementing legislation extends protection
against the commercial rental of sound recordings and computer programs. The At.-
torney General’s Department monitors the effectiveness of industry bodies and en-
forcement agencies 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 integrated 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-

ams, jealously guard against infringement. Cable television is not yct established

n 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; these rights are enshrined in
the Arbitration Act of 1904. Legislation which went into effect on March 30, 1994
formally legalized the right to strike, which already had been well-established in
practice. In general, industrial disputes are resolved either thmugh direct employer-
union negotiations or under the auspices of the various state and federal industrial
relations commissions whose mandate includes resolution of disputes through concil-
iation and arbitration. Australia has ratified the major International Labor Organi-
zation conventions regarding worker rights.

b. Right to Organize and Bargain Collectively.—Slightly less than 40 percent of
the Australian work force belongs to a union. The industrial relations system oper-
ates through independent federal and state tribunals; unions are fully integrated
into that process, having explicitly stated legal rights and responsibilities.

c. Prohubition of Forced or Compulsory Labor.—Compulsory and forced labor are
rohibited by ILO conventions which Australia has ratified, and are not practiced
n Australia.

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
li5 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 larfely out-
moded, although some minimum wage clauses still remain in several federal awards
and some 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 U.S, investment. Worker rights in all sectors are essentiall{\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—1993

[Millions of U.S. dollars)

Category Amount

Petroleum .... trtessateersanesanesnansasnensassase 2,579
Total Manufacturing ................ tesesssstnesnsaasersaereaaases 7,076

Food & Kindred Products ...........cceeerensnniisncersnssencnsasassnsecs 1,319

Chemicals and Allied Products ............ceeceeeenesnsaererssaeserasans 2,235

Metals, Primary & Fabricated 317

Machinery, except Electrical ......c..ccceeerensnencenssessnsessosennes 624

Electric & Electronic Equipment .........cccooevrerennareeasesesarene 405

Transportation Equipment .........ccocecrnnenserenncnnnsrenernanereraces 472

Other Manufacturing 1,704
Wholesale Trade «“ 1,706
BANKING ..cvvtiriranniensisnssnisentsnansassessnstessassssasssssensassssasasssasnsasassss 1,199
Finance/Insurance/Real Estate ........ccecensenerenes 2,060
Services .....cceriiniennnsnienisnecscnnnn 734
Other Industries 3,083
TOTAL ALL INDUSTRIES . . 18,437

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

PEOPLE’S REPUBLIC OF CHINA

Key Economic Indicators
[Billions of U.S. dollara unless otherwise noted)

1992 1993 19941
Income, Production and Employment:
Real GDP (RMB bn/1980 base)? ............ccceerveenee 1,272 1,440 1,606
Real GDP Growth (pet.) .ccoevceresrecnnninesnneccnsnsenns 9.5 134 11.5
GIP (at current prices) ........cccnsiesseccnsssnsesassnens 316.4 309.5 4176
GDP by Sector:
AGriculture ... 85.2 N/A N/A
Energy/Water teessntesnisensansrnsenenes N/A N/A N/A
Manufacturing retereesntsesasssesasananse 140.9 N/A N/A
Construction 21.7 N/A N/A
Rents ...cccccrivnruenseansesasens N/A N/A N/A
Financial Services N/A N/A N/A
Other Services .........ovsinnunicesnssisnssnsssnssnnnse 1179 N/A N/A
Government/Health/Education ..........cocceevenrnne N/A N/A N/A
Net Exports of Goods & Services ...........ccuvurennens 6.3 N/A N/A
Real Per Capita GDP (RMB)2 ...........ccoceinrenncnnne 1,828 2,013 2,214
Labor Force (millions) 668 671 675
Official Unemployment (pct.) ... 2.6 2.3 2.5
Money and Prices (annual percentage growth):
Money Supply (M2) .....ccoccrnnicnncsanssssnssssesssossnssens 31.3 25.0 35.0
Base Interest Rate .........ccceerncecsancsncssensseresonses N/A N/A N/A
Personal Saving Rate3 .........ccccovvvvvnnnensnincansnene 40.0 40.0 40.0
Retail Inflation teestenssesstensaersaetsentensersasarestss 54 14.0 21.0
Wholesale Inflation . cereneatesessenans N/A N/A N/A

Consumer Price Index reasesseresrenesene 8.6 16.0 23.0
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Key Economic Indicators—Continued
(Billions of U.8. dollars unless otherwise noted]

1892 1993 19941
Exchange Rate (RMB/USD;year-end)
Official 4 5.8 5.8 N/A
Parallel ¢ 6.8 8.8 8.5
Balance of Payments and Trade: -
Total Exports (FOB)#& 84.9 91.8 118.0
Exports to US. (CV)5 ... 25.7 315 as.b
Total Imports (CIF)S ..... 80.6 104.0 117.0
Imports from U.S. (FAS)® w 75 8.8 10.3
Aid from US. . . 0.0 0.0 0.0
Aid from Other Countries ..........cuueeeriereresesnens N/A N/A N/A
External Public Debt ........cccccevrvvnnvnninennesesseseenae 61.0 66.0 80.0
Debt Service Payments (paid) ........... veeesensasaenes 8.8 9.3 10.5
Gold and Foreign Exch. Reserves ..........ccc......... 20.7 21.2 40.0
Trade (Merchandise) Balance?® ...........cecoverreurnnee 4.4 -12.2 1.0
Trade Balance with U.S.5 ...........coune. worresernueenes 18.2 22.8 28.2
{{IA—Not available,
1994 figures are all estimates based on monthly data available in October 1994. Sources: State Statistical

Bureau Yearbook, PRC General Administration of Customs Statistics, International Monetary Fund and

World Bank reports, U.S. Department of Commerce trude data and U.S. Embassy estimates.
3Real CDP and real per capita GDP are given in renminbi (RMB) using 1980 prices. All other income and

production figures are converted into dollars at the parallel rate.
Personal viné Rate is as estimated by the lMl* 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: U.S. Department of Commerce (U.S.-China bilateral trade data); PR‘C Customs (Chinese global

trade data).

1. General Policy Framework

Since the beginninf of economic reforms in 1979, the Chinese economy has grown
at an average rate of nine percent per year, and in 1992 and 1993 growth acceler-
ated to over 13 percent per year. This striking evidence of the dynamism of the Chi-
nese economy has transiormed foreign views of the potential of the Chinese economy
and encouraged large inflows of foreign direct investment over the past three years.
With appropriate economic reforms, China should be able to sustain high growth
rates into the next century. But the next phase of reform will require China to tack-
le problems such as enterprise reform that were largely bypassed in the first phase
gf :eform, and to build new legal and political structures more appropriate to a mar-

et economy. -

Durin tKe first nine months of 1994, real GDP growth reached 11.4 percent,
down only slightly from the torrid pace set last year. But despite the introduction
of stabilization measures in mid-1993, rapid growth in 1994 has been accompanied
by a steady increase in inflation. The national cost of living index was up 24 percent
in 1994, as inflation reached its highest level since 1988-89. Chinese authoritics
blame most of the 1994 inflation on price reform and developments in the agricul-
tural sector. But the more fundamental cause appears to be the accommodating
monetary and fiscal policies that China has maintained, except for a few brief inter-
ludes, since the current boom began in 1991-92.

China’s economic reform mfram in 1994 has been guided by the landmark “deci-
sion” approved at the Third Plenum-of the Chinese Communist Party, held in No-
vember 1993. This “decision” established a broad framework for China’s transition
to a “socialist market economy,” including ambitious plans for fiscal, financial, and
enterprise reforms to be implemented by the end of the decade. In keeping with-the
spirit of the Third Plenum “decision,” the Chinese government introduced major re-
forms of China’s foreign exchange and taxation systems at the beginning of 1994,
and it announced plans for a series of important economic laws, including commer-
cial and central banking laws, a foreign trade law, and a securities law. Some of
these reforms have been taken with an eye to China’s standing application to join
them%’orld Trade Organization (WTO) which remains under consideration by WTO
members,

During 1994, however, concern over inflation and domestic stability have slowed
the pace of some reforms while others have met with mixed success. The unification
of China’s foreign exchange rates has gone relatively smoothly, with the renminbi
actually appreciating slightly against the U.S. dollar since January 1994. Tax re-

&
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form has led to a more simplified code and has reduced the gap in tax rates for
state-owned and other enterprises. The new structure of tax-sharing between
central and provincial governments also marks a significant improvement over the
old tax-contracting system. But the new tax system has yct to increase real govern-
ment revenues or the share of government revenues in GDP, two of its key objec-
tives. During 1994 many foreign corporations in China expressed concerns about
possibly discriminatory aYplicatlon of taxes to their operations there.

Concern over the social costs of cutting subsidies to state enterprises has slowed
enterprise reform, and little progress has been made in reforming China’s backward
financial system. The Draft rities Law and the Central and Commercial Bank-
ing Laws now appear unlikely to be passed by the National Pcople’s Congress before
the first quarter of 1995, and despite the establishment of three new state develop-
ment banks, China’s large state banks remain only in the preliminary stages of
their transformation into true commercial banks.

Chinese authorities have announced that enterprise reform will be the centerpiece
of their reform efforts in 1995. Some loss-making state enterprises will reportedly
be forced into bankruptcy, and there has been continued discussion of possible
measures to establish a new social insurance system that could buffer the costs of
restructuring the state sector. But the success of reform in 1995 will depend heavily
on China’s ability to limit high inflation and b{ continued concern about the possible
im&icit of rising urban unemployment on social stability.

le the government hopes to reduce inflation to 15 percent or less in 1995, it
has avoided implementing tough austerity measures of the type that have been ef-
fective in the past but that might slow economic growth and increase urban unem-
ployment. Unfortunately, the government’s tentative stabilization program has prov-
en ineffective, and there is a significant risk of inflation worsening still further un-
less the Cﬁiwernmenl: takes more decisive steps to cut lending to the state sector and

control China's rapidly increasing money supply.

2. Exchange Rate Policies

China unified its dual exchange rate system on January 1, 1994 and began phas.
inﬁout the use of Foreign Exchange Certificates, a convertible form of the renminbi
(RMB) formerly reserved for use by fore'gners within China. Chinese authoritics de-
scribe the current exchange rate as a “managed floating rate.” During cach day’s
tradinf the exchange rate is permitted to fluctuate in a narrow band around a
central rate announced by the People’s Bank of China. Since January 1994, the
RMB/USD exchange rate has appreciated slight] from about 8.7 to 8.5.

Under new foreign exchange guidelines, the RMB is conditionally convertible for
certain trade and current account transactions. Most Chinese enterprises are now
required to sell their foreign exchange earnings to Chinese banks at the new unified
rate. A Chinese importer with a valid import contract and any required import li-
censes or quota permits can, in principle, purchase foreign exchange through a des-
ignated foreign exchange bank at the unified rate, without receiving prior approval
from the State Administration for Exchange Control (SAEC).

The_Chinese authorities have maintained scparate foreign exchange rules for for-
cign-invested enterprises (FIEs), which can maintain foreign currency deposits and
keep their foreign exchange earnings. FIEs are formally excluded from the “inter-
bank” foreign exchange market and required to buy and sell foreign exchange from
cach other in a modified version of the old swap center. In practice, however, most
FIEs now buy and scll foreign exchange using designated foreign-exchange banks,
including branches of foreign banks, as their agents. These transactions are com-
pleted over the same trading system used by Chincse banks for their domestic cus-
tomers. i

While FIEs have ﬁenerally enjoyed improved access to foreign exchange this year
the current system has several serious shortcomings. FIEs still need to obtain AEC
approval before they can purchase foreign exchange, and they remain subject to for-
eign exchange balancing requirements. While the SAEC did not enforce these re-
quirements strictly in 1994, they could be used to control FIE purchases of foreign
exchange for imports or the repatriation of profits if conditions in the foreign ex-

change market should change.

3. Structural Policies

China's structural policies remain caught between plan and market. The “deci-
sion” of the Party’s Third Plenum in the fall of 1993 detailed plans to establish by
the end of the decade the foundation for a “socialist market economy,” in which free
market principles would guide nearly all economic activity but public or socialist
ownership would still predominate. 'the government claims that prices have been
freed for about 95 percent of consumer goods and 85 percent of industrial inputs.
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Nevertheless, as part of the ﬁth against inflation, the government has over the
ast year intervened extensively in pricing for daily necessities, basic urban serv-
ces, and key commodities, including petroleum imports.

In addition, under the guise of “macroeconomic management,” the government has
besun to formulate sectoral industrial policies that will affect U.S. investment in,
and exports to, China. The Automotive Industrial Policy, issued in July 1994, con-
tains a number of measures to protect infant industry, including import controls,
local content and other performance requirements for foreign investors, and tem-

{ormy price controls for sedans. In the “Framework Industrial Policy for the 1990s,"”
he government announced plans to issue industrial policies for the following other

sectors: telecommunications and transportation, machinery and electronics, con-

struction, foreign trade, investment and, possibly, textiles.

4. Debt Management Policies

China’s current external debt burden remains within acceptable limits, At the end
of 1993, China’s external debt stood at about $80 billion, or 87.2 percent of exports,
according to official Chinese estimates. China’s 1993 debt service to export ratio was
about 12-13 percent. 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 September 1994, China’s official foreign exchange
reserves were $39.8 billion, up $18.6 billion from the beginning of the year; foreign
exchange reserves continued to climb later in the year with the People’s Bank of
China alone holding $48.9 billion in November 1994, -

5. Significant Barriers to U.S. Exports

China continues to impose barriers to U.S. exports, despite its stated goal of re-
forming and liberalizin? its trade regiine. In addition to prohibitively high tariffs in
many sectors, China relies'on multiple, overlapping nontariff barriers, administered
at the national and provincial levels by various bureaus or ministries, to limit im-

orts. These barriers include absence of transparency in the trade regime; import
icensing requirements; import quotas, restrictions and controls; standards and cer-
tification requirements; and scientifically unjustified sanitary and phytosanitary
(SPS) measures. Strict controls over Chinese enterprises’ trading rights are also a
major market access barrier.

n October 10, 1992, the United States and Chins signed a Memorandum of Un-
derstanding (MOU) on Market Access that commits China to dismantle most of
these barriers and Biradually open its markets to U.S. exports. The actions China
has committed to take are among)those being considered by members of the GATT/
World Trade Organization (WTQ) in examining China’s pendin% application [for
membership. Until the signing of the MOU, many of China’s trade laws and regula-
tions were considered “internal” documents not available to foreigners. As agreed in
the MOU, China has taken certain steps to make its trade regime more transparent,
including: 1) publishing trade laws and regulations in a newly established central
register and making available some information of commercial interest to U.S. com-
panies; 2) publishing a State Council notice, intended to halt the use of restricted
internal directives, stating that only trade laws that are published can be enforced;
and 3) identifying agencies involved in the import approval process. To date, how-
ever, China has not fulfilled its MOU commitment to publish import quotas or to
deal with SPS restrictions.

High and unpredictable tariffs make importing into the Chinese market difficult.
Tariffs on discouraged imports, such as automobiles, can run in excess of 100 per-
cent. In addition, tariffs may vary for the same product, depending on whether the
product is eligible for an exemption from the published tariff. Under commitments
made in the market access MOU, the Chinese government lowered tariffs on 3,371
items in December 1992 and on an additional 2,898 items in December 1993. Amon
imports with lowered tarilfs are edible fruits and nuts, vegetable oils, photographi
cinematographic goods, games, miscellaneous chemical products, iron/steel articles,
machinery/mechanical appliances, electrical machinery and parts, and perfumery,
cosmetic and toiletry preparations.

China currently retains nontariff measures (quotas, licenses or tenders) for 784
tariff line items. Under commitments made in the market access MOU to progres-
gively phase out import barriers, China eliminated such measures for 283 items on
Decemger 31, 1993, and an additional 208 items on June 1, 1994, including a num-
ber ahead of, or in addition to, the schedule set in the MOU. Time frames for liber-
alization vaaufmm product to product. Under the market access MOU liberalization
time table, China agreed to eliminate approximately 75 percent of all import licens-
ing requirements, quotas, controls and restrictions by the end of 1994, and 90 K_er-
cent will be removed by the end of 1997. Export sectors affected by the MOU which
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are of interest to U.S. firms include: autos and parts, medical equipment, computers,
photocopiers, telecommunications, electrical appliances, chemicals, agrichemica]s,
gharmaceuticals, film and instant print film, instant cameras, beer, wine, alcoholic

evgng:n, mineral waters, wood products, steel, and a wide range of inachinery
products.

Despite its commitments in the market access agreement, China has not stopped
using unscientifically-based standards and certification as barriers to trade. China's
phytosanitary and aa.nitar{ measures for imports of plants and animals are often
overly strict, unevenly applied and not backed by modern scientific practices. In the
market access MOU, China committed to resolve questions about scientifically un-
justified phytosanitary restrictions on citrus fruits, stone fruits, apples, grapes,
wheat, and tobacco, and to negotiate a veterinary protocol regarding the import of
animal breeding stock. As of October 1994, U.S. concerns have been partly resolved
with regard to apples and bovine semen. For manufactured goods, China has re-
quired quality licenses before granting import approval, with testing based on
stand and specifications often unknown or unavailable to forcigners and not ap-
plied equally to domestic products. In the MOU, China committed to applying the
same standards and testing requirements to nonagricultural products, whether for-
eign or domestic. .

A fundamental philosophy of import substitution stood behind these various poli-
cies. In the market access MOU, China has agreed to eliminate the use of import
substitution policies and measures, and has promised that it will not subject any
imported products to such measures in the future, nor will it deny approval to im-
Korts because an equivalent product is produced in China. Import substitution lists

ave been publicly disavowed. Nonetheless, the Chinese government has continued
to place local content requirements on foreign investments in China, most recently
in the industrial policy governing the automotive industry.

In the past few years, China undertook a number of reforms to improve its trade
regime. The National Peogle’s Congress (NPC) adopted an Unfair Competition Law,
effective December 1, 1993, which deals with protection of trademarks and commer-
cial secrets, unfair practices by state monopolies and government departments, brib-
ery, false or misleading advertising, predatory ‘]Pricin%: collusion, and other unfair

ractices. China’s first comprehensive Foreign Trade Law also went into effect on

uly 1, 1994, The law aspires to be consistent with requirements of the GATT, but
it serves mainly as a framework codifying the existing system or setting goals for
future reforms. A key concern is that the Foreign Trade Law does not establish a
legal standing for foreign individuals or foreign-owned firms engaged in trade in
China. Implementing regulations have in many cases not yet been drafted.

While implementation of the market access MOU will reduce or eliminate many
of the most serious barriers to trade in goods, China has only recently begun to re-
form its services sector. China has permitteti “experiments” in foreign investment
in service sectors by authorizing a limited number of fore‘ilgn firms to establish joint
ventures in insurance, legal services, tourist resorts and department stores. In gen-
eral, Chinese restrictions on certain foreign service activities (including construc-
tion, banking, accounting, travel services, audio visual services, and data processing
services) prevent U.S. firms from enjoying a reciprocal level of participation in Chi-
na's service sector. U.S. and other foreign banks cannot engage in local currency
business in China or deal with Chinese clients, while the Bank of China branch in
New York has conducted all forms of branch banking activities since 1980. Numer-
ous non-transparent approval Emcedurcs hamper foreign banks’ dealings with other
foreign-invested enterprises. Except for one “experimental firm,” U.S. insurance
firms are not allowed to participate in the direct insurance market in China. U.S.
lawyers and accountants must largely limit their activities to servicing forcign firms
that do business in China. Foreign firms cannot establish wholesaling operations
and can only engage in a veriy narrow range of retailing: restaurants, “experimental”
department stores and retail outlets selling only products made at a foreign inves-
tor’s own factory in China.

Many joint ventures are highly dependent on China’s state-owned sector for down-
stream services. Some investors have been permitted to set up their own marketing
and service organizations, but many have no choice but to rely on PRC channels
for support. Imports of audio and video recordings are hampered by quotas, restric-
tions on foreign exchange availability, and lax enforcement of intellectual property
laws. China does not permit foreign investment services firms to establish profit-
making operations or gain membership on its stock exchanges. Foreigners are lim-
ited to holding “B” shares, a small volume of outstanding equities. Representative
offices of foreign companies must hire their local employees through a labor services

company.
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T}'xere are also significant barriers to investment which warrant further reform.
FIE’s continue to be treated differently for tax purposes. Foreign firms established
prior to January 1, 1994, ray a 17 percent value-added tax on domestic materials
In exports from which Chinese firms are exempt. Foreign investors may not own
land in China. Chinese authorities are, however, approvin;i long term landy use deals
for investors, some lasting up to 70 years. Chinese regulations and policies place
strong pressure on most foreign investors to export and to localize production
through greater use of Chinese comdponents rather than imports. China also encour-
ages the development of favored industries through tax incentives and tariff exemp-
tions. Depending on the locality, investments above $30-60 million require national
as well as local approval. The law permits repatriation of profits, so long as the ven-
ture has earned sufficient fore(ifn exchange to cover the remitted amount. Forei
equity participation is restricted in some industries but not in others, although sole-
ly-owned foreign ventures are still rare. In at least one recent case, a U.S. company
has tried unaucoesaﬁxlly to file an international arbitration award with a Chinese
court, despite the court’s obligation to accept the case under China’s law and inter-
national treaty obligations.

Although open competitive bidding procedures are increasingly used for both do-
mestic and foreign-funded glm ects, the great majoritg' of government procurement
contracts in China are handled through domestic tenders or direct negotiation with
selected suppliers. Projects in certain fields rquire government approval, usually
from several different organizations and levels. Procedures are o(faque and foreign
sup;zliers are routinely discriminated against in arcas where domestic suppliers
exist.

Customs procedures are not aﬁplied uniformly throughout China. Importers fre-
quently report being charged different rates for the same product. Some products,
including foods and chemicals, are subject to different inspection or registration pro-
cedures than domestic products (violations of the GATT principle of national Lreat-

ment).

6. Export Subsidies Policies
China abolished direct subsidies for exports on Januarg 1, 1991, Nonctheless,
many of China’s manufactured exports receive indirect su sidics through guaran-
teed provision of energy, raw materials or labor sup;i)lies. Other indirect subsidics
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 ex-
ports with earnings from more lucrative products. Tax rcbates are available for ex-
orters, as are duty exemptions on imported inputs for export J)mduction. Although
hina does not currently provide extensive aficultural subsidies, it has sought in
GATT/WTO accession negotiations to retain the right to offer very large subsidies

should it see fit in the future.

7. Protection of U.S. Intellectual Property

China has made significant progress in recent years in the enactment of laws and
regulations to protect intellectual property, but enforcement of these measures has
been extremely poor. A copyright law, passed in 1990, went into effect in June 1991,
and a trade secrets law was rasscd and went into effect in October 1993. China has
joined the World Intellectual Property Organization and has acceded to a number
of intellectual property conventions, including the Paris Convention on the Protec-
tion of Industrial Property, the Berne Copyright Convention, and the Madrid Agrce-
ment Concerning the International Registration of Trademarks. Although not now
a member of the GATT/WORLD TRAIfE ORGANIZATION (WTO), China has pub-
licly declared its support of the Uruguay Round text on trade-related aspects of in-
tellectual Froperty protection (TRIPS).

Much of this progress followed the U.S, decision in April 1991 to identify China
as a “priority foneign country” under the Special 301 provisions of the Trade Act for
its failure to provide adequate and effective gmtection of US. intellectual property.
Subsequent negotiations under the Special 301 investigation resulted in the signing
of a ﬁ%ateral emorandum of Understanding (MOU) on the Protection of Intellcc-
tual Property on January 17, 1992. China met most of its commitments under the
MOU, which included amentfing its patent law, ‘joinin%thc Berne Convention, and
enacting trade sccrets legislation. Enforcement of laws, however, remained lax. Con-
sequently, China was again named as a “priority foreign country” and a Special 301
investigation was initiated in June 1994 seeking improved enforcement of intellec-
tual property laws and better market access for U.S. products.

In 1994 na has taken some additional steps to strengthen its enforcement re-
gime. The government recently passed legislation adding criminal penalties for copy-
right infringement. It empowered the Customs Administration to provide border en-
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forcement for intellectual property and the Copyright Office to enforce software
copyrights. The State Council established an inbeﬁye?t%al property enforcement office
whose mandate includes eoordinatin% enforcement efforts countrywide. However,
these recent steps have yet to alter the environment of rampant infringement of
products relying on intellectual property. Factories producing massive quantitics of
irated sound and video recordings, long identified to China as IPR infringers, con-
inued to produce IPR infringing works at the end of 1994. Lack of market access
for licit audiovisual products also remains an impediment to effective enforcement.
Recent regulations outlining agency responsibilities in this area have not clarified
access procedures for foreign exporters and manufacturers.

Among the most serious issues facing U.S. ri%ht holders is the pervasiveness of
copyright infringement. For instance, U.S. industry associations estimate that

irating of U.S. copyrighted works cost U.S. righis hoiders nearly $1 billion in
hina in 1994, Competing bureaucratic interests and the lack of a reliable legal sys-
tem for resolving commercial disputes have hampered the establishment of effective
enforcement mechanisms. Chinese authorities also face great challenges in educat-
ing the gublic on the value and importance of protecting intellectual property, a con-
cept hitherto foreign to the vast majority of Chinese. )
e 1992 intellectual property rights MOU committed China to make important
improvements in the protection of patented products. An amendment to China’s pat-
ent law, which tgok effect on January 1, 1993, extended patent protection to chemi-
cal, pharmaceutical and food products, materials which heretofore were excluded
from eligibility. The amendment also extended the term of patent protection from
15 to 20 years from the date of filing and gave the patent holder rights over impor-
tation. The MOU additionally provided for administrative protection of certain U.S.
pharmaceutical and agricultural chemicals as of January 1, 1993. China agreed to
provide the equivalent of full product patent protection for these products if they
were patented in the U.S. between 1986 and 1993 but not yet marketed in China.
The Ministry of Chemical Industries is administering the regime, and the U.S. gov-
ernment i8 currently monitoring the Ministry’s procedures.

China’s trademark regime is generally consistent with international practice. Re-
visions providing for increased criminal penalties for infringement have significantly
strengthened the law’s efficacy. However, pirating of trademarks is still widespread
and actions taken against infringers generally must be initiated by the injured

party.

8. Worker Rights

a. The Right of Association.—China’s 1982 Constitution provides for “frcedom of
association,” but this right is subject to the interest of the State and the leadership
of the Chinese Communist Party. The country’s sole officially-recognized workers'’
organization, 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 tﬁ: establishment cf unions at any level be submitted to
a higher level trade union organization for approval. The ACFTU, the highest level
organization, has not approved the establishment of independent unions. Workers
in companies with foreign investors are guaranteed the right to form unions, which
then must affiliate with the ACFTU. Fourteen coastal provinces have passed regula-
tiions requiring all foreign-invested enterprises to establish unions before the end of

994.

b. The Right to Organize and Bargain Collectively.—The long-awaited National
Labor Law, passed by the Chinese National People’s Congress Standing Committee
on July 5, 1994, permits workers in all types of enterprises in China to bargain col-
lectively. The law, which will take effect January 1, 1995, supersedes a 1988 law
that allowed collective bargaining only by workers in private enterprises. Some high
profile experiments in collective bargaining have been carried out at state enter-
prises. In the past, the ACFTU has limited its role to consulting with management
over wages and regulations affecting working conditions and serving as a conduit
for communicating workers’ complaints to management or municipal labor burcaus.
Worker congresses have mandated authority to review plans for wage reform,
though these bodies serve primarily as rubber stamp organizations.

c. Forced or Compulso% Labor.—In addition to %risons and reform through labor
facilities, which contain inmates sentenced through judicial procedures, China also
maintains a network of “reeducation through labor” camps where inmates are sen-
tenced through non-judicial procedures. Inmates of reeducation through labor facili-
ties are generally required to work. Reports from international human rights organi-
zations and foreign press indicate that at least some persons in pretrial detention
are also required to work. Justice officials have stated that in reeducation through
labor facilities there is a much heavier emphasis on education than on labor. Most
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reports conclude that work conditions in the penal system’s light manufacturing fac-
tories are similar to those in ordinary factories, but oonditﬁons on farms and in
mines can be harsh.

d. Minimum Age o Emplo{ment of Children.—China’s new National Labor Law
forbids employers to hire workers under 16 years of age and specifies administrative
review, fines and revocation of business licenses of those businesses that hire mi-
nors. In the interim, regulations promulgated in 1987 prohibiting the employment
of school-age minors who have not completed the compull;ory nine years of education
continued In force. In poorer isolated areas, child labor in agriculture is widespread.
Most independent observers agree with Chinese officials that, given its vast surplus
of adult labor, China’s urban child labor problem is relatively minor. No specific
Chinese industry is identifiable as a significant violator of child labor regulations.

e, Acceptable Conditions of Work.—The Labor Law adopted in July codified many
of the general principles of China’s labor reform, setting out provisions on employ-
ment, labor contracts, working hours, wages, skill deve opment and training, social
insurance, dispute resolytion, legal responsibility, supervision and inspection. In an-
ticipation of the law's minimum wage requirements, many local governments al-
ready enforce regulations on minimum wages. Unemployment insurance schemes
now cover a majority of urban workers (primarily state sector workers). In February
1994, the State Council reduced the national standard work week from 48 hours to
44 hours, excluding overtime, with a mandatory 24-hour rest period. A system of
alternating weeks of six and five-day work wecks began in March 1994, with a six-
month grace period for implementation. The same regulations specified that cumu-
lative monthly overtime could not exceed 48 hours.

Every work unit must designate a health and safety officer. Moreover, while the
right to strike is not provided for in the 1982 Constitution, the Trade Union Law
explicitly recognizes the right of unions to “suggest that stafl and workers withdraw
from sites of danger” and to participate in accident investigations. Labor officials re-
ported that such withdrawals did occur in some instances during 1994. Nonetheless,

ressures for increased output, lack of financial resources to maintain equichnt,
ack of concern by management, and a traditionally poor understanding of safety is-
sucs by workers have contributed to a continuing high rate of accidents. Partial year
statistics provided by the ACFTU indicate that 11,600 workers were killed in indus-
trial accidents from January to August of 1993, up 12.9 percent over the same pe-
riod of 1992,

f. Rights in Sectors with U.S. Investment.—Worker rights practices do not appear
to vary substantially among sectors. In general, safety standards are higher in U.S.-
invested companies. There are no confirmed reports of child labor in the Special

Economic Zones or foreign-invested sectors.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars}

Category Amount

Petroletm ...ccvveneeieccnninnenninnisnssinnsnsmesisaisssosansssessssossssassasass 223
Total Manufacturing ........cccverceveeeereerssscseesnecssssnssessssssssssssosas 461

Food & Kindred Products .......cccccocevnvivicnniiiccinnninnnnsenneeas 66

Chemicals and Allied Products ........ccceceecrevcevininncenirinininne 67

Metals, Primary & Fabricated .........cccoeviivininincnininnnnnns O]

Machinery, except Electrical .........ccocoovvnivininnnecreennianne 16

Electric & Electronic Equipment .......ccccecevieenninninnnene M

Transportation Equipment .......cciviviiiciiniinniniiccnienens O]

Other Manufacturing ..., 53
Wholesale Trade .........ccvciimnninicnncssssnninsienisisisesmss 144
Banking ....... ereteeesire sttt ee R R e R e e Rs R e R s EsER SRR B RS SER S sER 0SS Q)
Finance/Insurance/Real Estate ........ccccoveninnuncennensncsnssesassasnes -2
Services ....... rertetsaenesererssanassnsesns ™)
Other INAUSLIIES ...cucvverrereerreircanerennsencaeeseesssssnsssssssssssasasssss O]
TOTAL ALL INDUSTRIES .........ccccocvvennnennnsnnnrnsnsessssnssesesas 877

VSuppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economi¢ Analysis.
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HONG KONG
Key Economic Indicators
[(Millions of U.8. dollars unlcss otherwise noted]}
1992 1993 19941
Income, Production and Employment:

Real GDP (1990 prices) ........... eseseustanseseessesenseanas 83,805 88,807 93,991
Real GDP Growth (pct.) 6.0 6.9 6.7
GDP (at current prices) ..... 100,622 14,738 131,086
GDP by Sector: (pct.)

Agriculture 0.2 N/A N/A

Energy/Water 2.2 N/A N/A

Manufacturing 13.7 N/A N/A

Construction 5.1 N/A N/A

Rents 3.2 N/A N/A

Finance? 24.5 N/A N/A

Other Services? 35.9 N/A N/A

Government/Health/Education ...... reresasersarassnes 156.2 N/A N/A
Net Exports of Goods & Services (at current

prices) 5,840 9,152 5,050
Real Per Capita GDP (1990 prices) ........ccesusennes 14,419 15,004 15,619
Labor Force (000s) ............. 2,820 2,929 2,977
Unemployment Rate (pct.) . 20 2.0 2.2

Money and Prices (annual percentage growth):
Money Supply (M2) 10.8 16.0 11.8
Base Interest Rate (pct.).
Prime Rate 6.5 6.6 8.6
Personal Savings Rate (pct.) .....ccceerrieeinicsncsnnes 15 1.6 3.7
Retail Inflation 4 “ N/A N/A N/A
Wholesale Inflation* ... N/A N/A N/A
Consumer Price Index® 125.2 136.9 151.1
. Official Exchange Rate (HKD/USD) ..........ccoeuue 7.741 7.736 7.726

alance of Payments and Trade: o
Total Exports (FOB) ......ccceernrnsnninsnsncnnssesnssesasans 119,487 136,244 150,857

Exports to U.S. (FOB) ........ccccervninrvesnnnenne 27,259 31,107 35,196
Total Imports (CIF) .......cccouinvervnnninnennnscnnnennne 123,816 139,052 159,909

Imports from U.S. (CIF) .....ccccovvvivnnnvvnsesrisenne 9,119 10,266 11,300
Aid from U.S. ...t snnesnsanssanesenns 0 0 0
Aid from Other Countries .........ccecvruereernnrensaneas 0 0 0
External Public Debt ........ccccoovcnieirennncccvnninnennne 0 0 0
Annual Debt Service .......cceeeervinisnsnnninreiseesenenss 0 0 0
Annual Debt Service8 .........cccevevmrercnecrnneecnsicssnans 35,250 43,003 N/A
Trade Balance ........ceeuee ressasssessnserressaesssaaens —4,329 -3,808 -9,052
Trade Balance with U.S. .......ccccvvicicnrinnisccccccans 18,410 20,841 : 23,896

N/A—Not available.
11994 projections are by the Consulate and are based on first three quarters statistics. 1994 exchange

rates were based on HKD 7.726 to US $1.00; 1992 and 1993 exchange rates as listed.

2Includes financing, insurance, real estate and business services.
i’lncludol wholesale, relail, import/export trades, restaurants, hotels, transport, storage and communica-
tions.
4Hong Kong government provides oC"I!'{ the consumer price index (CPD.
$QOct 198 pt 1990 equals 100; (A) covers urban households with monthly expenditure of US $325-

1300 (approximately 50 percent of households).
SForeign currency assets of exchange fund (US dollars). Statistical Note: the Census and Statistics Depart-

ment has recently completed a non-routine revision of GDP, to base real GDP at 1890 prices and to include
certain offshore service activities.

1. General Policy Framework

The Hong Kong %nvernment pursues economic policies of noninterference in com-
mercial decisions, low and predictable taxation, government spending increases
within the bounds of real economic growth, and competition subject to transparent
laws (albeit without anti-trust legislation) and consistent application of the rule of
law. Market forces determine wages and prices in Hong Kong, with price controls
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limited only to certain government-sanctioned monopolies in the service sector.

There are no restrictions on fcmigx‘l capital or investment, except for some limita-

tions in the media sector, nor are there ezl(&ort performance or local content require-

ments. Profits may be freely repatriated. There are some barriers to entry in certain

service sectors, in Cﬁrﬂicular medicine, law, and aviation. Hong Kong reverts to Peo-
le’s Republic of China (PRC) sovereignty in 1997, but China has committed to leav-
n| Hong(l(ong‘a economic system intact for 50 years.

ong onlg‘s free market, generally non-interventionist policies have spurred high
rates of real growth, low unempl%;ment, rising wages, and one of the highest per-
capita GDP levels in the world. The growing economy has produced additional tax
revenues despite modest increases in excise, real estate and business profits taxes.
The corporate profits tax is 16.5 percent, and personal income is taxed at a maxi-
mum rate of 16 percent. Property is taxed; interest, royalties, dividends, capital
gains and sales are not. In spite of the growth of government spending from ap-
proximately 14 percent of GDP in the mid 1980s to about 19 percent by the early
19908, the Hong Kong Government annually runs budget surpluses and has
amassed large fiscal reserves.

Asset price inflation, a dominant feature of Hong Kong’s economy during 1993,
has shown signs of moderating during the second half of 1994 as interest rates have
increased. Skyrocketing property prices have fallen some 10-15 percent since June
1994, when the government introduced a ackage of measurcs designed to curb
property ls.;{nculat,lon, release more land for building, and accelerate major housing
projects. Hong Kong’s Hang Seng index of blue chip stocks, which increased by 116
percent in 1993, was down by 1.7 percent year-on-ycar as of November 15, 1994.

Hong Kong is a_duty-free port. It levies consumption taxes on certain goods, in-
cluding tobacco, alecoholic beverages, methyl alcohol and some fuels, but otherwise
Yoods trade freely. Hong Kong is also an entrepot for Chinese and regional trade.

n 1993, Hong Kong rcexported US $106 billion worth of goods made elsewhere,
more than three times as much as it produced domestically for export (US $29 bil-
lion). One third of all of China’s exports flow through Hong Kong on their way clse-
where, and 25 percent of China’s imports come via Hong Kong. The opening of
China, and especially the development of Guangdong province as a low-cost manu-
facturing base, has encouraged Hong Kong to shift from a manufacturing to a serv-
ices-based economy; over 75 percent of Hong Kong’s GDP now derives from the serv-
ice sector, much of it connected in one way or another with China.

The Hong Kong dollar is linked to the U.S. dollar at an exchange rate of HKD
7.8 = US $1.00. The link was established in 1983 to encourage stability and investor
confidence in the run-up to Hong Kong’s reversion to Chinese sovercignty in 1997.
The linked exchange rate requires that Hong Kong interest rates generally track
U.S. interest rates. Despite several interest rate increases during 1994, Hong Kong’s
prevailing 8 percent inflation rate has meant that savers have continued to face
negative real intcrest rates.

n July 1, 1997, Hong Kong will revert to PRC sovercignty. As guaranteed by
the 1984 Sino-United Kingdom (UK) “Joint Declaration” and the 1990 PRC “Basic
Law”—the latter passed b‘y China’s National People's Congmss—Hong Kong will be-
come on July 1, 1997, a “Special Administrative Region” (SAR) of the PRC. China
will take over responsibility for Hong Kong’s foreign affairs and defense. However,
under China’s “one country, two systems” doctrine, Hong Kong has been guaranteed
“a high degrce of autonom‘f’ in managing its economic, social, legal, budget and
other internal policies for [ity ycars. Hong Kong will remain a scparate customs
territory with all of its current border arrangements, and it will retain its independ-
ent membership in economic organizations such as the GATT.

Sino-British consultations on transition concerns take place chiefly in the Joint
Liaison Group (JLG). The JLG (or other joint bodies) must approve Hong Kong’s
laws, economic a ments with third countries, and economic decisions that will
stretch beyond July 1, 1997. This includes major infrastructure contracts and fran.
chises, such as the new airport and port projects. Cooperation on transition issues
in the JLG has been uneven because of China’s opposition to Governor Patten’s clec-
toral reforms, which were implemented in 1994.

Hong Kong ratified the Uruguay Round agreements and became a founding mem-
ber of the World Trade Orl;amzahon (WTO) on January 1, 1995. Hong Kong strong-
ly supports an open multilateral trading system and is a member, in its own right,
of a number of other multilateral organizations, including the Asia Pacific Economic
Cooperation (APEC) forum and the Asia Development Bank, notwithstanding its
status as a colony of the United Kingdom. In other international economic fora, such
as the International Telecommunications Union or the International Labor Organi-
zation, Hong Kong participates as part of the UK delegation.
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2, Exchange Rate Policies

The Hong Kong government remains firmly committed to ensuring currency sta-
bility through the linked exchange rate to the U.S. dollar. Authoritfr or maintaining
the exchange value of the Hong Kong dollar as well as the stability and integrity
of the financial and monetary systems rests with the Hong Kong Monetary Author-
ity, which was established in April 1993 through the consolidation of the Office of
the Exchange Fund and the Commissioner of Banking. There are no multiple ex-
change rates and no foreign exchange controls of any sort.

Under the linked exchange rate, the overall exchange value of the Hong Kong dol-
lar is influenced predominantly by the movement of the U.S. dollar against other
major currencies. The price competitiveness of U.S. exports is affected in part by the
value of the U.S. dollar in relation to third country currencies. While the proportion
of Hong Kong’s imports from the United States. has declined slightly as a percent-
age of its total imports in recent years, Hong Kong still consumes more U.S. goods

er capita than almost any other economy. U.S. firms have increased exports to
ong Kong by well over US $1 billion each year in the 1990s.

3. Structural Policies

Hong Kong’s gencrally non-interventionist policies have brought risin%prosperity
and low unemployment to the colony and have created an attractive barrier-free
market for U.S. goods exgorters and most services providers. There are virtually no
controls on trade and industry other than to mecet standard obligations associated
with health, safety and security. Procurement is conducted on an open basis, al-
though Hong Kong elected this year to remove itself from the GATT Government
Procurement Code. While in the gast British firms seemed to enjoy an advantage
in bidding for major contracts, U.S. firms have more recently been quite successful
in both the design and supply stages of major projects. Other factors often cited for
Hong Kong’s dynamic economic success include a simple, low-rate tax structure, a
well-educated and industrious work force, and an extremely efficient transportation
and communications infrastructure.

Hong Kong takes justified pride in the efficiency of its port, the world’s largest
in container throu hﬁ)ut, and the airport, the fourth-largest in terms of passenger
traffic. 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 infrastructure, includixgrthe replacement Chck Lap Kok (CLK) airport and
Container Terminal No. 9 (CT-9) are badly needed to ease congestion and ensure
Hong Kong’s continued competitiveness as a center for trade.

In November, the UK and China reached agreement on a financing package for
CLK that sets the overall level of debt and equity in the Provisional Airport Author-
ity (PAA) and Mass Transit Railway Corporation (MTRC). The two sides must still
reach accord on separate financial support agrcements before the PAA and MTRC
will be able to borrow on international markets. Once these are resolved, and Sino-
British agreement is reached on the draft airport corporation bill, the PAA will be
- able to complete tendering for airport services franchises, such as catering, cargo

handling, fuel supply and aircraft maintenance.

4. Debt Management Policies
The Hong Kong government has minuscule public debt. Repeated budget sur-
pluses have meant that Hong Knog has not had to borrow. To promote the develop-
ment of Hong Kong’s debt market, in March 1990the government launched an ex-
change fund bills Jn'ogram with the issuance of 91-day bills. Maturitics have gradu-
ally been extended, and, in October 1993, the Hong Kong Monectary Authority issued
five-year notes, with maturities that extend beyond Hong Kong’s reversion to Chi-
nese sovereignty. Under the Sino-British Agreed Minute on financing the new air-
ort and related railway, total borrowings for these projects cannot exceed US $2.95
gillion, and such borrowings “will not need to be guaranteed or rgpaid by the gov-
ernment.” Liability for repayment will rest with the PAA and MTRC.

5. Significant Barriers to U.S. Exports
As noted above, Hong Kong is a duty-free port with no quotas, anti-dumping laws,
or other barriers to the import of U.S. goods. Phytosanitary standards are gencrally
compatible with U.S. exports of agricultural products. In fact, according to Com-
merce Department data, Hong Kong was the 11th largest market for U.S. goods in
the world last year, recognizing that a significant portion of those exports arc actu-
ally reexported to China.
arket domination by several firms: Hong Kong does not have anti-trust laws.
Certain sectors of its economy are dominated by monopolies or cartels, some but not
all of which are regulated by the government. These companies do not necessarily
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discriminate against U.S. products. However, many of them actively campaign
against foreign competitors, for example in the aviation sector.

The government’s policy is to discourage unfair trade practices—see, for example,
the Governor's 1992 and 1994 policy addresses. While there are no agencies with
anti-trust powers, the Consumer Council is tasked, inter alia, with reporting on
anti-competitive behavior in the market. Its reports can spur government action.
For example, the government decided to remove the interest cap for time deposits
after reviewing the Council’s report on banking, although the government chose not
to dismantle the interest rate bank cartel itself

The Hong Kong government has promised to work more closely with the
Consumer Council on its publications of other sector specific study reports on super-
markets (just completed), broadcasting, telecommunications, gas supply and the res-
idential property market. The government has committed to provide funds for the
Council to establish a trade practices division with a view to improving competition.
And in July 1994, the government ended the prohibition on the Council from inves-
tigating several specific entities, including the air cargo handling monopoly, the
international basic telecom monopoly, and the hospital authority.

Telecommunications/Basic Voice: Value-added telecom services in Hong Kong are
open to competition, as are mobile communications. However, basic public voice
services are provided under exclusive franchise. Hong Kong Telecom International
(HKTI) has the exclusive license until September 30, 2008, to provide a range of
international tele'phone services. This has constrained at least one U.S. company
from offering its full range of services in Hong Kong; however, that company plans
to submit an application to Hong Kong reﬁulatory authorities arguing that its serv-
fces should rightly be considered “value-added”, and hence not restricted.

Professional Services: Physician services—UK-trained physicians may practice in
Hong Kong with pro forma certification, and some Commonwealth nationals receive
expedited certification, but other foreign doctors are forbidden from practicing with-
out going through a lengthy testing and retraininﬁ rm am. The special privileges
afforded to British and Commonwealth doctors will likely be abolished. There is no
indication that other foreign doctors will be any better treated, however.

Lawyers/Law Firms: Foreign law firms have been barred from hiring local lawyers
to advise clients on local law—even though Hong Kong firms can hire forcign law-
yers to advise clients on foreign law. In amendments J)assed carlier-this year, for-
eign law firms may now become “local law firms” and hire Hong Kong attorneys,
but they must do so on a strict 1:1 ratio with foreign lawyers. In addition, there
are restrictions on use of firm names for foreign firms. For foreign firms ah'ead{ in
Hong Kong, the situation has improved. However, for new-to-market firms, the play-
ing field is still not level. With respect to qualifying to practice Hong Kong law, the
Law Society has been working on a revised exam that should facilitate U.S. attor-
neys’ ability to sit and pass the Hong Kong bar exam.

irport Aviation Services: At Hong Kong’s present airport, Kai Tak, maintenance,
- cargo handling, catering and other aviation services are provided by one of two UK-
afliliated cox{?)aniea. This has prevented U.S. service providers from comgeting and
has denied U.S. airlines adequate competitive choice and prices. The Provisional
Airport Authority, overseeing construction of the new airport, has committed to hav-
ing multiple service providers. The United States has strongly urged Hong Kong
economic policy-makers to follow through on the commitment to expand competition
in these areas, notwithstanding the pleas by the duopolists for an extension of their
privileged positions. .

Civil Aviation Agreement: The U.S.-ilong Kong civil aviation market is ruled by
the restrictive provisions of the U.S.-UK Bermuda II agreement. Since this agree-
ment will become invalid when sovereignty vver Hong Kong shifts from the to
the PRC in 1997, US. and Hongnl‘(o?f negotiators met twice in 1994 to scek an
independent bilateral agreement. The U.S. is pressing for a substantially more ogcn
civair market, including “fifth freedoms” for cargo and more fifth freedoms and addi-
tional gateways for passenger carriers. .

High Alcohol Taxes: In 1994 Hong Kong amended its alcohol taxation system,
moving to a 90/100 percent ad valorem tax on grape wines and spirits respectively.
This is an improvement over the prior system from the perspective of most U.S. al-
coholic beverage exporters. However, the high tax rate is an impediment to expand-

ing U.S. sales.
6. Export Subsidies Policies

The government neither protects nor directly subsidizes manufacturers, despite
calls from some local legislators to do so. However, a number of quasi-governmental
organizations do provide substantial indirect support to industry.
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The Hong Kong Trade Development Council (HKTDC) engages in export and im-
port promotion activities with a total revenue of US $148 million and a total ex-
penditure of US $108 million. About half of HKTDC’s budget comes from a tax on
exports (0.06 percent) and imports (0.035 percent), and the other half from internal
operations (trade shows, magazines).

In August 1994, the U.S. Trade Representative’s (USTR) office, acting on a Sec-
tion 308 petition filed by a Hong Kowubh’shing company with U.S. financial inter-
ests,.souﬁht information from the TDC with respect to its trade publications.
Specifically, the petitioner stated that the HKTDC subsidized its trade magazines,
permitting HKTDC's magazines, which are direct competitors with the private scc-
tor, to charge advertising rates up to 50 percent below market price. On November
4, the Hong Kong }govemment supplied information to the USTR’s questions. In the
meantime, Hong Kong also submitted a page of questions of its own to the USTR

about similar U.S. promotional activities.
In answer to one of the USTR’s questions, the HKTDC acknowledged that it had,

in one case, provided US $300,000 in legal defense funds to Hong Kong sweater
makers facing dumping duties in the United States. The HKTDC pointed out that
U.S. courts subsequently rejected the U.S. government’s findings of dumping, thus
justifying HKTDC's support of Hong Kong’s manufacturers.

Another statutory body, the Hong Kong Industry Technology Center Corporation
(HKITCC), established in June 1993, promotes technological innovation and applica-
tion of new technologics in Hong Kong industry. The government has allocated US
$26 million to the center, together with a loan of US $24 million for rescarch and
design activities. The loan is interest bearing at seven percent per year. The main
programs are incubation, technology transfer and research and design support serv-
ices, There are now six pilot projects. These companies enjoy a 70 percent discount
on the market rental of the tech center offices, and 45 percent and 25 percent in
subsequent years. 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 Kong Productivity Council (HKPC) is financed by annual government
allocations and by fees earned from its services. With 500 staff members, HKPC pro-
vides a variety of training programs, industrial and management consultancics, and
technical support services. C invites local companies to join consortia to share
the dcs}gn and development cost of new products.

The Hong Kong Export Credit and Insurance Corporation (ECIC), a statutory
body set up in 1966, provides insurance protection to exporters.

7. Protection of U.S. Intellectual Property

Hong Kong’s intellectual property laws and their enforcement are among the best
in the world. However, with a massive increase in pirate production in China over
the last twelve months, especially in music and soH.ware compact discs, the Hong
Kong market has suffered.

Hong Kong has acceded to the Paris Convention for the Protection of Industrial
Property, the Bern International Copyright Convention, and the Geneva and Paris
Universal Copyright Conventions. Hong Kong has enacted laws covering trade-
marks, copyrige\r{l or trade descriptions (including counterfeiting), industrial designs,
maskworks, and patents.

Inasmuch as Hong Kong’s intellectual property statutes are based chiefly on laws
of the United Kingdom, t e% will have to be “localized” for post-1997 application.
Drafts of the laws indicate that, if anything, the process of localization will be used
by the Hong Kong government to strengthen existing laws.

Enforcement: 'Fhe Customs and Excise Department is responsible for enforcin
the criminal aspects of intellectual property rights. The department has a specia
IPR unit with over 100 employces; in addition to conducting raids on local establish-
ments and strect vendors, this unit works closelg: with the anti-smuggling task force
to combat suspected smuggling operations. In the first eight months of 1993, there
were 298 seizures of coplyright infringing products with a total value of US $2.5 mil-
lion and 614 seizurcs of goods violating trademarks and trade descriptions with a
total value of US $50 million.

