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FOREWORD

The reports on individual country economic policy and trade

gractices 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
—single, comprehensive-and-ecomparative—analysis—of the_economic-
policies and trade practices of each country with which the United
States has an economic or trade relatlonshlp 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.

Lee H. HAMILTON,
Chairman, Committee on Foreign Affairs.

DAN ROSTENKOWSKI,

Chairman, Committee on Ways and Means.
CLAIBORNE PELL,

Chairman, Committee on Foreign Relations.

Lroyp BEN'rsr;N,
Chairman, Committee on Finance.






LETTER OF SUBMITTAL

DEPARTMENT OF STATE,
Washington, DC, January 15, 1998.

Hon. Lee H. HAMILTON,
Chairman, Committee on Foreign Affairs.

Hon. DAN ROSTENKOWSKI,
Chairman, Committee on Ways and Means.

Hon. J. DANFORTH QUAYLE,
President, U.S. Senate.

Hon. THoMAS S. FoLEy,
Speaker, House of Representatives.

Hon. CLAIBORNE PELL,
Chairman, Committee on Foreign Relations.

Hon. LLoyp BENTSEN,
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 regarding the
economic policy and trade practices of each country with which the
United States has an economic or trade relationship. In this
regard, I am pleased to provide the enclosed report.

Sincerely,

ROBERT A. BRADTKE,
Acting Assistant Secretary,
Legislative Affairs.

(vin
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COUNTRY REFPORTS QN ECONOMIC POLICY
AND TRADE PRACTICES
INTRODUCTION

The Department of State is submitting to the Congress its
Country 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—relationship.—Weé have also 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 Department of State's fifth annual report. The
document has grown in coverage and scope since the series began
in January 1988. That is a positive development. The
foundation for strong and effective U.S. Government trade
policies is sound information on trends and policies around the
world. We believe these annual reports provide that foundation.

This year's reports reflects a world quite different from
that described in last year's report. For example, this year
we include reports on the New Independent States of the former
Soviet Union -- with the exception of Tajikistan, which was
beset by civil conflict during the year. We also reflect the
successful conclusion of the North American Free Trade
Agreement negotiations, which adds a new factor to the world

economic and trade equation.

Each report contains nine sections.

o i s: 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.

¢+ The second section describes

o .
exchange rate policies and their impact on the price
competitiveness of US exports.

o ies: The third section examines structural

Structural Polic
policies, highlighting changes that may affect US exports
to that country.

o Debt Management Policies: The four@h sgcti?n describes

debt management policies and their implications for trade
with the United States.

o Sigpnificant Barriexs to US Expoxts_and_Inyestment: The
fifth section examines significant barriers, formal and

informal, to US exports and investment.

-0 Export Subsidies Policies: The sixth section focuses on

government actions, policies, and practices that support
exports from that country, including exports by small

businesses.
| m



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

o0 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.

-~ The second (subsection f) highlights conditions
of worker rights in goods-prodvcing sectors where US

capital is inveqted.

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 reports are intended to serve as general guides
to economic conditions in specific countries. We have worked
to standardize the reports, but there are unavoidable
differences reflecting large variations 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

information currently available.

g f WY
Eugene’ J. McAllister
Assistant Secretary 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, prepare and transmit to the Committee on Foreign
Affairs and the Committee on Ways and Means of the House of
Representatives, to the Committee on Foreign Relations and
the Committee on Finance of the Senate, and to other
appropriate committees of the Congress, a detailed report
regarding the economic policy and trade practices of each
country with which the United States has an economic or
trade relationship. The Secretary may direct the
appropriate officers of the 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
thé Départment 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
exchange rate of the country and the resulting impact on price

competitiveness of United States exports;

3. Any change in structural policies [including tax
incentiver, 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
implications 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)(l) of the Trade Act of 1974 (19

U.S.C. 2241(a)(1)):

6. Acts, policies, and practices that provide direct or
indirect government 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."”



Notaes on Preparation of the Reports

Subsections a. through e. of the Worker Rights section (section

eight) are abridged versions of section 6 in the
, submitted to the

Committees on Foreign Affairs of the House of Representatives
and on Foreign Relations of the U.S. Senate on January 31,
1992. For a comprehensive discussion of worker rights in each

country please refer to that report.

Subsection £. of the Worker Rights section highlights
conditions of worker rights in goods-producing sectors where
U.S. capital is invested. A table cites the extent of such
investment by sector where information is available. The
Bureau of Economic Analysis of the U.S. Department of Commerce
has supplied information on the U.S. direct investment position
at the end of 1990 for all countries for which foreign direct
investment has been reported to it. This information for 1991
-~ the most recent figures available -- was published for
selected countries in the August 1991 issue of Survey of

. Readers should note that "U.S. Direct
Position Abroad"” is defined as "the net book value of U.S.
parent companies' equity in, and net outstanding loans to,
their foreign affiliates” (foreign business enterprises owned
10 percent or more by U.S. persons or companies). Where a
figure is negative, the U.S. parent owes money to the
affiliate. The table does not necessarily indicate total
assets held in each country. In some instances, the narrative
refers to investments for which figures may not appear in the

table.



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 (of the European Communities)
CCC - Commodity Credit Corporation (Department of Agriculture)
COMECOM - Council for Mutual Economic Assistance
EC - European Communities
EFTA - European Free Trade Association
EMS - European Monetary System (of the EC)
ERM - Exchange Rate Mechanism (of the EC)
EXIMBANK - U.S. Export-Import Bank
FOREX - Foreign Exchange
GATT - General Agreement on Tariffs and Trade
GDP - Gross Domestic Product
GNP - Gross National Product
GSP - Generalized System of Preferences
IBRD - International Bank for Reconstruction
and Development (World Bank)
International Labor Organization (of the U.N.)

ILO -
IMF - International Monetary Fund
IDB - Inter-American Development Bank

IPR Intellectual Property Rights
LIBOR - London Interbank Offer Rate

NNI - Net National Income
OECD - Organization for Economic Cooperation and Development

OPIC - U.S. Overseas Private Investment Corporation

PIT - Posts, Telegraph and Telephone

SAP - Structural Adjustment Program (of{ the IMF/World Bank)
SDR - Special Drawing Rights (of the IMF)

UR - Uruguay Round of current trade negotiations in the GATT

VAT - Value-added tax
WIPO - World Intellectual Property Organization



ANGOLA
Keay Economic Indicators
(millions of U.8. dollars except as noted)

1990 1991 1992 v/
Income, Production,
and_Employment
Nominal GDP 9,073 n/s n/a
Real GDP growth rate (pct) 2/ 2.8 0.5 n/a
GDP by sector (pe.cent share)
-- 0il $7.1 55 ' n/a
-- other 43 45 n/a
Nominal GDP per capita (dols) 907.3 n/a n/a
Size of labor force (millions) 4.1 n/a n/a
Money and Prices
Money supply (M2) 289.6 n/a n/a
Consumer price index 5/ 6.1 n/a n/a
Exchange rates (Kz/USdollars)
- Official 29.92 See 3/ 550
- Parallel n/a 780 n/a
Balance of Payments
Total Exports FOB 3,880 3,500 n/a
- Exports to U.S. CIF 1,958 1,786 n/a
Total Imports FOB 1,488 n/a n/a
- Imports from U.S. FAS 150 188 n/a
Aid from the U.S. See note 4/
External debt

(including interest arrears) 7,500 * n/a 8,700

Debt service as percent
of exports 182 n/a n/a
Foreign Exchange reserves
{excluding gold] 138 n/a n/a
Balance of payments on

246 n/a n/a

current account

1/ Estimated

2/ Angola‘'s fiscal year is January 1 - December 31.

3/ The NewKwanza was devalued on several occasions in 1991;
the official exchange rate changed several times during the
year, finally setting at 550/$1 for 1992. 1

4/ U.S. assistance takes the form o PL-480 [Food for Peacel,
earmarked funds to the ICRC and UNHCR for refugee and civilian
disaster relief and private voluntary agency administered
disaster assistance. In addition, the U.S. supplied $17
million in electoral assistance in 1992, and $10 million in
development funds for relief/rehabilitation projects.

S/ Official prices

1. General Policy Framework

The Republic of Angola is potentially one of Africa‘s
wealthiest countries. Relatively sparsely populated, it has
large hydrocarbon and mineral resources, huge hydroelectric
potential, and ample arable land. Civil war between the
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Government of Angola and the insurgent National Union for the
Total Independence of Angola (UNITA) from 1975 until May 1991
wreaked havoc and prevented the country from realizing its
potential. Analysis of the Angolan economy is seriously

limited by inadequate data.

In addition to the extreme disruptions caused by
conflict, a severe lack of managerial, administrative, and
technical talent has hampered economic performance. Misguided
and ineffective attempts at socialist economic planning and
centralized decisionmaking further hindered development. Only
the country's oil sector, jointly run by foreign
multinationals and the state oil firm SONANGOL, has remained
well-managed and prosperous. Angola is second to Nigeria in
Sub-Saharan Africa o0il production. O0il accounts for over half
of real GDP and 90 percent of exports and 62 percent of budget
revenues, and is all that has kept the rest of the economy

afloat.

Urban populations, swollen by refugees isolated from
their home regions, have subsisted largely on foreign food aid
or extensive black markets based on barter and currency
dealings. The bulk of the rural population often carves out a
living in marginal security, surviving by subsistence
farming. Administrative chaos and corruption have vitiated
normal economic activity and attempts at reform.

The public sector budget has been perpetually in deficit
from the heavy military spending burden. The deficit
ballooned to an estimated 30 percent of GDP in 1992. Around
half of the country's foreign exchange earnings, at least 40
percent of the budget, and an inordinate proportion of
Angola's human resources were spent on the war effort prior to
1991. In addition, ailing state enterprises were supported
through heavy subsidies and credit. The deficit has been
financed by increasing the money supply; there has been little
corresponding improvement in the supply of goods and
services. Shortages, price controls, and erosion of
confidence in the national currency encouraged black markets

and widespread dependence on barter.

The signing of the Angola Peace Accords in May 1991
provided the first real hope in 16 years for economic
recovery. The Accords provided for a UN-supervised ceasefire,
the creation of a new, non-partisan national armed force, and
free and fair, internationally-monitored elections at the end
of September 1992. The ceasefire generally held through most
of 1992, and elections were held on September 29-30th.
However, the losing party, UNITA, refused to accept the
results, and fighting flared. A fragile ceasefire was
restored in November, but sporadic fighting has continued, and
prospects for renewal of serious negotiations between UNITA

and the government are uncertain.
e

The long-term effects of war, the destruction of
infrastructure, and years of economic mismanagement and policy
neglect remain to be addressed. The end of conflict should
portend 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 process.
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. The government has tried to carry out reforms and to
restructure the economy along market lines. 1In 1987, in the
framework of an Economic and Financial Reorganization Plan
(SEF), it published basic laws on privatization, management of
state enterprises, and the role of private investment. The
SEF was to promote new rigor in financial management, the
opening of certain sectors to private enterprise (e.g.,
legalization of illicit parallel market activities),
semi-privatization of commerce and agriculture, restructuring
of the largest state-operated enterprises (SOEs),
liberalization of foreign investment, and devaluation.

The government claims to welcome foreign trade and
investment, and is eagerly seeking Western participation in
development projects. Barriers to U.S. exports and capital
lie not so much in deliberate government policies as in the
government's ineffectiveness and and poor management. The o0il
sector, the only one run in a reasonably systematic and
effective manner, and largely isolated from battle (most
production is off-shore), has been the focus of U.S.-Angolan
trade and U.S. investment to date. The United States buys
about half of Angola‘'s oil exports, while equipment for the
sector accounts for the bulk of U.S. sales to Angola. Given
the country's huge potential, lasting peace and genuine
economic liberalization could provide substantial
opportunities for U.S. trade with and investment in Angola.

2. Exchange Rate Policies

From 1978 to September 1990, the government maintained
the official exchange rate for the kwanza, a non-convertible
currency, at 29.918/8$1. The New Kwanza (NK) replaced the
Kwanza at par in September 1990. 1In March 1991, the
government devalued the new currency by 50 percent, the first
of several planned devaluations intended to establish a
sustainable value for the NK. Subsequent devaluations brought
the official exchange rate to NK550/$1 by April 1992.
Meanwhile, the National Bank of Angola commenced open trading,
allowing citizens and firms to buy and sell foreign exchange
at prevailing free market rates, which were several times that
of the official rate. Nevertheless, there is little faith in
the currency and barter continues to be common for consumer

transactions in many parts of the country.

Until April 1991, all legal foreign exchange transactions

were handled by the National Bank of Angola. However,
subsequent legislation authorized newly formed commercial

banks to deal in foreign exchange.

3. Structural Policies

Angolan economic policy was in flux in 1992 as the
government moved ahead with reforms, albeit piecemeal. The
government abolished price controls and raised prices on
foodstuffs. It also attempted to rationalize the tax system,

reducing both income and payroll tax rates.

Nevertheless, the IMF and World Bank criticized the
government for not going far enough. Specifically, these
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institutions urged unification of the exchange rates, a sharp
slowdown in money supply growth by stopping the printing of
money and slashing the public sector deficit, and reducing
controls on company profit margins.

Angola is a member of the IMF, but has no IMF structural
adjustment program. It also belongs to the World Bank; Bank
lending is limited to technical assistance with small projects.

4. Debt Management Policies

The government began substantial foreign borrowing only
in the early 1980s, principally to finance large oil sector
investments. Prior to the 1986 slump in international oil
prices, the government scrupulously met its foreign debt
commitments, even those contracted prior to independence.
Subsequently, however, large payment arrears, now estimated to
be over $1 billion, have forced major Western export credit
agencies to suspend cover to the country. Total foreign debt
is now thought to exceed $8 billion. A substantial part of
the debt is owed to the Soviet Union for military purchases

during the 1l6-year civil war.

The government's currcnt economic and financial strategy
relies heavily on debt rescheduling. In 1989, Angola joined
the IMF and the World Bank. Also in 1989, official medium-
and long-term debts were rescheduled under Paris Club
auspices. The U.S. EXIM Bank agreed to reschedule $7.1
million of Angolan debt in March 1990.

S. Significant Barriers to U,S. Exports and Investment

The United States neither recognizes nor maintains
diplomatic relations with the Government of Angola. The
United States maintains a liaison office in Luanda in
conjunction with the its role as an official observer to the
Joint Political Military Commission (JPMC) overseeing -
implementation of the Peace Accords. The office has no
personnel to analyse economic and trade conditions.

The potential for U.S. exports to Angola has been
constrained by U.S. laws or policies which prohibited the

following:
- extension of Export-Import Bank (EXIM) cover; and

- wutilization by U.S. investors in Angola of tax credits or
deferments.

By late 1992, legal obstacles to the extension of EXIM
cover had been overcome. However, tax credits still await
official United States recognition of a government in Angola.

Since the sharp decline of its coffee and diamond
sectors, Angola‘'s ability to import has depended almost
entirely on oil earnings. When o0il export growth halted in
1981-82, stringent import curbs were imposed. They were
relaxed after some easing in 1984-85, but reimposed after the
1986 o0il price slump. At the end of 1991, hard currency
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reserves reportedly were reduced to one month's import
coverage.

All imports réquire a license. An annual foreign
exchange budget is implemented on a quarterly basis, with
individual quotas allocated to ministries and state, mixed,
and private companies. The quotas are strictly enforced.
Company applications are assessed in terms of overall
ministerial quotas. Documentary requirements can be
burdensome. Equipment for the o0il industry, food,

. agricultural inputs, and consumer goods for rural marketing

campaigns receive the highest priority for civilian imports,
but military equipment accounted for about half of total
purchases through the end of the war in mid-1991. In recent
years the government has relied on foreign food aid for a
about half of its food imports.

A large part of the country's imports are handled by
state trading companies, as are exports, except for foreign-
companies®' shares of 0il production. The government has
engaged in countertrade with Brazil and Portugal, largely the
exchange of 0il for imports of goods and services.

Foreign investment is very large in the o0il sector and
significant in many other areas of the economy. The
investment code devised under the government's 1987 economic
recovery plan permits mixed companies, joint companies, joint
ventures, and wholly owned foreign subsidiaries. The code
provides certain guarantees and incentives, and simplifies the
process of negotiation, but still prohibits foreign investment
in a number of areas, such as defense, banking, posts and
public telecommunications, public services, the media, and air
and long-distance maritime transport.

6. Export Subsidies Policies

No export subsidy schemes currently exist, although among
the measures proposed, but not yet implemented, in the
government's economic reform package is a foreign exchange
retention scheme as an incentive for non-oil export industries.

7. Protection of U.S. Intellectual Property

The Republic of Angola joined the World Intellectual
Property Organization [WIPO] in 1985, but has not adhered to
any of the principal conventions on intellectual property.
There is no known domestic legislation on intellectual

property rights.

8. Worker_ Rights
a. Right of Association

Reversing earlier policy, the new constitution recognizes
the right of Angolans to form trade unions and to bargain
collectively. During 1992, at least one independent union was
formed, the Union of Angolan Journalists. Free labor activity
increased in general as employees in individual factories or
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firms sometimes formed their own workers' committees.

The constitution also provides for the right to strike.
Specific legistation passed in 1991 provides the legal
framework, including prohibition on lockouts, protection of
non-striking workers, and prohibition on worker occupation of
places of employment. Strikes by military and police
personnel, prison workers, and firemen are prohibited. In
1992 there were numerous strikes, including by hospital
personnel and teachers in Luanda. There was no government
interference with the walkouts, and settlements were

negotiated peacefully.
b. Right to Organize and Bargain Collectively

Constitutional changes gave Angolan workers the right to
organize and bargain collectively, although specific laws were
still being prepared in 1992. The draft laws reportedly
prohibit discrimination against union members. The Ministry
of Labor and Social Security controls the setting of wages and
benefits. \The Ministry granted significant salary increases
following several work stoppages and currency devaluations
under the government's economic reform program.

Angola has no export processing zones, although it is
reported that a foreign trade zone exists at Labuto.

c. Prohibition of Forced or Compulsory Labor

New labor legislation, still not published, prohibits
forced labor, reversing previous policy whereby the government
was cited by the International Labor Organization for
violations of ILO Convention 105. The government had
previously authorized forced labor for breaches of worker
discipline and participation in strikes.

d. Minimum Age for Employment of Children
The minimum age for employment in Angola is 16.

e. Acceptable Conditions of Work

No information is available on adequacy of work
conditions, but .in most cases it is assumed they do not
approach western standards given the extreme underdevelopment
of the Angolan economy. In 1991 the government established a
new minimum monthly wage, but most Angolans supplement it on
the thriving informal sector or with remittances from abroad.

The normal workweek is 44 hours.
£. Rights in Sectors with U.S. Investment
U.S. investment in Angola is concentrated in the

petroleum industry. There is no specific information
available regarding the conditions for workers in this sector.
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W_Wm
U.S. Direct Investment Position Abroad

on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Categusy Amount
~65

Petroleum

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

Wholesale Trade ))

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

CoOvoooC

(D)-Suppressed to avoid disclosing data of individual companies

U.S. Department of Commerce (unpublished)

Source:
Bureau of Economic Analysis, November 1992



GABON
Key Economic Indicators
(millions of CFA francs unless otherwise noted)
1990 1991 1992 1/
Income. Production. and
Enployment
GDP, current prices (bn CFA) 1,444.2 1,451.5 1,471.9
GDP, pct change, nominal 7.4 0.5 1.4
GDP by sector (percent):
Primary * 9.1 9.2 12.2
Secondary 52.3 50.5 50.8
including extractive 41.8 39.4 40.2
Tertiary 34.4 35.0 37.0
including public admin. 12.0 12.3 13.2
Labor force (thousands) 105.0 100.0 100.0
Money and Prices
M2 (bn CFA) 287.9 308.0 298.3
Commercial Lending Rate (pct) 18.5 18.2 18.0
Savings Rate (pct) 23.9 24.4 24.0
Investment Rate (pct) 18.9 19.0 26.0
Consumer Price Index 311.8 317.7 317.7
Exchange Rate (avg) 260.0 285.0 250.0
(millions US$)
Exports FOB 2,665.0 2,284.0 N/A
Exports to U.S. 721.2 763.5 N/A
Imports CIF 615.0 702.0 N/A
Imports from U.S. 55.1 79.8 N/A
Aid From U.S. (thousands US$) 163.0 185.0 163.0
External Public Debt 3,499.0 N/A N/A
Payments Made N/A 130.0 2/
Debt Service Ratio (pct) 32.5 40.5 36.4
Foreign Exchange Reserves
Gross 20.0 36.0 5.8
Gold 4.8 4.1 N/A
Balance of Payments
On Current Account 214.4 290.7 N/A
On Capital Account -415.4 ~370.2 N/A
Basic Balance -235.1 - -79.4 N/A

1/ Those figures reported for 1992 are estimates, drawn in
most cases from Central Bank/IMF data. "N/A" indicates that

no official estimate is available.

2/ The Government of Gabon has only serviced its debt
selectively since the middle of 1989, and virtually
discontinued debt service starting in 1990. Although a new
stand-by arrangement was signed in September 1991, the
Government has found its terms unmanageable. Barely half of
the $307.7 million in arrears to be paid under that agreement
were paid. As a result, the Paris Club rescheduling has been
*pulled back"”, effectively rendering the standby arrangement

null and voiad.
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1. General Policy Framework

The Gabonese economy is dominated by mining and petroleum
production, which together contribute nearly 40 percent of
gross domestic product (GDP). O0il is the key variable, as the
petroleum industry generates 80 percent of Gabon's export
earnings and nearly half of government revenues. There is
very little manufacturing activity in Gabon, and most finished
goods are imported. The limited manufacturing which exists is
concentrated in initial transformation of Gabon's raw
materials, e.g., a uranium "yellowcake” plant located adjacent
to the uranium mine at Mounana, in southeastern Gabon, and a
petroleum refinery located at Port Gentil. On the other hand,
like many developing economies, there .is an important services
sector, comprising the civil service, which accounts for over
10 percent of GDP by itself, and a wide range of tertiary
Activities ranging from banking to legal and accounting
services to business consulting.

Since o0il prices weakened sharply in 1986, the Gabonese
Government has been in fiscal crisis. The large deficits
since then - they hit a high of over 14 percent of GDP in
1987, dipped to under 5 percent in 1990, and have since
climbed again past 6 percent - forced Gabon to turn to foreign
creditors for financing, drawing on its International Monetary
Fund (IMF) allotment and then seeking project finance from the
World Bank and the African Development Bank (ADB). Commercial
banks, which had financed a number of large projects in Gabon
in the seventies and early eighties, lost their enthusiasm
when Gabon turned to the London Club in 1987 for a

rescheduling.

Gabon's persistent budget deficits are rooted primarily
in the government's inability to manage its expenditures.
Public employment rolls remain swollen and attempts to
institute layoffs or even hiring freezes have been
unsuccessful. Major tax collection problems continue.

Monetary policy is exercised through adjustments in the
central bank discount rate and through adjustments in bank
reserve requirements. Under the Franc Zone mechanism (see
below), however, the Bank of France exercises tight control
over the monetary policies of the member states, who must
observe money supply growth targets set in consultation with
the French authorities. Given the constraints 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 Policies

As a member of the Franc Zone, Gabon has relatively
little flexibility where monetary and exchange rate policies
are concerned. The value of the currency, the CFA franc (CFA
is the French acronym for African Financial Community), is
pegged at 50 CFA per French franc. While this mechanism
assures exporters and importers of the convertibility of the
currency, it ensures a fixed exchange rate vis-a-vis the
French Pranc only. Thus, it has the side effect of
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discriminating against imports from outside France in that
prices for French goods can be more readily anticipated and
transactions with Prance are simpler than with other countries.

Although the CFA franc is fully convertible, the Gabonese
Central Bank exercises administrative control over foreign
exchange transactions. Outflows of foreign exchange must be
justified with an invoice or other contractual document, which
must be accepted by the Central Bank before the commercial
banks may complete the transaction. However, these controls
appear to be little more than an administrative formality, and
there are no known no instances where exchange controls have
been used to impede the operations of U.8. firms.

3. S8tructural Policies

The Gabonese Government levies a personal income tax, a
corporate income tax, a value-added tax, and customs duties on
imports. The government draws a major component of its
revenues from oil royalties. Small and medium businesses
(SMBs) routinely receive tax holidays of up to five years, and
the government uses a similar incentive to attract oil
exploration companies without discrimination by nationality.
The personal income tax is widely evaded and the government is
relatively powerless to collect it. Customs duties are high -
85 percent on luxury cars, for example - but here, too,
evasion is the rule. Some observers estimate the loss in
revenues as high as $100 million, though a French aid project
is currently computerizing the Customs system in an effort to

improve collection.

The government exercises price controls on staples at the
retail level, primarily to ensure that retailers do not gouge
unsophisticated consumers. Prices thus tend to vary within a
narrow range, fluctuating over time with changes in
international market conditions and local demand. Due in
large measure to the monetary discipline imposed by the Franc
Zone mechanism, price controls are not needed to control

inflation.

4. Debt Management Policies

Gabon has experienced a sharp increase in its foreign
indebtedness since the international oil price drop of 1986.
External debt rose from about one billion dollars in 1985 to
$3.5 billion in 1991. During this period, debt service rose
from 7 percent of GDP to over 11 percent, while debt service
as a share of export earnings has oscillated around 30
percent. As a result of the fiscal crisis of the late 1980s,
Gabon has rescheduled its privezte debts in the London Club in
1987, and has been to the Paris Club four times, most recently

in October 1991.

Faced with a domestic political crisis since late 1989,
the government attempted to shift the adjustment burden onto
its foreign creditors, and suspended debt payments on most
foreign obligations in early 1990. Its repeated requests for
reschedulings, both in the London Club and the Paris Club,
were denied pending signature of a new stand-by arrangement.
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This finally occuired in September 1991, after a drawn-out
negotiation in which the key stumbling blccoks were the

government's lack of fiscal discipline, parastatal reforms,
and questions surrounding the disposition of a share of the

country*'s oil revenues.

The 1991 standby arrangement subsequently led to
reschedulings at the London Club and the Paris Club. The
official creditors took a relatively hard line, however, and
imposed a rescheduling which required repayment of all -
outstanding arrears by May 1992. The Gabonese Government was
unable to meet this commitment, and the Paris Club arrangement
was "pulled back®" in September 1992, As of late October,
1992, the Government of Gabon was preparing for its annual
Article IV consultation with the IMF staff, which it hoped to
use as an opening to begin discussions on a new standby

arrangement.

5. Significant Barriers to U.S., Exports

Gabon protects its local producers of mineral water,
household soap, cooking oil, cement, and sugar. These
products may not be imported into Gabon. In addition, imports
of wheat and rice are subject to license. The wheat market is
under the control of a French firm, SETUCAF, which is
principal shareholder in Gabon's only flour mill and which has
an exclusive right to import wheat. The rice market is more
open, with several Asian brands available. U.S. rice has been
imported successfully, 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 restricted to
French brands due to a perception in the Telecommunications
Ministry - diligently cultivated by the French technical
counselors - that only French equipment could be used in
Gabon. ! Gabonese entrepreneur who wanted to import AT&T
equipment has successfully challenged this barrier and began
importing and installing U.S.-made telephones and private

branch exchanges in 1991.

The Gabonese Government has not imposed intrusive or
discriminatory measures on foreign investors, which are the
mainstay of the petroleum industry. During the height of the
fiscal crisis, in the late 1980's, the government resorted to
a "solidarity bond" which it required all private firms to
post with the Ministry of Finance. Under the terms of the
*solidarity bond,"” the monies could not be transferred out
Gabon, but local investments could be credited against it.
This mechanism was abolished in 1990 and investors, both
foreign and domestic, have been able to use the "bonds" as

tax credit.

of

The Gabonese Government often does not adhere to
competitive bidding practices, and the French technical
advisers throughout the government are well placed to steer
contracts to French firms. In the petroleum sector, the
government has organized six bidding rounds for exploration
leases since the mid-1980°'s, but continues to sign contracts
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outside the rounds. Off-round deals are not, however,
reserved to French firms, snd U.S. companies have recently
struck off-round exploration agreements.

Customs procedures are slow and cumbersome, particularly
since the introduction of a new computer system. The burden,
however, affects all suppliers equally, regardless of
nationality, unless they are willing to make illegal payments

for special treatment.

6. Export Subgidies Policies

Since Gabon's exports are almost exclusively raw

materials, the government does not offer subsidies to
exporters. To the contrary, another side effect of membership

in the CFA mechanism is an overvaluation of the currency,
which is a disincentive to exports.

7. Protection of U.S. Intellectual Property

The Gabonese Government is not active in GATT or other
international trade fora, and has not taken a position on the
intellectual property aspects of the Uruguay Round. Largely
for lack of enforcement capability, the government turns a
blind eye to trademark violations. For example, U.8. ethnic
cosmetic brands are sought after in Gabon. HoWwever, many of
those available in Gabon are in fact "remanufactured” (i.e.,
diluted) versions which have transited Nigeria en route to

Gabon.

8. Worker Rights
a. Right of Association

Since the abolition of the unique status of the former
sole political party, the Democratic Party of Gabon (PDG), in
1990 the Gabonese Union Confederation (COSYGA) has had to give
up its exclusive right to represent workers. Since that time,
unions throughout the economy have proliferated; in some
cases more than one union compete for members in the same
industry. 1In addition, two other trade union federations have
been formed to compete with COSYGA, and one has made
significant inroads as a collective bargainer for industrial

employers.
b. Right to Organize and Bargain Collectively

With the promulgation of the Constitution of 1991 the
right to collective bargaining is secured (Article I,
Paragraph 13). Even before its formal passage, however,
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 guarantees the right to
employment (Article I, Paragraph 7). The Labor Code of 1978

forbids forced labor (Article 4).
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d. Minimum Age of Employment for Children

The Labor Code of 1978 (Article 121) sets a minimum age
of sixteen years for employment.

e. Aébépiable Conditions of Work

Conditions of work in much of in the formal sector in
Gabon are reasonably good. Health and safety standards are in
place but are not always observed: it is not uncommon to see
workers without hard hats or protective footwear in some
industrial plants. Most of the firms operating production
facilities in Gabon are subsidiaries of or otherwise
associated with European or U.S. companies and tend to follow
their home-country standards. Conditions in the informal
sector and in Gabonese SMBs are less uniform and less
acceptable for the workers. The Gabonese authorities,
primarily for lack of enforcement capability, do not exercise
positive control over working conditions.

f. Rights in Sectors with U.S. Investment

U.S. investment is almost exclusively in the petroleum
sector. Worker rights and working conditions are in general
better than those elsewhere in the economy, with more careful
adnerence to safety standards, accident prevention procedures,

and proper use of protective gear.

Extent of U.S., Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category
384

Petroleum

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

Wholesale Trade 0\

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 384

[—N-N-N-N-N-N-]

(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
. Bureau of Economic analysis, November 1992
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1991

456,000
5.0
2,574,800

1,252,025
51,951
225,078
89,195
n/a
107,392
800,928

129

325,900
20.0
10.3

469.8
17390

992.7
151.6
1,255.0
142.0
38.0
970
4,209.0
307.0

435.0
-301.5
906

GHANA
Kay Economic Indicators
(Millions of Cedis Unless Otherwise Noted)
1990

Income, Production
and Employment
Real GDP (1985 prices) 2/ 435,700
Real- GDP Growth (pct) 3.3
GDP (at current prices) 2/ 2,031,700
By Sector:
- Agriculture 972,324
- Energy and water 36,612
- Manufacturing 187,524
- Construction 62,211
- Rents m/a
- Financial services 78,421
- Other services 649,397
Real per capita GDP

{1985 pounds sterling) 112
Money and Prices
Money supply (M2) 265,200
Base interest rate (pct) 3/ 33.0
Retail inflation (pct) 35.9
Consumer price index

(1985 = 100) 418.2
Exchange rate (USD/cedi)

Official 17345
(millions of dollars)
Total exports FOB 4/ 793.4
Exports to U.S. 168.6
Total imports CIF 4/ 1,141.2
Imports from U.S. 138.4
Aid from U.S. 27.6
Aid from other countries 570
External public debt 3,751.0
Debt service payments (paid) 336.8
Gold and foreign

exchange reserves 320.7
Trade balance 4/ -347.8

30.2

Balance with U.S.

1/ 1992 figures are all estimates based on available
monthly data in October 1991.

2/ GDP at factor cost.

1992 1/

n/a
n/a
n/a

n/a
n/7a
n/a
n/a
n/a
n/a
n/a

n/a

365,000
26.0
10.8

n/a

1/520

1'056.0
n/a
1,358.0
n/a
43.0
n/a
4,600.0
383.0

n/a
-302 . 0
n/a

3/ Figures are actual, average annual interest rates, not

changes in them.
4/ Merchandise trade.

1. General Policy Framework

Ghana stands poised in 1993 to restore democratic
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government after having been ruled for more than ten years by
a "provisional” regime (the Provisional National Defense
Council or PNDC) whose economic reform policies have had a
marked impact on Ghana's fifteen million citizens.
Presidential elections in November 1992 were an indicator of
‘public sentiment toward austerity measures adopted in
connection with an economic recovery program begun in April
1983. The program was sustained through 1992 by means of a
follow-on structural adjustment program supported by the Worlad
Bank, the International Monetary Fund, and the donor community.
The election of retired Fliqﬁt Lieutenant Jerry Rawlings
to succeed himself as chief exedéutive is seen by economic
decision makers as a mandate for continuing the reform
program. The program contributed to a sustained period of
economic growth (averaging 5 percent annually) from 1984-1992
and to sharplyreduced inflation. The absence of sharp
campaign criticism of the reforms suggests that they enjoy
broad public acceptance. Key measures undertaken by the PNDC
as part of a structural adjustment program include relaxation
of import controls, liberalization of private access to
foreign exchange, cuts in public sector employment, initial
steps towards privatizing parastatals, rehabilitation of
roads, bridges, ports and other elements of basic
infrastructure, drastic reduction or elimination of production
subsidies, and greater reliance on market mechanisms to set

prices and allocate resources.

In many respects, 1992 marked a slowdown in the rate of
growth of Ghana's economy as the worldwide recession stifled
Ghana's efforts to promote markets for its exports.
Forecasters doubt the economy will maintain five percent
growth in 1992. A shortfall of between 50,000 and 60,000
metric tons in the 1992 cocoa harvest coupled with soft world
prices for several leading exports (gold, cocoa, and aluminum)

contributed to a large fiscal gap.

In 1993, Ghana is expected to continue to rely on donor
assistance. The government anticipates that democratization
will improve its international image, as will increased
attention to promoting non-traditional exports (i.e, goods
other than cocoa, gold, raw timber, and energy). A major
challenge for the new administration will be to dampen public
expectations following a political campaign that encouraged
many Ghanaians to believe that austerity has become a thing of

the past.

Consumer preference for Western goods remains high, but
purchasing power is limited by a per capita gross national
product of about $390. There are indications of increased
U.S. trade interest in Ghana, despite keen competition from

Europe and Asia.

Fiscal Policy: Collection of income taxes and
customs/excise revenue is set out in the annual budget. A
rolling three year public investment plan sets out longer-term
priorities. Tax collection by Ghana's internal revenue
service has improved markedly. Including foreign grants,
Ghana's budget has been in balance or slight surplus in recent
years. However, increased salaries and benefits demanded by
public sector employees during the latter half of 1992 could



put pressure on the budget.

Monetary Policy: Monetary measures have historically had
a limited effect on the economy as a result of a weak banking
system, - The Bank of Ghana (BOG) relies on credit ceilings and
adjustments of the discount rate and reserve requirements to
influence overall money supply. The annual increase in the
money supply is gxpected to remain close to the 15 percent
target in the 1992 budget. The BOG periodically sells
controlled volumes of new treasury bills to commercial and
merchant banks. However, open market operations are not
extensive enough to influence significantly the overall money

supply.

Substantial resources circulate outside the formal
financial sector, largely as a consequence of low public
confidence in the banks, which suffer from a reputation for
mismanagement and poor credit administration.

The elected administration assuming power in January 1993
inherits $4.6 billion of external debt, mostly long-term
concessional loans from international financial institutions
(IFI's). In 1991 Ghana relied on foreign aid to achieve a
$130 million balance of payments surplus. In 1991, debt
service absorbed 27 percent of the value of Ghanaian exports.
Ghana has added its voice to that of other African states
seeking international debt relief. However, Ghana remains
current on its debt repayment, having eliminated all arrears

by mid-1991.

2. Exchange Rate Policies

In March, 1992, Ghana eliminated the Central Bank auction
of foreign exchange in the interest of encouraging open sales
on the so-called "interbank market.” In the absence of a
mechanism for forward trading, all foreign exchange is
purchased on the spot market. Exchange rates are established
daily by the BOG, taking into account current market factors.
Banks lacking international affiliates complain of hoarding by
their competitors. Large scale demand for foreign exchange is
usually satisfied by purchases from the Central Bank made by
commercial and merchant banks on behalf of their customers.
The BOG retains all hard currency earnings from the sale of
cocoa, and a sliding percentage of gold export earnings. At
the end of 1991, the official exchange rate was 390 cedis to
the dollar; by November 1992 the dollar was officially worth

490 cedis.

The government legalized private foreign exchange bureaus
in 1988 and these institutions have flourished in the major
cities. The independent, non-bank bureaus serve primarily
small businesses buying foreign exchange on a cash basis.
bureaus set their exchange rates without government
intervention, normally offering a slight premium on purchases
of dollars. The latter half of 1992 saw a general convergence
between the Bank of Ghana and the bureaus' exchange rates,
with the spread falling to less than five percent. A foreign
exchange shortage in the third quarter of 1992 led briefly to
a return to limited trading on the parallel market. The Bank
of Ghana intervened to correct the shortage and restore

The



equilibrium to the market.

3. Structural Policies

Since 1983, the government has progressively liberalized
the economy. Ghana has abolished producer subsidies, and
price controls have been eliminated on all but a few items
including petroleum products, cement, beer, cigarettes,
fertilizers, and selected pesticides.

The government has announced successive reductions in
corporate tax rates over the past two years. The top
corporate rate for manufacturing industries is 35 perceat; for
banking, insurance, and publishing the rate is 45 percent.
Both rates are down from 50 percent in 1990. While tax rates
on personal income in most brackets were lowered, the marginal
rate on annual income above $28,000 was raised from 25 to 35
percent. The tariff structure was simplified in 1990 and a
flat rate of ten percent was imposed on virtually all
categories of imported raw inputs and finished products.
Manufacturers complain that the new tariff structure puts
local producers at a competitive disadvantage because high
production costs raise the prices of locally-manufactured
items above the Asian and European goods.

Ghana experimented for one year with a "super sales tax"
of up to 500 percent of the fob price on large engine capacity
passenger vehicles and luxury consumer goods, but eliminated
this tax in January 1992. A sales tax clearance certificate
is required from Ghanaian exporters seeking to clear their

goods from the port.

4. Debt Management Policies

Ghana's structural adjustment program is supported by the
World Bank, IMF, and international donors generally. 1In
December 1991, Ghana completed a three-year IMF Enhanced
Structural Adjustment Facility (ESAF). The IMF has agreed to
surveillance of the economy at Ghana's request. Ghana's total
external debt is valued at $4.6 billion. Ghana succeeded in
eliminating its remaining payment arrears by mid-1991 and has
not rescheduled official or commercial bank credits.

Since 1987, Ghana has restructured its external debt away
from short term commercial debt towards long-term concessional
financing. Portions of Ghana's bilateral debt have been
forgiven. Debt service is projected to equal 30 percent of
exports by the end of 1992. The last available data shows
debt service equal to 4.7 Percent of GNP in 1991.

S. Significant Barriers to U.S. Exports

The austerity measures adopted under Ghana's economic
recovery and structural adjustment programs have restricted
the country's ability to import, including goods and services
offered by U.S. suppliers. U.S. exports to Ghana for the past
two years have remained almost unchanged in dollar terms, and
it is probable (though not certain given the absence of
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available data) that public sector procurement from the U.S.
is unchanged as well during this period. On the other hand,
the tight spending and other policies the government has
adopted under its structural adjustment program have laid the
basis for sustained growth, opened the economy and improved
creditworthiness, and qualified Ghana for World Bank project
financing, some of which purchsed U.S. exports.

Import Licenses: In 1989, Ghana eliminated the last
vestiges of its import licensing system. However, Ghana
retains a ban on the import of a narrow range of products
including beer and stout, cigarettes, cement pipes, roofing

sheets, and asbestos.

Services Barriers: The government erects barriers to
foreign participation in the following sectors: advertising,
insurance, and tourism and travel services. Under the
Investment Code of 1985, the following business activities are
prohibited to non-Ghanaians: real estate, commercial overland
transportation, laundry and dry cleaning, small scale
wholesale and retail sales, taxi and car rental services,
agricultural commodity brokerages, lotteries, barber and
beauty shops, and tire retreading.