Most of the pirate manufacturers have been driven out of Hong Kong in the last
scveral years. However, many have established operations across the border in
south China. One U.S. music company has seen its sales in Hong Kong fall 40 per-
cent in the last six months. Hong Kong judges have handed down penalties that
seemed at times too light to be a deterrent, although recent cases indicate sentences
may be getting tougher. However, attacking pirate production at its source will be

the most effective remedy for Hong Kong’s market.
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8. Worker Rights

Protection afforded under Hong Kong ordinances extends to both local and foreign
workers in all sectors. Injuries and occudpational discases 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.

a. The Right of Association.—The ri%ht of association and the right of workers to
establish and join organizations of their own choosing are provided for under local
law. Unijons 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 dis-
courage or impede union formation or discriminate against union membérs. Workers
who allege anti-union discrimination have the right to have their cases heard by a
government labor relations body.

b. The Right to Organize and Bmfain Collectively.—The right to organize and
bargain collectively is guaranteed under local law. However, the lattey is not widely
practiced and there are no mechanisms to specifically encourage it. Instead, a dis-
Fube settlement system administered by the government is generally resorted to in

he case of disagreements. In the case of a labor dispute, should initial conciliation

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 of 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. 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 Kong Labor Department
carries out inspections to cnforce legislated standards and also carries out environ-
mental testing and conducts medical examinations for complaints related to occupa-
tional hazards.

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, workinEacon itions do not differ materiall
from those in other sectors of the economy. Labor market tightness and high jo
turnover in the manufacturing sector have spurred continuing improvements in
working conditions as employers compete for available workers.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars]

Category Amount
Petroleum ......cciiiiiieeivereniinrnie et sreesse e snesssessnne 496
Total ManufACtuTING ..cocieeeveriiiniieniieee s enres e een s 2,660
Food & Kindred Products ........cccoivinrcrvnnerccncecvicinanennns -1
Chemicals and Allied Products ........coceeveneninenenecnnecennenns 149
Metals, Primary & Fabricated ...c....ccoooeevivvvveicrencinceenene M
Machinery, except Electrical .......coocviniinnninnncciniescenes 302
Electric & Electronic Equipment .....ooovcoeveeivvineene veerienn 1,559
ansportation Equipment .........covvvinirinecnnncercnscsnrinees M
Other Manufacturing .........ccoeeeeenssmsssesssessssssssesrensscssans 531
Wholesale Trade ........ccccnieiennnecnsenmiensiiimemessessesisee 3,624
BanKing ...cccocciiinnninisniiinininnseiensis s 1,079
1,662

Finance/Insurance/Real EState .........ouvunveiieeneniieecsersannens
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993—Continued

[Millions of U.S. dollars)

Category Amount
Services ceraetssseesenneesnessneres 443
Other Industries 594
TOTAL ALL INDUSTRIES resesssentesonsesseersrnesanasnes 10,457

'Suppuued to avoid disclosing data of individual companies.
Source: U.S. Department of Cno‘mmuu. Bureau of Beon?mic Analysis.

INDONESIA

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

_ 1992 1993 1994
Income, Production and Employment:
Real GDP (1983 prices) .........eeu. cesereassensasssssnnsnise 64,623 66,942 69,013
Real GDP Growth (pct.) .......ccceeveverennncenasnennacs 6.9 6.5 6.7
GDP (at current prices) ......... reseesneseessressnnessasnasss 128,022 144,713 157,230
By Sector:
AGTiculture ....ccmiveenienninnieneineesnsnnnsenssnsennssnssenes 24,992 26,711 29,021
MIDING ...ociviiineiniinnininciiriscesensissso 14,733 14,734 16,008
Manufacturing .........cccceecercercneneecnrecsercranesneraee 27,863 - 32,316 35,110
Electricity/Gas Water .......cccccververienersnencseennes 1,058 1,301 1,413
Construction ........ccccceereeercreisnrneenseessreeeserssnnnsees 7,640 8,692 9,444
Retail Trade and Hotels ........ccccceeveveveverercenenn. 21,050 23,857 25,920
Transportation/Comm. .......ccceceuereinervirnnsennnes 8,423 9,932 10,791
Banking/Finance ..........ceuvvinivenicvnssnsnenncsnens 6,157 7,310 7,943
Real Estate ... 3,249 3,647 3,962
GOVErnmMENLt .....cccoceeererruercresarrnnernssenssssssanssnnssns 8,627 10,761 11,692
Other Services ........ccoccvieienseniessensnsnnessescsssnass 4,440 5,455 5,927
Real Per Capita GDP .........ccccoucerncvecnurccruerunnenes 691 768 821
Labor Force (millions) ........cccvnninvinncncivesncnnne 79 81 83
Unemployment Rate (pct.) ...cccvrrvivenncnniinninnnns 3.2 3.4 3.4
Underemployment Rate (pct.) ...ococceveeivnenneencncnes 36.6 36.8 37.0
Money and Prices (annual percentage growth):
Money Supply (pct. rise) .......ccoevvunucrnenrernnccseanne 20.0 26.5 15.0
Interest Ratel ........coevvenncneinninsnscensemssennen 11.3 7.0 10.6
National Savings (pct. GDP) ......ccceccvrevcrvennncacnn 25.0 25.0 25.0
CPI (pct. change) .......oceevvveviervecssnieciossensannnncns 5.0 10.2 10.0
WPI (pct. change) .........coneieneneseneninenrincsseseniscenns 5.3 3.6 74
Exchange Rate (Rp/USD)?2 ........ccccovurivnvennennennne 2,030 2,087 2,160
Balance of Payments and Trade: '
Total EXPOrts .......ccoveuesncunsesnsssesncncsnsniacans Gessessneens 33,966 37,459 41,311
Exports to US. .... cerreserenssssessssransanse 4,332 5,439 5,999
Total IMports .......ccceeeicsnnisincnsenensnsnsecssisnsnsnens 27,279 28,587 31,446 -
Imports from US. ... 2,717 2,770 3,254
Aid from US. ... ceeensseensaseraeresssseusaasssessesssasases 165 94 90
Aid from All Sources ............cceeeveneennneseeessenecseesne 4,948 5,110 5,202
Foreign Debt (official/private) .. 72,927 85,837 89,858
Debt Service Ratio ......ccevivcccivnsinnniercnssecsaennnas 32.1 30.0 31.2
Foreign Exchange Reserves .........ocoevvinuinininnn 11,161 12,352 -13,140
Trade Balance ........ccuecmimeneccncnnsinnenesansssns 6,687 8,872 9,865
Trade Balance with US. .................. sssssensaeseanins 1,555 2,669 2,745

N/A—Not available.
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1Interbank fund rates.
3Perlod average.

1. General Policy Framework

Indonesia is an economic success story. In 1967, when President Socharto took
power, it was one of the world’s !roorest countries, with per capita GNP of $70 K?Ig
person, half that of India and Bangladesh. In 1993, Indonesia’s per capita G
passed $700, triple that of Bangladesh and more than double Indias. Life expect-
angy has risen dramatically—from 41 in 1967 to 63 in 1993—while infant mortality
an illiteralc)y rates have plummeted.

Real GDP growth has averaged 6.7 percent per year over the last five years.
Through a restrictive monetary policy and a conservative fiscal stance, the govern-
ment has 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.

Prospects for continued growth are good. Government and private sector projects
are alleviating infrastructure shortages, particularly in telecommunications, clectric
power, and roads. The banking industry continues to adjust to the more stringent

rudential regulations introduced in 1991 and modified in 1993; credit constraints
egan to ease in late 1993.

In 1994 Indonesia continued to take steps to open the economy. Indonesia ratified
the Uruguay Round agreements and became a founding member of the World Trade
Orgainization on January 1, 1995. Indonesia was the 1994 chairman of APEC (Asia
Pacific Economic Cooperation); on November 16 President Socharto hosted lcaders
of the APEC economies at a meeting in which they declared the goal of reaching
free trade in the region by the year 2020.

In June 1994, the government issued another deregulation package aimed at im-
proving the investment climate. This set of measures opened up several previously
closed sectors to foreign investment and eliminated barriers to 100 percent foreign-
owned investment in most, but not all, sectors. Further progress is nceded, however,
to eliminate remaining barriers to foreign and domestic trade, to replace the out-
dated commercial code, and to establish clear and transparent accounting and audit-
ing standards.

donesia’s development is good news for U.S. business. U.S. exports to the coun-
try have doubled since 1988, totaling 2.8 billion dollars in 1993. The best prospects
for US. exporters stem from the government’s efforts to improve infrastructure;
tht:iy include equipment for power generation, telecommunications, roads, harbors,
and airports. U.S. exporters can also provide inputs for Indoncsia’s rapidly expand-
inq manufacturing sector. For example, the United States already supplies about
half of the textile industry’s requirements for cotton.

2. Exchange Rate Policies

The government has maintained the convertibility of the rupiah since the 1960s.
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 U.S.
dollar. éurrent 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 1994 was 2,170 rupiah per dollar.

3. Structural Policies

In general, the government allows the market to determine price levels. The gov-
ernment 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. The maximum rate is 35
percent of annual earnings in excess of rupiah 50 million (about $25,000), but the
government has introduced legislation that would reduce the maximum rate to 30
percent. In 1985, a value-added tax (VAT) was introduced. Import duties are an-
other important source of government revenue. Com‘{)anies can app]g for an exemp-
tion from or a rebate of import duties and VAT paid on inputs used to produce ex-
ports. A few products remain subject to export taxes, usually with the goal of job
creation. For example, in October 1989 export taxes on sawn lumber were raised
to %imhibitive levels; and in May 1992 a previous export ban on logs was replaced
by export taxes. According to government officials, total tax compliance in In-

donesia is about 65 percent.
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4. Debt Management Policies

Indonesia’s medium and long term foreign debt totals about $95 billion, with $60
billion owed by the state sector and $36 billion by the private sector. In 1994 Indo-
nesia will pay approximately 31 percent of total export earnings in principal 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.

The cabinet-level team set up by the government in September 1991 to oversee
foreig borrowing has had a measurable effect on controlling public offshore debt.
The team is charged with reviewing applications for foreign commercial credits to
finance pm,,_ects in which the government or a state-owned enterprise is involved.
Financing for purely private projects is not directly affected. "Rwe team is also
charged with iﬁll"loritlzin‘g by pm{ect the use of offshore funds and with establishing
borrowing ceilings. In October 1991 the team announced ceilings on public sector
forei%g commercial borrowing and guidelines for private sector borrowing through
FY 1996/96 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 gackages. Items still subject to import licensing include
some agricultural commodities (rice, wheat, sorghum, sugarfoalcoholic beverages,
and some iron and steel products. Remaining import licensing requirements may be
waived for companics importinq oods to be incorporated into subsequent exports.
In June 1993, the government lifted the reviousrg(:m on most types of completely
built-up passenger vehicles, although the ban was replaced with f\llgh import duties
and surcharges, totalling as much as 300 percent in many cases. Automotive im-.
rorts have followed previous patterns, in which nontariff barricrs such as bans and
icensing mauirementa have been replaced with tarifls and surcharges.

Services Barriers: Services barriers abound, although there has been some loosen-
ing of restrictions, particularly in the financial sector. Foreign banks, sccuritics
firms, and life and property insurance companies are permitted to form joint ven-
tures with local companies although they are not allowed to establish 100 percent
foreign-owned subsidiaries or branches. In all cases, capitalization requirements for
foreign joint venture firms are higher than for domestic firms. Foreigners may pur-
chase up to 49 percent of a company’s shares listed on the stock exchange.

Forcign attorneys may serve as consultants and technical advisors. ilowcver, at-
torneys are admitted to the bar only if they have graduated from an Indonesian
legal facility or from an institution recognized by the government as equivalent. For-
eign accountants may serve as consultants and technical advisors to local account-
ing firms. Air express companics are not permitted to own equity in firms providing
courier scrvices, although they may arranﬁe with local firms to provide services in
their name and second expatriate staff to the local firms.

Indonesia imposes a quota on the number of foreign films which may be imported
in a ﬁiven year. Films may be imported and distributed only by fully Indoncsian-
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.

tandards, 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 aprlication for registration of new forcign
pharmaceutical products. Under the national drug %licy of 1983, a foreign firm may
register prescription pharmaccuticals only if they both incorporate high technology
and are products of the registering company’s own research. Foreign pharmaccutical
firms have complained that copied products sometimes become available on the local
market before tﬁcir products are registered.

Investment Barriers: By enacting a new deregulation package in Junc 1994, the
overnment took a large step forward in improva Indonesia’s investment climate.
he package, known as PP 20, dropped initial foreign equity requirements and

sharply reduced divestiture requirements. Indoncsian law now provides for both 100
percent direct foreign investment (fmjccts and joint ventures with a minimum Indo-
nesian equity of 6§ percent. In addition, PP 20 opened several previously restricted
sectors to foreign investment, inclulding harbors, electricity %eneration, tele-
communications, shipping, airlines, railways, roads and water supply. Some scctors,
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.

Most foreign investment proposals must be approved by the Capital Investment
Coordinating Board (BKPM). Investments in the oil and Fas, mining, banking and
insurance industries are handled by the relevant technical ministries. While BKPM
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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 foreign nationals may
exploit or occupy real property in Indonesia, but ownership is limited to Indonesian
citizens. There are numerous restrictions on the employment of foreign 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 Fro-
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 are to be fol-
lowed. Under a 1984 Presidential Instruction (“Inpres-8”) on government-financed
projects, the government seeks concessional financing which meets the following cri-
teria: 3.5 percent interest and a 26 year repayment period which includes 7 years

ace. Some projects proceed, however, on less concessional terms. Foreign firms

idding 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 government corpora-
tions are expected to utilize domestic goods and services to the maximum extent fea-
sible. (This is not mandatory for foreign aid-financed goods and services procure-
ment.) An October 1990 government regulation exempts state-owned enterprises
which have offered shares to the public through the stock exchange from govern-
ment procurement regulations; as of November 1994 only two such enterprises had

made a public offering.

6. Export Subsidies Policies

Indonesia joined the GATT Subsidies Code and eliminated export loan interest
subsidics as of April 1, 1990. As part of its drive to increase non-oil and gas exports,
the government permits restitution of VAT paid by a producing exporter on pur-
chases 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. Intellectual Property

Indonesia is a member of the World Intellectual Property Organization and is a
party to certain sections of the Paris Convention for tﬁ: rotection of Intellectual
Property. It withdrew from the Berne Convention for the Protection of Literary and
Artistic Works in 1959. Indonesia has made progress in intellectual property protec-
tion, 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(ratcnt law came into effect on August 1, 1991, Imple-
menting regulations clarified several areas of concern, but others remain, including
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 accom;])anying regulations include product and process protec-

tion for both pharmaccuticals 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 remainin%pmblcms 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

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

New Technologies: Biotechnolog?r 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 not possible to estimate the extent of losses to U.S. industries due
to inadequate intellectual property protection, but U.S. industry has placed consid-
erable importance on improvement of Indonesia’s intellectual property regime.
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8. Worker Rights

a. The Right of Association.—Private scctor workers, including those in export
processing zones, are free to form or 'join unions without prior authorization. How-
ever, in order to bargain on behalf of employees, a union must register as a mass
organization with the Department of Home Affairs and meet the requirements for
recognition by the Department of Manpower. (In Januaxy 1994, a new government
regulation authorized non-affiliated “Plant Level Unions” to be set up in individual

lants and to negotiate bindinq' collective signing agreements.) While there are no
ormal constraints on the establishment of unions, the recognition requirements are
a substantial barrier to recognition and the right to engage in collective bargaining.
The one union recognized by the Department of Manpower is the All Indonesia
Workers Union (Serikat Pekerja Seluruh Indonesia, SPSI). Its membership is ap-
proximately 994,500, or about 1.4 percent of the total work force. However, if agri-
cultural workers and others in catggories such as self-employed and family workers
who are not normally union members are factored out, the percentage of union
members rises to approximately six percent.

Civil servants are not permitted to join unions and must belong to KORPRI, a
nonunion association whose central development council is chaired by the Minister
of Home Affairs. Teachers must belong to the Teachers’ Association. Though tech-
nically possessing the same rights as a union, the PGRI has not engaged in collec-
tive bargaining.

All organized workers, with the exception of civil servants, have the right to
strike. In practice, state enterprise employees and teachers rarely excrcise this
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.

b. The Right to Organize and Bargain Collectively.—Collective bargaining is pro-
vided for by law, but only recognized trade unions and “plant level unions” may cn-
gage in it. Once notified that 25 employees have joined a registered union, an em-
ployer 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. egulations forbid employ-
ers from discriminating or harassing employees because of union membership, but
in practice retribution against union organizers occurs.

c. Prohibition of Forced or Compulsory Labor.—Forced labor is forbidden by law.
Indonesia has ratified ILO convention No. 29 conccrning forced labor.

d. Minimum Age for Employment of Children.—Child labor exists in both indus-
trial and rural arcas. The Department of Manpower acknowledges that there is a
class of children under the age of 14 who, for socioeconomic reasons, must work and
legalizes their employment provided they have parental consent and do not engage
in dangerous or difficult work. The workday is limited to four hours. Employers are
also required to report in detail on every child employed, and the Department of
Manpower carries out periodic inspections. Critics, however, charge that the inspec-
tion system is weak and that employers do not report when they employ children.
e. Acceptable Conditions of Work.—The law establishes 7 hour workdays and 40
hour worﬁwccks, with one 30 minute rest period for each 4 hours of work. In the
absence of a national minimum wage, minimum wages are_established for regions
R{ arca wage councils working under the supervision of the National Wage Council.

inisterial regulations provide workers with a variety of other benefits, such as so-
cial security, and workers in more modern facilities often reccive health benefits and
frce meals. However, enforcement of labor regulations is limited and a number of
employers do not pay the minimum wage or provide other required 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.
ownerss'lip are widely recognized as better than the norm for Indonesia. Application
of legislation and practice governing worker rights is largely dependent upon wheth-
cr a particular business or investment is characterized as private or public. U.S. in-
vestment in Indonesia is concentrated in the petrolecum and related industrics, pri-
mary and fabricated metals (mining), and pharmaceuticals scctors.

Forcign participation in the petroleum sector is largely in the form of production
sharing contracts between the forcign companies and the state oil and gas company,
Pertamina, which retains control over all activity. All employces of forciign compa-
nies under this arrangement are considered state cm{)loyces and thus all legislation
and practice regarding state employees generally applies to them. Employees of for-
cign companies operating in the petroleum sector are organized in KORPRI. Em.
Fthese state enterprises enjoy most of the protection of Indoncsian labor

loyees o
aws but, with some exccptions, they do not have the right to strike, join labor orga-
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nizations, or negotiate collective agreements. Some companies operating under other
contractual arrangements, such as contracts of work and, in the case of the mining
secbot:, 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 r?%nrding 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—1993

[Millions of U.8. dollars)
Category Amount
Petroleum reeesaee s s erssarsanerarasaeasenee 4,562
Total Manufacturing ... 160
Food & Kindred Products ..........cccocerieenenneccnsesnnssnssisessenses )
Chemicals and Allied Products ..........ccccoverernennecsniseneseneee 61
Metals, Primary & Fabricated .........c.cccovencnnnnncnnninnennens 6
Machinery, except Electrical ........cocvevervvvnveceneriecrennennes )
Electric & Electronic Equipment ......cccccocevniinincnincnnccnnns M
Transportation Equipment .........cccovviivnninvennnnieniennns -1
Other Manufacturing (1)
Wholesale Trade .........cevrinneirennnssnsnisisnssesssssnss -25
BANKING .....cvnneenniinnneninsnnninoniossenisenssosessmsssssssssssssssssssasses 95
Finance/Insurance/Real Estate ............ccoevevecicinisennensnsaoserenns )
Services veeesserteanssas O]
Other Industries ...........cconicrenccicenssenannns 222
TOTAL ALL INDUSTRIES .........cccconvenimnnsunanssscssncssssssssnsasans 5,031
: -
SourarU'S: Depariment of Conmerce, Buroas of Ecoromic Analysia,
JAPAN
Key Economic Indicators
(Billions of U.S. dollars unless otherwise noted]
1992 1993 1994
Income, Production and Employment:
Real GDP ...cvvereieicteneninnninnsiesnsnsssesssassensnssssses 3,322.6 3,786.7 14,110.0
Real GDP Growth (pct.) .....ccocvvncrniicnsecsenicsnensanns 1.1 -0.2 21.0
Nominal GDP ....ccoeeicnirvenenneinrssessssonssssssassasansnss 3,662.5 4,214.1 14,5953
Real GDP by Sector:
Agriculture/Fisheries ........ccevecinrenrcrercccivnnenns 71.6 N/A N/A
Mining .cccccnincnnnnninsnninii . 8.5 N/A N/A
Manufacturing ..., 1,034.3 N/A N/A
Construction .......cceccicceneiserencssrsenisesscisssssssesans 291.9 N/A N/A
Electricity/Gas ....c..cccovninvnnseniscsniennninnninnennns 110.2 N/A N/A
Wholesale/Retail .........ccrveerieecrnirmeniersnrisnnnsniens 465.7 N/A N/A
Finance/INSUrance ........c..eceeisinemiaimn. 192.3 N/A N/A
Real Estate .....cccccoeineeinicnesnnecnsncssenssssiersnssnsees 327.6 N/A N/A
Transportation ... 207.7 N/A N/A
ServiCes ......cccesrernerriecsnsiscsnsssnssssasossnnsssnsssesssesses 470.0 N/A N/A
Per Capita Income (USD) .....cc.cccervinicssecsisurniasnns 22,861 N/A N/A
Labor Force (millions) ........ 65.8 66.1 366.4
2.2 2.9 328

Unemployment Rate (pct.) ....ccceeevivcinncnniensennes
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Key Economic Indicators—Continued
(Billions of U.S. dollars unless otherwise noted)

1992 1993 1994
Money and Prices (annual percentage growth):
Money Supply (M2+CD annual avg/pct.) .......... 0.6 1.1 318
Commercial Interest Rates (10-yr govt bonds/
yr-end) bussessvossasessnastsencnssensensssssasassessars res 4.52 3.02 44,66
Savings Rate (pct.)8 tessssnsnsasensr et asaaees 14.3 N/A N/A
Investment Rate (pct.)S ........ veeseans eosnansosses 26.3 25.3 1241
" CPI (1990=100) ...cocevrvrveerresnsneeresnsnsaessancas cerenne 105.0 1064 3107.1
WPI (1985=100) .......cccrererrinneecssersansrerssersseressenass 97.8 95.0 793.2
Exchange Rate (Yen/USD) ......ccocevvrveneererceserseenes 126.65 111.20 7102.66
Balance of Trade:
Total Exports (FOB) .........cccceereerenannernnesensnesnsssnes 339.6 360.9 8288.7
Exports to U.S. (FAS) ....cooveevvverenessneennsnsssssenns 97.2 107.3 886.2
Total Imports (CIF) .........euuemeeremmssssenseessessoseseenes 233.0 2407  ©198.4
Imports from U.S. (CIF) .....cccccvmeveveccsenninennnes 478 48.0 846.7
Trade Balance with U.S. ........cccoccvrrrnrvernerennenn 49.6 69.3 839.5
Balance of Payments:
Current Account .. rrrseeeesassteneentesessassane 117.6 1314 989.2
Trade Account ........cecieeriennensssvessenensansens 132.3 1415 998.1
Services/Transfers -14.8 -10.1 2-90
Long-Term Capital -28.6 -783 10-244
Basic Balance .........ccoceveenneene reressasenesesnane 89.1 53.1 1061.9
Short-Term Capital ..........ccccecevrerneverennerrrernenesenes . -7.0 -144 10 6.3
Gold & FOREX Reserves (yr-end) .........cccevveneee 68.7 95.6 1175

N/A—Not available.

1Jan-June, SAAR

3Jan-June, year-over-year. Estimated 1994 figure.
’Jan—Aug.t. average S.A.

4End of September.

as percent of personal disposable income.

$Public and private domestic fixed capital formation and inventory investmentnominal GNP.

TJan-August average, N.S.A.

8 Jan—September cumulative, N.S.A.
® Jan-August cumulative, S.A.

10 Jan-August cumulative, N.S.A.

1. General Policy Framework

In 1993, the Japanese cconomy, the world’s second largest at more than $4 tril-
lion, posted its lowest calendar year GDP growth since 1974, negative 0.2 percent
for the year, Output declined slightly in 1994, the first time since the early 1970s.

Japan is now recovering from the second longest economic slowdown in Japan’s
gostwar history. Prior to the slowdown that began in 1991 and lasted through 1993,

apan had never experienced two consecutive years of less than 3 percent real

wth. The surge in asset prices and high rates of capital investment and hiring
n the late 1980’s gave way, by 1991, to sharply slower growth, corporate restructur-
in%, and balance sheet adjustment by businesses and consumers. Very low levels of
utilization for existing capacity suggest that business investment will be a lagging
factor in the current recovery.

Japan’s 1993 external accounts posted record global trade and current account
surpluses of $141 billion (BOP basis) and $131 billion, respectively. Sluggish domes-
tic demand slowed growth in import volume, while exports, especially to other Asian
markets, continued to grow steadily. Yen appreciation helj)e swell dollar-denomi-
nated surpluses in the short run through the so-called “J-curve effect.” Over the
longer run, yen appreciation since 1990, plus eventual recovery in domestic demand,
{)s 1widely expected to contribute some downward adjustment in Japan's external im-

alance,

In recent years, the Japanese government has used public spending to counter the
overall negative contribution of private demand to domestic demand growth. Four
fiscal stimulus packages between August 1992 and February 1994 injected a sub-
stantial amount of public works spending into the economy, some of which is still
being disbursed in 1994. . .

In 1994 the Diet passed tax reform legislation that will extend FY 1994 income
tax cuts totalling yen 5.5 trillion ($55 billion) through FY 1995. A “permanent” por-
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tion of the income tax cut (yen 3.5 trillion/$35 billion) will continue thercafter. The
remaining “temporary” portion (yen 2 trillion/$20 billion) of the tax cut is currently
scheduled to be dropped after 1996, but may be dropped at the end of 1995. To offset
the tax cut, be g in April 1997, the consumption tax (a value-added tax) is to
be raised from the current rate of three percent to five percent. In addition, the gov-
ernment announced a new public works investment program totaling yen 630 tril-
lion ($6.3 trillion) that will run from FY 1995 through FY 2004.
In order to ease credit conditions, the Bank of Japan lowered the Official Discount
Rate (ODR) seven times between mid-1991 and September 1993, from 6.0 percent/
ear to 1.76 percent, a record low. Nominal interest rates set new record lows dur-
ing 1994; yet demand for funds, particularly for investment purposes, remained rel-
atively weak, as shown by year-on-year declines in bank lending from mid-1994. The
Bank of Japan continucs to focus on the ODR as its primary policy adjustment tool,
and, through its daily operations, on provision of funds in the money market for

“fine tuning.”

2. Exchange Rate Policy

The dven has afpreciatcd against the dollar over the past year, moving above the
100/1 dollar level for the first time in the summer of 1994. On paper, Japan ended
most foreign exchange controls in 1980. In practice, numerous controls remain on
foreign exchange-related transactions and impede the provision of financial services

by competitive foreign firms.

3. Structural Policies

The Japanese economy remains in transition. Structural change has been a mar-
ket-driven response to domestic economic conditions and the changing global com-
petitive environment. In the past decade, efforts at economic deregulation also con-
tributed to change.

The Japanese government, which formerly directed considerable public and pri-
vate resources to priority areas, has been gradually moving away from such indus.
trial policy measures, partly in response to criticism of export-oriented policies. The

vernment still has a direct role in promoting and organizing cooperation amon

apanese high technology firms, using off-budget resources and small amounts o
appropriated funds to contribute to investment projects and government-private sec-
tor eflorts.

From 1989 to 1992, United States-Japan structural economic issues were handled
under the Structural Impediments Initiative (SII). SII targeted structural problems
in both countries that impeded reduction of foreign payments imbalances. Under SII
Japan agreed to liberalize elements of its distribution system, liberalize its foreign
direct investment regime, improve disclosure rules governing transactions among re-
lated companies (in order to help make business practices more transparent), and
strengthen anti-monopoly enforcement. Moreover, under SlI, the U.S. and Japan
conducted two joint price surveys to demonstrate that Japan’s structural impedi-
ments contribute to unusually high price differentials between Japan and other
overscas markets. The issues taken up in SII talks are now addressed as appro-
priate under U.S.-Japan Framework discussions.

Japan’s economy remains heavily regulated, which reinforces business practices
that restrict competition and keep prices high. Price controls remain on certain agri-
cultural products. Burcaucratic obstacles to new firms’ entry into businesses such
as trucking, retail sales and telecommunications slow structural adjustment. The
Government of Japan has made deregulation a key theme, issuing its “Policy for
Promotin, Dercguﬁxtion" on June 28, 1994. In this connection, the Prime Minister’s
Office is lcading a government-wide effort to draft a five-ycar dercgulation action
plan that is expected to sct the polici' tone and scope of deregulation in Japan until
2000. Implementation of the action plan will begin April 1, 1995.

In 1993, the Clinton Administration announced the U.é.Japan Framework for a
New Economic Partnership. A goal of the Framework is to make our economic tics
with Japan more balanced and mutually beneficial, as well as to promote global

wth, open markets, and a vital world trading system. The Framework addressecs
the wide range of U.S.JJapan economic and trade issues through negotiations ‘on
macroeconomic, structural and sectoral matters. The structural and sectoral issues
are divided into five “baskets” for discussion: government procurement, regulatory
reform and competitiveness, economic harmonization, implementation of existing
agreements and other major sectors (includin% autos and auto parts).

Structural negotiations are ongoing under Framework areas such as deregulation
and competition policy, foreign direct investment, buyer-supplier relationships, and
access to technology. In the deregulation and competition policy discussions, the
USS. has provided detailed suggestions, on areas ranging from telecommunications
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to retail policy, for reforms to be included in Japan's five-year dercgulation plan.
The goal of the Framework’s foreign direct investment and buyer-supplier talks is
to increase the market Iin'etwnca in Japan of U.S. and other foreign firms by encour-
aging a more open and flexible investment regime. The UnimgnStates has made
many specific recommendations to the Japanese government.

4. Debt Management Policies

Japan is the world'’s largest net creditor. It is an active participant together with
the United States in international discussions of the developing country indebted-
ness issue in a variety of fora.

5. Significant Barriers to U.S. Exports

The Japanese government has removed many formal barriers to imports of goods
and services. Import licenses, still technically required for all goods, are granted on
a pro forma basis, with limited exceptions (fish, leather goods and some agricultural

roducts). Japan’s average industrial tariff rate (about two percent) is one of the
owest in the world, and Japan has agreed to further tarifl reductions in the Uru-

ay Round. The Uruguay nd Agreement will reduce but not eliminate trade
arriers in agriculture, manufactured goods, and services.

Traditional trade poficy measures, however, are not the greatest obstacles to pene-
t.ratin%Japanese markets. Instead of tariffs and official discrimination against im-
ports, U.S, exporters must deal with numecrous factors that raise costs and inhibit
access in areas ranging from glass to auto parts. These obstacles include archaic
and multi-ticred distribution systems, “keirctsu” (networks between manufacturers
and distributors linked by long-time business relationships and often by cross-hold-
ing of shares) relationships, excessive government regulation and the use of admin-
istrative guidance, public procurement practices, and the high cost of land (which
inhibits new market entrants).

In October 1994, the United States and Japan signed important market-opening
agreements under the Framework; agreements were signed in insurance and gov-
ernment procurement of medical technology and telecommunications goods and
services (including procurement by Japan's massive phone company, Nippon Tele-
gra‘fh and Telephone (NTT)). In December 1994, the United States and Japan final-
1zed an agreement to open Japan’s flat glass sector to foreign suppliers. In addition,
U.S. and Ja(ranese negotiators reached a%tements in 1994 in a number of other
arcas, including opening Japan'’s huge ;])u lic works construction sector to foreign
firms; improving access to Japan’s cellular telephone market; eliminating barriers
téo imports of apples; and streamlining and improving intellectual property proce-

ures,

In the last few years, Japan also agreced to relax rules on value-added tele-
communications services, to strengthen copyright protection for U.S. music record-
ings, and to resolve a dispute involving amorphous metals, for which market entry
has been facilitated. The United States continues to closely monitor U.S.-Japan
agreements including those in the areas of commercial satellites, government pro-
curement of supercomputers, semiconductors, construction, wood products, paper,
medical spmducts and pharmaccuticals, and computer procurement. In 1994, the
United States announced that impediments to U.S. market access for paper and
wood products in Japan may warrant future identification of these sectors for action
under the “Super 301" Executive Order. In 1994, the United States also initiated
a Section 301 investigation of regulatory barriers in Japan’s market for replacement
(after market) auto parts. Framework necgotiations on autos and auto parts con-
tinue.

The governments of the United States and Japan announced on Janua?r 10, 1995,
a comprehensive financial services agreement under the U.S.Japan Framework
Aﬁrcement. that will further open Japan’s financial markets to foreign competition.
The agreement will ensure that U.S. financial institutions have the opportunity to
cenipete more effectively in the Japanese financial market. Inter alia, the agrecement
opens the $1 trillion Japanese pension market to effective participation by forcign
fund managers. The agreement also creates greater opportunities for foreign finan-
cial firms to participate in the $500 billion Japanese corporate securities market by
permitting greater scope for the introduction of new financial instruments. Finally,
the agreement will promote further integration of Japan’s capital market with the
global capital markets, and will create significant opportunities for competitive fi-
nancial institutions to help Japanese invest abroad and Japanese firms to offer sc-
curities in offshore markets.

The ability of foreign architectural and construction firms to access Japan’s public
works market continues to be closely scrutinized by the U.S. government. For many
years, Japan has engaged in exclusionary practices which have prevented foreign
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firms from competing successfully on contracts for major Japancse construction
ij.ects. To remedy this situation, the U.8: government negotiated the 1988 Major

rojects Arrangements (revised in 1991) which gave foreign firms improved access
to thirty-four major construction projects with the understanding that experience
gamed on these would assist foreign firms in winning contracts on other construc-
ion {mjects. Despite these agreements, U.S. architectural, engincering, and con-
struction firms continued to face difficulties in doing business in Japan. gs a result,
Japan was designated under Title VII of the 1988 Omnibus Trade and Competitive-
ness Act for discriminatory procurement practices. Following months of intensive
ncgotiations with the United States, in January 1994 Japan adopted a new Action
Plan to overhaul its current public works procurement system. The Action Plan re-
places the designated bidding system (under which only specified companics could
offer bids) with an open and competitive system, allows foreign firms’ international
experiences to be considered when determining a firm's (zu fications, and applies
to all procurement above a certain threshold, not just the thirty-four major projects.
A !:orma‘] 11;39vgew of the implementation of this Action Plan will occur during the
spring o .

In addition to progress in the public works area, Framework agreements in Octo-
ber 1994 improved access for foreign firms to government procurement of medical
technology and telecommunications goods and services. The United States continues
to monitor Japanese government procurement practices to assure that U.S. firms
are given an opportunity to com%be fairly and openly.

Legal services remain on the U.S/Japan trade agenda. Despite partial liberaliza-
tion in 1987 which allowed U.S. law firms to open offices in Japan, the Government
of Japan continues to maintain severe restrictions on the way in which foreign firms
can provide legal services. For examgle, foreign firms are prohibited from employing
or entering into partnership with Japanese attorneys, and lawyers who are not
qualified Japanese lawﬂers may not advise clients on points of Japanese law.

In December 1993, US. ne(i;otiators included legal services in the U.S. package
submitted to the GATT. This decision effectively froze the current practice regardin
legal services performed by foreign lawyers in GATT signatory countries which ha
agreed to include legal services in the final agreement.

Although the Japancse government has simplified, harmonized and, in some
cases, eliminated restrictive Emduct standards to follow international practices in
a number of areas, many problems remain. The 1985-1987 Market-Oriented Secctor
Selective (MOSS) Talks resolved many standards problems and set in motion a con-
tinuing dialogue through MOSS follow-up meetings of experts.

In general, advances in technology make some current Japanese standards out-
dated and restrictive. In addition, Japanese industry supports unique safety stand-
ards that limit competition. Lastfy, bureaucratic inertia inhibits further standards
simplification. Standards problems continue to hamper market access in Japan.

Japan’s Office of the Trade Ombudsman (OTO) traditionally only responded when
an aggrieved party, such as a foreign company or domestic importer, complained
about Japanese standards, certifications, and testing procedures. Since 1993, the
OTO has brought its own cases to the attention of the Japanese government bu-
reaucracy. Although the U.S. government had hoped the new _process would lead to
greater pressure on the burcaucrats to change, thus far, the OTO has accomplished
very little. Of the twenty-one requests brought before the OTO in 1993, regulations
in only seven arcas were revised satisfactorily (only two of which involved issues
raised by the United States). The OTO scems to have made the most progress in
technical arcas where the complainant made a good case and where Japancse gov-
ernment burecaucratic resistance to changes was light. The OTO process has not
been useful in pursuing policy issues or politicized market access problems, e.g. re-
moval of the tariff on feedgrains. In February 1994, the OTO was upgraded when
it was moved to the Office of the Prime Minister, but it was still not granted ang
enforcement authority. While Government of Japan effort to stren?.hen the OT
may have boosted the office’s profile, it is unlikely to significantly improve the
OTO’s effectiveness. )

Foreign investment into Japan in most sectors is now subject to only ex post noti-
fication to the Ministry of Finance (MOF), thanks to MOF commitments made under
SII. Previously, all foreign investors were required to notify the MOF of their intent
to invest 30 days before any investment occurred. Japan still requires prior approval
in certain sectors: air and maritime transport, space development, atomic energy,
oil and gas production and distribution, agricuiture, fisheries, forestry, leather and
leather products manufacturing, and tobacco manufacturing.

Foreign investment in the banking and securities industrics is subject to a reci-
procity requirement. Japan gives forcign investors national treatment afler entry,
with the Organization for Economic Cooperation and Development (OECD) notified
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of limited exceptions. The Japanese government does not employ local equity re-
Txirements, export performance requirements or local content requirecments. The

apanese 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, inward foreign direct investment in Japan is much lower than
that in its major G-7 trading partners. There are a number of factors underlying
the low level of inward investment, including the legacy of many years of active Jap-
anese government dlscouragement of foreign investment. A major problem today,
however, is the high cost of doing business in Japan, particularly for new market
entrants, that makes the rate of return on investments far lower than other alter-
natives. In addition, foreign acquisition of existing Japanese companies is dilficult,
due in part to crossholding of shares among allied companies, leading to the limited
availability of publicly traded common stock. This practice complicates cfforts of for-
eign firms to acguine existing distribution/service networks through mergers and ac-

uisitions. The Japanese government has taken some initial steps to provide incen-
tives to foreign investors. This issue is under discussion in Foreign Direct Invest-

ment sub-basket of the Framework.

6. Export Subsidies Policies

Japan is a signatory to the OECD Export Credit Arrangement, including the
agreement on the use of tied-aid credit. The Japanese government subsidizes ex-
ports as permitted by the Arrangement, which allows softer terms for export financ-
ing to developing nations. Of the $11.5 billion of official development assistance that
Japan disbursed in 1993, slightly less than half of the bilateral assistance portion
(excluding Central Europe assistance) was in the form of concessional loans. ??\ this
area, Japan has virtually eliminated its tied-aid credits and now extends over 95
percent of its new 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 or partiall
tied feasibility studies (provided by grant aid) for untied (loan aid) projects whic
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 signilicant impact on a manufacturer’s

decision to sell domestically or export.

7. Protection of U.S. Intellectual Property Rights

Japan is a party to the Berne, Paris and Universal Copyright conventions and the
Patent Cooperation Treaty. Japan's Intellectual Property Rights (IPR) regime af-
fords national treatment to U.S. entities. The United States and Japan agree that
uniform IPR standards and better enforcement are needed. To that end, U.S,, Japa-
nese, and European negotiators are engaged in trilateral patent harmonization
talks. Discussions, including the protection of semiconductor mask works, are also
taking place in the World Intellectual Property Organization and the GATT.

Many Japanese firms usc the patent filing system as a tool of corfmratc 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 prior [ilings
of applications for similar inventions or processes. The need to respond individually
to multiple oppositions slows the process and makes it more costly. Japanesc patent
examiners and oourts interpret patent applications narrowly and adjudicate cases
slowly. Japanese patent law lacks a doctrine of equivalence and civil procedure lacks
a discovery procedure to scek evidence of infringement.

Avcrage patent pendency in Japan is one of the longest among developed coun-
tries, averaging over five years from application to grant. The long pendency period,
coupled with a practice of opening all applications to Fublic inspection 18 months
after filing, exposes patent eh;()plications to lengthy public scrutiny without effective
legal protection. Bilateral talks on Japan’s slow patent !rrocessing 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 period continue.

A United States-Japan IPR agreement, signed in August 1994 under the Frame-
work, will provide some relief to problems posed by the lengthy pendency period and
the practice of multiple opposition filing. The Japan Patent Office will introduce leg-
islation to revise the current system by April 1, 1995. The agreement is to be fully
operational by January 1, 1996. The revised system will allow opposition filings onl
a,f)tee d. Multiple opposition filings will be consolidated and ad-

r a patent is grante |
dressed in a single proceeding, minimizing time and costs. There will also be a re-
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vised, accelerated examination system, the major elements of which are: (a) patents
already filed with accredited foreign patent authorities will be eligible for acceler-
ated examination in Japan; (b) accelerated examination applications will be granted
or abandoned within 36 months of the request date; and (c) there are limits on ac-
celerated examination fees.

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.

apanese eopxﬁvght protection for programmin lang;:a%es 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
1988 Japanese IPR legislation that facilitates prosecution. Japan has committed to
enforce rously national treatment rights. A revised copyright law, which was
passed in 1991 and took effect in January 1992, extends cogoyn ht protection to 30
years. Pre-1978 foreign recordings are now protected back to 1969; foreign record-
ings are provided with exclusive rights by cabinet order. Discussions by an advisory
panel to the Japanese government on a proposal to relax legal restrictions against
reverse engineering of software and decompilation of computer programs took place
in 1994, but the panel ultimately took no action on the matter and instead rec-
ommended further study. The US. government and U.S. soltware companies reg-
istered 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 dilficult to get an injunction against a third
party transferee of purloined trade sccrets.

8. Worker Rights
a, The Riﬁhl of Association.—This right as defined by the International Labor Or-

ganization (ILO) is protected in Japan.
b. The Right to Organize, Bargain and Act Collectively.—This right is assured by

the Japanese constitution. Approximately 25 percent of the active work force be-
lonﬁs 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 fre-
guently. Public employees, however, do not have the right to strike, although they

o have recourse to mediation and arbitration in order to resolve Jisputes. In ex-
chanﬁe for a ban on their right to strike, government employce pay raises are deter-
mined by the government, based on a recommendation by the Independent National
Personnel Authority.

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

d. Minimum 1¥e of 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 sct regionally, not nation-
ally. The Ministry of Labor effectively administers various laws and regulations gov-
erning occ:]pational health and safety, principal among which is the Industrial Safe-
ty and Health law of 1972, .

f. Rights in Sectors with U.S. Investment.—Internationally recognized worker
rights standards, as defined gy the ILO, are &rotected under Japanesc law and
cover all workers in Japan. U.S, capital is invested in all major sectors of the Jarpa-
nese economf', 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—1993

[Millions of U.S. dollars)

Category Amount
PELIOICUIM ..coerueieciaeeriunnnessnerssserossannessesesaresssssssassssansssssnsossanasonss 5,429
Total Manufacturing ........ccoveveecsisnsensnnsnisnsusaesnssssessesassssncns 13,610
Food & Kindred Products ........c.ccceeeveeesvennnesenioresssasessnsasnns 806
Chemicals and Allied Products ....... treserssasesnressressssasennesansens 3,189

Metals, Primary & Fabricated ........c..cocovvuniiennincsncnnncnnne 260
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Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993—Continued

[Millions of U.S. dollars)
Category Amount
Machinery, except Electrical ..........ccccovveerrrrnrrennns 3,800
Electric & Electronic Equipment ..........ccoccocevevrecerureecseenene 1,614
Transportation Equipment ......... 1,824
Other Manufacturing ............c.eeeceeeensesnessensersssmsessessesssnn 2,118
Wholesale Trade Eseeseresssesaseeerentsranensnassaneraessenaisbessaearareses 5,859
BANKING ...cccevniiiiiientrencnnnniesenneneseesssesnsssessssensssssssesssssnseses 309
Fmance/lnsurance/Real EState .....ccccvvevienmrvnnnesnnnneneessnsones 4,780
SEIVICEB ...viveiiiiiiiinniisnninenreereeseseesensesssssssessessessssssssssssessssssesson 740
Other INAUBLIIES .....c.cccceverirniennerssereserssresessessssssesesessesssssassens 666
TOTAL ALL INDUSTRIES ........cccocvueruvecrnrenrerersssssnsssessossnones 31,393
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
SOUTH KOREA
Key Economic Indicators
{Millions of U.S. dollars unless otherwise noted}
1992 1993 19941
Income, Production and Employment:
Real GDP Growth (pct.) 5.1 6.5 7.6
GDP (at current prices)? . 307,919 330,819 371,600
By Sector:
Agriculture/Forestry/Fisheries ...........cocouceenene 22,807 23,402 26,012
Manufacturing 85,449 89,647 100,698
Electricity/Gas Water 6,770 7,676 8,609
Construction . 42,104 45,133 50,696
Financial Services 51,137 56 439 63,396
Other Services ............. 57,887 62,431 70,127
Government/Health/Education ........................ 60,048 65,662 73,766
Net Exports of Goods & Services ...........ccoeruneee. -3,083 1,318 -1,900
Per Capita GDP (USD) .......ccccevrrinnsnsersssnsnsnsesens 7,046 7,601 8,350
Labor Force (000'8) ........cccveivineieerensesseessonsnnnsnsane 19,426 19,803 20,800
Unemployment Rate (pct.) ........ocveerviniricnnceniisnnss 2.4 2.8 2.6
Money and Prices: (annual percentage rate)
Money Supply (M2) .....cccccevnrminnnerenrnrernsesnssnsenns 184 18.6 15.0
Yield on Corp. Bonds (pct.)3 ........cccevvervcrcrnenannnes 16.2 12.6 12.5
Personal Saving Rate3 ..........ccccvvvnvinicvccnnncncnans 27.1 26.4 27.0
Retail Inflation ........ccccieemcccnnnicensensssenserennens 6.2 4.8 6.3
Wholesale INflation ........cccccerveecreccenscenensansansaeens 2.2 1.6 2.5
Consumer Price Index (1990 base) ........ccoeerernne 116.1 121.7 129.4
Average Exchange Rate (US$/1,000 won) .......... 1.281 1.246 1.245
Balance of Payments and Trade:
Total Exports (FOB)4 ........ccccoceivmremnrerscnsennnasennes 76,632 82,234 92,500
Exports to US. ............... ceeeseeesserssessensersenes 18,090 18,138 19,590
Total Imports (CIF)4 .........cccoevuinivnrernnnen 81,776 83,800 97,208
Imports from U.S. ....... coveresconssasente 18,287 17,928 20,384
Aid from U.S. ..coccvenincncnsinnsensissensesssessesssessssesns 0 0 0
Aid from Other Countries .......c.cceeeerneerseecceroanns 0 0 .0
External Debt B ..........cocecreeccnrerssneecsencensensonsanane 42,819 43,870 46,000
Debt Service Payments ...... - 5,478 5,500 6,000
Gold and Annual Debt Service .........cocevruicecrerens 17,154 20,262 23,500
Trade Balance* (cost. basis) ........cceeceercneecnenen -5,143 ~1,566 —4,708
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Key Economic Indicators—Continued
[(Millions of U.S. dollars unless otherwise noted)

1992 1903 19941

Balance with U.S. (cost. basis) .......c..c.cceenuenne . -197 210 -794

11904 fi are all estimates based on available n:onth!y data as of October 1994.

S3GDP at factor cost.
3Figures are actual, average annual interest rutes, not changes in them.

4 Merchandise trade.

8 Includes non-guaranteed private debt.
1. General Policy Framework

The South Korean Government’s economic policies have traditionally emphasized
ra&id export-led development and the protection of domestic industries. Government
intervention in the economy to ﬁ:omote these objectives has been pervasive through-
out 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. Some
Korean policy makers recognize the need to deregulate and modernize, but are still

influenced by the dirigism of past governments.
The Korean economy is on the rebound. Growth has been accelerating since mid-

1993, and real GDP in the first half of 1994 rose 8.5 percent, over year-earlicr levels.
Industrial production may climb about 10 percent in 1994, and the capacity utiliza-
tion rate in factories exceeds 80 percent. The expansion is investment-led, as the
large conglomerates implement ambitious plans to modernize and expand facilitics.
Exports, aided by the strength of the yen, remain brisk in 1994, although imports
are even more buoyant. Imports from the United States are growing at double-digit
rates. Consumption spending, which accounts for over half of total GDP, is rising
along with optimism about the economy. Real GDP growth, which averaged 6.6 per-
cent in 1993, will exceed 7 percent in 1994.

Despite faster growth, the economy displays few signs of overheating. Consumer
prices jumped 3.3 percent between December 1993 and March 1994 due to food

roduct shortages and public service tarifl hikes, but inflation has since moderated.

o forestall serious inflation, the Bank of Korea intends to hold money sur ly
%'owth toward the bottom of its 14 to 17 percent target range in the latter half of

94.
ROKG macroeconomic policy was lauded in a 1994 OECD review of the Korean

cconomy. Government spending and taxes as a share of GNP, as well as the fiscal
deficit, are low by international standards. Moreover, the quafity of public expendi-
ture is high, with an emphasis on education and public works rather than transfer
payments. The national savings rate has climbed dramatically since the ROKG
made: inflation control a priority in the early 1980s, and now roughly equals the
gross investment ratio at about one third of GNP.

.At the micrseconomic level, however, government intervention is extensive and
costly in terms of economic efﬁciency. The prices of many products are de facto con-
trolled. The ROKG allocates credit according to firm size and must approve all bond
and stock issuances. Most overseas capital transactions are tightly controlled. In-
vestment and product safety regulations inhibit domestic competition and discrimi-
nate against foreigners. ROKG task forces have been commissioned to rid the econ-
omy of obstructive and redundant regulations, but thus far progress has been mar-

ginal.

2. Exchange Rate Policies

The won has a ggrcciatcd against the dollar by about one percent between Janu-
ary and October 1994. On the other hand, a sharp fall in the external valuc of the_
won against the yen has given Korcan heavy industries price advantages over their

Japanese rivals.

e U.S. Treasury has reported to the U.S. Congress that it finds no cevidence of
direct exchange rate manipulation by the Korean authorities to gain competitive ad-
vantage. However, Treasury noted that strinFent foreiin exchange and capital con-
trols distort trade and investment flows and {rustrate the emergence of a truly mar-

ket-determined exchange rate.
3. Structural Policies

South Korea's economy is based on private ownership of the means of ‘ production
and distribution. The government, however, has actively intervened in the South
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Korean economy through low interest “policy loans,” and discretipnary enforcement
of regulatory £olicies. 'Fhls has resulted in a hifh chree of eoncentr:{ion of capital
‘t‘md dugtﬁ output in a small number of large business conglomerates, or
‘chaebols.” The most recent Korean government estimates indicate that the 30 larg-
est chaebols account for 45 percent of the total capital of the domestic financial sec-
tor, and 28 percent of total manufacturing capacity. The Korean government uses
tax audits and a tight grip on the financial sector to maintain effective control over
Korean mduatxer.

Historically, the import regime in Korea was structured to allow easy entry of raw
materials and capital equipment needed by competitive export industries while
consumer imK:rts were severel[\{ restricted. Since the mid-1980s8 the Republic of
Korea has eliminated most explicit import prohibitions outside of the agricultural
area. Many of the problems U.S. exporters now experience in South Korea are root-
ed in the maze of regulations which make up complicated licensing requirements,
rules for inspection and approval of impo goods, country of origin marking re-
quirements, and other stan often inconsistent with international norms.

January 1992 marked the beginning of the Presidents’ Economic Initiative (PEI),
a bilateral cooperative effort to eliminate generic barriers in the areas of standards
and rule-making, customs and import clearance, technology, and investment. The
PEI lists of recommendations in these three critical areas built on the results of the
1989 Super 301 Agreements and addressed key doing-business concerns of U.S.
firms. After more than a year of discussions, the PEI working groups issued reports
on implementation in June 1993. Significant progress was made by Korea in carry-
ing out the recommendations in all areas except investment, but both sides recog-
nized the need for additional work on generic issues in general and on investment
in particular. Also, both parties agreed that the cooperative format had been a suc-
cess and wanted to continue talking.

In June 1993, the undersecretary-level Economic Subcabinet launched the Dia-
logue for Economic Cooperation (DEC), a year-long intensive cffort to address sys-
temic issues of deregulation and economic cooperation. The DEC was endorsed by
Presidents Clinton and Xim during their July 1993 meetings in Scoul. The DEC es-
tablished counterpart groups to examine specific problems in the areas of taxation,
administrative procedures, import clearance, and competition policy, while the ple-
nary scssions dealt with foreign direct investment issues. At thé June 1994 Eco-
nomic Subcabinet meeting, the U.S. side assessed the DEC as moderately success-
ful. Both sides agreed to use the following year to implement the results of the DEC,

including continued meetings of the counterpart groups.

4. Debt Management Policies

Forcign debt management is no longer a critical issue for the ROKG. Korea’s
gross foreign debt will total an estimated $46 billion by the end of 1994, while debt
service as a share of goods and service exports is around six percent. Net foreign
gelll)t, taking into account Korea’s numerous overscas assets, is approximately $10

illion.

In 1998 the Republic of Korea will graduate from its status as a World Bank loan
recipient. In September 1991 the government formall{\ filed a graduation plan which
included a four-year phascout period agreed upon with World Bank officials.

5. Significant Barriers to U.S. Exports

Formal barriers to imports have fallen, although Korea has raised new, more sub-
tle, sccondary barriers that effectively prevent the widespread liberalization envi-
sioned under the major trade initiatives of the late 1980s. A five-year tariff reduc-
tion plan ended in 1994, when Korean tariff rates averaged 7.9 percent. As part of
the Uruguay Round settlement, the government will continue to reduce tariffs. How-
ever, the “tariffication” of some agricultural items formerly subject to quotas may
keep the average tarifl rate high by international comparison. Korea ratified the
Uruguay Round agreements and became a founding member of the World Trade Or-
ganization (WTO) on January 1, 1995.

Korean safeguard regulations permit the government to impose special “emer-

ency tariffs” of up to 100 percent on imported goods to protect domestic industry.

ou] also uses “agiustment tariffs” to cushion the impact of liberalization of import

restrictions. In 1993 Korea removed canned pork from the list of U.S. products al-
fected by emergency tarifs. Batteries and glass groducts remain on the list.

One of the most pervasive remaining formal barriers to U.S. e):rons to Korea is
the restriction on tﬁg ability to import. on credit. Use of limited deferred payment
terms (generally 60-90 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
gooés requires a license from the Foreign Exchange Bank and permission from the
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Governor of the Bank of Korea; permission is rarely granted. U.S. firms estimate
gitu ;h:g m‘t! increase exports g; up to one thirdy iFr Korean firms were allowed

Licenses are ired for all imports to Korea, but they are usuall nted auto-
matically, except ior prohibited or regulated goods. Theaey goods now);ngcri?xdo around
160 mostly agricultural damducts. Under Korea’s agreement to phase out its GATT
balance of payments (BOP) restrictions, the government is committed progressively
to eliminate most of these import restrictions by 1997. In April 1994, the govern-
ment reconfirmed this commitment and added a number of key items as part of the
%&any Round agreements; some of the items will not be liberalized until the year

Korea agreed in the Uruguay Round to eliminate balance of payments restrictions
on beef by December 31, - A July 1993 US.. Korea bilateral beef agrecment
outlines minimum market access levels for 1993 through 1995. Under this agree-
ment, operation of the current “simultaneous-buy-sell-system” (SBS) portion of the
market will be greatly improved by thﬁgmhibition of the active involvement of the
Korean government. The number of SBS participants will also increase during the
course of the agreement to include non-tourist hotels, meat processors, and many
:‘l)lmrmarlgta. as well as the tourist hotels and others who currently have access

: e system.,

Standards, licensing, registration, and certification requirements eflectively limit
U.S. exporters’ access to the Korean market. Unreasonably tough and arbitrarily-
enforced standards and labelling requirements have adversely aflected U.S. exports
of a wide variety of consumer products, including appliances and electronic equip-
ment. Registration requirements for products such as chemicals and cosmetics ham-
per entry into the market and often ire U.S. firms to relcase detailed propri-
etary information on the composition of their products.

Effective January 1, 1993, a Prime Ministerial Decree outlined improved proce-
dures for standards and rules-making, including a requirement for public notice,
minimum comuient periods, and an adjustment period prior to implementation.
However, the decrce does not have the force of law. The government plans to intro-
duce a f{ﬂl-ﬂedged Administrative Procedures Act in 1995. Administrative proce-
dures were one of the principal topics of discussion in the DEC. The United States
hopes to influence the plans for the Administrative Procedures Act and has com-
mented on intermediate rc%:lations.

The Korean government has begun to implement a five-year program of financial
sector reforms, announced in May 1993, to reduce controls on banks and other fi-
nancial institutions. Measures taken to date include the lifting of many controls on
interest rates, removing documentation requirements on most forward foreign ex-
char ge contracts, and easing slightly foreign banks' access to won currency funding.
However, under the timetable for reform some critical measures, such as full won
convertibility and freedom of capital-movements, are not scheduled to be achieved
until 1997. Moreover, in a number of areas government restrictions continue to deny
national treatment to forcign banks and securities firms. For example, foreign banks
face significant impediments in the form of a varicty of funding and lending limits
tied to local branch (as opposed to global) capital, difficulties in obtaining approval
for new financial products, and requirements to capitalize each sub-branch scpa-
rately. Foreign securities firms must meet extremely high capital requirements and
macv not place orders for foreign securities on behalf of Korean clients.

hanges in regulations announced in June 1994 resulted in a streamlining of for-
cign investment applications procedures and the easing of a number of barricrs to
direct foreign investment. At 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 rurchases of land made it
casier for foreign-invested companies to purchase land for stafl housing and busi-
ness purposes.

Despite these improvements, U.S. investment 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 particularly burden-
some for foreign-invested companics. Foreign equity participation requirements re-
main in some sectors, and licensing requirements, economic nceds tests, and other
regulatory restrictions limit foreign investment in sectors that are nominally open
to foreign investors. Investment in most professional services remains restricted for
foreign firms. Downstream services by forcign firms remain restricted. Retail dis-
tribdtion by foreigp-invested firms, for example, is subject to limits on the number
of outlets and. {loor'spaces. These restrictions will not be lifted until 1996.

The governnient has done little to educate a public accustomed to a closed domes-
tic market on the benefits of imports, particularly to consumers. Most Koreans have
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been taught that imports are, by definition, luxury goods. The government has en-
couraged regular ‘Pf:ugality cix’r‘:ra;gm" against “over-eonmgxomption" that hit
consumer imports particularly hard. Domestic industry often puts pressure on the

vernment to use its authority afainst foreign companies. In 1993, for example,

oreign firms in the recently-liberalized cosmetics sector simultancously underwent

customs valuation audits and investigation of their import proccdures. Numecrous
press articles negatively highlighted the increase in sales of foreign cosmetics and
the amount of floor space devoted to their display by department stores. Such re-
ports continue to appear sporadically in the press, along with news that tax offices
will audit individuals who travel excessively abroad or spend too much on “luxury
gooads,” such as imported automobiles.

The streamlining of Korea’s complex import clearance procedures is an important
U.S. policy objective. Korea is now implementing PEI and DEC recommendations
for lm%rovement of customs and import clearance procedures. A new customs sub-
group has been established to deal with the long-term implementation of improve-
ments in the Korean import clearance system.

Korea has agreed to join the new GATT Government Procurement Code. For
Korea, the Code will be effective January 1, 1997.

6. Export Subsidies Policies:

Since the early 19608, Korea has eliminated several indirect export subsidies, in-
cluding the 1;pecial depreciation allowance for large exporting firms and overscas
construction firms. In 1988, Korea terminated the provision of export loans to large
firms not affiliated with business conglomerates. However, in response to Korea's

wing trade deficits, the government resumed the provision of short-term export
oans to large exporting firms in April 1992.

This measure was added to existing Fmgrams of support for Korea’s export indus-
tries, including customs duty rebates for raw material imports used in the produc-
tion of exports; short term export loans for small and medium sized firms; rebates
on the value-added tax (VATnnd a special consumption tax for export products;
corporate income tax benefits for costs related to the promotion of overseas markets;
unit export financial loans; and special depreciation allowances for small and me-
dium exporters. Korea also maintains a special loan program for small and medium
business to facilitate exports to Japan as a measure to curb its bilateral trade deficit
with that country. Export subsidies to the shipbuilding industry are within OECD

idelines. Korea is a signatory to the GATT code on subsidies and countervailing

uties.

7. Protection of U.S. Intellectual Property:

In February 1993, Korea launched a new comprehensive plan to strengthen intel-
lectual property rights (IPR) protection and the enforcement of IPR laws. The so-
called special enforcement program was ori 'nal‘l‘y scheduled Lo run three months,
but was later extended to ten months. It included the establishment of an informa-
tion network on cases and twice-weekly raids on markets where counterfeit goods
were prevalent. Key trouble arcas, such as the electronics markets in Scoul and
Pusan, were targeted more often. Korean authorities gave high priority to the pros-
ecution of IPR-related cases. For the first time, IPR offenders routinely spent time
in jail and paid fines. The government also announced plans to increase the pen-
alties for cop‘yriﬁht infringement and to amend the customs law to strengthen IPR
enforcement for imports and exports of coryright and trademark goods. The govern-
ment has continued this campaign into late 1994, dedicating extra budgetary re-
sources and sponsoring public awareness seminars.

As a result of this concentrated push, the U.S. government, in its 1993 and 1994
special 301 reviews, elected not to utggrade Korea to “priority fomi’gn country” sta-
tus, but kept it on the “priority watch list” with the possibxlit{ of further “out-of-
cycie" reviews. The American business community, encouraged by the new signs of
a serious approach to IPR by the Korean government, supported the U.S. govern-
ment'’s decision.

Patents: Patents are one area that the new campaign has not affected. While Ko-
rea’s patent laws are satisfactory, the actual extent of patent protection in Korea
depends on judicial interpretation. Problems include a lack of discovery procedures,
imits on the use of the “doctrine of equivalents,” and a determination that “im-
provement patents” (whether patentable or not) do not infringe on the gioneer pat-
ent. Existing laws on compulsory licensing pose problems for some U.S. firms be-
cause they :rcify that a patent can be subject to compulsory licensing if the patent
is not work . .

Trademarks: Trademark violations typically have been the most visible area of in-
fringement and were the prime target of the 1993 crackdown, particularly since Ko-
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rean law allows prosecutors or police to investigate trademark infringement cases
without the filing of a formal mmglaint. Problems remain with the definition of *fa-
mous marks” in Korea. Reviews by the Korean authorities cha with deciding
whether a trademark has famous mark status have resulted in inconsistent deci-
sions. Three dimensional characters still have no protection at all,

Copyrights: Korea and the United States established coKyright relations when
Korea joined the Universal Copyright Convention in 1987. Korean government ad-
ministrative measures outlined in the 1986 United States-Korea IPR agreement
were intended to provide retroactive protection for books co grrighted from 1977 to
198(;li, software copyrighted from 1962 to 1985, and all pre—li? 7 sound and video re-
cordings.

_Fol.lowirg the 1986 agreement, Korea had some immediate success in curbin
pirating activities, ?articularly in the area of printed materials, through the use o
tax and trademark infringement laws. However, until the advent of the 1993 special
enforcement campaign, relatively little attention was given to the problem of piracy
in the area of soun 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. The continued effective
management of the registration system for these works—and follow up in order to
destroy illegally-produced or imported copies—will be key concerns in future evalua-
tions of Korea's IPR regime.

Software piracy continues to be widespread. The Korean authorities have con-
ducted raids on retailers and wholesalers, but have fiven 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, the government sponsored a series of public seminars on the importance of
copyright protection for software, and the number of raids and arrests continued to
rise.

Korea agreed in 1993 to extend cop{right protection to textile designs. Korean of-
ficials began to work with local textile manufacturers to develop mechanisms for
tracking rights ownership and protecting Korean producers from liability.

A key complaiat of U.S. firms is that Korcan law does not permit the prosccutor
or the police to undertake an inveatigation of alleged cogyright infringement unless
a formal complaint has been filed. U.S. firms maintain that this requirement causcs
delays which allow the alleged violator to remove evidence from the premises before
the authorities arrive. U.S. companies have welcomed the proposal to significantly
increase the penalties for copyright infringement. The Korean government currently
has no plans to change its complaint requirement. .

New technologies: In November 1992, the National Assembly passed legislation to
extend IPR protection to semiconductor mask works. If the Korcan law becomes
compatible with U.S. law, Korea could seek reciprocal protection for its chips under
U.S. law, provided it demonstrates that no “unauthorized duplication” is occurring.
The Korean ]govcmment has been very responsive to U.S. government suggestions

_on how the law and its implementing regulations should be changed to make its
compulsory licensing provisions acceptable to U.S. industry.

Legislation to protect trade secrets took effect in December 1992. A Prime Min-
isterial decree eflective January 1, 1993 mandates the handling of trade sccrets, in-
cluding business confidential information, in such a manner that legitimate com-
mercial interests are Ymtectcd. In 1992, the Korcan government enacted new legis-
lation to regulate cable television. The U.S, government views the lcFislation with
concern because certain provisions 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 C(wyright Convention, the Geneva
Phonograms Convention, and is a member of the World Intellectual Property Orga-
nization. In November 1992, the National Assembly ratified the United States-

Korea Patent Secrecy Agreement signed in January 1992,

8. Worker Rights

a. Right of Association.—The Constitution gives workers, with the exception of
most public service employees and teachers, the right to free association. There are
however, blue collar public sector unions in railways, telecommunications, the f»sta{
system, and th= national medical center. The trade union law specifies that on ry one
union i8 permicted at each s}ace of work, and all unions are required to notify the
authorities when formed or dissolved. :

In the past the government did not formally recognize labor federations which
were not ﬁart of, nor affiliated with, the country’s ]eﬁ% recognized labor confed-
eration—the Federation of Korean Trade Unions (F ). In 1993, however, the
Labor Ministry officially recognized independent white collar fecerations represent-
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ing hospital workers, journalists, financial workers, and white collar employces in
construction companies and government research institutes. In practice, labor fed-
erations not formally recognized by the Labor Ministry existed and worked without
Fovernment interference, except il the authorities considered their involvement in
abor disputes 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 clection and
labor laws forbid unions from donating money to political parties or participating
in election campaigns. However, trade unionists have circumvented the ban by tem.
porarily resigning their union posts and running for office on the ticket of a political
party or as an independent.

Strikes are prohibited in government agencies, state-run enterprises, and defense
industrics. By law, enterprises in public interest sectors such as public transpor-
tation, utilities, public health, banking, broadcasting, and communications must
submit to government-ordered arbitration in lieu of striking. The Labor Dispute Ad-
justment Act requires unions to notify the Ministry of Labor of their intention to
strike and mandates a ten day cooling-off period before a strike may legally begin.
Overall membership in Korean labor unions has been declining over the fast several
years largely because the explosion in labor organizing in 1987-89 left the move-
ment divided but well compensated, and worker rights significantly improved.

Since July 1991, South Korea has been suspended from U.S. Overscas Private In-
vestment Corporation (OPIC) insurance programs because of the limits placed on
the freedom of association and other worker rights.

b. Right To Organize and Bargain Collectively.—The Constitution and the Trade
Union Law guarantee the autonomous right of workers to enjoy collective bargain-
ing and collective action. Although the Trade Union Law is ambiguous, the authori-
ties, backed up by the courts, have ruled that union members cannot reject collec-
tive bargaining agrecements (CBAS) signed by management and labor negotiators.
Nonetheless, union members continue to reject CBAS agreed to by labor and man-
agement negotiators. Extensive collective bari;aining is practiced. Korea's labor laws
do not extend the right to bargain collectively to govemment employees, including
employees of state or publicly run enterprises and defense industries.

orca has no independent system of labor courts. The Central and Local Labor
Commissions form a semiautonomous a%(’;:cy of the Ministry of Labor that 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 anti-union. ‘

c. Prohibition of Forced or Compulsory Labor.—The Constitution provides that no
person shall be punished, placed under preventive _estrictions, 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 do gart-time jobs such as selling newspapers. In order
to gain cmployment, children under 18 must have written approval from their par-
ents 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.—Korca 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, but, due to tight labor markets, most firms

ay wages well above the minimum levels. The Labor Standards and Industrial
gafety and Health Laws provide for a maximum 56-hour workweck, and a 24-hour
rest period each week. Amendments to the Labor Standards Law passed in March
1989 brought the maximum regular workweek down to 44 hours, but such rules are
sometimes ignored, especially by small firms.

The qovcmmcnt scts health and safety standards, but South Korea suffers from
unusually high accident rates. The Ministry of Labor employs few inspectors, and
its standards are not effectivelb enforced. )

. Rights in Sectors with U.S. Investment.—U.S. investment in Korea is con-
centrated in petroleum, chemicals and related products, transportation equipment,
processed food, and to a lesser degree, electric and electronic manufacturing. Work-
ers in these industrial sectors enjoy the same legal rights of association and collec-
tive bargaining as workers in other industries. Manpower shortages are forcing
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labor-intensive industries to improve wages and working conditions, or move off-
shore. Working conditions at U.g -owmdgsranu are for the most part better than
at Korean plants.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars]
Category Amount

Petroleum 74
Total Manufacturing .... 1,236

Food & Kindred Products 268

Chemicals and Allied Products 212

Metals, Primary & Fabricated 50

Machinery, except Electrical ........cconinninnisninssnissainine 39

Electric & Electronic Equipment ........cccvcnverciiciiinnininenias 186

Transportation Equipment .........conincviisnvesnnninncsnnnsnnans 69

Other Manufacturing ... s 422
Wholesale Trade ............. reressetesessnnssnasesresnssansene 245
BAnKing c.ccicviiniininnininiinnne vsmisesssssnississcsssssisassssssssssssss 1,231
Finance/Insurance/Real Estate .............................................. 169
SOIVICEB ..civeeereerinrierersnrcsrnssreessnsresssesssssossanssonsansssnsrsnsasssnsassasses 24
Other Industries ........... - cerererentessnntsseseesnnesiraeretense 23
TOTAL ALL INDUSTRIES ......ccccecvenmenneneerennsensaessesssssssansanes 3,001

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

MALAYSIA

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

1992 1993 19941
Income, Production and Employment:
Real GDP (1978 prices) ........cccuiieecenssescessesssns 36,498 39,237 41,744
Real GDP Growth (pct.) «...ccccenminisnnnenivensnesessseseae 78 83 285
By Sector:
Agriculture veesssssssnassasnsnsasss 6,062 6,241 6,235
Manufacturing . 10,633 11,814 13,089
Mining/Petroleum ........... : 3,172 3,102 3,108
ULHEIES .cvecrreererensorsssesnrsesanseassrsassassessssanssnssnsansns . 167 849 942
Construction . l 418 1,669 1,723
Whole and Retail Trade ......ccconiecncseerescssaene 4,378 4,788 5,172
Financial Services PR 3,767 4,188 4,641
Government Services ...........meicimiersineseinene 3,712 3,869 3,967
Other Services .......ccceveeverennereeensnsennessessnesans 2,709 2,860 2,971
Net Exports of Goods & Services ...........ccuvnueee. -1,709 136 503
Real Per Cap GDP (1978 base) .........c.coccereurennne 1,962 2,065 2,197
Labor Force (0008) ........ccccoonintinnncincossssernsaecnssenns 7,370 7,627 7,846
Unemployment Rate (pct.) .......covvinircnnnriinenenes 3.7 3.0 2.9
Money and Prices:
Money Supply (M2/pct.) .....cceeevennne 19.1 22.1 321.9
Base Interest Rate (Pet.) .......oeressmssnmesrssesssssesss 9.5 ‘8.6 7.84
Gross Nat. Savinga/GNP (pct.) «..ooecvvuvesarerasesesssnse 33.3 32.7 32.3
Inflation (CPI) (pct.) 4.7 36 38
Exchange Rate (avg USD/RM) 2.55 2.67 2.62
Balance of Payments and Trade:

Merchandise Exports 39,673 46,067 556,194
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Key Economic Indicators—Continued
[Millions of U.8. dollars unless otherwise noted)

1992 1993 1094
Exports to US. (FAS) .......covveevvrresemreresnensssnes 8,293 10,668 11,413
Merchandise Imports ...........ccoeccnrerernnsnnnnnne 36,200 42,869 552,950
Imports from U8, (CV) .....ccovreverernresnnnns 4,398 6,061 6,650
Aid from US, eorsesssersessesessnnantossseses 15 0.3 0.3
Aid from Other Countries N/A N/A N/A
External Debt 16,784 20,121 24,431
Public Sector ......ccoevrernnnerenseneranes 12,687 14,163 16,996
Private Sector 4,117 5,959 7,438
Debt Service Payments (paid)* ............ccervnenruene 1,995 2,184 N/A.
Official Net Reserves® ....... 18,068 29,741 31,184
Merchandise Trade Balance ..........cceernrierecenenes 3,373 3,188 62,444
Trade Balance With U.S. 3,897 4,607 4,863

N/A—Not availsble.

1 Malaysian Government estimates.

3Calculated in t to avold exchange rate changes.
3U.8. Embassy ates. -

4 Excludin ents.
*1004 data & Avgust only.
1. General Policy Framework

Malaysia has a relatively open, market-oriented economy and real GDP growth
ranged between 6 percent and 8 percent from 1964-1984. Since independence in
1967, the Malaysian economy has shown sustained growth and has diversified awa
from the twin pillars of the colonial economy: tin and rubber. In 1985-1986, the col-
lapse of commodity prices led to Malaysia’s worst recession since independence, with
real GDP growth a negative 1 percent and nominal GNP falling 11 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 5pement. 1994, real GDP ﬁrowth is expected to reach 8.5 percent. Malay-
sia’s 1995 Federal budgeth tabled in Parliament October 28, 1994, introduced 2,600
tariff cuts and additional fiscal policy changes.

While the government plays a diminishing role as a producer of goods and serv-
ices, it continues to hold equity stakes (generally minoritly shares) 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. However,
government-owned entities are m?or players in some sectors, particularly planta-
tions and financial institutions. Since 1986, the government has been privatizing
many entities, including telecommunications, the national electricity eompan{, the
national airline and the government shipping firm. The government sold off its re-
maining shares in Malaysia Airlines Systems (MAS) in August 1994 and MAS is
being reorganized to improve profitability. Seaports and government hospitals and
pharmaceutical supply centers are in various stages of privatization.

Malaysia supports global trade liberalization measures and encourages direct for-
eign investment, g:rt cularly in exg)rtforiented manufacturing and high technology
products. It has been vergeactive the Uruguay Round negotiations and ratified
the ement on September 6, 1994. Multinational corporations control a substan-
tial share of the manufacturing sector. U.S. and Japanese firms dominate the pro-
duction of electronic components (Malaysia is the world’s third largest producer of
integrated circuits), consumer electronics, and electrical goods. Foreign investors
also play an important role in petroleum, textiles, vehicle assembly, steel,. cement,
rubber products, and electrical machinery.

Fiacal Policy: The government follows a prudent and conservative fiscal policy,
with a surplus in its operating account. With the intention of improving the invest-
ment climate, th;fovemment reduced the corporate income tax rate by two percent-
age points from 84 to 32 percent in the 1994 budget and reduced it by another two
percentage points, to 30 percent, in the 1996 budget.

Monetary Policy: Malaysian monetar{};npolicy is aimed at controlling inflation
while providing adequate liquidity to stimulate economic growth. Monctary aggre-

ates are controlled by the central bank through its influence over interest rates in

e banking sector, open market operations and, occasionally, changes in reserve re-

quirements.
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2. Exchange Rate Policy

While the value of the Malaysian currency, the ringgit (RM), is considered to be
market determined, the Malaysian government has intervened to offset significant
upward pressure on the currency when such pressure was perceived as a sign of
excessive foreign exchange speculation.

In late 1993, following a gmlonged period of strong capital inflows (and upward
pressure on the ringgit which was resisted), the government of Malaysia intervened
aggressively in the market, brin?ng the value of the ringgit down nearly six percent
against the U.S. dollar in just a few weeks.

By mid-January 1994, the policy of a:!ggressive intervention was abandoned and
the set of controls were soon abandoned as well, and the currency was allowed to
gradually return to its earlgeDece_mbcr 1993 value against the U.S. dollar. The cur-
rent monctary authorities believe the controls introduced distortions that were not
desirable in the longer term.

Payments, inclu ng)repatriation of capital and remittance of profits, arc freely
permitted. Isayments countries outside Malaysia may be made in any forcign cur-
rency other than the currency of Israel. No permission is required for payments in
fareign currency up to RM10,000 (approximately $3,818). Individual foreign ex-
change transactions above RM10,000 required an exchange control license. For
transactions up to RM10 million ($3.8 million), a license is issued by any commer-
cial bank upon request without reference to the controller of foreign exchange (part
of Bank Negara). An individual transaction in excess of RM10 million requires ap-
proval of the controller. Individuals and companies may now hold foreign currenc
accounts in resident commercial banks, but only the first tier banks can offer suc

accounts.

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 utilitics,
motor vehicles, rice, flour, sugar and tobacco. Citing concerns about inflation, it
added 26 items temporarily to the price control list on October 16, 1994. Those price
controls are slated to be lifted as of June 10, 1995. Overall tariffs average about
10 percent on a trade-weighted basis and import licenses are required for a small
ra:lge of goods, e.f., poultry, tobacco and plastic resins. In the 1993 budget, the fed
eral government lowered or eliminated tariffs on over 600 items in an attempt tc
defuse domestic inflation, and took similar action for the same reason on over 50C
items in the 1994 budget. On October 28, 1994 the government announced it woulc
reduce import tariffs on another 2,600 items in the 1995 budget, largely to meet its
commitments in the Uruguay Round and the Association of South East Asian Na
tions (ASEAN) Free Trade Agreement (AFTA).

The agricultural sector, however, does contain some restrictive tariffs and non
tariff barriers which distort trade. For example, the government fixes farm-gatt
prices for rice and tobacco at levels above world prices to encourage domestic pro
duction and to boost depressed rural incomes. It also sets the sclling price for ric
below the farm-gate price, but still above market levels. Despite this price incentive
local rice production does not mec’ demand and the government imports large quan
tities of rice. It uses profits fror. sales of cheaper imported rice to offsct the suk
sidies for rice producers. In the case of tobacco, the government presses cigarett
manufacturers to use a high proportion of locall wn tobacco. Imports of tobacc
are restrained by high import duties and controlled through import licenses.

Tax Policies: Income taxes, beth corporate and individual, are the largest singl
source of revenue for the government, accounting for about 40 percent of goverr
ment revenue. Indirect taxes, comprising export and import duties, excise taxe:
sales taxes, service taxes and other taxes account for about 35 percent of goverr
ment revenue. The remainder of government revenue comes largely from profits «
state-owned enterprises and petroleum taxes. In 1994, the government reduced th
income tax rate on petroleum companies from 45 to 40 percent, and lowered the c:
port tax on crude oil from 25 to 20 percent. Sales taxes on imported food produc
are uniformly collected at the port of entry while competing domestic goods can ¢
cape the equivalent tax rates. However, the government has stepped up cfforts -
fine domestic manufacturers that evade sales taxcs.

Regulatory Policies: The Government cncouraogcs foreign and local private inves
ment. Currently, a foreign investor can hold 100 percent of the ecgnity in a Mala
sian subsidiary if it exports at least half of its output, has at least 50 percent valu
added domestically (or, failing that, has RM50 million—about $19 million—in fc
cign-funded assets), and does not produce items that compete with those now bei:

made for the local market.
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For companies exporting less than 50 percent of output, forei uity is generall
limited to a 51 percent share. Since the mid-1980s forei invcg:boexgs hg've gen able
to buy a maximum of 30 percent equity in firms in the insurance and banking sec-
tors. However, some existing firms have been allowed to retain their equity posi-
tions, including 100 percent foreign ownership.

4. Debt Management Policies

Malaysia has strong credit ratins:ﬂiin international financial markets and its pub-
lic and private companies have no cul? accessing funds. Malaysia’s medium and
long-term foreign debt is ex d to stand at $24.0 billion at the end of 1994, about
20 rercent of GDP. Malaysia’s debt service ratio declined from a peak of 18.9 per-
cent of gross export earnings in 1986 to 5.7 percent in 1993.

5. Significant Barriers To U.S. Exports

Import Tariffs on Tobacco: To encourage &eater 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 unmanufactured tobacco is RM50 ($20) per kilo-
gram, plus five percent ad valorem. While this policy reduces leaf imports, the
greatest im%act appears to affect the cheaper, lower gualit leaf from supplicrs
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 domes-
tic tobacco. In 1992, the government first proposed an import quota for flue-cured
tobacco. Although, Malaysia manages the quota rather liberally, cigarette manufac-
turers are forced to buy up all the locally produced tobacco which is generally con-
ls(ii(llemd to be very low quality. Cigarcttes are taxed at a rate of RM162 ($64.8) per

ogram.

Duties On High Value Food Products: Duties for processed and high value prod-
ucts, such as canned fruit, snack-foods, and many other processed foods, range be-
tween 20 and 30 percent. In the 1994 budget, import duties on most fresh fruit and
food items were reduced to between 10 and 30 percent. The abolition or reduction
in duties for numerous other food products announced in the 1995 budget should
have a positive impact on imports of items such as tree nuts, citrus fruit, dairy, live-
stock and Soul_try roducts.

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-
tem for §]astic resins to give protection to the domestic industry for a five year pe-
riod. U.S. firms utilizing resins in their manufacturing proc..ss have com lained the
system limits their ability to source the products they want and has resulted in sig-
nificant grice hikes. U.S. manufacturers of resins say their ability to sell to Malay-
sia has been sharply curbed. The ﬁ_overnment says it has implemented a trans-
parc{n. lform of protection for a specific period of time and will review the situation
regularly.

tective Tariffs for Kraftpaper: In April 1994 the government raised tarifls on
imported kraftpaper (vsed in making cardboard boxes) to between 20 and 30 per-
cent, depending on the cawﬁory. 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, affecting U.S. firms using
cardboard boxes for packing their export products. U.S. supplicrs of kraftpaper to
Malaysia have complained that they are losing salcs.

High Import Duties On Alcoholic Beverages: For the first time in many years the
tariffs on all alcoholic beverages remain unchanged in both the 1994 and 1995 budg-
cts. Dutics of wine and beer remain at RM228 ($91.2) per decaliter and RM74
($29.6) per decaliter respcctivellx.

Ban on Imports of Chicken Parts: In 1983, the government effectively closed Pe-
ninsular Malaysia to imports of chicken parts by ccasing to issue veterinary import

crmits. The ban was implemented because the European Economic Community al-
rcgcdly was dumping chicken parts into the Malaysian market. Until January of
1991, the East Malaysian states of Sabah and Sarawak maintained separate import
regimes for poultry products which permitted the import of U.S. chicken. Now, how-
ever, similar bans have been implemented in those states as well. Since the imple-
mentation of the ban, a significant domestic poultr{ industry has devclorcd and Ma-
laysia now exports relatively large quantities of live poultry and poultry meat to
countries such as Singapore and Japan. Although import licenses are still required,
import duties for poultry and poultry products were abolished in the 1995 budget
ango Malaysia has committed to opening its market to a modest import quota under

the Uruguay Round of the GATT.
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Rice Import Policy: Because subsidized local production satisfies only part of do-
mestic demand, the National Rice Authority (Lembaga Padi Negara or LPN), as the
sole legal importer, brings in substantial quantities of rice. Purchases generally are
made on a government-to-government basis, which places private U.S. suppliers at
a considerable disadvantage. A proposal to “corporatize” L%N is still being consid.
ered after years of debate.

Import Licenses: Malaysia makes limited use of import licensing. In the few sec-
tors subjeot to licenses, i.e., requiring approved permits, U.S. exports have not been
significantly impaired. Some technical licenses (e.g., for electrical products and tele-
phone equipment) exist, but they are administered fairly and do not appear to con-
stitute noritariff barriers.

Service Barriers: Malaysia protects most service sectors. Foreign lawyers, archi-
lects, etc., are generally not allowed to practice in Malaysia. Television advertise-
ments must be largely produced in Malaysia with Malaysian performers unless an
exception is obtained. oll{-owned U.S. travel agencies, air courier services, mo-
tion picture and record distribution companies are permitted.

Financial Services: Banking, insurance and stockbroking are all subject to govern-
ment regulation which limits foreign participation. No new banking licenses are
being granted for either local or foreign corporations in the onshore market. For-
eign-controlled companies are ired to obtain 60 percent of their local credit from
local banks, Under the terms of the 1987 Banking and Finance Act, all foreign-con-
trolled banks were required to convert their Malaysian branch offices to locally in-
corporated subsidiaries by September 31, 1994. Foreign sharcholdings in insurance
companies are limited to 30 percent without government approval. However, there
are ten insurance companies which are 100 percent foreign owned (one U.S.) and
another eight have foreign equity in excess of 60 percent. Foreigners may hold in
aggrcgate up to 49 percent of the equity in a stockbroking firm. Currently there are
11 stockbroking firms which have foreign ownership and 20 representative offices

of foreign brokerage firms.
Standards: Malaysia has extensive standards and labeling requiremen.s, but

these appear to be implemented in an objective, nondiscriminatory fashion. Food
product labels must provide ingredients, exgiry dates and, if imported, the name of
the importer. Electrical equipment must be approved by the Ministry of Inter-
national Trade and Industry, telecommunications eauipment must be “type a&
proved” b{ the Department of Telecommunications and aviation equipment must
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 quality and other standards approvals.
Government Procurement: Malaysian government policy uires countertrade
provisions on government tenders above RM1 million. Below RM1 million,
countertrade is welcomed and even encouraged, but not required. (Most government
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 seven percent for both post-shipment and pre-shipment credit.

Malaysia also provides tax incentives to exporters, including double deduction of
expenses for: overscas advertising and travel; supply of free samples abroad; pro-
motion of exports; maintaining sales office overseas; and export market rescarch.

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!

The Trade bcscription 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 Copyrignt (Amendment) Act of
1990, and the accompanying accession to the Berne Convention, Malaysia now pro-
vides copyright protection to all works (inter alia vidco 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
authoritics have becn responsive to requests from U.S. firms for investigation and
prosccution of copyright infringement cases, though illegal videotapes continue to be

widely available.
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Patents registered in Malaysia generally have a duration of 15 years but may
have a longer duration under certain circumstances. A person who gas neither his
domicile nor residence in Malaysia may not appear before the patent registration
office or institute a suit except through a local patent agent. Wirh 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 forei

state concerned.” Trademark infringement has not been a problem in Malaysia for

U.S. companies. Patent protection is also good.

8. Worker Rights

a. The Right to Organize and Bargain Collectively.—Unions may organize work-
places, bargain collectively with an employer, form federations, and join inter-
national org?mzatlons. There were 519 unions registered in Malaysia as of June 30,
1994, of which 60 percent are enterprise-level unions, and twelve percent of the
work force are members of trade unions. The Trade Unions Act’s ggl'mition of a
trade union restricts it to representing workers in a “particular trade, occupation,
or industry or within any similar trades, occupations, or industries.” A trade union
for which registration has been refused, withdrawn or cancelled is considered an un-
lawful association. Strikes are legal and relatively few (18 strikes in 1993). Govern-
ment policy limits the formation of unions in the electronics scctor to in-house
unions.

Collective bargaining is the norm in Malaysian industries where workers are or-
ganized. Malaysia’s system of conciliation and arbitration secks to promote negotia-
tion and scttlement of issues without industrial action. Malaysian law, especiall
the Industrial Relations Act, effectively restricts collective bargaining rights throug
compu]so‘r_y arbitration. There are 1,600 collective bar%?ining agreements and 90
percent of approximately 550 trade disputes referred to the Industrial Court are set-
tled annually. Through legislative amendment, the government is eliminating an ex-
emption for firms granted “pioncer” status which protected them from union de-
n}al%%s for terms of employment excceding those specified in the Employment Act
o 5.

b. Prohibition of Forced or Compulsory Labor.—There is no evidence that forced
or compulsory labor occurs in Malaysia, for either Malaysian or forcign workers. In
theory, certain Malaysian laws, which date to pre-independence, allow the use of im-
prisonment with compulsory labor as a punishment for persons expressing views op-
posed to the established order or who participate in strikes. The government main-
tains that the constitutional prohibition on forced or compulsory labor renders these
laws without effect. .

c. Minimum Age of 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 6 hours per day, more than 6 days per week,
or at night. However, according to non-governmental organizations, there may be as
many as 75,000 children between the ages of 10-14 working fuli-time, mostly on
plantations.

d. 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 promulgatcd in February
1994 and covers all sectors of the economy except the mantime sector and the mili-
tary. Other laws provide for retirement programs and disability and workman’s
compensation bene%ts. 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 dircct hire
workers. In addition, many of the immigrant workers, particularly illegal onecs, may
not have access to Malaysla'a system of labor ad{:)dicatlon. The government has im-
plemented programs to provide plantations wit legal foreign workers, largely to
prevent the exploitation of illegal workers. )

e. Rights in g‘eclors with U.S. Investment.—The largest U.S. investment in Malay-
sia is in the petroleum scctor. One U.S. company has two subsidiaries operating in
Malaysia. One subsidiasy, which is 100 percent owned by its U.S. parent, handles
offshore oil and gas gm uction. The other subsidiary, which is 65 percent owned by
the U.S. parent and 35 percent by a range of Malaysian individuals and institutions,
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refines and markets oil products in Malaysia. Employees at both companies are rep-
resented by the National Union of Petroleum and Chemical Industry Workers
(NUPCIW), which has ne%otiated collective agrcements with management. Some
em};:loyeea, however, have broken away from the NUPCIW and formed a separate
in-house union. Pay and benefits at both companies are considered excellent.

The second largest concentration of U.S. investment in Malaysia is 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 among the best in Malaysian
manufacturing. Twenty U.S. electronic coxﬂ)onenta manufacturers operate 25 plants
in Malaysia, employing more than 62,000 Malaysian workers.

Although there is no legal prohibitfon against orﬁanizing unions in the electronics
industry, government policy effectively discouraged any unionization in this sector
until 1988. The Director General of Trade Unions ruled in the 1970s that the Elec-
trical Industry Workers Union (E could not organize workers in the electronics
sector, as the two industries are different. Other attempts to organize a national
unjon for the electronics industry failed on similar grounds during the 1980s. The
Government registered several company (or enterprise-level) unions in the elec-
tronics sector during the late 1980s and early 1990s. At present, workers at seven
electronics companies are represented by enterprise-level unions.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars)

Category Amount
PetrolCUmM .uciiiiinsnninonnnineisseecneaseesserserssssssessessesssessossssssses os 303
Total Manufacturing ........ccceveceerensecrsennnrsnneseecnesanenerssresnssnses 1,079
Food & Kindred Products ........cccveenennee reresserassaasssssassaesaneen O]
Chemicals and Allied Products ........c.cienimenennennnesecensens 49
Metals, Primary & Fabricated ..........ccecveccunveicnrvncnrseisessonans 8
Machinery, except Electrical .........ccceennminsinsnsnesacessosnsnees M)
Electric & Electronic Equipment ........cccoveicecseccncsrensarsans 858
Transportation Equipment 0
Other Manufacturing ............... 149
Wholesale Trade ..................... 92
BanKing ....cccccinininnnnniseiiscsoninnieniiissssinsssessesssiases 96
Finance/Insurance/Real Estate ...........ccccveevrrcerencerennnrencesenn 332
SEIVICES .c.ceceeinrirernesinesissnecseseessstssssanssssssanssasssosssssassssasssssans 2
Other INdUSLEIEB .....ccccccvveirreerrenrrenrcnrrsnresnnsererssersnsesnessanesssness 25
TOTAL ALL INDUSTRIES ........ccoceerverurressersassecsessansnnsssssssenes : 1,928
1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
NEW ZEALAND
Key Econcmic Indicators
(Millions of U.S. dollars unless otherwise noted]
1992 1993 1994
Income, Production and Employment:’
Real GDP (1983 prices) .....c.cccevvveneeercnninnnseisennens 19,883 19,256 21,078
Real GDP Growth Rate (pct.) .....cccovevnnivrencniiennns -1.3 2.9 5.3
GDP (at current prices) .........cccveernerveirerecerenens 41,290 40,742 45,157
By Sector:
AGTICURUTE ...ccvccririireneciirenennsscsessisnnsnanenes 2,624 2,525 2,668
Fishing/Hunting/Forestry/Mining ........cc.c.c.... 1,712 1,763 2,708
Manufacturing ........ veesesernassnsssasansnsesssnetesnerasss 7,426 7,878 8,919
Electricity/Gas Water ........... vearenernensessnenearesens 1,204 1,074 1,315

Construction .......cccecvserereerneessennsnsestssniosesssens 1,212 1,168 1,580
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Key Economic Indicators—Continued
{Millions of U.8. dollars unless otherwise noted)

1992 1993 1994
Trade/Restaurants/Hotels .........c.cooeeeeereninenee 5,977 6,182 6,617
Owner-Occupied Dwellings ...........ccoecvenrenenenn 3,297 3,170 3,419
Transport/Storage ................... peesssenossnsssenmaneass 2,072 1,891 1,785
Finance/Insurance/Business Svcs ................... 5,896 6,032 6,399
Communications/Other Services ...........cceen.... 3,481 3,482 3,762
General Government Services .........coeevenenrene 4,978 4,665 4,804
Net Exports of Goods and Services ............coeeee 1,312 1,069 1,339
Real Per Capita GDP (USD) ......ccceeeeenrcrurserananne 5,821 5,678 6,038
Labor Force, June (0008) ........... 1,634 1,648 1,688
Unemployment Rate, June (pct.) ...cccevceverncesrevenes 10.1 9.9 8.4
Money and Prices (annual percentage growth):1
Money Supply (M2 July/July) ....cccrcevnriccrnscnrnnnnes -1.7 -0.9 12.7
Base Lentgng Rate (actual Sept) 110 -~ 98 10.1
Personal Saving Ratio3 6.2 170 7.1
Consumer Price Index ........ccmveirisnscnsnseesinnins - 08 1.0 1.3
Producer Price Index (JuneJune) .....c.ceruvniueenee S ¥ 2.6 1.6
Exchange Rate (USD/NZD) 0.5660 0.6324 0.56532
Balance of Payments and Trade: ¥
Total Exports (FOB)+4 9,899 10,103 11,162
Exports to U.S. 1,272 1,202 1,256
Total Imports (CIF)+ 8,691 9,230 10,407
Imports from U.S. 1,658 1,704 1,872
Aid Receipts 0 0 0
External Public Debt 16,163 14,202 16,022
Debt Service Ratio (March yr.)8 .......cccoecvvecerenenns 67.4 47.0 434
Gold and Annual Debt Service ........ccoeeerseerencnees 2,983 3,337 4,011
Trade Balance 1,308 873 765
Trade Balance with U.S. - 286 - 502 -616

1 National income accounts reporting years endin(lLMarch 31,
2Estimates by N.Z. Institute of Economic Researc
3Piscal year ending June 30. 1994 data is provisional.

4 Merchandise Trade.
8Principal payments on medium and long term debt plus interest payments on total debt, as a percent of

exports of goods and services and investment income.

1. General Policy Framework

New Zealand is a modern developed economy, with a heavy reliance on forcign
trade. Its manufacturing and export sectors are still significantly based on a large
and efficient agricultural sector. Tourism has become the single most important for-
eign exchange earner, surpassing meat exports. Since agricultural and processed ag-
ricultural product exports are so important to the economy, New Zealand ratified
the GATT Uruguay Round agreements and became a founding member of the World
Trade Organization (WTO) on January 1, 1995. After several years of economic re-
structuring, the New Zealand economy is now largely market driven. Most formerly
government-owned industries have been privatized, with electric. power generation
and transmission the primary remaining government-owned industries. In late 1994
economic growth was strong, inflation was under control, unemployment was falling,
and the government was running budget surpluses for the first time in seventeen
years.

While the New Zealand government is no longer running deficits, it refinances its
maturing debt (including substitution of domestic for foreign debt) and manages its
cash flow through periodic issuance of government stock and treasury bills, which
are held by both domestic and foreiﬁn vestors. The government obtains most of
its income from direct taxes (about US $11.8 billion) on company profits and per-
sonal incomes. The maximum personal income tax rate is 33 percent. The second
largest revenue earner is a “goods and services” (GST) tax of 12.6 percent on all
sales of goods and services. This appears as a sales tax to the consumer.

The Reserve Bank of New Zealand Act of 1989 instructs the Reserve Bank to di-
rect monetary policy towards achieving and maintaininf gﬁce stability. The Act re-
quires the Reserve Bank Governor and the Minister of Finance to agree on policy



81

targets. The current agreement, reached in December 1992‘ set a goal of maintain.
ing a zero to two percent annual rise in the consumer price index (&;l). with certain
factors from this “headline” inflation removed to arrive at “underlying” inflation.
These factors include interest rate rises, government taxes and charges, and one-
off external shocks, such as large oil price increases. While the CPI increase has
remained below two percent per annum since late 1991, it is e d to exceed that
level by late 1994, and Y:ak at about three percent in early 1995. Underlying infla-

tion is expected to remain below the two percent target. The Reserve Bank uses one
day loans to banks of glovernment receipts, daily open market operations, and twice
weekly Reserve Bank bill tenders to implement its monetary polﬁ:;'.

2. Exchange Rate Policy

The New Zealand dollar has floated since March 1985 as part of a broad based
deregulation of financial markets. The Reserve Bank has not intervened in the for-
eign exchan% market since the float. In mid October 1994, the New Zealand dollar,
at about 81 U.S, cents, had reached its highest point againat the U.S. dollar since
late 1990, havin aplprociawd by almost 20 percent against the U.S. dollar since late
1992. At these levels, U.S. goods and services remain competitively priced in the
New Zealand market.

In pursuinr the objective of price stabilitf. the Reserve Bank uses the followin
check list of indicators: exchange rates; level and structure of interest rates; growt
of money and credit; inflation expectations; and trends in the real economy. The in-
terest rate yield gap and the trade weighted exchange rate are scen as the principal
indicators. ile not attempting to run a fixed exchapﬁf rate band, the Reserve
Bank does seek “comparative exchange rate stability.” The Reserve Bank’s control
of primary liquidity influences the exchange rate indirectly through its impact on

short-term interest rates.

3. Structural Policies

Certain New Zealand manufacturers, rrimarily motor vehicle assemblers and car
tire, textile, carpet, footwear and apparel manufacturers, retain high but decreasing
effective rates of tariff protection. In March 1991, a program was announced to cut
most tariffs by one-third from 1993 to 1996. Liberalization beyond 1996 will be de-
termined by a review held in 1994. Most observers expect further gradual reduction
in tariffl protection for these industries, in spite of stifl' opposition from those directly

affected.
In December 1990, the new National Party government introduced industrial rela-

tions reform legislation, resulting in the Employment Contracts Act, which came
into effect on May 15, 1991. This law abolished oom‘pulsory unions and the practice
of nationwide occupational awards. The removal of these restrictive practices has
generated more flexible workplace arrangements with consequent improvements in

productivit(.
The National Party government also implemented reductions in expenditures for

social benefits through better targeting, and a broad review of the social assistance
structure. This process was extended in the July 1991 budget package through the
introduction of partial user charges for health and education and rat‘onalization of
housing assistance. In August 1993, despite strong public resiste.nce, the three
major political parties agreed to changes to the universal retirement system to bring
its costs to the government under control.

4. Debt Management Policies

Gross public debt grew from 46 percent of GDP in 1973 to a peak of 77 percent
of GDP in 1987. In June 1994, total public debt was US $27.2 billion, cquivalent
to 67 percent of GDP. This imf)rovement is largely due to the use of proceeds from
privatization to repaly external debt, and to the improving cconomy. In the fiscal
year ending March 1988, debt service on the public debt reached US $3.3 billion,
or 8.4 percent of GDP and 20 percent of government expenditure. Public debt serv-
ice dropped to US $1.97 billion in FY1994, or 4.4 percent of GDP and 12.1 percent
of expenditures.

External debt accounted for 59 percent of the total in mid-1994. Interest on exter-
nal debt in 1994 equaled 12.4 percent of exports of goods and services, and invest-

ment income.

5. Significant Barriers to U.S. Exports

New Zealand embarked on a unilateral tariff liberalization program in 1985 with
the announcement that tariffs on goods not produced in New Zealand would be re-
duced to zero. In 1988, the govemment reported that 93 percent of imports entered
duty free. In December 1987, a general tariff reduction plan was announced for
goods not covered by industry plans. (Five categories of goods were covered by in-
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dustry plans: footwear; carpet; textiles; apparel; and motor vehicles.) Tariffs on
other goods were reduced in four stages between July 1988 and July 1992 from
range of 30 to 40 percent to a range of between 16 to 19 percent. In 1991 it was
announced that t. reductions would be continued between 1993 and 1996.

Under separate treatment for ﬁoodn covered by the former industry plans, present
relatively high tariffs for apparel, textiles, curtains, carpets, footwear, motor vehi-
cles and car tires will be reduced in stages to 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; replacement tires,
156 percent; and apparel, 30 percent. A review for the post-1996 pericd was con-
ducted in 1994. Most observers expect further gradual reduction in tariff protection
for these industries, despite stiff opposition from some domestic producers.

One example of a protected industry is the car assembly sector, where tariff pro-
tection will from the present 30 to 25 percent on July 1, 1996. The assemblers
maintain that further tarifl' reductions will jegfardize their ability to maintain an
employment level of 2,600, and kill a potential export market to Australia. Their
opponents (importers of used cars, mostly from Japan) counter that the present du-
:‘i;x; :nake cars an average of US $3000 more expensive for every New Zealand mo-

st.

Thus, despite extensive reform, tariffs on goods competing with domestic products
remain relatively high. With the entry into force of the GATT Uruguay Round
Agreement in 1995, tariffs on only two categories of imports, used motor cars and
used clothing, will be unbound. Items of particular export interest to the United
States subject to hiﬁel} tariffs include printed matter for commercial use, aluminum
products and wine. Reductions in tariff levels in accordance with the aforementioned
plan should result in expanded commercial opportunities for U.S. exporters.

New Zealand has completed the dismantling of a highly restrictive import licens-
ing regime. The remaining import license controls for goods under the former indus-
try plans were eliminated in 1992. This liberalization has benefitted U.S. exporters.

The New Zealand Apple and Pear Marketing Board, a producer organization, had
a monopoly right to import apples and pears, except from Australia. This monopoly
was abolished effective January 1, 1994.

New Zealand welcomes an?encouragcs foreign investment without discrimina-
tion. Approval by the Overscas Investment Commission (OIC) is required for forcign
investments over NZD ten million or investments of any size in specific scctors. ’l't{\c
review of investments above NZD ten million applies to both acquisitions and green-
ficld investments. Specified sectors are commercial fishing and rural land. Foreign
investment in commercial fishing is limited to a 24.9 gcrcent hold‘i)xvm_g, unless an ex-
emption is granted by the Ministry of Agriculture and Fisheries. While the level of
ownership i8 not restricted for rural land, foreign purchasers are required to dem-
onstrate that the Furchase is beneficial to New Zealand. In practice, the OIC ap-

roves virtually all investment applications, and its approval requirements have not

cen an obstacle for U.S. investors. For example, the entire national railroad sys-
tem, including the onlg regular passenger and rail ferry service connecting the two
main islands, was sold to a majority U.S. owned consortium in 1993. In 1991, the
former government telecommunications monopoly was sold to two U.S. tele-
communications companies. No performance reﬁuirements are attached to foreign
direct investment. Full remittance of profits and capital is permitted through nor-
mal banking channels.

The U.S. Government recognized the genecrally liberal trading environment in
New Zealand by sifm'ng a bilateral Trade and Investment Framework Agreement
(TIFA) in October 1992. The TIFA provides for periodic government to government
consultations on bilateral and multilateral trade and investment issues and con-
cerns. The first TIFA meeting was held in Washington in April 1993.