Standards, testing, labelling, and certification: Ghana
has promulgated its own standards for food and drugs. The
Ghana Standards Board, the testing authority, subscribes to
accepted international practices for the testing of imports
for purity and efficacy. Under Ghanaian law, imports must
bear markings identifying in English the type of product being
imported, the country of origin, the ingredients or
components, and the expiration date, if any. Non-complying
goods are subject to government confiscation. The thrust of
this law is to regulate imported food and drugs; however, by
its terms, the law applies to non-consummable imports as
well. Locally manufactered goods are subject to comparable
testing, labeling, and certification requirements.

Investment Barriers: Under the 1985 Investment Code
(separate but similar legislation applies to investments in
the mining and petroleum sectors), the government guarantees
free transferability of dividends, loan repayments, and
licensing fees, and repatriatior of capital; provides
guarantees against expropriation or forced sale; and specifies
arbitration procedures in the case of a dispute. Foreign
investors are not subject to differential treatment on taxes,
prices, or access to foreign exchange, imports, or credit.
However, as noted in the treatment of services barriers above,
some sectors are off-limits to foreign investment. Land
ownership by non-Ghanaians is prohibited, although expatriate
companies can acquire clear title to fixtures constructed on

long-term leased property.

The Ghana Investments Center (GIC) exercises authority
over all donestic and foreign direct investment in Ghana other
than in the petroleum and minerals sectors. The GIC has
authority to stipulate the amount and source of capital, the
nationality and number of shareholders, project size,
timeframe for completion, and requisite training for Ghanaians
incidental to any investment project. Prospective investors
are screened in accordance with their capacity to contribute
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to any of nine goals listed in the Investment Code (e.g., the
transfer of technology). Incentives in the form.of
accelerated depreciation of capital goods and tax holidays ate
offered to foreign investors in these areas: agribusiness,
general manufacturing, home construction and tourism.
Incentives are available also for investment in certain

underdeveloped regions of the country.

For most categories of foreign direct investment, the
minimum authorized investment is $10,000 for joint ventures
with Ghanaian partners, and $200,000 for wholly foreign-owned
investments, excluding export enterprises which project net
earnings of hard currency. With each approved foreign direct
investment, a limit (“expatriate quota") is placed on the
number of expatriates who can be hired, based on the size of
the investment. A special annual tax on expatriates was
raised in 1988 to 500,000 cedis ($1,020 at current exchange
rates). Waivers are granted for government contract
employees, projects involving international financing, and

otherwise on an exceptional basis.

Non-residents of Ghana require hpptoval from the Bank of
Ghana before they can invest in public corporations listed on

the Ghana Stock Exchange.

Government Procurement Practices: Government procurement
is usually handled by the Ghana Supply Commission (GSC), the
official purchasing agency, through international bidding.
However, ministries occasionally extend tenders without
intermediation by the GSC. The government adheres to World
Bank public tender requirements on bank-assisted projects and
in most other cases, except when time constraints are said to
require a decision more quickly than could be accomplished
through a public tender. Except for aid-tied imports, Ghana
does not discriminate against any country except for South
Africa and Iraq, from which imports are prohibited.

There is no ‘buy Ghanaian®" legislation, but the
government does encourage consumers to do so.

The Central Bank does not encourage countertrade.
However, the government has traditionally conducted
countertrade with Eastern European countries and Cuba.

Customs Procedures: The customs clearance process can
often consume two or more weeks. However, the formalities
themselves are not particularly burdensome. Importers are
required to submit an import introduction form and a current
tax clearance certificate showing the country of origin of

imported goods.

6. E t Subsidies Polici

The Government of Ghana does not directly subsidize
exports. Under Ghanaian law, exporters are entitled to an 85
percent drawback of duty paid on imported inputs. However,
only three companies have taken advantage of the duty drawback
scheme since it came into existence in the late 1980s.

-~Ghana created an export finance company utilizing World



Bank/IDA funding to establish a capital pool to support
lending by commercial and merchant banks to new-to-export
companiesY Ghana is not a member of the GATT Subsidies Code.

7. Protection of U.S§. Intellectual Property

Maintaining a practice that antedates independence in
1957, Ghana offers protection to patents registered in the
United Kingdom. Following independence, Ghana instituted
separate legislation for copyright (1961) and trademark
protection (1965). Ghana tends to give more attention to
protecting copyrights and trademarks than to protecting
patents, since the the former cases more often involve

~-Ghanaian nationals. Ghana is a member of the Universal

Copyright Convention, the World Intellectual Property
Organization (WIPO), and the English-speaking African Regional
Intellectual Property Organization. Ghana offers protection
to intellectual property rights (IPR) holders who are citizens
of fellow signatory countries to the conventions Ghana has
ratified. The government is drafting its own patent
legislation but, until it is finalized and ratified, the

patent law of the UK still applies.

There have been no more than a handful of infringement
cases filed in Ghana over the past five years. Aggrieved IPR
holders have access to local courts for redress.

Patents (Product and Process): Fees for registration by
local applicants are 15,000 cedis ($30) and $90 for foreign

applicants.

Trademarks: Ghana has not yet become a popular location
for fake designer apparel and watches. 1In cases where
trademarks have been misappropriated, low price and poor
guality tip off all but the most unsuspecting buyer.

Copyright: Copyright violations in Ghana may be judgead
in both the criminal and civil courts. The few book piracy
cases recorded were resolved by arbitration at the Ghanaian
copyrights registry. A small number of cases of other forms
of copyright infringement have been resolved through

arbitration.

New Technologies: The piracy of computer software and of
unscrambled cable television signals occur in Ghana. The
commercial impact of these infringements is difficult to
establish and no substantiated estimates have been made public

to date.

The greatest impact on U.S. business in terms of lost
sales and revenue stems from piracy of videotapes. Locally
pirated materials and bootlegged imports are commonplace.
Observers are unaware of any significant export market for
Ghanaian-pirated books, audio cassettes, or videotapes. While
enforcement of foreign copyrights tends to be lax, in one case
the Ghana Frequency Board denied a permit for a videotape
rental establishment to install a satellite dish to obtain
foreign television programming illegally.



8. HWorker Rights
a. Right of Association

Trade unions are governed by the Industrial Relations Act
(IRA) of 1958, as amended in 1965 and 1972. Organized labor
is represented by the Trades Union Congress (TUC).

Established in 1958, the TUC represents a claimed membership
of approximately 700,000 skilled and semi-skilled workers.

The TUC disseminates information through a newspaper published
free of government censorship. The TUC publicly criticizes
the government at times for its economic policies as well as
for failure to consult adequately with trade union

leadership. While the right to strike is recognized in law
and in practice, the government has on occasion taken strong
action to end strikes, especially those which threaten vital
interests or public tranquility. The IRA provides a mechanism
for conciliation and then arbitration before unions can resort

to job actions or strikes.

b. Right to Organize and Bargain Collectively

Except for civil servants, who are prohibited from
joining or organizing a trade union, the right to organize and
bargain collectively is uniformly respected. Although civil
servants are prohibited from striking, and from joining or
organizing a trade union per se, there is an active Civil
Servants Association that has staged work-to-rule actions and
pressed successfully for wage increases. In the private and
parastatal sectors, the right to organize and bargain
collectively is uniformly respected. Labor laws are applied
uniformly throughout Ghana, which has no functioning export

processing zone.
c. Prohibition of Forced or Compulsory Labor

Ghanaian law prohibits forced labor and it is not known
to be practiced.

d. Minimum Wage of Employment of Children

Child labor laws prescribe a minimum employment age of 15
and prohibits night work and certain types of hazardous labor
for those under 18. 1In practice, child labor is prevalent
since economic circumstances and local custom oblige children
to work to help support extended families. Persons caught
violating laws prohibiting heavy labor and night work by
children are occasionally punished.

e. Acceptable Conditions of Work

A tripartite committee of representatives of government,
organized labor, and employers have established a minimum
daily wage. Effective July 1, 1991, the minimum wage was 460
cedis (less than usd one dollar) per day. In real terms, the
minimum wage is less than in 1980. The standard work week is
40 hours. Occupational safety and health regulations have
been promulgated and violators are occasionally prosecuted.
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f. Rights in Sectors With U.8. Investment

U.S8. investment in Ghana is dominated by an enterprise in
the primary and fabricated metals sector. However, there is
also significant investment in the petroleum, chemicals and
related products, and wholesale trade sectors. Labor
conditions in these sectors of the economy do not differ from
the norm. U.S. firms in Ghana are obliged to adhere to
Ghanaian labor laws and no instances of noncompliance are

known.

Extent of U,S. Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category

Petroleum -27
(D)

Total Manufacturing
Food & Kindred Products 2
Chemicals and Allied Products %1))
Metals, Primary & Fabricated (D)
Machinery, except Electrical 0
Electric & Electronic Equipment 1
Transportation Equipment 0
Other Manufacturing 0

Wholesale Trade

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D)-Suppressed to avoid disclosing data of individual companies

(D)

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, November 1992



Key Economic Indicators
(Millions of U.S8. Dollars unless otherwise noted)

1990 1991 1992 1/
(Calendar year)

INCOME, PRODUCTION AND EMPLOYMENT
Real GDP (1982 Prices) 2/ 9,100 9,320 9,506
Real GDP Growth (pct.) 3/ 4.5 2.2 2.0
GDP (At Current Prices) 2/ 8,643 8,324 8,277
By Sector:
Agriculture 1,919 1,734 1,651
Electricity and Water 68 73 72
Manufacturing 848 855 863
Building/Construction 463 549 657
Finance, Insurance, Real Estate
and Business Services 589 591 602
Trade,Restaurants/Hotels 813 830 839
Government, Health and
Education 1,115 1,069 1,064
Net Exports of Goods and
Services 2,192 2,214 2,317
Real Per Capita GDP
(1982 prices) 377 373 367
Labor Force (millions) 9.9 10.5 11.1

(Annual Percentage Growth) \

Money Supply (M2) 20.0 19.7 20.0
Base interest rate (pct) 19.0 22.0 25.0
Personal Saving Rate (pct) 13.5 14.5 15.
Consumer Price Index
(1986 prices) 15.8 19.6 25.0

Exchange Rate (USD/KSh

Official 23.3 27.3 31.3

Parallel N/A 35.0 45.0
BALANCE OF PAYMENTS AND TRADE
Total Exports (Goods) FOB 1,007 1,009 1,026
Exports to U.S. 45 41 39
Total Imports CIF 2,318 1,903 2,045
Imports from U.S. 154 104 160
Aid from U.S: Economic 46.0 35.1 19.1

Military 11.0 1.2 1.1

Other Bilateral aid 373 385 258
Multilateral aid 272 319 450
External Public Debt 6,840 7,100 6,800
Debt Service Payments (paid) 546 560 580
Gold and
Foreign Exchange Reserves 386 302 255
Trade Balance -991 -894 -1,018
Balance with U.S. -109 -63 -121

1/ 1992 figures are estimates based on January-June 1992 data.

2/ GDP at factor cost
3/ Calculated in Kenya Shilling terms
4/ The Kenyan Government does not publish unemployment



figures, but the 1992 rate is most likely above 30 percent.

1. General Policy Framework

Despite policies aimed at increasing industrial growth
and export production, agriculture remains the basis of the
Kenyan economy. Although less than 20 percent of Kenyan land
is arable, agriculture contributes 28 percent of gross
domestic product (GDP), and provides 75 percent of total
employment and 60 percent of foreign exchange earnings.
Manufacturing, commerce, and tourism together account for an
additional 25 percent. Coffee, tea, and tourism are the main
foreign exchange earners. Import substitution companies
dominate the industrial sector, providing 14 percent of GDP.

Kenya's economic performance declined in 1991 and 1992.
The GDP growth rate halved to 2 percent and inflation
increased steadily. Agricultural production dropped
dramatically, resulting in massive imports of staple
products. Factors largely beyond Kenyan control -- drought,
and low prices for key commodity exports (coffee and tea) --
account for some of the trouble. Political instability
associated with the shift to a multiparty system, coupled with
the massive inflow of refugees from war-torn Somalia
exacerbated the two-year recession. But many of Kenya's
problems result from a reluctance to implement needed economic

reforms.

In an effort to prod action on the reform agenda, major
donors suspended program (cash) assistance of approximately
$350 million in November 1991, The Kenyan Government
liberalized certain sectors, decontrolled some prices (but not
all), and began the process of liberalizing interest rate and
foreign exchange controls. Although the government (in
theory) also liberalized import licensing, a persistent lack
of foreign exchange throughout much of the year minimized any

practical short-term results.

In late 1991 the government embarked on a divestiture
program, listing the parastatals to be privatized. Although
the government did divest itself of a handful of entities, it
remained in control of most of the "strategic" parastatals.
These costly and inefficient organizations continue to divert
scarce budgetary resources from more productive uses. The
government also modernized the tax laws, widening the tax base
and lowering income tax rates. Although Kenya attempted to
broaden its value-added tax (VAT), the government partially
backed down when faced with consumer protests. It did succeed
in raising average VAT levels to 18 percent.

Monetary policy is still relatively controlled and
segmented. In the last three years the government reactivated
the use of cash ratio, credit restrictions, and the sale of
medium term treasury bonds to reduce excessive growth of the
money supply and domestic credit. The international community
has expressed great concern over the high growth in money
supply, currently estimated at 20 percent annually.



2. Exchange Rate Policies

The Kenya shilling is pegged to a basket of seven hard
currencies. The Central Bank maintains a flexible exchange
rate system with frequent adjustments. Having declined 11
percent against the dollar in 1990, the Kenyan shilling fell
another 17 percent in 1991. The parallel market rate varied
greatly, reaching rates as high as 48 percent above the

official rate.

The most important financial changes of the past year
were the major adjustment in the exchange rate and the
handling of foreign currency. In November 1991 the government
introduced new foreign exchange bearer certificates (ForExC).
These certificates, which the Kenyan Government hoped would
encourage the repatriation of foreign exchange held abroad by
Kenyan residents, are issued by the Central Bank and sold
through commercial banks. They are denominated in dollars and
the purchaser pays in dollars or in other hard currencies.

The purchaser receives the current official value of his hard
currency in Kenyan shillings and a certificate denominated in

the amount of his purchase.

The certificate gives the bearer the right to purchase
the same amount of foreign exchange he initially sold plus
interest at the London Interbank Offering Rate from the date
of issuance to the date of redemption. A legal secondary
market for the certificates has developed in which they trade
at a negotiated premium. In essence, the ForExC market has
become a parallel legal market, or second window, which is
more reflective of market values than the depreciating
official rate. 1In late 1992, this "second window” was
expanded to include the foreign exchange earnings of exporters
with certain restrictions. Exporters of traditional items are
permitted to retain 100 percent of their foreign exchange;
non-traditional exporters are limited to only 50 percent.
Tourism and services must still operate at the official

exchange rate.

In December 1992, there were reports that the Central
Bank was refusing to redeem foreign exchange certificates,
retruning them to banks for either a statement of the nature
of the transaction for which currency was being sought or
verification of the certificates' validity. This unexplained
action encourages black market activity, casts doubt on
further liberalization of the foreign exchange system, and
could undermine the functioning of the Kenyan economy.

3. Structural Policies

Aimed at encouraging private sector industrial growth,
Kenya's structural policies emphasize expenditure
rationalization, price decontrol, export promotion, interest
rate liberalization, and capital market development. In the
past year, the government abolished many quantitative import
restrictions, replacing them with tariffs. It also dismantled
price controls for a wide range of manufacturered items, but
left them intact for most agricultural products.

Parastatals still control the importation and marketing
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of many essential food items and agricultural inputs. Other
commodities such as fertilizer, cereal, and sugar must still
be traded through government-owned marketing boards. High
import duties and value added taxes act as trade barriers for
certain products such as computers. Procurement decisions are
sometimes dictated by donor-tied aid or influenced by

political expediency or graft.

By the end of 1991 it was apparent that Kenya was
avoiding implementation of economic reform measures central to
the structural adjustment program launched in 1987.
Reluctantly acknowledging a government record of failing to
implement its own reform plans, donors agreed to suspend
program (cash) assistance to Kenya at the Consultative Group
Meeting (CG) in November 1991. Approximately $350 million was
withheld, initially for six months, pending concrete action
from the government on its reform promises. By April 1992
little had been accomplished, but the IMF and the Kenyan
Government did agree to a Shadow Program which gave the
government a one-year grace period to qualify for disbursement
of the third tranche (SDR 45 million) of the IMF Structural
Adjustment Facility, originally planned for early 1992,

Donors have continued the suspension pending successful
progress on both the Shadow Program and fulfillment of
specific conditions on individual grants/loans. The midterm
review by the IMF in September 1992 was inconclusive, and the
donor suspension continues. Budget control, civil service
reform, andeprivatization and reorganization of the parastatal
sector remain major areas of concern.

4. Debt Management Policies

Kenya's debt service ratio is about 29 percent of total
export earnings. The lack of foreign exchange reserves has
been a major economic constraint. Down to less than a week of
normal imports at various times during the year, the average
reserve level for Jan.-June 1992 was $140 million, just three
weeks' coverage. Most of these reserves were tied up in donor
projects or reserved for payment of Foreign Exchange
Certificates. Foreign debt also continued to climb, and the
average annual debt service bill is now on the order of $580
million. Debt arrears, a relatively new phenomenon for Kenya,
are on the order of $300 million, a big bite for a country
which is proud to have never rescheduled foreign debt. The
Kenyan Government is partially compensating for the donor
suspension of $350 million in balance of payments assistance
by not paying debt. While the suspension has exacerbated
Kenya's foreign exchange "crisis”, it has not caused it, as

the government claims.

5. Significant Barri to U.S. E !

Licenses are required for all imports into Kenya and have
long been a substantial trade barrier. Although the
government has frequently proclaimed an intent to liberalize
imports, license requirements are likely to remain so long as
shortages of foreign exchange persist. As recently as August
1992, in its new Import Licensing Schedules, the government
declared importers of non-essential goods ineligible to
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receive foreign exchange from the Central Bank of Kenya at the
official rate. These importers have to seek foreign exchange
from the ForexC market which attracts a high premium. 1In
fact, few if any importers actually receive an official
foreign exchange allocation, although a few are still

permitted to request it.

Since 1990 the government, urged by the World Bank and
IMF, has been steadily lowering tariffs. Kenya reduced
tariffs on raw materials and intermediate goods by 15 percent
in 1990, and an additional 5 percent in 1991. The top two
tariff bands were reduced 10 percentage points to 60 and 50
percent, respectively, while the bottom band duty was
increased from two two percent to ten percent. Several items
which had been duty-free were placed in the bottom range.
However, for the most part, manufactured goods retained high
duties. For example, computers are currently assessed a
combined duty and value added tax of 65 percent (reduced from
135 percent in 1991). The combined duty and VAT for
automobiles ranges from 77 to 200 percent.

The government's Import Licensing Schedules divide goods
into various categories. 1In theory, license requests for
first category goods (high priority capital goods, raw
materials, and intermediate inputs) are approved automatically
and demand is controlled by tariff rates. A designated
government agency must specially authorize the import of
second category goods (fertilizers, cattle, live poultry, live
fish, powdered milk, cheese, wheat, rice, maize, cereal
flours, nuts, refir.2d sugar, spices, petroleum products,
selected motor vehicles and tractors). The third category has
three schedules A, B, and C. Schedule A lists technical items
of unique high priority such as engineering components, spare
parts, precision instruments, chemicals, and special plastic,
glass and metal products. Because these are handled on a case
by case basis, approvals can take a considerable time.
Licensing for Schedule B (semi-essential items) depends upon
Kenya's foreign exchange reserve position. Schedule C lists
lower priority items which the government considers

undesirable.

In June 1992 the government introduced a variable tariff
for key imported food commodities including wheat, rice, milk
powder, maize, and sugar. In theory, whenever world prices
fall below local levels, the government alters the tariff to
raise the floor price of the imported goods to prevent imports

from undercutting local production.

The government maintains lower duties and sales taxes for
selected priority items. Such items include palm 0il and
tallow, bicycles, steel billets, wire rods, graphite lead,
windmills, power transformers, cables, and active ingredients
used for the drugs, including veterinary drugs, fungicides and

pesticides.

Trade barriers also exist in the following sectors:
audio and visual works, construction, engineering,
architecture, insurance, leasing, shipping and foreign
travel. Audio and visual works are licensed, censored, and
sold by one government-owned company, Kenya Film Corporation.
Foreign companies offering services in construction,
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engineering and architecture often face discrimination in
bidding for public projects. Local firms receive a ten
percent preference on tender quotations; small projects are
reserved for local companies. Kenyan buyers of foreign goods
are forbidden from insuring imports abroad.

The major impediment to international leasing remains the
the Kenyan Exchange Control Laws. Import licensing laws
forbid the importation of equipment for leasing if the
equipment is available locally. Kenya's draft shipping law
has been the subject of official protests by the United States
and the European Community for discrimination against foreign

shipping.

Most commodities imported into Kenya are subject to
preshipment inspection for quality and quantity as well as for
price comparison. All foreign exporters must obtain a "Clean
Report of Findings” from one particular government-appointed
inspection firm with offices in major trading points such as
New York, Baltimore, Chicago, New Orleans, and Houston.
Quarantine regulations govern the importation of animals,
plants, and seeds, which is only allowed at designated ports
of entry. Special labelling is required for condensed milk,
paints, varnishes, vegetable and butter ghee. 1In addition,
impoftg of prepacked paints and allied products must be sold
by metric weight or metric fluid measure.

Government procurement for ordinary supplies as well as
materials and equipment for public development programs is a
significant factor in Kenya's total trade. Since Kenya is a
former British colony, United Kingdom firms dominate this
market. Sales of many major items are frequently tied to the
country providing the official development finance. Most
Kenyan Government departments obtain goods and services
locally through a central tender board.

Tender Boards conduct most government procurement. The
main boards are the Central Tender Board, Ministerial Tender
Boards, the Department of Defense Tender Board, and District
Tender Boards. A government supplies manual outlines the
proper procedures for these procurements. No written quote or
contract is required to purchase goods and services which do
not exceed KSh 2,000 ($64). Although three written quotes are
required for purchases valued between $40-400, three or more
*responsible® officers may make the final decision; the matter
is not referred to any tender board. Goods worth over $4,000

must be purchased through open tender.

Procurement regulations apply to all bidders, both local
and international. However, the regulations also provide for
preferential treatment for domestic suppliers, products, and
services. PFirms with at least 51 percent Kenyan ownership may
benefit from a maximum of a 10 percent perferential bias.
Small contracters also receive preferential treatment for

certain contracts.

Practice often differs from procedures set forth by these
regulations. Tenders may be awarded to uncompetitive firms
owned by highly placed government officials. Corruption,
which has steadily increased over the past few years, can be
found not only in the awarding of contracts but also in the
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allocation of import licenses and distribution rights.
Prosecution for corruption above the very lowest ranks is
extremely rare¢. United States firms should take special
caution to insure compliance with U.S. laws forbidding bribery

payments to officials to secure contracts.

Although Kenyan manufacturcrs are not permitted to
distribute their own products, the government claims to
protect them from monopolies through the Monopolies, Prices
and Trade Restriction Practices Act. This act covers
monopolies, mergers, and takeovers, and forbids certain
restrictive and predatory practices with the aim of reducing

concentrations of market power.

Foreign investors have limited access to domestic credit
markets and are normally permitted to borrow locally only the
amount needed to pay customs duty on capital items. Foreign
investors may also be allocated limited credit from local
financial institutions based on their amount of equity capital.

The government allows a limited number of bonded
warehouses for investors producing for export. Such investors
may import inputs duty free and may purchase items locally
free of sales tax. A manufacturing-under-bond scheme, begun
in 1988, now has 10 operational firms. Although 41 firms have
applied for licenses, some shied away due to lengthy and
costly bureaucratic processes in import procurement. After
some initial problems, the export-processing zone in Nairobi
has now rented all available space and is considering

constructing a second unit.

In June 1992, the government reduced the corporate tax
rats to 35 percent. Royalties, interest, dividends, and
management fees are subject to withholding taxes ranging from
12.5 percent to 30 percent. Kenya's tax treaties preventing
double taxation of income normally follow the OECD model.
There is no bilateral tax treaty with the United States.

6. E t Subsidies Polici

Locally manufactured products with less than 70 percent
import content qualify for an export compensation scheme.
Under this scheme, investors receive 20 percent compensation
above their export earnings. Eligibility is not automatic;
exporters must seek approval from the Ministry of Commerce.
Petroleum products, chemicals, electric power, and certain
agricultural products are ineligible. Red tape often
complicates the approval process, as does graft. The Kenyan
Government has promised to simplify procedures and to speed up
the process for obtaining foreign exchange allocation. 1In i
light of the persistent lack of foreign exchange, this promise
is not likely to be fulfilled in the immediate future.

Industrial buildings, fixed plant, and machinery for
investments outside Nairobi and Mombasa receive a one-time 50
percent investment allowance tax deduction. Sites within
Nairobi and Mombasa receive a 10 percent deduction.

Eighteen regional countries belong to the Preferential
Trade Area (PTA). The PTA suspended until 1992 its
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restrictive Rules of Origin forbidding foreign firms to
participate in the PTA market. (Under the suspended rules,
goods produced by firms with more than 51 percent local
ownership received 100 percent duty free treatment, while
those from firms with between 41 percent and 50 percent got 60
percent preferential treatment. Exports from firms with
between 30 and 40 percent local ownership received only 30
percent preferential treatment.) Kenya is a signatory of
major international trade agreements such as the General
Agreement on Tariffs and Trade (GATT) and the Lome
Convention. However, Kenya did not sign all GATT's MTN
agreements negotiated in the Tokyo Round.

7. Protection of U.S. Intellectual Property

Kenya is party to several international agreements on
intellectual property, including the Paris Convention for the
Protection of Industrial Property, the Universal Copyright
Convention, and the Brussels Satellite Convention. Under
these conventions, Kenya has agreed to recognize U.S. national
treatment and “priority rights" for patents and trademark
filing dates. Nevertheless, pirated books, records, videos,
and computer software find their way onto Kenyan markets.
Government inspection and existing Kenyan laws are
inadequate. For example, the only manufacturer of records and
cassettes in Kenya is Polygram Records Ltd. Polygram
estimates that they account for approximately ten percent of
the total cassette market of 2.5 million per year; the other
90 percent is pirated. Most videotapes in Kenya are also

pirated.

In 1990, the Kenyan Government established an Industrial
Property Office to protect industrial property rights, to
screen technology transfer agreements and licenses, and to
provide patent information to the public. Acting as a
receiving office for international and domestic applications,
this office grants patents and industrial design
certificates. Newly enacted legislation also established an
independent national patent law to replace pre-independence

British procedures.

Although Kenyan laws regarding copyrights are not
extensive, the Copyright Act of 1989 provides for protection
from audio copyright infringement. Video copyright
infringements are not covered by the law.

Trademark protection lasts seven years from the date of
application. The first applicant for trademark protection is

entitled to registration.

8. HWorker Rights
a. Right of Association

All workers except central government civil servants are
free to join unions of their own choosing. Approximately 25
percent of the industrialized work force (350,000-385,000
workers) belong to one of the country's 33 unions. The Trade
Disputes Act permits workers to strike 21 days after
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submission of a written report to the Minister of Labor
detailing the nature of the dispute. The military, police,
prison guards, and members of the National Youth Service are
prohibited by law from striking. There were no significant

strikes in 1992.
b. Right to Organize and Bargain Collectively

While not having the force of law, the 1962 Industrial
Relations Charter provides workers with the right to engage in
trade union activities. Both the Trade Disputes Act and the
Charter authorize collective bargaining. Wages and conditions
of employment are established through negotiations between
unions and management. Government wage policy guidelines
limit wage increases to 75 percent of the annual rate of
inflation. Collective bargaining agreements must be
registered with the Industrial Court. Certain provisions of
the Trade Disputes Act forbid employers from intimidating

workers.
c. Prohibition of Forced or Compulsory Labor

The constitution proscribes slavery, servitude, and
forced labor. Under the Chief's Authority Act, a local
authority can require people to perform community service in
an emergency. People so employed must be paid the prevailing
wage. The International Labor Organization's (ILO) Committee
of Experts has determined that this Act contravenes ILO
Conventions 29 and 105 concerning forced labor.

d. Minimum Age for Employemnt of Children

Children under the age of 16 may not work in any
industrial undertaking. These provisions do not apply to the
agricultural sector, which employs about 70 percent of the
labor force. Children may be employed as apprentices.
Ministry of Labor officers enforce these minimum age

statutes.
e. Acceptable Conditions of Work

Salaries for unskilled workers averaged less than thirty
dollars per month in 1992. By law, the work week is limited
to 52 hours, except for nighttime employees (60 hours) and
agricultural workers (excluded). Nonagricultural employees
receive one rest day in a week, one month's annual leave and
sick leave. By law, total hours worked (i.e., regular time
plus overtime) in any two week period for night workers cannot
exceed 144 hours; the limit is 120 hours for other workers.
Although the Labor Ministry enforces these regulations, few
violations are reported. Health and safety standards can be
found in the 1951 Factories Act which was amended in 1990 to
include agriculture, government workers, and the service

sector.
f. Rights in Sectors with U.S. Investment

Worker rights in sectors with U.S. investment do not
differ from other sectors of the economy.



Extent of U.S. Investment in Goods Producing Sectors

U.S8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category Amount
Petroleum 99
Total Manufacturing -15
Food & Kindred Products (D)
Chemicals and Allied Products -6
Metals, Primary & Fabricated -1
Machinery, except Electrical 0
Electric & Electronic Equipment 0
Transportation Equipment 8
Other Manufacturing (D)
Wholesale Trade -6
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 78

(D)-Suppressed to avoid disclosing data 6f individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, November 1992



NIGERIA
Key Economic Indicatorxs
(billions of nhaira unless otherwise indicated)
Income. Production. 19%0 1991 1992 1/
and Employment
Real GDP growth (pct.) 8.3 4.4 N/A
By Sector(1984 factor cost):
Agriculture 35.3 37.0 N/A
Energy and Water 12.4 12.5 N/A
Manufacturing 7.4 7.8 N/A
Construction 1.7 1.8 N/A
Rents 2.3 2.4 N/A
Financial Services 7.9 8.2 N/A
Other Services 15.8 16.3 N/A
Government, Health
and Education 7.6 8.4 N/A
Laboxr force (millions) 40 N/A N/A
Unemployment Rate (pct.) 3.5 2.9 N/A
Money and Prices
Money supply (M2) (Naira bn) 64.9 86.2 135.4
Base Interest Rate 2/ 27.3 20.4 40.0
Personal Savings Rate 2/ 17.8 13.9 19.5
Consumer Price Index (CBN) 292.8 330.9 387.2
Exchange Rate (Naira/$):
Official (annual average) 8.0 9.9 16.7
Parallel 9.6 13.5 20.0
($ billions unless otherwise stated)
Total Exports FOB 3/ 13.8 12.3 N/A
Exports to the U.S. 6.0 5.4 4.6
Total Imports CIF 3/ 4.9 7.8 N/A
Imports from the U.S. 0.5 0.8 1.1
Aid from U.S.($ mn) 11.5 11.2 16.5
Aid from Other Countries N/A N/A N/A
External Public Debt ($ bn) 33.2 33.4 N/A
Debt Service Payments ($§ bn) 3.8 3.6 N/A
Gold and Foreign Exchange
Reserves (N bn) 4/ 34.9 44.2 N/A
Trade Balance 3/ 8.9 4.5 N/A
Balance with U.S. 5.5 4.6 3.5

1/ Figures projected from data available as of October 1992.
2/ Figures are actual, average annual interest rates, not

changes in them.
3/ Merchandise only, not including services and income.

4/End of year figures.

Sources: Central Bank of Nigeria, IMF, U.S. Department of
Commerce, and U.S. Embassy estimates.
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1. General Policy Fxamework

Though blessed with considerable human and material
resources, Nigeria is one of the poorest countries in the
world, with an annual per capita income of about $300. 1Its
population of 88 million (according to a 1992 census) is the
largest in Africa. Nigeria‘'s crucial petroleum sector
provides the government with about 90 percémt of all foreign
exchange earnings and 78 percent of budgetary revenue.
Agriculture, which accounts for nearly 40 percent of GDP and
employs about two-thirds of the labor force, is dominated by

small-scale subsistence farming.

In July 1986, the government launched a Structural
Adjustment Program (SAP), a comprehensive plan to revitalize
the economy by reducing the role of the gstate and increasing
reliance on market forces. SAP featured a large devaluation
to encourage domestic production and to reduce reliance on
imports. Other notable measures taken under SAP have been the
abolition of many import licenses, commodity marketing boards,
and most price controls; a more open system of access to
foreign exchange; privatization of many public enterprises;
deregulation of the financial system; and liberalized policies

on foreign investment.

Initially, SAP was accompanied by a conventional
macroeconomic stabilization program, but fiscal policy over
the six years of SAP has been uneven, with major relaxations
of fiscal discipline, and correspondingly large budget
deficits, occurring in 1988 and from late 1990 onward. In
recent years, budget deficits at the federal level have been
financed primarily by borrowing from the Central Bank of
Nigeria (CBN), which held about 83 percent of the government's
domestic debt at the end of 1991. Other financing sources
include the domestic banking sector, domestic nonbank
investors, foreign export credit agencies, and multilateral

development banks.

Monetary policy in Nigeria is the responsibility of the
CBN which reports directly to the President, who has final
authority over policy and who may issue binding directives to
the Bank on such matters. To a great extent, monetaiy policy
is determined by fiscal policy, since the CBN must accommodate
the government's financing needs. In the last few years, the
monetization of the government's large budget deficits has put
strong upward pressure on price levels and sharply reduced the
value of the naira on the parallel currency market. Inflation
in the urban price index is running well above a 50 percent

annual rate.

Since 1990, the CBN has repeatedly used "stabilization
securities” in an attempt to counter the inflationary effects
of the government's fiscal deficits. Stabilization securities
are non-negotiable CBN liabilities issued involuntarily to
banks judged to be overly liquid; portions of such banks'
wozking balances with the CBN are debited and replaced by
these illiquid assets for periods of one to three months. The
CBN's goal in issuing large quantities_ of stabilization .-
securities is to tighten conditions in the money market; the
ensuing scramble for funds among banks drives up interest
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rates and theoretically strengthens the free-market value of
the naira. Through September 1992, the CBN withdrew
approximately 22 billion naira from the banking industry in
this manner. As a result of such stringent monetary policies
interbank interest rates increased from about 35 percent to
nearly 100 percent between June and October 1992. The CBN has
pledged to discontinue issuing stabilization securities in
favor of a system of indirect monetary control based on open

market operations in 1993.

2. Exchange Rate Policies

In 1989, Nigeria sought to bring its foreign exchange
market under administrative control by instituting a
two-tiered exchange rate system; an official rate determined
at the Foreign Exchange Market (FEM) administered by the CBN
through sales of foreign exchange to licensed banks, and an
*autonomous”, or free market rate determined in the interbank
market. Until March 1992, the Central Bank intervened in the
market by limiting each bank's allowable purchases, in an
effort to slow or reverse the naira‘'s fall. Accordingly, a
gap developed between the official exchange rate and the
parallel market rate, a spread that grew to as much as 75
percent just before a large devaluation on the official market
in March 1992. Since that time, the Central Bank has met all
hard currency demand for approved transactions by domestic
banks at the official exchange rate, reducing the discrepancy
between rates to between 5 and 15 percent.

Outside of the FEM and the bureaux de change, foreign
investors may also purchase naira using Nigerian debt
instruments obtained on the secondary market through the CBN's
debt conversion program. This program can provide investors
with a premium over the official exchange rate; special
restrictions apply to dividend remittances and capital
repatriation, however. Even for normal remittances, however,
lengthy administrative delays are common. Nigeria maintains a
comprehensive system of exchange controls; individual
transactions must receive the approval of the Ministry of
Finance before external remittance is allowed. Due to the
large volume of undocumented transactions on the parallel
market, the bureaux de change rate will always be less than
the FEM rate.

3. Structural Policies

As stated in the December 1989 "Industrial Policy of
Nigeria," the government maintains a system of tax incentives
to foster the developnent of particular industries, to
encourage firms to locate in economically disadvantaged areas,
to promote research and development in Nigeria, and to favor
the use of domestic labor and raw materials. The Industrial
Development (Income Tax Relief) Act of 1971 provides
incentives to "pioneer” industries -- that is, industries
deemed beneficial to Nigeria's economic development.

Companies given "pioneer” status may enjoy a non-renewable tax
holiday of five years, or seven years if the pioneer industry
is located in an economically disadvantaged area.
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An individual or company deriving dividends from any
company shall enjoy tax free dividends for a period of three
years if the company paying the dividends is incorporated in
Nigeria, if the equity participation is incorporated into the
country between January 1, 1987 and December 31, 1992, and if
the receipient's equity in the company constitutes at least
ten percent of the share capital of the company. In addition,
if the company paying the dividends is engaged in agricultural
production, processing of agricultural products, or production
of petrochemicals or liquified natural gas, the period is - -
extended to five years. In general, these tax holidays begin
from the time production begins and the incentives are
cumulative. Some of the concessions are specifically for new
investments, while others can be applied to existing

industries.

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

4. Debt Management Policies

Nigeria's foreign debt ballooned from $13 billion in 1981
to $24 billion in 1986 when sharply lower 0il revenues and
continued high import levels created large balance of payments
deficits. By the end of 1991, Nigeria's foreign debt had
reached $33.4 billion, with about 53 percent of the debt
($17.8 million) owed to the creditor governments of the Paris
Club, and the rest spread among London Club banks ($6
billion), commercial creditors ($4.5 billion), multilateral
agencies ($3.6 billion), and others ($1.5 billion). Debt
service payments after a third Paris Club rescheduling in 1991
were equivalent to 26.7 percent of exports.

Since embarking on its Structural Adjustment Program
(SAP) in 1986, Nigeria has reached three standby agreements
with the IMF, the most recent of which was approved in January
1991, Nigeria fell out of compliance with the standby shortly
after approval, and it expired in April 1992. Despite
discussions with the IMF before and after expiration of the
. 1991 standby agreement, the Nigerian Government had not been
able to put a new agreement in place by October 1992.
Accordingly, because Nigeria's rescheduling agreement with the
Paris Club expired at the same time as its standby agreement,
debt repayment obligations grew significantly during 1992. 1In
January 1992, the Nigerian Government concluded an agreement
with the London Club which gave commercial banks a menu of
options from which to choose in reducing Nigeria's commercial
debt, including debt buy-backs (at 40 cents on the dollar),
new money bonds, and collateralized par bonds. As a result of
the agreement, Nigeria has reduced its annual debt repayments
but scheduled debt service in 1992 remains about $6 billion,
an unmanagable 65 to 70 percent of export earnings were all
interest and amortization payments to be made.



NIGERIA

5. Significant Barriers to U.S, Exports

Nigeria abolished all import-licensing requirements and
cut its list of banned imports in 1986. As of October 1992,
the importation of approximately 22 different items is banned,
principally agricultural items and textiles. These bans were
initially implemented tv restore Nigeria's agricultural sector
and to conserve foreigu exchange. Although the bans are
compromised by widespread smuggling, the reduced availability
of grains has raised prices for both banned commodities and
locally produced substitutes. The higher prices have helped
to expand local production, but other factors -- such as
weather, disease, lack of credit, poor distribution of such
inputs as fertilizer, fungicides, and pesticides, and
marketing constraints -- continue to hold back Nigerian
agriculture. 1In October 1992, the wheat ban was temporarily
lifted, allowing for imports of U.S. grain at least through

the end of 1992.

In some cases, Nigeria is using tariffs as a substitute
for administrative controls on imports. For example, the 200
percent duty on legally imported cigarettes, which replaced a
ban on cigarette imports in January 1990, amounts to a virtual

ban.

In December 1989 the government liberalized the Nigerian
Enterprises Promotion Decree to allow 100 percent foreign
equity ownership of Nigerian businesses in certain cases. The
rule applies to new investments only and is not retroactive.
The government 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
$1 million at the current official exchange rate). Reserved
sectors include: 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 continue to require 60

percent Nigerian ownership.

An expatriate quota system is in place, and government
approval is required for residency permits for expatriates
occupying positions in local companies. The number of
expatriate positions approved is dependent on the level of
capital investment, with additional expatriate positions
considered on a case by case basis. 1In the past, this system
has caused relatively few problems for U.S. firms.

Nigeria generally uses an open tender system for awarding
government contacts. Approximately five percent of all
government procurement contracts are awarded to U.S.
companies. Nigeria is not a signatory to the General
Agreement on Trade and Tariffs Government Procurement Code.

6. Export Subsidies Policies

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

exporters who opted to use them.

The NEPC also adminsters the Export Expansion Program, a
fund which provides grants to exporters of manufactured and
semi-manufactured products. Grants are awarded on the basis
of the value of goods exported and the only requirement for
participation is that the export proceeds be repatriated to
Nigeria. The grant amounts are small, ranging from two to
five percent of total export value.

7. Protection of U.S. Intellectual Property

Nigeria, as a signatory to the Universal Copyright
Convention (UCC), ensures that all holders of copyrights from
other signatories of the UCC are treated equally under
Nigerian law. The Nigerian government has also stated its
intention to sign the Berne Convention and become a full
member of the World Intellectual Property Organization (WIPO)
before the end of 1992 thereby becoming party to most of the
major international agreements on intellectual property
rights. Cases involving infringement of non-Nigerian
copyrights have been successfully prosecuted in Nigeria, but
enforcement of existing laws remains weak, particularly in the
patent and trademark areas. Despite active participation in
international conventions and the apparent interest of the
government in intellectual property rights issues, little has
been done to stop the widespread production and sale of
pirated tapes, videos, computer software and books in Nigeria.

The Patents and Design Decree of 1970 governs the
registration of patents. Once conferred, a patent gives the
patentee the exclusive right to make, import, sell, 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.

The Copyright Decree of 1988, based on the World
Intellectual Property Organization (WIPO) standards and U.S.
copyright law, currently makes counterfeiting, exporting,
importing, reproducing, exhibiting, performing, or selling any
work without the permission of the copyright owner a criminal
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.
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As of October 1992, the government was considering a
revigion of the Nigerian Patents Act of 1970. This change
would establish a new government office, the Industrial
Property Office (IPO) to maintain a registry of foreign
industrial property transfers. The IPO would have the power
to prohibit payment on contracts that do not have a
certificate of registration and would be able to cancel
registration when a contract is revised or amended. 1In
addition, the new legislation appears to exempt from
patentability some substances and products previously
protected. The proposed changes are justified as being a
means of encouraging development of local technology in the
exempted fields without undue competition from abroad. If
approved the new law could come into effect before the end of
1992, The United States has discussed the need for continued
product protection of pharmaceuticals with Nigerian officials.

In the past, few companies have bothered to secure
trademark or patent protection in Nigeria because it is
generally considered to be ineffective. Losses from poor
intellectual property rights protection are substantial,
although the exact cost is difficult to estimate. The
majority of the sound recordings sold in Nigeria are pirated
copies and the entire video industry is based on the sale and
rental of pirated tapes. Satellite signal piracy is common,
but any infringement of other new technologies is infrequent,
as most computer and computer-related technologies are not yet
widespread. The International Intellectual Property Alliance
estimated that U.S. companies lost USD 39 million in 1988 due
to copyright piracy, excluding losses from computer software.

8. Worker Rights
a. Right of Association

All Nigerian workers, with the exception of members of
the armed forces and employees of "essential services", may
join trade unions. Essential sectors include, firefighters,
police, employees of the central bank, the security printers
and customs and excise staff. Utilities, the national
airline, public sector enterprises and the post office are not
considered essential services and are unionized. Nigerian
labor unions have proposed that unions be banned only for the
armed forces, firefighters and police. The government is
unlikely to act on this proposal, however, until the
transition to a civilian government is complete. Under
Nigerian law, enterprises with more than 50 employees must
recognize trade unions and pay or deduct dues. Most of the
agricultural sector, the informal sector and practically all
small industries and businesses remain nonunionized. The
right to strike is recognized by law, except in the case of
essential services. While the trade union movement has
considerable latitude for action, it remains subject to
government oversight. The government has established a single
central labor body, the National Labour Congress (NLC), by
forcibly merging the country's industrial unions. Nigerian
labor unions are allowed to affiliate with international
organizations, but only for training and educational purposes.
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b. Right to Organize and Bargain Collectively

Nigerian labor law permits both the right to organize and
the right to bargain collectively. Collective bargaining is,
in fact, common in many sectors of the economy. The Nigerian
Industrial Court, an independent arm of the judiciary, handles
complaints of antiunion discrimination. However, the
government retains broad authority over labor matters and can
intervene forcefully to end debate on issues which it feels
contravene its essential political or economic programs. As a
result, unions often take their demands directly to the
government rather that to the employers.

c. Prohibition of Forced or Compulsory Labor

Nigeria's 1989 Constitution prohibits forced or
compulsory labor, and this prohibition is generally observed.

d. Minimum Age of Employment of Children

Nigeria‘'s 1974 Labor Decree prohibits employment of
children under 15 years of age in commerce and industry, while
allowing child labor in home-based agricultural or domestic
work. Casual observation of the informal sector in urban
areas, however, suggests that child labor is widespread.
Children between the ages of 13 and 15 are allowed, under
specific conditions, to undertake apprenticeships in a wide
range of crafts, trades and state enterprises. Apprentices
over the age of 15 are not specifically regulated by the
government. Primary education is compulsory in Nigeria though
the law is only sporadically enforced, particularly in rural

areas where most Nigerians live.
e. Acceptable Conditions of Work

Nigerian labor law establishes a 40-hour workweek,
prescribes 2 to 4 weeks of annual leave, and sets a minimum
wage for commerce and industry. The minimum wage has not kept
up with Nigeria‘'s high inflation rate and the falling value of
the naira. The general health and safety provisions contained
in Nigerian labor law, some aimed specifically at youth and
female workers, are enforceable by the Ministry of Labour.
Employers.are required to compensate injured workers and
dependent survivors of those killed in industrial accidents.
Enforcement of these provisions remains spotty.

f. Rights in Sectors with U.S. Investment

Worker rights in petroleum, chemicals and related
. products, primary and fabricated metals, machinery, electric
and electronic equipment, transportation equipment, and other
manufacturing sectors are not significantly different from
those in other major sectors of the economy.



Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category Amount
Petroleum 856
Total Manufacturing 92

Food & Kindred Products (D)

Chemicals and Allied Products 51

Metals, Primary & Fabricated -5

Machinery, except Electrical 0
Electric & Electronic Equipment (D)
Transportation Equipment 5

Other Manufacturing 6
Wholesale Trade (D)
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3



SOUTH AFRICA
Key Economic Indicators
1990 1991
(Billions of rand)
Real GDP (1985 prices) 120.5 119.6
Real GDP growth (pct) -0.5 -0.6
By sector:
Agriculture 12.3 12.5
Mining 25.1 27.7
Energy and Water 10.7 11.9
Manufacturing 59.9 66.6
Construction 7.4 8.2
Wholesale/retail trade 31.6 36.2
Financial services 34.2 39.7
Other services 4.0 4.6
General government 33.1 39.5
Net Exports of
Goods and Servics 5.5 7.2
Real Per Capita GDP
(1985 rand) 3,171 3,075
Labor force (millions) (1) 11.1 11.3
Unemployment rate (pct)(l) 37.0 39.0
Personal savings to
disposable income(pct) 1.4 2.1
(Annual percentage growth)
Money Supply (M2) 13.1 16.1
Prime overdraft rate
(pct at year-end) 21.0 20.25
Producer price index
(year-end pct change) 12.0 11.4
Consumer price index
(year-end pct change) 14.4 15.3
Exchange rate ($/rand, year average)
Commercial rand .39 .36
Financial rand .30 .32
Bal
(USD billions)
1990 1991
Total exports FOB 23.4 23.7
Total exports to U.S. 1.7 1.7
Total imports FOB 17.0 17.4
Total imports from U.S. 1.7 2.1
Aid from U.S. (fiscal yr) 32.0 $0.0
External public debt 6.8 6.8
Debt service payments paid 2.0 1.6
Gold and forex reserves (gross) 7.3 9.8
Balance of payments on the
current account 5.8 7.4
Trade balance with U.S. -0.0 -0.4

1992 (est.)

118.5
-203

12.5
30.1
12.8
72.6

8.8
39.9
45.1

5.3
43.4

4.9
2,977
11.6
40.0

3.0

11.8
17.25
8.5

14.0

.35
.28

1992 (est.)

N/A
1.5
N/A
1.7
80.0
N/A
N/A
11.8

5.5
-0.2
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(1) Statistics depending on population data are unreliable;
official black population and unemployment rates are
understated. While the Central Statistical Services no longer
attempts to quantify black unemployment, most economists
believe the rate is in excess of 40 percent. Unemployment

among other racial groups is lower.

1. General Policy Framework

South Africa is a middle-income country with a modern
industrial sector, well-developed infrastructure, and abundant
natural resources. Most economists agree that South Africa
has the potential to grow at an annual rate above five
percent; yet annual economic growth over the past decade
averaged less than one percent 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
real GDP growth turned negative in early 1989, and contracted
by one-half percent in both 1990 and 1991. The decline in the
economy has become more severe in 1992, as the nation battles
the longest recession in over eighty years. Besides being
affected by the present worldwide recession and the worst
drought of the century, the South African economy's poor
performance can be explained by several structural factors:

-- Apartheid policies have 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 has persisted at double-digit levels
each year since the early 1970s;

~- Labor productivity has been low and declining, outstripped
by high average wage increases;

-- The government has intervened extensively in the economy to
protect inefficient industries, provide employment to its
constituents, and combat foreign economic sanctions; and

-- Foreign and domestic investment has been limited by
political uncertainty, continuing violence, labor unrest, and
the concern over the role of the private sector in a _
post-apartheid South Africa.

The South African Government has taken steps to address
some of these structural problems. While there is a long way
to go in eliminating the effects of apartheid and meeting the
aspirations of the black community, some progress has been
made in reducing economic distortions caused by racial
policies. Legal restrictions which prevented black South
Africans from owning businesses, obtaining skilled jobs, or
living in major urban centers have been lifted. Black trade
unions have been recognized. Spending on socioeconomic
development for blacks, including education and health care,
has increased in recent years, although it still remains far
below spending on white services. Much remains to be done,
‘and the effects of past policies, particularly the legacy of
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the *"bantu” education system, will be felt for many years.

Over the last decade, quantitative credit controls and
ddministrative control of deposit and lending rates largely
disappeared. 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.
Economists believe that the downward trend in M3 growth and
producer prices is beginning to have an impact on consumer

price inflation.

Traditionally, South Africa has adopted conservative
fiscal policy. 1In the late 1980's, however, revenues lagged
behind spending, leaving large deficits to be financed through
borrowing and putting pressure on private capital markets.
Since 1990, the government of President de Klerk has adopted
more restrictive fiscal policies, although the 1992/93 budget,
which anticipated a deficit equal to 4.5 percent of GDP, is
again in trouble as spending in the first half of the fiscal
year rapidly outpaced revenues. Estimates for the deficit
before borrowing in fiscal 1992/93 now range around R20
billion, over 7 percent of GDP. Pressure is also growing for
the government to use fiscal policy to address socio-economic
needs in education, health care and housing for the majority

of South Africans.

The South African Government controls substantial
portions of the economy, including much of the petroleum,
transportation, armaments, electric power, communications,
aluminum, and chemical sectors. In early 1988, then State
President P.W. Botha announced a program of widespread
privatization of public enterprises to reduce the size of the
public sector. The privatization of ISCOR, the state steel
corporation, in November 1989 was a major step in that
direction. The move toward privatization has attracted much
political opposition, however, and further large-scale
privatization has been put on hold until an agreement on a
non-racial democratic government is concluded.

2. Exchange Rate Policy

Faced with large scale capital outflows in 1985, the
Reserve Bank reimposed comprehensive exchange controls,
including a dual exchange rate previously abolished in 1983.
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
cushions the economy from the effects of international capital

flows.

Under South African exchange regulations, the Reserve
Bank has substantial control 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.
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Except for a period in 1987 when the bank followed an implicit
policy of fixing the rand against the dollar, monetary
authorities normally allow the rand to adjust periodically
with an aim to stabilize the external accounts, 8ince 1984,
the rand has depreciated sharply against all the major western
currencies in nominal terms. 1In 1989, the nominal rand
exchange rate became relatively stable against the U.S. dollar
but continued to depreciate against a trade-weighted basket of

currencies.

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 practices, usually inviting only

approved suppliers to bid.

The primary source of government revenue in South Africa
is income tax. Although the government planned to lower both
individual and company tax rates over five years, the present
recession-induced revenue crisis ended the plan after its
first year. The 1992/3 budget kept the maximum personal
income tax rate at 43 percent on incomes above R80,000 for
married and R56,000 for single taxpayers, and the corporate
income tax rate at a flat rate of 48 percent.

In September 1991, the government shifted from a 13
percent general sales tax to a 10 percent value-added tax
levied on many additional goods and services that had been
exempt from GST. It is likely that an increase in the VAT
rate to at least 12 percent in the next budget will be
necessary to make up for the shortfall in current government
revenues and to meet increasing demands for social spending.
The government is also negotiating with labor and consumer
groups over the taxation of basic foods. South Africa raises
additional revenue through customs duties, excise taxes,
import surcharges, and through estate, transfer, and stamp
duties. There are no export taxes, but import duties as high
as 100 percent in the case of certain luxury goods protect
local industry and provide substantial revenue.

4. Debt Management Policies

South Africa's external debt situation continued to
improve in recent years. At the end of 1991, foreign debt was
estimated at $18.1 billion, with the private sector accounting
for about $11.4 billion of this total. The ratio of total
foreign debt to GDP in 1991 was 16.9 percent, and interest
payments to total export earnings was 5.9 percent. Debt
repayment obligations in 1992 are estimated to be R4 billion
to R5 billion, 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
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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 governments were not
affected, obviating the need for a Paris Club rescheduling.
The debt "standstill" was regularized in an arrangement with
private creditors in 1986. 1In 1990, South Africa and its
private creditors negotiated a third extension of that
arrangement through the end of 1993.

South Africa is a member of the World Bank, although it
will not be eligible for World bank loans until a more
representative government is in place. It also belongs to the
International Monetary Fund (IMF) and continues Article IV
consultations on a regular basis. U.S. law requires the U.S.
Executive Director at the IMF to actively oppose any extension
of IMF credit to South Africa until the Secretary of the
Treasury certifies to the Congress that such credit would have
a number of specified favorable effects vis-a-vis the
elimination of apartheid's effects. Since July 1991, when
President Bush lifted the Title III sanctions of the
Comprehensive Anti-Apartheid Act of 1986 (CAAA), the South
African Government has been pressing its case for access to
IMF funds as a "safety net" for further expansion of the
economy and a seal of international approval on recent
government moves to dismantle the apartheid system.

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 goods, which
range as high as 100 percent on some items, are the most
significant barriers 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 requirements also apply in certain industries, most
notably in motor vehicle manufacturing.

Export Control laws: The lifting of Title III sanctions
in the Comprehensive Anti-apartheia Act eased restrictions on
the import of certain U.S. products into South Africa and
permitted U.S. nationals to make new investments in South
Africa. Laws still prohibit U.S. firms from exporting to
South African police or military organizations (including
defense manufacturer ARMSCOR and subsidiaries).

Many U.S. states and localities retain trade and
financial sanctions against South Africa. One effect of these
measures is to reduce the amount of U.S. exports of goods and
services. For U.S. financial institutions, there are also
other barriers imposed by South Africa. For example, foreign
banks may not establish as branches, wholly foreign-owned
firms may not be members of the Johannesburg Stock Exchange,
and local borrowing by non-bank financial firms is subject to
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limitation.

6. Export Subsidies Policies

Government incentives to export are divided into four
categories: compensation fcr a portion of import duties;
a proportion (10 percent) of value added during manufacture;
financial assistance for activities such as market research
and trade fairs; and income tax allowances. Other direct and
indirect export subsidies are available to local manufacturers,
particularly for factories located in designated development
areas. Subsidies include electricity and transport rebates,
export finance and credit guarantees and marketing allowances,
although these export policies are presently under review.

The Export Marketing Schemes (EMA): Several different
programs provide incentives for local exporters. The General
Export Incentive Scheme (GEIS) encourages the export of
manufactured products with a high value-added@ content.
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 and income tax allowances
for expenses incurred in promoting or maintaining an export
market. The Export Marketing Assistance Scheme, a limited
program, provides assistance for export market research and
trade fairs and missions. The Structural Adjustment Program
provides export incentives tailored to specific industries,
most notably motor vehicles and textiles and clothing. Under
the Regional Industrial Development Program, a new oOr
relocating business can apply for incentives such as grants,
profit-based incentives, relations incentives, or tax
exemption by locating anywhere outside the Johannesburg-

Pretoria and Durban areas.

7. Protection of U.S. Intellectual Property Rights

South Africa's attendance at meetings of the World
Intellectual Property Organization (WIPO) has been barred by a
resolution of that organization, but it remains a member. The
country is also a signatory of the Paris and Berne Conventions.
South Africa's intellectual property laws and practices are
generally in conformity with those of the industrialized
nations, including the United States. There is no
discrimination between domestic and international holders of
intellectual property rights. The basic objective of South
African government policy with respect to foreign intellectual
property rights holders is to secure access to foreign
technology and information. Copyright legislation introduced
in 1992 provides further protection for computer software.

8. HWorker Rights
a. Right of Association

South Africa‘'s Labor Relations Act entitles all private
sector workers to freely join labor unions which are
independent of direct government control. Amendments to the
act in 1989, however, made unions liable for financial
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compensation to employers in the case of illegal strikes, with
the burden of proof upon the unions. PFollowing discussions
between the de Klerk Government, employers, and union leaders,
however, those amendments were rolled back in early 1991.

In the past, as unions increasingly assumed\ﬁhe role of
voicing black worker demands for political rights, the
government imposed restrictions on their political activities.
Government actions in that respect included raiding union
offices, restricting or banning union meetings and detaining -
trade union leaders. Such actions have now ceased. The only.
case of South African Government direct intervention in union
activities since it lifted restrictions on trade union
political activities in 1990 was the revelation of its
financial support to a pro-government union aligned with the

Inkatha Freedom Party.
b. Right to Organize and Bargain Collectively

The South African Government does not interfere with
union organizing in the private sector and has generally not
intervened in the collective bargaining process. Collective
bargaining is freely practiced throughout the country with the
major exception of public servants, farm workers and domestic
workers who are not covered by the Labor Relations Act. 1In
November 1992 the Ministry of Manpower agreed to submit
legislation to the 1993 parliamentary session that would
extend the Labor Relations Act and other labor legislation to
agricultural and domestic workers. At the same time, the
Ministry agreed to begin consultations with labor on proposed
public sector labor relations legislation. Increased efforts
to unionize public workers resulted in illegal public sector
strikes in the first nine months of 1992. The largest public
sector strike, by the National Education, Health, and Allied
Workers® Union, was particularly acrimonious and violent.

c. Prohibition of Forced or Compulsory Labor

South Africa does not constitutionally or statutorily
prohibit forced labor; however, the country's system of Dutch-
Roman common law does not permit it.

d. Minimum Age of Employment of Children

South African law prohibits the employment of minors
under age 15 in most industries, shops, and offices. It
prohibits 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 legal 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, and the South African
Government claims those standards are enforced.
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f. Rights in Sectors with U.S. Investment

~"he worker rights conditions described above do not
differ between the goods-producing sectors in which U.S.
capital is invested and other sectors of the South African
economy. However, most U.S. firms operating in South Africa
participate in a fair labor standrads program which generally
results in more favorable conditions of work for their

employees.

Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category Amount
Petroleum (D)
Total Manufacturing 496
Food & Kindred Products (D)
Chemicals and Allied Products 123
Metals, Primary & Fabricated (D)
Machinery, except Electrical 82
Electric & Electronic Equipment *
Transportation Equipment (D)
Other Manufacturing (D)
Wholesale Trade 70
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

(D)-Suppressed to avoid\gisclosing data of individual companies

* - Less than $500,000

Source: U.S. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3
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Key Economic Indicators
{(millions of U.S. dollars unless otherwise noted)

Income. Production 1990 (a) 1991 (b) 1992 (c)
and Population

GDP (1980 prices) 5,340 5,020 4,718
GDP growth (pct) -2 -5 - 8
Population (mil.) 34.5 35.6 36.7
Money and Prices
Money Supply (bil z.) 560 18,280 500,000
Pbc. Sector Credit 455 5,700 n/a
Pvt. Sector Credit 203 1,200 n/a
Budget Surplus/Deficit
(percent of GNP) -9 -14 n/a
Inflation (percent) 243 3,700 2,700
Official Exchange Rate
(z/USD) 719 15,587 950,000
Parallel Exchange Rate
(z/USD) n/a 40,000 975,000
Balance of Payments & Trade
|
Total Exports (fob) 2,104 1,570 980
Exports to U.S. (cif) 317 302 n/a
Principal Exports:
Copper (1,000 mt) 376 210 150
Cobalt (1,000 mt) 16 11 7
0il (mil. brls.) 11 7 8
Coffee (1,000 mt) 100 88 n/a
Diamonds (mil. cts.) 18 17 12
Total Imports (cif) 1,796 1,240 900
Imports from U.S. 38 n/a n/a
U.S. Aid: 44 46 5.5 (4)
Economic 40 46 5.5 (d)
Military 4 0 0
Other Aid n/a n/a n/a
U.S. Direct Investm't n/a n/a n/a
Ext. Public Debt 8,610 9,800 10,500
Debt Arrears 1,600 2,600 3,500
Gold/Forex Reserves 180 161 140
Balance of Payments:
Trade 308 n/a n/a
Current Account - 456 n/a n/a

(a) Provisional data.

(b) Estimates except for trade, exchange rate, and aid
data.

(c) Projections.

(d) Humanitarian aid.

Sources: International Monetary Fund, U.S. Embassy Kinshasa,
U.S. Department of Commerce )
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1. General Policy Framework

Zaire's mixed economy has long been deteriorating, a
product of crumbling infrastructure, mismanagement and capital
depletion of state enterprises, and widespread corruption.
Zaire's economic problems include ever increasing arrears to
creditor countries and international financial institutions;
hyperinflation fueled by uncontrolled monetary financing of
continuing budget deficits; plummeting export revenue due to
lower copper production as well as the diversion of much
cobalt, diamond, and gold exports into extralegal channels; a
growing current account deficit; and few hard currency

reserves.

Zaire's economy has been in a state of virtual collapse
since September 1991, when looting by members of the armed
forces and civilians erupted in Kinshasa and spread to other
urban centers throughout the country. The main causes of the
disturbances were discontent with the economic situation and
impatience with the pace of democratic reform. Thousands of
expatriate managers and engineers -- key people in maintaining
infrastructure and industry -- fled Zaire in the wake of the
looting. The looting and the departure of much of the
expatriate community accelerated the deterioration of Zaire's
formal economic sectors, including manufacturing, food
distribution, energy production and distribution, banking,
communications, and mining. It also encouraged the return to
traditional subsistence agricultural production and barter.

Zaire was in a state of political-economic paralysis
throughout most of 1992 as a result of these disturbances. A
government established in August of that year enjoys the
confidence of a large part of the population, but its attempts
to restore social and economic order have so far met with
little success. The short-to-medium term prospects for
economic reform in the country remain poor.

2. Exchange Rate Policies

Since August 1991 the government has permitted the zaire,
the national currency, to float. The float was preceded by a
50 percent devaluation of the zaire against the dollar. The
devaluation did little to discourage imports and nothing to
encourage exports, and capital flight continued unimpeded,
fueling rapid depreciation of the zaire against all hard
currencies. As a result, the zaire has lost more than 99
percent of its value against the dollar and other hard
currencies since the devaluation. Little hard currency was
available from commercial banks, forcing would-be importers to
turn to the parallel market. Similarly, a shortage of zaires
in the banking system forced many exporters to turn to the
parallel market for zaires to meet their payrolls and other

local costs.

The government imposed new foreign exchange controls in
the autumn of 1992 in an attempt to control capital flight.
Banking industry specialists considered the controls
ill-advised, opining that these and other measures adopted by
the government would strangle what little private sector
activity existed. They recommended that the government solve
the country’'s more pressing economic problems by reducing the
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budget deficit and encouraging saving by raising interest
rates to "market clearing® levels. With or without controls,

however, foreign exchange will continue to be scarce in 1993.

3. Structural Policies

The Government of Zaire fell out of compliance with its
last IMF structural adjustment program in 1990. A succession-
of governments has been unable or unwilling to come to terms
with the International Monetary Fund regarding control of
government disbursements, general monetary restraint, setting
of positive real interest rates, and repayment of arrears to .
official creditors, including the IMF. Donors, agreeing that
Zaire's economic crisis is beyond the point where partial
remedies will stimulate economic recovery, are calling for a
fundamental change in government priorities, and financial
austerity sustained over a year or two, before they commit
themselves to resuming development aid to Zaire.

It is thus highly unlikely that Zaire will attract U.S.
investment during this period or provide an attractive market
for U.S. exports. The prospects would be better if Zaire
pursues an economic stabilization program as the donors have

recommended.

4. Debt Management Policies

By the end of 1992, Zaire's total external public and
publicly-guaranteed debt was slightly more than $10 billion.
Its payment arrears were estimated to be about $3.5 billion.
None of Zaire's debt was rescheduled in 1992, and during the
year it failed to make almost all of its debt service payments
to bilateral and multilateral creditors and commercial banks.

5. Significant Barriers to U.S. Exports

The major barriers to U.S. trade and investment in Zaire

are its economic collapse, and continuing political
instability and sporadic breakdown of law and order. Other
obstacles include the absence of U.S. Government export
financing, poor communication and transportation
infrastructure, uncertain foreign exchange availability,
absence of political risk insurance, and greatly reduced
purchasing power as reflected in a local currency unit (the
zaire) whose exchange value continues to plummet.

In November 1992, Zaire imposed import quotas. Goods are
to be imported according to the availability of foreign
exchange, and the government will draw up a list of priority
goods and the quantities to be imported.

6. Export Subsidies Policies

There were neither export subsidies nor export processing
zones in Zaire in 1992,

Zaire has set up a duty-free zone (Zone Franche d'Inga -
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Z0FI) to attract potential investors. ZOFI offers generous
economic inducements, but, other than ample hydroelectric

power, infrastucture is lacking.

7. Protection of U,S, Intellectual Property
/

Zaire is a member of the World Intellectual Property
Organization. 2Zaire is also party to the Berne Convention for
the Protection of Literary and Artistic Works, and the Paris
Convention for the Protection of Industrial Property. No
incidents of patent infringement have been reported.

8. Horker Rights
a. Right of Association

The right of workers to form and join trade unions is

provided for in the Constitution and in legislation, but there
are two exceptions. Magistrates and other employees of the
judicial system are governed by a statute which stipulates
that they may not create their own union. 1In addition, all
military personnel (including gendarmes or the national
police) are subject to a statute which states that they, too,
cannot establish a union. Before April 1990, all trade unions
were required by statute to affiliate with the National Union
of Zairian Workers (UNTZA), the single legally recognized
labor umbrella organization which was an integral part of the
only political party then allowed, the Popular Movement for
the Revolution (MPR). After April 24, 1990, when political
pluralism was permitted, the UNTZA disaffiliated itself from
the MPR and reorganized under new leadership chosen through
elections deemed fair by outside observers. Other independent
labor unions and nascent confederations emerged in the ensuing
months, most of which organized along occupational lines.
Some of these have antecedents which existed in the early
years of Zaire's independence. The situation is still in
flux. There is a loose confederation of government worker
unions which has not selected its leadership.

The right to strike is recognized in Zairian law;
however, "legal® strikes rarely occur since the law requires
prior resort to lengthy mandatory arbitration and appeal
procedures. Labor unions have not effectively defended the
rights of workers in the deteriorating economic environment.
Although the UNTZA and the other unions employed various means
(including wildcat strikes) in 1992 in attempts to improve pay
and working conditions, their impact was minimal. The most
important work stoppage was a general strike at Matadi early
in the year in support of a resumption of the National
Conference; it ended after 3 weeks when troops of the 31lst
Airborne Brigade replaced longshoremen and other striking
workers. Teachers and other civil servants also went on
strike during the year for wage increases or to protest

nonpayment of salaries.

Several instances of arbitrary dismissal of employees by
government employers (various ministerial departments and
state enterprises) were recorded during the first 8 months of
1992. A well-informed -source noted that 90 employees at the
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Office of the Prime Minister were arbitrarily fired between
February and July. Two senior civil service union
representatives were also dismissed on spurious grounds. The
reason given was unauthorized participation in political
activities, i.e., active support of opposition parties.
Credible sources have asserted that General Kikunda Ombala,
the chief executive officer of Air Zaire, a government-owned
airline, dismissed personnel solely because of their political

activity.

In 1992 the UNTZA participated actively in the
Organization of African Trade Union Unity and maintained ties
with a number of fore.gn trade union organizations.

b. Right to Organize and Bargain Collectively

Legislation provides for the right to bargain
collectively. The UNTZA has negotiated about 1,000 collective
bargaining agreements during the past several years. An
agreement between the UNTZA and the employers association
(ANEZA) provided for wages and prices to be fixed jointly each
year under minimal government supervision. This system, which
functioned until 1991, broke down as a result of the rapid
depreciation of Zaire's national currency and has not been
replaced by an alternative system. Continuing hyperinflation
has encouraged a return to pay rates individually arranged
between employers and employees, a decline in the influence of
unions (at least in the formal economic sector), a tendency to
ignore existing labor regulations, and a buyer's market for

labor.

The Government has not promulgated the revisions to the
Labor Code promised in 1990. These would strengthen the
provisions of the law safeguarding the right to form unions
and to bargain collectively. The revisions would also protect
workers against antiunion discrimination.

There are no export processing zones in Zaire.
c¢. Prohibition of Forced or Compulsory Labor

Forced labor is prohibited by law in Zaire. However, the
Zairian Priscn Fellowship reported to the National Conference
that inmates at the Lugumu and Angenga prisons were forced to
work for the personal benefit of the wardens in 1992. The
International Labor Organization Committee of Experts in its
1992 report reiterated its concern about the Zairian laws of
1971 and 1976 that provide for compulsory labor by Zajrian
nationals who are delinquent taxpayers or who fail to
contribute to national development efforts.

d. Minimum Age and Employment of Children

The legal minimum age for employment is 18 years. Minors
14 years and older may be employed legally with the consent of
a parent or guardian. Employment of children .of all ages is
common in the informal economic sector and in subsistence
agriculture. Neither the Ministry of Labor nor the labor
unions make an effort to enforce child labor laws. Larger
enterprises do not commonly exploit child labor. There were
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credible reports that pro-Mobutu forces were drafting 13- to
17-year-old youths into the Special Presidential Division.

e. Acceptable Conditions of Work

Most Zairians are engaged in subsistence agriculture or
commerce outside the formal wage sector. Most workers rely on
the extended family and informal economic activity for support.

In particular, public sector salaries remained far below
the minimum subsistence wage except at the highest levels of
government service; public sector employees generally held a
second job and some engaged in corruption. Since the law
requires employers to provide medical benefits, this was often
the only reason employees wanted to retain their jobs in the

formal sector.

The maximum legal workweek (excluding voluntary overtime)
is 48 hours. One 24-hour rest period is required every 7
days. The Labor Code specifies health and safety standards.
The Ministry of Labor is officially charged with the
enforcement of these standards, but there is little
enforcement in practice. Minimum wages, safety, and health
standards do not apply to employees engaged in subsistence

agriculture.

f. Rights in Sectors with U.S. Investment

U.8. companies have invested in Zaire's petroleum,
manufacturing, agribusiness, and service sectors. These
enterprises are subject to the labor laws that cover all
Zairian workers. There is no forced labor or child labor at
U.S. companies in Zaire. The health benefits and salaries
they provide generally compare favorably with those given by

2airian firms.
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Extent of U.S. Investment in Goods Producing Sectors

U.8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S8. dollars)

Category amount
50

Petroleum
-9

Total Manufacturing
Food & Kindred Products 0
Chemicals and Allied Products (D)
Metals, Primary & Fabricated
Machinery, except Electrical
Electric & Electronic Equipment
Transportation Equipment
Other Manufacturing

Wholesale Trade

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 41

L)
oUocoo

®

(D)~Buppressed to avoid disclosing data of individual companies

% . Less than $500,000

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, November 1992
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Key Economic Indicators
(BILLIONS OF AUSTRALIAN DOLLARS UNLESS NOTED)
1990 1991 1992 1/
INCOME, PRODUCTION AND EMPLOYMENT
REAL GDP (1985 PRICES) 258.9 255.9 261.0
REAL GDP GROWTH (PERCENT) 2.5 -1.2 2.0
GDP (AT CURRENT PRICES) 376.5 379.2 394.3
BY SECTOR:2/
AGRICULTURE 14.1 11.0 11.2(est)
ENERGY AND WATER 11.4 12.2 12.4(est)
MANUFACTURING 52.1 51.4 52.4(est)
CONSTRUCTION 29.6 29.3 29.9(est)
OWNERSHIP OF DWELLINGS 30.0 32.1 32.7(est)
FINANCE, PROPERTY AND
BUSINESS SERVICES 41.8 42.4 43.3(est)
OTHER SERVICES 54.6 58.3 59.9(est)
GENERAL GOVERNMENT 6.7 7.0 7.1(est)
NET EXPORTS OF
GOODS AND SERVICES -4.0 2.5 2.6
REAL PER CAPITA GDP 15.2 14.8 14.7
LABOR FORCE (0008) 8,462 8,536 8,623
UNEMPLOYMENT RATE (PERCENT) 6.9 9.7 10.7
MONEY AND PRICES
MONEY SUPPLY (M1) 42.8 46.3 52.0
BASE INTEREST RATE (PCT) 16.9 12.7 6.8
PERSONAL SAVINGS RATIO 7.0 6.0 6.4
CONSUMER PRICE INDEX
(1989=100) 103.7 106.5 108.0
MANUFACTURING PRICE INDEX
(1985=100) 115.7 112.7 N/A
EXCHANGE RATE
(A$/U.S. CENTS) 79.4 73.0 74.0
BALANCE OF PAYMENTS AND TRADE
TOTAL EXPORTS FOB 50.3 53.9 56.5
EXPORTS TO U.S. - 5.7 5.6 5.7
TOTAL IMPORTS CIF 49.8 49.6 51.4
IMPORTS FROM U.S. 11.9 11.9 12.3
AID FROM U.S. 0 0 0
AID FROM OTHER COUNTRIES 0 0 0
GROSS EXTERNAL PUBLIC DEBT 76.1 79.5 78.2
DEBT SERVICE PAYMENTS (PAID) 6.2 7.1 6.5
GOLD AND FOREIGN EXCHANGE
RESERVES 25.0 25.5 22.1
CURRENT ACCOUNT BALANCE -18.9 12.8 13.9
TRADE BALANCE WITH U.S. -6.0 -6.3 -6.6

1/ 1992 FIGURES ARE ALL ESTIMATES BASED ON AVAILABLE MONTHLY

AND QUARTERLY DATA IN OCTOBER 1992.
2/ SECTORAL BREAKDOWN OF GDP (FACTOR COST) ONLY AVAILABLE IN

AUSTRALIAN FISCAL YEARS (JULY-JUNE).
3/ 1IMF FIGURES
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1. General Policy Framework

Australia‘'s gross domestic product (GDP) in 1992 was
estimated to be A$394.3 billion. Real GDP is estimated to
have grown by 1.5 percent, a substantial improvement from
1991's contraction of 1.2 percent. Nevertheless, the severe
recession which began during the third quarter of 1989 and
deepened throughout 1990-91 continued to be felt, with
unemployment reaching a post-war high of 11.3 percent in

October, 1992,

U.S8. economic interests in Australia are substantial,
including direct investment worth approximately $40 billion
and a bilateral trade surplus approaching $4.2 billion.

Although in area Australia is the size of the contiguous
United States, its markets and production capability are
limited by a small domestic population of 17.5 million
people. The production of agricultural commodities and
primary products is an important component of the economy;
Australia leads the world in wool production, is a significant
supplier of wheat, barley, dairy produce, meat, sugar, and
fruit, and a leading exporter of coal, minerals and metals,
particularly iron ore, gold, alumina, and aluminum. Export
earnings are not well diversified; in Australian fiscal year
(AFY) 1991-92 (ending June 30, 1992), primary and agricultural
products accounted for 62.6 percent of the total value of
goods and services exports. Australia Has Tecently been
working to strengthen its regional ties with Asian countries

and with the United States.

To increase Australia's international competitiveness,
the government has continued to reduce protective trade
barriers and deregulate large segments of the economy.
Privatization of government services at both the federal level
(airlines, banks, telecommunications) and state levels (water
treatment, transportation, electricity, banks) is being
pursued. Trade reforms begun in June 1988 resulted in an end
to import cuotas on all but textiles, clothing, and footwear
and lower tariffs on most imports. Although the 20 percent
preference given by the federal government to Australian and
New Zealand firms bidding on government contracts was
abolished November 1, 1989, and offsets in October 1991, some
state and territory governments continue to apply preferences

and offsets in their contracts.

Given the slow pace of recovery from the recession, and
very low (under 2 percent) inflation, the Australian
Government increased both fiscal and monetary stimuli in
1992, Spending increased on public works projects, especially
in the transportation sector; a one-time social welfare

payment to the most needy was promulgated; and tax rules were

modified to allow accelerated depreciation for certain types
of investment. Official government interest rates were
lowered from a high of .18 percent in early 1990 to below 6

percent as of mid-1992.
In February 1990, reserve levels required from banks,

termed "non-callable deposits,” were fixed at one percent of a
bank's assets. These deposits with the Reserve Bank of
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Australia earn a below-market rate of interest that is no
longer manipulated as monetary policy. All major Australian
banks conform to the capital standards of the Bank for
International Settlements in Basel, Switzerland.

The cash-money supply is now totally controlled through
an open-market trading system of nine dealers who act as a
conduit between the Reserve Bank and the financial system.
Transactions may involve purchases, sales, or trade in
repurchase agreements of short-term Treasury securities.
Depending on liquidity conditions, the Reserve Bank may bypass
dealers and buy or sell short-term Treasury Notes directly
with banks on a cash basis. Banks do not normally hold liquid
deposits of any size with the Reserve Bank. Instead, they
hold call-funds with the authorized dealers. If a bank needs
cash on a given day, it either borrows from other banks or
withdraws funds it has on deposit with the dealers. Under the
money supply control system, foreign exchange flows and
government deficits and credits have only limited impact on

the money supply.

After three consecutive years of budget surpluses, the
government 's expansionary policies combined with a
recession-induced fall in tax revenues created a federal
budget deficit of A$9.3 billion (2.4 percent of GDP) in AFY
1991/92. The deficit is projected to increase to 3.3 percent
of GDP by the end of the current AFY (June 30, 1993). Public
sector borrowing covered the deficit. Borrowing took the form
of Treasury notes (A$1.9 billion), Treasury bonds (A$8.2
billion), and a drawdown of A$650 million in cash. Foreign
currency debt fell by A$603 million. In AFY 1992/93 new debt
issues totaling A$13 billion will have to be made to cover the

projected budget deficit.

The challenge the government will face in 1993 is to
avoid reigniting inflation while returning the economy to
sustainable growth rates. A successful turn-around depends
not only on a measured relaxation of policy restraints, but
also on export-led growth, stable external markets and
tourism. Despite easing fiscal and monetary policy
substantiallyt during the past two years and an almost
A$4billion improvement in -the current account in AFY
1991/1992, the economic forecast remains clouded, and business
and consumer confidence alike have fallen during 1992.

2, Exchange Rate Policies

Australian dollar exchange rates are determined by
international currency markets. Official policy is not to
defend any particular exchange rate level. In practice,
however, the Reserve Bank is active in "smoothing and testing”
foreign exchange rates in order to provide a generally stable
environment for fundamental economic adjustment policies.

_.. Australia does not have major foreign exchange controls
beyond requiring Reserve Bank approval if more than A$5,000 in
cash is to be taken out of Australia at one time, or A$50,000
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,
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authorization to take large sums out of the country is
automatic. The regulation does not affect U.S. trade.

3. Structural Policies

Pursuing a goal of a globally competitive economy, the
“Australian Government is continuing a program of economic
reform begun in 1988 that includes an accelerated timetable
for the reduction of protection and microeconomic reforms.
Initially broad in scope, the Australian Government's program
is now focusing on industry-by-industry, microeconomic changes
designed to compel businesses to become more competitive. The
strategy has several principal premises, one of which is that
protection of domestic industries must be reduced.

Toward those ends, a phased program to cut tariffs by an
average of about 70 percent was begun July 1, 1988 to be
completed on June 30, 1996. Specifically, in approximately
equal phases, except for textiles, clothing, footwear (TCF)
and motor vehicles, all tariffs will be reduced to 5 percent.
On March 12, 1991 the government announced that over quota
duty rates on TCF will be reduced 50 percent on March 1, 1992
and become zero when global quotas are terminated on March 1,
1993. Along with these measures, some of the few manufactured
products still receiving bounties (production subsidies) will
have those benefits reduced each year until the bounties
expire. U.S. exports will benefit from these reductions.

In February, 1992 the government announced an economic
stimulus plan which contained several structural reform
elements. The TCF industries were granted A$30 million in AFY
1992/93, and an additional A$10 million in 1993/4, to adjust
to lower tariff protection. A$116 million were allocated to a
comprehensive job training program. The Australian Technology
Group (ATG) was established to facilitate the industrial
employment of technological advances. 1In the tax area, a 10
percent investment allowance was created to encourage
establishment of major projects (above A$40 million) that are
world competitive and that do not receive other forms of
government assistance. Taxes on the profits of offshore banks
located in Australia were reduced to 10 percent. The sales
tax on new automobiles was reduced from 20 to 15 percent.