6. Export Subsidies Policies ' X

New Zealand acceded to the GATT subsidies code in 1981. At that time, New Zea-
land undertook to eliminate seven export subsidy programs that were inconsistent
with the code by March 1985. While five of the programs were eliminated on sched-
ule, two programs were extended through March 1987, leading the United States
to deny New Zealand imports use of the injury test in countervailing duty cascs.
One of these programs, the export market development taxation incentive, was cx-
tended a second time, but expired in 1990. The United States reinstated the injury
test for New Zealand once tax rebates under this last inconsistent program were

complete.
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7. Protection of U.S. Intellectual Property

New Zealand is a member of the World Intellectual Pro Organization, th
Paris Convention for the Protection of Industrial lgmu rty, a‘:lr%e Brg:nez&oo;righ:
and Universal Co t Conventions. New Zealand has generally supported meas-
ures to enhance intellectual property protection at multilateral organization meet-

ings.

ﬂ!he Government of New Zealand stronglxﬂendoma the protection of intellectual

roperty and enforces effectively its laws which offer such protection. This is done

Protect New Zealand innovators both at home and abroad, and to encourage tech-
nology transfer. The government recognizes that New Zealand is heavily dependent
on imported technology and that the country derives considerable benegt in provid.
ing intellectual property protection.

n 1992 New Zealand repealed Sectfon 51 of the Patents Act, 19563, which con-
tained permissive rules for compulsory licensing of pharmaceutical products. While
no licenses had ever been issued under these provisions, in 1990 a number of appli-
cations were filed with the Commissioner of Patents, generating a great deal of con-
cern among international pharmaceutical companies. The repeal of Section 51
brought New Zealand's patent act into conformity with the intellectual property leg-
islation in other industnalized countries.

The government is engaged in a full review of its intellectual property rights re-
gime. It is expected that major new copyright legislation, 'ncluding provisions on
parallel importing, will be enacted in 1994, as well as new logislation on layout de-
signs. In addition, some amendments to patent and trademark laws, as required by
the Uruguay Round's Trade Related Aspects of Intellectual Property ('I‘RIPgl; Agree-
ment, were before the parliament in late 1994, as well as a new re%me for the pro-
tection of geographical indications, expected to be enacted in 1994. Draft legislation
will also protect certain data which are supplied to New Zealand regulatory authori-
ties who give marketing approvals fotwhannaceuticals and agrochemicals. These re-
forms are mainly aimed at bringing New Zealand’s intellectual property rights law
into conformiti'nwit.h the TRIPS Agreement. It is expected that further reform legis-
ltiat{::tx; will be introduced in 1995 on trademarks, patents, designs and plant vanety

ghts.

8. Worker Rights

a. The Right of Association.—New Zealand workers have unrestricted rights to es-
tablish and g’oin organizations of their own choosing and to affiliate these organiza-
tions with other unions and international orﬁanizatlons. The principal labor organi-
zation, the New Zealand Council of Trade Unions (NZCTU), is afliliated with the
International Confederation of Free Trade Unions (ICFTU). A second, smaller na-
tional labor federation, the New Zealand Trade Union Federation (TUF), was cstab-
lished in 1993. TUF is not affiliated with any global international, altfrough some
of its affiliates retain longstanding ties with the ICFTU’s international trade scc-
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. Morcover, po-
lice officers are barred from striking or taking any form of industrial action. Police,
hol\lwever.ldo have frecedom of association and the right to organize and to bargain
collectively.

b. The lgight lo Orﬁanize and Bargain Collectively.—The right of workers to orga-

nize and bargain collectively is provided by law and observed in practice. Unions
actively recruit members and engage in collective bargaining. Only uniformed mem-
biers] of the armed forces are not periiitted to organize unions or to bargain collec-
tively.
La{)or market deregulation intended to make New Zealand more competitive
internationally was initiated with the Employment Contracts Act (ECA) of 1991,
which marked a sharp break with almost a century of pro-union industrial legisla-
tion. Under the ECA, unions lost their special legal status and have no inherent
right to represent any particular group of workers. Compulso?t unions and the
closed shop were abolished. Monopoly 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 emgloyees in an industry whether or
not they had been involved in the award ng.gotiat ons. 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 8o as their representative. Medi-
ation and arbitration procedures are conducted independently of government con-
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trol. The Employment Court hears cases arising from disputes over the interpreta-
tion of labor laws. A less formal body, the Emplﬁyment 'l‘rigunal. is available to han-.
dle wage disputes and assist in maintaining eflective labor relations. There are no
export processing zones.

¢. Prohibition of Forced or Compulsory Labor.—Forced 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, mi g, 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
gnder the minimum age for leaving school (now 16) are not employed during school

ours.

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 Contracts Act, however, employers and employees
may agree to longer hours than the 40-hour per week standard. The government.
mandated minimum w?e of approximately US $3.75 an hour, applies to workers
20 yecars of age and older. Effective April 1, 1994, a minimum wage for younger
workers was introduced at 60 percent or the adult minimum. A majority of the work
force earns more than the minimum wage.

New Zcaland has an extensive body of law and regulations governing hcalth 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 Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

(Millions of U.S. dollars)

Category Amount

Petroleum tetseseentesarasteinesbeesansetesenarsOatsabeaaRREats SR sae RS 339
Total Manufacturing .... resmsenesssnssesastnssasasersssenes 778

Food & Kindred Products .........cccoeeeeecrnecnenacssens )

Chemicals and Allied Products - 110

Metals, Primary & Fabricated .... . 7

Machinery, except Electrical ........cccccvrerinnnvnsvnsiiisisssisnessnns 3

Electric & Electronic Equipment .........cccocviniininennnrisenns 38

Transportation Equipment .........ccivieineninnnnnninincinnaen )

Other Manufacturing ..., 317
Wholesale Trade .......ccceveveeceeeseencsseenesnnresssnsesssessssesssssssssssassans 108
BanKing .....cccceenennniiniisiinninicniessss O]
Finance/Insurance/Real Estate ........cccccovniiiinniiinnnnecionnens 198
SEIVICES .eevvrerirrerersuisseesnnersssssesatssesssessacssassassssssssssssnssnssasassrnsns O]
Other INAUSLIIES ....cceevrrneerririsrersrnneessncesssssecssnsessonessssssssssnssnas 1,687
TOTAL ALL INDUSTRIES .......cccccoccrrmarrasscssssansassssasssnssssssen 3,037

18uppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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PHILIPPL .ES
Key Economic Indicagoro
(Millions of U.8. dollars unless otherwise noted)
. 1992 1993 1994}
Income, Production and Employment:
Real GDP (1985 prices) ........ eesrentessntessnsaseenssornnses 38,632 39,393 41,047
Real GDP Growth (pct.) 0.3 2.0 4.2
GDP (current prices) 52,982 54,068 62,364
By Sector: (current prices) .
Agriculture 11,561 11,723 13,533
Energy/Water 1,284 1,343 1,497
Manufacturing 12,812 12,891 15,092
Construction 2,664 2,962 3,368
Dwellings/Real Estate 3,380 3,633 4,064
Financial Services 2,084 2,159 2,496
Other Services ........cceceneesesensssssssssssonsesssosers 18,559 18,765 23,979
Government Services . 3,670 3,491 3,804
Health/Education (private) 1,169 1,329 1,534
Net Exports of Goods & Services ........c.cocvurenenens ~2,403 ~4,612 - 6,301
Real Per Capita GDP (1985 prices) 595 692 602
Labor Force (0008) .......ccccerrenereeneresarinersassnsssassonse 26,290 26,884 27,600
Unemployment Rate (pct.) ......ccvvcnncennssnsacsnene 9.8 9.2 9.0
Money and Prices (annual percentage growth):
Money Supply (M2)32 11.0 24.5 19.0
Weighted Ave. Loan Rate 3 19.4 14.6 15.0
Weighted Ave. Savings Rate3 0.6 8.3 8.5
Retail Price Index (Manila) 5.1 20 7.8
Wholesale Price Index (Manila) .........cocecvrersnsaens . 4.5 -12 8.5
Consumer Price Index (Phil.) 8.9 1.6 9.9
Exchange Rate (Pesos/USD)
Official (interbank rate) 26.51 27.12 26.95
Parallel (and buying rate) . 25.40 27.07 26.90
Balance of Payments and Trade:
Merchandise Exports (FOB) 9,824 11,376 13,060
Exports to U.S. (Phil. data) .. 3,832 4,371 4,950
Merchandise Imports (FOB) 14,619 17,697 20,600
Imports from U.S. (Phil. data) ........cccccenineanes 2,620 3,522 4,100
Bilateral Aid, U.S.¢ .... 322 160 179
Bilateral Aid, Others 1,312 1,727 1,630
External Public Debt 30,934 34,282 36,300
Debt Service Payments (paid) ........ccecrsscnssnsasnne 38,137 3,633 4,270
Gold and Annual Debt Service 5,218 5,801 7,250
Trade Balance —4,696 -8,222 ~17,660
Trade Balance with U.S. 1,212 849 850

11994 figures are estimates based on partial data available as of October 1994.

3Growth rate of year-end M2 levels.

2Actual ave. annual interest rates, not changes in them.

4Inflows of bilateral official loans anm%o per balance of payments. Figures for U.S. are net of inflows

from the U.S. Veterans Administration 3
Sources: National Economic and Development Authority, Bangko Sentral ng Pilipinas, Department of i

nance.

1. General Policy Framework

The Philippines is an archipelago of over 7,000 islands with an estimated Foipu
lation of 68 million. Poverty remains a ma{'or concern, with nearly 40 percent ol Fili-
pino families estimated to be living below the poverty threshold. Agriculture contrib-
utes about 2‘§v¥emnt of Gross Domestic Product (GDP)—less than industry (33 per-
cent) and services (44 percent)—but absorbs the bulk (45 percent) of the employed.
The country also has had to mpple with a boom and bust economic growth pattern,
with high growth periods subsequently slowed by the emergence of macroeconomic
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jmbalances. For the past decade and more, low savings, investments and exports
have contrasted with the performance of Asia’s economic dragons. In the past year,
however, a more soundly based economic rebound has begun to emerge.

The Ramos Administration, inaugurated in 1992, has continued and expanded the
reforms initiated by its predecessor: liberalizing the trade, foreign exchange and in-
vestment regimes; privatizi garut.atals; reducing entry barriers in vital industries
(most recently in banking, telecommunications, and insurance); and encouraging

rivate sector investments in much needed infrastructure. Real GNP, which grew

.1 percent du the first half of 1994, reflects this rebound from a combination
of exogenous shocks, Sslitical disturbances, macroeconomic imbalances and crippling
power ehortages which kept average real GNP expansion at 2.2 percent from 199
to 1993, slower than the rate of population growth. Although some political and so-
cial resistance remain, there is a growing realization among government officials,
rivate sector leaders and legislators that the liberalization process must continue
or the economy to sustain its recent strong recovery. Many question marks remain,
but optimism is growing that the Philippines may, at last, be embarking on a path
of sustained strong growth.

The Philippines is a member of the GATT, particigated actively in the Uruguay
Round (UR), and became a founding member of the World Trade Organization
(WTO) on January 1, 1995.

The government is working to achieve fiscal balance and discipline as part of an
overall program to improve and sustain macroeconomic stability. The fiscal deficit
has been reduced by a combination of new taxes and spending cuts. In 1995, the

vernment hg‘;:es to achieve its first fiscal surplus in over two decades. Debt serv-
ce's share of the budget pie has declined in recent years from almost half to under
a third today. The government has had some success with the issuance of three-year
floating rate treasury notes, but short-term debt still makes up nearly 70 percent
of outstanding government securities.

In 1993, the government financially restructured the Central Bank. Previously,
the instruments available for monetary management were severely limited by the
Central Bank’s mounting financial losses, compelling monetary authorities to keep
reserve requirements at high levels. Now armed with a clean balance sheet and a
220 billion peso portfolio of new treasury securities, the “new” Central Bank (offi-
cially known as the “Bangko Sentral ng Pilipinas”) is in a position to undertake
open market operations effectively. Since the 1993 restructuring, the Bangko
Scntral has lowered bank reserve requirements by six percentage points, from 25

to 19 percent.

2, Exchange Rate Policy

Except for a few remaining restrictions on forcign investments and on forcign
debt, most foreign exchange restrictions were liberalized starting 1992. The foreign
exchange rate is now set freely in the interbank market.

The new regulations now allow immediate repatriation and remittance privileges
without requiring Bangko Sentral approval. Foreign exchange earners are generally
free to buy and sell foreign exchange, maintain foreign currency accounts and trans-
fer foreign exchange out of the country for deposit or investment abroad. To further
liberalize the foreign exchange ?‘ystem and encourage greater competition, the gov-
ernment reintroduced off-floor forex trading in April 1992 using a computerized
dealing system. However, the Bangko Sentral imposes ceilings on individual banks’
foreign exchange positions, requiring excess forex holdings to be sold to the Bangko
Sentral or to other banks. Investment abroad by Philipgine residents using foreign
exchange purchased from the banking system is limited to $3 million per investor

per year.

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 (such as tax holidays and/or
tax and duty-free privileges on inputs and capital equipment) to investors in govern-
ment-preferred activities. While there are exceptions, private and government-
owned firms generally compete on equal terms. An ongoing privatization program
is markedly reducing the government’s role in many sectors.

Ttre Foreign Investments Act of 1991 allows full foreign ownership of companies
engi.ged in activities not covered Il;ﬁ investment incentives. Previous regulations
used to limit foreign ownership in Philippine companies gencrally to 40 gerccnt. A
much reduced “negative list” of sectors where foreign ownership is cither banned or

limited remains. (See Section 5)
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Trade liberalization and tariff reform programs continue. The major exception is
in agriculture, where 70 percent, b valfxe, of major production mains prl:mcted
from import competition. ﬁeent reforms have improved access to important service
industries, most recently in telecommunications, banking and insurance. In May
1994, the government improved its build-operate-transfer (BOT) law, first launched
in 1980, by expanding the number of BOT variations, simplifying rules and regula-
tions, and allowing more flexibility in pricing.

Over the last two years, the government adopted a number of tax measures to
beef up revenues. It increased stock transaction and documentary stamp taxes, re-
structured cigarette taxes, imposed & minimum three percent tariff, and increased
various government fees and charges. In May 1994, legmlation expanding the value
added tax base (VAT) was siqned nto law, extending the VAT to goods and services
such as telecommunications, lease and sale of real property, restaurants/caterers/ho-
tels, books, imported meat and, eventually, to professional and financial services.
(Note: The eonatitntional:tiy of the expanded VAT has been challenged in the courts
and implementation remains suspended by a Supreme Court temporary restraining

order.)

4. Debt Management Policies

The Ramos Administration has continued the firm commitment to servicing the
country’s foreign obli?tiona desYite occasional congressional and other political
rhetoric calling for debt repudiation and/or debt service caps. Between 1990 and
1992, the government repurchased $2.5 billion in obligationn owed foreign commer-

cial banks and converted $3.2 billion dollars of eligible debt to long term bonds.

These efforts enabled the Philippines to re-enter the voluntary international capital
E\ark:ots disn 1993 after a decade’s absence, issuing about $900 million dollars in
urobonds.

The International Monetary Fund (IMF) approved a three-year extended arrange-
ment in mid-1994, which the Philippines envisions as an exit arrangement. The
agreement dpaved the way for the fifth Paris Club debt rescheduling round, which
was limited to debt not previously rescheduled. However, due to upward pressure:
on the peso caused by a strong inflow of forei%: exchange, the Phil?ppines decided
not to pursue the Paris Club agreement, but to make payments on schedule. The
Philippines continues to benefit from various sector-specific assistance and struc-
tural adiustmex;;ﬁ)rograma rovided by multilateral institutions such as the Asian
Development Bank and the World Ba Groug.

The growth of the Philippines’ foreign debt has slowed markedly since the mid-
19808, and foreign debt servicing is no longer a severe problem. As of March 1994,
the debt was $35.3 billion, or 50 to 565 percent of gross national product. The ratio
of debt service to export receipts is now below 20 percent, from nearly 40 percent

in the early 1980s.

5. Significant Barriers to U.S. Exports

Tariffs: Independent of the Uruguay Round, in 1991, the Philippines began pro-
grams to reduce, modify and simplify tariffs into four tiers of 3, 10, 20 and 30 per-
cent. With its scheduled completion in November 1994 of the current tarifl reform
program (Executive Order 204), the Philippines’ nominal tarifl will average 20 per-
cent. The government is already actively considerilr;g further comprehensive tarifl
reductions stretching to the end of the decade. The Philippines also agreed to elimi-
nate quantitative restrictions on agricultural imports but will be implementing com-
pensating tariffs (at an estimated 100 percent level), applicable except for minimum
access quotas, which will continue to protect much of that sector.

Effective May 1, 1994, a minimum three percent tarifl was established for all im-
rorts. While only 60 tariff lines had been duty free, 2.5 percent of 1993 imports from

he U.S,, worth $88.5 million, were in those categories. Electrical generatir{f sets,
which made up 67 percent ($59.4 million) of duty-free imports from the US. in
1993, will be subject to a 10 percent tariff beginning July 1, 1995.

As part of a structural reform %rocﬁram intended to spur investments in export

industries, Executive Order 189 which took effect August 22, 1994, lowered tariffs
on capital ets.nipment, components and parts to a range of 3 to 10 percent. Equip-
ment covered are used in various sectors includinﬁ garments and fashion acces-
sories, electronics, pulp and paper, sporting goods and processed foods. )
To boost the competitiveness of the domestic textile milling and garments indus-
try, Executive Order 204 will lower import duties on 790 tarifl lines including chem-
ical inputs to textile manufacturing, textile material inputs and garments, effective
November 17, 1994, .

About 208 “strategic” products will remain subject to 50 percent tariff and in some
cases quantitative restrictions. This group, which includes rice, sugar, fruits, coco-
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nut oil, and luxury goods such as liquor, tobacco, candy and leather goods, re
M aporie ol U5 pe pirientee lfi'ifguh also bee . 4 by the M .

ports o . agricu roducts have also been constraine e “Magna
Carta of Small Farmers” whichpullowed the Agriculture Department to ban im s:rt
of goods produced in “sufficient quantity” locally. The government has acknowlecf d
this is in conflict with the implementation of the UR Agreement/WTO and is mak?:g
plans for necessary chanﬁa.

Of particular interest to the U.S. is that the sale of domestically produced meat
is exemgt from the expanded VAT while imported beef (high-grade or manufactur-
ing grade cut) is subject to the tax. The Finance Secretary has acknowledged this
too may contravene a GATT provision, and has indicated a change will be made in
accordance with the Agreement.

Import Licenses: Prior clearance is still reguired for more than 100 restricted and
controlled items (mostly agricultural and industrial commodities) generally for rea-
sons of health, safety or national security. The National Food Authority remains the
sole importer of rice. A Board of Investment (BOI) “authority to import” is required
for commercial vehicles and parts covered by its Progressive Industrial Development
Program. A Garment and Textile Export Board (GTEB) “authority to import” is re-
quired for imports of sre-cut fabrics and accessories for processing into finished gar-
ments and textile products for export.

Commodity imports financed with foreign credits still require prior approval from
the Bangko Sentral ng Pilipinas (BSP). The Philippines is a signatory fo the GATT
Img:rt icensing Code.

rvices Barriers: Banking-A new law, signed in May 1994, will relax restrictions
in place since 1948. A foreign investor can enter either on a wholly owned branch
basis or own up to 60 percent of an existing domestic bank or new locally incor-
porated banking subsidiary. However, only six foreiFn banks (plus four more with
presidential discretion) will be allowed entry on a full service, branch basis.

Securities-Membership in the Philippine stock exchange is open to any company
(foreign or Filipino) incorporated in the Philippines. A foreign investor wishing to
purchase shares of stock is subject to foreign ownership limitations specified by the
constitution and other laws. Foreign ownership in securities underwriting compa-
nies is limited to a minority. Foreign firms are not allowed to underwrite sccurities
for the Philippine market, except under the provisions of the new Banking Law,
(which allows fom bank branches to operate as universal banks). Forcign firms
may underwrite ppine issues for foreign markets.

Insurance and Travel Agencies—For at least two years effective October 24, 1994,
these sectors were opened to full foreign ownership (See Section 5~Investment Bar-
riers). However, the implementing rules and regulations have not yet been made
public, so the conditions on market entry are not yet known.

Legal Services: Specific requirements to practice law in the Philippines are Phil-
ippine citizenship, ﬁraduation from a Philippine Law School, and membership'in the

ntegrated Bar of the Philippines.

Standards, Testing, Labelling, and Certification: The Philippine government, for
reasons of public health, safety and national securiiy, implements regulations that
affect U.S. exports of drugs, food, textiles and certain industrial goods. Notable cx-
amples follow:

(a) The Department of Health’s (DOH) renewed campaign for the full implementa.
tion 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%slmports of high-grade beef, fresh fruits, vegetables and sceds are controlled
through phytosanitary certification which is often costly.

(c) Labeling is mandatory for textile fabrics, ready-made garments, houschold and
institutional linens and garment accessories.

(d) Local inspection for standards comglliance is required for imports of about 30
specific industrial Jn'oducts, including lighting fixtures, electrical wires and cables,
sanitary wares and household appliances, portland cement and pneumatic tires. For
other goods, however, U.S. manufacturers’ self-certification of conformance is accept-
ed. The Phiiip ines is a signatory to the GATT Standards Code.

Investment Barriers: A more liberal foreign investment law (the Foreign Invesi-
ment Act of 1991, or FIA) for activities not eligible or not seeking investment incen-
tives allows foreign equity beyond the 40 percent ceiling imposed by previous invest-
ment regulations. However, there are important exceptions, one bein7 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 particifation is either excluded or
limited by the Constitution and other statutes. Investments in mass media, the
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practice of licensed professions (including legal services), retail trade, cooperatives
small scale mining and private security agencies are excfuaively for Filipinp&. Vary:
ing foreign ownership ceilings are imposed on companies engaged in, among others
advertising, employee recruitment, construction, financing, mge the exploration an
oS Then B limits Torelgy: owsership (generall ) §

oreign ownership (generally to 40 percent) for reasons of public
health, safety and morals, and to protect local smallp:nd medium-sized ﬁrn‘x)s. To
pmtoci small domestic enterprises, non-export firms must be capitalized at a mini-
mum of $500,000 to exceed the 40 percent ore\}gn ownership requirement,

C) List C limits foreign ownership in activities “adequately served® by existing
Philiprine enterprises.

Until October 23, 1994, the FIA was guided by a three-year “transitory” forei
investment negative list. The government released the first “regular”’ negative lg:t‘.
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,” o{:eninﬁ activi-
ties and services such as insurance, travel agencies, tourist lodging establishments
conference/convention organizers, and import and wholesale activities not intcgratccf
with production to full foreign ownership. An “empty” list C also gives existing for-
eign licensors 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 heari:gs.

The government imposes a foreign ownership ceiling of 40 percent for firms seck-
ing incentives with the Board of Investment (BOI) under the government’s annual
Investment Priorities Plan (IPP). While this ceiling may be exceeded in certain
cases—i.e., the activity is defined as “pioneer,” or least 7 ‘gercent of production is
for exfgrt, or the enterprise locates in an area classified as “less developed”—divest-
ment to the 40 percent foreign ownership ceiling is required within 30 years. Indus-
try-wide local content requirements are also imposed under the government’s pro-
gressive development program for automobiles. Current guidelines also specify that
particirants in the automobile development program generate, via exports, a certain
ratio of the foreign exchanfe needed for imJ)ort requirements,

Current Philippine regulations restrict domestic borrowings by foreign firms. The
limits are set a8 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, PhiliJ)pine overnment procure-
ment policies do not discriminate against foreign bidders. However, preferential
treatment is given in the g\m:hase of medicines, rice for government employees,
corn for domestic consumption, and iron and steel products for use in government
projects. Petroleum requirements by government ugencies must be procured from
government-owned sources.

Awarding of contracts for government procurement of goods and services have to
rass competitive bidding. For infrastructure projects which require a public utility
ranchise (e.g. water and power distribution, public telephone and transportation
system), the contractor must be at least 60 percent Filipino. For other major con-
tracts, such as build-operate-transfer (BOT) projects, where operation may not in-
clude a public utility franchise, a foreign constructor must be ulg accredited by its
government to undertake construction work. To the benefit of U.S. suppliers, areas
of interest including gower generation equipment, communications equipment and
computer hardware do not generally confront significant restrictions. The Phil-
ippines is not a sjfnato to the GATT Government Procurement Code.

Customs Proce ures:lxn imports valued at over US $500 are (fermitted onlﬁ with
a pre-shipment inspection report called a “Clean Report of Findings” issued by the
authorized outport inspector. To fix import duties, the Burcau of Customs utilizes
Home Consumption Value (HCV). This permits arbitrary valuation which in many
cases (according to extensive anecdotal evidence) does not reflect the selling price.
Valuation is inconsistent from country to countl?.

The government has committed to replace HCV to conform to its GATT obliga-
tions. The shift is to be phased in over several years, first by a move to a modifica-
tion of the Brussels definition of value in 1995. Legislation to replace the HCV sys-
tem is pending before the Congress, and it is doubtful that a.change will be imple-
mented before the year end. The P‘)ilippines is not a signatory to the GATT Cus-

toms Valuation Code.

6. Export Subsidies Policies

Enterprises (dominated l:{ exporters) which register with the BOI to obtain incen-
tives are entitled to tax and duty exemptions under the Philippine Omnibus and In-
vestment Code of 1987. These include income tax holidays, tax and duty exemptions
for imported capital equipment, as well as tax credits for purchases of domestically

ko
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sourced capital equipment and raw materials. Export traders are entitled to tax
credits for imported raw materials required for ckl;o 2

Financingil available to all Philippine ex rs and there is no preferential rate
for domestic companies. Without prior BSP approval, exporters may avail them-
selves of foreign mmn?' deposit unit (FCDU) loans from local commercial banks
up to 100 percent of the letter of credit, purchase order or sales contract. To cushion
the im of a strong peso (betwcen January and August 1994 the peso appreciated
against the US dollar by five percent from 27.724 to 26.313), the BSP fur&er eased
export financing rules. ﬁewnﬁ;, FCDU loans were made available also to indirect
exporters who are now allowed to spend the dollar loan to cover not only t*eir dollar
requirements, but also their peso requirements provided proceeds of tﬁe loans will
be used for the production of export goods.

An Export-Import Banking Program of the Development Bank of the Philippines,
launche Primarily to address the needs of the exportin communit{. reduced inter-
est rates from 13 to 11.5 percent between August and September 1994. In particu.
lar, export-oriented activities that are labor-intensive and which will utilize local
raw materials benefit from this program. The Philippines is a signatory to the

GATT Subsidies Code.

7. Protection of U.S. Intellectual Property

While Intellectual Property Rights (IPR) protection is improving, serious problems
remain, and the issue remains a bilateral trade concern. Current penalties for in-
fringement and counterfeiting are not real deterrents. Insufficient funding hampers
the efiective operation of agencies tasked with IPR enforcement. Joint government-
private scctor efforts have improved administrative enforcement, but when IPR
owners must use the courts, enforcement is slower and less certain.

In February 1993, President Ramos created the Inter-agency Committece on Intel-
lectual Property Rights as the body charged with recommending and coordinating
enforcement oversight and program imf)l;mentation. The Philippine government is
a party to the Paris Convention for the Protection of Industrial erty, the Patent
Cooperation Treaty, and the Bern Convention for the Protection of Literary and Ar-
tistic works. It is a member of the World Intellectual Property Organization.

The Philipf)ines was moved from the U.S. Trade Representative’s special 301 “pri-
ority watch list” to the “watch list,” following a bilateral IPR agreement signed in
April 1993 which commits the Philippine government to imfrove its legislative pro-
tection and to strengthen enforcement aigniﬁcantlY. The Philippine government has
generally complied with the ment, except for legislative improvements. Legisla-
tion incorporating all legislative commitments under the bilateral was targeted for
submission to Congress before June 1994, The government did not, however, meet
the deadline, but remains committed to submitting the legislation.

Patents: The present law recognizes the possibility of compulsory licensing two
Years after registration with the Patent, Trademark and Technology Transfer Board,
f 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 cs-
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 agreements not exceeding five percent of net sales. Ror
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 US firms—for example Disncy—have
had success in curbing piracy in cooperation with Philippine enforcement agencies.
The National Bureau o Investifation (the Philippine equivalent of the FBI) has
been cited by the private sector for its excellent cooperation rccentl{,l‘i'n conductin
raids against trademark violators. Under the terms of the U.S.-Philippine IP.
agreement, the government will seek amendments to the Philippine trademark law
to provide protection for internationally well-known marks. )

ilippine law requires trademark owners to file an affidavit of use or justified
non-use with the Patents, Trademark and Technology Transfer Board every five
Kears to avoid cancellation nf trademark and registration. Non-use of a mark must
e for reasons totally beyond the control of 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
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use in the Philippines. Ponding legislation secks to incorporate this practice into

Philippine law. 'Frademark protection is limited to the ma?:facmrin (g' marketing

:}{eﬂ;‘:o specific cl:;o of goods applied for, and to products with a logcal linkage to
m L]

Copyrights: Philippine law is overly broad in allowing the reproduction, adapta-
tion or translation of apublinhed works without the au orizatlgn of the eopynp ht
owner, A presidential decree permits educational authorities to authorize the 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 %ﬁe cur-
riculum and the foreign list price converts to 250 pesos (about 8§ $10) or above.
This decree, especially for textbooks, is inconsistent with the appendix of the 1971
text of the Berne Convention. However, the Philippine government is expected,
under the terms of the bilateral IPR agreement with the U.S. reached in Apriﬁ993.
to correct these deficiencies thmuﬁh accession to the Paris Act of the Berne Conven-
tion, and thmu%h amendments to its domestic legislation.

Video piracy is a serious g;oblem, but has declined from about 80 percent of the
market a few years ago to about 60 percent now. The government's Videogram Reg-
ulatory Board (VRB) 18 tasked with xidhting video piracy. Due to budget constraints
the bulk of its efforts are. focused in Metro Manila, Copyright protection for soun
recordings, currently 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
cassettes, although imported pirated CDs from the UAE 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. Computer shops routinely
load software on machines as a free “bonus” to entice sales. The Philippine govern-
ment is probably the larﬁst user of pirated software, although some agencies are
reportedly considering shifting to legitimate versions.

ew_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 re-
transmit copyrighted works without authorization from or payment to the coa,yri%ht
owners. The bilateral IPR agreement of April 1993 commits the government to fully
enforce the protections afforded to audio-visual works under lg\oilippine laws and

regulations.

8. Worker Rights

a. The Right of Association.—The riﬁht of workers, including gublic employees, to
form and join trade unions is assured by the Constitution and legislation, and is
freely practiced without ‘govemment interference throughout the country. Trade
unions are independent of the government and generally free of political party con-
trol. Unions have the right to form or join federations or other labor groupings. Sub-
ject to certain procedural restrictions, strikes in the private sector are legal. Unions
are required to provide strike notice, respect mandatory cooling-off’ periods, and ob- .
tain majority member approval before calling a strike. A 1989 law stipulates that
all means of reconciliation must be exhausted, and the strike issue has to be rel-
evant to the labor contract or the law.

b. The Right To Organize and Bargain Collectively.—The right to organize and
bargain collectively is guaranteed by the Philippine constitution. The Labor Code

rotects and promotes this right for employees in the private sector. The same right
8 extended to employees 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, including export processing zones (EPZs), unions have been
able to organize workers in only one of the EPZs. Work stoppages and total man-
da'ys lost to labor strife have been trendin%;lsownward, with 64 work stoppages (in-
volving 390,000 workdays) recorded in the first 8 months of 1994. On an annualized
basis, this suggests current year totals some 20 to 30 percent lower than those in

1993.

c. Prohibition of Forced or Compulsory 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 Ph’i(ﬁppine workers overseas,

d. Minimum Age for Employment of Children.—Plﬁl‘i&;ine law prohibits the em-
ployment of children below age 16, except under the ct and sole responsibility
of parents or guardians, or where employment in cinema/theater/radio or television
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is essential. The nt/guardian or employer is required to ensure the child's
health, safety, anJ morals, to provide for the child's education or training, and to
procure a work permit. The Labor Code allows empl?iyment 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 hazardous
work. However, a significant number of children are employed in the informal sector
of the urban economy or as field laborers in rural areas.

e. Acceptable Conditions of Work.—The Minimum Wage Act of 1989 authorized
Tripartite Regional Wage Boards to set minimum wages. Rates were last revised in
late 1993, with the highest in Manila and lowest in rural regions. The minimum
wage for workers in the National Capital Region (NCR) was approximately US
$5.60 (146 pesos) per day. Wage boards outside the NCR, in addition to establishing
lower minimum levels, also exempted employers according to such factors as estab-
lishment size, industry sector, involvement with exports, and level of capitalization.
This approach excludes substantial numbers of workers (especially agricultural
workers, domestics, laborers, janitors, messengers, and drivers) from coverage under
the law. Detected minimum wage violations sur?ed in the immediate aftermath of
1993 rate revisions, when inspectors found one in four employers paying less than
the minimum. The standard legal work week before overtime is 45 hours for most
categorics 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 cith
per day limit. Employees with more than one year on the job are entitled Lo five
days of paid annual leave. A comprchensive sct of occupational safety and health
standards cxists in law. Enforcement statistics suggest a downtrend in “technical
safety standard” violations, from 20 percent of inspected units in 1992 to 18.2 per-
cent in 1993, and 15.4 percent in the first five months of 1994. Statistics on work-
related accidents and illnesses are incomplete, as incidents (especially in regard to
agriculture) are under-reported.

f. Rights in Sectors with U.S. Investment.—American and other established multi-
national firms aﬁply U.S., European, 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 EPZs have 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—1993

[Millions of U.S. dollars)

Category Amount

PEtroleUm .ucciiiniieiineesennnscnessesseesninesnsssssssssessssssssessssssssssessenns ")
Total Manufacturing sesssnersansnssnisansanes “ 960

Food & Kindred Products ... 275

Chemicals and Allied Products ....... rressenassnnsanns . 388

Metals, Primary & Fabricated ..........ccoucovvierreereseneresneensne 27

Machinery, except Electrical ...........ccovuvernecnnnncnnnnrecsenns -2

Electric & Electronic Equipment .........coccceeveenevenecernsenne 161

Transportation Equipment .........ccccevnrnrenennnnennnnineenen 0

Other Manufacturing ..........eceveereneensesssessssssesessssesesssens 114
Wholesale Trade ...........eeveiveennniennmnnerseieeisessssssesssnessessesses 151
BanKING cvcveiieniineniinieieeiinsiescenmeeenesnesisesssesssssssessssssssoseas 368
Finance/Insurance/Real Estate ............ccoveeevenneeneerenvensencnnn M
SEIVICES .....cctiiveerninreriennreernenns seneeseessesnaesesssssasssssessassssssssesnsssases - 196
Other INAUSLIIES ......ccceereevreveenreessnrrnenesisesrersesssessssssarsaseses 6
TOTAL ALL INDUSTRIES ........ccovrrerrrinrenerrnensersnssessneessenns 1,170

1Suppressed to avoid disclosing data of individual companies.
Source: U.S, Department of Commerce, Bureau of Economic Analysis.
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SINGAPORE
Key Economic Indicators
[Millions of U.8. dollars unless otherwise noted)
1902 1903 19941
Income, Production and Employment:
Real GDP (19885 prices)s 39,761 44,072 51,301
Real GDP Growth (pct.)8 6.0 9.9 9.5
GDP (at current prices)® 48,547 55,085 66,462
By Sector: (1985 prices) ‘
Agriculture ...... 100 98 111
Energ%r/Water 831 898 1,698
Manufacturing . 10,981 12,161 14,659
Construction .. 2,707 2,947 3,610
Rents N/A N/A N/A
Commerce 7,218 7,892 9,081
Transport/Communications 5,843 6,453 7,673
Financial/Business Services 10,391 11,849 3,868
Government/Health/Education/Other
Services ......... 4,053 4,316 4,839
Net Exports of Goods & Services .........cccccercansines 1,164 512 4,104
Real Per Capita GDP . 12,604 13,619 15,360
Labor Force (000s) 1,620 1,634 1,875
Unemployment (pct.) . 2.7 2.7 2.1
Money and Prices (annual percentage growth):
Money Supply (M2) vensenesnssarersrasasasasaens 8.9 8.5 12.0
Base Interest Rate3 56 5.3 5.9
Personal Saving Rate3 ‘1.8 16 2.15
Retail Inflation ¢ - -6.8 ~38 -3.2
Consumer Price Index 23 24 4.0
Exchange Rate (SD/USD) 1.63 1.62 1.62
Balance of Payments and Trade:
Total Exports (FOB)® 40,723 44,661 58,311
Exports to US. 11,234 12,744 14,656
Total Imports (CIF)® 49,427 57,881 64,573
Imports from U.S. 8,949 10,8565 12,897
Aid from US, .. . 0 0 0
Aid from Other Countries ..........ccereennncecnnecsinnns 0 0 0
External Public Debt ........ccceevneeeereereenee 14.9 7.2 3.0
Debt Service Payments .........ccccocevcnnnnneciisinsnennns 10.6 10.2 3.6
Gold and Foreign Exch. Reserves .........c.cccceeuns 40,386 48,191 53,145
Trade Balance® ....... reteesseesnesassanssnsane - 5,782 - 8,066 -3,820
Trade Balance with U.S. ......c.cccvvniivecinnneireranes 1,497 1,932 2,332

N/A—Not available,
;sl‘)-h for 1994 estimated based on first half of 1994 data and current expectations for second half of
3Based on market prices, factor cost data not available. Growth is based on local currency to remove ex-

change rate effect.
3 Average of rates quoted by 10 leading banks.

4Based on retail sales
SMerchandise trade.

1. General Policy Framework
Sitting astride one of the major shipping lanes of the world, Singapore has lon

adoptedgexport-oriented fm-ma”&et ec%%c?gic policies that encoura;g t?\go-wa ﬂowg
of trade and investment. These goliciea have allowed this small country to develop
one of the world’s most successful open trading and investment regimes. Over the
past decade real GDP grew at average annual rate of seven percent; 1993’s economic
growth rate was 9.9 percent. Singapore actively promotes trade liberalization in the
mgion through its activities in C and ASEAN. It ratified the Uruguay Round
GATT agreement in October 1994 to become one of the founding members of the

World Trade Organization.
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T into account a lack of natural resources and a 11 (3.2 milli .
lation) domestic market, Singapore’s policies have mate;n:acll(mnu ene%?xrpo :

economic inclu an open trade environment, a corruption-free pro-busi-
ness mﬁoto:ywhmd:o polit';:al stability, public i;'vutmen l:nlnrru rl:cturse,

high sa and prudent management, a trained labor force, and significant
tax concessions to foreign investors. Singapore’s fiscal policies have enhanced export
and investment %'nwth The government has had a budget surplus for most ycars
since the 1970's. The countB:I reserves (US $48.2 billion in 1993) are conservatively
invested by the Singapore Government Investment Corporation. The Central Provi-
dent Fund (CPF) con&%xloory savings program is the basis for the national savings
rate of 47 percent of GDP.

The Monetary Authority of Singapore (MAS), the country’s central bank, cngages
in limited mone{-market operations to influence interest rates and ensurc adequate
liquidity in the banking system. Strict financial discipline is the government’s most
important tool for controlling inflation. Although inflation is moderate by inter-
national standards (2.4 percent last year and 3.5 percent so far this year), an acute
labor shortage and rising property values have intensified inﬂatlonar‘y pressures.
The MAS maintains a strong currency to check inflation, particularly Imported in-
flation, given Singapore’s extreme exposure to international trade.

Singapore has become a major center for electronics, oil refining and financial
services, acting as a hub for the growing southeast Asian market. Singapore’s sound
economic policies which promote private investment have attracted about 900 U.S.
companies to Singapore, with cumulative investments of US $18.9 billion in 1993.
The United States is Sin§ pore's largest trading partner, accounting for 18 percent
of total trade in 1993. U.S. imports to Singapore in 1993 were US $10.7 billion and
Singapore’s exports to the United States were US $12.7 billion.

2. Exchange Rate Policy
Singapore has no exchange rate controls. Exchange rates are determined freely
by daily cross rates in the international forecign exc an? markets. The MAS uses
currency swaps and direct open market operations to keep the Singapore dollar
within a desired trading ranfe, guarding against the internationalization of the
Singapore dollar so as not to lose control over its monetar{} and economic policies.
e Singapore dollar appreciated 17 percent against the U.S. dollar from 1989 to
1993. Since the end of 1993 to mid-October 1994, the Singapore dollar has strength-
ened another 8 percent. This has not adversely affected Singapore’s economy as
nearly all of its production inputs are imported. The strong Singapore dollar has
helped to make U.S. products more competitive in the Singapore market.

3. Structural Policies

Singapore’s prudent economic policies have allowed for steady economic growth
and the development of a reliable market, to the benefit of U.S. exporters. Singapore
was the ninth largest customer for U.S. products in 1993, up from 11th in 1992.
Prices for virtually all products are determined by the market. The government lets
bids by open tender ang encourages price competition throughout the economy.

Singapore’s tax policy is designed to maintain its international competitive posi-
tion. Foreign finns 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 26 percent in the next few years. There are no taxes on capital gains, turnover,
or development. The Government implemented a 3 percent value-added Goods and
Services ¥ax (GST) in 1994 but reduced corporate and personal taxes. Tarifls exist
for only a few products. Excise duties are levied on cigarettes, alcohol, petroleum
products and motor vehicles primarily to control social behavior and restrict motor
vehicle numbers. 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 enough for their efficient business op-
erations and profitability. Although the government sceks to develop more high-tech
industries, 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 US $7.2 million at the end of
1993, and its debt service ratio is less than 0.1 percent. Singaoore's budget sur-
pluses and mandatory savings have allowed the government wide latitude in sup-
porting infrastructure, education, and other programs contributing significantly to

national development.
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5. Significant Barriers to U.S. Exports

Singapore has one of the world’s most liberal and open trade regimes. Nearly 99
sercent of imports enter duty free. Import licenses are not required, customs proce-

ures are minimal and highly efficient, the standards code is reasonable and the
government actively encourages foreign investment. All major government procure-
ment is by international tender. The Government ratified the Uruguay Round GATT
acgoi;d on Octobei;ulg, 1994. . "

apore ma ns some market access restrictions in the services sector. Local
retail banking is limited to those foreign banks with full or restricted licenses—the
Monetary Authority of Singapore has issued no new ones to foreign or domestic
banks since 1970, as it considers Singapore over-banked. Foreign banks hold over
half the retail licenses. Foreign retail banks are not allowed additional branches or
ATM machines although local banks are allowed to expand. No new licenses for di-
rect (general) insurers are being issued, although re-insurance and captive insur-
ance licenses are freely available. Foreign companies hold about three-quarters of
the 58 direct insurance licenses. Foreign securities firms are not permitted to have
full membership in the Stock Exchange of Singapore.

The telecommunications sector has been st.eac{i?y liberalized since 1989. There are
no restrictions on the sale of telecommunications consumer goods except that they
must meet the technical standards set by the Telecommunications Authority of
Singar_om (TAS). Provision of value-added network services (VANS) have also heen
liberalized. Newly listed on the stock exchange, Singapore Telecom’s monopoly to
provide basic telecommunication services will end in 2 0";.

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 1l 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 docs not em-
ploy multiple exchange rates, preferential financing schemes, fmport-cost-reduction
measures or other trade distorting policy tools.

7. Protection of U.S. Intellectual Property

Singapore has taken concrete measures in recent years to improve its level of in-
tellectual property protection. Singapore recently became a member of the World In-
tellectual perty Organization ), and has already 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 the U.S. Government, Singapore enacted strict, comprehensive copy-
rignt legislation which relaxed the burden of proof for col‘?n'ight owners pressing
charges, strenﬁthened civil and criminal penalties and made unauthorized posses-
sion of copyrighted material an offense in certain cases. In January 1991, Singagore
similarly strengthened its Trademark Law. In 1994 Singapore enacted a new Pat-

ents Act.

Problem Areas
Patent Law: Singapore enacted a new Patents Act in October 1994 which was de-

signed to introduce local patent registration (previously patents had to be registered
in the United Kingdom before being registered in Singapore). U.S. companies dislike
several provisions of the new law (chiefly in the compulsory licensinsg arca) and a
number of provisions do not conform to the TRIPS agreement. The Singapore gov-
ernment has pledged not to invoke the new compulsory license provisions, and has
promised to bring the patent law into full compliance with TRIPS provisions within
the next several years.

Copyrights: The ﬁmblem of pirated computer software in Singapore has signifi-
cantly lessened in the past year as the government has taken a more active stance.
In response to concern expressed by the U.S. government and several intellectual
property protection associations, Singapore markedly stepped up enforcement of
copyright protection in 1994, including government prosecution of one case which
resulted in a felony conviction and jail sentence. As a rdsult ot,s,tegpcd up enforce-
ment, co;:{right infringement in the computer and software areas has been signifi-
cantly reduced in 1994. In response to motion picture and ghonographic industry
complaints that the Singagom government is not doing enough to stem the importa-
tion and transshipment of pirated videos and compact disks, Singapore’s Board of
Censors has begun to screen for pirated’ materials before issuing censorship seals.

Industry associations have cstimated losses due to compulsory licensing provisions
of the patent law total approximately US $5 million. Software piracy losses have
been significantly reduced since last year when the industry loss estimate was US
$32.2 million. We have no industry estimates for this year.
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8. Worker Rights

Article 14 of the Singapore’s constitution gives all citizens the right to form asso-
ciations, including trade unions. Parliament may, however, based on security, public
order, or morali&z Frounds impose restrictions. The right of association is d):zlimitcd
by the Societies Act and, labor and education laws and regulations. In practice, com-
munist labor unions are not permitted. Singapore’s labor force numbered 1.64 mil-
lion in 1993, with some 236,000 workers organized in 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 u mainiyn:)f Members of Par-
liament 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 Ministers

fTice.

The Trades Union Act authorizes the formation of unions with broad rights. Col.
lective bargaining is a normal part of labor-management relations in Singapore, par-
ticularly in the manufacturing sector. Collective bargaining agreements are renewed
every two to three years, although wage increases are negotiated annually.

Under sections of Singaﬁom’s Destitute Persons Act, an indii nt person may be
required to reside in a welfare home and engaﬁ in suitable work. The Government
enforces the Employment Act which prohibits the employment of children under 12

ears and restrict children under 16 from certain categories of work. The Singapore
abor market offers relatively high wage rates and working conditions consistent
with international standards. However, Singapore has no minimum wage or unem-
ployment compensation. Because of a continuing labor shortage, wages have gen-
erally stayed high. The government enforces comprehensive occupational safety and
health laws. Enforcement procedures, coupled with the promotion of educational and
training programs, reduced the frequency of job-related accidents by one-third over
&he %ast decade. The average severity of occupational accidents has also been re-

uced.

U.S. firms have substantial investments in several sectors of the economy, includ-
ing 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 sectors. The growing labor shortage has forced em.
Bloyers mainly in the electronics industry to hire many unskilled foreign workers.

ver 360,000 foreign workers are employed legally in Singapore, 22 percent of the
total work force. The government controls the number of foreign workers through
immigration regulation and through levies on firms hiring them. Foreign workers
face no legal discrimination, but, because they are mostly unskilled, they are gen-

eral paid less than Singaporeans.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars)

Category Amount

Petroleum ... s 1,937
Total Manufacturing .........ciiemiiinessnsssima 4,632

Food & Kindred Products ..........ccooneinnnnnnesniisissnesassesasse 86

Chemicals and Allied Products .........coocvinninnininnnnisncnin 525

Metals, Primary & Fabricated .........cccccvininnincniisinniccsienns 30

Machinery, except Electrical .........ccovvvnnicsinisciscscsnnnes 1,796

Electric & Electronic Equipment .........ccovvvcviiiiiiciciinienns 1,873

Transportation Equipment ........ccoccverirennsnnninsessesasssesssenens e

Other Manufacturing ... O]
Wholesale Trade .... " 1,076
Banking ....... - 469
Finance/Insurance/Real Estate .........cciinenessineins 356
SEIVICES ..ccvintninnniinninnnitnininesnniie s 187
013, 1:3 38 (11 LUF:19 o 11 OO 1256
TOTAL ALL INDUSTRIES ......cccorunnsunnsnresnismninsnsssessensassoness 8,782

1Suppressed 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 of U.8. dollars unless otherwise noted)
1992 1988 19941
Income, Production and Employment:
Real GDP (1991 prices) 176.3 178.8 188.6
Real GDP Growth (pct.) 6.5 6.2 6.2
GDP (at current prices) ..........usecsesssassessnsae 206.6 2164 234.2
By Sector:
Agriculture . 73 78 7.9
Energy/Water 6.9 6.0 6.4
Mining/Quarrying 1.1 1.3 0.8
Manufacturing 67.9 68.6 72.6
Construction 10.7 119 13.2
Commercial Services 33.7 356.7 16.4
Transport/Communications 13.0 13.9 164
Financial Services 39.7 433 49.5
Government/Other Services 273 28.0 294
Net Exports of Goods & Services ............. wresnsasens 5.1 4.0 84
Real Per Capita GDP (USD-19886 prices) .......... 8,538 8,568 8,936
Labor Force (000s) ..... 8,765 8,864 9,100
Unemployment Rate (pct.) 1.5 1.6 1.5
Money and Prices (annual percentage growth):
Money Supply (M2) 16.6 15.1 15.0
Base Interest Rate3 8.2 7.9 7.6
Personal Savings Rate -74 -16 -29
Retail Inflation 4.5 29 38
Wholesale Inflation -3.7 2.6 1.9
Consumer Price Index (1991 base) .........ccccecrurnes 104.47 107.54 111.66
Exchange Rate (Dollar/NTD)3
Official we 003946 0.03787 0.03789
Unofficial 0.03964 0.03779 0.03794
Balance of Payments and Trade:
Total Exports (FOB)4 81.6 85.1 90.6
Exports to US. 23.6 23.6 23.9
Total Imports (CIF)+4 72.0 77.1 83.6
Imports from U.S. 15.8 16.7 18.0
Aid from US.B .......cceiicnrnsennnnnsssninisnsssssassassanens 43.0 34.2 26.6
Aid from Other Countries .........ccecvceveccecirecnincne 0 0 0
External Public Debt .......cc.cccennnnirncnininnsansssesacnns 0.6 0.4 0.3
Debt Service Payments (paid) ...........cocvcenvvesirennne 2.1 1.8 1.7
Gold and Foreign Exch. Reserves ..........ccccenveuns 88.3 89.3 97.0
Trade Balance 9.6 8.0 - 10
Trade Balance with U.S. 7.8 6.9 5.9

11994 Bigures are ostimates based on data from the Dimmu General of Budget, Accounting and Statis-

tics, or extrapolated from data available as of September .
3Yearly average of the &l;imo rate listed by the Bank of Taiwan.
SAverage of figures at end of the month,
4Taiwan Miniﬂztof Finance figures for merchandise trade.
SQutstanding debt owed. AID disbursements stopped in 1968.

1. General Policy Framework

Over the past four decades, Taiwan has produced one of the world’s major eco-
nomic success mriesé achieving annual economic growth averaging nine percent be-
tween 1952 and 1993. Real gross national Yxmduct (GNP) increased six percent in
1993 and is expected to expand by another six percent in 1994. Per capita GNP was
$10,5663 in 1993. Taiwan holds for;'ifn exchanzge reserves of about $91 billion, more
than mmntry except Japan. Prices rose 2.9 percent in 1993 and are expected
to rise t 3.5 percent in 1994.
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Taiwan’s increasing economic pmsferit has been accompanied by a major struc-
tural transformation. Appreciation of the New Taiwan Dollar (NTD) and rising labor
and land costs have led many manufacturers of labor intensive products such as
toys, apparel and footwear to move offshore, mainly to southeast Asia and mainland
China. Industrial growth is now concentrated in capital and technology intensive in-
dustries such as petrochemicals, computers, and electronic components, as well as
consumer goods industries such as food proceasing. Taiwan's economy continues to
be export oriented, with exports accounting for 44.5 percent of GNP. In the past scv-
eral years, GNP growth has been driven by increases in domestic consumption, in-
creased public spending on infrastructure, and private investment.

Falling official savings and growi ‘fublic expenditures have caused public debt
to increase steadily. This has compelled the local authorities to rely more on bonds
and bank loans to finarce major expenditures. Consequently, outstanding public
delgt has climbed, fast reaching almost 109 percent of the total central budget for
Taiwan’s fiscal year of 1995 (July 1, 1994 to June 30, 1995). While defense spending
still accounts for the larglg,:t share of public expenditures, it is falling in both abso-
lute and relative terms. The greatest pressure on the budget currently comes from
growing demands for social welfare spending.