*  On the negative side, a 1989 customs law requires that
freight costs from factory gate to export port and, where
possible, seller's Australian marketing costs (agent
commissions, printed material, etc.) and royalties be included
in product import value for tariff calculation. This
valuation method particularly affects U.S. exports of potash
to Australia. However, the government has informed U.S.
representatives that the effuct of calculating transportation
costs in value has been overcome through lowered tariff
rates. Also, as noted in Section 5 (below), local content
requirements on television advertising and programming and
certain- government procurement practices may also have adverse
effects on U.S. exporters and service industries.
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4. Debt Management Policies

Australia‘'s gross external public debt now exceeds A$78.4
billion, or 20.6 percent of GDP. That figure represents 42
percent of Australia‘'s gross external debt; the remaining 58
percent is owed by the private sector. Interest payments on
public debt totaled A$6.7 billion in AFY 1991/92, representing
9.7 percent of exports of goods and services. Private sector
debt service totaled A$6.8 billion, an amount equal to another
9.8 percent of export earnings. On an overall basis,
therefore, Australia's debt service ratio was 19.5 percent.
The size of the gross foreign debt has resulted in Standard
and Poor's downgrading Australia‘'s general credit rating in
October 1989 from AA Plus to AA; a rating reaffirmed in both

1991 and 1992.

5. Significant Barriers to U,S. Exports

The United States enjoyed a A$6.6 billion trade surplus
with Australia in 1992. The United States is the number one
source of imports in Australia, with a 25 percent share of
Australia's import market and an estimated 90 percent share of
the imported products purchased by the government. The United
States and Australia recently initialled a Trade and

Investment Framework Agreement, providing for regular
consultations on trade and investment issues. The following

are Australian trade policies and practices which affect U.S.
exports to some degree.

: Import licenses are now required only for
certain vehicles, textiles, clothing, and footwear. Licensing
applied to other products is for protection, but except for a

small market among importers of used automobiles has had
little impact on U.S. products.

Service Barrjers: The Australian services market is

generally open, and many U.S. financial services, legal, and
travel firms are established here. 1In 1992 the government
announced a complete liberalization of the banking sector and
new foreign banks will be licensed to operate as either
branches (for wholesale banking) or subsidiaries (for retail
operations). The Australian Broadcasting Tribunal (ABT),
which controls broadcast licensing, had ruled that not more
than 20 percent of any given advertisement shown on Australian
television can be produced by non-Australians (New Zealanders
are treated as Australians). However, effective January 1,
1992 this rule changed to permit up to 20 percent of the time
used for paid advertisements broadcast to be produced by
non-Australians. Most U.S.-produced ads should gain access to

broadcast time with this rule change.

On January 1, 1990, the ABT required that content
regulations be applied to commercial television programming.
Beginning with 35 percent for 1990, and increasing 5 percent a
year (50 percent for 1993), the ABT has ruled that after
January 1, 1993, 50 percent of a commercial television
station's weekly prime-time broadcasting must be Australian.
Programs are evaluated on a complex point system based on
relevancy to Australia (setting, accent, etc., ranging from no
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Australian content to a 100 percent Australian production).
Trade sources indicate that the content regulation has not yet
had an impact on the amount of U.S.-sourced programming sold
to Australian broadcasters. They expect, however, the local
content restriction to affect sales in 1993, when it reaches
50 percent. The ABT content requirements have been vigorously
opposed by the U.S. Government and Australia‘'s commercial
television stations, but the ABT has resisted efforts to

abolish the requirements.

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

Standards: In 1992, Australia became a signatory to the
GATT Standards ZcJde. However, it still maintains restrictive
standards requi. > .:nts and design rules for automobile parts,
electronic and i.wdical equipment, and some machine parts and
equipment. Currently, all Australian standards are being
rewritten to harmonize them where possible to international
standards with the objective of fulfilling all obligations of
the GATT Standards Code. The Department of Industry,
Technology and Commerce will consider submissions on standards
from all sources during the review process. For the first
time, state governments agreed in March 1991 to recognize each
others®' standards. As a result, state standards are being

reviewed to harmonize with federal standards.

ng: 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 grams are expected to be changed as state
standards are harmonized. These and similar regulations are
being reconsidered along with other standards in light of
compliance with GATT obligations, lack of utility, and effect

on trade.

Motor Vehicles: Passenger vehicle tariffs, currently 35
percent, will be phased down to 15 percent on January 1,
2000. Local manufacturers of vehicles and automotive
components can receive exemption from duty on finished
vehicles they import for sale in Australia in an amount equal
to the value of their exports of vehicles/components. Under
the Motor Vehicle Standards Act of August 1, 1989, the import
of used vehicles manufactured after 1973 for personal use is
banned, except where the car was purchased and used overseas
by the buyer for a minimum of three months. Commercial
importerss must apply fnr a "compliance plate" costing A$20,000
for each make of car inpported. 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.
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¢ U.S. firms account for the largest

Foreign Investment
single phare of the stock of foreign direct investment in
Australﬂa. In February, 1992 the government announced
significant liberalizations opening the economy even further
to forefign investment. In the mining sector (excluding
uranium), the 50 percent Australian equity and control
guideline for participation in new mining projects, and the
economic benefits test for acquisitions of existing mining
businesses have been abolished. In almost all sectors of the
economy, the thresholds above which foreign investment
proposals must be examined by the Foreign Investment Review
Board (FIRB) have been ‘increased. Proposals to acquire
interests in Australian companies or businesses with total
assets greater than A$45 million, or takeover an off-shore
company with Australian subsidiaries or assets valued above
A$42 million are subject to FIRB examination. Proposals above
the threshold will be approved unless found contrary to the
national interest. The only sectors in which the new
liberalizations do not apply are uranium mining, civil
aviation, the media, and urban real estate.

Australia's Foreign Investment Review Board screens all
foreign investment above a low threshold (US$3.7 million) for
acquisitions. This appears to imply that a foreign investment
would be less consistent with the national interest than a
domestic investment would be. Australia also has barriers in
its incorporation requirements that apply solely to foreign

investors.

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,
result from unfulfilled contractual obligations. Note,
however, that the restrictive legislation on equity
participation is important for foreign investment in

Australian minerals.

or

Government Procurement: In October 1991, the government
abandoned the 30 percent offset in Australia required on most
contract sales valued at more than A$2.5 million. The office
maintaining the "national offsets program,® which pooled state
and federal government offset liabilities and audited
compliance, was also disbanded. Although the federal
government has abandoned the offset program, some state
governments may require offsets in some cases. Nonetheless,
in dismantling the offset program, the government removed a
major trade irritant between the U.S. and Australia.

Australia is not a member of the GATT government
procurement code, but has said it will examine the code for
possible adherence when the current Uruguay Round of revisions

are complete.

Beginning on February 1, 1992, the government implemented
a Restricted Systems Integration Panel (RSIP) scheme. The
RSIP is a panel of 20 to 25 selected private companies through
which all Commonwealth information technology requirements
involving systems integration activity are to be sourced,
except for purchases with an estimated value of less than A$l
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million. Firms applying for panel membership will be
evaluated on "demonstrated competence, commercial viability
and potential to contribute to government policy objectives,
including expansion into Asian-Pacific markets, particularly
those of North and South-East Asia.” The net effect of the
panel will be to hinder non-member participation in government
systems integration contracts. Use of the panel is expected
to be extended to state and territory governments in 1993.
Technically, panel membership will not be closed. However,
access will remain severely restricted and a new applicant
(domestic or foreign) would have to demonstrate overwhelming
eligibility 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 Embassy and the Australian
Information Industry Association have strongly opposed the

panel's establishment.
¢ Because of its geographic location,

Quarantines:
Australia is relatively free of many animal diseases (rabies,
hoof-and-mouth, etc.) and pests that plague other parts of the
world. To preserve its environment, Australia imposes
extremely stringent_animal and plant quarantine restrictions.
Except for horses, livestock imports are limited to
reproductive material and a few valuable breeding animals that

must undergo long quarantines.

Tobacco: Local manufacturers are encouraged to use at
least 50 percent local leaf in their products through the
offer of concessional duties on imported leaf. In practice,
an "informal® agreement between growers and cigarette
manufacturers extends the local content requirements to 57
percent. This local content rule is to be removed on July 1,
1995. Since October 12, 1989 the government has banned the
sale of smokeless tobaccos (chewing tobacco, snuff for oral
use) in Australia, leaving the market solely to local products
used for oral purposes, but not labeled as such.

Fruit Drinks: Non-carbonated fruit drinks containing 20
percent or more local-fruit juice are assessed a sales tax of
10 percent, whereas fruit drinks with below 20 percent local
fruit juice content are assessed a 20 percent sales tax. U.S.
industry claims the discriminatory tax on content results in a
significant amount of lost sales. A law, which was to have
become effective on July 1, 1991, taxing all fruit juice
regardless of origin at ten percent, has been rescinded.

6. Export Subsidies Policies

The Australian Government provides export market
development-reimbursement grants of up to A$250,000 in any one
year for most qualifying domestic firms exporting goods and
services. Other mechanisms provide for drawbacks of tariffs,
sales, and excise taxes paid on exported finished products or
their components. In some cases, government grants and
low-cost financing are provided to exporters for bonding,
training, research, insurance, shipping costs, fees, market
advice, and to meet other costs. "Bounties" (in effect
production subsidies) are paid to manufacturers of some
textile products, bed sheets, new ships, some machine tools,
computer and moulding equipment, and photographic film
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coatings to help them export or compete with cheaper
foreign-made substitutes. Existing bounties are to be phased
down until they expire. On July 1, 1991, qualifying
thresholds for bounties were raised. Bounties and their
expiration dates are: photographic film - December 31, 1992;
books - December 31, 1993; shipbuilding, citrus fermentation
and textiles - June 30, 1995; computers and circuit boards -
December 31, 1995; machine tools and robots - June 30, 1996.
All bounties will be reviewed before expiration with some
possibly extended or converted to tariffs.

The government provides support and research and
development grants to Australian industry for trials and
development of internationally competitive products and
services for which the Federal or state governments are the
primary purchasers. In the AFY 1992/93 budget announced
August 18, the government cancelled plans to reduce the
150-percent corporate tax deduction allowance for research and
development to 125 percent on June 30, 1993. It will instead
remain at the current level, and eligibility requirements will

be tightened.

Electricity production is within the purview of state
governments, some of which subsidize the industry and/or
selected users of electricity. States alsc control railroads
and rates; some use rail charges as a form of indirect
taxation to overcome their legal inability to levy income and
some sales taxes. New South Wales and Queensland charge high
freight rates for coal partly for that reason. Other states
charge high prices to move wheat by rail, a 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.
Australia is a signatory of the GATT Subsidies Code.

7. Protection of U.S. Intellectual Property

Patents, trademarks, designs, and integrated circuits
copyrights are protected by Australian law. Australia is a
member of the World Intellectual Property Organization, the
Paris Convention for the Protection of Industrial Property,
the Berne Convention for the Protection of Literary and
Artistic Works, the Universal Copyright Convention, the Geneva
Phonograms Convention and the Patent Cooperation Treaty.
Australian law is broad and protects new technology, including

genetic engineering.
Patents: Patents are available for inventions in all

fields of technology (except for human beings and biological
processes for their production). They are protected by the
Patents Act, which offers coverage for 16 years, subject to
renewal. However, patents for pharmaceutical substances may
have the term of protection extended to 20 years. Trade
secrets are protected by common law, such as by contract.
Designs can be initially protected by registration under the
Designs Act for one year, which may be extended for six years
and for further periods of five and five years respectively,

upon application.
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Trademarks: Trade names and marks may be protected .for
seven years and renewed at will by registration under the
Trademark Act. Once used, trade names and marks may also,
without registration, be protected by common law. Protection
also extends to parallel importing; that is, imports of
legally manufactured products ordered by someone other than a
person or firm having exclusive distribution rights in

Australia.

Copyrights: Copyrights are protected under the Copyright
Act. Works do not require registration and copyright
automatically subsists in original literary, artistic, musical
and dramatic works, film and sound recordings. Computer
programs are legally considered to be literary works.
Copyright protection is for the life of the author plus 50
years. However, as part of its overall economic reform
program, the government has focused on reducing import
restrictions on copyrighted works in order to increase
competition and reduce prices. The government's Price
Surveillance Authority (PSA) has identified the parallel
import provisions of the copyright law as the ostensible cause
of limited competition. The PSA recommended and the
Parliament has passed a bill that will reduce parallel import
protection for books if, within 30 days of publication abroad,
those persons having distribution rights within Australia have
not begun distributing here. After 30 days, anyone may import
legally-produced copies from abroad for local distribution.
The U.S. Embassy has made submissions to the Australian
Government contesting this proposal, particularly the adverse
effect it would have on normal channels of distribution for
textbooks. In June, 1992 the government decided to eliminate
parallel import protection for sound recordings, and
legislation to effectuate this change is being drafted. In
late 1992, the PSA presented a preliminary recommendation that
Parliament consider legislation to allow the parallel
importation of computer softwa.e.

The Australian Copyright Act provides protection
regarding public performances in hotels and clubs, and against
video piracy and unauthorized third-country imports. However,
no protection is accorded against the commercial rental of
sound recordings without royalty payments, even though the
Embassy has urged the government to do so. No complaints
about unauthorized public showings of films have been received
for over five years. The Attorney General's Department
monitors the effectiveness of industry bodies and enforcement
agencies in curbing the illegal use of copyrighted material.

New Technologies: Illegal infringement of technology
does not appear to be a significant problem. Australia has
its own software industry and accords protection to foreign
and domestic production. Australia manufactures only basic
integrated circuits and semiconductor chips. 1Its geographic
isolation precludes most U.S. satellite signal piracy.
Australian networks, which pay for the rights to U.S.
television programs, jealously guard against infringement.
Cable television is not yet established in Australia.
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8. Worker Rights
a. Right of Association

Australian law and practice generally provide workers,
including public servants, freedom of association both .
domestically and internationally. In November, however, the
International Labor Organization (ILO) noted that the
Australian Government's requirement that unions have at least
10,000 members to be registered under the federal system could
*unduly influence workers' free choice of unions." The ILO
recommended that the Australian Government change the

membership requirement to allow small unions access to
benefits currently not available because they cannot register

under the federal system. The Australian Council of Trade
Unions, the principal labor organization in Australia, is
affiliated with the International Confederation of Free Trade

Unions.

Australian workers enjoy the right to strike, which is
well established in practice. The right to strike is not,
however, protected under domestic law, and unions may be held
liable for damages resulting from labor disputes. Strikes are
frequent but usually of short duration. ' In general,
industrial disputes are resolved through direct employer-union
negotiations or under the auspices of the various state and
federal industrial relations commissions whose mandates

include conciliation and arbitration.
b. Right to Organize and Bargain Collectively

. Australian workers are granted the right, by law and in
practice, to organize and bargain collectively, and to be
represented in negotiating the prevention and settlement of
disputes with employers. Workers are also protected by law
and in practice from antiunion discrimination. A pattern of
centralized wage negotiations with quasi-judicial arbitration
and settlement, supplemented by industry-wide or
company-by-company collective bargaining, has generally
prevailed since the establishment of the Commonwealth
Conciliation and Arbitration Commission in 1904. The
Industrial Relations Act of 1988 made important technical
changes in the basic system, creating a new Industrial
Relations Commission with expanded scope for performing
essentially the same tasks as its predecessor.

c. Prohibition of Forced or Compulsory Labor

-Although there are no domestic laws on forced labor,
Australia has ratified and fully respects ILO Convention 105

concerning forced labor.
d. Minimum Age for Employment of Children

Although there is no federally mandated minimum age for
employment, state-imposed compulsory education requirements,
monitored and enforded by state educational authorities,
prevent children frdm joining the work force until they are 15
to 16 years old, ex¢ept in individual cases involving
administrative appfbval for absence from school because of
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reasons such as illness, Adisability, or family hardship. 1In
addition, federal and state ministries of labor monitor and
enforce a complicated network of legislation (which varies
from state to state) governing such interrelated factors as
minimum school-leaving age, minimum age to claim unemployment
benefits, and minimum age to engage in specified occupations.

e. Acceptable Conditions of Work

Although a formal minimum wage exists, it is not used.
Instead, most workers are covered by differing minimum wage
rates for individual trades and professions which are embodied
in a comprehensive system of "awards,” determined by the
various quasi-judicial stdte and federal industrial relations
commissions after submissions by union, employer, and
government representatives. In many cases involving
individual business enterprises, the commissions approve wage
rates previously negotiated and agreed upon by employer and
union representatives. Where market conditions warrant,
higher wages than those provided for in industrial awards
[*over-award payments"] are common. The lowest current
federal award of about US dollars 234 per 38-hour week is for
clothing workers. This is combined with other regularly
. provided benefits and government entitlements for low-income

familiesg.

For employees of incorporated organizations--a majority
of Australian workers--a complex body of federal and state
regulations, as well as decisions of the corresponding
industrial relations commissions, prescribes a 40-~-hour or
shorter workweek, paid vacations, sick leave, and other
benefits. In a limited number of cases, workplace health and

safety standards are also prescribed.

An intergovernmental body called the National
Occupational Health and Safety Commission [also known as
"Workplace Australia”] develops advisory standards and codes
of practice which can be the basis for new laws. The
Occupational Health and Safety [Commonwealth Employment] Act
of 1991 gives a federal employee the legal right to cease work
if he or she believes that particular work activities pose an
immediate threat to health or safety. Most states and
territories have laws which grant similar rights to their

employees.
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 essentially
identical in law and practice and do not differ between

domestic and foreign ownership.
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Extent of U.S. Investment in Goods Producing Sectors

U.S8. Direct Investment Position Abroad
on an Historical Cost Basis -~ 1991
s 0f~VU.8. dollars)

category Amount
Petroleum 2,828
Total Manufacturing 6,141
Food & Kindred Products 899
Chemicals and Allied Products 2,400
Metals, Primary & Fabricated 460
Machinery, except Electrical 492
Electric & Electronic Equipment 134
Transportation Equipment 526
Other Manufacturing ' 1,229
1,179

Wholesale Trade
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE -TRADE- . 10,148
(D)-Suppressed to avoid disclosing data of individual companie

Source: U.S. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3
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Key Economic Indicators
1990 1991 1992 Proj

Income. Production, Employment '

GNP (billion renminbi) 1/ 1,740 1,958 2,145

- Real GNP Growth (pct) 5.0 7.0 9.5

GNP Per Capita (rmb) 1,522 1,725 1,88

Gross Value Indus. Output

- (billion yuan) 2/ 2,202 2,312 2,700

Real GVIO Growth (pct) 7.6 9.0 12.0

Gross Value Agric.

- Output (billion yuan 2/ 738 827 900

Real GVAO Growth (pct) 6.9 3.0 3.0

Population (millions) 1,143 1,158 1,170

Official Unemployment -

- (avg pct for year) 2.5 2.3 2.5
—-8ize of Labor Force (mil) 3/ 560 56 - 568

Money and Prices

Money Supply (Ml) 4/ 840 1040 1200

Money Supply (M2) 4/ 1666 2025 2350

Govt. Budget Surplus/  _ -2.9 _-3.4 .-4.0
" - Deficit as pct. of gnp

Commercial Interest Rates N/A ‘N/A N/A

Savings Rate 5/ 40.4 39.3 40.0

Investment Rate 5/ 37.1 36.0 38.0

General Retail Price Index 5.4 4.2 6.5

(Pct. Change, Dec/Dec)

Official Exchange. Rate - - 4.8- - 5.5- 5.8 -

- {year-end) . (rmb/usd)

Parallel Exchange Rate 6/ 5.8 5.9 6.8

-~ (year-end) (rmb/usd)

(Billions of U.S. Dollars)

PRC Exports (FOB) 62.1 71.9 83.8

U.S. Imports from China 15.2 19.0 25.0

- (CIF) 11/

_PRC .Imports -(CIF) -53.4 63.8 77.4

U.S. Exports to China 4.8 6.2 6.7

- (FAS) 7/

Aid from the United States 0.0 0.0 0.0

Aid from Other Countries N/A N/A N/A

External Debt, Year End 50.0 56.0 61.0

Debt Service Paid 3/ 7.0 7.0 9.0

Foreign Exchange Reserves, 27.8 44.0 45.5

- Year-End (incl. gold)

Current Account Balance 11.9 13.2 10.0

Sources: State Statistical Bureau (SSB) Yearbook, People's
Bank of China Monetary Data, International Monetary Fund and
World Bank reports, USG trade data and Embassy estimates.

Notes: 1/ Source for GNP data for 1990 is the IMF. Source-——
for 1991 is China's State Statistical Bureau (SSB). GNP per
capita and real per capita GNP growth are calculated using
this data. Real GNP growth is based on Chinese statistics.
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2/ In accordance with the material product system (MPS) of
national income aczounting, GVIO and GVAO figures are
calculated on a gross rather than a net basis. They are not
directly comparable with GNP and national income figures which
are calculated on a net value added basis.

3/ U.8. Embassy éstimates.'

4/ These figures are in billions of rmb., M1l and M2 are U.S.
Embassy estimates based on data released by the central bank.
Because of definitional problems, the estimate for M2 is more

accurate.

5/ Estimates of Gross National Savings as a percentage of GNP
and Gross Domestic Investment as a percentage of GNP are as
estimated by the IMF in May 1992.

6/ The parallel exchange rate is an embassy estimate based on
an average of year-end prices of foreign exchange sold at the
domestic forex swap centers. The black market price of forex

is somewhat (though not markedly) higher.

7/ U.S.-China bilateral trade is based on U.S. Government
data. Trade totals are from Chinese Customs Data.

1. General Policy Framework

The remarks-made by senior leader Deng Xiaoping during
his tour of prosperous. southern China in January 1992
accelerated the process of systemic economic reform and
opening to the outside world and were reflected in the policy
pronouncements of the 14th National Communist Party Congress.
Discussions of free markets for goods and services figured
prominently at the Congress. The guidelines for the eighth—
five year plan (1991-1995) and outline for the next ten years,
approved by the National People's Congress in 1990, continue
to reaffirm the primacy of state ownership while promoting
economic reform measures. The period of economic retrenchment
of the late 80s ended in 1991, paving the way for a new series
of reform measures. Helped by low inflation rates, Chinese
policymakers are willing to move ahead as rapidly as possible,
albeit with an eye on social tensions.

The Chinese economy has been growing at.a rapid pace
since the last quarter of 1990. The Gross Value of Industrial
Output (GVIO), led by the non-state owned enterprise sector,
has registered strong growth so far in 1992, exceeding 17
percent in the first and second quarters, and annual GNP
growth appears likely to reach 10-11 percent, surpassing the
planned figure of 9 perxcent. However, structural problems in
_.the industrial sector continue .to plague China's economic

future, giving rise to adjustment measures and increasing
calls for restructuring and reform. On the agricultural side,
China will see its—fourth-straight-year—ef-bumper- grain
harvests, leading to difficulties in storing and distributing
the-near Tecord output. - Production has diversified, with
Iivestock husbandry accounting-for nearly one-fourth of GVAO,
and a growing variety of fruits and vegetables appearing on

the markets.
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Prices are rising, with estimates for national average
retail price indices exceeding 5 percent and certain urban
indicators reaching 10-13 percent. Transportation bottlenecks
and rising demand for certain key industrial inputs will
continue to put upward pressure on prices, as will the high
levels of credit directed at industrial investment. However,
for the country as a whole, inflation is expected to remain
below 7 percent, moderate, but a significant increase on the

previous figure of 4.2 percent.

The industrial sector is the target for new reform
policies designed to resolve the low efficiency and heavy
losses of state-run enterprises. New regulations issued by
the state Council in July 1992 gave enterprises greater
autonomy in management, distribution, and personnel
decision-making. Emphasis has also been placed on allowing
firms to issue shares either internally to their workforce or
in some cases on the nascent stock markets in Shanghai and
Shenzhen. ~The centerpiece of the proposed reform measures
remains the 1988 Enterprise Law, which gives enterprise
managers the right to hire and fire workers, separates factory
management from government interference, and calls for more
responsibility on the part of individual factories for their
own profits and losses. Effective implementation of this law
will teke time and will depend on the dynamism of the
implementing organizations and their leaders for its
effectiveness, as well as the ability of the central
government to reform the network of provincial and local
authority over enterprises. Provision of low interest loans
through policy-driven state bank lending will still play the
dominant role in industrial policy.

-China's-external-economic-performance-remains strong.
The 1991 balance of payments figures showed positive balances
on both the capital and current accounts, with the latter
reaching $13.2 billion. As a result, China added $14.1
billion to its official reserves in 1991, bringing the total
stock of foreign exchange reserves (as of April 1992) to $43.5
billion, approximately ten months of import cover. Reflation
of the economy in 1992-93 could lead to some moderation of
China‘'s trade imbalance with the U.S. Although U.S. exports
to China for 1992 have surpassed 1989 levels, imports from
“China continue to rise with the result that the U.S. trade
deficit with China, based on U.S. Department of Commerce
figures and U.S5. Embassy estimates, will increase from $12.7
billion in 1991 to approximately $19 billion in 1992.

Chinese fiscal policy remains embryonic. The central
budget deficit is growing as a result of high administrative
spending by government agencies and continuing subsidization
of industries as well as certain key input prices. Though
fiscal deficits are still thought to be manageable in terms of
percentage of GNP (approximately 4 percent), the rate of
growth of the deficit is cause for concern. (Note that this
would increase to close to 9 percent of GNP if forced iending
from the banking system were included.) 1In addition, deficit
financing through increasing government bonds sales adds to
the interest payment burden. = China's system of taxation, in
which-the- -center-negotiates- a share of tax rovenues collected
by the provinces, is ripe for reform but the growing economic
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power of the provinces makes arriving at an agreed formula for
allocation of taxation revenue almost impossible in the short
run. Experiments in center-provincial fiscal relations are
underway, but the results are unclear. Recent economic growth
has boosted tax receipts and price liberalization will ease
the subsidy burden somewhat. However, China's road to a

rptional fiscal policy remains arduous.

Monetary policy has been relatively relaxed since the
fourth quarter of 1990, with M2 growing at about 27 percent
annually. Money supply growth has not yet been accompanied by
high inflation. A certain portion of funds has also gone to
continue the "monetization” of rural areas, or to settle
chains of debt among state firms. Consumers do not exhibit
inflationary expectations and maintain a savings rate in
excess of 30 percent., Credit flowing into non-productive
investment or into the booming capital construction sector is
beginning to raise inflationary concerns, but so far seems to
have been absorbed. The banking system continues to espouse
strengthening the role of the central bank and using monetary
levers to control the economy. Authorities do not enjoy the
use of sophisticated financial levers and must instead rely on
crude credit controls. Foreign currency swap centers have
been established, increasing the availability of foreign
exchange (over $22 billion total volume this year), reducing
the black market in foreign currency and narrowing black

market and swap rates.

2. Exchange Rate Policies

The Chinese currency, the renminbi (RMB), is not freely
convertible. An administered exchange rate, set daily by the
central exchange authorities, generally applies to trade
transactions under the State Plan. There is also a second
rate determined in foreign exchange adjustment ("swap")
centers, where joint ventures and other foreign invested
enterprises, domestic entities that are allowed to retain
rights to their foreign exchange earnings, and certain
individuals may buy and sell foreign exchange or foreign
exchange quotas at rates established through a regulated
auction system. Outside the official dual rate system, there
is a black market for foreign exchange, which is apparently
diminishing in significance but is still sizable.

The authorities use a variety of means to control the
allocation of foreign exchange under the dual rate system.
Foreign exchange earned by a state enterprise must initially
be surrendered to the Bank of China in exchange for local
currency at the administered rate. After each sale, the
government gives the enterprise a foreign exchange quota
according to a retention ratio determined by the government.
Retention ratios vary greatly among regions, firms, and
products. Domestic firms are permitted to trade only
retention quotas among themselves rather than the foreign

-exchange itself.

The authorities also restrict access to the swap centers
for prospective buyers and. sellers of foreign exchange:
Foreign exchange may be purchased in the swap centers only for
the importation of goods deemed py the state to be "necessary"
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for China's development. Swap center purchases of foreign
exchange for non-trade-related foreign exchange transactions
are restricted. Foreign exchange flows among swap centers in
different parts of the country are limited.

These controls on the demand for, and supply of, foreign
exchange in the swap centers affect the swap rate itself,
which therefore cannot be called a market determined exchange
rate. Moreover, the authorities are positioned to influence
the swap rate more directly by intervening in the market or
shutting down trading if fluctuations in the rate extend

beyond gset bands.

During 1992, both the official and swap market exchange
rates showed significant devaluation. From January through
August, the official exchange rate remained relatively
constant, fluctuating in a narrow range around 5.45
RMB/dollar. - Beginning in-mid-September,  however, the official
rate began to devalue. By December 31st, the ofZicial
exchange rate stood at 5.77/dollar, for a total year-on-year

devaluation of 5.8 percent in 1992.

While the official exchange rate remained constant for
.the first half of 1992, the swap.center rate depreciated.
Starting 1992 at 5.91/dollar, the swap center rate had reached
7.00/30llar by mid-August. This represented a depreciation of
18.4 percent since the beginning of the year. In the two week
period from July 25th—to August 15th, the swap center rate
depreciated by almost ten percent By December 26th the rate
was 7.3/dollar; this represents a total year-on-year
devaluation of 23.5 percent for 1992. The observed
devaluations of the swap center rate in recent months appear
to be caused by high import levels, 'year-end foreign éxchange
purchases by foreign-funded enterprises to meet annual foreign
exchage balancing requirements, and speculation by those who
expect further devlauations of the currency.

3. Structural Policies

China's structural policies appear to be undergoing a
major realignment. Recent policy statements by major national
leaders indicate that free markets and guidance planning will
soon officially replace central planning as the basis of the
country's economic system. But Chinese policymakers indicate
that non-mandatory guidance planning will continue to be used
to guide the development of Chinese industry and, probably,
agriculture. The Chinese State Planning Commission announced
that it will reduce the number of mandatory industrial output
targets by one half and will completely eliminate production
quotas for agricultural products. Moreover, the central
government is emphasizing more than ever greater openness of
the nationdl economy to foreign trade and investment, in stark
contrast to pre-reform policies of maximizing national

economic self sufficiency.

The country’s state-run industrial enterprises, about
two-thirds of which either generate no profits or lose money,
are the focus of the current structural reform program. While
shying. away. from large scale privatization of state-run
indusgties. the State Counci) in July 1992 issued regulations
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designed to give these firms greater .autonomy over their
personnel, pricing, and investment deécisions in order to make
them more responsive to market forces, including allowing
bankruptcy for enterprises which chronically show losses.
Concerns over possible social and political instability,
notably labor unrest, means implementation of this program

will proceed cautiously.

Policymakers have stressed the role of foreign trade and
investment in promoting structural reform of the economy,
drawing inspiration from remarks made by senior leader Deng
Xiaoping during a trip in early 1992 to the Shenzhen Special
Economic Zone, an area designed specifically to draw foreign
capital and to encourage exports. Various "development
zones", which extend favorable policies to foreign investors,
have proliferated in emulation of the Shenzhen model.
Communist Party policy documents urge the creation of special
economic zones in the interior provinces to help those areas
catch up with the more prosperous coastal region.

4. Debt Management Policies

‘Theé International MohetdTy Fiind, thée wWorla Bank, amd-the
commercial banking community regard China's current debt
burden as within acceptable limits, although it continues to
increase, At the end of 1991, China's total outstanding
external debt was officially reported at $60.56 billion. Of
this total, an estimated 17 percent- is in short-term loans,
the rest is in long- and medium-term debt. Outstanding debt
at the end of 1991 was equivalent to 17 percent of 1991 GNP or
103 percent of merchandise exports. The debt service ratio as
of--the-end-of-1991—is-estimated- to-be-between-11-13-percent -of-
export earnings, although exact figures are not available.
China's debt service ratio in 1992 -- China's peak foreign
debt repayment year -- will not exceed 20 percent and is below
internationally recognized danger levels.

Most of China's loans come from the Asian Development
Bank, the World Bank, and Japan; these creditors provide
approximately 60 percent of all China's governmental and
commercial loans. "Hong Kong/Macao, France, the UK, -and
Getmany are also major lenders. China cites the threat of
further financial or trade sanctions, as well as its debt
repayment obligations, as its rationale for the need to
accumulate large foreign exchange reserves. From a base of
large reserves accumulated during the period of tight import
controls, China's continued favorable export performance has
-allowed—the country to-amass foreign exchange reserves of
$43.5 billion by April, 1992. Reserves are expected to
continue to increase in 1992, but more slowly than in 1991.

. __ _Debt management responsibility is shared by several
central government agencies, including the State Planning
Commission, the Ministry of Finance, the newly-formed State
Council Economic and Trade Office, People's Bank of China, and
the Ministry of Foreign Economic Relations and Trade. Annual
quotas for foreign borrowing are allocated to localities and
enterprises through the central planning process. The State
Administration of Exchange Control (SAEC) is responsible for
enforcing quota tgsttictibns, approving out-of-plan borrowing,
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and ensuring that borrowers are capable of repaying their
loans. BSince mid-1989, all foreign loans nationwide
(including those of Bino-foreign joint ventures) must be
registered with the SAEC. Efforts have been made to further
tighten management guidelines for international commercial
loans and guarantors' responsibilities.

5. Significant Barriers to US Exports

China continues to impose barriers to U.S. exports,
despite its stated goal of reforming and liberalizing its
trade regime. Qn October 10, 1991 the United States Trade
Representative (USTR) self-initiated a Section 301
investigation of China‘'s market access barriers. The
investigation focussed on import prohibitions and quantitative
restrictions, import licensing requirements, technical
barriers such as testing and certification requirements, and
the failure to publish import laws and regulations.

On October 10, 1992 the United States and China signed a
Memorandum of Understanding which successfully concluded the
301 investigation. Once implemented, the provisions of the
‘MOU-will-greatly reduce many Of China'§ major non-tatriff
import barriers. China is not currently a member of the GATT,
but its application is under active consideration.

China has maintained a multi-layered web of import
restrictions. China‘s import licensing system covers 53 broad
categories of goods or about half of China's imports by
value. The United States-China Market Access MOU commits
China to phase out import barriers -- including licensing
.requirements, - guotas,--controls,—and-restrictions—~<—in-many
key U.8. export sectors beginning on December 31, 1992 and
continuing until December 31, 1997. The MOU calls for access
to increase progressively until barriers are removed

completely.

Export sectors affected by the MOU which are of interest
to U.S8. firms include: autos, auto parts, computers,
telecommunications, electrical appliances, medical equipment,
chemicals, agrichemicals, pharmaceuticals, film and instant
print. fiim, instant cameras; photocopiers, -beer, wine,"
alcoholic beverages, mineral waters, wood products, steel, and
a wide range of machinery products. The Chinese havé agreed
€6 libéralizé import controls on key U.5. agricultural exports
such as fruit, wheat and other grains, and edible oils.

While time frames for liberalization vary from product to
product, approximately 75 percent of all import licensing
requirements, quotas, controls and restrictions will be
completely eliminated by the end of 1994.

In some sectors of interest to U.S. companies, the
Chinese market began the process of opening on December 31,
1992. For example, import barriers to telecommunications,
instant cameras, and instant print film were lifted on that
day. In other key areas, removal of barriers begins later.
Barriers on products such as oscilloscopes will be fully
lifted by December 31, 1993. Those on computers, various auto
parts, electrical appliances, and medical equipment will be
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eliminated by December 31, 1994. On automobiles and auto
parts, the Chinese agreed to immediately lift quantitative
restrictions on imports by U.S8. joint ventures in China to
meet existing and expansion needs in the future.

One of the most formidable barriers has been the lack of
transparency. Many of China's trade laws, rules and
regulations have heretofore been unavailable. 1In line with
the requirements of the General Agreement on Tariffs and Trade
(GATT), the Chinese have committed to make their trade regime
transparent. China has agreed to : 1) Publish openly and
promptly all laws, regulations, and decrees that govern trade,
including information of commercial interest to U.S.
companies. Some laws and regulations have already been .
published. 2) Establish a central repository for the
publication of all trade regulations. 3) Put a halt to the
use of restricted internal directives to govern trade so that
only trade laws that are published will be enforced. 4) Make
the import approval process transparent, identify all agencies
involved, and maintain an appeals process.

Behind these various policies stood a philosophy of
Amport substitution, i.e., China should not import goods which
it produces itself.

China has agreed to eliminate the use of
import substitution policies and measures, and has promised
that it will not subject any lmported products to such
measures in the future, nor will it deny approval for imports
because an equivalent- product is -produced in China. Import
substitution lists have been publicly disavowed. ‘

China's standards and testing requirements have held
imports to a higher quality standard than domestic products,
sometimes to protect domestic producers or to exclude products-
considered unnecessary for China's development. In the MOU,
China made a commitment to open its markets to U.S. products,
especially agricultural products, and to eliminate standards

and testing barriers.

On agricultural standards issues, China has affirmed that
it will: 1) Resolve within 12 months questions about
scientifically unjustified phytosanitary restrictions on
citrus fruits, stone fruit, apples, grapes, wheat, and
tobacco. 2) Negotiate with the United States within 12 months
a veterinary protocol based on sound science regarding the
import of animal breeding stock. 3) Confirm that domestic
wood conservation policies as hot apply to wood imports.
China has agreed to uniform application of testing and
certification standards for non-agricultural products as well.

China‘'s tariffs also foried a wall, of sorts, with
tariffs as high as 250 percent on goods such as automobiles.
The Chinese government has pledged to reduce significantly, by
no later than December 31, 1993, tariffs on edible fruits and
nuts, vegetable oils, photographic and cinematographic goods,
miscellaneous chemical products, iron and steel articles,
machinery and mechanical appliances, electrical machinery and
parts, perfumery, cosmetic and toiletry preparations, and

games.

In the past two years, China made a number of unilateral
reforms to improve its trade regime. China adopted the
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Harmonized System for customs classification and statistics,
effective January 1, 1992 and, in conjunction with its
adoption, reduced tariffs on 225 items. China-also eliminated
import regulatory taxes on April 1 this year. As noted
earlier, the Ministry of Foreign Economic Relations and Trade
(MOFERT), has begun to publish some of its trade rules, laws,
and regulations. MOFERT has been designated by the State
Council as the sole source authorized to issue and publish
trade related regulations in the future.

While the bilateral market access agreement reduces or
eliminates many of the most serious barriers to the trade in
goods, China has only recently begun to reform the services
sector. China has recently permitted "experiments” in a
Tnumber of service sectors by authorizing one or two foreign
firms to establish joint ventures in accountancy, legal
services, and insurance. In-general, Chinese restrictions on
certain foreign firm service activities (including insurance,
construction, banking, accounting, and legal services) prevent
U.s8., firms from participating fully in China's service
sector. U.S. and other foreign banks, for example, are not
allowed to engage in local currency business in China, while
the New York Branch of the Bank of China has conducted all
forms of branch banking activities since 1980. With the
exception of an "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 foreign firms that do business in
China. Except for the "experimental firms," foreign law firms
cannot be registered as official representative offices, ‘nor

can accountants be registered as CPA's.

There are also significant barriers to investment. For
example, Chinese regulations and policies place strong
pressure on most foreign investors to export. Encouraging
‘localization --"greater use of domestic versus import
components -- is another central goal of Chinese investment
policies. Chinese law prohibits forced disinvestment, except
under extraordinary circumstances. The law permits
repatriation of profits, so long as the venture has sufficient
foreign exchange to cover the remitted amount. China does- not
provide -national treatment to foreign investors. In some key
areas, such as input costs, foreign investors are often
treated less favorably than Chinese firms. Foreign investors
may not own land in China. Chinese authorities are, however,

g=term-land-use-deals ror-inNvestors, somé Tasting

up to 70 years,

Many joint ventures are highly dependent on China's
state-owned sector for downstream 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.

6. Export Subsidies Policies
China abolished direct subsidies for exports on January
1, 1991. Nonetheless, many of China's manufactured exports

receive indirect subsidies through guaranteed provision of
energy, raw materials, or labor supplies. Other indirect
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subsidies are also aveilable such as bank loans that' need not
be repaid or enjoy léngthy of preferentidl terms.:
Import-export companies also c¢ross-subkidize .unprofitable
exports with earnings from more lucrative products, although
efforts are underway to define and assign enterprise
responsibility. Tax rebates are available for exporters as
are duty exemptions on imported inputs/for export production.
China's swap markets allow exporters to exchange foreign
exchange at a rate higher than the official rate.

7. Protection of U.S. Intellectual Property

China has made progress in recent years in the enactment
of laws and regulations to protect intellectual property,
although some of its laws were badly flawed when first
issued. "A copyright law was passed in 1990 and went into
effect in June 1991. China has become a member of a number of
international intellectual property organizations, including
The World Intellectual Property Organization, The Paris
Conventions on the Protection of Industrial Property, and The
Madrid Pact of the Protection of Trademarks.

Because of serious flaws in China's nascent IPR regime,
and the substantial theft of intellectual property in China,
the United States Trade Representative identified China in
April 1991 as a priority foreign country and instituted a
Special 301 investigation in May. Subsequent negotiations and
discussions associated with the Special 301 investigation
resulted in the signing of a Memorandum of Understanding (MOU)
on the Protection of Intellectual Property on January 17, 1992
in which China pledged to make improvements in its IPR regime
that will significantly increase protection for copyrighted
works, patents, and trade secrets. It also provided product
patent protection for chemicals, including agricultural

chemicals and pharmaceuticals in China.

The intellectual property rights agreement established a
good foundation for a world class IPR regime in the future.
Nonetheless, the scale of the piracy of computer software,
video and sound recordings, and printed materials is still
considerable. Enforcement will remain a problem for some
time. Resistance from the industries in China that have been
among the main pirates of intellectual property, and

widespread public ignorence of the concept of- IPR protection,
will make enforcement a formidable task.

China‘'s new Copyright Law, effective June 1, 1991
represented an important effort on the part of the Chinese to
institutionalize protection of .intellectual property.

However, the law still failed to provide proper protection to
foreign works. To address these inadequacies in the copyright
law, the U.S.-China MOU required China to make the Berne
Convention effective in Chima by October 15, 1992 and the
Geneva Phonogram Convention by June 30, 1992. The MOU also
committed China to treat computer software as a literary work
under Berne, thus making the Berne Convention applicable to
computer software in China. Based upon another provision of
the MOU, the United States and China established bilateral
copyright relations on March 17, 1992 which obligated China to
protect U.S. works during the interim period before accession
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to the Berne Convention. China has since followed through on
its commitment-to—joinm the Berne Convention and has become a
full member. By October 30, China had joined the Universal
Copyright Convention. 1In addition, State Council regulations
were also issued on September 29, 1992 to implement the Berne

and Universal Copyright Conventions.

The new Copyright Law provided some copyright protection
for newly published computer software, but not of an
international standard. 1In joining the Berne Convention,
however, China will be liable to protect software as a
literary work, for a period of 50 years. Registration is not
required for protection, but it is still unclear if legal
remedies will be available if foreign software is not
registered. In the meantime, U.S. software companies are
still reluctant to sell or license their products in China
because of extensive software pirating. Software pirating may
also significantly affect computer hardware sales, as some
Chinese manufacturers have undercut U.S. manufacturers by
offering computer packages utilizing pirated U.S. software.
There are reportedly cases of computer hardware counterfeiting
for domestic and export sales, but we have little data on the
extent of this _problem. _Inadequate .protection. of chemical-and-
pharmaceutical products, software, books, and sound recordings
reportedly cost U.5. manufacturers millions of dollars every
year in lost sales. U.S. industrial associations who have
investigated Chinese infractions have estimated that the
Chinese have made illegal copies of software with an annual
U.S. market value of $150 million, although some industry
groups have put the losses at a much higher figure of of $300
million per year. Finally, lost hardware sales caused by
counterfeit production and the low package prices offered for _.
Chinese-madé computers which include pirated software could be
in the tens of millions of dollars.

In terms of patent protection, the United States-China
IPR MOU committed China to bring about important improvements
in the protection of patented products and a bill was passed
on September 4, 1992 to amend China's patent law, to go into
effect on January 1, 1993. The revisions-will..include
extending protection for products and processes. The
amendments also extend patent protection from 15 to 20 years
from the date of filing, and give the patent holder rights

over importation.

Afiother important feature of the United States-China IPR
MOU. is ,the administrative protection which will be granted to
U.S. pharmaceutical and agricultural chemicals as of January
1, 1993. China has agreed to provide full product patent
protection for pharmaceutical and agricultural chemical
products that have been patented in the United States from
1986 until 1993 that have not been marketed in China. Most
other Western countries have subsequentl!y acquired these same

rights.

China‘'s trademark regime is generally consistent with
international practice. H»wever, pirating of trademarks is
still widespread and actions taken against infringers
generally must be instigated by the injured company. The law
is under revision to tighten these features.
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Pirating-of -books, tapes, -and-computer—software_ in-China
remains widespread. Prosecution of infringers, as with the
Trademark Law, needs to be instigated by the injured company,
even after the Copyright Law becomes effective.

8. HWorker Rights

a. Right of Association

The PRC's 1982 Constitution guarantees "Freedom of
Association”, but the guarantee is heavily qualified by
references to the interest of the State and the leadership of
the Communist Party. Although union membership is voluntary
for individual employees, it is compulsory for each enterprise
(with the exception of some private and individual
enterprises) to have a union. China's only union, the All
China Federation of Trade Unions (ACFTU), while nominally an
independent organization, is closely controlled by the
Communist Party as reiterated in the 1992 Union Law passed by
the National People's Congress. There are no independent
trade unions in the PRC. _Virtually all state-sector workers
and nearly 90 percent of all urban workers belong to ACFTU
chapters. About 20 percent of the workers in Chinese/Foreign
joint ventures and wholly foreign-owned ventures are
unionized, and union officials attribute this relatively low
rate of unionization to the newness of so many firms. If a
worker is unemployed he is not considered a union member.

b. Right to Organize and Bargain Collectively

The Chinese Government does not permit collective
bargaining. Without legal status as a collective bargaining
body, the ACFTU's role has been restricted to a consultative
one in the decision making process over wages and wage
reforms. Other than in a few cases where laid-off workers®
*living wages"” were in jeopardy, trade unions have limited
themselves to channelling workers' complaints to the
management of individual enterprises or municipal labor
bureaus. There is a three-tiered dispute settlement procedure
for workers or management to use. Worker congresses,
organized in most Chinese enterprises, technically have the

Jemave. incompetent managers.and.apprave_major
decisions affecting the enterprise (notably bonus/wage
ution system Oorker ¢o se
.once a year,_ however, and appear to act primarily as rubber -
stamps on agreements worked out between factory managers,
party secretaries, and union representatives.

c. Prohibition on Forced or Compulsory Labor

China has not ratified ILO Convention 105 on forced
labor. China's longstanding practice is that all prisoners,
including political prisoners, work whether sentenced by a
court to "reform through labor" or by an administrative or
other extra-judicial proceeding to "reeducation through
labor". Chinese officials claim that China's prison
population (officially numbered at 1.2 million) produce goods
worth RMB 2.5 billion annually, primarily for use within the
prison system or for domestic sale, but there is strong
evidence that some of these products are exported. In August
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1992 the United States and China concluded a Memorandum of
Understanding on Trade in Prison Labor Products, which
facilitates information exchange to allow both sides to
enforce their laws and regulations prohibiting trade in prison

labor goods.
d. Minimum Age for Employment of Children

Regulations promulgated in 1987 prohibit the employment
of school-age children who have not completed the compulsory
nine years of education. 1In 1990 the State Council reiterated
8- previous Ministry of Labor circular, which imposes severe
fines, withdrawal of business licenses, or jail for employers .
who hire children under the age of 16. Enforcement of the
provisions of the circular is spotty and the employment of
-child labor is still fairly common, especially in rural areas.

e. Acceptable Conditions of Work

China does not have a labor code. The terms and
conditions of employment, including wages, are generally
unilaterally determined through administrative regulation,
although increasing numbers-of-workers-are- legally permitted-
to individually bargain on provisions in their labor
contracts. Technically speaking there is no minimum wage
law. Regulations set a basic "living wage", which operates
essentially as a minimum unenployment benefit and _varies from
Gity to city. Those actually employed tend to earn
congiderably more, While Chinese wages (averaging perhaps $30
per month) are low, most workers receive at least as much in
bonuses, and food and rent supplements, and enjoy highly
subsidized rents. The maximum work_week is 48 hours, of which
a half or full day each week is devoted to the study of
political and current affairs;——Safety-conditions are
generally very poor and the absence of a national labor code
makes enforcement of safety regulations extremely difficult.

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,

toreign-invested-sectors:—

Workers in Chinese-foreign joint ventures are guaranteed
the right to form unions (which then must affiliate with the
ACFTU), and joint venture managers report significant union
activity and the need to bargain with these unions over wages
and benefits. 1In addition, some municipal trade union
regulations, such as those in Shenyang and Shanghai, give the
unions substantial clout in the dismissal process.
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Extent of U.S. Invesatment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Catagory
Amnnt
Petroleum 89
Total Manufacturing 162
Food-&-Kindred-Rroduocts— )
Chemicals and Allied Products 34
Metals, Primary & Fabricated 0
Machinery, except Electrical (D)
Electric & Electronic Equipment (D)
Transportation Equipment (D)
Other Manufacturing 22
Wholesale Trade 90
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 341

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce (unpublished)
Bureau of Economic Analysis, November 1992



HONG KONG

Key Economic Indicators

(Millions of HK$ unless otherwise noted)
1990 1/ 1991 1/ _1992 2/

Income. Production and

Employment
Real GDP (1980 prices) 262,603 273,547 287,220
Real GDP Growth (%) 3.2 4.2 5.5
GDP (at current prices) 559,623 643,728 755,730
By Sector

Agriculture 1,679 1,750(est) N/A

Energy and Water 12,871 13,412(est) N/A

Manufacturing. 96,255-—-100;298(est)—N/A

Construction 31,339 32,655(est) N/A

Rents 28,451 29,646(est) N/A

Finance 3/ 116,402 121,291(est) N/A

Other. Services 4/ 188,593 196,514(est) N/A

Government, Health

and Education 83,943 87,469(est) N/A
Net Exports of Goods
and Services 28,374 21,250 26,622

Real Per Capita GDP

(1980 prices) 46,034 47,534 49,430
Labor Force (000°'s) 6/ 2,774 2,826 2,840
Unemployment Rate (%) 5/ 1.3 1.8 2.1
Money and Prices (Annual Percentage Growth)
Money Supply (M2) 6/ 22.4 13.3 14.8
Base Interest Rate 6/ 7/ 10.0 8.5 6.5
Personal Savings Rate 6/ 8/ 5.5 3.5 1.5
Retail Inflation 9/ N/A N/A N/A
Wholesale Inflation 9/ N/A N/A N/A
Consumer Price Index 10/ 106.6 114.5 124.0
Exchange Rate (US$/HKS$) 7.789 7.771 7.735
Balance of Payments and Trade
Total Exports (FOB) 639,874 765,886 922,892
Exports to U.S8. (FOB) 154,123 173,672 217,090
Total Imports (CIF) 642,530 778,982 941,010
Imports from U.S8. (CIF) 51,788 58.837 66,485
Aid from U.S. -0- -0- -0~
Aid from Other Countries -0- -0~ -0~
Bxternal Public Debt -0- -0- -0~
Debt Service Payments -0~ -0- -0~
Gold and Foreign

Exchange Reserves 11/ 24,692 28,996 N/A
Trade Balance -2,656 -13,096 -18,118
Balance with U.S. 102,334 114,835 150,605

Revised August estimate

1/
Consulate projection

2/
3/
4/

5/

services

Incl. financing, insurance, real estate, & business

Incl. wholesale, reta 1, import/export trades, restaurants,
hotels, transport, storage, and communications
Average figures; seasonally adjusted



6/ End of period
7/ Prime lending rate

8/ Savings deposit rate
9/ The HK Government provides only the consumer price index

10/ Oct 89-Sep 90 = 100; cpi covers urban households with
monthly expenditure of HK$2,500-9,999 (approximately

50% of households)
11 Poreign currency assets of Exchange Fund (U.8. dollars)

1. General Policy Framework

The. Hong Kong Government pursues economic policies of
non-interference in commercial decisions, low and predictable
taxation, government spending increases within the bounds of
real economic growth, and competition subject to regulation
and law. Market forces determine wages and prices with price
controls limited only to certain government-sanctioned
monopolies in the service sector. There are no restrictions
on foreign ownership of capital, nor are there export
performance or local content requirements. Profits can be
freely repatriated. These policies have spurred high rates of
real growth, low unemployment, rising wages, and an overall
steady increase in standard-of-living judged in economic terms.

The constantly growing economy has produced additional
tax revenues independent of modest regular increases in excise
taxes, and more recently a real estate and business profits
tax, which currently stands at 17.5 percent. Personal income
is taxed a maximum rate of 15 percent. Property is taxed;
interest, royalties, dividends, capital gains, and sales are
not. As such, in spite of the growth of government spending
from approximately 14 percent of gross domestic product in the
mid 1980s to about 19 percent by the early 1990s, the Hong
Kong Government has still run surpluses and amassed large

fiscal reserves.

The Hong Kong Government levies no import tariffs.
However, domestic consumption taxes (referred to as duties in
Hong Kong) are imposed on certain goods, including tobacco,
cosnetics, soft drinks, alcoholic beverages, methyl alcohol,
and some fuels. Although these taxes are levied equally on
local manufactures and imports, Hong Kong importers of U.S.
wines complain that a grape-based wine duty discriminates
since Chinese "wines” are charged a lower tax. The Hong Kong
Government has replied that Chinese rice wines are different
products and that grape-based Chinese wines are charged
exactly the same duties as U.S. and other grape-based wines.

The Hong Kong Government maintains a strict link between
the Hong Kong and U.S. dollars, which forces Hong Kong
policymakers to keep Hong Kong's interest rates in line with
U.S. rates. The Hong Kong Government affects short term rates
by controlling liquidity in the interbank market and by its
influence over the banking cartel which sets Hong Kong's

commercial interest rates.

A possible threat to Hong Kong's economy arises from the

question of the Most Favored Nation (MFN) status of the
People's Republic of China. Should MFN status be revoked,
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China-based firms owned by Hong Kong residents could lose up
to $1.2 billion in income and 43,000 jobs in the first year

alone.

2. Exchange Rate Policies

The government links the Hong Kong dollar to the U.S.
dollar at the rate of about 7.8 Hong Kong dollars to one U.S.
dollar. This policy has existed since October 1983. There
are no multiple rates of exchange and no foreign exchange
controls. More than half the deposits in the domestic banking
system are denominated in foreign currencies. The government,
citing reasons of stability, has ignored repeated calls to
delink the Hong Kong dollar from the U.S. dollar in order to
give Hong Kong more control over domestic interest rates.

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 Thus, if the dollar depreciates against
the Japanese yen and European currencies, U.S. goods should
become more competitive. 1In fact, Hong Kong has imported more
U.S8. goods over the last five years, although the role of
currency factors cannot be definitively established.

3. Structural Policies

Hong Kong's non-interventionist policies, which have
worked in bringing a rising level of prosperity and low
unemployment to the British colony also provide overall an
attractive barrier-free market for the U.S. goods exporters
and service providers. Hong Kong imposes virtually no
controls on trade and industry other than to ensure sound
business practices and to meet international obligations

associated with health, safety, and security.

Hong Kong is a GATT member and signatory to the GATT
Government Procurement Code. As such, the central government
buys-goods through open, competitive international bidding.
However, autonomous state-owned corporations such as the mass
transit railway system and airport project are not covered by
the code. Neither are services purchased by any arm of the
government. The Hong Kong Government stresses that non-GATT
purchasing decisions whether by the central government or
autonomous enterprises are subject to objective,
non-discriminatory criteria.

4. Debt Management Policies

The Hong Kong Government carries minuscule public debt
at present. 1In part to finance infrastructure related to
building a new airport, the government issued debt on its own
account by the end of 1991, With quarterly tranches of HK$500
million, the total outstanding amount is expected to reach
HK$5 billion (US$641 million) within two years. According to
a July 1991 agreement with the People's Republic of China, the
Hong Kong Government will be free to borrow a sum not
exceeding HK$5 billion; any debt larger than that will be
permitted only if both sides agree. The latest British
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airport finance proposal (no consensus from the Chinese yet)
showed that the maximum debt related to the airport would be
HK$5.9 billion (repayment cf debt by the year 1999) and that
for an airport railway, the maximum debt would be HK$17
billion {vrepayment of debt by the year 2006).

5. Significant Barriers to U.S. Exports

Aviation-related procurement: The Hong Kong Government
is building a multi-billion dollar new airport. Although U.S.
companies earned several early bids for project management and
financing consultancies, UK and UK-affiliated firms have won
approximately 70 percent of the value oOf MBJor Eonstruction
and design contracts through mid-1992, including for the
terminal building and site preparation. Some U.S. firms
complained of favoritism. Airport project officials denied
the charges, citing the long and successful track record of
various winners in Hong Kong construction.

Upon inquiry, the United States Government found no
overt discrimination, but asked that bidding criteria be made
more transparent. Airport officials replied favorably and
expect American firms to compete aggressively for airport
equipment contracts like advanced radars and people mover
systems. Note: An American-Japanese consortium won a major
contract in October 1992 to construct one of the key bridges
which will link the new airport to Hong Kong proper.

Government sanctioned monopolies controlled by
UK-affiliated firms provide air cargo and aviation maintenance
at the current international airport, shutting out U.S.
investment to provide these services. The government has said
that severe space constraints limit the number of service
providers which can operate at the current cramped facility.
The new airport executives have adopted a more flexible stance
toward competition by inviting bids for air cargo and
maintenance on an open basis. The government is considering
permitting multiple suppliers of these services at the new
airport, in spite of intense lobbying by the current providers
to maintain their monopolies. Because the current service
suppliers most likely will continue to serve the new airport,
U.S. hopes for winning ground services contracts will hinge on
the government's ability to resist importuning to maintain

ﬁpnopoly arrangements.

Telecommunications: The government in 1992 announced
that the wired voice telephone service will be opened to
competing networks on a non-discriminatory basis in 1995. The
government began inviting bids in September 1992. A monopoly
will still exist in basic long distance telephone service
under a government contract with the Hong Kong Telephone
‘company, another UK-controlled firm with shares publicly
traded in Hong Kong. This franchise effectively bars
U.S.-owned long distance companies from offering basic long
distance service originating in Hong Konhg.

Lawyers: U.S. and other foreign law firms have sought
permission to associate with local law firms to offer their
clients a more comprehensive legal coverage. The Hong Kong
Law Society's position in 1989 was that foreign law firms
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should not be entitled to employ or take into partnership Hong
Kong solicitors and thereby practise Hong Kong law.

In mid-July 1991, the Law Society sent consultation
papers to the Hong Kong Government, local law firms, and
various chambers of commnerce to invite comments on the
proposals for the regulation of foreign law firms' practise in
the territory. The responses received in late August 1991
indicated that greater flexibility was needed to permit a
range of associations between local and foreign law firms.
Additionally, an objective, nondiscriminatory and
competency-based scheme has been proposed to assess
credentials of foreign lawyers for admission requirements.
The Hong Kong Government favors the Law Society's prooomals.

In January 1992, the executive council approved, in
principle, statutory provisions for the regulation of foreign
lawyers and law firms. According to the new proposal, foreign
lawyers and law firms must register with the Hong Kong Law
Society. The Hong Kong Law Society will administer a transfer
test for foreign lawyers. The proposed bill will be discussed

in the legislative council in early 1993,

Banking: Poreign banks are not allowed to establish
subsidiaries in Hong Kong, and post-1978 entrants are limited

to one branch.

6. Export Subsidies Policies

The Hong Kong Government does not subsidize exports
either directly or indirectly. The quasi-governmental Hong
Kong Trade Development Council, which engages in export
promotion activities, is financed by net proceeds of an ad
valorem charge of 0.05 percent on all exports and on imports
other than foodstuffs and by miscellaneous internally
generated income from sources such as advertising fees and
publication sales. The Council also contributed about half of
the HK$10 million in legal fees to fight dumping claims
against local manufacturers.

7. Protection of U.S, Intellectual Property

Hong Kong has acceded to the Paris Convention for the
Protection of Industrial Property, the Berne International
Copyright Convention, and the Geneva and Paris Universal
Copyright Conventions. To meet its obligations under these
conventions, Hong Kong has enacted laws covering trademarks,
trade descriptions (includes counterfeiting) copyrights,

industrial designs, and patents.

There is no original grant of patents in Hong Kong and
Hong Kong patent law is identical to UK patent law. The
registration of patent ordinance provides for the registration
in Hong Kong of UK patents and European (UK) patents. On July
2, 1990 the Hong Kong Government established the Intellectual
Property Department which took over the registration work of
patents and trademarks and has assumed all the statutory
responsibilities. Patent protection extends for 20 years.
Hong Kong provides full patent protection for chemical
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compounds and foodstuffs. There are no restrictions on the
licensing of patents nor is licensing compulsory.

All trademark registrations in Hong Kong, valid for
seven years and renewable for l4-year periods, are original.
Proprietors of trademarks registered elsewhere must apply anew
and satisfy all requirements of Hong Kong law. When evidence
of use is required, such use must have been in Hong Kong. In
February, 1992 the trademark (amendment) ordinance was enacted
to include the registration of services. The Customs and
Excise Department is responsible for enforcing the criminal
aspects of intellectual property rights. 1In 1991, there were
682 seizures of trademark offenses with a total value of
HK$10S fmiiXlion, with 127 firms being prosecuted.
Counterfeiting and trademark infringement carry maximum
penalties of HK$100,000 and imprisonment for two years on
summary offenses, and HK$500,000 and imprisonment for five
years on indictable offenses. All goods seized are liable to

forfeiture.

Copyright protection in Hong Kong derives from UK law
extended to Hong Kong and from the Hong Kong Copyright
Ordinance. Foreign works are protected provided ownership is
vested in a country which is a signatory to one of the
international conventions. The law reform commission is now
conducting a review of Hong Kong's copyright and design law
with a view to its modernization and localization (a
consultative paper was released in early 1991).

Protection under the Copyright Ordinance is automatic;
no registration is necessary. Three-dimensional
representations of two-dimensional works are protected as are
registered designs. Copyright infringement carries a penalty
of HK$1,000 for each copy and imprisonment for one year. For
possession of plates used, or intended to be used in
counterfeiting of copyrighted materials, the maximum penalty
is HK$50,000 and imprisonment for two years.

The Business Software Alliance (BSA), a U.S. industry
group, has claimed that software piracy is a serious problem
in Hong Kong and the government should do more to control it.
It is true that pirated diskettes are readily available in
certain notorious retail outlets. However, up to now the
industry has not provided reliable numerical estimates of
potential losses. In spite of this, the authorities have made
earnest and expensive efforts to arrest and convict pirates.
Still, many of the culprits have been first time offenders and
the courts have suspended jail sentences. The BSA claims the
lack of jail terms has failed to deter continuing piracy. The
Law Reform Commission, in its consultative paper, has proposed
removing possession of pirated diskettes from the criminal
statutes. The BSA opposes. The Government has countered that
it opposes end user piracy and that the Law Commission study
is only a recommendation. PFurthermore, the government asserts
that ample civil remedies, such as injunctions, exist. The
government has offered to cooperate with the United States to
explore if additional steps can reasonably be taken to curtail

software piracy.
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8. HWorker Rights

In general, the protection afforded under Hong Kong
ordinances extends to all workers, both local and foreign, in
all sectors. Injuries and occupational diseases qualifying
for compensation, 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. Right of Association

The right of association and the right of workers to
establish and join organizations of their own choosing are
guaranteed under local law. Unions are defined as corporate
bodies and enjoy immunity from civil suits arising from
breaking of contingent contracts or interference with trade by
work stoppages on the part of their members. The Hong Kong
Government does no. discourage or impede union formation or
discriminate against union members. Workers who allege
anti-union discrimination have the right to have their cases
heard by a government labor relations body.

b. Right to Organize and Bargain Collectively

The right to organize and bargain collectively is
guaranteed under local law. However, the latter is not widely
practised and there ard no mechanisms to specifically
encourage it. Instead, a dispute settlement system
administered by the Government is generally resorted to in the
case of disagreements. In the case of a labor dispute, should
initial conciliation efforts prove unsuccessful, the matter
may be referred to arbitration with the consent of the parties
or a board of inquiry may be established to investigate and

make suitable recommendations.

c. Prohibition of Porced 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. Employment of females under age 18 in
establishments subject to ligquor regulations is prohibited.
The labor inspectorate conducts work place inspections to
ensure that these regulations are being honored. During 1991,
extensive inspection activities found 39 children working in

violation of the law.
e. Acceptable Conditions of Work

Wage rates are determined by supply and demand. 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 to all persons under age 18 in industrial
establishments. In extending basic protection to its
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workforce, the Hong Kong Government has enacted industrial
safety and compensation legislation. The Hong Kong Government
Labor Department carries out inspections to enforce legislated
standards and also carries out environmental testing and
conducts medical examinations for complaints related to

occupational hazards.
f.. Rights in Sectors with U.S. Investment

U.8. direct investment in manufacturing is concentrated
in the electronics and electrical products industries. Aside
from hazards common to such operations, working conditions do
not differ materially from those in other sectors of the
economy. Labor market tightness and high job turnover in the
manufacturing sector have spurred continuing improvements in
working conditions as employers compete for available workers.

Extent of U.S. Investment in Goods Producirg Sectors
U.S. Direct Investment Position Abroad

on an Historical Cost Basis ~ 1991
(Millions of U.S. dollars)

Category Amount
Petroleum 342
Total Manufacturing 950

Food & Kindred Products (D)

Chemicals and Allied Products 163

Metals, Primary & Fabricated (D)

Machinery, except Electrical 241

Electric & Electronic Equipment 247

Transportation Equipment 0

Other Manufacturing 212
Wholesale Trade 2,299
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 3,591

(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce, Sury:
. November 1992, Vol. 72, No. 8, Table 11.3
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Key Economic Indicators
(Billions of Rupiah (Rp) unless otherwise noted)
1990 1991 1992

Income. Production and prelim, est.
Employment

Real GDP (1983 Rp) 115,110 122,705 126,147

Real GDP growth (pct) 7.1 6.6 6.0

GDP (current prices) 197,000 227,000 258,220

Real GDP by sector
‘Agriculture 27,357 22,057 23,300
Mining 17,489 19,108 20,000
Manufacturing 22,277 24,461 27,000
Blectricity, gas, water 726 843 1,000
Construction 6,673 7,403 8,100
Retail trade, hotels 18,565 19,587 20,700
Transport, communications 6,308 6,816 7,300
Banking, finance 4,894 5,517 5,800
Real estate 2,999 3,120 3,200
Government 8,783 9,030 9,300
Other services. . 3,981 4,192 4,400

Real per capita income
(*'000 of 1983 Rp) 599 638 682

Labor force (million) 75.9 . 78.2 80.5

Unemployment rate (pct) 3.3 2.8 3.2

Money and Prices

Money supply (m2, pct rise) 44.2 17.1 15.0

Interest rates 1/ 18.3 15.2 12.0

National savings (pct GDP) 25.0 25.0 25.0

Consumer price index 2/ 117 129 137

Change in CPI 9.5 9.5 6.0

Wholesale price index 3/ 178 187 198

Exchange rate (rp/$) 4/ 1,843 1,950 2,047
and Trade (* Million)

Exports FOB 26,807 29,430 32,500
0il and gas 11,931 11,439 11,000
Non-o0il and gas 14,876 17,991 21,500

Exports to U.S. FOB 3,365 3,508 4,490

Imports FOB ~21,455 -24,626 -26,000
0il and gas - 3,222 - 3,343 - 2,600
Non-0il and gas -18,233 -21,283 -23,400

Imports from U.8. CIP 2,520 3,397 3,700

Services (net) - 8,592 -9,016 -10,000

Current account - 3,240 - 4,212 - 3,500

Official debt service 6,645 7,400 7,800

Official reserves 8,661 9,868 12,000

U.8. direct investment 3,226 3,458 3,600

Total foreign assistance 5/ 4,516 4,755 4,948
of which U.S. 145 133 160

1/ Interbank fund rates.
2/ BEnd of period. FY 1988/89 equals 100. PFiscal years are

from April 1 to March 31.



3/ Period average, 1983 equals 100.

4/ Period average.
5/ Fiscal year basis total is amount pledged at the annual

Consultative Group (CG) Donors Meeting (does not include all
special assistance and aid outside the CG context).

1. General Policy Framework

The Indonesian economy is slowly shifting from reliance
28—-806L05—t0-—-a-broader—base+—In-1991-non~oil

manufacturing accounted for 17 percent of gross domestic
product (GDP), o0il and gas production and refining for 15.6
percent, agriculture for 19.5 percent, and trading, hotels and
restaurants for 16.6 percent. Real growth in GDP averaged 6.3
percent per year from 1986 through 1991, with 7.1 percent in
1989 and 1990 and 6.6 percent in 1991. The 1992 result is
expected to be at least 6.0 percent.

Faced with lower o0il prices in the early 19808 and the
need to create more than two million jobs annually, the
Government of Indonesia in 1983 launched its ongoing program
of "deregulation and debureaucratization.” The twin goals are
to give freer rein to the private sector and reduce dependence
on petroleum as a source of export earnings and tax revenues.
The program began with a loosening of controls on the
financial sector. Subseguent measures liberalized conditions
for foreign and domestic investment, reduced tariffs and
import licensing restrictions, eased export requirements,
revitalized capital markets and the banking system, and
reformed the domestic shipping regime. Indonesia has not had
capital controls for some years. In the most recent
deregulation packages, released in June 1991 and July 1992,
the government reduced duties on hundreds of categories of
imports and eased or eliminated trade barriers to a number of
other goods, including various iron and steel products and
some classes of used machinery and capital plant. Although
the deregulation packages have had far-reaching effects,
government agencies and state-owned enterprises continue to
control production and imports of key commodities and a few

other products.

The deregulation packages have been effective: economic
growth has been robust; the private sector plays a more
prominent role in the economy; and the economy is becoming
remarkably well diversified. The non-o0il manufacturing sector
has expanded at an average annual rate of about 12 percent
over the past five years. Private investment has also been
vigorous, although the 1992 levels of approved domestic
investment are substantially lower than the giddy 1991
levels. Approvals of non-o0il foreign investments in 1992
will, for the third year in succession, exceed $8 billion.

In 1990 and 1991, strong domestic demand, fueled by
vigorous private and public investment, strained limited
infrastructure and pushed up inflation. In response, the
government tightened monetary policy and established a foreign
commercial borrowing review team to review projects with
public sector participation which require foreign commercial
financing. It also set ceilings for annual foreign commercial
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borrowing by banks and public sector entities. Polic¥ makers
remain concerned about the future debt-servicing implications
of sharply higher private sector foreign borrowing.

In 1992 the government eased monetary policy somewhat and
interest rates fell from 22 percent for three-month time
deposits in the fourth quarter of 1991 to below 17 percent
in September 1992. Deposit rates dropped more rapidly than
lending rates. The government's ability to affect interest
rates is hampered by the lack of long-term debt instruments in

the Indonesian capital market.

The government's fiscal tools are limited in that it is
statutorily barred from running a budget deficit or surplus.
Foreign donors finance a major share of development
expenditures through bilateral or multilateral aid programs.

2. Exchange Rate Policies

The government has maintained the convertibility of the
rupiah since L{he 1960s. There are no foreign exchange
controls. The government follows a managed float based on a
basket of major trading currencies, including the dollar.
Current policy is to maintain the competitiveness of the
rupiah through a gradual depreciation against the dollar, at a
rate of about five percent a year. The exchange rate on
November 1, 1992 was 2,055 rupiah per dollar.

3. Structural Policies

In general, the government allows the market to determine
price levels. The government enforces a system of floor and
ceiling prices for certain "strategic" food products such as
rice. In some cases, business associations, with government
support, establish prices for their products. 1In 1990 the
government established a new domestic clove trading system;
the purchasing body's clove buying has been supported with
central bank liquidity credits. Direct government subsidies
are confined to a few goods such as fertilizers and certain
refined petroleum products. The government is committed to
reducing subsidies for agricultural inputs.

Individuals and businesses are subject to income taxes.
The maximum rate is 35 percent of annual earnings in excess of
Rp 50 million (about $25,000). In 1985, a value-added tax
(VAT) was introduced. Import duties are another important
source of government revenue. Companies can apply for an
exemption from or a rebate of import duties and VAT paid on
inputs used to produce exports. A few products remain subject
to export taxes. In October 1989 export taxes on sawn lumber
were raised to prohibitive levels; and in May 1992 a previous
export ban on logs was replaced by high export taxes.
According .to government officials, total tax compliance in

Indonesia is about 55 percent.

4. Debt Management Policies

Indonesia‘’'s medium and long term foreign debt totals



100

INDONESIA

about $78 billion, with $55 billion owed by the state sector
and $23 billion by the private sector. 1In 1992 Indonesia will
pay approximately 32 percent of total export earnings in
principal and interest payments on its foreign debt. The
government has not rescheduled private or official debt for

many years.’

The cabinet-level team set up by the government in
September 1991 to oversee foreign borrowing has had a
measurable effect on controlling public offshore debt. The
team is charged with reviewing applications for foreign
commercial-credits—to finance projects in-which—the government
or a state-owned enterprise is involved. Financing for purely
private projects is not directly affected, although the
government's well-publicized concern about offshore borrowing
and higher spreads have probably led some private companies to
look more carefully at their borrowing plans. The team is
also charged with prioritizing the use of offshore funds by
project and with establishing borrowing ceilings. In October
1991 the team announced ceilings on public sector foreign
commercial borrowing and guidelines for private sector
borrowing through FY 1995/96 ranging from $5.5 to $6.5 billion
total per year. It also decided to defer four large projects
in the petroleum sector with a total cost of $9.8 billion,
although at least one of those projects is scheduled to go

ahead as a purely private entity.

5. Significant Barriers to U.S, Exports

Import Licenses: Since 1986, import licensing
requirements have been relaxed in a series of deregulation
packages. Items still subject to import licensing include
some agricultural commodities (rice, wheat, sorghum, sugar),
alcoholic beverages, and some iron and steel products.
Remaining import licensing requirements may be waived for
companies importing goods to be incorporated into subsequent
exports. The importation of most types of completely built-up
passenger vehicles is forbidden, although the government is
expected to issue an automotive deregulation package in early
1993, Tariffs and surcharges have often replaced licenses as
the preferred method of protecting certain domestically
produced goods. Several surcharges which were presented in
the June 1991 deregulation package as twelve-month measures

were renewed in the July 1992 package.

Services Barriers: Services barriers abound, although
there has been some loosening of restrictions, particularly in
the financial sector. For example, entry by foreign banks,
securities firms, other non-bank financial institutions, and
life and property insurance companies is limited to joint
ventures with local companies; in all cases, the
capitalization requirements are higher than for domestic
firms. In addition, foreign banks are limited to one branch
each in eight cities, and fifty percent of the deposits of
state-owned enterprises must be placed in state-owned banks.
Foreign companies incorporated in Indonesia may issue stocks
and bonds through the capital market. Foreigners are
permitted to purchase up to 49 percent of a company's shares

listed on the stock exchange.
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Foreign attorneys may serve as consultants and technical
advisors. However, sttorneys are admitted to the bar only if
they have graduated from an Indonesian legal faculty or from
an institution recognized by the governrent as equivalent.
Foreign accountants may serve as consultants and technical
advisors to local accounting firms. Air express companies are
not permitted to own equity in firms providing courier
services, although they may arrange with local firms to
provide services in their name and second expatriate staff to

the local firms.

Indonesia tmposes a quota on the number of foreign films
which may be imported in a given year. 1Importation and
distribution of U.8. films must be handled through a single
organization, the European and American Film Importers
Association (AIFEA). A decree which increases the number of
companies permitted to bring in U.S. films and videos is
expected to be implemented in early 1993.

Standards, Testing, Labelling, and Certification: 1In May
1990 the Government of Indonesia issued a decree which stated
that the Department of Health must decide within one year of
receipt of a complete application for registration of new
foreign pharmaceutical products. Under the national drug
policy of 1983, a foreign firm may register prescription
pharmaceuticals only if they both incorporate high technology
and are products of the registering company's own research.
Foreign pharmaceutical firms have complained that copied
products sometimes become available on the local market before

their products are registered.

Investment Barriers: Although deregulation has reduced
differential treatment between foreign and domestic investors,
national treatment for roreign investments does not exist.
With the qualified exceptions of new investment in expnrt
processing zones and other specified areas or of investments
of more than $50 million, foreign investment must be in the
form of joint ventures. The minimum Indonesian equity is
usually 15 percent. Laws and regulations also set forth rules
on divestiture, but they are enforced liberally. Although
wholesale distribution of products manufactured by a joint
venture is permitted, retailing and distribution are closed to

foreign investors.

Most foreign investment must be approved by the Capital
Investment Coordinating Board (BKPM). Line departments handle
investment in the oil and gas, financial, and forest
concession sectors. BKPM maintains a list of sectors closed
to further foreign and/or demestic investment. There are
several provisions under which foreigners may exploit or
occupy land in Indonesia, but ownership is generally
restricted to Indonesians. There are numerous restrictions on
the employment of expatriates by both domestic and
foreign/joint venture firms, and obtaining expatriate work

permits can be a challenge.

Government Procurement Practices: Most large government
contracts are financed by bilateral or multilateral donors who
specify procurement procedures. For large projects funded by
the government, international competitive bidding practices
are to be followed. Under a 1984 Presidential Instruction
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("Inpres-8") on government-financed projects, the government
seeks concessional financing which meets the following
criteria: 3.3 percent interest and a 25 year repayment period
which includes 7 years® grace. Some projects proceed,
however, on less concessional terms. Foreign firms bidding on
certain government-sponsored construction or procurement
projects may be asked to purchase and export the equivalent in
selected Indonesian products. Government departments and ’
institutes and state and regional government corporations are
expected to utilize domestic goods and services to the maximum
extent feasible. (This is not mandatory for foreign
aid-financed goods and services procurement.) An October 1990
government regulation exempts state-owned enterprises which
have offered shares to the public through the stock exchange
from government procurement regulations; as of November 1992
only one such enterprise had made a public offering.

6. Export Subsidies Policies

Indonesia has joined the GATT Subsidies Code and
eliminated export loan interest subsidies 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 purchases of materials for use in
manufacturing export products. Exemptions from or drawbacks
of import duties are available for goods incorporated into

exports.

7. Protection of U.S. Intellectual Property

Indonesia is a member of the World Intellectual Property
Organization and is a party to certain sections of the Paris
Convention for the Protection of Intellectual Property. It is
not a signatory to the Berne Convention for the Protection of
Literary and Artistic Works, but is considering adhering to
it. 1Indonesia has made progress in intellectual property
protection, but it remains on the U.S. Trade Representative's
Special 301 "Watch List" under the provisions of the 1988
Omnibus Trade and Competitiveness Act.

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

Trademarks: A new Trademark Act will take 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; cancellation actions must be
lodged within five years of the trademark registration date.
It is not yet clear how the Trademark Office will handle
pending applications which were filed under the previous

trademark legislation.
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Copyrights: On August 1, 1989 a bilateral copyright
agreement with the United States went into effect extending
national treatment to each other's copyrighted works.
Enforcement of the ban on pirated audio and video cassettes
and textbooks has been vigorous, although software producers
remain concerned about piracy of their products. The
government has demonstrated that it wants to stop copyright
piracy and that it is willing to work with copyright holders
toward this end. Enforcement to date has significantly
reduced losses from pirating, but leakages still exist.

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

introducing legislation.

Impact: It is not possible to estimate the extent of
losses to U.S8. industries due to inadequate intellectual
property protection, but U.S8. industry has placed considerable
importance on improvement of Indonesia‘'s intellectual property

regime.

8. MWNorker Rights
a. Right of Association

Private sector workers, including those in export
processing zones, are free to form or join unions without
prior authorization. However, in order to bargain on behalf
of employees, a union must register as a mass organization
with the Department of Home Affairs and meet the requirements
for recognition by the Department of Manpower. While there
are no formal 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, SPSI1). 1Its membership is approximately 994,500, or
about 1.4 percent of the total work force. However, if
agricultural workers and others in categories such as
self-employed and family workers who are not normally union
members are factored out, the percentage of union members

riscs 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 another association, the
PGRI. Though technically possessing the same rights as a
union, it has not engaged in collective bargaining.

All organized workers, with the exception of civil
servants, have the right to strike. In practice, state
enterprise employees and teachers rarely exercise this right.
Before a strike can occur in the private sector, the law
requires intensive mediation by the Department of Manpower and
prior notice of the intent to strike. However, no approval is
required. Nonetheless, because the legal requirements are
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often either difficult to meet or unknown to the workers, most
strikes are technically illegal.

b. The Right to Organize and Bargain Collectively

Collective bargaining is provided for by law, but only
recognized trade unions may engage in it. Once notified that
25 employees have joined a registered union, an employer is
obligated to bargain with them. Before a company can register
or renew its company regulations it must demonstrate that it
consulted with the union or in its absence a committee
consisting of employer and employee representatives.