In the course of multilateral General Agrecement on Tariffs and Trade (GATT) ne-
gotiations, Taiwan has committed to liberalize its trading regime in many scctors:
manufactured products, agricultural products, and services. Taiwan hopes to accede
to the GATT and its successor organization, the World Trade Organization (WTO),

by early 1995.

2. Exchange Rate Policy

Taiwan has a floating exchange rate system in which bankers and their customers
set rates independently of the authorities. Taiwan authorities, however, control the
largest banks authorized to deal in foreign exchange. Foreign banks account for one-
quarter of foreign exchange business, and the number of private domestic banks ob-
taining permits for foreign exchange dea]i'nsg is increasing steadily. The exchange
rate has been fairly stable at about one U.S. dollar equals 26-27 dollars since
the major appreciation from one U.S. dollar equals 40 dollars in 1985.

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-

air the normal function of the market. Two tools the CBC uses to influence the
oreign exchange market are restrictions on banks' overbought and oversold posi-
tions and limits on the foreign liabilities banks can incur. Trade-related funds flow
freely into and out of Taiwan, although the CBC maintains restrictions on the move-
ment of funds in capital accounts. In the past f'ear the local authoritics have, how-
ever, relaxed a number of restrictions on capital account transactions.

3. Structural Policies

The Taiwan authorities have committed themselves to further reducing state di-
rection of the macroeconomy and to pursuing a policy of privatization. At present,
however, large state-run enterprises still account for nearly one-third of the econ-
omy. Electricity, water, petroleum products, transportation, sugar, steel, the domes-
tic production of cigarettes and alcoholic beverages, and banking are all either part-
ly or entirely in the hands of state-owned firms. To meet the goal of accession to
t{le GATT, the authorities said they will reduce the scope of state control by );‘ermit-
ting private firms to generate up to 20 percent of electricity. A private firm has al-
ready begun to build a naphtha cracker.

Pricing is generally left to the private sector, but is distorted by high tariffs on
some scctors. The authorities have set up the Fair Trade Commission to thwart non-
comgetitive pricing systems, but state-run firms can apply on a case-by-case basis
to obtain five-year exemptions.

In March 1994, the Taiwan authorities cut tariffs on industrial products at the
behest of the United States, the latest in a series of tarifl cuts Taiwan has imple-
mented in recent years. The authorities have not, however, reduced tariffs on an-
other 758 items requested by the United States. Paiwan’s tarifl and pricin% struc-
ture on agricultural products in particular pose obstacles for U.S. exports, with tar-
iffs on some agricultural goods running as high as 40-50 percent, and imports of
products such as rice, peanuts, small red beans, sugar, chicken meat, duck parts
and some pork products being banned. Retail food prices are higher than those that
would prevail in a more liberalized market due to high import duties, commodity

taxes on diluted fruit and vegetable juices, Jn;)telcted ag:;ichtixlgxral l;.:ukroduct'.li‘vi)‘n, 'Fn_d an
ayers of high markups. The Taiwan

inefficient distribution system characterize
Tobacco and Wine Mongpoly Bureau (TI'WM{}), which has a monopoly on the do-
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mestic production of cigarettes and alcoholic beverages, guarantees artificially hi
prices for tobacco, rice, grapes, and other products. gos. g * cially high

4. Debt Management Policies

Taiwan is virtually free of forei%n debt. By the end of June 1994, Taiwan’s lon,
term outstanding external public debt totaled $389 million, compared to gold an
foreign exchange reserves of nearly $96 billion. These international reserves suffice
to meet Taiwan’s capital irements for 15 months of imports. Taiwan's debt serv-
ice payment in 1993 totaled $1.8 billion, accounting for only 1.9 percent of exports
of goods and services, With these huge international reserves in hand, Taiwan's
central authorities and state-owned enterprises see little need to incur foreign debt
even with the spending anticipated for the six-year national development plan and
frowing demands for domestic welfare spending. As of June 30, 1994, the outstand-
ng external public debt accounted for less than one percent of the central authori-
ties’ total outstanding public debt.

Loans committed by the Taiwan authorities to the world exceeded $1 billion at
the end of 1993. This number includes credit supplied by the Ministry of Foreign
Affairs and the International Economic Cooperation Development Fund (IECDF) but
does not include credit from state-owned banks. In 1993 and 1994, the IECDF of-
fered low-interest loans to the Philippines to convert Subic Bay into an industrial
zone. Through a relending arrangement, it provided low-interest loans to Vietnam
to build highways and industrial parks and finance small business firms’ imports
from Taiwan. Taiwan has also made contributions to the Central American Bank
for Economic Integration, European Bank for Reconstruction and Development, and
Asian Development Bank (ADB). In addition, the ADB has floated bonds in Taiwan.

5. Significant Barriers to U.S. Exports

The persistent U.S. trade deficit with Taiwan has been steadily shrinking. Tai-
wan’s accession to GATT/WTO will open markets for goods and services in which
the United States is competitive but will also remove area restrictions which favored
U.S. suppliers by restricting some other nations’ imForts to Taiwan.

Import licenses: On July 1, 1994, Taiwan simplified its import procedures for its
8,500 import categories by implementing a negative list. This list increases the per-
centage of import categories exempt from controls from 34 percent to 85 percent.
There are 766 items that require approval documentation from relevant authoritics
for Customs examination during customs clearance. Another 474 items are imported
under special conditions: 320 items require import permits from the Board of For-
cign Trade (BOFT) and 154 require pro forma notarization by banks. Imports are
banned for 247 items, including ammunition, rice, chicken meat and some fruits (ba-
nanas, papayas, guavas, gineapples and mangoes).

rvices Barriers: In the past one and a half years, Taiwan has removed many
discriminatory limits on foreign sccurities firms, insurance companies, and banks,
including those affecting branching, NT dollar deposite, and scope of business. Re-
maining services barriers include:

Financial: The local authorities limit forei%n ownership of securicies investment
and trust companies, local brokerage firms dealing in offshore futures, and local
companies listed on the Taiwan Stock Exchange (TAIEX). Foreign individuals are
prohibited from trading in shares on the TAIEX.

Legal: Foreign law s that wish to operate in Taiwan must either sct up as
a consulting firm or enter into a partnership with a local firm.

Insurance: Taiwan prohibits mutual insurance companies. Under current regula-
tions, setting up a branch for a fore}gn newcomer can be a lengthy process: the for-
eiq‘n applicant must have one year of experience in Taiwan as a representative office
before applying to become a branch, and it needs five years of experience dealing
with Taiwan before it can establish a representative office.

Transportation: Taiwan does not permit foreign ocean carriers to truck containers
to their ultimate destinations on the island.

Telecommunications: U.S. firms are not allowed to provide basic or “type II”
value-added network (VAN) services such as information storage and retricval, in-
formation processing, remote transactions, and electronic data interchange.

Motion Pictures: Taiwan restricts the import of foreign film prints to 24 per title
(up from 16 as of October 1, 1994). No more than nine theaters in any municipality
may show the same foreign film simultaneously. )

tandards, Testing, Labeling, and Certification: Taiwan has committed to join the
GATT Code on Technical Barriers to Trade as part of its GATT/WTO accession proc-
ess. Among the existing requirements which particularly affect U.S. products are
those pertaining to agriculture. Taiwan’s lack of an internationally accepted set of
pesticide tolerance levels for imported fruits and vegetables sometimes impedes
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trade in these products. For example, stringent microbiological and chemical testing
of in:lported food products such as turkey, pork, and game meat limits imports.
Standards on preservatives for soft drinks preclucie the gnport of certain beverages.
Imported agricultural goods are routinely tested while local agricultural products
usually are not. The authorities determine the purity of imported fruit juices using
an amino nitrogen test, a purity standard that is uniquely stringent.

Investment Barriers: Taiwan welcomes foreign investment, which it recognizes
contributed to its development. It is reducing remaining investment barriers both
as part of its GATT. accession process and as part of its drive to become a re-

ional operations center. Foreign investment is prohibited, however, in such indus-
ries as agriculture, basic telecommunications, broadcasting, cigarette manufacture
and liquor distilling. Equity participation is limited in several other industries, in-
cluding shipping, mining and securities trading. Local content requirements, phased
out for most manufacturing industries, remain in place for the automobile and mo-
torcycle industries. Foreign administrative personnel are limited to no more than
five per oom&an{. with the exact number allowed dependent on business volume and
the size of the investment. Foreign individuals are not allowed to purchase shares
on Taiwan's stock market. An institutional investor may invest no more than $200
million on the stock market. A ceiling of $7.5 billion exists for all foreign institu.
tional investment. A foreign institutional investor may onl{ remit invested principal
three months after his funds have arrived in Taiwan. Capital gains may only be re-
mitted one year after funds have arrived in Taiwan.

Procurement Practices: In theory, gublic procurement which exceeds NTD 50 mil-
lion ($1.87 million) should go through the state-owned Central Trust of China. How-
ever, numerous exceptions to this policy have created a situation in which most pro-
curement actions (by value) are not done by the Central Trust of China. In addition,
each agency has its own set of procurement regulations and practices (often unwrit-
ten), making the process cumbersome, confusing, and lacking in transparency. Fur.

. thermore, Taiwan commissioning agencies frequently impose unprofitable contract
terms such as lengthy warranties, unlimited potential damages and contingent li-
abilities, and expensive bond requirements. Short lead times on major tenders fur-
ther tend to restrict forei &anicipation. Taiwan’s Industrial Cooperation Programs
(ICPs) represent a form of offset and are becoming more prevalent. The ICPs require
foreign vendors to propose programs that transfer technology, Procum locally, and
assist with marketing. Taiwan has informed GATT members of its desire to nego-
tiate adherence in the Uruguay Round Agreement on Government Procurement.

Customs Procedures: Taiwan has agreed to abide by the GATT customs valuation
code, but still uses reference prices for certain agricu tural imports. In order to sim-
plify customs procedures, Taiwan’s customs authorities have implemented an auto-
mated clearance system for air cargo whereby firms and forwarders can process doc-
uments with customs by computer linkup. The authorities planned to implement a
similar automated system for sea cargo in November 1994. Importers who open a
deposit with customs can clear merchandise first and pay tariffs later.

6. Export Subsidies Policies

The Taiwan authorities generally refrain from using subsidies and tax policies to
subsidize exports, but exceptions do exist. Exports of rice and sugar enjog indirect
subsidies through guaranteed purchase prices higher than world prices. Producers
of some fruit, poultry, and livestock receive financial assistance with packaging,
storage, and shipping via marketing cooperatives and farmers associations. Rice ex-
gorts are primarily humanitarian aid and the small amount of sugar exports (pro-

uced solely by a state-run company) virtually all go to the United States to main-
tain the U.S. quota for Taiwan. The TTWMB guarantees prices for products which
are used as materials for tobacco and alcoholic goods. In addition, Taiwan authori-
ties offer guaranty prices for a part of rice and other cereal crops produced by farm-

ers.

7. Protection of U.S. Intellectual Property

Taiwan’s protection of intellectual property rights (IPR) has improved substan-
tially in the past few years. A series of important laws have been passed since 1992
including revised copyright, patent and trademark laws, a U.S.-Taiwan bllatcraf
copyright agreement, and a cable television law. Together with new legislation cur-
rently under consideration to protect integrated circuits and trade sccrets, these
laws give Taiwan an IPR legal structure consistent with GATT TRIPS text stand-
ards. Improved enforcement efforts, including the establishment of computerized ex-
port monitoring systems for computer software and trademark goods, have led to
a reduction in computer software, video, laser disc and compact disc piracy. Incon.
sistent decisions by Taiwan’s trademark and patent examiners highlight the nced
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for better training and more standardized examination and registration procedures.
Taiwan is on the al 301 watch list. Taiwan is not a member of any major mul-
tilateral intellectual property conventions.

Patents: The revised patent law replaced most criminal penalties for patent in-
fringement with tougher civil penalties. U.S. companies are concerned that, in light
of Taiwan's relatively undeveloped civil law system, penaltics are insufficient to
deter infringement.

Trademarks: Counterfeiting of famous name products has decrcased, but remains
a problem. Taiwan's voluntary export monitoring system for trademarked goods
should help if encagh U.S. firms choose to participate.

Copyrights: The export of counterfeit copyrighted goods has dropped markedly.
The unauthorized copying of computer software and manufacture of counterfeit
video games remain problems. e

New Technologies: Inspection and monitoring efforts by the authorities have
sharply reduced the unauthorized use of copyrighted programming on cable tele-
vision. Taiwan courts have not yet taken a clear position on the legality of the
retransmission of unencoded satellite signals.

The International Intellectual PrOﬁr;t Alliance estimated that the piracy of soft-
l\:arei,nnlng;ises. music recordings and 8 in Taiwan cost U.S. companies $150 mil-

on .

8. Worker Rights
a. The Right of Association.—As a democracy, Taiwan has a large number of inde-
endent labor organizations. Many of these organizations, however, lack a firm legal
ooting and the right to demand collective bargaining, because they are not reg-
istered under Taiwan's Labor Union Law (LUL). According to the LUL, all workers
(except for civil servants, teachers, and defense industry workers) can organize
trade unions, but onl{ after obtaining the approval of the authorities. The LUL for-
bids the emergence of competing trade unions and confederations. Most of the 3,654
officially registered labor unions have close relations with management and the rul-
ing Kuomintang (KMT) party. .

. The Right to Organize and Bargain Collectively.—The LUL, the Law Governing
the Handling of Labor Disputes, and the Collective Agreement Law give workers the
right to organize and bargain collectively. These laws further stipulate that employ-
ers may not refuse employment to, dismiss, or otherwise unfairly treat workers on
the basis of their union membership or participation in mediation and arbitration.
In practice, however, employers have at times ignored these laws without suffering
any legal action. As of June 1994, 293 formal collective agrcements were in force,
about the same number as in 1993. Collective bargaining agrcements exist mainly
in l'i‘zr.ge-scale enterprises, which account for less than five percent of the enterprises
on Taiwan.

c. Prohibition of Forced or Compulsory Labor.—Under the Labor Standards Law
(LSL), forced or compulsory labor is prohibited. Violation of the law is punishable
by a maximum jail sentence of five years. The only reported cases of forced labor
involved prostitution.

d. Minimum Age of Employment of Children.—The LSL stipulates that the mini-

mum age for employment is 15 years (i.e., after comEulsory education ends). Child
labor is rare in Taiwan. As of October 1994, the authorities had approved the em-
ployment of 11,915 minors between 16 and 16 years old by manufacturing indus-
tries.
e. Acceptable Conditions of Work.—The LSL limits the work weck to 48 hours (8
hours per day, 6 days per week). The LSL also has provisions for leave, overtime
pay, retirement pay and minimum wages. In August of 1994, the authorities raised
the minimum monthly wage by about § percent from the equivalent of $510 to $540.
The average monthly wage in the manufacturing sector averaged the equivalent of
$1,110 in 1993. In addition to wages, employers typically provide additional pay-
ments and benefits, including an 80 percent labor insurance premium, the distribu-
tion of labor welfare funds, and meal and transportation allowances to workers.

f. Rights in Sectors with U.S. Investment.—U.S firms and joint ventures generall
abide by Taiwan's labor regulations. In terms of wages and other benefits, U.S.
firms tend to provide model work conditions. Worker rights do not vary significantly
by industrial sector. Working conditions, however, tend to be relatively better in the
information and electronics industries and relatively worse in the footwear and

sporting goods industries.
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'Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dallars)
Category Amount
Petroleum retseeserenssnssntennerserarsnssneras M
Total Manufacturing .... seresassassnesnsnssainns 1,896
Food & Kindred Products ..........c.cccoruruerernerereneneesnsnnsosseses 80
Chemicals and Allied Products rererersensueratsaene 802
Metals, Primary & Fabricated - )
Machinery, except Electrical 87
Electric & Electronic Equipment 775
Transportation EQUipment ..........ccomeicececansssencasnssesenessnens )
Other Manufacturing ... 72
Wholesale Trade 454
Banking cerssecnnesentesanesanssansatan 401
Financa/lnsurance/Real Estate reesnsesnnrsnessnaenans owe 144
Services . w 79
Other Industries )
TOTAL ALL INDUSTRIES .........ccee0nns . 3,096
b}
T B St LA e
THAILAND
Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted)
. 1992 1993 1994
Income, Production and Employment:
Real GDP (1988 prices) ........cciscinissinessnenns 89 934 97,696 104,857
Real GDP Growth Rate (pet.) ...cocviienincnnenns 7.9 8.2 8.0
GDP (at current prices) .......ccuvceinecionnienssnessensas 111,495 124,772 140,321
By Sector:
AGTICUItUTE ..o easeanne 13,446 12,472 13,838
Energy/Water .......c.ccccceninnnisessorsssnsssessnssiosses 2,579 3,053 N/A
Manufacturing . . 31,233 35,678 38,976
Construction 7,623 8,678 N/A
Rents 3,008 3,237 N/A
Financial Services 7,079 9,019 N/A
Other Services ........ . 42,438 48,162 N/A
Government/Health/Educatlon ........................ 4,189 4,673 N/A
Net Exports of Goods & Services ........cccorereuennee . —b5,633 -6,310 N/A
Per Capita GDP (current USD) .......................... : 1,930 2,130 2,361
Labor Force (000s) ..... . - 32,420 33,100 33,800
Unemployment Rate (pct.) .. 3.0 3.2 3.3
Money and Prices (annual percentage gmwth): ‘
Money Supply (M2) 156 18.4 112.6
Base Interest Rate ........ccceevrninnininees 11.6 10.25 11.6
Personal Savings Rate 4.9 N/A N/A
Retail Inflation N/A N/A N/A
Wholesale Inflation 0.2 -04 83.1
Consumer Price Index 4.1 3.3 349
Exchange Rates (B/USD avg.).
Official 25.40 25.32 226.22
Parallel ., N/A N/A N/A
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Koy Economic Indicators—Continued
[Millions of U.8. dollars unlces otherwise noted]

1992 1908 1994}
Balance of Payments and Trade:
Total Exports, (FOB) 32,466 387,169 828,360
Exports to USS, 7,284 7,287 26,046
Total Imports (CIF) 40,679 46,242 334,448
Imports from US, 4,772 5,373 23,985
Aid from U.S. (FY-DA obligation) .......cceeeusrsacsinse 0.7 6.4 5.1
Aid from Other Countries (FY) .....cccreenencnsensaenes N/A N/A N/A
External Public Debt (LT) 12,618 14,171 414,973
Debt Service Payments (paid) 4,713 6,391 41,658
Gold and Foreign Exch. Reserves ..........cceceeeenee 21.2 254 29.1
Trade Balance -8,213 -9,083 2-6,088
Trade Balance with U.S. ......cccrveervnnnnnsnisnnrens 2,612 2,614 22,081

N/A—Not available.

1Preliminary estimates based on dats available, October 1994.
3January through August (eight months).

3January through September (nine months),

4First Quarter 1994,

S$June 1 une 1994.
Sources: Bank of Thailand, Thai Ministry of Commerce, Thai National Economic and Social Development

Board, U.S. Department of Commerce and U.S. Embassy estimates.

1. General Policy Framework

Thailand’s economic development policies are based on a competitive, export-ori-
ented, free market philosophy. Its economy is in transition from an cultural
economy to a more open and broadly based one with a large manufacturing sector.
Although the majority of the Thai labor force remains engaged in agricultural pro-
duction, this sector now accounts for only 12 percent of GDP. Manufacturing, whole-
sale and retail trade and service industries are the most rapidly growing sectors and
now account for almost two-thirds of Thailand’s GDP.

Real economic growth averagﬁzoover 10 percent from 1987 to 1991 and has since
hovered around eight percent. Economic growth and investment have slowed mod-
“:'-li{ and thr:‘folitical events of May 1992, which culminated in violence, tempo-
rarily undermined domestic and foreign investor confidence. However, the Thai
econonge:mains fundamentally strong and has rebounded in the intervening two

ears. rded flows of fore:g: direct investment fell to $1.5 billion in 1993, down
rom $2 billion in 1992. Exg continued to expand to record levels during the first
eight months of 1994, to $28 billion. The Thai government estimates that total Thai
exports for 1994 will reach almost $48 billion, up 18.5 percent over 1998. Barring
further domestic or external shocks, Thailand should maintain solid economic
growth in the seven to eight percent range for the foreseeable future.

'~ The Chuan government, which took office following free elections in September
1992, has maintained the general direction of economic liberalization, making mod-
est additions in some areas. It has also stressed addressing imbalances created
through ra;t)id industrialization by emphasizing rural development and reducing dis-
parities in the distribution of incom::.

Rapid growth has had its drawbacks: infrastructure bottlenccks remain a (l:mblcm
and environmental degradation has worsened considerably in recent years. If unre-
solved, Thailand’s infrastructure bottlenecks and shortages of skilled personnel will
limit the pace of future growth. Metropolitan Bangkok's public works (communica-
tions facilities, roads and mass transitfoare already overtaxed and will come under
increasing pressure. :

A drought in northern J)rovinces during 1993 reduced agricultural output depend-
ent on irrigation and reduced water supplies to the Ban%kok metropolitan area in
1994. Abundant rainfall in 1994, however, has largely refilled reservoirs to capacity.
Severe flooding in the north of fhailand during August 1994 destroyed some cm{:s.
Added to changes in Thai policies which reduced production, this has led to in.
creased prices for agricultural goods in 1994.

The average amount of schooling for the Thai work force is less than six years,
the lowest in the Association of Southest Asian Nations (ASEAN). The level of edu-
cation of the work force will have to be raised to maintain Thailand’s development

ace and competitiveness with neighboring countries which have lower wage rates.

e Thai government is fully aware of this problem and is in the process of expand-
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ing mandatory years of schooling from six to nine. Wage gains continue to outpace
su stantiallyr{he growth of the consumer price index. fo 8 P

For the past six years Thailand has experienced a substantial government budget
surplus as revenues were fueled by growth and government investment expendi-
tures for major infrastructure projects lagéed. For 1993 the government’s overall
surplus reached $2.7 billion, 2.2 percent of GDP.

2. Exchange Rate Policy

Since November 1984 the Thai baht has been };:e ged to a basket of currencies
of principal tradinﬁ artners. The composition of the basket is a closely guarded se-
cret, but the U S. dollar appears to represent well over half of the value of the bas-
ket. The Exchange Equalization Fund, chaired by a Deputy Governor of the Bank

of Thailand, determines the exchanﬁe value of the baht each working day. There is
al currency realignments since f985, and espe-

nmarallel market in Thailand. Glo
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 Thal government announced a series of measures to liberalize
signiﬁcangf' the exchange control regime. It accepted the obligations of the Inter-
national Monetary Fund's Article I which arrohibits members from restricting
current international transactions. Commercial banks were given permission to
process all foreign exchange transactions and substantial increases were allowed in
eeilin‘ge on money transfers not requiring Bank of Thailand preapproval and on
s?en ng by Thai tourists and businessmen abroad. In April 1991 an Ma}/ 1992 ad-
ditional rounds of foreign exchange liberalization substantially simplified foreign ex-
change reporting requirements and allowed banks to offer foreign currency accounts
to individuals 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 sub-
sidiaries without having to change those funds into baht.

3. Structural Policies
The appointment of the first Anand administration in March 1991 sct the stage
for a flurry of legislative and regulatory reforms. The Anand government reduced
market distortions, made tax Ko cies more transparent and, in general, liberalized
the domestic market. Althouﬁ the nation’s trade and current account deficits are
large in relation to total GDP, the overall balance of payments remains in surplus
arge inflows of foreign capital. This payments sur-

because of tourism earnings and 1
glus and a substantial bu%tax:y surplus have allowed the Thai government to re-
uce 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
Rercbnt is being pursued. Thailand began implementing the ASEAN Free Trade

rea’s (AFTA) tariff reductions in January 1993. Althoufh 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
aFreed to reduce the 15 year implementation schedule to 10 years, gradually to
eliminate the exclusion list of protected items and generally to expand AFTA {rom
a tariff reduction scheme into a real free trade area. Thailand has been one of the
leading proponents of this effort. Thailand’s trade relations have traditionally been
oriented toward distant markets, Earticularly North America, Europe, and Japan
:)utdthe gowlllernment sees the ASEAN Free Trade Area increasing intra-AS
rade as well,

Reginning in 1992 the Thai government implemented a major reform of its tax-
ation system. In 1992 the government increased personal income tax deductions and
lowered the 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 26 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
seven 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” arc

able to offset VAT paid on inputs in paying their own taxes.

4. Debt Management Policies
Domestic credit is expanding, helping fuel some of the growth in consumgtion in
the economy. Domestic credit expanded 18 percent in 1992, 19.6 percent in 1993 and
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is projected to grow by over 30 percent in 1994; growth for the first nine months
of fgé& has been greater than in all of 1993, '!'heg;:ime rate has declined from 14
Yereent in 1991 to 12 per cent in 1992 and 11 percent in 1893. It will be between
1 and 11.5 percent for 1994. Rates for one-year fixed deposits have declined from
10.6 rercent seven percent over the same period. With the disparity between rel-
atively high domestic rates and declining international lending rates, Thai private
sector external borrowing has grown rapidly since 1990, when private external debt
was almost $14 billion, reaching $25 billion in 1991 $30 billfon in 1992 and $36
billion in 1993. Net (g;lt&l inflows, almost completeiy via the private scctor, rose
from $9.8 billion in 1992 to $11 bilfion in 1993 and reached $10.5 billion as of Au-
st 1994. Total s)ublic sector debt was about $13 billion in 1992 and $14 billion
n 1993. The total debt service ratio (including private and short term debt) was
10.5 percent in 1991, 11.2 percent in 1992 and 11.8 percent in 1993. The public sec-
tor debt service ratio was about four percent in 1993.

5. Significant Barriers to U.S. Exports

Import duties range from zero to 68.5 percent ad valorem, aloag with other spe-
cific taxes of an ivalent or higher rate. These import duties, which have a
weighted average of only 16.03 percent, were assessed on all imports in 1993, in-
cluding agricultural imports, especially processed food products, and many manufac-
tured goods, greatly limiting the market for these goods. The Thai government is
pursuing a broad reform of its import regime and customs dutics overall will be si5~
nificant X lower, but it remains unclear how agricultural products will be affected.
Thailand has also offered to lower duties on some agricultural products as part of
the Uruguay Round. There are presently six classifications of import duties: zero to
five &ercent on raw materials; one percent for special items such as medical instru-
ments, ships and aircraft; up to 10 percent for intermediate products; 20 percent for
ﬁniahe;l products; 30 percent for special production items; and, 68.5 percent for lux-
ury sedans.

Arbitrary customs valuation procedures sometimes constitute a serious imlgort
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 particularly 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
ctl);mt?ir of shipment, whichever is higher. These rules are applied to imports from
all nations.

The Thai Food and Drug Administration issues import, licenses for food and phar-
maceutical imports. This licensing process can pose an important barrier because of
its cost, duration and demand for proprietary information. Licenses for importers of
food products cost 15,000 baht (about $600). These licenses must be rencwed every
three years. Licenses for importers of pharmaceuticals cost 10,000 baht (about $400)
and must be renewed every year. Sample gmducts 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. Registration as “specific
controlled food items”® is required for 39 food products at an additional cost of 5,000
baht (about $200) per item. Registration of pharmaceutical imports costs 2,000 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 ef-
forts to streamline the registration process, it usually requires three months or more
to complete. All controlled items must be accompanied by a detailed list of ingredi-
ents and a description of the manufacturing process. Some U.S. suppliers have de-
cline& dto export to Thailand rather than provide the proprietary information re-
quested.

The Thai Ministry of Commercs requires import licenses on certain raw materials
petroleum, industrial, textile and agricultural products. These licenses can be use
to &mtect uncompetitive loca! industry, encourage greater domestic production,
maintain price stability in the domestic market and for phytosanitary reasons. Im-

rt lioensinf is also used to protect intellectual property rights and to comply with
nternational obligations. Import licensing is required for 43 categories of items. In
the food lﬁroducta 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
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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 a very small share of the total
Thai banking market. That share eomgrl}ises around sewg: reent of total commer-
cial banking assets at present. Although an existing foreign bank license was bought
in 1994, no new foreign bank licenses have been issued since 1978. However, Thai
authorities regularly approve representative offices of well established forcign
banks. In gate, foreigners are limited to a maximum 25 percent shareholding
in each Th nk; no person or group of related persons, whether Thai or foreign,
may hold more than five percent of the shares of each Thai bank. The Thai govern-
ment has indicated it is reviewing its regulations on foreign bank activities as part
of the extended Uruguay Round negotiations on scrvices and may allow new foreign
bank branches during the next three to seven years.

Foreign banks do not receive national treatment in Thailand. Foreign banks are
prohibited from o enlni branches and are not permitted to operate off-site auto-
mated teller machines (ATMs). Recently, regulations were chan%ed to permit forei
banks to participate in the local ATM network. However, they have been unable
negotiate agreements to participate in the ATM network with domestic banks. For-
eliﬁ?i banks are allowed to particiffate in the Ban§kok International Banking Facility
(BIBF), created to develop an offshore banking industry in Thailand. Thal officials
are considering allowing foreign banks participating in the BIBF additional access
to the Thai banking market.

Thai law and regulations limit foreign equity in new local insurance firms to 25
rercent or less. This denies new U.S. property/casualty and life insurers access Lo

he local market on terms equal to local insurers. 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 before the
end of 1994, and became a founding member of the World Trade Organization
(WTO). However, it is not a signatory to the GATT subsidies code. It maintains sev-
cral programs which benefit manufactured products or processed agricultural prod-
ucts and may constitute export subsidies. These programs include; subsidized credit
on some government to government sales of Thai rice; preferential financing for ex-
porters in the form of packing credits; and, tax certificates for rebates of taxes and
import duties on inputs for products made for export. Thailand established an ex-
port-import bank in September 1993 which took over some of these functions, par-
ticularly the packing credit program. Thai officials say that Thailand is considering

acceding to the GATT subsidies code.

7. Protection of Intellectual Property

Improved protection for U.S. 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 <fn'opert.y protection over this pe-
riod. Most importantly, Thailand passed a revised copyright law which addresses
most of the U.S. concerns (especially protection for computer software). The law is
expected to go into force in early 1995. This will brin%the Thai copyright regime
into conformity with international standards of the Uruguay Round agreement
(TRIPS) and the Berne Convention (Paris Act). In addition, the Thai government
has agreed to provide protection through administrative means for certain pharma-
ceutical products not entitled to full patent protection under Thai law. In recogni-
tion of this progress, Thailand was downgraded from the “priority watch list” to the
“watch list” in November 1994. The U.S. Trade Representative (USTR) has bcgun
a review of Thailand’s status under the Generalized System of Preferences (GSP)
program to determine whether to restore any of the GSP benefits lost in 1989 due
to inadequate intellectual prﬂ:erty protection. i

Efforts on the part of the Thai government to enforce existing copyright laws have
also improved since 1991, when most enforcement activities against intellectual
propert, infrinaﬁement were centralized and relatively ineffective. In December 1991
the U.S. formally concluded a Section 301 investigation of Thailand’s COPFHKM en-
forcement in response to a petition filed by three U.S. trade associations. Efforts by
both governments to reduce copyright piracy increased in early 1993, with raids by
police expanding to cover computer soltware and into the provinces. U.S. industry
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associations have been instrumental in securing more energetic enforcement. While
considerable improvements have been made, especially during 1993, copyright pi-
racy of audio and video tapes and computer software remains extensive. 'ﬁxe overn-
ment of Prime Minister Chuan Leeﬁai has publicly stated its commitment.%o con-
tinuill:govigomus enforcement. The Ministry of Commerce set up a special Intellec-
tual Property (IPR) Department in 1992 which is active in coordinating both the
legal structure and enforcement efforts against all forms of violation of intellectual
property. The Prime Minister receives a weekly briefing on the status of enforce-
ment lye _m::m ‘add has seconded an official to the IPR Department to keep him thor-
ou o uned.
ncerns remain that Thailand’s legal procedures do not provide adequate deter-
rence against co%:'lght infringement. The government has established a special di-
vision in the courts to concentrate on intellectual property matters and has proposed
the creation of an entirely separate intellectual property court, with judges trained
in intellectual property matters. This court, to be known as the Intellectual Property
and International Trade Court, was proposed to the Thai Parliament in September
1994. Thai officials expect that these measures will speed up consideration of copy-
rigtl}:‘tt%nd other IPR cases and improve the efficiency of the legal system in dealrug
wi em,
lﬁgialation extending patent &mtection to pharmaceutical products and agricul-
tural machinery and increasing the length of protection to 20 years became eflective
September 30, 1992. The United States then formally concluded a Section 301 inves-
tigation of Thailand’s patent protection of pharmaceuticals, begun in response to a
petition filed by the U.S. Pharmaceutical Manufacturers Association. Both govern-
ments continue to discuss ways to resolve remaining U.S. concerns over Thailand’s
Fatent protection. Chief among these are finalizing measures to provide the transi-

ional protection lacking in the law.

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 ri%hta, including freedom of association. Workers have the right to
form and join unions of their own choosing, to decide on constitutions and rules, and
to formulate policies without outside interference. Once a union is established, the
law protects members from discrimination, dissolution, suspension, or termination
because of union activities. In addition, unions have the right to maintain relations
with international labor organizations. In April 1991 the (fovemment passed the
State Ente:;prise Labor Relations Act (SELRA) which denied state enterprise work-
ers many of the labor association rights they had enjoyed under the 1976 law. The
Chuan government, which came to office in 1992, promised to amend the SELRA
and restore those rights. The new legislation was introduced in the fall 1994 session
of Parliament.

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 about 600 private sector unions registered in Thailand. Until the 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. In the ]i)rivate sector, col-
lective bargaining usually occurs in individual firms; industry wide collective bar-
gaining is almost unknown.

c. Prohibition of Forced or Comfulsory Labor.—The Thai Constitution prohibits
{‘orced or compulsory labor except in the case of national emergency, war or martial
aw.

d. Minimum Aﬁfor 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 fobs and requires Department of Labor permission
before they can begin work. Employment 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 5yesmr 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. .

e. Acceptable Conditions of Work.—Working conditions vary widely in Thailand.
Medium and large factories, including those of most multinational firms, gencrally
meet international health and safety standards, although a May 1993 firc in a fac-
tory producing toys for export in which nearly 200 workers were killed demonstrates
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significant gape in enforcement. The government has sought to address these ga
e{ incre the number of safety inspectors and by ingxhweasin the petmlties8 or

olations. t 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-
gﬁﬁr mandated 48 hour maximum workweek. The major exception is commercial es-

blishments, 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 assembl amf consumer products.
Workers in these sectors, especially those workin? for U.S. and other western firms,
usuall e:?oy labor conditions superior to those of the average Thai worker: the de-
gree ol unionization is greater, wa?ea and benefits are higher, and health and safety
standards are better. Child labor is rare or nonexistent among large multinational

firms.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

[Millions of U.S. dollars)

Category Amount

Petroleum ........ceeerneenee eretteeestesssnuesrntsritesansesueesanatrsnnsnesaansees 1,011
Total Manufacturing rresersass st senessennenses 863

Food & Kindred Products “ 49

Chemicals and Allied Products ........c.ccceccennnennnsecrcacsaeenas 228

Metals, Primary & Fabricated ............cccocvrerereenescennnaensennnns 09}

Machinery, except Electrical .........ccovevnvennnninnsenanee )

Electric & Electronic Equipment 221

Transportation Equipment .........cociinniinnnnsnisnnenncnenen 3)

Other Manufacturing 79
Wholesale Trade ........ . 250
Banking 300
Finance/Insurance/Real Estate O
SEIVICEB ....ocicieirisinerosssasssssassssasssassnssssssnsssassssssnssnesssessasansssnesss 69
Other INdUSLEIEs .......ccceerereneeieinsennnennsiosessenssssenssesssasssssssessras 1
TOTAL ALL INDUSTRIES .....ccccoeernmnnnnnensnnssassanresssssessessaenne 2,893

1Suppressed o avoid disclosing data of individual companies.

3Less than $500,000.
Source: U.8. Department of Commerce, Bureau of Economic Analysis.



EUROPE AND NORTH AMERICA

THE EUROPEAN UNION

1. General Policy Framework

The European Union (EU), which includes within its framework the European
Community (EC), is a supranational organization which in some cases exercises ex-
clusive authority to adopt legislation and to represent its membership in the inter-
national arena, and in other cases shares competence with the authorities of its
member states. Its | capacit{ is most highly developed in economic areas such
as trade, antitrust policy, agriculture, transport, nuclear energy and in the environ.
ment.cl: m:suiowithm its exclusive competence, the EU is represented by the Euro-
pean ssion.

The Treaty on European Union (TEU, “Maastricht”), which came into force on No-.
vember 1, 1993, introduced new areas for coordination among the member states
and the EU institutions, such as the Common Foreign and Security Policy (CFSP)
and Cooperation in Justice and Home Affairs ( Pillar”). Most notably, in the
economic area, the TEU establishes a timetable which is to lead to Economic and
Monetary Union (EMU) by 1999 at the latest. The aim is to introduce a single cur-
rency (the ECU), a common monetary policy, and an economic policz closely coordi-
nated among the member states. The European Central Bank, to be based in Frank-
furt, will control the money supply and interest and exchange rates.

The European Union comprises 156 member states: Belgium, Denmark, France,
Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands, Portugal, Spain, the
United Kingdom, Austria, Sweden and Finland.

2. Exchange Rate Policy

Under the Maastricht Treaty, the Eumﬂean Union (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 staiz of EMU, which began on January
1, 1994 with the establishment of the European Mone Institute (ﬁMI), the mem-
ber states continue to coordinate their exchange rate policies through the European
Monetar{ System (EMS) and, specifically, its Exchange Rate Mechanism (ERM).
The EMI facilitates and monitors implementation of these arrangements. Member
states retain full authority to set monetary policies during the second stage of EMU.

The EMS and ERM aims are to promote monetary, price, and exchange rate sta.
bility in Europe by limiting the fluctuations of participat‘nincumncies within a cer-
tain rang around bilateral central aﬁ%:;ates. Pressures in foreign exchange mar-
kets in September 1992 led the United Kingdom and Italy to suspend their partici-
ration in the ERM, and compelled adjustment of the parities for other currencies
n subsequent months. In part to relieve these fressures. 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. Since the EMS was created in 1979, there have
been periods both of U.S. dollar strength combined with a U.S. trade deficit with
the EU and of dollar weakness combined with a U.S. trade surplus with Europe.

3. Structural Policies

Tax Policy: Tax policy remains the rmmgativa 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.

(109)
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Regulatory Policies-Single Market Program

Overview: The European Union’s *1992” Single Internal Market was officially in-
aufrated on Janum?' 1, 1993 with the disappearance of most intra-EU border con-
trols on movement of goods, services, and capital. While the leaqislative program is
largely con;rlete, gaps remain. Measures affecting certain speci ized types o?trade,
such as that of precious metals and CITES-listed plant and animal species have not

et been adopted. The Schengen Accord on removing controls on people, agreed upon

y nine member states (Austria has pbserver status), was to enter into force in ¢b-
mar{el994 but has been delayed. When the accord goes into force, passport controls
will be lited at European airports on intra-EU flights; passport controls will con-
tinue on entry into Denmark, Ireland and the UK. Because necessary standards arc
not yet in g)laee for maniy froduct-relat.ed directives, they will not immediately re-
place member-state regulation. Other measures have lonF grace periods before they
come fully into effect. Transnational quotas are also still in effect on certain kinds
of intra-EU road transport. Nor are all directives in effect fully implemented by
gleuigesl; states; the average implementation rate stood about at 95 percent in Octo-

er .

Goods, Capital & Services: For goods, capital and services, the net effect should
be freer movement, fewer member-state regulations for products and service provid-
ers to meet, and real consolidation of markets. Some aspects of the fro%ram raise
&mblems for U.S. exporters, including directives on procurement for utilities and on

levision broadcasting, and conditions for neﬁotiation of mutual recognition agree-
gu;nts) on testing and certification of regulated products (all discussed in chapter &

elow).

Veterinary Regulations: In the area of veterinary regulation the EU adopted a
large body of new legislation under the 1992 single market program that was de-
signed to harmonize standards and complete the single market for live animals and
animal products. In some cases, such as meat inspection, this means that Member
State slaughter houses are now subject to the same requirements as facilities in
third countries. However, in many areas where EU leﬁislation did not fmviously
exist, new Union-wide requirements that could pose problems for imports irom third
countries have been established. Notable among these is a set of new directives that
will m?uire every consignment of live animals or animal products enterin the
Union from third countries to undergo documentax}, identity, and physical checks
by veterinarians at desiTated frontier posts. Since January 1993, the uneven appli-
cation of the Single Market provisions has been the cause of many trade problems.
The U.S. Government and other principal suppliers of these products have entered
into consultations with the Commission on the entire package of veterinary legisla-
tion with the objective of identifying areas where disruptions in trade can be avoid-
ed through the a]p%l’ication of equivalence.

Environmental Measures: Pending environmental measures may also affect the
trade and business climate. Among them, a proposal for a CO2/energy tax would
substantially raise energy costs for industry, although no progress on the plan has
been made since 1994. The debate continues over a packaging directive which could
raise producer costs by mandating extensive recycling of pac aging materials, pos-
sibly enforced by member-state fiscal and economic measures.

4. Debt Management Policies
Debt management policies are determined by the individual member states of the

5. Significant Barriers to U.S. Service 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 believes that this provision is contrary to the spirit
of the General Agreement on Tariffs and Trade (GATT). The U.S. an the EU were
unable to resolve their differences over this issue at the Uruguay Round in 1993;
the U.S. remains committed 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. still reserves its ability to
take Section 301 action against the EU on the issue. .
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 (e.g. infrastructure,
voice telephony). Two other impediments to the trade in telecommunications goods
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and services are intellectual pmﬁnvg rights protections (European Telecommuni-
cations Standards Institute, or E tandards) and government procurement prac-
tices. These issues are addressed later in the report.

Standards, Testing, Labelling and Certification: The United States-EU dialogue
on standards, testing and certification has, on balance, been positive. The European
standardization bodies have in general committed themselves to adopting inter-
national standards, although this varies depending on the body and the need. How-
ever, many non-European interests still finge participation in European standardiza-
tion bodies difficult and/or frustrating (i.e. limited access to the European Commit-
tee for Standardization/European Committee for Electro-technical Standardization
through European industry associations, and limited votinf wer in ETSI). This
frustration can also be felt at the international level in the International Standards
Organization (ISO) and the International Electrical Committee, where the EU still
wields 12 votes and the U.S. only one.

Central to standardization policy in the Union is the harmonization of require-
ments for “regulated” products, including products as diverse as toys and earth mov-
ing etgipmen . In order to circulate freely in the Single Market, these products will
have to carry the CE Mark, denoting conformity to these harmonized requirements.
It is anticipated that fifty percent of U.S. exports to the EU will eventually be re-

uired to carry the CE Mark. While the harmonization of these requirements and
the drafting of European standards is supposed to facilitate market access, the over-
all CE Marking program has fallen behind schedule largely due to implementation
and standardization problems.

A number of these “regulated” or CE Marking products arc also candidates for
Mutual Recognition Agreements (MRA's) between the United States and the EU. An
MRA would allow manufacturers in the United States to have their products tested
and certified to the EU requirements by recognized Notified Bodies in the United
States, and vice versa. 's would reduce conformity assessments costs and the
time it takes to bring a product to market. The United States and EU held prelimi-
nary discussions in October 1992 and June 1993. In November 1993, the EU for-
mally selected the United States as a priority country along with Canada, Australia
and New Zealand. U.S. and EU officials held three rounds of negotiations in April,
June and November 1994 in the following areas: pharmaceuticals, telecommuni-
cations, electrical products, medical devices, lawn mower safety equipment, and rec-
reational craft,

ETSUIPR: On September 6, 1994, ETSI abandoned its March 1993 IPR policy that
had differed significantly from those long considered to be international norms (ISO
and International Telegraph and Tele{)hone Consultative Committee). In late Sep-
tember, the US. Computer and Business Equipment Manufacturer’s Association
(CBEMA), which had Jodged a complaint with the European Commission’s Competi-
tion Directorate (DG IV) asserting that the original ETSI ﬁolicy violated Articles 85
and 86 of the Treaty of Rome, conditionally offered to withdraw its DG IV filing in
light of ETSI abandonment of the March 1993 IPR policy. CBEMA’s condition for
withdrawing the policy was that ETSI also withdraw its separate DG IV request
for a waiver of the same articles of the Treaty of Rome. In close consultation with
U.S. business and the European Commission, the U.S. has supported efforts by all
parties to reach a new, consensus ETSI/IPR policy. Until a new policy is adopted,
it is difficult to determine whether or to what extent ETSI/IPR policy may remain
an impediment to U.S. purvegrs of telecommunications goods and services.

Government Procurement Practices: On April 13, 1994, the United States and the
European Union reached an agreement on government procurement, most of which
will g incorporated into the GATT Government Procurement Agreement that was
signed on April 15, 1994. The United States-EU agreement will dramatically expand
public procurement opportunities to over $100 billion on each side. Sub-national
government agencies and electrical utilitics on each side will for the first time guar-
antee equal treatment to the other side’s firms on a permanent basis.

Unfortunately, the EU was not willing to include telecommunications in the
agreement, leaving in place the discriminatory provisions of the Utilities Dircctive
in that sector with respect to bids that do not meet a 50 percent EU content require-
ment. The United States therefore decided to keep in place its retaliation against

this practice,
Other Significant Potential or Existing Barriers to U.S. Exports:
Leghold Traps: A ban on imports and domestic sales of fur from animals caught
in leghold traps will come into force January 1, 1996 unless agrecement is reached

on international standards for humane trapping. During 1994 the EU extended the
deadline for the ban by one year from January 1995, citing progress toward inter-

national standards.
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Animal Testing of Cosmetics: An amendment to the cosmetics directive will ban
sales in the EU of cosmetics whose ingredients were tested on animals from 1998,
unless the Commission determines there are still no feasible alternatives.

Data Privacy: The European Commission has proposed a directive to set minimum
standards in the EU concerning “protection of individuals in relation to the process-
ing of certain personal data.” Many U.S. companies are concerned that depending
on how it is implemented, this directive could adversely affect them by restrictin
their operations in the EU or the transfer of data between the United States an
the Union. The latter case could even prevent intra-company data transfer. These
concerns are shared by EU industry. U.S. experts will confinue to monitor this issue
and consult with EU officials.

Wine Certification and Enological Practices: U.S. wine exports continue to face
uncertain market access into the European Union. The United States would like the
EU to make permanent the current temporary derogations whereby U.S. wine pro-
ducers 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 United States.

Whiske{: During 1994 the United States and the EU concluded an agreement
whereby the EU provides recognition to Bourbon Whiskey and Tennessee skey
as distinctive products of the United States in exchange for U.S. recognition of
Scotch Whisky, Irish Whisky, Cognac, Armagnac, Calvados and Brandy de Jerez.
The EU, however, has not agreed to cover a third product, American Blended Whis-
key (ABW) in the new agreement because the current EU distilled spirits regulation
maintains that ABW cannot be labeled a whiskey product due to insufficient aging.
Therk U£S. Government will continue to seek to restore access for ABW into the E
market.

Third Country Meat Directive and Hormone Ban: A November 1992 exchan% of
letters laid down the terms for an improved working relationship between the U.S.
and EU meat inspection services and paved the way for the approval earlier this

car of a number of U.S. slaughterhouses. Under the terms of the agrecement, this
is scen as an interim stage in a process leading ultimately to certification by the
USDA that U.S. establishments meet EU standards.

Despite the progress made toward resolving the dispute over meat inspection,
U.S. exports of beel and beef products to the Union will continue to be severcly lim-
ited 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 U.S. exports estimated at $97 million a year. In reslponse, the United States im-
rosed 100 percent tariffs on imports of EU “agricultural products valued at $97 mil-
jon. This level of retaliation was adjusted downward in July and December 1989
}t;o reflect this partial resumption of U.S. exports of meats that are not treated with

ormones.

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 through December 31,
1994, in order to examine the img‘licat.ions of the ban, its consequences for trade,
and the experience of countries where the use of BST is authorized. The EU has
also taken the unusual step of barring individual member state licensing of BST,
regiring license apgmval at the Union level.

ientific and technical study to date in both the United States and Europe has
found no health or other hazards in the use of BST, and the U.S. Food and Drug
Administration has approved its use in the United States. However, the Commission
as well as European consumer groups, critics of biotechnology, and small farmers
(who fear increased supplies of cheap milk) oppose its use. An important factor in
the Commission’s decision is the impact increased milk prod :ction resulting from
the use of BST will have on the EU’s bUdielt" for farm agrice supports. Because of
she high cost of farm subsidies under the CAP, the EU already has strict milk pro-

uction quotas.

Given the fact that the U.S. Food and Drug Administration review has established
scientifically that the drug does not pose a threat to human or animal health, the
United States has scrious trade concerns with the EU’'s BST policy.

Oilsecds: A central element of the Blair House Accord 1s the text on oilsceds
which establishes limits on oilseeds market supports and establishes a mechanism
to further limit su A)ort if oilsceds production area excceds certain limits, the sepa-
rate base area (SBp ) for oilseeds. The Commission has announced that it plans to
exclude oilsecd production by farmers under simplified crops scheme (principally for
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small farmers). The United States feels strongly that all areas for which compen-
satory payments are received must be counted under SBA plan for oilseeds.

Quota and Import Licensing for Bananas: On July 1, 1993, the European Union
implemented an import quota regime for bananas that is administered using import
licenses. The EU developed the new regime as part of its single market exercise.
U.S. companies have seen a significant erosion o}) their market share in Europe be-
cause the quota that applies to imports of bananas from Central and Latin America
is significantly smaller than recent import volumes. Moreover, the licensing system
includes elements that discriminate against third country importers to the benefit
of EU firms. After losing two GATT panel cases, the EU negotiated a framework
agreement with Costa Rica, Colombia, Nicaragua, and Venezuela which allocated
specific quota levels to those four countries, and which raises the possibility of fur-
ther discrimination against U.S. firms. On October 17, USTR decided to initiate an
investigation under Section 301 of the 1974 Trade Act of the EU banana regime.

Shipbuilding Subsidies: EU member states provide subsidies and other forms of
assistance to their shipbuilding and repair industries. The European Commission
sets ceilings for subsidies annually. In 1994, the ceiling was nine percent of gross
investment for new ships and 4.5 percent for conversions and small vessels. The
Commission has §mposed extending this ceiling through December 31, 1995. On
Jure 8, 1989 the Shipbuilders Council of America (SCA) filed a Section 301 petition
seeking elimination of subsidies and trade distorting measures for the commercia
shipbuilding and repair industry. In response, USTR undertook to negotiate a multi-
lateral agreement in the OECD to eliminate all subsidies for shipbuilding by the
OECD member countries. An agreement was reached in July 1994 and is expected
to be signed in December. It is scheduled to take effect January 1, 1996, following

ratification by all signatories.

6. Export Subsidy Policies

A‘E-icultural Subsidies: Export subsidies (also known as export restitutions or re-
funds) are widely used by the EU to offset competitive disadvantages of EU agricul-
tural exports caused by high EU internal support prices. Export subsidies enable
the EU to dispose of its surplus production at prices that match, and often
undersell, U.S. agricultural exports to foreign markets. The impact on U.S, agricul-
tural exports, particularly grain exports, runs in the order of billions of dollars. Ex-
Rort subsidies, however, were subject to disciplines as a result of the Uruguay

ound. As that agreement is implemented, therefore, there will be progressive re-
ductions in the value and volume of subsidized agricultural exports.

7. Protection of U.S. Intellectual Property

The European Commission is committed to securing a high level of protection for
intellectual property riEhts (IPR) in the EU. The Commission believes that comple-
tion of the Single Market requires harmonization of the scoge of IPR protection so
that trade and investment within the Union will not be distorted based on dif-
ferences in the scope of intellectual property protection among the member states.
The Commission has proposed directives in certain areas where inadequate IPR J)m-
&cction is seen as a hindering development of EU industry (biotechnology, data

ases) and has adopted directives covering software, pharmaceuticals, and semi-
conductor topologies. Other IPR measures completed include a Community Trade-
mark harmonization regime and a Community Patent Convention, but they will not
be fully implemented until 1996. Additional legislation will eventually harmonize re-
gimes covering industrial design and biotechnological inventions.