Labor law applies equally in export processing zones.
Regulations expressly forbid employers from discriminating or
harassing employees because of union membership.

c. Prohibition of Forced or Compulsory Labor

Forced labor is strictly forbidden. Indonesia has
ratified ILO convention No. 29 concerning forced labor.

d. Minimum Age for Employment of Children

The Department of Manpower acknowledges that there is a
class of children under the age of 14 who, for socio-economic
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 inspection
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
workweeks, 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 by area wage councils
working under the supervision of the National Wage Council.
Ministerial regulations provide workers with a variety of
other benefits, such as social security, and workers in more
modern facilities often receive health benefits and free
meals. However, enforcement of labor regulations is limited
and 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

Application of legislation and practice governing worker
rights is largely dependent upon whether a particular business
or investment is characterized as private or public. U.S.
investment in Indonesia is concentrated in the petroleum and
related industries, primary and fabricated metals (mining),

and pharmaceuticals sectors.

Foreign participation in the petroleum sector is largely
in the form of production sharing contracts between the
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foreign companies and the state oil and gas company,
Pertamina, which retains control over all activity. All
employees of foreign companies under this arrangement are
considered state employees and thus all legislation and
practice regarding state employees generally applies to them.
Employees of foreign companies operating in the petroleum
sector are organized in KORPRI. Employees of these state
enterprises enjoy most of the protection of Indonesian labor
laws but, with some exceptions, they do not have the right to
strike, join labor organizations, or negotiate collective
agreements. Some companies operating under other contractual
arrangements, such as contracts of work and, in the case of
the mining sector, cooperative coal contracts, do have unions

and collective bargaining agreements.

Regulations pertaining to child labor and child welfare
are applicable to employers in all sectors. Employment of
children and concerns regarding child welfare are not
considered major problem axeas 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 Goods Producing Sectors

U.S8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category

Petroleum

Total Manufacturing
Food & Kindred Products (D)
Chemicals and Allied Products 98
Metals, Primary & Fabricated 11
Machinery, except Electrical (D)
Electric & Electronic Equipment -1
Transportation Equipment 0
Other Manufacturing (D)

Wholesale Trade © (D)

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)
(D)-Suppressed to avoid disclosing data of individual companies

2,869
206

_ Source: U.S. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3
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1992

1.2

4/

4.81 5/

N/A
31‘0

105.0
89.7

127.9

250.7
69.7
172.8
39.3
30.4

73.1
84.1
"1009
-0‘5
72.6
-008

69.2

JARAN
Key Economic Indicatoxs
(trillions of yen unless otherwise noted)
1990 1991
Income, production and employment
Real GNP 11/ 403.4 421.3
Real GNP Growth rate (pct) 5.2 4.4
Real GDP Growth rate (pct) 5.2 4.4
GDP (at current prices) 425.7 453.0
Real GNP by sector
11l/Agriculture & fisheries 10.5 11.0
Manufacturing 125.2 130.7
Construction 35.2 36.8
Electricity, gas 13.3 13.9
Wholesale, retail 55.3 57.7
Finance and insurance 25.3 26.4
Real estate 40.1 41.9
Services 57.4 60.0
Per capita income (mil.yen) 3.27 3.39
Labor force (million) 63.8 65.1
Unemployment rate (pct) 2.1 2.1
Money and Prices
Money supply
(M2+CD annual avg., pct) 11.7 3.6
Commercial interest rates
(10-yr govt bonds; yr-end) 7.10 5.38
Savings rate (pct) 6/ 14.1 N/A
Investment rate (pct) 7/ 32.6 32.0
CPI (1990 equals 100) 100.0 103.3
WPI (1985 equals 100) 90.3 . 90.8
Exchange rate (yen/dol) 144.8 '134.5
Trade (bil dol) 12/
Total exports, FOB 286.9 314.5
Total to U.S., FOB 90.3 91.5
Total imports, CIF 234.8 236.7
Total from U.S., CIF 52.4 53.3
Balance with U.S. 37.9 38.2
Balance of payments (bil dols)
Current account 35.8 72.9
Trade account 63.5 103.0
Service & trans. -27.8 -30.1
Long-~term capital ~-43.6 37.1
Basic balance -7.8 110.0
Short-term capital 21.5 -25.8
Gold and forex reserves
(year-end) 77.1 69.0

1/ Jln—June, S.AQAQR.

2/ Jan-June, year-over-year
3/ Jan-August, average S.A.
4/ Jan-August, average, N.S.A.
S/ End of September

6/ Savings as percent of personal disposable income

1/
3/
8/
8/

9/
9/
9/
9/
9/

10/
10/
10/
10/
10/
10/

S/
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7/ (Public and private domestic fixed capital formation
and inventory investment)/nominal GNP

8/ Jan-September average, N.S.A.

9/ Jan~-September total, N.S.A.

10/ Jan-August total, N.S.A.

11/ Total and sectoral real GNP figures in 1985 yen

12/ Japanese Government figures

13/ Estimate

l-ﬁennui_mlisuzmmu

With a nominal gross national product (GNP) of $3.4
trillion in 1991, Japan is the world's second largest economy
after the United States. Over the past several decades, the
country has generally enjoyed growth rates higher than the
industrial country average, and many of its export sector
producers have achieved competitive preeminence. Japan's
large, persistent external trade and current account surpluses
have evoked international appeals for Japan to adopt policies
that advance structural adjustment. Frustrated trading
partners point out that Japan is home to inefficient
transport, agricultural, construction, and distribution
sectors which it hesitates to expose to foreign competition.
Transition to greater competition in these sectors is
underway, although more slowly than trading partners generally

feel is necessary.

Between 1987 and the first half of 1991, Japan experienced
relatively strong real economic growth with low unemployment.
However, the overheating of the economy led to rapid increases
in land and share prices, and to a jump in the inflation rate
to 3.5 percent in early 1991 from near zero in 1987. Growth
slowed significantly beginning in the middle of 1991. The
slowdown was prompted largely by monetary tightening aimed at
containing the increases in land and share prices. This
policy led to deflation of share and land prices, which has
helped to slow, successively, residential investment, plant
and equipment investment, and lately, personal consumption.
The economy is expected to remain sluggish through at least

the first half of 1993.

The slowdown has reversed earlier trends in Japan's
external accounts. The global trade surplus peaked at nearly
$100 billion in 1986 before declining in each of the next four
years. However, as growth of domestic demand slowed and net
foreign demand reemerged, the Japanese current account surplus
began to rise again in 1991. The increase has been
exacerbated in the short run by the impact of renewed
appreciation of the yen on the prices of Japanese traded
goods. Having fallen to 1.2 percent of GNP in 1990, the
Japanese current account surplus rose again to over 2 percent
of GNP in 1991 and is likely to reach 3 percent of GNP (about

$110 billion) in 1992.

Responding to the severe asset deflation and general
slowdown in the domestic economy, the Government of Japan in
late August 1992 announced a yen 10.7 trillion economic
stimulus package, including increased spending on public
investment, new lending to the business and housing sectors,
and purchases of land for future public works projects. The
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official estimate of the economic impact of the stimulus
package was that it would add 2.4 percentage points to
economic growth over the next 12 months. However, the actual
impact is expected to be considerably less, since much of the
package involves the shifting of assets rather than new

contributions to final demand.

Notwithstanding the August 1992 package and earlier
stimulus efforts by the Japanese Government, fiscal policy in
Japan has remained relatively tight since 1982, when the
Government of Japan began to take steps to constrain the
growth of government debt. The general government budget
(central and local governments, plus social insurance) has #
been in surplus since 1987, with the government taking in more
in tax and non-tax receipts than it puts out in expenditures
and transfers. Nearly all of the government surplus arises
from the inclusion of the Social Security surplus in
government budget figures. Despite recurrent pressures for
greater spending and income tax cuts, the Government is
determined to avoid at all costs a return to deficit bonds
(government debt to finance noninvestment spending).

After a period of tightening beginning in late 1989,
monetary policy moved into an easing cycle in mid-1991. Five
cuts in the official discount rate in the year from July 1991
brought the rate down to 3.25 percent, and other rates have
fallen in concert. Nevertheless, money supply growth remained
very sluggish through the latter part of 1992: the growth in
M2 plus CDs on a year-over-year basis in September 1992 was
negative for the first time since the Bank of Japan began
collecting statistics in 1968. Weak corporate demand for
funds due to the economic slowdown and over-investment during
the late 19808, combined with the reluctance of banks to lend
against collateral (usually land) whose price is falling, lay
behind the slow growth of liquidity. As the economy has
failed to pick up steam in the fall of 1992, the Bank of Japan
is facing growing pressure to ease monetary policy further.

2. Exchange Rate Policies

Japan ended most but not all of its foreign exchange
controls in the 19708, culminating in a major simplification
of the Foreign Exchange and Foreign Trade Control Law in
1980. Currently, pursuant to the international understandings
launched under the 1985 Plaza Accord and refined since then,
Japan coordinates economic policies (including exchange rate
policy) with the United States and its other Group of Seven

(G-7) partners.

The appreciation of the yen between 1985 and 1988 reduced
the competitiveness of Japanese exports and contributed to the
reduction of Japanese external surpluses through 1990. Between
1988 and 1990, the yen again depreciated, which -- in
combination with the subsequent economic slowdown ~- had the
lagged effect of once again increasing Japan's surpluses in
1991 and 1992. The growth of the surpluses has been
exacerbated in the short run by a renewed appreciation trend
since early 1990, which has raised the dollar value of Japan's

exports
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3. Structural Policies

The Japanese economy continues to undergo transition and
structural change. This has primarily been a market-driven
response to the fundamental exchange-rate realignment of the
mid-to-late 1980s. Another central factor has been the focus
on deregulation of the economy, particularly the privatization
of public telecommunications and railway companies and
simplification of product standards. Despite progress in this
area, Japan‘'s economy remains heavily regulated, reinforcing
business practices that restrict competition and thus keep
prices high. Price controls remain on certain agricultural
products, and bureaucratic obstacles to the entry of new firms
into businesses like trucking, retail sales and
telecommunications also have slowed the economy's structural
adjustment. The Structural Impediments Initiative (SIl),
launched in 1989, identified structural problems that stand as
impediments to trade and to the reduction of payments
imbalances. In joint reports, Japan undertook to resolve a

range of structural issues.

The first annual report on SII (May 1991) points to
progress in a number of areas. For example, the Government of
Japan has made so0lid progress in deregulating portions of its
distribution system, including reform of the large scale
retail store law, liberalizing its foreign direct investment
regime, improving disclosure rules that should help make
business practices more transparent, and strengthening
antimonopoly enforcement. In the area of land use, action was
taken to eliminate tax preferences for agricultural land in
major urban areas. In the July 1992 report, Japan undertook
to maintain progress in the 1990 joint report and made a
number of new commitments in the areas of distribution, and
exclusionary business practices. Additional progress in all
areas is necessary in orxrder to contribute further to the goals
of opening markets and reducing trade and current account
imbalances. In particular, Japan should take additional steps
to reinforce the antimonopoly enforcement regime so that it
will effectively deter anticompetitive practices. Substantial
additional actions are also needed to make business
relationships more open and transparent by, for example,
addressing anticompetitive aspects of cross-shareholding,
strengthening shareholder's rights, and encouraging stricter
disclosure requirements. Furthermore, it remains important
that the Japanese Government follow through steadily on its
ten-year public investment plan, undertake a more rapid
phase-in of lease law reform, and continue to streamline

customs clearance procedures.

Government spending policy has given an indirect boost to
the competitiveness of a number of Japanese industries. 1In
the past, the Government directed considerable public and
private resources to targeted priority areas, but has somewhat
decreased such direct industrial policy measures, partly in
response to criticism of export-oriented policies by Japsn's
trading partners. The Japanese Government continues to
promote high technology cooperation among firms and plays a
direct role in organizing these efforts, using off-budget
resources and small amounts of appropriated funds to
contribute to investment projects and government-private
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sector efforts.

+4. Debt Management Policies

\ Japan is the world's largest net creditor. It is an active
participant together with the United States in international
adiscussions of the developing country indebtedness issue in a

vatiety of fora.

5. Significant Barriers to U.S. Exports

Over the past few years, the Government of Japan has
removed most formal barriers to the import of goods and
services. Import licenses, which are still technically
required for all goods, are granted on a pro forma basis with
limited exceptions (fish, leather goods, medical equipment,
pharmaceuticals, and some agricultural products). Japan's
average industrial tariff rate is one of the lowest in the
world, at around two percent, and Japan has offered to reduce
its industrial tariffs by one-third in the Uruguay Round
Market Access Neogtiations. The Uruguay Round Negotiations
seek to reduce further trade barriers in a number of areas,
such as agriculture (where the United States seeks, among
other things, an end to Japan's ban on rice imports),
manufactured goods (where the United States has proposed the
mutual elimination of tariffs for major industrial sectors),
government procurement, and the services sector. Antidumping

is also a key issue with Japan.

U.S. and Japanese negotiators concluded agreements over the
past three years in the areas of government procurement,
supercomputers, governemnt procurement of non-R&D satellites,
semiconductors, major products, wood products, paper,
telecommunications equipment, and government computer
procurement. In addition, the Government of Japan agreed to
ease rules on value-added telecommunications services, to
strengthen copyright protection of U.S. music recordings, and
to resolve a dispute involving amorphous metals, whose market
entry has been facilitated. Discussion of market barriers in
the areas of autos and auto parts, and medical equipment and

pharmaceuticals continues.

Conventional trade policy measures are not the greatest
current obstacles to selling into the Japanese market. Instead
of tariffs and official discrimination against imports, U.S.
exporters, in areas ranging from glass to auto parts, face a
number of factors which raise costs and inhibit access. These
include government red tape, the high cost of land, an
outdated and fragmented distribution system, and insular
attitudes by both government officials and private

businesspeople.

Impediments to trade in services have become prominent on
the U.S8.-Japan trade agenda in recent years. The United
States and Japan concluded accords partially liberalizing
access to the legal services market. (1987), promoting free .and
open procurement of major projects services and.goods (1988
and 1991), and easing restrictions on telecommunications
services (International Value-Added Networks I, 1988; Cellular
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phones, 1989; International Value-Added Networks IXI, 1990).

In recent years, Japan has eased some restrictions on
financial services, though remaining barriers continue to be
reviewed in the U.8.-Japan working group on financial

markets. -Foreign architectural design and construction firms
continue to encounter difficulties in competing for
construction contracts set by Japanese Government agencies.
The 1988 Major Projects Arrangements established leaner and
more transparent procedures for foreign bidders with respect
to a limited number of large construction projects. 1In 1991
that arrangement was revised to improve the procedures and add
new projects. In reviews since that time, we have made a
number of suggestions to improve procedures and further expand
project coverage. In addition, despite partial liberalization
of legal services in 1987, Japan maintains a number of severe
restrictions in that area, including prohibition on employment
of or partnership with Japanese lawyers. These difficulties
are the subject of ongoing bilateral talks. In September
1992, ‘the Japanese Government established a study commission
on the legal services issue, the objective of which is to make
recommendations for its resolution. We have also requested
bilateral talks on insurance, as this industry sector will
soon undergo its forst major revision in 50 years.

Government procurement in Japan conforms to the letter of
the General Agreement on Tariffs and Trade (GATT) procurement
code. In November 1991, Japan agreed to implement procedural
improvements unilaterally that will increase opportunities for
U.S. suppliers. Uruguay Round negotiations seek to expand
significantly the coverage of the code, including in Japan.
The United States will continue to monitor Japanese government
procurement to assure that U.S. firms are given an opportunity

to compete fairly and openly.

The Government of Japan has simplified, harmonized and, in
some cases, eliminated restrictive standards in order to
follow international practices in many areas. For example,
the 1985-87 Market Oriented Sector Specific (MOSS) Talks
resolved a host of standards problems and set in motion a
continuing dialogue through MOSS follow up meetings of
experts. During President Bush's visit in January 1992 the
Office of the Trade Ombudsman (OTO) resolved or began
resolving 49 additional standards complaints of U.S.
companies. In the July 1992 SII report, the Japanese
Government reaffirmed its commitment to a transparent and
objective standards and regulatory framework and agreed to
publish a report identifying outstanding problems and
suggesting solutions by spring 1993. However, standards
problems will continue, given Japan's continued reliance on
prescriptive rather than performance standards (that can more
easily incorporate technology advances), Japanese industry
standards that effectively limit competition, and slow
bureaucratic procedures for changing standards.

As a result of a Japanese Government commitment in the SII,
foreign investment into Japan in most sectors is now subject
to only ex post notification to the Ministry of Finance
(MOF). (Previously, all foreign investors were required to
notify MOF of their intention to invest 30 days before the
investment took place.) ‘'Japan continues to restrict foreign
investment in certain sectors, including aircraft, space
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development, atomic energy, agriculture, fisheries, forestry,
oil and gas production and distribution, leather and leather
product manufacturing, and tobacco manufacturing. In
addition, foreign investment in the banking and securities
industries is subject to a reciprocity requirement. Japan
provides foreign investors national treatment after entry with
limited exceptions notified to the Organization for Economic
Cooperation and Development (OECD). The Japanese Government
does not employ local equity requirements, export performance
requirements, or local content requirements. The Japanese
Government has not forced foreign individuals or companies to
divest themselves of investments. Japanese law allows foreign
landholding, and foreign investors may repatriate capital and

profits readily.

The acquisition of existing Japanese companies is difficult
due in part to crossholding of shares among allied companies,
and a low percentage of publicly traded common stock. The
difficulty of acquisition of existing companies inhibits

foreign investment.

6. Export Subsidies Policies

Japan adheres to the OECD Export Credit Arrangement,
including the agreement on the use of tied aid credit. The
Government of Japan subsidizes exports as permitted by the
OECD arrangement, which allows softer terms for export
financing to developing nations. Of the $11.8 billion that
Japan has allotted for official development assistance in
1992, approximately 50 percent will be for bilateral loan aid;
the rest will be provided in the form of grants. Japan has
eliminated loan aid tied to Japan alone. But U.S. exporters
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 (approximately 15 percent of all
Japanese loan aid), and (2) tied feasibility studies (provided
by grant aid) for untied (loan aid) projects which result in
project specifications more suited to Japanese than foreign
bidders. These issues are the subject of continued
multilateral discussions with the OECD Development Assistance

Committee.

Japan exempts exports from the three percent VAT-like
consumption tax initiated in April 1989. This provision does
not appear to have any significant impact on a 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 affords
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., Japanese, 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 association and the GATT talks.
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Average patent pendency in Japan is one of the longest
among developed countries, averaging over five years from
application to grant. Japan's slow patent processing has been
discussed in the SII talks, and the average patent examination
portion of the pendency period has been reduced from about 37
months to 30 months, with further efforts planned to reduce
this period to 24 months maximum. Coupled with the practice
of laying open all applications to public inspection 18 months
after filing, the long patent pendency period results in a
long period of public access to the application without
effective legal protection. Many Japanese firms use the
patent system as a tool of corporate strategy, filing many
applications to cover slight variations in known technology, a
practice facilitated by access to previously laid-open
applications and the patent law's compulsory licensing
provisions for dependent patents. U.S. filers often find that
their Japanese rights are closely circumscribed by prior
filing of applications for a very similar invention or
process. The need for individual responses to multiple patent
oppositions often increases delay and processing costs.
Moreover, patent examiners and Japanese courts interpret
patent applications narrowly and the courts adjudicate cases
slowly. Japanese patent law lacks a doctrine of equivalence
and civil procedure lacks a discovery procedure to seek

evidence of infringement.

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

to protect service marks explicitly.

Japanese copyright protection of algorithms and programming
languages remains ambiguous. Sales of pirated videos remains
a problem although the Japanese police have cooperated with
strong efforts by the Motion Picture Association of America to
raid video pirates under Japan's 1988 legislation which
facilitates prosecution of video pirates. Japan has promised
to enforce vigorously national treatment rights, and a revised
copyright law was passed in 1991 which took effect in January
1992. Under the revised law, copyright protection was
extended from 30 to 50 years. Pre-1978 foreign recordings are
now protected back to 1969, and foreign recordings are
- provided with exclusive rights by cabinet order.

While Japan's new Trade Protection Law, enacted in 1990, is

a step forward from protection by ordinary contract, it is
still very difficult to get an injunction against a third
party transferee of purloined trade secrets.

8. Horker Rights
a. Right of Association

The Right of Association as defined by the International
Labor Organization (ILO) is protected in Japan.
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b. Right to Organize and Bargain Collectively

This right is assured by the Japanese constitution.
Approximately 25 percent of the active work force belongs to
labor unions. Unions are free of government control and
influence. The right to strike is implicitly assumed by the
constitution, and it is exercised frequently. Public
employees, however, do not have the right to strike, although
they do have recourse to mediation and arbitration in order to
resolve disputes. In exchange for a ban on their right to
strike, government employees' pay raises are determined by the
Government, based on a recommendation by the Independent

National Personnel Authority.

c. Prohibition of Forced or compulsory Labor

The Labor Standards Law prohibits the use of forced labor
and the law is vigorously enforced.

d. Minimum Age of Employment of Children

Under the Revised Labor Standards Law of 1987, minors under
15 years of age may not be employed as workers and those under
the age of 18 may not be employed in dangerous or harmful
work. Child labor laws are rigorously enforced by the Labor
Inspection Division of the Ministry of Labor.

e. Acceptable Conditions of Work

Minimum wages are set regionally, not nationally. The
Ministry of Labor effectively administers various laws and
regulations governing occupational health and safety,
principal among which is the Industrial Safety and Health law

of 1972,
f. Rights in Sectors with U.S. Investment

Internationally recognized worker rights standards, as
defined by the ILO, are protected under Japanese law and cover
all workers in Japan. U.S. capital is invested in all major
sectors of the Japanese economy, including petroleum, food and
related products, primary and fabricated metals, machinery,
electric and electronic equipment, other manufacturing and

wholesale trade.
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Extent of U.8. Investment in Goods Producing Sectors

U.S8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.8. dollars)

Catagoxy amount
Petroleum 4,198
Total Manufacturing 10,437

Food & Kindred Products 434

Chemicals and Allied Products 2,934

Metals, Primary & Fabricated 201

Machinery, except Electrical (D)

Electric & Electronic Equipment 1,269

Transportation Equipment 1,662

Other Manufacturing (D)
Wholesale Trade 4,851
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 19,483

(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce, Survey of Cu
Business, November 1992, Vol. 72, No. 8, Table 11.3
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1992

150,433.0
5.5
236,445.0

n/a
n/a
n/a
n/as
n/a
3‘450

19,400
2.4

26,000.0
16.4
n/a
n/a
116.5
116.7

781.0
785.0

78,500
18,600
83,500
18,800

0

0
42,000
5,000
16,000
-5,000
-5,000
~-200

BOUTH _KOREA
Key Economic Indicators
(Billions of Korean Won unless otherwise indicated)
1990 1991

Income. Production

and Employment
Real GDP (1985 Prices) 131,502.9 142,590.9
Real GDP Growth (PCT) 9.2 8.4
GDP (at current prices) 172,723.8 207,516.9
By Sector

Agriculture/Forestry/Fisheries 15,583.5 16,714.8

Mining and Manufacturing 50,682.8 57,966.7

Construction 22,884.1 32,056.0

Gas/Water 26,496.0 36,312.9

Other Services 79,961.5 96,522.5
Real per capita GNP 3,072 3,299

(thousands won 1985 prices)
Labor Force (0008) 18,487 19,012
Unemployment Rate (PCT) 2.4 2.3
Money and Prices
Money Supply (M1l) 1/ 15,905.3 21,752.4
Yield on Corporate Bonds (PCT) 16.4 18.8
Savings Rate (PCT) 36.0 36.1
Investment Rate (PCT) 37.1 39.3
Consumer Price Index (1990 base) 100.0 109.3
Wholesale Price Index (1985 base) 107.5 113.3
Exchange Rates (Won/USDollar)

Average 708.0 733.6

Year-End 1/ 716.4 760.8
Balance of Payments and Trade
(In million U.S. Dollars)
Total Exports FOB 65,016 71,870
Exports to U.S. 19,360 18,559
Total Imports CIF 69,844 81,525
Imports from U.S. 16,943 18,894
Aid from U.S. 0 0
Aid from other countries 0 0
External Debt Outstanding 1/ 31,700 39,300
Annual Debt Service Payment 7,250 5,060
Gold and Forex Reserves 1/ 14,822 13,733
Balance on current account -2,179 -8,728
Trade Balance (Customs Basis) -4,828 -9,655
Balance with U.S. (Customs Basis) 2,418 -335

1/ Data are for end of period.

Sources: U.S. Embassy estimates; Bank of Korea; Economic

Planning Board; and the Ministry of Finance

1. General Policy Framework

The South Korean Government's economic policies through
the mid-1980's emphasized rapid export-led development,
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protection of domestic industries, and, after the emergence of
large current account surpluses in 1986, the reduction of the
Republic of Korea's large external debt. Government
intervention in the economy to promote these objectives has
been pervasive since the end of the Korean War. 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.

After three straight years (1986-1988) of unprecedented
economic growth -- years in which real GNP grew more than 12
percent annually -- South Korea's rate of economic growth
slowed to 6.8 percent in 1989 as the economy adjusted to
fundamental changes, including a doubling of real wages,
following democratization and a sharp appreciation of the
Korean currency. The government reacted by implementing
stimulative policies; the growth rate rebounded to 9 percent
in 1990 and 8.4 percent in 1991, exceeding the 6.8 to 7.2
percent the Bank of Korea considers optimal for the economy.

A widening current account deficit, declining
competitiveness in major world markets, and accelerating
inflation of near 10 percent caused the government to shift
gears. In late 1991 it began an economic stabilization policy
aimed at cooling domestic demand, particularly household
consumption and the construction sector. This policy resulted
in real GNP growth falling sharply to 5.4 percent over the
first nine months of 1992, according to government estimates.
Slower growth has helped redress Korea's current account
deficit, estimated at #5 billion for 1992, by reducing import
growth to 2.4 percent. Inflation has been reined in, with the
consumer price index rising by a modest 4.5 percent for the
first eight months of 1992, Stock market prices had already
fallen sharply from their peak in 1990. Government wage
guidelines applied to large firms call for overall annual
compensation hikes of 5 percent or less. Most firms have
settled with their employee organizations on wage and benefit
packages that exceed the 5 percent target, but are below the
17-20 percent hikes of the past three years. Unemployment
averaged 2.5 percent in the first half of the year.

The money supply (M2) increased an average 18.4 percent
during the first ten months of 1992, closely tracking the
government‘'s target growth rate of 18.5 percent. However, due
to continued inefficiencies in the heavily protected financial
sector, domestic interest rates in November 1992 remained at
16.4 percent, as reflected in the estimated yield on three
year corporate bonds. Actual rates in the active curb loan

market are higher.

Koreans clearly are concerned about declining growth
rates and stubborn current account deficits because exports
have historically been the engine for economic growth.
Labor-intensive small and medium sized businesses have been
hardest hit by the growth slowdown, which many view as
symptomatic of Korea's declining international
competitiveness. The economy was an issue in the 1992
presidential campaign. The 1993 budget, approved by the
National Assembly in December 1992, is only moderately
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stimulative, with increased levels of assistance to small and
medium sized businesses and spending hikes for big ticket
railway and airport infrastructure ftojectu. The growth of
defense outlays will be curbed to single digit levels at 9.8
percent. The government predicts a return to annusl growth
rates of six to seven percent in 1993, with moderate inflation.

2. Exchange Rate Policies

The won deprecisted sgainst the U.8. dollar for the third
year in a row after four consecutive years of appreciation.
1t dropped 3.4 percent, from 760.8 won per Gollar on December
31, 1991 to 787.5 won on November 23, 1992. As of November
23, 1992 the won had depreciated against the dollar by 11.9
percent since March 2, 1990 (the date the "market average
rate” system was implemented), and by 15.4 percent since the
end of April 1989 (peak). On July 1, 1992 the government
snnounced that the daily fluctuation band (DFB) of the
won-dollar rate would widen to plus/minus 0.8 percent,
compared with the previous limit of 0.6 percent. Under the
provisions of the seventh five-year plan, the range of DFB
will be gradually expanded to shift to a floating exchange

rate system in 1996,

There is no basis at this time to conclude that Kores is
manipulating its exchange rate in order to prevent effective
balance of payments adjustments or to gain unfair competitive
advantage in international trade. However, pervasive foreign
exchange and capital controls significantly constrain supply
and demand in the currency market and provide the potential

for manipulstion.

3. Structural Policies

South Korea's economy is bssed on private ownership of
the means of production and distribution. The government,
however, has actively intervened in the economy through a
variety of means, including comprehensive economic development
plans, aggressive development of target industries through low
interest “"policy loans,* and discretionary enforcement of
regulatory policies. This has resulted in a high degree of
concentration of cepital and industrial output in a small
number of large business conglomerates, or "chasebols.* The
most recent Korean Government estimates indicate that the 30
largest "chaebols® account for 45 percent of the total capital
of the domestic financial sector, and 28 percent of total
menufacturing capacity. The Korean Government uses
discretionary suthority such as tax audits and a tight grip on
the financisl sector -~ including the appointment of senior
commercial bank personnel -- to maintain effective control

over Xorean industry.

Historically, the import regime in Kores was structured
to allow easy entry of raw materials and ceapital equipment
needed by competitive export industries while consumer imports
were severely restricted. Bince the mid-1980s, Korea has
eliminated most explicit import prohibitions outside of the
agricultural area. Many of the problems U.S8. exporters now
experience sre rooted in the maze of regulations which make up
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complicated licensing reguirements, rules for inspection and
approval of imported goods, country of origin marking
requirements, and other standards often inconsistent with

international norms.

In their January 1992 summit meeting, Presidents Bush and
Roh Tae-Woo lsunched the Presidents®' Economic Initiative
(PEI), which established four joint working groups in the
areas of import clearance, standards, investment, and
technology. Three rounds of consultations were held from
April to August to review relevant U.S. and Korean policies.
In September 1992, the working groups made specific
recommendations that, if fully implemented, would
significantly improve the business environment for U.S.
exporters and investors in Korea. A six month review of
implementation of PEI recommendations is scheduled for March

1993,

4. Debt Management Policies

As Korea's current account slipped back into deficit in
1990-91, renewed external borrowing drove its outstanding
gross foreign debt to $40.8 billion by the end of June 1992,
Net foreign debt reached $13 billion in June 1992, up slightly

from $12.5 billion in December 1991.

Reflecting rising current account deficits and increased
foreign borrowing, Korea's outstanding gross foreign debt grew
steadily from 1990 to 1991, but began to level off in 1992,
reaching $40.8 billion at the end of June 1992, Net foreign
debt reached its highest level in four years, $13 billion at
the end of June 1992, up slightly from $12.5 billion at the
end of 1991, Korea's 1992 debt service ratio is projected at
about 5 percent. The total debt service to GNP ratio was 1.8
percent in 1991 and is estimated at 1.7 percent for 1992. The
stabilization of Korea's debt position can be attributed in
some measure to policies adopted in September 1991, when the
government temporarily banned long-term inter-bank bank loans
and reduced the availability of foreign currency loans.
Government officials predict that Korea can balance the

current account by 1994,

In 1995 the Republic of Korea will graduate from its
status as a World Bank loan recipient. 1In September 1991 the
government formally filed a graduation plan with the bank
which included a four-year phase out period agreed upon with

World Bank officials.

5. Significant Barriers to U.S, Exports

With the signing of the "Super 301" agreements in May
1989, the Korean Government committed to eliminate over a
three-year period a number of important structural barriers in
Korea's trade and investment regimes. Most of the formal
requirements of those agreements have been met, although the
Korean Government has yet to fully comply with some specific
provisions. For example, in the cosmetics trade, an area
where U.S. firms are very competitive, full liberalization of
wholesaling has not been completed. Unfortunately, as formal
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barriers have fallen, more subtle secondary barriers have
effectively prevented the widespread liberalization envisioned

under the terms of the agreements.

Standards, testing, labelling, and cei'.ification
requirements effectively limit U.S. exporters' access to the
Korean market. Unreasonably tough and arbitrarily enforced
phytosanitary, standards, and labelling requirements have
adversely affected U.S. exports of agricultural products, pet
food, and cosmetics. Type approval and testinqg requirements
have affected U.8., exports of electric motors and electronic
equipment. The Toxic Chemical Control Law implemented July 1,
1992 effectively limits U.S. chemical exports to Korea in part
by requiring U.S. firms to release detailed proprietary
information on the composition of their products. In December
1992, as part of the Presidents' Economic Initiative, the
Korean Government issued a prime ministerial decree outlining
improved procedures for standards and rulemaking, including a
requirement for public notice, minimum comment periods, and an

adjustment period prior to implementation.

Licenses are required for all imports to Korea but they
are usually granted automatically, except for prohibited or
regulated goods. These goods now include over 200 mostly
agricultural products. Under Korea's GATT balance of payments
(BOP) agreement, the government is committed to progressively
eliminate most of these import restrictions by 1997. However,
BOP liberalization of agricultural products to date has been
largely limited to products with little import potential.
Under a separate agreement, the Korean Government has also
agreed to liberalize beef imports by 1997. In the interim,
beef imports ace restricted technically by a quota system.
quasi-governmental agency has been designated as the sole
importer, and the simultaneous buy-sell system has been
implemented in a manner which is still restrictive.

A

Korean tariff rates remain higher than the average rates
of OECD nations, but lower than the average tariff rates of
developing countries. Under the current tariff schedule,
Korea's average tariff rate for all products was 10.1 percent
in 1992. 1In January 1990 the Korean Government announced that
it would postpone further tariff reductions under an ongoing
five-year tariff reduction plan for one year to offset revenue
cuts resulting from the elimination of the national defense
The effective date for completion of the tariff

tax.

reduction package is now January 1, 19%4. The average tariff

rate on agricultural products is 18.5 percent. It will be
However,

reduced to 17.8 by 1993 and to 16.6 percent by 1994.
tariffs are significantly higher on many agricultural products
of major interest to the United States, frequently reaching 50

percent.

Korean safeguard regulations permit the government to
impose special "emergency tariffs™ of up to 100 percent on
imported goods to protect domestic industry, and this measure
was used with increasing frequency in 1992. To date, three
U.S. products have been significantly affected by “emergency
tariffs": canned pork, batteries, and glass products. 1In
December 1992, the Korean Government agreed to phase out
"emergency tariffs® on imported industrial goods within one
year. However, they will be retained for agricultural
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imports.

One of the most pervasive formal barriers to U.8. exports
.in Korea is the restriction on the 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 goods requires a license from
the Foreign Exchange Bank and permission from the governor of
the Bank of Korea; it is rarely granted, except in cases of
raw material or capital equipment imports. U.S. firms
estimate that they could increase exports to the Republic of
Korea by up to one third if South Korean firms were allowed to
buy on credit terms based on international norms for deferred

payments.

Investment in most professional services remains
restricted for foreign firms in Korea. The Korean Government
has taken some concrete measures over the past three years to
improve the treatment of foreign financial institutions in
Korea under a phased plan for liberalization of the financial
sector. New measures implemented in 1992 include increasing
slightly foreign banks' access to won funding and opening the
fund management market to foreigners on a limited basis. The
Korean stock market was also opened to foreign investors on a
limited basis in 1992, In November 1992, the government
announced that certain foreign firms, including insurance
companies, could purchase land for headquarters or residences
under strict conditions. However, full deregulation of the
financial services sector is not currently planned until at
least 1997, and the government continues to deny national
treatment to foreign financial entities in significant areas.
Foreign banks continue to face severe difficulties in meeting
the local financing needs of their traditional clients. 1In
the securities area, foreign firms face stiff criteria for
branch establishment and a limited scope of permissible

activities.

The significant barriers to U.S. investment in Korea are
one of the key areas of discussion in the Presidents' Economic
Initiative. The Korean Government systematically targets
favored industries for development through the provision of
low interest "policy loans." U.S. investments often do not
receive national treatment under Korean law or in practice.
Also, foreign-invested firms face other discriminatory lending
practices by domestic financial institutions and restrictions
on access to offshore funding, including offshore borrowing,
intra-comapny transfers, and inter-company loans. Foreign
equity participation requirements remain in some sectors. In
some, only joint ventures are permitted, and in others foreign
equity participation is restricted to less than 50 percent.
Land ownership by foreign individuals and firms is
restricted. Although the Korean Government is moving to
expand the number of sectors in which only notification of a
foreign investment is required, government approval of
investments is still needed in many sectors. These approvals
often are time consuming to obtain, sometimes taking years.
However, even in sectors in which notification is allowed, the
government reserves the right to reject notification of a
proposed investment. Downstream services by foreign firms,

including distribution, remain restricted.
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The government has done little to educate a public
accustomed to & closed domestic market on the benefits of
imports, particularly to consumers. Most South Koreans have
been taught that imports are, by definition, luxury goods.

The government has encouraged regular “frugality campaigns*
against "over-consumption” that hit consumer imports
particularly hard. While the government has privately pledged
not to target imports, it has not publicly objected to rallies
against foreign cigarettes or promotion of unfounded imported
food safety scares by government-funded "consumer groups."
Domestic industry often puts pressure on the government to use
its authority against foreign companies. In December 1992,
foreign firms in the recently liberalized cosmetics sector
simultaneously were undergoing customs valuation audits and
investigation of their import procedures. The Korean press
frequently airs reports that the office of national taxation
will audit individuals who travel "excessively" abroad or
spend "too much" on so-called "luxury goods."

The streamlining of Korea's complex import clearance
procedures is an important topic under the Presidents’
Economic Initiative. The Korean Government is now
implementing PEI recommendations for improvement of customs
and import clearance procedures which will be reviewed in

March 1993.

8ince June 1990, the Korean Government has been in the
process of acceding to the GATT Government Procurement Code,
although the accession process has been delayed by U.S. and
other country attempts to expand and modify substantially the

code in the Uruguay Round.

6. Export Subsidies Policies

Since the early 1980's, the Korean Government has
eliminated a number of indirect export subsidies, including
the special depreciation allowance for large exporting firms
and overseas construction firms. In 1988, the Korean
Government terminated the provision of export loans to large
firms not affiliated with business conglomerates. However,
response to South Korea's growing trade deficits, the
government resumed the provision of short-term export loans to

large exporting firms in April 1992,

This new measure is added to existing programs of support
for Korea's export industries, including customs duty rebates
for raw material imports used in the production of exports;
short-term export loans for small and medium sized firms;
.rebates on the value-added tax (VAT) and a special consumption
tax for export products; corporate income tax benefits from
costs related to the promotion of overseas markets; unit
export financing loans; and special depreciation allowances
for small and medium exporters. In October 1991 the Korean
Government began 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

guidelines.

in
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Korea is a member of the GATT Code on Subsidies and
Countervailing Duties.

7. Protection of U.S., Intellectual Property

Korea is a party to the Paris Convention for the
Protection of Industrial Property, the Patent Cooperation
Treaty, the Universal Copyright Convention, the Geneva
Phonograms Convention, and is a member: of the World
Intellectual Property Organization. 1In November 1992, the
National Assembly ratified the United States-Korea Patent
Secrecy Agreement signed in January 1992,

In 1992 the Korean Government continued to take steps to
complete the legal framework for protection of U.S.
intellectual property rights (IPR). Nevertheless, enforcement
remains a problem, particularly in the copyright area. 1In
April 1992, the U.S. Trade Representative upgraded Korea to
the Special 301 "Priority watch List," largely as a result of
copyright violations, and lack of effective enforcement of

existing laws.

Patents: Patent experts report that, while Korea's
patent laws are satisfactory, the actual extent of patent
protection in Korea depends on judicial interpretation.
Problems include a lack of discovery procedures, limits on the
use of the "“doctrine of equivalents,” and a determination that
*improvement patents"” (whether patentable or not) do not
infringe on the pioneer patent. Existing laws on compulsory
licensing pose prcblems for some U.S. firms in that they
specify that a patent can be subject to compulsory licensing

if the patent is not worked.

Trademarks: Trademark violations are widespread despite
regular crackdowns by the authorities. Of increasing concern
is the export of counterfeit goods from Korea. In August 1992
the Korean Government expanded its list of country
destinations requiring physical inspection of foot wear
shipments to 22, Although Korean law allows prosecutors or
police to investigate trademark infringement cases without the
filing of a formal complaint, U.S. firms have complained that
Korean prosecutors often give such cases low priority and
provide little or no information about the status or results

of these investigations.

Copyrights: Korea and the United States established
copyright relations when Korea joined the Universal Copyright
Convention in 1987. Korean Government administrative measures
outlined in the 1986 United States-Korea IPR Agreement were
intended to provide retroactive protection for books
copyrighted from 1977 to 1987, software copyrighted from 1982
to 1985, and all pre-1987 sound and@ video recordings. To
date, the Korean Government has had some success in curbing
pirating activities, particularly in the area of printed
materials, through the use of tax and trademark infringement
laws. However, software piracy continues to be widespread.
Korean law does not permit the prosecutor or the police to
undertake an investigation of alleged copyright infringement
unless a formal complaint has been filed. U.S. firms have
maintained that this requirement causes delays which allow the
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slleged violator to remove evidence from the premises before
the authorities arrive. U.S. companies also argue that the
relatively low penalties do not act as a disincentive to
potential violators. 1In 1992 the Korean Government drafted
additional legislation to increase penalties for software
infringement, but did not address the issue of the complaint

requirement.