In the copyright area, the EU Council has adopted directives establishing rental
and lending rights, harmonizing neighboring rights and the term of protection, and
creating a system for protecting works transmitted by satellite and cable
retransmission. It remains to be seen whether the directives will give full protection
to U.S. right-holders and whether U.S. film producers and the works-for-hire system
will be fully respected.

The EU adopted in May 1991 a directive requirint member states to protect soft-
ware as a literary work within the meaning of the Bern Convention. Member slaies
were required to implement the directive in national legislation no later theu Janu-
ary 1, 1993, but a number had not completed action by that date. The directive dif-
fers from US. law by allowiix;? decompilation carried out under certain cir-
cumstances for erposes of obtaining information necessary for inter-operability. Al-
though U.S. industry was satisfied with the final compromise reached by the Coun-
cil, the U.S. Government will closely monitor implementation of the directive to en-

sure that U.S. right-holders are protected.
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8. Workers Rights

Worker rights are discussed in the individual country sections of the report. How-
ever, it is worth noting that the EU Commission has proposed to Member States
that GSP beneficiaries be offered an extra marﬁln of preference if they meet certain
worker rights standards. It is not yet clear whether the proposal wﬁl be accepted
by Member States.

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1993

(Millions of U.8. dollars)
Category Amount
Petroleum 19,827
Total Manufacturing .........cocenee . 91,034
Food & Kindred Products .........uenercscnceneareessesenssescsens 8,667
Chemicals and Allied Products ..........cccceevereeenrcannernnreesennes 24,760
Metals, Primary & Fabricated ............cccceerennernrnnennernsernenens 4,620
Machinery, except Electrical ..........c.cccveererevecrernrererreresesnns 16,455
Electric & Electronic Equipment ......cccccocenveeninivinennienrenns 5,819
Transportation Equipment cesreessnesaesnessnssassns 9,392
Other Manufacturing ... 21,321
Wholesale Trade .... 21,362
BADKING vvv.cvvennerssenermmmennanssssssssnssessasmsssssssssssssssssossssssssssossessassess 8,719
Finance/Insurance/Real Estate ........c.cieneicnneneeenssneseces 66,617
Services 10,803
Other INAUBLIIES ......c.ccerrrersacrenraessascsssnsessnsnsessonsssassaasassserasesns 6,326
TOTAL ALL INDUSTRIES ..... 224,687

Prior to 1993, the European Union was known as the Eumrun Communities. The European Union com-

grl-u Belgium, Denmark, France, Germany, Grocohlédond taly, mebou:&:'hc Netherlands, Portugal,
pain, and the United Kingdom. As of January 1, 1 it will also include Aus , Finland and Sweden.
Source: U.8. Department of Commerce, Bureau of Economic Analysis. .

ARMENIA
Key Economic Indicators
(Millions of U.S. dollars unless otherwise noted)
1992 1993 1994
Income, Production and Employment: (billions
of rubles)
Real GDP (1991 prices) ......c.ccesnenssssncsssssaisaes 7.693 6.469 6.391
Real GDP Growth (pct.) .......eeseeeeceensessssnssssesens -523 -14.8 -1.2
GDP (at current prices) ..........cccvnsnvisnsnesecsesaens 59.068 779.619 229.400
By Sector: (pct.)
AGTICUltUTe ....oocvcviieiventiitniniccnessincnssenaens 31.8 48.1 34.8
INAUBLIY ..cciviiniiniiininessineiiessnsenoens 37.6 26.0 51.6
Construction ... 4.3 3.7 2.6
Transportation ..., 1.3 0.6 1.5
Trade/Catering seassssssesasaessaasssssaaense 3.3 2.0 1.5
Other sssssassssnsnessnnsnssannnes 21.5 19.6 8.0
Real Per Capita GDP (1991 USD) ........ccceuee N/A 990 900
Labor Force (0008) .......cccccunen 2,194 1,630 1,490
Unemployment Rate (pct.) 34 6.6 7.0
Money and Prices (annual percentage growth): ’
Money Supply (M2) N/A N/A 700
Base Interest Rate 8-10 46.5 360-210
Personal Savings Rate 9-10 N/A 60-180

Retail Inflation 728.7 930.0 900.0
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Key Economic Indicators—Continuad
(Millions of U.8. dollars unless otherwise noted)

1992 1088 1994
Wholesale Inflation N/A $90.0 900.0
Consumer Price Index 28.7 940.0 900.0
Exchange Rate (USD/NC)
Official 1/400 172,020 1/350
Parallel 1/400 172,050 1/370
Balfanc)c of Payments and Trade: (USD mil-
ons
Total Exports (FOB) 74.62 108.01 129.98
Exports to US. 143 0.23 0.39
Total Imports (CIF) 141.02 205.43 2564.44
Imports from US.3 1.02 1.99 2.30
Aid from US.4 45.10 93.20 81.73
Aid from Other Countries N/A 112.50 113.00
External Public Debt ... 0.0 220.0 592.0
Debt Service Payments (paid) .....ceusecsensnverenee 0.0 0.0 45.0
Gold and Foreign Exch. Reserves ...........cc..... 15.9 N/A N/A
Trade Balance?® -66.500 -97.417 -124.460
Trade Balance with U.S.3 .........cccovercireenenas 0.409 -1.764 -1.991

N/A—Not available.
are all estimates based on available data in October 1994.

11994 Fy

31964 CDP estimate is in billions of Armenian drams.

3QGruin, fuel and other assistance imports not included.

4O0ther U.S. assistance was available through regional programs for which a country-by-country breakdown

is not available.
Sources: the Armenian Ministry of Economy, the Armenian State Statistical and Analysis Commitwee, and

the Central Bank.

1. General Policy Framework

In 1994, the severe economic crisis in Armenia continued. Almost all Armenian

industries suffered shortages of fuel, electricity and raw materials, as a result of the
embargoes by Azerbaijan and Turkey, and civil unrest in Georgia. Rehabilitation of
regions damaged by the 1988 earthquake has been progressing slowly. The average
rumhasing power of the population decreased as compared with 1993 and further
imited trade opportunities, Corruption remained a problem. However, the relative
stability afforded by the cease-fire which has been in place since May 1994 for the
Nagorno-Karabakh conflict has enabled the government to devote more attention to
the economy and invigorate its reform efforts.

The present Armenian government has demonstrated a firm commitment to turn-
ing Armenia from a centralized state with a planned economy into a democratic so-
ciety with free-market economic relations. The disintegration of the ruble zone in
1993 led Armenia to introduce its national currency, the dram, which lost value rap-
idly at the beginning of 1994. The general economic crisis and severe shortages of
energy resources during the winter period resulted in a significant decrease in in-
dustnial production. The standard of living has continued to erode, and a significant
out-migration of the population has occurred. The Nagorno-Karabakh conflict had
forced the government to convert many of its oﬁerating machinery manufacturers
to defense production, but the cease-fire, which has been in place since May 1994,
has helped stabilize the economic situation.

The government has taken measures to lift almost all trade barriers for exporters,
and to reinforce the role of the Central Bank b ‘granting it significant authority
to conduct state monetary policy and license individuals or organizations engaged
in banking and related activities. However, the government budget deficit in 1994
decreased markedly due to increases in grants, decreases in lending, and lower lev-
els of current expenditure. The deficit was partially financed by borrowing from the
Central Bank and commercial banks, and by credits received from Russia, other
countries, and maltilateral institutions. Since June 1994, the Central Bank has ex-
ercised strong control on the emission and the exchange rates policy, set higher re-
serve/deposits ratio requirements for banks, and started to conduct credit auctions.
This, along with a slight increase in exports during the summer and a number of
international credits, contributed to a sharp decrease in the rate of inflation, from
30-40 percent in January/February to 3-7 percent in September/October.
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In 1992, Armenia privatized almost 80 percent of its agricultural land. In 1994,
Armenia began major privatization of industry. The privatization program will be
conducted in three stages during 1994-1997, and is considered to be a key step in
improving the economic situation. In 1994, more than 4,700 small and medium-sized .
enterprises were planned to be privatized. Privatization of dwellings also took place
throughout the year and is expected to end in 1995.

During 1994, the Armenian government worked hard to improve operating indus-
tries’ export performance. Concentrated efforts were made to upgrade energy indus-
try infrastructure, and to find new sources/suppliers of energy and fucl. An agree-
ment has been reached with Russia on joint exploitation of the Metsamor nuclear
power plant which may reopen in 1995. In the meantime, Armenian and Russian
specialists continue to test and modernize the plant, which was closed after the
1988 earthquake for safety reasons.

Armenian business laws have gradually been readjusted to match those of west-
ern develoFed nations. Present Armenian law wermits the establishment of almost
all types of private companies existing in the West, and the country’s banking sys-
_tem, which currently is very backward, is expected to improve in the near future.

Armenia is open to foreign investors and maintains a liberal foreign trade policy.

2, Exchange Rate Policy

At present, Armenia’s banking sector consists of two state banks, the Central
Bank and the Savinfs Bank, and more than forty private commercial banks, some
of which are partially controlled by the state. During 1994, in an attempt to sta-
bilize the exchange rate and fight the hard currency black market, the Central Bank
adopted a number of contradictory measures including a liberal policy toward issu-
ing licenses for exchange operations to any businesses, no strict control on exchange
rate policy, and numerous dollar interventions (though of modest value). Then, the
Central Bank decided to set obligatory exchange rates for all exchanges in Armenia,
and finally, to close many of the private exchanges, granting the right for exchange
operations to the existing banks only, and determining exchange rates at the regu-
lar hard currency auctions. Exchange rates may vary from the Central Bank's ex-
change rate by up to three percent. In addition to the market rate, the Central Bank
maintains a second, lower official exchange rate to be used in non-cash transactions
between state enterprises.

No strict measures exist for control of hard currency outflow from Armenia. Arme-
nian residents are currently permitted to take a maximum of USD 500 with them
when they leave the country. Permission to export foreign currency in excess of USD
500 is granted only upon presentation of a document proving that the moncy was
purchased officially, or legally obtained. In May 1994, the Central Bank ordered all
Armenian resident companies to close their business accounts in foreign banks,
transfer funds to Armenia, and conduct all their international transactions via Ar-

menian resident banks.

3. Structural Policies

In 1994, U.S. commercial exports to Armenia were insignificant, and were more
affected by the Azerbai{?ni and de facto Turkish blockade, unrest in Georgia, and
the conflict in Nagorno-Karabakh than by Armenia’s tax and regulatory policies. In
Armenia, resident foreign business owners receive national treatment, and are gen-
erally subject to the same taxes and regulations as Armenian businessmen. Joint
ventures with more than 30 percent foreign investment are granted significant tax
benefits and other privileges.

Basic Armenian taxes include a profit/corporate tax (12-20 arercent), a value-
added tax (16.6-20 percent), an excise tax (65-70 percent) for sale of certain prod-
ucts, a personal income tax, and taxes paid to social security and pension funds.
Amounts of duties and fees paid for export/import licenses and licenses for certain
professional activities are normally dependent on the current minimum monthly
wages set by the government. Though Armenian tax law describes ten more types
of taxes, including a property and a land tax, relevant necessary legislation and col-

lection mechanisms have yet to be adopted.
All exports from Armenia are duty-free. The law sets minor customs duties (5-

10 percent) for imports of certain goods. .

In 1992, Armenia and the United States signed a bilateral investment treaty and
an Overseas Private Investment Corporation (OPIC) incentive agreement, which al-
lows OPIC to offer political risk insurance and other programs to U.S. investors in
Armenia. In 1994, Armenia adopted the Law on Foreign Investments in hope of pro-
viding a legal structure for secure investments in the country’s economy.
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4. Debt Management Policies

In 1992, Russia assumed responsibility for managing Armenia’s share of the
former Soviet Union’s external J::%t of 33251.6 millioang.i Iﬁ 1993, Armenia incurred
ruble and hard currency external debt totalling $220 million. This included credits
received from the World Bank, European Bank for Reconstruction and Development
(EBRD), as well as from other international institutions and foreign governments.
No debt service pagrments were made in 1993.

At the end of 1994, the Armenian external debt increased to $592 million. It in-
cluded loans received from the World Bank for rehabilitation projects in the earth-
quake zone, irrigation 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 Zvartnots airport, and a number of other foreign credits. Debt service
payments by the end of 1994 are estimated at $45 million.

December 1994, the IMF approved a $26 million IMF Systemic Transformation
Facility loan to support Armenia’s reform program. The World Bank is also expected
to offer financing worth about $80 million during 1995, which will support reform.
The United States, France, and the Netherlands rledged about $110 million in hu.
manitarian assistance and trade credits which also will support Armenia’s reform
program by addressing its balance of pa({ment.s needs. Earlier in 1994, Russia also
agreed to extend a 110 billion ruble credit, part of which will be used for retooling

the Metsamor nuclear power plant.

5. Significant Barriers to U.S. Exports

In 1994, the following factors acted as significant barriers to U.S. exports to Ar-
menia: a partial road and rail embargo of the country, fuel shortages, lack of market
information, lack of a modern telecommunications system, nonconvertibility of the
Armenian dram outside of the country, inflation, a backward banking system, insuf-
ficient protection of foreign investments, the extremely low purchasing power of the
population and local companies, and lack of international trade experience.

cal or foreign companies registered and operating in Armenia which receive

their revenues in hard currency are required to sell 60 percent of their hard cur-
rency profits to the state for drams at the official exchange rate.

In 1994, 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 1994, export-oriented industries continued to receive government assistance. As
was the case during the Soviet period, the government subsidized some state enter-
prises and provided resource discounts to producers in critical industries.

7. Protection of U.S. Intellectual Property

An agreement on trade relations between Armenia and the United States, signed
in 1992, states that the parties shall ensure that domestic lelgislation provide for
rmtection and implementation of internal property rights, including copyrights on
iterary, scientific and artistic works, including computer programs and data bases,
patents and other riﬁhts on inventions and industrial design, know-how, trade sc-
crets, trademarks and servicemarks, and protection against unfair competition.

In August 1993, the Armenian parliament adopted the Law on Patents, and the
government established a Patent Administration. Patents are granted for a period
of 20 years. Laws on trademarks and copyrights are being considered by the Par-

liament. .
" Armenia plans to join the Paris Convention for the Protection of Intellectual Prop-
erty, the Madrid Agrcement concerning international registration of trademarks,
and the Patent Cooperation Treaty. ‘

Meanwhile, piracy of video and audio materials, books and software in the poorly
controlled private sector is widespread. Items are copied locally, and some are im-
ported irom neighboring states, mainly Russia. No exports of pirated materials from
Armenia to other states have been observed. Armenian state television and numer-
ous illegal private cable channels regularly air Western video materials, many of

which are unlicensed and of low quality.

8. Worker Rights

The 1992 Law on Employment guarantees employees the right to form or join
unions of their own choosing without previous authorization. At the same time
many large enterprises, factories, and organizations remain under state control, and
voluntary, direct negotfations between unions and employers without the participa-
tion of the government cannot take place. The 1992 Law on Employment guarantees
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the right to owmlu and in collectively. Armenia’s high unemployment rate
makesitdifﬂcuttoﬁougchw tmntthi}yrl tilexercinedinprugtie{tn

The 1892 Law on Employment prohibits forced labor. Child labor is not practiced.
The statutory minimum for employment is sixteen. The minimum wage is set
by governmental decree and was increased periodically during 1994. Employees paid

e minimum and even average official wages cannot support either themselves or
their families and must look for sources of additional income. Most enterprises are
either idle or operati%:t only a fraction of their capacity. Individuals still on the
payroll of idle entc;p s continue to receive two- of their base salary. The

overwhelming ma{o ty of Armenians are thought to live below the officially recog-
~ nized poverty level.
AUSTRIA
Key Economic Indicators
{Billions of U.8. dollars unless otherwise noted)
1992 1993 19942
Income, Production and Employment:
Real GDP (1985 prices)3 ....... 788 78.8 80.6
Real GDP growth (pct.) ....ccccvemvecenrnsecssessnenseenes 1.6 -03 2.5
GDP (at current prices) .......ccocuneinunssincansesenens 186.2 1814 196.4
By Sector:
AGTICUItUTe ..ot sssnesenes 4.5 4.1 44
Energy/Water ... 6.1 5.1 5.3
Manufacturing/Mining .........ccvecnnninessasaesensesens 46.9 43.7 474
Construction ........cveeiens 13.8 13.56 14.7
Rents N/A N/A N/A
Financial Services 32.7 33.9 36.6
Other Services ... 60.7 49.6 53.0
Public Services , 24.9 26.2 27.0
Net Exports of Goods & Services .......cccervnncseanee -73.3 -69.1 -173.5
Real Per Capita GDP (USD/1986 base)? ........... 9,990 9,890 10,090
Labor Force (000s) 3,663 3,684 3,686
Unemployment Rate (pct.) 3 ........ccevinisnnnnacsennss 3.6 4.3 4.3
Money and Prices: (annual percentage growth un-
less otherwise noted)
Money Supply (M2) ..... 6.2 3.2 3.0
Secondary Bond Market Rate4 ........ccoceeeeriinanne 8.39 6.74 6.50
Personal Savings Rate4 ..........ccceunninincsniencnriassens 11.2 115 12.0
Wholesale Inflation ..., -0.2 ~-04 1.0
Consumer Price Index 4.1 3.6 3.0
Exchange Rate (AS/USD)5 10.99 11.63 11.40
Balance of Payments and Trade:
Total Exports (FOB) .............. 444 40.2 44.1
Exports to US. vereseensassasasssensnnnne 1.2 1.3 14
Total Imports (CIF) - 64.0 48.6 63.8
Imports from U.S. 2.1 2.1 2.3
Aid from U.S, SR wrsnensens N/A N/A N/A
Aid from Other Countries ..........ccevnrenaecncscosnens N/A N/A N/A
External Public Debt 8 .......cccececerveinricnecsaecssansesans 16.7 18.3 21.6
Debt Service Payments .........cuevcinninncsnnsnnoniens .18 2.5 2.2
Gold and FOREX Reserves (year-end) 16.2 ....... 18.3 N/A
Trade Balance? ... -9.7 ~84 -0.9
Trade Balance with U.S.7 ......cccininnnincnninnes -09 -08 -10.0

N/A—Not available,
1Data as of October 1994 and economic forecasts.

3Converted at the 1985 achan%: rate of AS 20.69=USS$1.
3Unemployment rate according to OECD method.

4 Average annus! rates,

8There is only an official rate, no parailel rates.
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S Figures reflect the federal government's external debt.
7 Merchandise trade only. s

1. General Policy Framework

Austria, a member of the European Free Trade Association (EFTA) and the
OECD, has a highly developed economy with a high standard of living. Austria’s
economy is highly integrated into the international economy, with exports of goods
and services amounting to almost 40 percent of GDP. The state-owned sector has
traditionally played a significant role in the economy. Austria achieved a top eco-
nomic and political goal-full membership in the European Union (EU), which oc-
curred on January 1, 1995. The Austrian Parliament ratified the EU accession
agreement by an overwhelming majority on November 11, 1994.

After eleven consecutive years of growth, the Austrian economy experienced a
mild recession in 1993, by contracting 0.3 percent in Austrian Schilling (AS) terms.
In 1994, Austria has again entered a J)hase of swift recovery. The budget deficit has
increased, however, from the planned three percent of GDP to 4.7 percent in 1993
as a result of the weak economy and spending increases, particularly for unemploy-
ment benefits and a second year of maternity leave. Austria financed its 1993 fed-
eral budget deficit of AS 117.1 billion (10 billion dollars) primarily through Schilling
and foreign currency bonds. The Austrian National Bank does not set money supply
targets, but uses interest rates, in particular the rediscount rate and the rate for
open market transactions, as its main tool for maintaining the mark-schilling peg.

Formation of the European Union’s single market and the transformation occur-
ring in Central Europe have posed significant challenges for Austria, with the need
for major mstmcturing. Austria’s Grand Coalition Government of Social Democrats
and Conservatives undertook measures to make the Austrian economy more liberal
and open by introducing tax reforms, privatizing some state firms, and liberalizing
cross-border capital movements. Austria has significantly increased trade and in-
vestment activities in Central Europe since 1989, but has also faced stiffer competi-
tion from the influx of low-priced Eastern rotfucts, and discrimination resulting
from the EU’s free trade agreements with those countries. In July 1994, Austria’s
ﬁarliament approved the Uruguay Round agreements. Austria ratified the Uru'!guay
ound agreements in December and became a founding member of the World Trade

Organization on January 1, 1995.

2. Exchange Rate Policy

Because of the Federal Republic of Germany’s importance as a trading partner,
the Austrian National Bank (ANB) maintains its “hard schilling policﬁ b‘\(r adjusting
money supply and interest rates to peg the schilling to the German Mark at an ex-
change rate of AS 7 equals DM 1. The schilling continued to appreciate vis-a-vis
many other European currencies in 1993, which meant that Austna’s international
competitiveness deteriorated. After a small recoveri' in 1993, the dollar started tc
decline again vis-a-vis the schilling in late summer 1994. Austria’s foreign exchange
regime is fully liberalized. Austrian capital markets were deregulated and liberal-
ized by the new Capital Market Law on Public Securities introduced in 1992. U.S.
issuers of bonds and securities are free to place offerings in the Austrian capital

market.

3. Structural Policies

Austria’s participation in the European Economic Area (EEA) beginning in Janu-
ary 1994 and preparations for EU membership have resulted in broad structural re-
form. Most non-tarifl barriers to merchandise trade have been removed, financial
and other services have been liberalized, and cross-border capital movements and
market access for foreign bonds have been fully liberalized.

Following a preliminary set of tax reform measures in 1992 and 1993 geared at
the environment and tax simplification, a comprehensive tax reform became effec-
tive Janu 1, 1994. Main features of the reform were an increase of the general
tax credit for all taxpayers, the streamlining of tax procedures, and the abolition
of existing taxes such as capital tax and tax on industry and trade. To compensate
for part of the revenue shortfall, the corporate tax rate was raised from 30 to 34
percent.

Other laws and lations have been amended to open up the economy. A more
liberal Business Code became effective July 1, 1993, which reduced licensing re-
quirements. On November 1, 1993, Austria’s new cartel law allowing for merger con-
trol became effective. The government enacted on July 1, 1994, a new law requiring
environmental impact assessments for many projects in the waste, transportation,
and energy sectors, and for large industrial projects. Austria’s participation in the
EEA required Austria to implement its first federal procurement law and to make
its subsidy programs consistent with EU regulations.
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4. Debt Management Policies

Austria’s external debt management has no significant impact on U.S. trade. At
the end of 1993, Austria’s external Federal Government debt amounted to AS 212.9
billion (18 billion dollars), or 19.2 percent of the Government’s overall debt. In terms
of GDP, Austria’s public external debt amounted to 10.1 percent in 1993 and is csti-
mated to rise to 11 percent in 1994. Debt service for Austria's external federal debt
amounted to AS 29.2 billion (2.6 billion dollars) in 1993 and was equal to 1.4 per-
cent of GDP and 3.6 percent of total exports of goods and services.

5. Significant Barriers to U.S. Exports

Austria’s tariff regime will change when it impliments the EU common external
tarifl on January 1, 1996. U.S. exporters will face higher tariffs in many scctors in-
cluding computers, modems, fax machines, and other electronic equipment.

In some sectors, competition is restricted, especially in agriculture. High tariffs
combined with complicated licensi? and quota systems limit agricultural imports.
Discretionary licenses are required for imports of some food products, including
dairy product, red meats, poultry, grains (except rice), fruits, vegetables, sugar,
brown coal, and some weapons. 3

Trade of cheese and beef between ihe U.S. and Austria is conducted under two
bilateral agreements. The first datin{ from 1980, gives the U.S. a 600 ton quota
for US. high guallty beef (H%h) in Austria, and the U.S. granted Austria a duty
free quota of 7,860 tons for cheese. The second accord, negotiated in 1992 under
GATT Article XXVIII as a result of trade concessions withdrawn by Austria on oil-
seeds products, provides for an additional HQB quota of 400 tons for the U.S. In
the fall of 1995, the U.S. requested consultations, claiming that Austria was in vio-
lation of the agreements because of changes in the import mechanism, failure to re-
lease the full quota in a timely manner, and substantial increases in levies. In the
first half of 1994, the import mechanism was changed, but the import levy, which
can reach as high as four dollars a kilogram, remains in place. The U.S. beef quota
is likely to be folded into the EU-wide HQB quota. Due to the EU ban on hormones,
this would effectively curtail exports of U.S. beef to Austria.

The Government of Austria generally welcomes foreign direct investment. One
hundred percent foreign ownership is permitted, and there are no restrictions on re-
patriation of earnings, interest payments, and dividends. However, investors must
sometimes deal with complicated administrative procedures to obtain approval for
new operations, Environmental regulations and land use plans that differ between
provinces complicate both domestic and foreign investment. For example, environ-
mental and administrative approval of one recent large U.S. investment took nearly
two ycars.

In July 1993, Austria implemented a hi?hly restrictive residency law aimed at
curbing illegal immigration. It applies to all residents, except those from EU coun-
tries and Switzerland, staying longer than six months. Procedures are complicated
and lengthy, and it has made timely a£ﬁmval for American business exccutives,
their represcntatives, and their familics difficult.

Austna’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 considerab y, because the en-
dowment capital from their parent companies can no longer be included in the cap-
ital base used for calculating these limits. Other providers of financial services, suc
as accountants, tax consultants, and property consultants must specifically prove
their qualifications, such as university education or experience in order to practice.
Other service companies also require a business license, one of the preconditions of
which is legal residence. As a result, U.S. service companies often must form a joint
venture with an Austrian firm. U.S. companies holding investments in several EEA
ﬁmﬁnAaber countries benefit from more liberal regulations with the enforcement of the
Imports of foodstufls, plant pesticides, pharmaceuticals, or electrical equipment
are permitted only if the products pass standards set by the Austrian Testing Insti-
tute or a government agency. Due to the sometimes broad and diverse testing proce-
dures for pharmaceuticals, responses may take as long as three or four years. The
Austrian Consumer Protection Law and the Law Against Unfair Competition re-
quire that textile products, apparel, household chemicals, soaps, toiletries, and cos-
metic preparations must be marked and labeled in German. All telecommunications
equipment, including customer premises equi&ment, private networks, cable TV net-
works and value-added services, is subject to approval by the Austrian Post and
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Telegraph Administration 11;71'1‘) The Austrian approval policy for customer prem-
ises et;ul;pment tends to be liberal. PP i P
Austrian government 1promrement is non.discriminatory and complies with the
General ment on Tariffs and Trade (GATT) Afreement on Government Pro-
curement. Austria does not have restrictive “buy-national” legislation and the prin-
ciple of the best bidder is usually maintained. Bid timcs are sufficiently long to
allow foreign firms to submit bids. In the military sector, the Austrian Government
often requests offset arrangements; in early 1993, it concluded such an agreement
with the French Government for the purchase of Mistral missiles. With Austria's
rarticipation in the EEA, Austria enacted its first federal procurement law, adapt-
ng the EU’s Single Market Iexislation on procurement. The Austrian Government
did not, however, implement Article 29 of the EU Utilities Directive which man-

dates price preferences for E{J firms.

6. Export Subsidies Policies

The Government E%mvidea exsort Fromotion loans and guarantees within the
framework of the OECD Export Credi Arrat;gement and the GATT Subsidies Code.
Preferential financing is the main form of subsidy. In mid-1991, the Austrian
Kontrollbank (AKB), Austria’s export financing aq‘e:car, revised its guarantee policy
to set rates according to country risk rather than fixed rates. As a result, the exten-
sion of guarantees has become more restrictive. The Government assumes guaran-
tees for credit transactions of the AKB if the proceeds of such transaction are used
for financing exports and contributes to the AKB's borrowing costs. The AKB's Ex-
port Fund provides export financing programs for small and medium-sized compa-
nies with annual export sales of up to 100 million. Austria is a member of the

GATT Subsidies Code.

7. Protection of U.S. Intellectual Property

Austrian Laws are consistent with international standards, and Austria is a mem-
ber of all ﬁrincipal multilateral intellectual property organizations, lncludinf the
World Intellectual Property Organization. Austria took an active position on intel-
lectual property during the Uruguay Round negotiations. To adopt to EU laws, as
required by the EEA agreement, Austria amended in March 1993 its copyright law
to provide for the protection of computer software. The Government also imple-
mented in m)ril 1994 the Protection of Inventions Act and a law implementing pro-
tection certificates for medicine patents in July 1994,

A levy on imports of home video cassettes and a eom}pulsory license for cable
transmission is required under Austrian copyright law. Fifty-one percent of total
revenues go to a special fund used for social and cultural projects. A draft law which
was prepared by the Justice ministry to introduce com ulso? licensing of vidco-
cassettes to tourist and educational institutions was postponed in September 1994,
Austrian co%yright 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 for video piracy rare.

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 en%;age 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 Orfanize and Bargain Collectiuel{.—Austrian unions enjoy the
rght to organize and bargain collectively. The Austrian Trade Union Federation
(OGB) is exclusively responsible for collective bargaining. All workers except civil
servants are rcqrired 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.

b g Pﬁoll:ib]ition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
ibite aw,

d. Minymum Age of Emrloyment of Children.—The minimum legal working age
isso 1i5l X?reilaw is effectively enforced by the Labor Inspectorate of the Ministry for

cial Affairs.

e. Acceplable 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 and employee organizations. Workers whose incomes
fgl below the poverty line are eligible for social welfare benefits. Over 50 percent
of the workforce works a maximum of either 38 or 38.6 hours per week, a result
of collective bargaining agreements. The Labor Inspectorate ensures the effective
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rotection of workers by utsllﬂng companies to meet Austria’s extensive occupa-

onal health and safety standards.
f. Rights in Sectors

with U.S. Investment.—Labor laws tend to be consistently en-
forced all sectors, including the automotive 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—1993

[Millions of U.8. dollars)
Category Amount
Petroleum ....ieecscisnissnsincncnissrsnsensnssssssnsassnsessassasssssssnsssssane 210
Total Manufacturing ceressansssensnnrsssenas 578
Food & Kindred Products ..eweosecerssmeeeomeeeessomsee 16
Chemicals and Allied Products 26
Metals, Primary & Fabricated 2
Machinery, except Electrical 54
Electric & Electronic Equipment .......cccvnninesenensasnsnsnss ™
Transportation Equipment ......... veaesssaenssnsnassessesee Q)
Other Manufacturing .........cccceiesncnienssmessanns 60
Wholesale Trade .......cceeneseenneae 453
Banking .....conevesnisecnsnnnisesnsnsnns Cesssessesessasnenassserssnensssereraseses )
Finance/Insurance/Real Estate ... 110
SEIVICEB ..ocveerrrsrversessrsesseesasssssssasensssssssssssstsnasssssssssrssssssssasassassns 12
Other INdUSLIIes .....c.ccveeeerernersenisessesnsnissisessnssisssssssssssassossnsese ®)
TOTAL ALL INDUSTRIES . 1,384
1
SouRErUS! Dapariment of Cotnmerce, buroas of Economie Analysia,
AZERBALJAN
Key Economic Indicators
{Millions of U.S. dollars unless otherwise noted]
1992 1993 19941
Income, Production and Employment:
GDP (current prices) ........ccoevevesusnsenssersasareressassnes 131 331 166
Real GDP Growth (pct.) ..cccoveennisnsnnesniesnsnsnsasaranns -35.2 -133 -25.6
GDP Growth by Sector: (pct.)
AGTICUItUTe ... -32.5 -294 -11.5
Energy/Water .........ccovurenrnnnsennaninisssssnssesens N/A N/A -1.7
Manufacturing -50.5 -456 -25.6
Construction -88 -13.7 ~-25.0
ReDLS ..ccverrrennrennssnsnssssnsssassnssssesnsasnsnensasnssorsanasness N/A N/A N/A
Financial Services N/A N/A 131.0
Other Services -4.8 -36 N/A
Government/Health/Education .........cicinnnee N/A N/A N/A
Real Per Capita GDP2 .........ccocvernvnnninnencrnnecnns 179.0 N/A N/A
Labor Force (0008) .....ccccucinsnncsnssesansnsnnsncsncsnnas 3,849 2,708 2,639
Unemployment (pct. ) ........................................... 0.16 0.70 27.90
Money and Prices: (annual growth percentage)
Money Supply ....ccuvinncsnncessnnnninns N/A N/A 507
Base Interest Rate (pct. ) N/A N/A 160
Personal Saving Rate .......c.ccnnniinnnsnnnnianes N/A N/A  60-200
Retail Inflation (pct.) 1,066.6 833.0 1,742.6
Wholesale Inflation .........cccensssivensesnesssvesaense 463.4 208.7 890.0
Consumer Price Index (actual) ........................... N/A N/A 1,403
N/A N/A 2,000

Exchange Rate (avg/manats:USD) .........c.ceuuc.ns
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Key Economic Indicators—Continued
(Millions of U.S. dollars unlees otherwise noted)

1992 1998 10041
Balance of Trade and Payments:
Total Exports (FOB) .. N/A 255.0 397.2
Exports to US. N/A 34 0.0
Total Imports (CIF) N/A 147.0 577.0
Imports from US. N/A 10.8 4.2
Trade Balance N/A 1080 -179.8
Trade Balance with U.S. . N/A 74 4.2
Aid from US.3 NA N/A 26.0
Aid from Other Countries N/A N/A N/A
External Public Debt N/A N/A N/A
Debt Service Payments N/A N/A N/A
Gold and Foreign Exch. Reserves ......c.c.ceeovvinenee N/A N/A N/A

N/A—Not available.

1 January-August 1994,

3Pjgure obtained using the 1992 average annual exchange rate of 20 manat « 1 dollar.

38ome U.S. assistance was available through regional programs for which a country-by-country breakdown
is not available. Figures should be considered as indicators of order of magnitude only. Most data was fur-

nished by the State Statistics Commitiee of Azerbaijan.

1. General Policy Framework

Azerbaijjan, a country of 7.5 million people with rich natural resources, has signifi-
cant potential as a trading and investment partner of the United States. Exploi-
tation of its enormous oil and gas reserves in the Caspian Sea will require foreign
capital and know-how, and Azerbaijan has taken the first step towa developin7
these resources by signing a production sharing agreement with a consortium o
western oil firms, including several U.S, cox:nlpames, in September 1994. Azerbaijan
has an array of f\eavy industries, particularly oil refining, petrochemicals, oil field
equipment, and air conditioners, that will require foreign investment to make them
viable in a world economy. Finafly, Azerbaijan is richly endowed with a diverse agri-
cultural sector producing grapes, cotton, tobacco, silk, tea, and other fruits for ex-

n.
poAzerbaﬁan has yet to realize its potential largely because recent governments
have been preoccupied with issues of survival and instability arising from the con-
flict in Nagorno-Karabakh, a break-away, formerly autonomous province of Azer-
baijan inhabited mostly by ethnic Armenians. Azerbaijan has been unable to resolve
the conflict and approximately 20 percent of its territory has been occupied by
Nagorno-Karabakh nian forces. President Heydar Aliyev, a former member of
the Soviet Union’s Politburo and former communist ruler of Azerbajjan in the 1970s,
has announced his government’s commitment to democratic and market-based re-
forms, though he favors a process of gradual reform rather than economic shock
therapy. First Deputy Prime Minister Quliyev is responsible for economic_perform-
ance and reform, while four des;:ty prime ministers in the Cabinet of Ministers
irect flerent economic ministries, though all answer ul-
ev

have responsibility for d
timately to President Alaiir . Ministerial and sub-ministerial changes are taking

place followinq):in internal political crisis in October 1994 which resulted in the dis-
miaa]:al of the Prime Minister. Some of these changes will affect economic decision-
makers.

The economy remains dominated by large state enterprises and, in the agricul-
tural sector, by large state and cooperative farms, all of whose production is theo-
retically based on state orders prepared by the government ministries. The national
parliament passed a privatization law in August 1994, but the process has lan-

ished as no implementinq legislation has yet been approved. Private business has

egun to appear, primarily in the retail sector in the main cities and towns. In addi-
tion, many state enterprises are beginning to produce and even market their prod-

ucts independently of central government control.
The economy declined about 25 percent in the first nine months of 1994 compared

to the same period in 1993. The government, continuing its subsidies of koy com-
modities, allowed budﬁt deficits to remain above ten percent of GDP in the first
nine months of 1994. The government does not 1yet. have a realistic plan for financ-
ing this deficit, and will probably continue to rely on the inflationary policy of issu-

ing more currency.
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Azerbaijan declared its currency, the manat, sole legal tender January 1, 1994,
and has allowed the manat to float against major currencies since April 1994. For-
eign currency exchanges have been introduced to help make the manat convertible,
but are still operating at very low volumes.

Although Azerbajjan became an active member of the Commonwealth of Inde-
gendent tes (CIS) in 1993, it has not signed the proposed ruble zone agreement.

0 the CIS eliminated tariff and other restrictions on Azerbaijan’s critical trade
with Kussia, Ukraine, and other CIS countries, but commercial ties continue to
slump due to payment problems on Azerbaijan’s part and disagrcements over Azer-
bajjan’s debts with some CIS members, especially Russia. The conflict in Chechenya
has disrupted Azerbaijan’s main trade route with Russia, and Moscow has imposed
restrictions on Azerbaijani use of the Volga-Don Canal, the only water route linking

Baku to the outside world.

2. Exchange Rate Policy

The Azerbaijani manat has been allowed to float against major currencies, and
has suffered a sharp, steady devaluation as a result of Baku’s expansionary fiscal
and moneta%policies. The manat has lost more than 90 percent of its value. In Oc-
tober 1994, the rate reached 2,600 manats to the dollar. The government imposes
several controls on foreign exchan%e, including a surrender requirement and a limit
on the amount of foreign currency that can be taken out of the country.

3. Structural Policies

Structural change is cominf to Azerbaijan, albeit slowly and more as a result of
thlq bma{tdown of the centrally planned system rather than through a government
reform plan.

Pricing Policies: Several key commodities, including bread, natural gas and gaso-
line, remain under price controls. While the government raises these controlled
prices periodically, they remain artificially low, and shortages of these goods occur,
along with corruption and black market activity. In addition, nearly all goods are

roduced bz;staw enterprise monopolies, and the government continues to set prices

1t will f)a these enterprises based on fixed cost-plus formulas.

Tax Policies: The fovernment implemented a new tax system in 1992 through a
series of presidential decrees. This system is composed mainly of four taxcs: a 28
percent value-added tax; an enterprise profit tax, with a standard 35 percent rate
and differential rates allowed on certain enterprises; excise taxes of up to 90 percent
of the price for selected goods; and a personal income tax, progressive in nature but
not strictly enforced. Other important sources of government revenue are a royalty
on _crude oil production, and a tax on vehicle ownership.

Regulatory Policies: The government regulates the export of strategic commodities
roduced in Azerbaijan, which include the main hard currency earners such as re-
ined 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

In September 1993, Azerbaijan signed a “zero option agreement” with Russia
under which Russia will pay Azerbaijan’s share of the external debt of the former
Soviet Union in return for Azerbaijan’s share of the former Soviet Union’s assets.

The Azerbaijani budget deficit remains at high levels, amounting to over 10 per-
cent of GDP in 1994. Since Russia has stopped financing Azerbajjani debt outlays
with rubles, Azerbaijani officials increased contacts with the International Monetary
Fund (IMF), World Bank, and the European Bank for Reconstruction and Develop-
ment (EBRD). However, bomwinf programs will not be granted until Azerbaijan
tightens its policy to meet generally accepted financial criteria, which has proposed
to do by the end of 1994. Azerbaﬂ;n has no borrowing relationship with commercial
banks, and in the short term is likely to finance budget shortfalls through printing

manats and issuing credit through the National Bank.

5. Significant Barriers to U.S. Exports
Corporate Barriers to U.S. Exports: The most significant barrier to trade with the
United States is the lack of hard currency reserves. Azerbaijan pays for nearly all
imports with barter goods, primarily oil-based products, cotton, oil field equipment,
diesel fuel, chemical products of organic synthesis, silk, waste metals and tobacco.
iSelling gootds or services to Azerbaijan almost always entails receiving barter goods
n payment. _
c)l,(m of laws and institutions which regulate fairness in trade, and poor infra-
structure create barriers. Azerbajjan has no bankruptcy or commercial transactions
laws. Only some banks have access to foreign exchange. The customs service and
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airﬁt‘m officials lack professional training and attitudes, Entry and exit regulations
at the airport change frequently and without warning. Office apace is at a premium
and costly, telecommunications are not reliable and experience with western busi-
B St darda s i'dn'fe' ing Require

and Testing ments: Azerbaijan produces oil field equipment
machine tools and other manufactured goods aecordingp to the GOST stanfl% s used
throughout the former Soviet Union, which are not up to U.S. or European industry
standards. There are a few Western companies here with joint ventures which have
brought or are bringing products and facilities up to American or European stand-
ards, It is assumed that with the recent signing of the oil contract, foreign compa-
nies and banks will be more likely to move ferward on planned projects.

Trademarks and Logos: There is a small but growing market in Azerbaijan for
- Eirat.ed videos, sound recordings, and computer soltware, with no government effort

stop it. A privately-owned television channel’s programming consists almost cn-
tirely of pirated American films and television mini-series, which have been dubbed
into Russian and marketed throughout the former Soviet Union. There is no evi-
dence, however, that Azerbaijan produces such pirated works,

Investment Barriers: According to the Foreign Investment Law of 1992, the gov-
ernment’s Council of Ministers must pre-a&)mve all foreign investments. Mineral
exploration and extraction rights granted through concessionary agreements with
the approval of the Council of Ministers usually require parliamentary approval as
well. There are restrictions on the number of foreign personnel that an cnterprise
may hire. At present, both Azeris and foreigners may lease land but not own it out-
right. The exception is the .05 ‘feroent of land owned by private farmers.

o normalize its trade and investment relations with Azerbaijan, the United
States has proposed a network of four bilateral economic agrcements. A bilateral
trade agreement, which would provide reciﬁrocal most-favored nation status, was
signed in April 1993 but has yet to be ratified b( the Azerbaijjani parlinment. An
Overseas Private Investment Corporation (OPIC) incentive agreement, which would
allow OPIC to offer political risk insurance and other programs to U.S. investors
in Azerbaijan, was concluded in 1992, but it also has yet to be ratified by Azer-
baijan. The United States has proposed a bilateral investment protection treaty,
which would establish an open investment leial regime for investments between the
two countries. The Azerbaijani government has not yet accepted the U.S. offer to

negotiate this treaty.

6. Export Subsidies Policies
The government continues to subsidize production at state enterprises to maintain
R‘mduction levels and employment (although most factories work below capacit%).
here is, however, no direct government support for exports to countries outside the

former Soviet Union.

7. Protection of U.S. Intellectual Property

Azerbaijan has yet to ad%pt. adequate laws to protect intellectual J)rol{wrty. The
Committee on Science and Technology of the presidential apparatus drafted patent
and trademark laws, but the parliament has not passed them into law. A presi-
dential decree on paténtd provides some protection. There is no copyright law. Azer-
bajjan has not adhered to any of the international conventions that protect intellec-
tual property. Trademarks may be registered with the Ministry of Foreign Economic
Relations, but there is widespread unauthorized use of pirated films.

The lack of intellectual property protection is one of the factors inhibiting the de-
velopment of US, trade and investment, though its impact is difficult to assess
given the low levels of trade and investment to date. The trade agreement of April

993 contains commitments on rgrotection of intellectual property. This agreement
has not been ratified by the Azerbaijani parliament.

8. Worker Rights

a. The Right of Association.—Azerbaijani labor unions continue to be highly de-
pendent upon the government, but are free from federations, and Yartimpate in
international bodies. Azerbaijan is a member of the ILO (International Labor Orga-
nization). There is a legal right to strike, and workers do from time to time strike
at certain factories.

b. The Right to Organize and Bargain Collectivelf.-—Collective bargaining remains
at a rudimentary level. Wages are decreed by relevant government ministries for
organizations within the government budget. There are no export-processing zones.

c. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited by law and is not known to be practiced. )

d. Minimum Age for Employment of Children.—The minimum employment age is
16, though children of 14 are allowed to work during vacations with the consent of
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their parents and certification of a physician. Children of 15 may work if the work
place’s labor union does not ob{ovct.

e. Acceptable Conditions of Work.—A nationwide minimum wage is set by presi-
dential dzcree. and was raised numerous times in the past year to offset inflation.
Unem‘})loyment benefits (5,000 rubles or about $4 fer month) were granted to
21,587 people between September 1992 and August 1993, although state factorie-
and enterprises temporarily laid off many more employees. The legal work week iz
41 hours. Health and safety standards exist but are not enforced.

f. Rights in Sectors with U.S. Investment.—In the petroleum sector, the only sector
with significant U.S. investment, worker rights do not genetall¥ differ from those
in other sectors of the economy, with one important exception. In the work places
in which US, petroleum companies have invested, the 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—1993

(Millions of U.S. dollars)
Category Amount
Petroleum ........coecveeeenennrsennennserensneseranes “ crenensesaenenens 0y
Total Manufacturing ....cccicvesennnccsnssnssressnsnssssssssssesssssonsasans 0
Food & Kindred Products ..........ccceecennmsnsesnssencssssssnisinns 0
Chemicals and Allied Products .........cocconeesrcsansersacsnsssssisnens 0
Metals, Primary & Fabricated .... 0
Machinery, except Electrical 0
Electric & Electronic Equipment 0
Transportation Equipment ......... 0
Other Manufacturing ....... 0
Wholesale Trade . veeersssassssstenisnas 0
BanKing ....cccesiisccsnsnnneosnasnrssssnsssssisiean 0
Finance/Insurance/Real Estate .........ccrnvenininsinnsnnsnisesnnens 0
Services . 0
Other Industries .... P certsersrersensenssnenronses 0
TOTAL ALL INDUSTRIES ........c.cccivnunnencnissssnssnsassisasssnsses 1)
18uppressed Lo avoid disclosing data of individual companies.
Source: U.S, Department of Commaerce, Burgq)u of Economic Anslysis.
BELARUS
Key Economic Indicators
[Millions of U.S. dollars unless otherwise noted)
1992 1993 19941
Income, Production and Employment: )
Real GDP Growth?2 ..., -10 -9 -24
Labor Force (0008) .....ccccvccieiiuncssnnnsssssnsenissnnne 4,8874 4,823.7 4,608.0
Unemployment (PCt.) .....c.cocvernrnnsereansesserasssnasnes 0.5 '1.4 2.0
Money and Prices (annual percentage growth):
Money Supply (bil. rubles) ........cccvvevrvvrvuencienn. N/A 3,748 3,470
Base Interest Rate .......ccovmenininiicncinsieniissennees N/A 310 310
Retail Inflation ......ccc..ccvvcennriencirennnonsnreceaenesnnrense 693.5 6517.1 283.7
Wholesale Inflation 1,627.6 936.8 327.9
Exchange Rate 341 3,160 32,241
Trade and Balance of Payments: (USD millions)
Total Exports (FOB) NA 29410 2,656.0
Exports to US. .....cccvvsnsnvenininsnsessssnsesessenns 43.0 39.1 37.6
Total Imports (CIF) /4 ........ccccovvvvvvnnunvernvarvesninenee N/A 3,216.0 3,193.0
91.9 87.3 37.8

Imports from U.S. . .
Trade BAlANce ........cccccveeneneeerssneersseanescssssnsnsescsss N/A ~275.0 -636.0
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Key Economic Indicators—Continued
(Millions of U.S. dollars unless otherwise noted)

1992 1093 19941
Trade Balance with U.S. —-48.6 -48.2 -0.26
Aid from US, , 38.6 60.0 N/A
External Public Debt /5 N/A 890 1,652
Debt Service Payments (paid) N/A 2 108

ﬁ;A—Not .s-.unnblc. 1904,
anuary-September
:ﬂaﬂoul&nkhu:hfclux:.hw:ﬁﬁdhnk‘:
v oxg Tl , takl to
e h:"f.m 'thmoo wmbmn.oo".' account the August 20 denomination. Exchange
4 Merchandise only-doss not include energy importa.
$Does not include over $450 million debt to Russia for energy.

1. General Policy Framework

Belarus formally declared independence on July 27, 1991. With Russia and
Ukraine, Belarus was a foundingp::ember of the lEommonwealt.h of Independent
States (EIS) in December 1991. In March 1994, the parliament passed Belarus’ first
post-Soviet constitution, building the framework for a government with a strong ex-
ecutive branch. In Jufy 1994, Alexander Lukashenko was elected president of
Belarus. Economic poli? is directed by the president’s administration through the
Cabinet of Ministers, led by Prime Minister (g:igir

Belarus has declared its intention to create a “socially-oriented market economy,”
but the of reform in Belarus has been slow. The delay in implementing a com-
prehensive program of economic reforms has been blamed on the government’s fear
of possible social unrest caused by decreased living standards and unemployment.
In October, the parliament ap&mved the president's :flan of urgent measures” for
the Belarusian economy. Like the plan for 1993 and prior years, October’s plan calls
for increased reliance on market mechanisms, but maintains central control over
key market sectors, including agriculture, The plan has produced some encourt:_fing
results thus far, including removal of energy subsidies to state-owned enterj) ses,
and cutting off electricity and gas supplies enteil;fﬁses which have not paid their
share of Belarus’ arrears to Russia for energy, which now total over $450 million.
The Government of Belarus recently came to agreement with the IMF on a stag%l;y
arrangement, to be financed with a second Structural Transformation Facility (STF)
loan and an upper credit tranche. Prior actions for this program included significant
food price liberalization. Unfortunately, the government delayed the price liberaliza-
tion and damaged the credibility of its new reform drive. A ledﬁing session for the
pmgram did not yield sufficient donor country support and oard consideration
of the program was delayed from the end of December into January 1995 while the
IMF tries to adjust the program and seek additional donor support to close the bal-
ance of payments gap.

Belarus has a diversified economy, which during the Soviet-era gave Belarus one
of the highest standards of living in the former Soviet Union. Belarus can meet most
of its own basic food needs, with the exception of feed grains, sugar and vegetable
oil. The (m]c)ultural sector accounts for an estimated 26 percent of net material
product ) and relies heavily on livestock, which contnbutes about 60 percent
of the sector's NMP. The industrial sector is biased toward heavy industry, with
concentration in machine buildimlectmnica, chemicals, defense-related produc-
tion, and construction materials. ally all enterprises are state-owned.

The industrial sector continues to experience major su'%)ly. demand, and price
shocks as it relies on other CIS countries to supply about 70 percent of its raw ma-
terials and to absorb more than 40 percent of Belarus’ output. As prices for raw ma-
terials approach world market levels, thus causing demand to slacken, Belarus’ in-
dustrial production continues to fall. Despite past reform efforts, the military com-
plex is ﬁl need of vast restructuring which will require investment as well as
changes in operations and ownershig.

The economy is energy-intensive due to traditionally low energ rrices. More than
90 percent of primary energy consumption is met by imports. Belarus’ arrcars for
ener%y supplies from Russia, its primary sugplier, now exceed $450 million. Belarus
also faces a number of environmental problems related to the Chernobyl accident
and its heavy industrial base. The Government of Belarus claims that over 20 per-
cent of its budget goes to Chernobyl-related activities. Agricultural activity is still

restricted in many areas damaged by Chernobyl.
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Fiscal and Monetary Policies: The Government of Belarus allowed itself a budget
deficit of no more than six percent of government expenditures. The Central Bank
is authorized by law to issue credits up to four percent of gross domestic product.
The minimum wage was raised three times in the first three quarters of 1994. Since
all other government wagenfupensions and taxes are pegged to the minimum wage,

slight changes have far-reaching impact.

e National Bank of Belarus B) is a weak financial institution hampered by
a lack of technical and financial expertise, as well as by political interference. How-
ever, National Bank Chairman Bogdankevich, though not immune to political influ-
ence, is considered to be a positive voice for reform in Belarus. The main instru-
ments of monetary control in Belarus are the volume and cost of NBB lending to
banks, reserve requirements, and restrictions on interest rates. Establishing mone-
tary control is hindered by the practice of monetizing the fiscal deficit and the past
practice of cancelling outright the outstanding debts to state enterprises. The refi-
nance rate of the serves as an indirect subsidy to state enterprises, as the rate
is lower than commercial credit or the inflation rate.