In the area of sound and video recordings, the Korea
Government has not made effective use of its administrative
authority to block fraudulent registration, resulting in a
huge 1list of falsely registered works. The Koreans have
proposed several mechanisms for protecting these works in the
future, but have refused to deregister existing false

registrations.

New Technologies: In November 1992 the National Assembly
passed legislation to extend IPR protection to semiconductor
mask works which seems compatible with U.S. law. The
legislation is currently under review by the U.S. Government.
If the Korean law is compatible, Korea could seek reciprocal
protection for its chips under U.S8. law, provided it
demonstrates that no "unauthorized duplication” is occurring.
Some recent violations have been reported in the area of
telecom chip production. Legislation to protect trade
secrets, passed in December 1991, is scheduled to take effect
in December 1992. It is still not clear whether the
regulations will provide adequate protection for business
confidential information. A prime ministerial decree
effective January 1, 1993 mandates the handling of such
information in such a manner that legitimate commercial
interests are protected. 1In 1992 the Korean Government
enacted new legislation to regulate cable television. The
U.S. Government views the legislation with concern because
certain provisions may inhibit market access for U.S. firms.

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. The government has refused to legalize the
teachers' union, because the teachers (including those working
in private schools) are considered to be public service
employees. Companies operating in South Korea's two export
processing zones (EPZ's) have been considered public interest
enterprises whose employees' rights to organize and bargain
collectively face restrictions. 1In practice, however, unions
at EPZ companies have been formed and workers in the two EPZ's
exercise the right to organize and collectively bargain to the
same degree as other private sector unions. Only a single
union is permitted to represent workers at each place of
employment; there is no minimum on the number of workers
required to form a union. The government refuses to recognize
labor federations which are not part of, or not affiliated .
with, the country's two legally recognized labor groupings,
the Federation of Korean Trade Unions (FKTU) or the
independent Korean Federation of Clerical and Financial
Workers. Other labor federations or groups, which often hold
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dissident or radical political views, are not recognized by
tho government, but continue to carry out most activities of a

labor union.

In Docember 1992, the Supreme Court ruled for the first
time that the Labor Ministry must recognize the independent
Korean Federation of Press Unions as legal, and that
affiliation to the FKTU is not required in order to be
registered as a legal labor federation.

Strikes are prohibited in government agencies, state-run
enterprises, and defense industries. By law, enterprises in
public interest sectors such as public transportation,
utilities, public health, banking, broadcasting, and
communications must submit to government ordered arbitration
in lieu of striking. The Labor Dispute Adjustment Act
requires unions to notify the Ministry of Labor of their
intention to strike and mandates a 10-day "cooling-off period”
before a strike can actually begin. The cooling-off period is

15 days in public interest sectors.
b. Right to Organize and Bargain Collectively

The Constitution and the Trade Union Law guarantee the
autonomous right of workers to enjoy the freedom of
association, collective bargaining, and collective action.
Extensive collective bargaining is practiced. South Korean
labor law does not extend the right to bargain collectively to
employees of government agencies, state-run enterprises, and
defense industries. There is no independent system of labor
courts, although semi-autonomous labor commissions exist to
conciliate, mediate and sometimes arbitrate labor disputes.
Parties can, and frequently do, appeal cases adjudicated by
the Central Labor Commission to the High Court, and
ultimately, the Supreme Court. Labor disputes have been

marked by violence.
c. Prohibition of Forced or Compulsory Labor

The Constitution provides that no person shall be
punished, placed under preventive restriction, or subjected to
involuntary labor except as provided by law and through lawful
procedures. Forced or compulsory labor is not condoned by the
government. There is a small-scale convict work program which
allows convicts to volunteer for unskilled work in small and
medium sized construction and industrial firms. Convicts who
participate in the work program are paid a wage close to or
above Korea's minimum wage.

d. Minimum Age for the Employment of Children

The South Korean Labor Standards Law prohibits the
employment of persons under the age of 13 without a special
employment certificate from the Ministry of Labor. Because
the Republic of Korea has compulsory education to the age of
13, the authorities issue very few special employment
certificates for full-time work. Children employed under the
age of 18 must have written approval from their parents or
guardians. Employers are permitted to have minors work only a
limited number of overtime hours, and are prohibited from
employing them at night without special permission from the
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Ministry of Labor.
e. Acceptable Conditions of Work

The Labor Standards and Industrial Safety and Health Laws
limit the maximum work week (including overtime) to 60 hours.
By October 1991, the standard work week in large firms was 44
hours. The government sets health and safety standards, but
the Ministry of Labor employs few inspectors, and the
standards are not effectively enforced. The Korean Government
reviews the minimum wage rate annually. The minimum wage law
does not apply to firms employing fewer than ten workers.

f. Rights in Sectors with U.S8. Investment

U.S. investment in Korea is concentrated in
petroleum/chemicals and related products, transportation
equipment, processed food, and to a lesser degree electric and
electronic manufacturing. Workers in these industrial sectors
enjoy the same legal rights of association and collective
bargaining as workers in other industries. Manpower shortages
are forcing labor-intensive industries to improve wages and
working conditions, or move offshore. Working conditions at
U.S.~-invested plants are for the most part better than Korean

plants.

Extent of U.S. Investment in Goods Producing Sectors

U.S8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S8. dollars)

Category amount
Petroleum (D)
Total Manufacturing 960
Food & Kindred Products 158
Chemicals and Allied Products 166
Metals, Primary & Fabricated 30
Machinery, except Electrical 7
Electric & Electronic Equipment 286
Transportation Equipment 156
Other Manufacturing 157
Wholesale Trade 346
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE (D)

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3
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MALAXSIA
Key Economic Indicators
(millions of Malaysian ringgit (M$) unless otherwise noted)
1990 1991 1992 est.

Income. Production. and Employment
GNP (Current prices) 109,663 123,530 140,547
Percent change 14.8 11.8 13.8
GDP (1978 prices) 79,155 86,302 93,624
Percent change 9.8 8.6 8.5
By Sectors (78 prices):
~--Agriculture 14,821 14,818 14,996
-~-Manufacturing 21,323 24,307 27,467
--Mining and Petroleum 7,749 7,939 8,190
~-Utilities 6,960 1,690 1,944
~--Construction 2,844 3,250 3,689
--Whole and retail trade 8,755 10,098 11,208
--Financial Services 7,655 8,726 9,764
--Government Services 8,522 8,964 9,457
~--Other Services 1,656 1,821 1,976
Per Cap GDP (M$-1978 prices) 4,473 4,747 5,032
Labor Force (Thousand) 7,046 7,247 7,461
Unemployment Rate (pct) 6.0 4.3 4.1
Government Finance
Federal Gov't Revenues 29,521 34,053 38,106
Federal Gov't Expend 35,037 31,296 33,766
Federal Deficit 5,516 6,858 5,310
Percent of GNP 5.4 5.5 3.8
Public Sector Deficit 2,018 2,777 3,598
Percent of GNP 1.8 2,2 2.5
Money and Prices
Money Supply (M1l) 24,240 26,903 27,364
(Jul)
Money Supply (M2) 83,903 96,092 106,811
{(Jul)
Prime Rate (Pct) 7.5 9.5 9.5
Klibor (12 month) 7.9 8.78 8.05
Nat Savings/GNP (Pct) 29.5 28.0 31.1
Investment/GNP (Pct) 33.9 37.2 37.0
Inflation (CPI) 3.1 4.4 4.6
_Balance of Payments and Trade
Merchandise Exports 78,322 94,497 104,608 (a)
-- of which, to U.S. 13,483 15,985 10,519 (b)
Merchandise Imports 73,119 100,831 105,854 (a)
-- of which, from U.S. 13,233 15,477 8,958 (b)
Merchandise Balance 5,166 -466 4,637
Services (Net) -9,935 -12,301 -12,858
Current Account -4,522 -12,459 -7,871
M$/US$ (Average) 2.70 2.73 2.53
Assistance from the U.S. 1.5 1.5 1.5
Investment and Debt

41,577 43,592 42,592
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-~ Public Sector 36,564 37,114 35,124
-~ Private Sector 5,013 6,478 7,615
Debt Service Payments (c) 6,813 7,166 6,725
Debt Service Ratio (c) Pct 7.8 6.2 5.6
27,025 30,45 40,01

Official Net reserves

(a) Government of Malaysia Projection
(b) U.8. Embassy Estimates
(c) Excluding Prepayments

1. General Policy Framework

Since independence in 1957, the Malaysian economy has
shown sustained growth and has diversified away from the twin
pillars of the colonial economy: tin and rubber. Annual real
GDP growth averaged 6-8 percent from 1964-1984. 1In 1985-1986,
the collapse of commodity prices led to Malaysia‘'s worst
recession since independence; real GDP fell by one percent.
Since then, the economy has rebounded, led by strong growth in
foreign investment and manufactured goods exports. In 1993,
real GDP growth is expected to be around 8.5 percent.
Malaysia‘'s 1993 budget, tabled in Parliament October 30, 1992
introduced a number of significant tariff changes described
below which went into effect immediately.

The Government plays a large role in the economy, both as
8 producer of goods and services, and as a regulator. The
Government or government-owned entities dominate a number of
sectors, particularly plantations and financial institutions.
Through the National Equity Corporation, the government has
(generally minority) equity stakes in a wide range of domestic
companies. In all, government-controlled entities may account
for one-third of the economy. These entities are rarely
monopolies; instead, they are one (generally the largest)
player among several competitors in a given sector. Since
1986, the government has begun to privatize many entities,
including the telecommunications organization, the national
electricity company, the national airline, and the government

shipping firm.

Malaysia encourages direct foreign investment,
particularly in export-oriented manufacturing. Multinational
corporations control a substantial share of the manufacturing
sector. U.S. and Japanese firms dominate the production of
electronic components (Malaysia is the world's third largest
producer of integrated circuits), consumer electronics, and
electrical goods. Foreign investors also play important roles
in petroleum, textiles, vehicle assembly, steel, cement,
rubber products, and electrical machinery.

Fiscal Policy: The government operates a generally
conservative fiscal policy, with a surplus in its operating
account. The capital budget is in deficit, financed by
government bonds largely sold in the domestic market. Through
1990, the government was prepaying its foreign debt. A sharp-
rise in the domestic investment ration (up from 24.7 percent
in 1987 to about 37 percent in 1992) has been accompanied by a
decline in savings and a corresponding turnaround in the
current account -- from a surplus of 8.9 percent of GNP in
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1987 to a projected deficit of 9.7 percent in 1992, Much of
this has been financed by direct investment, but there are no
longer excess funds with which to prepay debc. The debt
burden remains manageable, but requires continued tight fiscal

policy to remain so.

Monetary Policy: Malaysian monetary policy is designed
to control price increases while providing adequate liquidity
to stimulate economic growth. Monetary aggregates are
controlled by the Central Bank through its influence over
interest rates, changes in reserve requirements and,
occasionally, open market operations.

2. Exchange Rate Policy

Malaysia has a substantially open foreign exchange
regime. The Malaysian currency, the ringgit (M$), floats
against the U.S8. dollar. Bank Negara (the Central Bank) does
not specifically peg the ringgit, but does intervene in the
foreign exchange market to smooth out fluctuations and
discourage speculation. It generally tracks the ringgit's
value against a trade-weighted basket of currencies in which
the U.8. dollar is believed to have a large weighting. Bank
Negara's policy is to maintain a stable exchange rate which
reflects the currency's true underlying value rather than to
manipulate the rate to boost exports. Following a three-year
period when the dollar-ringgit rate traded in a narrow range
(M$2.70-M8$2.75 per US$), the ringgit rose rapidly during the
first two months of 1992 to M$2.50 per US$, and then again

gsettled in a narrow range.

Payments, including repartriation of capital and
remittance of profits, are freely permitted. Payments to
countries outside Malaysia may be made in any foreign currency
other than the currencies of 1srael and South Africa. No
permission is required for payments in foreign currency up to
M$10,000. Individual foreign exchange transactions above
M$10,000 required an exchange control license. For
transactions up to M$10 million, the license is obtained upon
completion of a simple reporting form which is approved by any
commercial bank without reference to the controller of foreign
exchange (part of Bank Negara) provided certain conditions are
met. An individual transaction in excess of M$10 million

requires the approval of the controller.

3. Structural Policies

Pricing Policies: Most prices in Malaysia's economy are
market-determined, but the government controls prices of some
key goods, notably fuel, public utilities, motor vehicles,
rice, flour, sugar, and tobacco. Tariffs average 10.2 percent
on a trade weighted basis, and import licenses are required
only for few sensitive items. 1In the agricultural sector,
however, restrictive tariffs and nontariff barriers distort
trade significantly. For example, the government sets
above-world-market farm gate prices for rice and tobacco to
encourage domestic production and to boost depressed rural
incomes. Despite this price incentive, the government must
import large quantities of rice sad use the profits from
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reselling the cheaper imports to offset losses from the sale
of domestic rice at retail prices that are fixed below
domestic farm prices. In the case of tobacco, the government
presses cigarette manufacturers to use a higher proportion of
locally grown tobacco; imports of tobacco are restrained by
high import duties and the government's authority to impose
quota restrictions. S8ince price-supported domestic tobacco is
not competitive in export markets, the government also obliges
tobacco product manufacturers to purchase and store excess
supplies of tobacco when local output exceeds established

production quotas.

Tax Policies: Corporate and individual income tax is the
largest single source of revenue for the government and
accounted for 34.7 percent of revenue in 1992. Indirect
taxes, comprising export and import duties, excise taxes,
sales taxes, service taxes, and other taxes accounted for 35.7
percent of 1992 revenue. The remainder of government revenue
comes largely from profits of state-owned enterprises and the
petroleum tax. Implementation of Malaysia's sales tax
effectively discriminates against importe® food products
because it is collected on all imported food at port of entry
while competing domestic foods often escape taxation. The
proposed 1993 budget significantly raised import duties on

cigarettes and alcohol.

Regulatory Policies: The government encourages foreign
and local private investment. Liberalized guidelines on
foreign equity participation applied to new investments for
which application was made between October 1, 1986 and
December 31, 1991. Currently, a foreign investor can hold 100
percent of the equity of a Malaysian subsidiary if it exports
at least half of its output, has at least 50 percent
value-added domestically (or, failing that, has M$50 million,
about $20 million, in foreign-funded assets), and does not
produce items that compete with those being made for the local

market.

For companies exporting less than 50 percent of output,
foreign equity is generally limited to a 51 percent share.
New investment in the insurance and banking sectors may be up
to 30 percent foreign equity in existing enterprises.
Theoretically, foreign investment in a new enterprise is
limited to 49 percent, but no new banking or insurance

licenses are being issued.

4. Debt Management Policjes

Malaysia's medium and long-term foreign debt stood at
M$43 billion ($17.2 billion) at the end of 1991. Malaysia's
debt service ratio declined from a peak of 18.9 percent in
1986, to 6.2 percent in 1991, and to an estimated 5.6 percent
by the end of 1992. However, as noted in Section 1, the
government is no longer prepaying external debt, and
observiers forecast modest increases in the debt/GNP and debt

service ratios.



181

MALAYSIA

5. §Significant Barrijers To U.S. Exports

High Import Tariffs on Tobacco: To encoutage greater use
of local tobacco in cigarettes and to maintain high domestic
leaf prices, the government levies heavy import tariffs. The
present import duty for unmanufactured tobacco is M$50 ($20)
per kilogram plus five percent ad valorem. While this reduces
significantly leaf imports, the effect of the high tariffs
appears to have the greatest impact against cheaper, lower
quality leaf from suppliers other than the United States.
Since the duty on imported leaf tobacco does not vary by
quality, it is more economical to import high-grade U.S. leaf
to blend with lower quality domestic tobacco. In a relatively
new development, the government first proposed an import quota
of 1.5 million kilograms for flue-cured tobacco. The quota
was subsequently raised to 2.5 million kilograms. This quota
could likely have a significant negative impact on U.S. sales
of at least $10 million annually in U.S. tobacco exports to

Malaysia.

Heavy Import Duties On High Value Food Products: Duties
for processed and high value products, such as canned or fresh
fruits, breakfast cereals, snackfoods, and many other
processed foods, range between 30 and 50 percent. In the 1993
budget, 649 items,e.g., personal computers, footwear, optical
goods, nuts, and fruits had their import duties abolished or
reduced by between 30 and 10 percent. In contrast, virtually
all Malaysian agricultural exports to the U.S. enter duty free.

High Imrort Duties On Alcoholic Beverages: Tariffs on
all alcoholic beverages have been raised sharply in the 1993
budget. Of particular interest to U.S. exporters are higher
duties of M$228 ($91.2) per decaliter on wine and M$74 ($29.6)
per decaliter on beer. The new duties obviously will force up
retail prices considerably, will have a significant negative
impact on imports, and will encourage black market activities.

Discriminatory Sales Tax: Malaysia‘'s sales tax is a
single stage tax levied on locally produced goods ex-factory
and on imported goods at the point of entry, rather than at
the retail level as in the United States. 1In order to broaden
the tax base, the Ministry of Finance announced in the 1988
budget a substantial reduction in the sales tax exemptions for
foodstuffs. With the 1989 budget, the Ministry moved to tax
additional high-value food products. The five percent sales
tax adversely affects U.S. fruit and vegetable exports in
particular because the sales tax is not being collected from
many local producers of identical or similar goods.

Ban on Imports of Chicken Parts: 1In 1983, the government
effectively closed Peninsular Malaysia to imports of chicken
parts by ceasing to issue veterinary import permits. The ban
was implemented because the European Economic Community
allegedly was dumping chicken parts onto the Malaysian
market. Until January 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, however, similar bans have been implemented in those
states as well. Since the implementation of the ban, a
significant domestic poultry industry has developed and
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Malaysia now exports large guantities of poultry meat to
Singapore and Japan.

Discriminatory Rice Import Policy: Because subsidized
local production satisfies only part of domestic demand, the
National Rice Authority (Lembaga Padi Negara or LPN) imports
substantial quantities of rice. The LPN is the sole legal
importer of rice. Purchases generally are made on the
government-to-government basis characteristic of some Asian
countries, notably Thailand. This government-to-government
transaction structure places private U.S. suppliers at a

considerable disadvantage.

Import Licenses: Malaysia makes limited use of import
licensing. In the few sectors subject to licenses, i.e.,
requiring approved permits, U.S. exports have not been
significantly impaired. Some technical licenses (e.g., for
electrical products and telephone equipment) exist, but they
are administered fairly and do not appear to constitute

nontariff barriers.

Service Barriers: Malaysia protects most service
sectors. Foreign lawyers, architects, etc., are generally not
allowed to practice in Malaysia. Television advertisements
must be largely produced in Malaysia with Malaysian performers
unless an exception is obtained. Wholly-owned U.S. travel
agencies, air courier services, motion picture and record

distribution companies are permitted.

Financial Services: Banking, insurance and stockbroking
are all subject to government regulation which significantly
limits foreign participation. For example, established
branches of foreign banks face a requirement that they
incorporate by September 1994. New foreign bank entry is
limited to the acquisition of minority interest in existing
domestic banks. Foreign banks are currently not permitted to
open new branches or establish off-site automated teller ]
machines. Foreign controlled companies are required to obtain
60 percent of their local credit from local banks. Despite
these restrictions, foreign banks account for more than 25
percent of commercial bank assets, although this share is
significantly less than their percentage of the market before
discriminatory restrictions were imposed. No new insurance or
banking licenses are being granted. Foreign shareholdings in
insurance companies are limited to 30 percent without
government approval. However, the two largest insurance
companies are 100 percent foreign owned (one American) and
dominate the life insurance market. There are pressures on
these firms to divest. The government has announced that
foreigners may hold up to 49 percent of the equity of a
stockbroking firm and said it would consider requests for
majority foreign ownership. However, only foreign
minority-owned firms may be members of the Kuala Lumpur Stock

Exchange.

Standards: Malaysia has extensive standards and
labelling requirements, but these appear to be implemented in
an objective nondiscriminatory fashion. Food product labels
must provide ingredients, expiry dates and, if imported, the
name of the importer. Electrical equipment must be approved
by the Ministry of International Trade and Industry,
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telecommunications equipment must be "type approved” by the
Department of Telecommunications. Pharmaceuticals must be
registered with the Ministry of Health. 1In addition, the
Standards and Industrial Research Institute of Malaysia
(8IRIM) provides quality and other standards approvals.

Government Procurement: Malaysian Government policy
requires countertrade provisions on government tenders above
M$1l million. Below M$l 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 (M$50 million or less) are restricted to

local firms.

6. Export Subsidies Policies

Malaysia offers several export subsidies. The most
important is the Export Credit Refinancing (ECR) scheme
operated by the Central Bank. Under the ECR, commercial banks
and other lenders provide financing to exporters at an
interest rate of 6 percent. The Government offers low-cost
(subsidized) export credit schemes designed for developing
countries importing Malaysian palm oil, but the response from

importers has been limited.

Malaysia also provides tax incentives to exporters,
including:

- Abatement of adjusted income for exports made on or after
January 1992 provides for an abatement equal to 50 percent of
proportion of sales represented by exports. The rate of

abatement to be reduced to 25 percent for exports made on or
after January 1993. This incentive will be abolished in tax

year 1994.

- BExport allowance of five percent of the FOB value of export
sales is granted to trading and agricultural companies
exporting products manufactured in Malaysia.

- Double deduction of certain expenses such as overseas
advertising and travel, and supply of free samples abroad
incurred for promoting export- is provided to resident
companies seeking opportunities to export products made in

Malaysia.

7. Protection of U.S. Intellectual Property

Malaysia is a member of the world intellectual property
organization and, as of October 1, 1990 the Berne Convention
for the protection of Literary and Artistic Works, and the

Paris Convention.

The Trade Description Act of 1976, the Patent Act of
1983, the Copyright Act of 1987, and the Copyright (Amendment)
Act of 1990 have greatly strengthened protection for
intellectual property in Malaysia. Undec the Copyright
(Amendment) Act of 1990 - and the accompanying accession to
the Berne Convention- Malaysia now provides copyright
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protection to all works (inter alia video tapes, audio
material, and computer software) published in countries that
are members of the Berne Convention regardless of wheon the
works are firat published in Malaysia

Patents registered in Malaysia generally have a duration
of 15 years but may have longer duration under certain
circumstances. A person who has neither his domicile nor
residence in Malaysia may not proceed before the patent
registration office or institute a suit except through a local
patent agent. With regard to trademarks, where any person has
registered or applied for protection of any trademark in any
foreign state designated by the Malaysian Government, such
person shall be entitled to registration of this trademark in
Malaysia provided that application for registration is made
within six months from the date of registration in the foreign
state concerned. Trademark infringement is not a problem in
Malaysia for U.S. companies. Patent protection is also good.

8. HWorker Rights
a. Right of Association

Unions may organize workplaces, bargain collectively with
an employer, form federations, and join international
organizations. The Trade Unions Act's definition of a trade
union restricts it to representing workers in a "particular
trade, occupation, or industry or within any similar trades,
occupations, or industries.” The Director General of Trade
Unions has considerable latitude in deciding whether or not to
register a trade union, and the power to withdraw the
registration of a trade union. A trade union for which
registration has been refused, withdrawn or cancelled is
considered an unlawful association. While strikes are legal
(23 strikes in 1991), critics claim that this right in
practice is restricted. Actions by the Government have
limited the formation of unions in the electronics sector to

in-house unions.

\b. Right to Organize and Bargain Collectively

Collective bargaining is the norm in Malaysian industries
where workers are organized. Malaysia‘'s system of
conciliation and arbitration seeks to promote negotiation and
settlement of issues without industrial action. Malaysian
law, especially the Industrial Relations Act, effectively
restricts collective bargaining rights through compulsory
arbitration. Enterprises granted "pioneer" status are
protected from union demands for terms of employment exceeding
* those specified in the Employment Act of 1955 during the
period of their pioneer status (normally 5 years). The
restriction does not apply to wages or benefits not covered by

the Employment Act.
c. Prohibition of Forced or Compulsory Labor

Malaysia adheres to ILO Convention 29 prohibiting forced
or compulsory labor. Malaysia has effective legal sanctions
against such abuses. The ILO has in the past criticised
Malaysia for laws dating from the pre-independence period that
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require prisoners and Internal Security Act (ISA) detainees to
work. Malaysia states that its current constitution, which
prohibits forced labor, takes precedence over these individual
outdated laws. In reaction to ILO criticism, Malaysia
renounced ILO Convention 105 on forced labor.

d. Minimum Age for Employment of Children

Employment of children is covered by the Children and
Young Persons (Employment) Act of 1966, which stipulates that
no child under the age of 14 may be engaged in any employment
except light work in a family enterprise or in public
entertainment, work performed by the government in a school or
training institution, or employment as an approved
apprentice. Effectively enforced laws prohibit children from
working more than 6 hours per day, more than 6 days per week,

or at night.
e. Acceptable Conditions of Work

The Employment Act of 1955 sets working conditions, most
of which are at least on a par with standards in
industrialized countries. Minimum standards of occupational
health and safety are set by law and enforced by the Ministry
of Human Resources. Other laws provide for retirement
programs and disability and workman's compensation benefits.
No comprehensive national minimum wage legislation exists, but
certain classes of workers are covered by minimum wage laws.
Plantation and construction work is increasingly being done by
contract foreign workers; working conditions for contract
workers often are significantly below those of direct hire
workers. In addition, many of the immigrant workers,
particularly illegal ones, may not have access to Malaysia's
system of labor adjudication. The Malaysian Government has
moved to legalize illegal immigrant workers in plantations,
largely to prevent the exploitation of these workers.

f. Rights in Sectors with U.S. Investment

The largest U.S. investment in Malaysia is in the
petroleum sector. Exxon has two subsidiaries operating in
Malaysia. Esso Production Malaysia Incorporated (EPMI), which
is 100 percent owned by Exxon, handles offshore oil and gas
production. Esso Malaysia, which is 65 percent owned by Exxon
and 35 percent by a range of Malaysian individuals and
institutions, refines and markets oil products in Malaysia.
Bargainable employees at both companies are represented by the
National Union of Petroleum and Chemical Industry Workers
(NUPCIW), which has negotiated collective agreements with
management. Some EPMI employees have broken away from the
NUPCIW and formed a separate in-house union. Pay and benefits
at both companies are well above the Malaysian norm.

The second largest concentration of American investment
in Malaysia is in the electronics 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.
Fifteen American electronic components manufacturers operate
19 plants in Malaysia, employing more than 37,000 Malaysian

workers.
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None of the American-owned electronics plants is
unionized. There is no legal prohibition against organizing
unions in the electronics industry and workers at some
nonAmerican companies are represented either by the Electrical
Industry Workers Union (EIWU), other unions, or in-house
unions. Malaysian trade union law limits a union to
organizing workers in a single 'industry or in related
industries. The Director General of Trade Unions has in the
past interpreted this law to preclude the EIWU from organizing

electronic component workers.

In September 1988, the Minister of Human Resources
announced that the Government would permit electronic
component workers to unionize. The National Electronics
Industry Workers (NEW) was formed, but has been denied
registration as a trade union on the grounds that it is
seeking to represent workers in both the electronics and

electrical industries.

Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category Amount
Petroleum 516
Total Manufacturing 687

Food & Kindred Products 7

Chemicals and Allied Products 40

Metals, Primary & Fabricated 3

Machinery, except Electrical =21

Electric & Electronic Equipment 561

Transportation Equipment 0

Other Manufacturing 97
Wholesale Trade 129
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 1,332

(D)-Suppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce, Survey of |
Business, November 1992, Vol. 72, No. 8, Table 11.3
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Kay Economic Indicators 1/

(Millions of NZ dollars unless otherwise noted)

1990 1991 1992
Income. Production. and Employment
Real GDP (1983 prices) 35,388 35,455 35,108
Real GDP growth rate (petcent) -0.7 0.2 ~1.0
Agriculture -5.1 3.9 1.6
Fishing/hunting/forestry/mining 11.0 -1.7 8.6
Manufacturing 1.7 -5.2 -3.0
Electricity/gas/water -4.9 2.6 -0.4
Construction -0.2 -6.6 -22.7
Trade/restaurants/hotels 1.3 -1.5 -0.3
Owner-occupied dwellings 2.0 2.2 1.7
Transport/communications/business
and personal services 2.9 0.2 1.4
General government services -1.8 -0.8 0.8
Net exports of goods and services -505 -414 1,383
Real per capita GDP (1983 Nz$) 10,441 10,372 10,159
Labor force (000s) 1,587 1,624 1,630
Unemployment rate (percent) 7.3 9.9 11.1
Money and Prices
Money supply (Ml) 8,837 8,912 9,152
Base lending rates 15.80 14.90 11.80
Personal savings rate 5.0 3.9 5.0
Investment rate (gross fixed capital
formation as percent of GDP) 28.5 28.1 23.7
Consumer price index
(December 1988 equals 100) 105.9 111.7 113.6
Producer Price Index
(£inal quarter 1982 equals 100) 171.2 174.8 175.7
Exchange Rate (annual average)
$1.00 = N2§ x.xx 1.70 1.68 1.78
NZ$l =« $x.xx 0.588 0.595 0.562
Balance of Pavments and Trade 2/
Total exports FOB 15,228 15,850 17,876
Exports to U.S. 1,995 2,064 2,289
Total imports VFD 3/ 14,420 14,051 14,216
Imports from U.S. 2,599 2,413 2,598
Aid receipts 0 0 0
External public debt 29,911 28,036 27,790
Interest on external public debt 1,525 1,692 1,682
Gold and foreign exchange reserves 5,447 5,990 5,466
Trade balance 808 1,799 3,660
Balance with U.S. -605 -349 -309

1/ Reporting year ending March 31 (N.B. In 1989, New Zealand moved
from an end-March fiscal year to an end-June fiscal year. The
National Income Accounts, however, retained an end-March year.)

2/ Trade and fiscal year ending June 30

3/ “"Value For Duty"”, equivalent to "Customs Value” (cv) in U.S.

statistics.
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1. Generxal Policy Framework

Historically, the engine for growth in New Zealand was
pastoral agriculture, particularly the export of sheepmeat,
wool, and dairy products to the United Kingdom. British entry
into the Buropean Economic Community in 1973 sharfly changed
the external situation for New Zealand. The farming industry
had to diversify both its range of products and its export
markets. In the late 19708 and early 19808, the government
sought to support this process through extensive subsidies.
While incomes and output were maintained, the fiscal costs
became excessive and the sector became divorced from market

signals.

Manufacturing in New Zealand developed first in the
processing of the primary products of the rural sector. After
World War II, the government sought to promote a broader based
manufacturing sector through import substitution policies.
Strong domestic demand from the good performance in
agriculture initially permitted this policy to function, but
by the mid-1970s balance of payments problems led the
government to turn to export incentive schemes to boost
manufacturing. In the early 1980s, the government sought to
offset the impact of the second oil crisis through a number of
*“think big" investment projects in petroleum processing and
petrochemicals, based on domestic gas resources. The fall in
oil prices in the mid-1980s threatened the viability of these
projects, which contributed to an increase in government debt.

The performance of the economy was lackluster from the
mid-19508 until the mid-1980s. New Zealand fell from eighth
in the world for per capita GDP in 1955 to twenty-second in
1985. GDP per capita grew less than one percent per annum on
average for the 1965-87 period. High employment was achieved,
but at the price of high inflation, misallocation of
regsources, and chronic balance of payments problems. In 1984,
the new Labour Government embarked on a program of
deregulation and structural change aimed at reducing
protectionism and government economic intervention. After an
auspicious start, in 1988 the Labour Party leadership withdrew
support for Finance Minister Roger Douglas, the main architect
of reform, leading to his departure at the end of the year.
While some progress continued, internal divisions in the party
led to two changes of leadership and to defeat by the National
Party in October 1990. Nonetheless, the change of direction
introduced by the Labour Government was maintained by the

National Party Government.

The Labour Government reduced the fiscal deficit from 6.8
percent of GDP in FY1984 to 1.2 percent in FY1990. However,
when National Party took office, burgeoning welfare
expenditures threatened to undo this progress. With no change
in fiscal policy, the deficit was projected to grow to 4.9
percent of GDP in FY1992 and to reach 6.3 percent of GDP in
FY1994. In December 1990, the government introduced an
Economic and Social Initiative as the first step in tackling
this problem. The main elements of that package were
industrial relations legislation and measures to better target
welfare assistance. The FY1992 budget extended that process
to retirement benefits and introduced partial user charges for
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health care and education. The FY1993 budget continued to
focus on expenditure control, but did not introduce new policy
initiatives. The result has been significant progress on the
expenditure side of the budget, with total expenditure falling
from nearly 43 percent of GDP in FY1991 to around 39 percent
of GDP in FY1992, with a further reduction to 37 percent
expected by FY1995. At the same time, revenues have been
disappointing due to weak economic performance. The deficit
was around 3.5 percent of GDP in FY1991 and FY1992, and is
expected to remain around that level for the next few years.

The Reserve Bank of New Zealand Act of 1989 requires the
Reserve Bank to direct monetary policy towards achieving price
stability. While the Act provides the Reserve Bank greater
operating independence, it also requires that the Reserve Bank
Governor and the Ministry of Finance agree on policy targets.
The current agreement, reached in December 1990, sets a goal
of a zero to two percent annual rise in the consumer price
index (CP1) by December 1993. This target was reached earlier
than expected, with the CPI for the last gquarter of 1991 only
1 percent above December 1990. This level was maintained
through the September quarter of 1992, giving New Zealand the
lowest inflation level among OECD member countries. Forecasts
suggest that inflation will remain within the target range

during 1993.

The structural reforms introduced have brought strong
productivity gains, but output gains have been elusive. The
resultant "labor shedding"” increased unemployment to 11.1
percent in the March quarter of 1992 -- the highest level
since the 1930s. In the June quarter of 1992, unemployment
fell to 10 percent. While part of this improvement was
seasonal, unemployment probably has peaked, although reduction
of the current high level will be gradual. GDP declined by 1
percent in the financial year ending in March 1992, despite
growth in the last three quarters of the period. Recovery
started in the export sector, but now appears to be
consolidating, with recent improvements in domestic
consumption and business investment. Prospects for 3-4
percent growth appear good over the next few years.

2, Exchange Rate Policies

The New Zealand dollar was floated in March 1985 as part
of a broadly based deregulation of financial markets. Prior
to deregulation, the New Zealand dollar was devalued by 20
percent in July 1984. The Reserve Bank has not intervened in
the foreign exchange market since the float. 1In late October
1992, the New Zealand dollar was worth about 12 percent less
on 8 trade-weighted basis than at the time of the float.
However, it appreciated by nearly 15 percent vis-a-vis the
U.S. dollar during this period, and U.S. goods and services

remain competitively priced in New Zealand.

In pursuing price stability, the Reserve Bank monitors
following indicators: exchange rates; level and structure of
interest rates; growth of money and credit; inflation
expectations; and trends in the real economy. The interest
rate yield gap and the trade-weighted exchange rate are seen
as the principal indicators. While not attempting to run a
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fixed exchange rate band, the Reserve Bank does seek
*comparative exchange rate stability.” The key instrument for
monetary control utilized by the Reserve Bank is the quantity
of settlement cash balances held by banks at the Reserve

Bank. This control of primary liquidity influences the
exchange rate indirectly through its impact on short-term

interest rates.

3. Structural Policies

The Labour Government's reform program included
deregulating financial markets; floating the New Zealand
dollar; lifting wage, price and interest rate controls;
removing export and agricultural subsidies; reducing border
protection; reorganizing public sector activities; and tax
reform. The timing of these actions had a pronounced effect
on the pattern of adjustment among sectors. The abrupt
removal of subsidies for agriculture, combined with the slower
reduction in protection of import-competing manufacturers,
resulted in a dramatic adjustment in agriculture. Although
efficiency improved, profitability and income were hard hit.
Profits are now improving, and investment in the sector is
beginning to recover. Manufacturing has faced much more
gradual change, and certain producers retain high effective
rates of protection. 1In March 1991, a further tariff
reduction program was announced for 1993 to 1996.
Liberalization beyond 1996 will be determined by a review to

be held in 1994.

The major structural problems left unaddressed by the
Labour Government were labor market rigidities and a generous
welfare system. Both of these problems have adversely
affected labor mobility, and welfare expenditures must figure
in any effort to control overall expenditure levels. The
National Party Government moved promptly to extend the reform

process to both of these areas.

In December 1990, the government introduced industrial
relations reform legislation, and the Employment Contracts Act
was passed on May 15, 1991. This law abolished compulsory
unionism and the practice of centralized, occupational
awards. The removal of these restrictive practices is
generating more flexible workplace arrangements with
consequent improvements in productivity.

The December 1990 initiative also included immediate
reductions in expenditures for social benefits through better
targetting, and initiated 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 rationalization of the
assistance for housing. Plans to better target the provision
of retirement benefits were only partially successful due to

strong public resistance.

4. Debt Management Policies

Public debt in New Zealand is high by comparison with
most OECD member countries. Gross public debt grew from 45
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percent of GDP in 1973 to a peak of 77 percent of GDP in

1987. 1n June 1992 gross public debt was NZ$48 billion,
equivalent to 64 percent of GDP. This improvement in large
part is due to the use of proceeds from privatization to repay
external debt. Debt service on the public debt reached nearly
NZ$5 billion in the fiscal year ending March 1988, equsl to
8.4 percent of GDP and 20 percent of government expenditure.
This dropped to NZ$4.1 billion in FY1992, equal to 5.5 percent
of GDP and 14.2 percent of expenditures. External debt
accounted for 43 percent of tue total in mid-1992, down from
51 percent of total debt in 1987. Interest on public external
debt in FY1992 equalled nearly 8 percent of exports of goods

and services.

5. Significant Parriers to U.S. Exports and Investment

New Zealand embarked on a unilateral tarciff
liberalization program in 1985 with an announcement that
tariffs on goods not produced in New Zealand would be reduced
to zero. 1In 1988, the government 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. (Four categories of goods are covered by industry
plans: footwear, carpet, apparel and motor vehicles.)

Tariffs on other goods were reduced in four stages between
July 1, 1988 and July 1, 1992 from a range of 30 to 40 percent
to a range of between 16 to 19 percent. In September 1991 it
was announced that tariff reductions would be continued
between 1993 and 1996, with general tariffs dropping by about
one-third. Separate treatment will continue for goods coveired
by industry plans. A review for the post-1996 period will be

conducted in 1994.

Despite this extensive reform, tariffs on goods competing
with domestic products remain relatively high, and most
tariffs remain unbound in the GATT. Items of particular
export interest to the United States subject to high tariffs
include printed matter for commercial use, plywood, aluminum
products, and wine. Reductions in tariff levels in accordance
with the aforementioned plan should result in expanded
commercial opportunities for U.S. exporters. The United
States is also pursuing further reductions on items of
particular U.S. exporter interest through the Uruguay Round
market access negotiations, where New Zealand has made

liberalization offers.

New Zealand has completed the dismantling of a highly
restrictive import licensing regime. The share of imports
subject to licensing dropped from nearly 25 percent in 1984 to
around 3 percent in 1989. The remaining import license
controls for goods under industry plans were phased out by the
middle of 1992. This liberalization has benefitted U.S.

exporters.
The New Zealand Apple and Pear Marketing Board, a
producer organization, has a monopoly right to import apples

and pears, except from Australia. This partially shields
domestic producers from competition and constrains import

growth.
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Approval by the Overseas Investment Commission (OIC) is
required for foreign investments over Nz$10 million or
investments of any size in specified sectors. The review of
investments above NZ$10 million applies to both acquisitions
and greenfields investments. BSpecified sectors are commercial
fishing and rural land. Foreign investment in commercial
fishing is limited to a 24.9 percent holding, unless an
exemption is granted by the Ministry of Agriculture and
Fisheries. While the level of ownership is not restricted for
rural land, foreign purchasers are required to demonstrate
that the purchase is beneficial to New Zealand. 1In practice,
the OIC approves virtually all investment applications without
attaching performance requirements, and its approval
procedures have not been an obstacle for U.S. investors. New
Zealand generally provides national treatment after entry.
Full remittance of profits and capital is permitted through

normal banking channels.

The U.S. Government recognized the generally liberal
trading environment in New Zealand by concluding 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 concerns.

6. Export Subsidies Policies

New Zealand acceded to the GATT Subsidies Code in
September 1981. At that time, New Zealand undertook to
eliminate seven export subsidy programs that were inconsistent
with the code by March 31, 1985. While five of the programs
were eliminated on schedule, two programs were extended
through March 1987, leading the United States to deny New
Zealand imports use of the injury test in countervailing duty
cases. One of these programs, the Export Market Development
Taxation Incentive, was extended a second time, but expired
March 31, 1990. The United States reinstated the injury test
for New Zealand once tax rebates under this last inconsistent

program were complete.