Minimal regulation of the banking industry in this credit-starved republic has led
to a small bank boom. Forty-four commercial banks currently exist in Belarus, one
with as many as 20 branch offices. New regulations have been introduced that are
intended to institute new minimum reserve requirements and encourage saving. Al-
though the National Bank no longer cancels out.r’ifht loans to state enterprises, it
still monetizes the government deficit, thwarting efforts at monetary controT

Belarus joined the International Monetary Fund (IMF), World Bank and the Eu-
ropean Bank for Reconstruction and Development (EBRD) in 1992. In late 1994,
Belarus reached ment with the IMF on a program of market reforms, making
the country eligible for a stabilization loan of ?1 million, as well as a stand-by
credit of $180 million. The agreement calls for a strict timetable for moving toward
a market economy. The U.S, government and the EBRD have capitalized investment
funds at nearly $200 million targeted at small and medium-sized businesses.
Belarus was granted GATT observer status in 1992.

2. Exchange Rate Policy

In October of 1992, Belarus created the “Belarusian rubel” to supplement increas-
ingly scarce cash Soviet rubles in circulation. When Russia withdrew Soviet rubles
in July 1993, the “rubel” became the de facto national curren(c*y. After continued at-
tempts at forming a monetary union with Russia failed to produce acceptable terms,
Belarus gave up on the effort and declared the rubel the national currency. All gov-
ernment obligations must now, by law, be paid in the national currency. Belarus has
announced that, beEinning January 1, 1995, all retail trade must be conducted in
Bel:'amusizn rubels. Licenses for continued trade in hard currency are to be strictly
controlled.

In August, after losing over 90 percent of its value against the Russian ruble in
the two years since its introduction, the Government of Belarus revalued the rubel
to one-tenth of its former value, reducing all denominations of bank notes, non-cash
deposits and Priccs by one zero. However, in the four months following this “cur-
rency reform,” inflation remains high and the rubel has again lost over two-thirds

of its value.

3. Structural Policies

The government has stated that it is anxious to attract foreign investment and
has introduced a series of reforms to improve the investment climate. The Supreme
Sovict has passed legislation regulating bankruptcy, leasing, and enterprises, but

imﬁl‘emcntaﬁon remains problematic.
e process of privatization continues to move slowly forwed in Belarus. The

Minister of Privatization claims that of all state-owned enterprises eligible for pri-
vatization, ten percent are now in private hands. A presidential decree on privatiza-
tion is expected to be issued by the end of 1994.

4. Significant Barriers to U.S. Exports

The tax code for foreign-owned busiresses has not changed significantly in the
last three years. Despite more than twenty separate taxes on foreign-owned busi-
nesses, the Government of Belarus has instituted legislation to attract foreign in-
vestment. Joint ventures with more than 30 percent foreign ownership are entitled
to export products without a license and pay no tax on profits for three years after
the compan{reams its first profits, if products are manufactured by joint ventures
in Belarus. If the company sells foods or services of third parties—so-called “middle-
man activity"—the tax holiday on profits does not apply. Hard currency camings
from the export of a 30 percent foreign-owned joint venture can be disposed of by

the enterprise after payment of appropriate taxes.
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These taxes include: a) individual income tax; b) value-added tax (20 percent); c;
excise tax, if the company produces :rdﬁed poods, e.g. cigarettes and alcohol; d
real estate and land taxes; e) tax on the use of natural resources depending on the
volume of natural resources extracted and on polluting substances emitted or dis-
posed of into the environment; and f) fuel tax.

Belarusian law forbids 100 percent ownership by forcigners of property in
Belarus. To attract some foreign investors, however, Belarus allows foreigners to ob-
tain property in Belarus under a 99-year lease. The movernment has also indicated
that th}?i president might make special exception to allow foreigners 100 percent
ownership.

To date, there is no law on currency regulation in Belarus, although a new law
on the use of hard currency is due to go into force in January 1995. Belarus is still
%erating under a decree issued by the Supreme Soviet at the end of 1992 entitled

emﬂorary Rules for Hard Currency R:ﬁu ation and the Conducting of Operations
with Hard Currency on the Territory of the Republic of Belarus.” Under thﬁ!e decree,
hard currency earnings from the export of products made by an enterprise with at
least 30 percent foreign investment remain at the disposal of the enterprise. All
other enterprises must sell 20 percent of their hard currency earnings to the Gov-
ernment of Belarus and pay a 10 percent hard currency revenue tax.

The United States is working on several levels to increase trade and investment
in Belarus. In the spring of 1993, the U.S.-Belarus trade agreement, providing recip-
rocal most-favored-nation status, went into force. President Clinton signed the Bilat-
eral Investment Treaty during his visit to Belarus in January 1994. This treaty,
when ratified by the Unitcd States (Belarus has already ratified it), will provide a
lefal framework to stimulate investment. A bilateral tax treaty intended to provide
relief to businesses from double taxation is also being developed. An Overseas Pri-
vate Investment Corporation (OPIC) incentive agreement, which allows OPIC to
offer political risk insurance and other programs to U.S. investors in Belarus, has
also been concluded and is in force. The US. Export-Import Bank also has active
programs in Belarus. Once ratified, the U.S.-Belarus bilateral investment treaty will
provide substantial assurances to U.S. investments. h

5. Export Subsidies Policies

One of the legacies of a centrally-planned economy is government subsidization
of state-owned enterprises. In Belarus these subsidies are aimed at maintaining pro-
duction and employment rather than being specifically targeted at supporting ex-

ports.

6. Protection of U.S. Intellectual Property

After the breakup of the Soviet Union, Belarus acceded to the World Intellectual
Property Organization (WIPO). Piracy of printed material, video and sound record-
ings, while prohibited by law, continues. The U.S.-Belarus trade agreement includes
some provisions on the protection of intellectual property.

7. Worker Rights

The independent trade union movement is developing very slowly. The largest
trade union in Belarus, the Federation of Trade Unions of Belarus, consisting of five
million members, is not considered an independent organization because it still fol-
lows government directives. However, as Belarus progresses toward a market econ-
omy, unions are becoming more vocal in demanding social protections formally pro-
vided under the Soviet system.

a. The Right of Association.—The new Belarusian constitution, passed in March
1994, allows the formation of independent tradeunions. However, workers are often
automatically inducted into the government.-affiliated Federation of Trade Unions.
The Federation’s active role in controlling social programs, such as pension funds,
will impede the growth of truly independent trade unions.

b. The Right to Organize and Bargain Collectively.—The Belarusian constitution
provides the right to organize_and bargain collectively, and bars discrimination
against trade union organizers. In practice, however, there have been reported cases
of dismissals and threats of loss of employment against independent trade union

members.
c. Prohibition of Forced or Compulsory Labor.—The Belarusian constitution ex-

plicitly prohibits forced or eompulso?f labor. Belarus has ratified one of the Inter-
nationa.r Labour Organization’s forced labor conventions. However, penal production

of manufactured goods existz.
d. Minimum Age for Employment of Children.—Existing law establishes 16 to be

the minimum for employment. Exceptions are allowed in cases where a family’s
primary wage :gner is igea);:z‘:itated.



130

e. Acceplable Conditions of Work.—The Supreme Soviet, along with the Cabinet
of Ministers, has the mnpomibﬂitﬁt: set a imum wage which is increased peri-
odically in r‘::gonu to inflation. labor code limits the work week to 40 hours,
with a requ 24 hour rest period. Mang workers, however, find themselves under-
employed and are forced to take unpaid leave due to lack of demand for facto pro-
duction. The law establishes minimum conditions for work place safety and em-
pl«;yeq health. Enforcement of these standards is lax.

. Rights in Sectors with U.S. Investment.—There i8 no significant U.S. investment

in Belarus.

BELGIUM
Key Ecomomic Indicators
[Millions of U.S. dollars unless otherwise noted]
1992 1993 19941
Income, Production and Employment:

Real GDP (1985 grioes)’ 176.9 162.1 172.9

Real GDP Growth (pct.) . 1.4 -13 1.8

GDP (at current prices)? ...........cccrvrurererecerannenens 219.0 206.4 226.3

By Sector:

- Agriculture 3.7 N/A N/A
Energy/Water ........c.cocevvuenennnes 9.6 N/A N/A
Manufacturing . 44.5 N/A N/A
Construction 12.7 N/A N/A
Services 119.1 N/A N/A
Government/Health/Education ...........cecerveurenee 29.3 N/A N/A

Real Per Capita GDP (1985 prices) .........eeeeserens 17,711 16,210 17,170

Labor Force (000s) 4,237 4,261 4,279

Unemployment Rate (pct.) 94 10.6 10.9

Money and Prices:
Money Supply (M1) . 404 40.7 N/A

Base Interest Rate3 8.7 7.2 6.4

Personal Saving Rate ..........ccovnrenenenersesnennereeres 19.6 20.6 20.2
Retail Inflation 2.1 26 1.8
Wholesale Inflation ..........ecvnercersrnerencsnessesacsneess -18 0.2 1.6
Consumer Price Index ......c.ceervnencnncensssnenens 2.4 2.7 2.5
Exchange Rate (BF/USD) 32.1 34.6 32.8
Balance of Payments and Trade:

Total Exports (FOB) 123.5 1113 115.6

Exports to U.S, 441 4.90 N/A
Total Imports (CIF) 4 125.2 114.7 1178

Imports from U.S. 65.47 6.21 N/A
External Public Debt 316 43.9 44.65
Gold and Foreign Exch. Reserves ...........c.oceeeneee 114 139 18.1
Trade Balance ¢ -1.7 -34 -19

Trade Balance with U.S. ~1.06 -0.3 N/A

N/A=-Not available.

11994 £ are all estimates based on available monthly data in October 1994.

3GDP at factor cost.
SPigures are actual, average annual interest rates.

4 Merchandise trade.

1. General Policy Framework

Belgium, a highly developed market economy, belongs to the OECD group of lead-
ing industrialized democracies. With exports and imports each equivalent to about
60 percent of GDP, the eountg depends heavily on world trade. About 76 percent
of its trade takes piace with other European Union (EU) members. Belgium ranked
as the ninth-largest trading country in the world in 1993. The country’s service sec-
tor generates more than 70 percent of GDP, compared with 25 percent for industry
and two percent for agriculture. Belgium imports many basic or intermediate goods,

adds value, and then exports final products.
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Belgium exports twice as much per capita as Germany and five times as much
as Japan, The country derives trade advantages from its central geographic location,
and a hlfl_:ly skilled, multilingual and industrious workforce. Over the past 30
irears, Belgium has enjoyed the second-highest average annual growth in productiv-
ty for all OECD countries after Japan.

Globally, Belgium ranks as the United States’ 10th-largest export market world-
wide and the -largest in Western Europe. Belgium is the 13th largest target for
US. investment in the world. U.S. trade and investment prospects are positive, and
many opportunities exist for U.S. exporters and investors. The Belgian government
reoentl{l undertook steps to improve the foreign investment climate even more.

Of all European Union members, Belgium's 1993 economic recession was the
worst after Germany’s. Part of the 1993 recession came about because the govern-
ment instituted a variety of budget cuts and revenue measures totalling about 6.6

ercent of GDP in 1992 and 1993 to try to meet economic performance targets under

e EU’s proposed Economic and Monetary Union (E . Due to the highest net
public r debt load among OECD countries (127 percent of GDP), Belgium faces
tight fiscal policy for many years to come.

Jelgium, with its small open economy, is very vulnerable to declines in economic
activity in Germany, France and the Netherlands, which together account for more
than half of Belgium’s exports. Belgian unem l%yment currently stands at more
than 10 percent of the workforce (by EU and OECD standardized definitions), an
increase of more than 15 percent in one year. The country’s competitiveness also de-
teriorated in 1993. Per capita wage costs increased by 4.2 percent, against 3.6 per-
cent for the country’s seven most important tradilif rartners.

For 1994, the extent of economic recovery in Belgium depends in large part on
economic development results in neighboring countries, as well as the degree of Bel-
gian monetary and fiscal tightness. Most recent GDP growth forccasts arc in the
ncighborhood of 2.3 Xercent in 1994 and 2.8 percent in 1995.

elgium completed domestic ratification of the Uruguay Round agreement and be-
came a founding member of the WTO on January 1, 1995.

When the present coalition government under Prime Minister Dehaene came to
power in March 1992, it set three budgetary targets. First, federal expenditures net
of debt payments should not grow faster than the inflation rate. Second, the growth
rate of fiscal revenues should at least match the growth rate of nominal GDP. Third,
the deficit in the social security budget should be eliminated. The Government has
managed to meet the two first criteria, but has not yet balanced the social security
budget, mainly due to substantial cost overruns in health insurance and unemploy-
ment benefits. In 1993, the Government of Belgium’s (GOB) public sector budget
deficit equaled 7.2 percent of GDP, up 0.3 percentage points from the 1992 level.
According to the Government’s own convergence plan for possible membership in the
European Economic and Monetary Union (EMU), the 1993 target was 5.8 percent.
For 1994, it is 4.8 fercent. Despite weak fiscal results to date, the Belgian Govern-
ment since March 1992 has implemented bud%eta austerity measures worth more
than $16.2 billion, or about 6.6 percent of GDP. Even though 75 percent of these
measures were revenue increases rather than expenditure cuts, they had the advan-
tage of being mostly structural in nature, as opposed to one-time measures. As a
consequence, the Government still expects to meet the three percent of GDP annual
budget deficit target in 1996, one of the Maastricht Treaty requirements for possible
full EMU membership. Since Belgium has virtually no chance of reaching in this
decade the 60 percent of GDP public debt target under the Maastricht Treaty, the
Belgian public sector must come close to the annual deficit target to obtain a dero-

gation on the debt target.

2. Exchange Rate Policy

Belgian monetary policy basically shadows German interest rates as closcly as

ossible in order to keep the Belgian Franc (BF) close to a central parity with the

eutsche Mark (DM). In June 1990, the National Bank of Belgium (NBB) decided
to keep the BF within a plus or minus 0.3 percent band around the central N})arity
of the %)M, a much narrower band than what the European Exchange Ratec Mecha-
nism (ERM) required. That policy rmved successful during the next three ycars;
Belgian inflation ranked among the lowest in the EU, and renewed credibility of the
BF allowed the Government to finance its debt at good rates. As part of the near
collapse of the entire ERM on July 30, 1993, this “strong franc” policy came under
serious attack both before and after the widening of the ERM fluctuation bands on
August 2, 1993. Despite the NBB’s intention to bring the BF back within the narrow
ERi‘ll band as soon as possible, markets began to focus more on Belgium’s imbal-
ances (mainly the widening buéget deficit gap, the huge public debt and the depth
of the recession). Serious pressures developed against the BF in the summer and
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fall of 1993. Consequently, the NBB and Government used high short-term interest
rates, jawboning and currency market interventions to support the BF.

After the franc slipped by about seven percent against the central parity rate with
the Mark, several factors came to its rescue, apart from high interest rates and cur-
rency market intervention. The German Bundesbank lowered its key interest rates
at the end of October 1993, relieving the pressure in the ERM. The ensuing appre-
ciation of the dollar against the DM further eased the pressure on the BF, Subse-
quently, the NBB lowered its interest rates by more than 100 basis points within
two weeks. Through the combination of the above factors, the BF by the end of 1993
had returned close to the central parity with the DM, and has stayed there since
then, despite gradual short-term interest rate cuts.

3. Structural Policies

In practice, freedom of trade in Belgium does not discriminate between foreign
and domestic investors. There are basically no legal measures in force to protect
local industry against foreign competitors, except qn the agricultural sector where
the EU’s external tariffs and the quota structure of the Common Agricultural Policy
(CAP) apply. Nevertheless, unwritten rules have favored national suppliers for pub-
lic procurement contracts and there have been occasional instances w%ere individual
private sector projects have met resistance from established economic interests.

Subsidies: On July 20, 1993, Belgium completed its process of constitutional
change and became a federal state. In this new system, the three re$ional govern-
ments of Flanders, Brussels, and Wallonia will assume responsibility for most state
aid programs under the guidance of the federal government and EU regulation.
State aids are mainly based on two federal laws: (1) the Economic Expansion Act
of August 4, 1978 (for small companies), and (2) the Economic E):Sansion Act of De-
cember 30, 1970 (for 1 companies). Both laws grovide financial and fiscal incen-
tives for investments in land, buildings, and tangible and intangible assets. Belgian
state aid programs at all levels of government seem likely to shrink in the next sev-
eral years as pressures to limit them from the EU Commission and from declining
national and regional budgets intensify. The EU Commission believes that state
aids distort the single market, impair structural change, and threaten EU conver-
gence and social and economic cohesion. Belgium has historically been near the top
of the EU in providing state aids, well above the community average. In recent
years about five percent of total Belgian public scctor spending has gone to state
aids, about 64 percent of which went to particular industries, e.F. the railroads and
coal mines. In the future, the remaining state aid programs will emphasize general
macro objectives such as promoting innovation, research and development, energy
saving, exports, and most of all, employment.

Investment: helgium maintains an excellent investment climate for U.S. compa-
nies. U.S. investment in Belgium-almost $11 billion-ranks 13th in the world. No
restrictions in Belgiom ap{)ly sreciﬁcal]y to foreign investors. Specific restrictions
that apply to all investors in Be §ium, foreign and domestic, include the need to ob-
tain special permission to open department stores, provide transportation, produce
and sell certain food items, cut and polished diamonds, and sell firearms and ammu-
nition. During 1993, the American Chamber of Commerce in Belgium complained
publicly on behalf of some of its members about a deterioriation in certain aspects
of the previously excellent foreign investment climate in Belgium. The American
Chamber specifically criticized the absence of a unified government policy on foreign
investment within Belgium resulting in firms finding themselves welcomed and
turned away at the same time by different government agencies. In addition, the
Chamber complained of an inconsistent approach to environmentally sensitive in-
vestment projects, contradictory tax treatment of expatriate cost remuneration, un-
certainties concerning the legal status of certain kinds of investments, and hard-

-ships for the families of expatriates occasioned by Belgian tax, visa, and immigra-
"tion policies. Since then, the government has responded positively to these points
and promised to take the necessary measures to remedy these problema.

Tax structure: Belgium's tax structure was substantially revised in 1989. The top
marginal rate on personal income is still 65 percent. Corporations are taxed on in-
come at a standard rate of 39 percent and a reduced rate ranging from 29 percent
to 37 percent. Branches of 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 the double
taxation treaty. Under the 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 charac-
terized by relatively high marFinal rates and a fairly narrow base resulting from
numerous fiscal loopholes. While indirect taxes are lower than the EU average, both
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in relation to GDP and as a share of total revenues, personal income taxation and
al security contributions are lrarticularly heavy.

The United States-Belgium bilateral income tax treaty dates from 1970. A proto-
col to the 1970 treaty was concluded in December 1987 and approved by the Belgian
Parliament in April 1989. The instruments of ratification were exchanged by the
U.S. and Belgian governments in July 1989, and the protocol went into effect retro-
active to January 1, 1988. Th:iprotocol amends the existing treaty by providing for
a reciprocal reduction of the withholding rate on corporate dividends Pmm 16 to 6
percent (a feature which was actively sought by the American business community).

4. Debt Management Policies

Belgium’s public sector is a net external debtor, but the net foreign assets of the
private sector push the country into a net creditor position. Only about 15 percent
of the Belgian government’s overall debt is owed to foreign creditors. Moo (’s top
Aal rating of the country’s bond issues in foreign currency fully reflects Belgium’s
integrated position in the EU, its significant improvements in fiscal and external
balances over the past few years, its economic union with the financial powerhouse
of Luxembourg, as well as the slowdown in external debt growth. The Belgian gov-
ernment does not experience any major problems in obtaining new loans on the local
credit market. Because of the reform of monetary policy in January 1991, as well
as greater independence granted in 1993 to the%ational Bank of Belgium (NBB),
direct financing in Belgian francs by the Treasury through the central bank has be-
come impossible. The Treasury retains only a $ 500 million credit facility with the
NBB for day-to-day cash management purposes. The contracting of foreign currency
loans by the Belgian government has also been restricted. Such borrowing is pos-
sible only in consultation with the NBB, which ensures that these loans do not com-
promise the effectiveness of the exchange rate policy.

As a member of the G-10 5!013) of leading financial nations, Belfium participates
actively in the IMF, the World Bank, the EBRD and the Paris Club. Belgium is a
significant donor nation, end it closely follows development and debt issues, particu-
larly with respect to Zaire (where development aid flows are frozen) and some other

African nations.

5. Significant Barriers to U.S. Exports

With the beginning of the EU’s single market, Belgium has implemented most,
but not all, of the trade and investment rules necessary to harmonize with the rules
of the other EU member countries. Thus, the mentlal for U.S. exporters to take
advantage of the vastly expanded EU market through investments or sales in Bel-
gium has grown significantly.

Some barriers to services and commaodity trade still exist, however, including:

Telecommunications: The Belgian telecommunications market, with its state mo-
nopoly of the basic tel?hone network, has shown recently a greater degree of open-
ness than in the past. A second cellular license will be issued before the end of 1994,
the yellow pages have been opened up to competition (albeit both under EU pres-
sure{ and the search is on for a strategic partner for Belgacom, the public telephone
operator. However, foreign suppliers of equipment still complain that they face an
unequal battle with the 'national champions’.

Ecotaxes: The Belgian government has passed a series of ecotaxes, in order to re-
direct consumer buying patterns away from environmentally damaging materials
(a8 defined by the green parties, which supported the _Iiovemment coalition’s efforts
to revise the constitution and create a federal state). These taxes will possibly raise
costs for U.S. exporters, since U.S. companies selling into the Belgian market must
adapt to the phased-in implementation of these taxes, which may add more costs

&Sa}&mduoers forced to adapt worldwide products to varying EU environmental
stan .
Belgian Subsidies to Airbus Participants: Since the inception of the Airbus project
in Europe, Belgian companies have participated as subcontractors to the main Ger-
man and French producers of the aircraft. In the past, Belgian public production
supports for Airbus contractors have included subsidies for both recurring and non-
recurring costs. Cash advances were halted in 1991, though support continues today
in the form of a guaranteed exchange rate designeci to compensate Belgian contrac-
tors for the decline in the BF/dollar rate. The precise level of the subsidy depends
on the equipment being supplied, the Airbus aircraft type, and the degree of Belgian
federal and regional government participation. Between 1978 and 1991, Belgian fed-
eral and regional authorities contributed an estimated $167 million to Belgian Air-
bus component manufacturers participating in the Belairbus consortium. In the pe-
riod 1992-1998, Belgian governments have pledged $392 million in total supfort.
While federal supports are scheduled to end, regional government subsidies are like-
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g to c?ntlil:ge m"!l'l.i‘i':n lf'ise in thede futur;; des iul; fedeli-aldgo:ernment commitments
control them. , of course, nds on ian industry receiving continued
work from the Airbus consortium. pe g i 8

Regionalization: The devolution of various central government powers to the three
regions of Belgium is accelerating. The regions already have considerable influence
over educational and environmental matters and control most of the subsidies and
investment incentives given to both domestic and foreign business. At some point,
it is likely that the regions will iE:’e!ls for taxing authority to raise revenues, in order
to meet their added responsibilities. There is inconsistent enforcement of environ-
ment regulationa among the regions, which may lead to a less favorable investment
climate for U.S, business in some parts of the country. The regions have promised
to take steps to avoid nontransparency and conflicting jurisdictions.

Opening the Retail Service Sector to U.S. Firms: During 1993 and 1994, the large
US. retail chain, Toys R Us, has experienced considerable difficulty in obtainin
B:rmito to open three outlets in Belgium. Current legislation is designed to pro

e small nhgﬁk‘eeper in Belgium and has a decide tK nontransparent and protec-
tionist bent. While Belgian retailers also suffer from the same restrictions, their ex-
isting sites give them strong market share and power in local markets. 'l‘oys R Us
officials want to continue to open outlets in Belgium and are concerned that strict
enforcement of the retail law will prevent them from doing so.

Military Offset Programs: Belgian military investment programs frequently con-
tain offset clauses, whereby a certain amount of the contract nceds to be performed
in Belgium, either directly (i.e. direct compensation on the sale) or indirectly (i.c.
by giving Belgian subcontractors a share of unrelated contracts). The offset pro-
grams are complicated because of the required regional breakdowns: 563 percent
must go to Flanders, 38 percent to Wallonia and 9 percent to Brussels. The number
of military contracts is dwindling, however, as Belgian military spending declines.

Broadcasting and Motion Pictures: Belgium voted against the EU broadcasting di-
rective (which required high percentages of European programs) because its provi.
sions were not, in the country’s view, strong enough to protect the fledgling film in-
dustry in Flanders. The Flemish (butch-s aking) region and Walloon (French-
speaking) 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 re-
%uirements. In 1993 the Francophone community led an effort to exclude the U.S.

NT cartoon channel from cable systems in all three regions. A Brussels court sub-
sequently ired the broadcasting of TNT in the Brussels region. Similar difficul-
ties await NBC and Viacom, when they try to enter the Flemish market in early

1995 with their TV4 channel.

6. Export Subsidies Policies
There are no direct export subsidies offered by the Government of Belgium to in-
dustrial and commercial entities in the country, but the Government does conduct
an active program of trade promotion. This trade promotion activity (subsidies for
participation in foreign fairs and the compilation of market research reports), to-
ther with a social expenditure break (a reduction of social security contributions
y employers, and generous rules for cyclical layoffs) are offered to both domestic
and foreiFn companies 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 agrcements, including the
Paris, Berne and Universal Copyright Conventions, and the Patent Cooperation
Treaty. Nevertheless, an estimated 25 percent of Belgium’s video cassette and com-
pact disc markets are composed of pirated cassettes.

On June 30, 1994, the Belgian Senate gave its final approval of the revised Bel-
gian copyright law. The old law dated from 1886. National treatment standards
were introduced in the blank tape levy provisions of the new law, replacing reciproc-
ity standards. Problems regarding first fixation and non-assignability were also re-
solved. The final law states that authors will receive national treatment, and allows
for sufficient manoeuvrability in neighbourinF rights. It is estimated that U.S. au-
thors and producers will receive some $7 million annually from the proceeds of the
blank tape lewgein Belgium. .

Patents: A Belgian patent can be obtained for a maximum period of twenty ycars
and is issued only after the performance of a novelty examination. )

Trademarks: The Benelux Convention on Trademarks, signed in Brussels in 1962,
established a joint process for the registration of trademarks for Belgium, Luxem-
bourg, and the Netier]ands. Product trademarks are available from the Benelux
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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 Models
:{:20 m; i'ne tt;ia:liog o&dusg:al tgesigmuifor 6(} ea!l's gxt; &l]?teftiolnf)gwmagonal

s esigns under the au spices of Wor u rt; -
nization (WIPO) is also available. piose ’ eeia porty Trea

8. Worker Rights

a. The Right Of Association.—Belgium has a long tradition o: democratic trade
unions. Workers have the right to associate freely, hold free elections and strike.
Unions striking or protesting government policies or actions are free from harass-
ment and persecution. Anti-union actions before 8 unjon is legally registered are of-
fectively prohibited. Labor unions are independent of the government but have im-
portant informal links with and influence on several major political parties. Belgian
unions are free to affiliate with and are afliliated with the major international labor
bodies, In the provision of essential public services, public employees’ right to strike
is implicitly recognized. Public employees may and oﬁan do strike. Laws and regula-
tions, effectively enforced, prohibit retribution against strikers and union leaders.

b. The Right To Organize and Bargain Collectively.~The right to organize and
bargain collectively is recognized and exercised freely. Management and unions ne-
gotiate a nationwide collective bargaining agreement, which establishes the frame-
work for negotiations at plant and branch levels. The right to due process and judi-
cial review are ﬁamnteed for all protected union actlvi:iy. Belgian law prohibits dis-
crimination against union members and organizers and provides special protection
against termination of contracts of shop stewards and members of workers’ councils
and of health and safety committees. Employers found guilty of such discrimination
are required to reinstate workers. Effective mechanjsms exist for adjudicating dis-
putes between labor and management. Belgium maintains & system of labor tribu-
nals and regular courts which hear disputes arising from labor contracts, collective
bargaining agreements, and other labor matters,

Be‘lgi:m has no export processing zones.

c. Prohibition of Forced or Compulsory Labor.—Faorced or compulsory labor is ille-
gal and does not occur.

d. Minimum Age for Empl?ment of Children.—The minimum age for employment
of children is 15, but schooling is compulsory until the age of 18. Youth between
the ages of 15 and 18 can particig:te in part-time work/part-time study programs.
Students can also sign summer labor contracts of ug to 30 days. During that period,
they can work the same number of hours as adults. The labor courts effectively
monitor comglianee with nationals laws and standards.

e. Acceptable Conditions of Work.—The current monthly natjonal minimum wage
rate for workers age 22 and over is 42,469 Belgian francs, effective as of June 1994.
Based on the exchange rate of October 19, 1994, this is equivalent to $ 1,374, Work-
ers between 18 and 21 can be paid less than minimum wage. 18-year-olds can be
paid 82 percent of the national minimum wage, 19.year-olds 88 percent, and 20-
year-olds 94 rement. Minimum wage rates in the private sector are established by
nation-wide labor/management negotiations. In the public sector, the minimum
wage is determined in negotiations between the government and the public service
unions, Regular cost of living adjustments are made during the course of each year
to the basic minimum wage rate. The Ministry of Labor effectively enforces mini-
mum-wage laws. A maximum 40-hour workweek which provides at least one 24.
hour rest period is mandated by law, although many collective bargaining agree-
ments have set shorter work weeks. The law requires overtime payment for hours
worked in excess of a regular workweek. Excessive compulsory overtime is prohib-
ited. These laws are enforced effectively. Comprehensive health and safety legisla-
tion is supplemented by collective bargaining agreements on safety issues. Workers
have the right to remove themselves from situations which endanger their health
or safety without jeopardy to their continued employment, and Belgian law protects
workers who file complaints about such situations. The Labor Ministry implements
health and safety legislation through a team of inspectors and determines whether
workers qualify for disability and medical benefits. Health and safety committees
are mandated by law in companies with more than 60 etxﬁloyees and by works
councils in companies with more than 100 employees. The Ministry of Labor effec-
tivel% monitors compliance with national health and safety laws and standards.

f. Rights in Sectors with U.S. Investment.—U.S. capital i8 invested in many sec-
tors in Belgium. Worker rights in these sectors do pot differ from those in other
aeas, Worker rights are practiced and cbserved uniformly throughout the country.

T



136

Extent of U.S. Investment in Selected Industries.—U.S. Direct
Investment Pogition Abroad on an Historical Cost Basis—1993

Millions of U.8. dollars)
Category Amount

Petroletm ......ccceincrsesnanisniansnansnssesasssnacsesssassessassasnessaeseasssssoness 249
Total Manufacturing 6,657

Food & Kindred Products .... 411

Chemicals and Allied Products ...........cecoccereecnnnnsansaessnssecenns 3,415

Metals, Primary & Fabricated .........c.ccovneeininennnnerensraveresene 240

Machinery, except Electrical 56

Electric & Electronic Equipment 216

Transportation Equipment ?)

Other Manufacturing )
Wholesale Trade 2,056
Banking .....cccrenienirensnssennens 97
Finance/Insurance/Real Estate 2,794
Services 708
Other Industries .........c.ceuninenmninnneinncemseisssesssnes 91
TOTAL ALL INDUSTRIES ..... 11,652

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

BOSNIA-HERZEGOVINA

Bonnia-Hemg:svtina remains a war zone with very little economic activity beyond
amuggli:? and distribution of humanitarian supplies. U.S. Embassy estimates place
the remaining industrial activity, which primarily supports the war effort, at five
percent of the 1991 level. In a region which once boasted world-class resorts, there
are now destroyed factories and burnt-out villages. The Bosnian Serbs, who are con-
tinuing their policy of “ethnic cleansing,” have displaced or killed hundreds of thou-
sands of residents.

Bosnia-Herzegovina receives its natural gas by pipeline from Russia via Hun%hry
and Serbia. Adequate gas suiplies were restored to Sarajevo in February 1994. The
situation remains unstable, however, due to maintenance problems, war damage,
and Bosnian Serb control of areas through which the pipeline passes. Electric en-
erw supplies for greater Sarajevo fell from a pre-war level of 2560 MW to about 50
MW in 1993. With international assistance, the daily electric energy supply in Sara-
jevo averaged 68 MW by mid-1994. ‘

Bad weather, fighting, and Bosnian Serb blockades often block supply lines into
Bosnia-Herzegovina, Sarajevo, and the eastern enclaves of Gorazde, Zepa, and
Srebrenica. Sarajevo and the eastern enclaves remain under siege and are currently
experienciniI shortages of food, water, electricity, fuel, and many other basic
neccesities. Humanitarian aid has been intermittent and insufficient to meet full re-
quirements. Bosnian Serb sniper activity regularl{ halts use of the Sarajevo airport.
In the winter months, when the need is greatest, land supply routes become impass-
able and airports often close.

The econor.:ic outlook for Bosnia-Herzegovina remains bleak. Even if hostilities
ended at once, the infrastructure is heavi y damaged and a large part of the most
productive segment of society has been dislocated or eliminated. No financial re-
serves exist with which reconstruction could begin. In March 1994, the U.S. and
United dom launched a joint initiative to restore essential public services to Sa-
rajevo. While this has resulted in some success, it will take many years for Bosnia-

vina to recover from the current crisis, and massive donor support will be

He
needeg to continue the procees.
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BULGARIA
Key Economic Indicators
(Millions of U.S, dollars unless otherwise noted)
1002 1993 19941
Income, Production and Employment:
Real GDP (1993 prices)os 10,773 10,557 10,409
GDP (at current prices)B 8,478 10,667 20,859
Real GDP Growth Rate (pct.)¢ -5.6 -4.2 -14
Real GDP by Sector; 98X
Industry 5,063 3,647 3,639
Agriculture 1,120 804 1,146
Trade/Services . 4,632 4,164 5,724
Per Capita Income (USD)02B3 1,209 1,196 1,181
Labor Force (000s) 08 3,796 3,787 8,827
Unemployment Rate (pct.) 0B 15.0 15.8 15.5 -
Money and Prices:
Money SuﬁfK(MI:bﬂ. 16V) 9 ....ccvirinrineinnneninsnnnens 37.8 36.9 55.0
Commercial Interest Rate (pct.)9 .......ccensiensacns 61.1 68.2 3779
Gross Domestic Savings Rate (pct.)1B .......coceeenee 2.1 21 N/A
Gross Domestic Investment .. 1,739 1,669 N/A
Consumer Price Index (Dec. 1992 equals
100)18 100 164 342
Inflation (pct.) (end-of-period/Dec-Dec)# ............ 794 63.9 110.0
Producer Price Index ..... N/A N/A N/A
Exchange Rate (year-end: leva/$)
Official ® 24.5 32.7 80.0
Parallel 25.6 34.0 83.0
Balance of Trade and Payments: ($millions, cur-
mnt) ORIS
Total Exports (FOB) 5,090 3,640 3,160
EXports t0 UsS. ......ccereeccusensunssssensonns 85.3 115.3 163.0
Total Imports (FOB) .. 4,610 4,330 2,820
Imports from U.S. 78.9 168.7 106.0
Trade Balance ‘ 480 -690 340
Trade Balance with U.S. 6.4 -434 67.0
Aid from US., (fiscal yr.) 40 46 35
Aid from Other Countries® 600 154 1,097
External Public Debt ($ bil.) 119 12.5 8.7
Annual Debt Service.
Scheduled ......... 2,918 2,211 850
Paid 193 88.8 7850
Gold and Foreign Exchange.
Reserves ($ bil.) ...... 1.7 1.6 1.2
N/A—Not available.
8U.S. Embassy estimate.
© Government of Bulgaria.
SInternational al institutions.
€U.S. Department of Commerce.

11994 1 are ostimates for year-end.
3Per u;:h incomes are calculated at following exchange rates: 1992 24.8 leva:dollar; 1993 32.7 leva:dollar;

nu’chOgd bgge (lu.:hxdi rate (period average)
¢ Department of Commerce )
SRate depreciated from 32.7:1 to 66:1 from January to November 1993.
¢Includes international financial institutions.
71994 estimate based on first six months data.
1. General Policy Framework
Bulgaria’s transition to a market economy continued slovvlgI during 1994. The

non anzncabinet of centrist economist Lyuben Berov successfully concluded Bul-
garig’a wn-out negotiations with commercial creditors and the IMF. Structural

reforms remained stymied and inflation accelerated, in spite of continued restrictive
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fiscal and monetary policies. This, alonq) with the collapse of Bulgaria’s COMECON
trade (80 percent of the pre-1989 total), the global recession, and United Nations
sanctions against Iraq and Serbia resulted in a prolonged economic downturn, which
finally may have bottomed out in 1994. After several years of decline, national out-
put achieved zero growth and production in several sectors increased. Unemploy-
ment also declined during the year. Prime Minister Berov’s resignation in Septem-
ber opened the way for pre-term parliamentary elections on December 18. The Bul-
garian Socialist Party won a narrow mqjorit{ in those elections. Pendlngethe elec-
fons, a caretaker government was a&pointed y President Zhelev on October 17.

The Central Bank (BNB) sought to bring inflation down from a 3.9 percent to a
three percent monthly rate by year end 1994, using a normal range of policy instru-
ments. However, inflation accelerated from 63.7 percent in 1993%0 a projected 110
percent in 1994. The rapid depreciation of the Bulgarian lev in foreign exchange
markets early in 1994 significantly boosted the lev value of foreign-currency ac-
counts, thereby increasing the money supply. To control the fall of the lev, the BNB
significantly raised interest rates. Later in the year there ‘vas concern that the
mone ::fpl{);vas being dangerously increased by BNB credit for several troubled
state 8. Despite stagnation in the standard of living over 1994, exports of U.S.
consumer goods to Bulqaria have risen given the relative weakness of the dollar ver-
sus european convertible currencies.

During most of 1994, the government kept its budget deficit within the 6.5 per-
cent of GDP target agreed to with the IMF. It achieved this success through strin-

ent restrictions on state expenditures and increased revenues from the new VAT
implemented on April 1) and excise taxes. U.S. Treasury Department estimates the
deficit will reach about 7 percent of GDP by year-end 1994, due to increased social
security outlays, expenditures on the elections, and interest on domestic debt. The
Government of ﬁulgaria financed the deficit through a combination of central bank
borrowing and treasury bill sales.

In April, Bulgaria rescheduled its 1993 and 1994 maturities with the Paris Club
(official creditors). In June, it restructured 8.1 billion dollars in commercial (London
Club) debt, resulting in a 47 percent reduction. The government and the IMF agreed
on a Standby Agreement/Systemic Transformation Facility for apwoximately 300
million Special rawi:gl Rights (about 410 million dollars). The World Bank re-
leased the second 100 million tranche of its 1991 Structural Adjustment Loan. Talks
with the Bank stalled on a Financial and Enterprise Structural Adjustment Loan.

The transition to a market-oriented economy continued, albeit slowly and against
political and social resistance. Structural reforms necessary to underpin macro-
economic stabilization were not pursued vigorously. Restitution of urban shops and
houses put capital into the hands of many ordinary Bulgarians, helping to fuel the
rapidly growing service and consumer goods sectors. However, legal privatization of
?tate-owned industry moved slowly, as did the breakup of state-organized collective
arms.

Bulgaria’s association agreement with the European Union (EU) finally took effect
January 1, 1994. An analogous agreement with the Europecan Free Trade Associa-
tion (E%TA) entered into force in 1993. With the conclusion of its EU and EFTA
neFotiations, Bulgaria returned its attention to negotiating its GATT accession. The
Bilateral Investment Treaty with the United States was ratified by the U.S. Senate

and took effect in June.

2. Exchange Rate Policy

After several years of remarkable stability, and even significant real appreciation
given inflation ¥n August 1993 the Bulgarian lev began to fall in foreign exchange
markets. By March 1994, the lev had fallen 42 percent (from BGL 22.1 to 63:U.S.
dollar) and a run on the lev briefly threatened before it stabilized temporarily at
around BGL 51:U.S. dollar. The lev continued to depreciate gradually during the
rest of the year. BNB intervention in the currency market reduced the country’s
convertible currency reserves from more than one billion to around 600 million dol-
lars in February. Reserves increased significantly thereafter with the infusion of
balance of payments support from the , the IBRD, and the G-24 nations.

The BNI? 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. .

“ Only some of the commercial banks are licensed to effect currency operations
abroad. Companies may freely buy foreign exchange for imports from the interbank
market. Individual Bulgarian citizens may leéally buy only 10,000 leva worth of
hard currency per year without specific cause. Companies are required to repatriate,
but no longer to surrender, earned foreign exchange to the central bank. Bulgarian
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citizens and foreign persons may also open foreign currency accounts with commer-
cial banks. Foreign &eveston may mpat?r?ate 100 percent ((?l" rofits and other earn-
ings. Capital gains transfers a gear to be protected under the revised Foreign In-
iregglexin La;v; frete Tg;dtpmxlp? rmrem o § iti.al aigia are guaranteed in t efBi-
a vestmen aty, 8 requ or hard currency payments to for-
eign persons for direct and imﬁ:ect investments and free transfercay ul:xc{‘:nepted 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 ﬁnancingi.n e enactment ol an up-to-date Bankruptcy faw in
1994 was a significant step in bringing Bulgaria’s Commercial Code up to inter-
national standards. FurtheF revisions in the Code (regarding commercial activity)
and security and exchange laws are under parliamentary consideration. Implemen-
tation of reforms is hindered by slow decision making and.bureaucratic red tape.

Although Prime Minister Berov entered office pledging his would be the “privat-
ization government,” privatization advanced only marginally in 1994, primarily in
small-scale and municipal projects. It is estimated that only five percent of state en-
terj)riaes have been privatized so far. After prolonged wrangling, Berov announced
in June a mass privatization plan closely patterned on the voucher system employed
in the former Czechoslovakia. Parliament approved the “demand side” program, but
had not yet approved the “supplyside” (including the list of 360 firms to be
privatized in the first wave) when it was dissolved on October 17. Implementation
of the mass tgrivatization program now must await the formation of a new govern-
ment after the December elections, probably in early 1995. Meanwhile, caretaker
Prime Minister Indjova took steps to speed up small-scale and municipal privatiza-
tion. Until privatization is well rooted, one can expect a certain unpredictability in
commercial dealings.

With the implementation of the new 18 percent unified-rate VAT on April 1, Bul-
garia took a significant step in reforming its tax system. However, the revised In-
come and Profits Tax laws still have not been submitted for consideration to Par-
liament. While average tax rates are relatively low according to the IMF, U.S. ex-
perts believe that marginal tax rates are too high to stimulate the economy. There

18 no export tax.

4. Debt Management Policies

Bulgaria’s former Communist regime more than doubled the country’s external
debt from 1986 to 1990. With more than 10 billion dollars outstanding, the govern-
ment declared a debt service moratorium in March 1990. Bulgaria continued to
service three small convertible-currency bond issues. Bulgaria resumed partial serv-
icing of its debt in late 1992. Of Bulgaria’s current 13 billion dollar debt, more thay
80 percent is owed to foreign commercial creditors; almost half of the commercial
debt is trade financing. The cutoff of trade financing by the western banks because
of;‘ the moratorium has been the main barrier to imports from the U.S. and else-
where,

In April 1994, Bulgaria rescheduled its official (“Paris Club”) debt for 1993 and
1994. ll:i June, it concluded a Brady ﬂan-l‘:ype agreement to reschedule 8.1 billion
dollars of its debt to commercial creditors (“London Club”). This agreement reduced
Bulgaria’s commercial debt by 47 percent. Even with this debt reduction, however,
Bulgaria will be challenged to meet its total debt service requirements in the next
few years. Debt to GDP ratio is 84 percent.

r protracted negotiations, the IMF approved a one-year standby agreement/
structural transformation facility of approximately 410 million dollars for Bulgaria
in February 1994. To support the stabilization program, the G-24 countries
pledged 353 million dollars in balance of ;Wrments support for 1994, Bulgaria also
complied with the final conditions of its World Bank structural adjustment loan,

rmitting the release of the 100 million dollar second tranche and 100 million dol-
ars in Japanese matching funds. An additional 250 million dollars was loaned joint-
R' by the and World Bank to help finance the initial payment of Bulgaria’s Lon-

o

n Club rescheduling.

5. Significant Barriers to U.S. Exports

Import licenses are required for a specific, limited list of goods. Among others, the
list includes radioactive elements, rare and precious metals and stones, ready phar-
maceutical products, and pesticides. Armaments and military-production technology
and components also figure on the list. (Prior to the dissolution of COCOM, Bulgaria
was qranted “favorable consideration status,” which means a J)reaumpt.lon of ap-
proval for COCOM applications and a shorter approval period. Bulgaria has ex-
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pressed its interest in membership in the “COCOM successor” regime currently
under negotiation.) The Bulgarian government has declared that it grants licenses
within three days of application, without fees, and in a non-discriminatory manner.
The U.S. Embassy has no complaints on record from U.S. exporters that the import-

license regime has affected U.gt exports.

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. Bulgaria accepts
test results, certificates or marks of conformity issued by the relevant authorities
of countries signatories to international and bilateral agreements to which Bulgaria
is a party. All product imports of plant or animal origin are subject to veterinary
and phytosanitary control, and relevant 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 freeiy 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-
garian Bilateral Investment Treaty signed in Segt:mber 1992. Since the 1993 repeal
of sRecial 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 ieoaraphic areas; and in research, development and
extraction of natural resources. .S. tobacco company complained of the lack of
transparency in the issuing of cigarette manufacturing licenses and privatization in
the tobacco sector.

There are no specific local content or export-performance requirements nor spe-
cific restrictions on hiring of expatriate personnel. Bulgaria committed ijtself in the
U.S.-Bulgarian Bilateral Investment Treaty to international arbitration in the event
of e)fgmrpﬁation, disinvestment, or comrenaation disputes.

U.S. firms complain that the inflexible or rigid enforcement of tax and other regu-
lations inhibits investment plans. U.S. tobacco companies complain that the arbi-
trary classification of cigarette brands for excise-tax purposes seriously limits the
incentives to invest. A major U.S. company complained that the inflexibility of the
Bulgarian bureaucracy delayed the startup and increased the cost of a major invest-
ment project.

There 18 no legal requirement for the Bulgarian government to procure only local
goods and services. Government procurement works mostly by competitively-bid
international tenders. There have been problems of lack of clarity in many tendering
procedures (e.% the extension of the E-80 superhighway from Plovdiv to the Turk-
ish border). U.S. investors also are finding that, in general, neither remaining state
enterprises nor private firms are accustomed to competitive bidding procedures for
suﬁpllying goods and services.

ulgaria’s new harmonized tarifl schedule increased average tariffs, although a
15 percent imeﬁr‘-t tax was eliminated. (The import tax remains on 10 agricultural
commodities.) The new schedule did reduce the overall range of tariff rates and
eliminated spikes. Customs duties are paid ad valorem according to the tariff sched-
ule. A one-half percent customs clearance fee is assessed on all imports and exports.
Bulgg:ia applies the single administrative document used by European Community
members.

Imports from the United States are assessed at the most- favored-nation (MFN)
rate. Bulgaria’s Association Aﬁeement significantly lowered tariffs and modified
quantitative restrictions on goods orignating in the EU. Just over 25 percent of U.S.
exports to Bulgaria for January—June 1993 were Fut at some price disadvantage by
these changes. The United States is seeking significant reductions in Bulgarian tar-
iffs on U.S. goods as part of Bulgaria’s accession to the GATT.

6. Export Subsidies Policies
The Bulgarian government does not subsidize exports.

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 generallll;' but enforcement is seriously de-
ficient. The mosgt serious problem with current R legislation is the lack of retro-
active copyright protection for sound recordings, which are protected internationally
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by the Rome and Geneva Conventions, to which Bulgaria is not a signatory. Until
Bulgaria does sign, sound recordings copyrighted prior to August 1, 1993 are not
protected. Bulgaria's third or piece of IPR legislation, the Trade Mark and In-
dustrial Design Law, is in need of updating but considered adequate overall. Produc-
tion and trade secrets are nominally protected under Art. 14 of the “Protection of
Competition Act.”

Enforcement of IPR laws is problematic. Authorities have not established a record
of vigorous enforcement to make the laws credible. Video and computer program pi-
racy are widespread. One major U.S. con:gany estimates that it is losing 16-20 per-
cent of its sales volume due to trademark infringement. This firm does not regard
the fines or the publicity given in several successful prosecutions of piracy as suffi-
cient to deter future infringement. The U.S. Embassy is not aware of any cases of
patent violation. For 1992, the International Intellectual Property Alliance esti-
mated total trade losses for the U.S. of 47 million dollars due to piracy in Bulgaria.

8. Worker Rights
a. The Rifht 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 1994. Estimates of the unionized share of t%ee workforce
range from 30 to 60 J):ment. Bulgaria has two | trade union confederations, the
Confederation of Independent Trade Unions of Bulgaria (CITUB), and Podkrepa.
CITUB is the successor to the trade union controlled by the former Communist re-
gime, but now appears to operate as an independent entity. Podkrepa, the independ-
ent confederation created in 1989, was one of the earliest opposition forces, but is
no longer a member of the Union of Democratic Forces F). The two confed-
erations cooperate on some tactical issues, particularly in the country’s tri-partite
body, the National Social Council, which includes employers and government. The
Labor Code passed in December 1992 recognizes the right to strike when other
means of conflict resolution have been exhausted, but “political strikes” are forbid-
den. Military, police, energy production and supply, and health sectors are defined
as essential services, and workers in these sectors are restricted from striking.
There were two major national strikes in 1994, by students and miners; both ended
without major concessions by the government.

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
Podkrepa an CI'I'IJ"B are authorized to bargain collectively. This led to complaints
by smaller unions, which may in individual workplaces have more members than
either of of the two larger confederations. Smaller unions also complained that they
are excluded from the National Social Council.

c. Prohibition of Forced or Compulsory Labor.—Many observers 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 of Employment of Children.—The Labor Code sets the minimum
age for employment of children is 16, and 18 for dangerous work. Employers and
the Ministry of Labor and Social Welfare are responsible for enforcing these provi-
sions. Underage employment occurs in the informal and agricultural sectors, but
does not seem to be either widespread or systematic.

e. Acceptable Conditions of Work.—The national monthly minimum wage was ad-
{'usted twice in 1994, and at year’s end stood at approximately 33 dollars (1,814
eva). Inflation in 1994 dramatically increased the cost of living. The minimum w¥e
was not enough for a single wafe earner to provide a decent standard of living for
a family. The Constitution stipulates the right to social security and welfare aid and
assistance for the temporarily unemployed. 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 program with standards established by the Labor Code. Con-
ditions in many cases are worsening owing to budget stringencies and a growing pri-
vate 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 1994. Of the nine sectors covered in the Trade Act Report, only the
“Food and Related Products,” “Electric and Electronic Equipment,” and “Other Man-
ufacturing” sectors have an active U.S. presence as of late 1994. Conditions do not
significantly differ in these sectors from the rest of the economy.
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CANADA
Key Economic Indicators
Millions of U.S. dollars unless otherwise noted]
1092 1083 1994
Income, Production and Employment:
Real GDP (billions of 1988 USD) ......ccececusseess 462.0 442.3 1435.2
GDP Growth Rate (pct.) 0.6 2.2 239
Real GDP by Industry: (millions of 1988

USD).

Manufacturing 72,077 70,889 170,561

Finance/Insurance/Real Estate ..........ccoeeenss 67,142 64,677 162,589

Trade 49,390 48,371 149,088

Community/Business/.

Personal Services 49,786 417,686 145,985

Transportation/Communications .........ccceeess 33,185 32,010 131,998

Construction 22,624 20,184 119,892

Mining 16,795 16,817 116,876

AGriculture .......ccvecesnscsesissssasnns 8,221 8,231 18,037

Utilities 13,144 12,541 112,416

Logging/Forestry 2,168 2,182 12,159
Per Capita Personal.

Disposable INCOME ......cccecvuriusrasescrsanscsnssasenes 13,843 13,149 112,618
Personal Savings Rate (pct.) ....ccocvnisicncscsnnninne 9.6 9.1 189
Labor Force (0008) ........coeesvrnee 13,797 13,946 314,133
Unemployment Rate (pct.) w..ocvccvensesisercnssscenns 11.3 11.2 310.2

Moneg, Interest Rates and Prices: (end of pe-
riod)
Money Supply (M2) ......ccccccanensmsesarsusasensusescnsnss 282,323 273,333 4262,426
Bank of Canada Rate (pct.) 7.36 4.11 55.64
Chartered Banks' Prime Rate (pct.) .....cccocues 7.2 5.60 57.00
90-Day Commercial Paper (pct.) .cc.eececereesense 7.46 4.03 55.40
Consumer Price Index (1986 = 100) ............... 128.1 1304 B130.8
Annual Percent Change 1.6 1.8 B(Q.3
Industrial Product Price Index (1986 = 100) . 109.1 112.7 BE118.8
Annual Percent Change ........... 0.6 33 E5.4
Exchange Rate (one C$ = US cents) (average
annual noon rate) ........ceemeiinsiesnses 82.76 71.63 674.68
Balance of Payments and Trade:
Merchandise Exports ..... 128,935 140,694 6147,492

Exports to U.S. 99,724 112,734 6124,782
Merchandise Imports ..... 123,396 133,217 6141,286

Imports to U.S. 87,664 97,496 6108,183
Merchandise Trade Balance 5,639 9,377 66,208

Trade Balance with U.S. 12,160 15,240 €16,599
Current Account Balance -21,917 -23,806 €-21,971

Balance with US. -1,849 -1,671 8410
Gold Holdings (millions USD) ....ccccceevsersnisrecnse 478.0 287.0 §210.0
Official Int1 Reserves (millions USD) ............ 11,909 12,776 615,790
Total Federal Debt:.

Accumulated Deficits (billions USD) .......... 386.0 396.2 405.0

Federal Deficit . FY91-92: FY92-93: FY93-94:

(billions USD) 33.5 32.6 729.2

Note: Converting the data from C$ to US$ distorts actual growth and trend lines.

:Embnuy projection.

quarter (IIQ) 1994 (actual data) seasonally adjusted at an annual rate.

3Percent change between 1IQ 1994 and ﬁQ 1993,
3Third quarter avers,

4M1 ¢+ ¢ ban p:lr?nozemml notice deposits + personal savings deposits, as of 8/31/94.

8Third quarter end of



143

SFirst half of 1984 annualized.
7Federal Govt. projection for FY1994-96. Canada's fiscal year covers the period April 1 to March 31.

1. General Policy Framework

Canada is the world’s seventh-largest market economy. Production and_services
are predominantly privately owned and operated. However, the federal and provin-
cial Fovermnents 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
gmgreas on privatization, government-owned Crown Corporatg:ns such as the Cana-

ian Bmadcaatins Corporation, the Canadian National Railway, the Canadian
Vgl:aglfoard, and provincial electric utilities still play an important role in the
economy.

Canada is the most important trading partner of the United States. Although nat-
ural resources and related products remain important components of the Canadian
economy, the economy is now fully industrialized and froduces highly sophisticated
consumer goods and capital equipment. As of August 1994, Canada’s annualized
merchandise exports to the United States were 140.5 billion, and annualized
merchandise imports from the United States were US$118.2 billion. Motor vehicles
and parts account for approximately 20 percent of U.S. merchandise exports to Can-
ada, followed by exports of machinery and e%uipment and industrial equinment. The
st.ogi: of total foreign direct investment in Canada in 1993 was US$(iul.'§ billion, of
which US$70 billion or 62 percent was U.S. foreign direct investment. Roughly 40
{reg'cent of the assets of Canadian manufacturing companies are foreign-owned; of

his total, about 76 percent belong to U.S. firms.

Federal government economic policies since late 1984 have emphasized reduction
of public sector interference in the economy and lpmmot.ion of private sector initia-
tive and competition. Both federal and provincial governments also undertook pri-
vatization of selected Crown Corporations.

The deficit and related expansion of government debt are the most ressing prob-
lems facing fiscal policgmakers at the federal and provincial levels. Net public debt
in FY1993-94 exceeded 74 percent of Gross Domestic Product. Government options
to reduce deficits are constrained by high levels of non-discretionary spendinF. 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 26 percent of spending. Further reductions of subsidies for regional
development and other remaining discretionary programs such as defense, agri-
culture. and foreign aid would require the government to make difficult political de-
cisions. Nevertheless, the Eovemment has stated ﬁrm]ﬁ 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 nolicy. The Bank’s main monetary policy ‘ool 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 charge
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.

2. Exchange Rate Policy

The Canadian dollar is a fully convertible currency, and exchange rates are deter-
mined by supply and demand conditions in the excgange market. There are no ex-
change control requirements imposed on export receipts, capital reccipts, or pay-
ments by residents or non-residents. The Bank of Canada operates in the exchange
market on almost a daily basis 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 mono lies, most medical
scrv§ces, and supply-managed agricultural 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. Federal personal and corporate income tax rates are com-
parable to U.S. rates. .
Federal government regulatory regimes affect foreign investment (see section 6
below) and also U.S. firms in the financial services sector. Although foreign-owned
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bank subsidiaries are subject to federal restraints on their operations and growth,
U.S. banks have been exempted from most of these restrictions under the U.S.-Can-
ada Free Trade Agreement (FTA). 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 ﬁnrgely eliminated
remaining barriers among banks, trust companies and insurance companies.

Transportation policies: The pro-competitive National Transportation Act and its
companion legislation, the Motor Vehicle Transport Act, entered into force in 1988.
While underscoring the continuing need to maintain high safety standards, this leg-
;sl;tis%n introduced a greater degree of deregulation in the Canadian transportation
ndustry.

Aviation is not included in the NAFTA. Based on a mutual desire for a liberalized
North American market, in October 1990 the U.S. and Canada announced a joint
initiative to negotiate a new “open skies” agreement covering transborder air serv-
ices. The last round of negotiations was held in December 1992. On September 27,
1994 U.S. Transportation gecretary Pena and Canadian Transport Minister Young
aippointed personal re{msentatives to explore the possibilities of reopeninf negotia-
tions. Formal negotiations were subsequently scheduled for January of 1995 with
the objective of rapid market liberalization.

Telecommunications Policies: Canada’s long-awaited Telecommunications Act was
proclaimed in force on October 25, 1993. Among its provisions, the legislation allows
the federal regulator, the Canadian Radio-television and Telecommunications Com-
mission, to forbear from regulating competitive se%:nents of the industry, exempts
resellers from regulation, and limits foreign ownership of telecommunications firms
to 20 percent. Carriers which operated in Canada prior to 1987, but which do not
meet the Canadian ownership requirements, 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
ercent of GDPfin 1984 to US$243 billion (44 Yercent of GDP) in 1993, a relatively
iih 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 increasingly vulnerable to shifts in international investor con-

fidence.

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 Canada FTA was suspended
on January 1, 1994, with the entry into force of the North America Free Trade
Agreement (NAFT 5, which expands the free trade area to include Mexico. The

A provisions go beyond the CFTA in the areas of services, investment and

vernment procurement. Canada passed implementigg legislation for the Uruguay

ound aﬁreement under the General Agreement on ifis and Trade, and joined
the World Trade Organization as a founding member.

Nevertheless, a number of Canadian practices remain which constitute barriers
to U.S. exports to Canada. :

Canada applies various restrictions to imports of supply-managed products (dairy,
eggs, and poultry), fresh fruit and vegetables, potatoes, processed horticultural prod-
ucts and live swine. The US continues to pursue these issues bilaterally. Regarding
the supply managed commodities, bilateral talks will be necessary to resolve con-
tradictions between Canada’s Uruguay Round implementation and its obligations

under NAFTA. -
Provincial legislation and Liquor Board policies regulate Canadian importation
and retail distribution of alcoholic beverages. The Canada FTA addressed a number
of these policies (lit;t,ing,e distribution, and pricing) and provided dispute settlement
rocedures. Provincial beer distribution practices had been grandfathered under the
‘A but were challenged by the U.S. under the GATT. The U.S. and Canada con-
cluded a Memorandum of Understanding in August 1993 which significantly im-
proved access to the Canadian market for U.S. beer. However, U.S. exporters have
remained unhappy about provincial minimum import price requirements and cost-
of-service issues hinder the importation of U.S. wine.
Although some roxress has occurred, problems remain in the area of standards
and labeling. The h chapter on technical standards provides for the accreditation

of U.S. certification organizations and testing laboratories in Canada. The Canadian
accreditation agency, the Standards Council of Canada, has been slow in effecting
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the necessary regulatory changes and in reviewing U.S. applications, but in 1992

it accredited two major U.S. testing and certification bodies, Underwriters Labora-

tories and the American Plywood Association. Since then, three additional test lab-

oratories—Architectural Testing Inc., ETL Testing Laboratories, and Dash, Straus

& Goodhue Inc., have been accredited. To date, several accreditation applications by

g.S. cielrtiﬁcation and testing organizations remain under review by tge Standards
ouncil.

Under its Processed Product Regulations, Canada allows imports of processed
fruit 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

ears of formal U.S. government representation, which prompted Canadian regu-

atory 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. However, trade remains hindered by strict packaging and labeling rules, from
which Canadian manufacturers received a temporary (two-year) exemption, an
plant certification requirements. For example, U.S. frozen french fry manufacturers
remain unable to capture a share of the Canadian food service market cstimated
to be worth at least $40 million.

Canadian customs regulations limit the temporag entry of specialized equipment
needed to perform short-term service contracts. Certain types of equipment are

anted duty-free or reduced-duty entry into Canada only if they are unavailable
rom Canadian sources. Although NAFTA has broadened the range of professional
equipment permitted entry, it has not provided unrestricted access.

Canada restricts the direct export of Pacific salmon by requiring that a portion
of the Canadian catch be landed in Canada before being exported. An interim agrcc-
ment reached following FTA digmte settlement permits direct export (i.e. sale at
sea) of a portion of the catch by Canadian licensees. The level of direct exports, how-
ever, has been disappointing. Following a mid-term review in February, technical
changes were made in the requirements for licensees. A Canadian ban on reexport-
ing unprocessed herring, aimed at Japan, also prevents Canadian processors from
using U.S. refrigeration facilities. The U.S. government will continue to monitor de-
velopments. ’

Canadian industries have used Canada’s Special Import Mcasures Act (SIMA) to
restrict access to the Canadian market by U.S. companies. Dumping margins in suc-
cessful cases constitute a significant barrier to U.S. exports.

Canada denics Canadian enterprises tax deductions for the cost of advertising in
foreign broadcast media and c{)ubhcations 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
advertisinﬁ.

Under the Investment Canada Act, the Broadcast Act, and policies in the energy,
publishing, telecommunications and transportation, broadcasting and cable tele-
vision sectors, Canada maintains laws and policies which interfere with new or cx-
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 (¢s amended by the FTA and NAFTA) requires the
federal government to review and approve foreign investment to ensure “net benefit
to Canada.” 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
sensitive sectors” such as book publishing and distribution, film and video, audio
music recordings and music in print or machine readable form. Also excluded as .
“culturally sensitive” are foreign investments to establish new businesses or acquire
existing ones for the publication of magazines (including “split-run” editions), peri-
odicals or newspapers. Foreign investment in these sectors is g)otentially subject to
review regardless of size or whether the investment is new or t rough direct or indi-

rect acquisition.
Further to the leg sition on culture embodied in the Investment Canada Act,

al

Investment Canada en?gmee a federal book publishing policy known as the “Baie
Comeau Policy.” Canada prohibits the majority acquisition of Canadian book pub-
lishing and distributing companies, and requires that foreign-owned subsidiaries in
Canada be divested to Canadians within two years if the ownershiF of the parent
changes hands. Exceptions to the policy permit direct acquisition il the Canadian
firm 18 in financial distress and no Canadian buyer can found. Also, a foreign
owner indirect!y acquiring a Canadian firm might not be forced to divest it if a
transaction of “net benefit” to Canada can be negotiated. Investment Canada also
has specific policies regarding foreign investment in the film distribution sector.
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In the banking sector, the Bank Act of 1980 made chartering of foreign-owned
banking subsidiaries possible for the first time. However, foreign banks arlgn 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 FTA eliminated other
discriminatory restrictions on U.S. bank subsidiaries in Canada. -

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 pmvent'ligp foreign control.

Where G. Government Procurement Code or NAFTA requirements do not
apply, Canadian ‘Fovernment entities follow preferential sourcing policies favoring

anadian-based firms over foreign-based firms. In addition, Government Services
Canada, the major federal procurement agency, maintains a supplier development
fund to promote new Canadian sources o aupPi . Canada’s Federal and Provincial
crown (government-owned) corporations also follow strong “buy national” or “buy
provincial” 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. Frequently resulting in “offsets,” this policy arouses considerable U.S. con-

cern.

6. Export Subsidies Policies

Under the Western Grains Transportation Act (WGTA), the Canadian government
subsidizes rail transportation of western grown wheat, barley, oats and many other
agricultural commodities intended for export. The Free Trade Agreement eliminated
subsidies on agricultural hsn'oducts shipped to the United States through West Coast
{)orta, but not on those s Eped direct“y by rail or through Great Lakes ports. Under

he terms of the FTA, terminate all export-based duty remission

schemes by 1998. In the interim, Canada has excluded exports to the U.S. in cal-
culatin&rthe duty waived. In June, 1994, the GOC announced a proposal to phase
out WGTA payments over a five-year period. Instead, the government will make di-
rect income sup(rort payments to farmers.

Canada’s production-based duty remission program provides for the rebate of cus-
toms duties to qualifying foreign automobile firms on their imports of automobiles
and original equipment automotive parts into Canada. Under the program, duty re-
missions are granted in proportion to the amount of “Canadian value-added” gen-
erated by these firms in Canada. Under the provisions of the FTA, Canada has
agreed to terminate the program by 1996 and to limit application of thﬁl‘yrogram
to the four companies with which agreements were already in place. NAFTA will

not change these provisions.

7. Protection of U.S. Intellectual Property
The Canadian government has long-standing legislation to protect intellectual

pmgerty rights, and these laws are effectively enforced.
1987 amendments to the Canadian Patent Act significantly improved protection

for patented drugs and was a positive step in resolving some of the complaints
voiced by the Ug pharmaceutical industry concerning alleged Canadian bias in
favor of generic drugs. In February 1993 the Canadian government amended the
Patent Act to eliminate compulsory licensing for pharmaceuticals, thereby extending
patent protection to the standard 20 years.

1989 amendments to the Canadian Co%n-ight Act granted explicit copyright pro-
tection for computer programs, and provided a right of payment for retransmission

of broadcast pros'ramming as required by the FTA.
In 1993 Canada proclaimed the Integrated Circuit Topography Act, a law protect-

infnsemiconducwr chip design.

January 1994, the Cogyn ht Act was amended to reflect the changes required
by NAFTA, e.g., rental rights for computer pmdgrams and sound recordings; protec-
tion for data bases and other compilations; and increased measures against all cat-
egories of pirated works.

8. Worker Rights

a. The Right of Association.—Except for members of the armed forces, workers in
both the public and private sectors have the right to associate freely. These rights,
protected by both the federal labor code and provincial labor legislation, are freely

exercised.

anada wi
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b, The Right to Organize 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 righ
which vnr& from province to province. 87.5 percent of Canada’s non-agricultural
workmbuz,niofrd. d or Compulso

c. n of Forced or Com Labor.—There is no forced or compulso
labor practiced in Canada. pisory preory

d. Minimum Age for Employment of Children.—Generally, workers must be 17
zvearn 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 all jurisdictions, a person under 16 cannot be employed in a
designated trade, or, in other words, become an apJ)rentiee before that age.

e. Acceptable Conditions of Work.—Federal and provincial labor cofez establish
labor standards governing maximum hours, minimum wages and safety standards.
Those standards are respected in practice.

f. Rights in Sectors with U.S. Investments.—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—1993

[Millions of U.S. dollars]

Category Amount

Petroleum cearesesesaasssansnesassnaeens cetessserentseasessasssssanssste 8,840
Total Manufacturing .........ceienscneseenennensmmesnanen 34,062

Food & Kindred Products ....... . . 3,645

Chemicals and Allied Products 5,032

Metals, Primary & Fabricated 2,745

Machinery, except Slectrical ........cccorecrnnnriercrnsasscsassacsnns 2,240

Electric & Electrom : Equipment .........cccccevnrninininnne . 1,623

Transportation Equioment ........cccoevrirunecnrnssens 8,720

Other Manufacturing .......ccienniisnnmesmes 10,059
Wholesale Trade .........ccceerennenineinenneiccssnesiiessssecssssassissessese 6,663
BAnKING «.coorereecsnrennsnninnssesssnnisasssssnsssosmastsssssnsssssassussasossassaonssoss 823
Finance/Insurance/Real Egtate ............occcvveeecneenerennnesncnesnes 12,242
SEIVICES ..ccoveeeeirenrersersnensnersesnisssesssssonsssssssensessasssassssasssassssssnenes 2,426
Other INdUSLIIEs ......cccveerveerinnensnnnssnsenseesssseesssssnsanes 5,349
TOTAL ALL INDUSTRIES ......... . 70,395

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

CROATIA

In 1994 Croatia’s economy showed tentative signs of recovery from the disruption
it suffered after the breakup of the former Yugoslavia. But the scars of war remain
highly visible as Serb forces still occupy one-fourth of Croatian territory. With 25—
30 percent of its agricultural ca?acity destroyed, Croatia’s 1993 GDP remained
around half of its 1990 level. Due largely to the war and the collapse of intra-Yugo-
slav trade, industrial production remained at 30-40 percent of Croatia’s 1991 pro-
duction level. Despite these figures, a bold economic stabilization program initiated
by the government in October 1993 has shown promising results.

The ongoing occupation of Croatian territory by Krajina Serbs continues to retard
Croatia’s recovery. The Krajina Serbs continue to cut a key railroad link to the coast
as well as the Adria pipeline. Energy production suffers while oil fields in Slavonia
remain occupied. The war crippled Croatia’s profitable tourist industry, which in the
summer of 1994 operated at only one third of the pre-war level. Nonetheless tourist
activity improved, especially in the Istrian peninsula; in October 1994 Hina reported
a 55 percent increase in tourist activity over the previous year's level. Intermittent
hostilities and U.N. sanctions restrict trade with Serbia, a major pre-war market.
A tentative step towards reconciliation with the Serbian population of Croatia oc-
curred in December 1994, with the signing of an agreement on economic confidence-

building measures.
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The three-phase stabilization program which the government adopted in October
1993 has improved Croatia’s economic situation. Thgo unem onmentpmw continued
its three-year decline, yet at 15 percent remains well above the pre-war level of nine

ercent. Inflation dramatically fell by the summer of 1994 to a monthly rate of 1-
percent, one of the lowest in the region. Croatia had increased its hard currency
reserves to $1.68 billion by July 1994.

With the siﬁning of the Wa igll%ton Accords in March 1994, Croatia won key sup-

rt for multilateral assistance. The World Bank approved a $128 million Economic

ecovery Loan in June. Another $100 million for nmf_ultural support and private
family support are in the pipeline for approval. The recently approved a Stand-
léy Arrangement and Systemic Transformation Facility totalling $192 million. The

BRD will act upon two additional infrastructure project proposals in late 1994
lf“fi;e million for electricity network reconstruction and $76.3 million for roads and

ridges.

Croatia’s economy supports over 400,000 refugees and displaced persons from
Bosnia and occupied Croatian territories. An estimated 80 percent of refugees have
found shelter with families in Croatia; this situation is untenable in the long term.
Refugees continue to occupy hotels and fill refugee centers. In September 1994, refu-

ees continued pouring into Croatia at a rate of nearly 600 per week. While the
nternational community has provided the bulk of the food needed for the refusees,
the Croatian mglovernment pays for medical care and utilitiec at an estimated daily
cost of $1.2 million. Even with such expense, the conditions in many refugee camps
are inadequate with a lack of warm water, health care, schools, and other basic ne-

cessities.

THE CZECH REPUBLIC

Key Economic Indicators
[Billions of U.S. dollars at the exchange rate indicated)

19921 1993 1994 (est)
Income, Production and Employment:
Real GDP (1986 Prices)? ...........ccovrenuuensuscscsnne 14.2 138 - --14.4
Real GDP Growth (pet.) ......cceemmemeeeeseensecesessnsnnnne -7.1 -0.3 2.5
GDP (current prices)? ........ccceeernnenessnsccrenaresnes 28.4 31.7 35.7
By Sector:3
Agriculture/Husbandry/Forestry/Fisheries ..... 0.8 0.8
Mining of Raw Materials .........c.cooeeveverncrenenennn 0.6 0.5
Energy/Water/Gas .........cccocecevrenenerrencranesensessnne 1.0 1.0
Manufacturing .........ccceecreereecncrennenseessereeseenens 3.9 4.7
Construction ... 0.6 0.3
Retail/Vehicle Reparis/Consumer Goods ........ 13 1.6
Transports/Storage/Communications .............. 0.8 1.0
Private Health/Education .. 2.0 26
Goverment Health/Education .......c.cceueiennennne 2.2 2.5
Real Per Capita GDP .. 1,375 1,336 1,384
Labor Force (0008) ........ccceereeenncreenncsccnsorsaencnsansas 4,766 4,711 4,711
Unemployment (pct.) ..... eresrersansssenensaasessses 2.6 3.6 3.6
Money and Prices (annual percentage growth):
Money Supply (M2) . 594.4 722.0 769.6
Base Interest Rate (average) ..........ccceeereneerinnans 13.38 14.00 12.80
Personal Saving Rate eessesteeresssnenssnsanns 7.5 9.3 9.9
Retail Inflation ... 11.1 20.8 11.0
Producer Price Index ........ccccecenrnninnnncncesnnecsennn 9.9 13.1 7.0
Exchange Rate (KC/USD)
Official csressensssnnianes 28.29 29.15 28.17
Parallel (Vienna market) ..........c.cceceecereenrnnnense 32.28 29.85 30.00
Balance of Payments and Trade: (Billions of U.S.
dollars)
Total Exports (FOB)® 8.23 12.93 6.59

Exports to U.S. . 0.153 0.235 60.191
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Key Economic Indicators—Continued
{Billions of U.8S. dollars at the exchange rate indicated)

1092} 1993 1994 (es)
Total Imports (CIF)8 8.89 12.84 6.40
Imports from US. . 0.525 0.386 60.306
Aid from U.S, (million USD) 32 83 30
Aid from Other Countries 147 1.20 0.80
External Public Debt 75 8.5 9.0
Debt Service Payment (paid) . . 1.3 14 1.1
Gold and Foreign Exch. Reserves
Official eresses 08 3.0 5.2
Gross 3.6 6.2 YN
Trade Balance® . -0.66 0.09 0.19
Trade Balance with U.S. -0.372 -0.151 -0.115
:51&1.:: go d:nt:“ t:om CNB and Csech Statistical Office.
e e P cougn el Intorest pates, (hab of 1994,
S Merchandise trade.
¢January to August.

1. General Policy Framework

The Czech government has continued the tight, IMF-endorsed, economic and fiscal
policies begun by the former Czechoslovak government in 1991, and which were de-
vised and initiated by many of the current policymakers in the Czech Republic.
Similarly, it has maintained the former government’s program of broad privatization
and wholesale legal reform in order to permit the continued ﬁ«:reration of a viable
market economy. The economy is likely to experience gowth s year. The govern-
mexét's estimate for this year is 2.5 percent growth, and for the next year is 3.3 per-
wn .

The Czech government, having largely adjusted to the economic consequences of
the split with Slovakia, is continuing down (H;Je road towards European economic in-
tegration. Despite notable problems, such as restructuring newly privatized firms,
dealing with a shortage of domestic capital, and coping with a generally weak finan-
cial sector, statistics sugg{est that the Czech economy as a whole appears to have
bottomed out in late 1992 and remained stable through 1993. The economy is likely
to experience growth in 1994, as suggeat.ed by the latest data on GDP. Though 3.3
Kment growth in the first quarter of 1994 can be ascribed to significant decline in

e first quarter of 1993 due to the country’s split, 2.2 percent growth over the
whole first half of 1994 indicates a real growth trend.

The government comgleted the first wave of dprivat.izat.ion in early 1993, durinﬁ
which approximately 1,500 formerly state-owned large enterprises were transferre
to the private sector. This was accomplished throuﬁh the process of “coupon privat-
ization® whereby citizens over the age of 18 were allowed to acquire shares of enter-
grises through the purchase of vouchers. Agproximately 80 percent of Czechs (and

lovaks, under the former Czechoslovakia) eligible to participate in the voucher pro-
gram did so, giving this country’s population perhaps the highest percentage of
stockholders in the world. In addition, approximately 20,000 small businesses were
transferred through direct sale. The second wave of privatization is currently under-
way and is scheduled for completion by the end of 1994. When it is complete, some
80 percent of production will be in private hands. The private sector contribution
to GDP is estimated at around 56 percent in the first half of 1994.

The government is likely to meet its t of a balanced budget for 1994 with
the contribution of funds acquired through e sale of state enterprises and with re-
stricted expenditures counterbalancing lower than forecast tax revenues. As of Au-
gust 1994, there was a budget surplus of 19.8 billion crowns. In 1993, the budget

ad a surplus of 1.1 billion crowns. The 1992 budget for Czechoslovakia was in defi-
cit by approximately $5650 million, roughly 2 percent of GDP. This can be attributed
chie&'y to an overestimation of the turnover tax revenues, an undercalculation of en-
titlement programs, and off-budget expenditures needed to cover government loan

arantees.
gu’l‘he central bank, or Czech National Bank, is an indt:sendent monetary authority
which has proven itself capable of withstanding political pressure. Monetary policy
in the Republic has stabilized. As the inflow of foreign capital was stronger than
expected tg\is year, the central bank, as an anti-inflation measure, increased reserve
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requirements from 9 to 12 percent as of July 1994, and the discount and lombard
rates by 0.5 percent (as of ber 24 they were 8.5. and 11 percent respectively).
c'l;l;f lgz:lgn National Bank also has been strengthening its supervision over commer-

2. Exchange Rate Policy
The Czech government has followed a *hard crown” policy which has kept the
crown stable since January 1991, The official exchange rate has remained at the
level of 28-30 crowns per U.S. dollar throughout 1993 and only in October 1994 did
it fall below 28 crowns, following the USD-DM exchange rate. The composition of
the currency basket was changed in May 1993 from a mixture of five currencies to
a new basket of German marks (65 percent) and U.S. dollars (35 percent). The
crown is fully convertible for trade purposes. Full current account convertibility is
ex in 1996 and full capital account convertibility in 1896-1997.
nder the Foreign Exchange Act of 1990, both domestic and foreign companies
in the Czech Re{)u lic are guaranteed the right to freely exchange crowns for hard
currency in business-related, current account transactions. Current account trans-
actions include the import of goods and services, royalties, interest payments and
dividend remittances. Repatriation of earnings from U.S. investments is also guar-
anteed by the U.S.-Czechoslovak Bilateral Investment Treaty which went into effect
in December 1992. However, there is currently a 26 percent tax on repatriation of
profits from the Czech Repuf)lic, and capital account transactions still require a for-
eign exchange license. In the past, companies were obligated to exchange any for-
eign convertible currency earned for crowns, except for cases when the bank granted
&ermission to maintain a foreign-exchange account. As of March 1, 1994, the Czech
ational Bank has routinely granted permission to establish forei% currency ac-
counts. Private persons do not need permission to have a foreign-exchange account.
Additionally, if requested, banks must sell to fore{gn investors for Czech crowns for-
eign currency eﬁual to revenue from investment. In this instance, “revenue from in-
vestment” is defined as income from business profits, interest, capital profits, securi-

ties, or intellectual property.

3. Structural Policies

The continued shift away from a centrally-planned economy towards the free mar-
ket continues to require adjustments throughout the legal, financial, and political
structure. Some of the major changes are outlined below.

Taxes: The new tax system of January 1993 provides uniform rates and is better
aligned with EU tax policies. The corporate income tax or “profit tax” of 43 percent
in 1993 was lowered to 42 percent in 1994 and, if approved by the Parliament
should drup to 41 percent in 1995. In addition, in 1993 the government im lemented
a b percent value added tax (VAT) on staq!ﬁ goods and a 23 percent VAT on other
goo , as well as a personal income tax. The 23 percent VAT is to be lowered by

percent as of 1995. The ﬂvemment plans to lower tax rates to EU levels over
time. A bilateral tax treaty between the United States and the Czech Republic was
siggd in September 1993 and went into force retroactively as of January 1, 1993.

ces: Over 95 percent of price controls were eliminated in 1991. As of late 1994,
only the a’rice of utilities, rents, gasoline, fuel oil, and various municipal services
giontinue be regulated. Remaining price controls are being eased gradually over
mel
Wages: Following repeated warnings against wage inflation, the government reim-
posesggunitive leslges g: excessive wage growth at the end of June 1993. For wage
growth between 15 and 30 percent, companies unable to demonstrate productivity
ains are taxed at 100 percent of the excess in wages. For wage increases of more
an 30 percent, the tax equals 200 percent of the excess increase not justified by
pmductivit{ngmwth. However, the govemment has announced it will abolish wage

regulation in the second half of 199
ivatization: The Czech government completed its first wave of privatization in

August 1993. Under this program, the majority of stock under large-scale privatiza-
tion was sold through the voucher program, whereby citizens over the age of 18
were allowed to acquire shares of enterprises through the purchase of vouchers. Ap-
roximately 80 gercent of Czechs (and Slovaks, as the program started under the
Eedemtion{eligi le to rgarticipate in this program did so. The second wave of privat-
ization started on April 11, 1994 and is expected to be complete by earlﬁv 1996. The
vernment plans to sell 881 companies with property value of 155 billion crowns

uring the second wave.
4. Debt Management Policies

The Czech Republic maintains one of the lowest foreign debts in central and east-
ern Europe. As of September 1994, the gross foreign debt was approximately 9.0 bil-
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lion dollars. Government debt represents approximately 17 percent of GDP, and cur-
rent government plans call for the level of debt to drop to 10 percent by the year
2000, The government believes it can reach this level by Payment of interest com-
bined with general expansion of the economy. The current level of indebtedness is
well within the limits specified by the Republic’s ment with the IMF. The
Czech Republic repaid its debt to the IMF ahead of schedule, the first post-com-
munist country to do so.

Due mainly to the lending policies of the former communist regime, the current
government is owed approximately 4.5 billion dollars ‘l:{nvaﬁoun (mainl formerly
communist bloc) countries. Among them are Russia (owing approximately 3 billion
dollars) and Syria (owing agg;oximawly 750 million dollars). Agthough the Russian
debt was restructured in 1 and some payments on this debt have been made,
collection on other debts is uncertain.

5. Significant Barriers to U.S. Exports

The government of the Czech Republic is determined to create and maintain a
free market, and has made the elimination of artificial trade barriers an important
element of its overall economic policy. Thus, there are currently no significant bar-
riers for U.S. exports to this country. The Czech Republic adopted a GATT tarifl
code which has an average tariff of 5-6 percent.

Some provisions of the 1993 Czech tax code have been criticized as inhibiting in-
vestment. In particular, concern has been expressed over bad debt write-off and the
tax status of group and offshore companies. Czech legislation denies (Fenerally until
bankrup roceedings are initiated) corporate tax deductibility of bad debt re-
serves and the possibility of reclaiming VAT on bad debts. In addition, Czech legis-
lation 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 ol losses (i.e., offsetting losses in one group entity against profits in an-
other) and imposes corporate tax on dividends received from foreign holdings with-
out allowing use of a foreign tax credit for the undcrlyin% tax suffered in the sub-
sidiary’s home jurisdiction. Offshore companies are taxable in the Czech Republic
if they engage in a significantly lower level of domestic activity than the guidelines
rccommended by the Organization of Economic Cooperation and Development
(OECD) or standards applied in other countries.

With a few limited exceptions, such as defensec-related industries, all sectors of the
Czech economy are fully open to U.S. investment. The official monopolies in tobacco
and film distribution were both abolished in 1993.

In late 1991, Czechoslovakia signed a Bilateral Investment Treaty (BIT) and an
agreement with the U.S. Overseas Private Investment Corporation (OPIC). The BIT
was ratified by the US. in August 1992 and ratification by the Czechoslovak par-
liament occurred in late 1992.

A bilateral tax treaty was signed with the Czech Republic in September 1993 and
entered into force in January 1994. The United States granted most favored nation
(MFN) status to Czechoslovakia in 1992 and to the Czech Republic as a successor
state in January 1993. The Czech Republic has signed the Uruguay Round docu-
ment in GATT to lower tarifT rates over the next ten years.

6. Export Subsidies Policy

A legal framework is being drafted to enable the Czech export bank, a subsidiary
of the Export Guarantee and Insurance Company, to provide export guarantees and
credits to Czech exporters. It is expected to begin operating in mid-1995. Addition-
ally, the government maintains a fund (the Fund for Market Regulation) through
which it purchases domestic agricultural sufr)luses for resale on international mar-
kets. For some commodities, pricing is established at a level which includes a sub-

sidy to local producers.

7. Protection of U.S. Intellectual Property

The Czech government has agreed to be bound by the obligations undertaken by
the former Czechoslovak government under the Bern, Paris, and Universal Copy-
right Conventions and is working to ensure that laws for the protection of intellec-
tual property conform to those of western Europe. However, enforcement of existing
re Iﬁtions 18 still uneven.
nforcement of video piracy laws is an ongoing concern for U.S. video and motion
picture exporters. While awareness of the problem by Czech officials is increasing,
economic losses continue to threaten the viability of these exports. In 1993 the
Czech Antipiracy Union (CPU) stated that 40 to 50 percent of the local market for
video cassettes was lost to video products either illegally produced or imported. The
CPU filed 450 video piracy court cases in 1992 and 468 in 1993, but enforcement
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remains lax and fines are low. In 1993, the activity in Prague’s so-called “video ex-
changes” stabilized. Inspections in video-lending shops, carried out by CPU in co-
operation with the police, has improved enforcement. Copyright violations also rep-
resent z:cgroblem, especially copies from German originals and piracy of both foreign
and C originals.

There have been similar concerns about software piracy. Recently, two cases of
software piracy were disclosed by the media and are under investigation by the po-
lice. The US-based Business Software Alliance has opened an affiliate office in
Prague and is working to raise the level of awareness or. this and similar issues.

8. Worker Rights

Workers in the Czech Republic have the legal right to form and join unions with-
out prior authorization. Currently, two-thirds of workers are members of some labor
organization, although the overall number of union members has declined slightly
since 1991. Under the law, all workers are guaranteed the right to strike when me-
diation efforts have been exhausted; exceptions are those workers in sensitive posi-
tions (nuclear power plant operators, military, police, etc.) who are forbidden to

strike.
Workers also have the right to organize and bargain collectively. Wages are set

by free negotiation.

Forced or compulsory labor was expressly prohibited by the federal government’s
1991 Declaration on Basic Rights and Freedoms, and the Czech Republic has adopt-
ed the same guarantee. There is no evidence or indication that such practices have
occurred since the 1989 Revolution.

The basic minimum age for employment is 16. Exceptions are made for i5 year-
olds who have already finished elementary school and for 14 ycar-olds who have
completed courses at special schools for the disabled.

The Ministry of Labor and Social Affairs has set minimum wage staodards to

arantee an adequate standard of living for a worker and, with special allowances,
or his family as well. A standard workweek of 42.5 hours was mandated by law,
but collective bargaining has brought the actual number of hours worked closer to
40. Additionally, caps exist for overtime and workers are assured at least 30 min-
utes of paid rest per work day and annual leave of three to four weeks per year.

As far as the Embassy is aware, all workers’ rights are applied to firms with U.S.
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—1993

(Millions of U.S. dollars}

Category Amount

Petroletm ......ccccicreerneeersnnssonsenssneanssssassssssnssssessisssnessessnesassonsans 0
Total Manufacturing ... 62

Food & Kindred Products .........ccceccevencerinninnnnsensisnsninens M

Chemicals and Allied Products .........ccoceviccincninncinnscnnines )

Metals, Primary & Fabricated .........ccoccoceveennnininnnncinennnne. 0

Machinery, except Electrical ..........cooevrviininnivenninnnenne. ?

Electric & Electronic Equipment .........ccocvereiennniannnn. 1

Transportation Equipment ........ccoveminnnniinieniiennenes 0

Other Manufacturing ... |
Wholesale Trade .........ceoeereerencemrnenssnnasssissisesssesesssesessesnsssnses m
BanKing .......ccceerseemusisasiercsassnssssasessosssinnssssssssssssssssssssnsassnonsass ")
Finance/Insurance/Real Estate ...........cceveennnnnciresnserennns 0
SEIVICES ..vvverereenesnrssrmrersesesnsuesesssissessssssssssossssassrosasess sassosssasenes 3
Other INAUBLIIES ...ccccovrerererernreerineersasssscscssssssssssscsens veeseensenenens M
TOTAL ALL INDUSTRIES ......cccccvtvniisnnisissmnnsnsesansansessenns 127

18uppressed to avoid disclosing data of individual companies.

3Less than $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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DENMARK
Key Economic Indicators
{Millions of U.S. dollars unlesa otherwise noted )
1992 1993 10042
Income, Production and Employment:
Real GDP (1985 prices)s essassrennsnsaene . 97,004 91,292 96,700
Real GDP Growth (pct.) 1.7 1.0 4.3
GDP (at current prices)3 122,364 117,668 127,000
By Sector:
Agriculture ... . 4,363 4,410 4,700
Energy/Water/Heat ............... reesesessnsantesnnneeas . 2,043 2,337 2,650
Manufacturing ........ 23,661 22,268 24,000
Building/Construction ....... cevrensons 6,636 6,123 6,600
Raw Materiala/Mining ........ooesereeen I 1,231 977 1,000
Rents 12,587 11,5666 12,460
Financial Services ........ccccnvrnecrncsnenns 2,106 2,439 2,700
Other Services ........ccoveeneccsrnrernnsannes " 44,151 42,705 46,100
Government Services —.n...avmeersesanses cresnesnsaanns 28,360 27,631 29,700
Overlap Corrections .........cccecerersteseesesnsnssosenes -2,662 -2,679 -2,800
Net Exports of Goods & Services ...........ccceurusvnnee 11,269 10,905 9,000
Real Per Capita GDP3
(USD/1985 prices) ......... cerseereeeansesstannsatsansesasense . 18,762 17,692 18,678
Labor Force (0008) ........cocevereerneererseceensssenessssnanes 2,835 2,851 2,852
Unemployment-Rate (pct:) ...coceeviniccninniinininnnee. 113 12.4 124
Money and Prices (annual percentage growth): ’
Money SUPPY ..ccvvinnmrcniiinmssssnniiimn. -1.2 11.2 4.8
Base Interest Rate (pct.)4 ....ooievvvniniiscnneienennns 11.6 10.5 8.3
Personal Saving Rate (pct.) ....ccceeeeeeniiruneniecnnns 5.7 5.2 44
Retail Inflation.
Consumer Price Index .........ccccvcensinnnnncnricnssssenens 2.1 1.3 2.0
Wholesale Inflation ........cceeieeceenerenncescnesnennse -1.1 -0.6 0.8
Exchange Rate (USD/DKK) ......ccovurevernnnnenisnnes 0.1656 0.1543 0.1567
Balance of Payments and Trade:
Total Exports (FOB)B ..........cconvvmnnuncnnininnisennne 38,908 37,196 40,300
Exports to US. .....ccviiiiiinnnnnnninnninnineienne 1,724 1,898 2,250
Total Imports (CIF)O ......cccceivirnnvensnnicisnsesnines 30,578 30,649 35,500
Imports from US. .....ccocoivvivnnninninencincsiaencns 1,788 1,418 1,800
Aid from US. ....civciienennen. ceeteseerereensraraesesnensnsaes N/A N/A N/A
Aid from Other Countries .......cccoeinonmeneion N/A N/A N/A
External Debt ........occerevevecrnenssscnsaonas ceererennenssses 50,000 42,130 38,900
External Debt Service Net Interest Payments .. 5,683 4,722 4,200
Gold and Foreign Exch. Reserves ...........ccueueuene 7,444 11,639 10,000
Trade Balance? ............... rrerensesessasenranesaeraransarenes 8,330 6,647 4,800
Trade Balance with U.S. .... -64 480 450
N/A—Not available.
1Danish Krone/Dollar exchange rates used: 1892: DKK 6.04«$1.00; 1993: DKK 6.48«81.00; 1994: DKK

6.98+$1.00
31994 figures are all estimates based on available data in October 1994.

3GDP at factor cost.
annual bank lending interest rates, not changes in them.

4Pigures are actual, avers,
S Merchandise trade, excludes EU Agricultural Export Subsidies.

Note: All dollar figures shown in the text have been converted from Danish Kroner figures using the aver-
age DKK/USD exchange rate in the relevant year.

1. General Policy Framework

Denmark is a small, highly industrialized “value-added” country with a long tradi-
tion of foreign trade, free 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
gas. As Denmark remains dependent on imported raw materials and semi-manufac-
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tures for its industry and on coal for its electrical power production, ensuring ade-
%uaw sugpliea.han alwaa{a been a major goal of Danish trade and industry ;oﬁicies.

enmark’s active liberal trade policy in the EU, OECD, and GATT often coincides
with U8, interests. Denmark ratified the Uruguay Rounds agreements in 1994. EU
and EFTA countries account for more than three-quarters of Denmark’s total trade.
The United States, Denmark’s largest ron-Europcan trading partner, accounted in
1993 for about five percent of total Danish merchandise trade. On May 18, 1993,
Danish voters reversed their earlier rejection of the far-reaching European Union
(The Maastricht Treaty) and reinforced Denmark’s commitment to continued EU co-
operation and integration. However, Denmark reserved its participation in the third

hase of the Economic and Monetary Union (EMU). Denmark benefits from the EU

ingle Market, which started January 1, 1993, and has taken the initiative to in-
crease the EU Commission’s and member countries’ focus on new nontariff trade
barriers being created while other barriers are dismantled.

Despite increasing unempltgment and low economic growth in the late 1980’s and
carly 1990’s, the underlying Danish economy has been strong due to increasing bal-
ance of payments surpluses and falling inflation. This resulted from the former mi-
nority center-right coalition government’s tight fiscal policies of minimum increases
in public_expenditures and monetary and exchange rate policies similar to Ger-
many’s. The Social Democratic Party (SDP)-led majority coalition government
which took power in January 1993, relaxed fiscal policy, and introduced a limited
income tax reform to kick-start the economy. The government also introduced a se-
ries of measures to combat unemployment, which have included government-funded
leave programs and government-subsidized i’ob creation measures. An SDP-led mi-
nority government has continued in office following the September 21, 1994 election.

Desﬁxte strong economic growth starting in the second half of 1993, unemploy-
ment has been slow to react due to large productivity increases and extraordinarily
large new inflows of labor. Although there is broad political agreement on puttin
a lid on the public sector’s size and costs, increased unemgloym’ent benefit costs an
other transfer income costs, as well as the introduction of recession response meas-
ures, have led to growing budget deficits. The public sector budget deficit almost
doubled in 1993 to 4.4 percent of GDP and is only being marginally reduced in 1994.
Foreign investment economic incentives consist of lenient income taxation of high-
paid foreigners working in Denmark (a flat 30 percent tax on gross income). Since
1989, the government has spent the equivalent of about $10 million promoting di-
rect investment in Denmark by U.S. and Japanese high-tech companies, which has
assisted some U.S. acquisitions of Danish high-tech companies. U.S. and Japanese
greenfield investments, on the other hand, have been limited.

Danish fiscal polici meets the conditions of the EMU. For example, Denmark com-

lies with the prohibition against monetization of its central government deficits.

eficits are financed through the sale of government bonds and treasury bills on
market terms.

The Danish fixed exchange rate policy (see section 2), pursued since the carly
1980’s, requires a monetary policy which gives high priority to price stability. This
together with fully liberalized capital movements means there is limited room for
Denmark to adopt inde‘rendent interest rate and liquidity policies.Official Danish
interest rates are linked closely to those of Germagy. In order to tighten manage-
ment of money-market rates e\lvit.hout adjusting official rates), the Central Bank,
which has monetary policy authority, introduced in April- 1992 a liquidity manage-
ment system via wee ;{ issuances of two-week deposit certificates and by providing
liquidity to commercial banks via re-purchases of both treasury bills and deposit
certificates. During 1993, the Central Bank successfully used discount rate adjust-
ments to control liquidity and to protect the krone. The discount rate was adjusted
17 times, twice upwards by two percent during the February and July currency cri-
ses. The 15 downward changes were generally within 0.25 to 0.5 percentage point
range. Starting at 9.5 percent at the beginning of 1993, the discount rate was re-
duced to 6.25 percent by the end of the ﬁar. B{\; September 1994, the discount rate
was five percent (last reduction was in May). However, the low inflation (two per-
cent in 1994), together with monetary and the exchange rate policies, maintains
high real market interest rates which impede investment.

2. Exchange Rate Policy

Denmark is a member of the European Monetary System (EMS) and its Exchange
Rate Mechanism (ERM). It su%ports the objectives of the EMU, but has the right
not to participate in its third phase (establishment of a single EU currency and re-
linquishment of national sovereignty over monetary policy). Since 1982, the govern-
ment has successfully resisted solving Denmark’s economic problems through ex-
change rate adjustments, and this policy continues. In August 1994, the trade-
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weighted value of the krone was more than five percent higher than in August 1993,
due mostgglto volatile developments in the ERM in July and August 1993, when the
ERM fluctuation bands were widened to plus or minus 15 percent. Intervention by
the Danish Central Bank (and German Bundesbank) protected the krone’s position
in the ERM, but drained foreign exchange reserves, which in turn required new
large government borrowing abroad. As foreign exchange markets stabilized, Den-
mark’s foreign exchange reserves returned to normal levels.

The value of the krone against the dollar in September 1994 (DKK 6.11 to $1.00)
was almost nine percent higher than in September 1993. In late October, the dollar
had fallen further to DKK 5.87, a 13 percent decline since late October 1993. The
consequent improvement in U.S, price competitiveness should assist increased U.S.

exports to Denmark.

3. Structural Policies

Danish pricing policies are based on market forces. Entities with the ability to fix
gnoesﬂbecause of their dominance in the market are regulated by a Competition

ouncil.

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 “underground” 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 five percent tax on gross income (increas-
ing to eight percent by 1997), the Danish income tax system was brought closer to
those of other EU countries. Uniquel among EU countries, Danish employers pay
virtually no nonwage compensation. Most of employers’ costs of sick leave and un-
employment insurance are paid by the government. Employees pay their part of un-
employment insurance out of wages. Another concern is the high Danish Value
Added Tax (VAT), which, at 26 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. The 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 deduc-
tions, 18 among the lowest in the EU.

Despite Denmark’s success in resolving many of its former structural problems,
unemployment remains a major problem. Despite high unemployment, labor mobil-
ity, both geographically and sectorally, is low in Denmark due to leniently applied
requirements to qualily for unemployment benefits and structural rigidity which
prevents crossing craft lines. The l@‘ovemment is considering enforcinf present 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
general revenues. Rather than consider extensive labor market reform, the SDP gov-
ernment’s efforts have so far concentrated on job rotation (leave programs) and on
job creation through subsidization of repair and maintenance of buildings and sub-
sidization of home services work, the latter without any notable success.

4. Debt Management Policies

Since 1963, large, recurring balance of payments (BOP) deficits produced a foreign
debt which in 1988 peaked at $44 billion (DKK 6.73 to the dollar), or 40 percent
of GDP. However, since 1990, the BOP has moved into a surplus which reached $5.6
billion in 1993. Consequently, foreién debt is gradually being reduced and by the
end of 1993 equaled 31 percent of GDP. Despite BOP surpluses, net interest pay-
ments on the debt continue to be a burden, accounting for some 10 percent of goods
and services export earnings. Standard and Poor's and Moody’s Investors Service
rate Denmark AA+ and AA1l, respectively, reflecting the stroni economy and the
large BOP surplus. Denmark’s public sector is a net external debtor, while the pri-
vate sector, including banks, is a net creditor. At the end of 1993, the public sector’s
net foreign debt, including fBreign exchange reserves, was the equivalent of $59 bil-
lion, of which krone-denominated government bonds accounted for more than 70

ercent.

P The central government’s debt denominated in foreign currencies rose almost 60
ercent to the equivalent of $34.6 billion at the end of 1993 due to the large borrow-
ng in connection with the July/August currency crisis. Dollar denominated debt ac-

counted for 31 percent of this debt, followed by German mark debt accounting for

29 percent. Close to one-half of the debt is in short term obligations with variable

interest rates. The total debt has an average term of two years (3.5 years for the

fixed interest rate debt alone).
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Danish development assistance is large by international standards, accounting for
one percent of Gross National Product (GﬁP), or $1.3 billion in 1993. It is alg\ost
equally distributed between bilateral and multilateral assistance. Bilateral assist-
ance is concentrated on 18 “program” countries, of which four were added-in 1993:
Burkina Faso, Eritrea, Nicaragua, and Vietnam. African countries account for some
60 percent of total bilateral assistance. Denmark also supports the new democracies
in Central Eurpﬁe, the Baltics and the former Soviet Union and in 1994 will spend
about $330 million for assistance (0.25 percent of GNP). Finally, Denmark will
spend in 1994 about $760 million for multinational environmental and disaster pro-

ams, including a‘}re-asylum" refugee costs in Denmark and U.N. peace keeping ef-
orts. Denmark ively participates in the IMF, the EBRD, the World Bank, and

the Paris Club.

5. Significant Barriers to U.S. Exports

Heavily dependent on foreign trade, Denmark maintains few restrictions on im-
ports of goods and services and on investment. Denmark adheres to all GATT codes
and, as a member of the EU, also to all EU legislation which impacts on trade and
investment. There are no special Danish import restrictions or licenses which pose
problems for U.S. industrial products exporters. ﬁgricultural goods must compete
with domestic production, protected under the EUs Common Agricultural Policy.
Denmark also has stringent phyto-sanitary requirements.

With the implementation of the EU Single Market on January 1, 1993, most in-
dustrial standards, testing, labeling and other requirements are being harmonized
within the EU. However, as harmonization takes place, new trade barriers have sur-
faced in individual EU member countries. Denmark has taken the lead in combat-
ting the problem and, together with the EU Commission, hosted a successful non-
tariff barrier conference in Copenhagen in September 1994.

With respect to services, the Danish Credit Card Act, adopted in 1987, prevents
credit card companies from operating in Denmark on standard international terms.
This law prohibits credit card companies from charging vendors for costs related to
the use of cards held by Danes. As a consequence, erican Express stopped issu-
ing credit cards to Danes for use in Denmark. However, other credit card companies
have continued operations under the new requirements.

Denmark, like most other countries, requires an exam or experience in local law
in order to practice law. The Danish goverment requires the managing directors of
foreign-owned stockbroker companies to have at least three years of experience in
securities trade. However, experience in a U.S. stock exchange alone will probably
not meet this requirement.

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); arms 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 International Ships Register (a Danish le%al entitfr or physical person must
own a significant share and exercise a significant control—about 20 percent—over
such ships). Danish law provides for a reciprocity test to foreign direct investment
in the financial sector, which, however, has not been an obstacle to U.S. investment.
For example, the U.S. Re ublic National Bank of New York opened a representative
office in Copenhagen on July 1. Once established, an entity receives national treat-
ment. The Banish telecommunications network will be a government controlled mo-
nopoly until 1998 when networks become liberalized within the EU, but is open to
minority portfolio investment. A second private cellular mobile telephone nctwork
(General Systeme Mobile.<GSM) with the U.S. 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 imple-
menteJJ the EU Public Procurement Directive 93/36/EEC on June 24, 1994 and the
new EU “Utilities” Directive 93/38/EEC (public procurement of goods, building and
construction, and services within the water, energy, transport, and telecommuni-
cation sectors) on July 1, 1994. Regarding' the latter, indications are that the vol-
untary “60 percent EU Origin requirement” will be interpreted liberally by the Dan-
ish government and that the mandatory three percent price differential requirement
will only have minor importance in procurement decisions. Countertrade, or rather
offset trade, is used by the Danish government only in connection with military pur-
chases which are not covered by the GATT code and EU legislation. Denmark 