7. Protection of U.S, Intellectual Property

New Zealand is a member of the World Intellectual
Property Organization, the Paris Convention for the Protection
of Industrial Property, and the Berne Copyright and Universal
Copyright Conventions. New Zealand has generally supported
measures to enhance intellectual property protection at
multilateral organization meetings.

The Government of New Zealand strongly endorses the
protection of intellectual property and enforces effectively
those laws on its books which offer such protection. This is
done to protect New Zealand innovators both at home and
abroad, and to encourage technology transfer. The Government
recognizes that New Zealand is heavily dependent on imported
technology and that the country derives considerable benefit
in providing intellectual property protection.

In August 1992, New Zealand repealed Section 51 of the
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Patents Act 1953, which contained permissive rules for
compulsory licensing of pharmaceutical products. Wwhile these
provisions had not been used for several years, in 1990 a
number of applications were filed with the Commissioner of
Patents, generating a great deal of concern by international
pharmaceutical companies. The repeal of Section 51 brought
New Zealand's Patent Act into conformity with the intellectual
property legislation in other industrialized countries. As a
result, in September 1992 the United States removed New
Zealand from the Special 301 watch list of countries lacking

adequate intellectual property protection.

The Government is engaged in a full review of its
intellectual property rights regime. On July 30, 1990 the
Ministry of Commerce issued a two volume study on possible
options for reform. Interested parties were invited to submit
comments on the study by November 16, 1990. In December 1991,
a recommendations paper on trademarks was issued, and
recommendations on patents were published in February 1992.
Recommendations on designs and other issues were released in
October 1992, and a recommendation paper on parallel importing
is expected in December 1992. After consideration of public
comments on these four papers, the Ministry of Commerce will
frame its final recommendations to the Cabinet.

8. Horker Rights
a. Right of Association

New Zealand workers have unrestricted rights to establish
and join organizations of their own choosing and to affiliate
those organizations with other unions and international
organizations. The principal labor organization, the New
Zealand Council of Trade Unions, is affiliated with the
International Confederation of Free Trade Unions. Unions are
protected from interference, suspension, and dissolution by
the Government and, in fact, influence legislation and
government policy. Unions have and freely exercise the right
to strike. Public sector unions, however, may not strike if
work stoppages threaten public safety. Legislation enacted in
1991 prohibits strikes designed to force an employer to become

a party to a multicompany contract.

b. Right to Organize and Bargain Collectively

The right of labor unions to organize and bargain
collectively is provided by law. Unions actively recruit
members and engage in collective bargaining. The Employment
Contracts Act of 1991 ended compulsory membership in labor
unions, which now represent less than half of all wage
earners. As a consequence of the Act, unions no longer have
an inherent right to represent any particular group of
workers. Employment relationships are to be based on
contracts negotiated either by the individual employees or
their bargaining agent, which may be a union, another
voluntary association of workers, or a private consultant.

Mediation and arbitration procedures are carried out
independently of government control. The Employment Court
hears cases arising from disputes over the interpretation of
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labor laws. 1In addition, a less formal body, the Employment
Tribunal, is available to handle wage disputes and assist in
maintaining effective labor relations. There are no export

processing zones.
¢c. Prohibition of Forced or Compulsory Labor

New Zealand laws prohibit forced or compulsory labor.
Inspection and legal penalties ensure respect for these

provisions.
d. Minimum Age for Employment of Children

Children under the age of 15 may not be employed without
special government approval and must not work between the
hours of 10 p.m. and 6 a.m. The Department of Labour

effectively enforces these laws.
e. Acceptable Conditions of Work

New Zealand law provides for a 40-hour workweek with a
minimum of 3 weeks' annual paid vacation and 11 paid public
holidays. There is a government-mandated minimum wage for
workers 20 years of age and older; most minimum wage earners
also receive a variety of welfare benefits. A majority of the
work force earns more than the minimum wage.

New Zealand has an extensive body of law and regulations
governing health and safety issues. Rules are enforced by
Department of Labour inspectors who have the power to shut
down equipment if necessary. Unions may file safety
complaints on behalf of workers.

f. Rights in Sectors with U.S. Investment

The conditions in sectors with U.S. investment do not
differ from conditions i» other sectors of the economy.

Extent of U.S. Investment in Goods Producing Sectors

U.S. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.S. dollars)

Category Amount
Petroleum (D)
Total Manufacturing 558

Food & Kindred Products (D)

Chemicals and Allied Products 133

Metals, Primary & Fabricated (D)

Machinery, except Electrical (D)

Electric & Electronic Equipment 10

Transportation Equipment (D)

Other Manufacturing 323
Wholesale Trade (g;

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE

(D)-Suppressed to avoid disclosing data of individual companies
Source: U.S. Department of Commerce, §
Business, November 1992, Vol. 72, No. 8, Table 11.3
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Key Economic Indicators
(Millions of Pesos Unless Otherwise Noted)
1990 1991 1992
(proj.)

Income. Production and Employment
Real GDP (1985 prices) 717,255 710,530 713,372 2/
Real GDP Growth (pct.) 2.7 (0.9) 0.4 2/
GDP (at current prices) 1,070,900 1,239,129 1,359,785 2/
By sector:

Agriculture 235,956 262,352 292,354

Energy and Water 24,299 30,625 32,760

Manufacturing 267,485 315,938 334,303

Construction 64,903 62,083 65,970

Ownership of Dwellings/

Real Estate 61,673 73,238 86,615
Financial Services 42,531 48,406 54,446
Other Services 260,421 317,453 356,065
Government Services 77,031 85,997 91,568
Health and

Education (Private) 19,942 25,543 30,005
Net Exports of
Goods and Services (59,337) (27,439) (49,000)

Real Per Capita GDP. L
('85 BPS) 11,666 11,302 11,084
Labor Force (000) 24,850 25,631 26,380
Unemployment Rate (percent) 9.4 10.6 10.3
Money and Prices
(Annual percentage growth)
Money Supply (M2) 18.8 15.7 9.5 4/
Loan Rate (Secured) 3 24.32 22.75 19.98 5/
Personal Saving Rate 3/ 10.67 12,35 9.35 5/
Wholesale Price Index
(Metro Manila) 10.2 13.5 7.2 2/
Consumer Price Index 14.1 18.7 9.3 6/
Exchange Rate (Pesos/USD)
Official 24.31 27.48 25.50 6/
Parallel 24.93 27.71 25.42 6/
nce of Payments and Trade
(Millions of U.S. Dollars)
Total Exports FOB 7/ 8,186 8,839 9,460 4/
Exports to U.S. (U.S. data) 3,383 3,472 3,780 4/
Total Imports FOB 7/ 12,206 12,052 13,950 4/
Imports from U.S. (U.S. data) 2,472 2,269 2,510 4/
Aid from U.S. 8/ 172 263 292
Aid from Other Countries 8/ 902 968 1,232
External Public Debt 23,044 24,116 24,360
Debt Service Payments (Paid) 3,675 2,992 3,340
Gold and foreign exchange
reserves 1,993 4,470 4,950 6/
Trade Balance 7/ (4,020) (3,213) (4,490)
911 1,203 1,270

Balance with U.S.
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1/ 1992 Figures are full-year estimates based on latest
available data as of October 1992,

2/ Projected from six-month actual data.

3/ Figures are actual, average annual interest rates, not
changes in them. Personal savings rate includes both
special and regular savings deposits.

4/ Projected from eight-month actual data.

5/ Projected from eight-month actual data.

6/ Projected from nine-month actual data.

7/ Merchandise trade.

8/ Bilateral loans and grants (actual draw-downs).

Sources: National Economic and Development Authority, Central
Bank of the Philippines, Department of Finance, U.S. Survey of

Current Business.

1. General Policy Framework

About one-fourth of Philippine Gross Domestic Product
(GDP) comes from agriculture. The remaining 75 percent is
closely divided between the industrial and service sectors.
Economic growth from 1986 to 1991 followed a boom-bust cycle.
After a two-year recession (1984 and 1985) which hit
investment and industrial output hard, the domestic economy,
spurred by political changes and aided by accommodative
monetary and fiscal policies, reverted to positive growth in
1986 and grew by an average rate of 5.7 percent annually from
1987 to 1989. After 1989, economic growth began to sag. The
economic slowdown reflected the emergence of macroeconomic
imbalances evidenced by double-digit inflation, ballooning
fiscal and trade deficits, and declining international
reserves. These imbalances resulted from structural
weaknesses in the domestic economy, as well as from a spate of
natural calamities, perceptions of political instability
following a major coup attempt, and global uncertainties

triggered by the Gulf crisis.

The Philippines has suffered from a chronic trade deficit
since the 0il shocks of the 1970s. Macroeconomic policies
(such as defense of the exchange rate via high interest rates)
and structural weaknesses (such as poor linkages between the
export sector and domestic producers of raw materials and
inefficiencies of industries developed behind high protection
of an import substitutionp approach) have hindered stronger
export growth. A strengthening domestic currency -- a result
of strong non-merchandise trade receipts, a growing preference
for higher-yielding peso assets, the liberalization of the
foreign exchange market, and the still relatively sluggish
demand for imports -- has been an additional bane for

exporters.

In mid-1991, the Philippines implemented a stabilization
program supported by the IMF aimed at reducing inflation and
curbing the fiscal and trade deficits. Money supply and
expenditure control have brought inflation down to single
digits, tamed the trade and fiscal gaps, and raised
international reserves to more comfortable levels. The price
of stabilization was stagnant output, higher unemployment, and
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public sector underspending. Like 1991, the National
Government's fiscal deficit ceiling for 1992 (set at nine
billion pesos) is being met through expenditure cuts because
of revenue shortfalls. Most of the deficit is being financed
by domestic borrowing, primarily via Treasury Bills, partly
because of budgetary difficulties in generating the needed
peso counterpart funds for foreign loans. Treasury Bills are
also used as monetary tools, in addition to open market
operations such as repurchase and reverse repurchase
transactions. Domestic debt servicing currently eats up about
one-fourth of the National Government'‘'s budget pie, compared
with 15 percent for foreign debt payments. The Philippines’
28.4 billion dollar foreign debt, which the Ramos
Administration is committed to honor, remains a major concern

of policymakers.

Based on partial 1992 indicators, the economy appears
poised for a recovery. However, resumption of strong economic
growth in the near-term is constrained by increasingly
inadequate infrastructure. Shortages of electrical power and
inadequate telecommunications networks are major concerns.
Imports of power generators are currently allowed tax and
duty-free to help address the problem of inadequate power
supply. Infrastructure problems are a major focus of the

Government's development efforts.

From a more positive perspective, the recent economic
woes have also led to a rethinking about the relatively closed
Philippine economy. The Philippines has embarked on a program
of long-resisted structural reforms -- particularly on trade,
foreign exchange regulations, and foreign investment -- that
brightens prospects for more sustainable economic growth and

longer-term economic stability.

2. Exchange Rate Policy

The Philippine foreign exchange system can be described
as a "managed float", with monetary authorities intervening
through a combination of interest rate adjustments and direct
intervention. The Philippine Government has traditionally
attempted to maintain an overvalued peso, given the high
import component of the country's export products, high debt
servi. e costs on the country's $29 billion in foreign
borrowings, and strong demand for imported consumer goods by
those able to afford them. Because of weak demand for foreign
exchange, primarily attributed to zero GNP growth and flat
demand for imports, the peso began a steady appreciation in
April 1991 from 27.84 to the dollar to 24.60 at mid-October,
1992; it is not expected to exceed 24.80 by year end.

By August 1992 the Philippine Government had lifted all
foreign exchange controls on current transactions, the first
step towards complete deregulation. (Partial forex decontrol
began in January 1992.) The new guidelines completely abolish
restrictions on capital repatriation and profit remittances;
mandatory surrender of all foreign exchange earnings from
non-trade transactions is eliminated; restrictions on buying
and selling foreign exchange, holding foreign exchange
accounts, and taking foreign exchange out of the country for
deposit and investment are also abolished. Deregulation has
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legalized the black market; under the new guidelines foreign
exchange can be bought or sold without permission or licensing
from' the Central Bank. A thriving parallel market continues to
exist. For long-term transactions, the Central Bank continues
to require approval on dollar loans from foreign currency
accounts, and restricts the amount of borrowings foreign firms
can obtain from local banks (subject to the borrowing firm's

debt to equity ratio).

3. Structural Policies

In spite of much resistance from Congress and vested
interests, the Philippine Government has taken important steps
to reform and liberalize its foreign trade regulations. The
Philippines' import liberalization program, revived in 1986,
has deregulated about 96 percent of 2,900 commodities
identified for import liberalization. As the program nears
completion, coverage has expanded to include economically
sensitive products, such as farm commodities. To complement
quantitative liberalization, in July 1991 the Government
issued an executive order to rationalize and simplify the
tariff structure. Tariff levels will, in general, be phased
down from nine rates (maximum 50 percent) to four rates
(maximum 30 percent) by 1995. However, exceptions have been
provided for about 200 specific items for various reasons of

national interest.

In 1992, the Government revised foreign exchange
regulations to allow immediate repatriation and remittance
privileges without prior Central Bank approval. Foreign
exchange earners are now generally free to buy and sell
foreign exchange (previous rules called for the mandatory
surrender of forex earnings to the banking system), keep
foreign exchange in foreign currency accounts and take foreign
exchange out of the country for deposit or investment abroad.

The Foreign Investment Act of 1991 now allows 100 percent
foreign ownership in activities not covered by investment
incentives or included on the foreign investment negative
list. Previous laws generally limited foreign ownership to 40
percent of capital stock. Roughly 50 percent of the economy
is now open to 100 percent foreign equity without prior
government approval. In July 1992, an American Desk was set
up in the Philippine Board of Investment to identify and
promote potential opportunities for U.S. investors.

4. Debt Management Policies

Under the Marcos regime, the country's foreign debt
increased by 19 percent per year. When the Aquino
Administration came to power in 1986, it inherited $26.2
billion in foreign debt (equivalent to 88 percent of 1985 GNP)
and a debt service burden equivalent to 35 percent of export
receipts. As of June 1992 the Philippines foreign debt was
$29.4 billion, roughly 55 percent of projected 1992 GNP. The
debt is overwhelmingly public sector (78 percent) and about 40
percent of it is owed to commercial banks or suppliers. Debt
servicing consumes about 25 percent of export earnings.
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From 1986 to 1992 the Aquino Administration worked to
reduce its debt service burden through rescheduling accords,
various debt stock reduction schemes, and a gradual shift
towards longer-term and more concessional sources of
financing. A great deal of debt relief has already been
obtained in 1992. The long awaited $4.8 billion commercial
debt package (which included a debt buyback of $1.1 billion)
was completed on December 1st; the Philippine Government has
completed its fourth Paris Club- rescheduling agreement with 11
of 14 official creditors; and $891 million in swap contracts
owed to commercial bankers have been settled. The Philippines
under Aquino maintained a firm commitment to servicing the
country's debt. President Fidel Ramos has said he will
continue this policy in spite of Congressional and other calls
for foreign debt cancellations or caps on debt service.

The Philippines experienced some difficulty in meeting
monetary targets set in an 18-month IMF Standby Agreement
approved in February 1991, Originally, there were seven
drawings scheduled under the agreement, of which only four had
been completed when the Philippines fell out of compliance in
early May. On October 7, 1992 the IMF board approved the
Philippines' second performance review allowing the release of
$140 million, with an additional $80 million to be released in
February 1993 if year-end 1992 targets are met. Other
multilateral and bilateral donors under the Philippine
Assistance Program continue to pledge financial resources to
the Philippines for balance of payments, economic
stabilization, and project lending. For the year 1991, the
Philippines was the fifth largest recipient of U.S. aid.

5. Significant Barriers to U.S, Exports

Tariffs and other import charges: The Government
undertook tariff reform as part of a broader trade
liberalization under a 1981 World Bank Structural Adjustment
Program. As a result, most tariff rates were set between 10
and 50 percent and average nominal tariff rates fell from 42

percent in 1979 to 28 percent in 1991,

Continuing the reform process, President Aquino signed
Executive Order 470 (E.O. 470) on July 20, 1991 putting into
place a tariff reduction, restructuring, and simplification
program. In effect since August 22, 1991 E.O. 470 will be
phased in over a four year period, resulting in average
nominal tariff rates of 20 percent. Upon its full
implementation, E.O. 470 will have compressed the current
seven-tier tariff structure to a four tier structure of 3,

20, and 30 percent,

Selected products will be exempt from this basic
framework., Tariffs will remain at 50 percent and 40 percent
for such products as meat, fish, garments, textiles, glass,
home appliances, audio and television equipment, and other
consumer goods. While the tariffs on most of these products
will be phased down into the basic framework over the life of
the program, some 208 products identified as "strategic" will
continue to attract 50 percent tariff rates. Included in this
group are rice, vegetable oils, sugar, fruits, and luxury
consumer goods such as alcohol, tobacco, and leather goods.

10,
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The lifting of the import levy on all imported commodities
(except petroleum and petroleum products), effective May 1,
1992 has paved the way for more imports.

However, effective August 29, 1992 E.O, 8 raised tariffs,
up to a maximum of 100 percent, on 205 items (for which
quantitative restrictions are being lifted) representing about
five percent of the items falling under the regime of E.O.
470. Increased tariffs, which will be progressively phased
down in three years, are designed to assist local producers
expected to be adversely affected by the on-going import
liberalization program. For corn, poultry, and swine
products, increased tariffs are to take effect November 1,
1992, There is an ongoing debate, however, as to whether this
affords the Philippines enough protection (i.e. whether the
tariffs need to be higher and phased down over a longer time
period)., By July 1, 1995 most of the rates above 50 percent
will fall to 30 percent as in E.O. 470.

Import Licenses: Under the government's import
liberalization program (ILP), prior clearances from Philippine
government agencies, such as the Central Bank, the Board of
Investments (BOI), the Department of Agriculture, and agencies
of the Department of Trade and Industry, are no longer needed
to open letters of credit for most imports. However,
clearance requirements for certain restricted or controlled
items still apply. Commodity imports financed through foreign
credits still require prior approval from the Central Bank.
The Philippines is a signatory to the GATT Import Licensing

Code.

Between 1981 and October 1992, licensing requirements
have been lifted on about 2,770 items representing nearly 96
percent of the 2,900 products identified for liberalization
over a twelve year period. In the first ten months of 1992,
the Central Bank (CB) issuea three implementing circulars
deregulating the importation of over 280 items: a) on April
27, electronic components and fertilizer made up most of 100
items; b) on July 29, 42 items included additional electronic
components and parts, semi-synthetic antibiotics and
veterinary medicaments, and used fishing vessels and tankers;
and c) on September 25, about 140 items covered all fish and
fish preparations, household appliances, raw sugar, and new
buses and vans for the transport of goods. On November 1,
1992 import restrictions are to be lifted on farm commodities
such as corn, poultry, swine, and their products. There is
debate, however, at the highest levels as to whether this

action should be postponed.

Those products which require an import license include
more economically sensitive products covered by the BOI's
progressive industrial development programs. The ILP will
continue to exclude over 100 products for reasons of health,
safety, or national security. (Note: The specific count of
items is based on the original Philippine Standard commodity
classification code-PSCC. Under the revised PSCC, the number
of items liberalized will appear larger as a result of the
disaggregation of many product lines.)

Services Barriers - Banking: Foreign bank branches have
been denied entry since 1948. Foreign participation is
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currently limited to no more than 30 percent (40 percent with
Presidential approval) of voting stock in existing domestic
banks. Four foreign banks whose operations have been
grandfathered control approximately 12 percent of total assets
in the commercial banking system. However, they are not
allowed to establish additional deposit-taking branches or
obtain universal banking licenses which would allow them to
participate in investment banking activities. They also must
meet performance requirements if they engage in trust
business. The Central Bank is currently studying the
possibility of allowing the entry of additional foreign banks,
as well as increasing the maximum level of foreign
participation in domestic banks.

Insurance: After suspending the licensing of new life
and non-life insurance firms since 1947 and 1966,
respectively, the Government opened up the life and non-life
insurance businesses to new entrants in March 1992. In order
to be allowed to engage in the insurance business, prospective
entrants must be domestically incorporated and no more than 40
percent foreign-owned. The entry of new foreign firms
(defined in the Philippine Insurance code as companies
organized under laws other than the Philippines') remains

suspended.

Companies organized under Philippine law, even if
majority foreign-owned, are defined as domestic firms.
are about seven such companies in the country which were
operating before the 40 percent nationality cap on foreign
investment was imposed. Majority foreign-owned companies,
whether foreign or domestic, control an important segment of

the overall insurance market.

There

Securities: Although only domestically incorporated
companies may engage in the securities brokerage business, the
government allows majority foreign ownership in this
activity. A foreign investor who wishes to purchase shares of
stock of a domestic corporation is limited by national
ownership requirements. Stock exchange membership is open to
any company incorporated in the Philippines, subject to a
maximum of 40 percent foreign share of total exchange

membership.

Legal Services: Philippine citizenship, graduation from
a Philippine law school, and membership in the Integrated Bar
of the Philippines are the requirements which a U.S. attorney
must meet in order to practice in the Philippines.

Motion Pictures: Industry problems include excessive
taxation and pressure from the local motion picture industry
to increase the time reserved in theaters (30 percent) for
locally produced films. There has been some decrease in the
incidence of piracy, although it remains widespread (see

below).

Standards, Testing, Labelling, and Certification: The
generic drug law of 1988 is now fully in force. Department of
Health (DOH) implementing regulations call for the generic
name of most drugs to appear above the brand name, in a

slightly larger typeface, and enclosed in a box, with
contrasting backing. The guidelines also .require DOH approval
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for all new labels. Labelling changes caused by the generics
legislation imposed substantial one-time costs, amounting to
millions of pesos, on all pharmaceutical firms. However,
given the structure of the industry, those costs were
disproportionately borne by foreign-owned firms. The
Philippines is a signatory to the GATT Standards Code.

Investment Barriers: Philippine regulation of investment
in activities not eligible for investment incentives lessened
considerably in 1991 when the Foreign Investment Act of 1991
went into effect. The Foreign Investment Act increased the
number of industries in which foreigners can take up to 100
percent ownership without prior government approval.
Enterprises whose activities qualify for incentives under the
Government's Investment Priorities Plan may register with the
Philippine Board of Investment to avail of such incentives,
but are generally subject to a 40 percent foreign ownership
cap. More than 40 percent foreign ownership may be allowed
BOI-registered firms when the activity qualifies as "pioneer”
or at least 70 percent of production is for export. However,
the firm must agree to divest to maximum 40 percent foreign
ownership within thirty years from registration with the BOI.

Foreign investment entry, whether in preferred or
non-preferred industries, must not violate nationality
requirements imposed by the Constitution and specific laws.
For example, rural banking, mass media, the practice of
licensed professions, and retailing concerns must be fully
Filipino-owned. Foreign ownership is limited to 40 percent in
industries such as public utilities, domestic air transport,
private security agencies, exploitation of natural resources,
inter-island shipping, small-scale mining, and private
construction contracts; to 30 percent for advertising, public
relations, savings and lban associations, pawnshops and
banking; and 25 percent for public construction contracts.
Currently, only Filipino citizens or corporations at least 60
percent Filipino-owned may own land. Pending legislation
seeks to allow foreign ownership of land in industrial estates.

The Department of Labor allows the employment of
foreigners provided there are no qualified Philippine
nationals for the position. However, the employer must train
Filipino replacements and report on such training
periodically. The Philippine Constitution explicitly states
that all executive and managing officers of firms engaged in
mass media and in the operation of public utilities should be
Filipino citizens. BOI-registered companies are allowed to
employ foreign nationals in technical or supervisory positions
for a period not exceeding five years from registration
(extendible for limited periods at the discretion of the
BOI). Foreign nationals may retain the positions of
President, Treasurer and General Manager (or their
equivalents) beyond this five-year period when the majority of

capital stock is foreign-owned.

Under liberalized foreign exchange regulations introduced
in January 1992 there are currently no restrictions on the
remittance of profits and repatriation of capital associated
with a foreign investment, for as long as the investment has
been duly registered with the Central Bank or a custodian bank
duly authorized by the foreign investor. Without need for
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prior Central Bank approval, banks are now authorized to sell
and remit/repatriate the equivalent foreign exchange at the
market-determined exchange rate prevailing at the time of

actual transfer.

The Philippines currently does not provide guarantees
against losses due to nationalization, damage caused by war,
or inconvertibility of currency. However, a full Overseas
Private Investment Corporation (OPIC) agreement is in effect,
and U.S. investors may contract for coverage under this

arrangement.

Government Procurement Practices: Philippine government
procurement policies do not generally discriminate against
foreign bidders. Preferential treatment is given to Filipino
firms in the purchase of medicines. Government offices which
grant rice allowances to their employees must purchase the
rice from a specified Fillpino source. Philippine government
agencies must procure their petroleum products from
government-owned sources. Pre-qualification for potential
bidders in infrastructure projects requires the domestic
corporation to be at least 75 percent Filipino owned. Subject
to the availability of products of comparable quality, price,
and delivery terms, preferential treatment is to be given to
locally manufactured iron and steel products in government
projects. Areas of interest to U.S. suppliers, including
power generation equipment, communications equipment, and
computer hardware, are not affected by significant
restrictions. The Philippines is not a signatory to the GATT

Government Procurement Code.

Customs Procedures: One element of the import
liberalization program is pre-shipment inspection of imports,
imposed since 1987 to prevent misdeclaration of goods into the
Philippines and tariff evasion. Under a new scheme which took
effect March 16, 1992 imports from all countries valued over
$500 are subject to pre-shipment inspection. The Philippine
Government has been working to make customs procedures more
transparent and to minimize widely reported irregularities and

corruption in the system.

The Bureau of Customs is retaining Home Consumption Value
(HCV) as the basis for customs valuation, despite persistent
requests from the Philippines®' trading partners that this
system be abandoned. Government officials _say that a shift to.
another system in the collection of customs taxes is not
advisable at this time considering the Philippines' need for
additional revenues (Department of Finance Secretary del
Rosario claims that the government will lose roughly 16
billion pesos ($650 million) in annual revenue collections, if
the present HCV is shifted to a fair market value scheme).

The Philippines is not a signatory to the GATT Customs

valuation code.

6. Export Subsidies Policies

Enterprises registered with the BOI are entitled to tax
and duty exemptions under the Philippine Omnibus and
Investment Code of 1987. These include income tax holidays,
tax and duty exemptions for imported capital equipment, as
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well as tax credits for purchases of domestic capital
equipment and raw materials. Export traders are entitled to
tax credits for imported raw materials required for packaging

purposes.

Exporters may avail of foreign currency deposit unit
(FCDU) loans from a U.S. dollar~based credit facility from the
FCDU of a local commercial bank up to seventy percent (70 pct)
of the Letter of Credit (L/C), Purchase Order (P.0.) or Sales
Contract (S.C.) without prior Central Bank approval. The CB
continues to operate a rediscounting window which allows
exporters to borrow at less than market rates. However, only
the balance of the value of the L/C, P.0., or 8.C., not
financed by an FCDU loan, may be rediscounted. Export
financing is available to all Philippine exporters and there
is no preferential rate for domestic companies. The
Philippines is a signatory to the GATT subsidies code.

7. Protection of U.S. Intellectual Property

The Philippine dBvetnment is a party to the Paris
Convention for the Protection of Industrial Property, the
Patent Cooperation Treaty, the Berne Convention for the
Protection of Literary and Artistic Works, and is a member of
the World Intellectual Property Organization. However, the
lack of adequate and effective protection for intellectual
property rights (IPR) in the Philippines remains a major
bilateral trade problem. Reflecting the limited progress in
this regard, the Philippines was moved from the U.S. Trade
Representaive's "special 301 watch list® to the "priority
watch list" in 1992. The Philippines argues that U.S.
standards of intellectual property protection are too high for

developing countries.

Philippine laws on intellectual property protection,
modeled on U.S. laws, are generally good, with some important
exceptions. The key difference is provision for broad
compulsory licensing of patents and school textbooks.

The Philippine Department of Trade and Industry has taken
some steps to improve enforcement of intellectual property
rights. These steps include strengthening the Philippine
Government's interagency task force on anti-piracy and
counterfeiting, and creating regional task forces in areas
where counterfeiting is prevalent; issuing a Department order
identifying copyright law as one which can be enforced
administratively by Trade and Industry personnel; and
permitting private-sector intellectual property organizations
to assign a full-time representative to work with enforcement
officials in the Department's Bureau of Trade Regulation and
Consumer Protection. However, current jail sentences and
fines imposed on intellectual property infringers are not
sufficient to act as real deterrents. Insufticient funding
support (an offshoot of current budget problems) hampers the
effective operation of agencies tasked with IPR enforcement.
Where intellectual property owners must have recourse to the
courts, enforcement tends to be slow. Many prosecutors are
not familiar with intellectual property laws. As a result,
intellectual property owners often complain of arbitrary

decisions.
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Patents: The main problems with the present law are
provisions which allow issuance of a compulsory license under
lenient conditions beginning three years after the patent is
granted, and a requirement that places low ceilings on royalty
payments (in general, 5 percent of net wholesale price; and
for products in BOI-promoted industries, 3 percent of net
wholesale price). Several pharmaceutical products have been
subjected to compulsory licensing, but, considering the years
that provision has existed, the actual number of licenses is
small., Naturally occuring substances (plants or cells, for

example) are not patentable.

Trademarks: Trademark counterfeiting is widespread and
remains the most serious violation of intellectual property
rights in the Philippines. Many well-known international
trademarks are copied, including denim jeans, designer shirts,
and personal beauty and health care products. Philippine law
requires trademark owners to file an affidavit of use or
justified nonuse every five years to avoid cancellation of
registration after five years. However, justified nonuse of a
mark must be for reasons totally beyond the control of a
registrant. To be eligible for trademark protection, all
license arrangements between foreign companies and Philippine
companies must be submitted to, approved by, and registered
with the Patents, Trademark and Technology Transfer Board.
Royalty for the license to use trademarks may not exceed one
percent of net sales of the licensed product.

Copyrights: Philippine law is overly broad in allowing
the reproduction, adaptation, or translation of published
works without the authorization of the copyright owner. Also,
a Presidential Decree allows compulsory reprint licenses for
textbooks used in school courses. The compulsory licensing
provisions, especially for textbooks, are inconsistent with
the appendix of the 1971 text of the Berne Convention. Video
piracy is a problem, but the Motion Picture Export Association
of America reports continuing cooperation with the
Government's Videogram Regulatory Board (VRB). Copyright
protection for sound recordings, currently set for thirty (30)
years, is shorter than the internationally accepted norm of
fifty (50) years. Computer software is pirated, prompting
software owners to organize in order to protect their rights

in the Philippines.

New Technologies: Many shops rent video laser discs
purchased retail in the United States without payment of
commercial rental fees to the producers. The Motion Picture
Export Association of America reports the cooperation of the
VRB in arranging an interim solution which would allow these
shops to license discs for a fee to be paid to Philippine
representatives of U.S. producers. Another problem involves
copyright infringement complaints against cable t.v. stations
which retransmit copyrighted works without due authorization

from the copyright owners.
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8. HWorxker Rights
a. Right of Association

The right of workers, including public employees, to join
trade unions is assured by the Constitution and legislation,
and is freely practiced without government interference.

About ten percent of the nation's employed work force of
approximately 23 million workers are organized into 5,252
trade unions. Subject to restrictions in the labor code and
emergency executive powers, strikes in the private sector are
legal, and they take place frequently. The right to strike
and the status of employees in statutory government agencies,
such as the Philippine National Railways (PNR) and the Port
Authority, have not been clearly resolved. Strikes by public
sector employees occurred frequently during the year. The
Supreme Court ruled in favor of the suspension of and
dismissal orders against some 2,000 striking public
schoolteachers, issued by the Secretary of the Department of
Education, Culture, and Sports (DECS) in 1990. A complaint by
the teachers was reviewed in 1991 by the Committee of Experts
of the International Labor Organization (ILO) which found that
the suspension and dismissal orders are not in conformity with
the principal of Freedom of Association and urged the
government to review the orders and reinstate the affected
teachers without loss of pay. The new secretary of DECS is
looking into and studying the case of the dismissed teachers.
He has ordered reinstatement of some. However, a small number
of the remaining teachers staged a hunger strike to protest
the government's enforcement of the law. They ended their
143-day strike on August 26, 1992. The local ILO
representative publicly endorsed the administration's stance

on this issue,
b. Right to Organize and Bargain Collectively

Labor's right to organize and bargain collectively is
provided for in law. These rights were expanded and
strengthened by the passage of the Labor Law Reform Act of
1989 (the Herrera Bill), which balances the need for greater
stability in labor relations with full respect for worker
rights. 8ince 1986, the number of collective bargaining
agreements in force has increased from 3,112 to 4,331. Labor
legislation is applied uniformly throughout the country,
including in the export processing zones.

c. Prohibition of Forced or Compulsory Labor

The government prohibits forced labor, and there are no
reports of it being practiced.

d. Minimum Age for Employment of Children

The Constitution contains prohibitions against employment
of children below age 15, except under the sole responsibility
of parents or guardians and then only if the work does not
interfere with schooling. President Corazon Aquino signed on
June 17, 1992 Republic Act 7610. The act provides, in part,
that children below 15 years may .be employed provided the
employer shall a) secure for the child a work permit from the
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Department of Labor and Employment; b) ensure the protection,
health and safety and morals of the child; c) institute
measures to prevent exploitation or discrimination taking into
account the system and level of remuneration, and the duration
arrangement of working time and d) formulate and implement a
continuous program for training and skill acquisition for the
child. The implementing rules have not yet been promulgated
by the Department of Labor and Employment. Senator Ernesto F.
Herrera, Chairman of the Senate Committee on Labor has sought
to amend Section 12 of RA 7610 to make the statute conform to
Convention 59 of the International Labor Organization (ILO).
He filed Senate Bill 803 which sets the minimum employable age
of Filipino children at 15 years. This bill will also
strengthen the integrity of the provisions of the Labor Code

governing employment of children below 15.
e. Acceptable Conditions of Work

The official minimum wage in the Manila region at the
prevailing exchange rate at the end of the year was $4.80 per
day. Outside Manila, the minimum varies in each of the 12
regions, ranging from $2.60 to $4.59 per day (based on
$1=P24)., For agricultural workers on plantations, the minimum
wage ranges from $2.77 to $3.16, depending on the size of the
agricultural establishment; $2.77 is the minimum for
non-plantation agricultural workers. Despite the minimum wage
laws, substantial numbers of workers mostly laborers,
janitors, messengers, drivers, and clerk-typists, earn less
than the law stipulates. The standard work week is 48 hours.
The law mandates a full day of rest per week. Employees with
more than one year on the job are entitled to five days of
paid leave. A comprehensive set of enforceable occupational
safety and health standards is in effect, and the standards
for protecting workers against hazards of the workplace and
harmful substances are relatively advanced. There is a
pending bill in Congress proposing another wage increase of
P25.00 a day. This was filed by Senate Labor Committee
Chairman Herrera. Public hearings are being conducted.
President Ramos has expressed preference for collective
bargaining rather than legislation, and increases in non-wage
benefits rather than a minimum wage increase.

f. Rights in Sectors with U.S. Investment

Worker rights conditions in goods-producing sectors with
U.S. investment tend to be better than those in Philippine
industry taken as a whole. Firms with U.S. investment are
extensively organized by all of the unions within the broad
spectrum - left to right - of local labor organizations.
Nearly all of these firms have concluded collective bargaining
agreements. The labor relations scene in companies with U.S.
capital is as active as that in industry generally. This is a
result of workers' greater expectations regarding pay,
benefits, and fair play in dealing with U.S. - Philippine

joint venture management.

Firms with U.S. investment have acquired a reputation for

being responsible and responsive in dealing with the
workforce. Members of the American Chamber of Commerce meet
regularly in the organization's industrial relations committee

to consult and to coordinate labor-management relations
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activities. The prevailing lowest wages in companies with
U.8. capital are gonerally much higher than the legal minimum
wage. Bmployees in most of these firms work a 40-hour week
with premium pay for overtime. All of the largest firms with
U.8. participation apply U.8. standards of worker safety and
health, mainly because of the requirement of their U.S.

insurance carriers.

Extent of U.8. Investment in Goods Producing Sectors

U.8. Direct Investment Position Abroad
on an Historical Cost Basis -~ 1991
(Millions of U.S. dollars)

Catagory Amount
Petroleum 168
Total Manufacturing 952

Food & Kindred Products 331

Chemicals and Allied Products 354

Metals, Primary & Fabricated 19

Machinery, except Electrical -$
Electric & EBlectronic Equipment 164
Transportation Equipment 0
Other Manufacturing 88

Wholesale Trade 141

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 1,261
(D) -8uppressed to avoid disclosing data of individual companies

Source: U.S. Department of Commerce, Surv
Business, November 1992, Vol. 72, No. 8, Table 11.3
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1992

64,245
5.5
73,339

162
1,341
17,509
4,213
10,428
17,470
6,408

901.4
8,669

22,498
1,585
2.0

na
6.8
2.25

156.8
82.5
112.1
1.5

57,556
12,082
65,256
10,806

0

na
o.l

58,506
-13,244
2,194

SINGAPORE
Key Economic Indicators
(Millions of Singapore Dollars, unless stated otherwise)
1990 1991
Income. Production. Employment
Real GDP (1985 Prices) 57,073 60,896
Real GDP Growth (Pct) 8.3 6.7
GDP (At Current Price) 63,673 69,076
By Sector: (1985 Prices)
Agriculture 177 160
Energy and Water 1,203 1,281
Manufacturing 16,558 17,431
Construction 3,050 3,609
Commerce 1/ 10,026 10,672
Financial Services 15,838 16,691
Other Services 5,783 6,173
Govt. Devmt Expenditure
on Health and Education 283.0 508.3
Net Exports of Goods and
Services 4,664 8,099
Real per Capita GDP
('85 British Pounds Sterling) 21,098 22,047
Labor Force ('000s) 1,516 1,554
Unemployment Rate (Pct) 1.7 1.9
Money and Prices
Money Supply (M2) (Pct Growth) 20 12
Base Lending Interest Rate 2/ 7.7 7.1
Prime Personal Saving Rate 3/ 3.9 3.3
Retail inflation
(sales volume index) 142.2 143.3
Wholesale Inflation 4/ 90.8 86.3
Consumer Price Index 106.3 110.0
Exchange Rate SD/USD 1.8 1.7
Balance of Payments and Trade
Total Exports Fob (USD) 48,823 56,286
Exports to U.S.(USD) 10,382 11,168
Total Imports cif (USD) 56,310 63,091
Imports from U.S.(USD) 9,015 9,960
Aid from Other Countries 0 0
External Public Debt 67.9 40.8
Debt Service Ratio 0.2 0.1
Gold and Foreign Exchange
Reserves 48,033 55,324
Trade Balance 3/ ~14,599 -12,315
Balance with U.S. 2,671 2,074
1,800 1,200

(U.S. data - est

1,200)

1/ "Commerce® is standard item measured as a component of

GDP instead of "rent"

2/ Refers to actual average interest rate quoted by 10

leading banks
3/ Merchandise trade
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4/ Refers to manufactured products price index
5/ Refers to average rate of 10 leading banks and the
government owned Post Office Savings Bank

1. General Policy Framework

Singapore is a tiny island-nation with three million
people and no natural resources, except for a magnificent
harbor and a skilled and hardworking labor force. Trade and
shipping have been its lifeblood since its founding as a
British colony in 1819. At independence in 1965, facing a
dearth of physical resources and a small domestic market, the
Government of Singapore had no alternative but to adopt an
outward-looking, export-oriented economic policy that
encouraged two way flows of trade and investment. That policy
has been a resounding success. Total trade in 1991 was more
than three times the country's gross domestic product (GDP),
and Singapore has become a major center for light
manufacturing, oil refining, and financial services, acting as
a hub for the growing Southeast Asian market. Annual real GDP
growth, which averaged nine percent over the last decade,
slipped to 6.7 percent in 1991, Growth is expected to weaken

further in 1992, to about 5.5 percent.

Singapore's formula for success has been an open trade
and investment environment; a corruption-free, pro-business
regulatory framework; political stability; public investment
in infrastructure; high savings and prudent fiscal management;
efficient, and strike-free labor; and significant tax
concessions to foreign investors. The government has run a
budget surplus for most years since independence. The
country's considerable reserves are conservatively invested
and well protected. Compulsory savings in the form of
employer and employee contributions to the Central Provident
Fund (a form of social security) have formed the basis of a
national savings rate exceeding 45 percent of GDP.

The Monetary Authority of Singapore (MAS), the country's
central bank, engages in limited money market operations to
influence interest rates and ensure adequate liquidity in the
banking system. There are no controls on capital movements,
limiting the scope for an independent monetary policy. 1In
fact, the government does not set targets for monetary
aggregates. Money supply and domestic interest rates are
primarily determined by international, rather than local,

conditions.

Although inflation is moderate by international
standards, an acute labor shortage has induced a sharp run-up
in wages. -The MAS has kept inflation relatively under control
to date by maintaining a strong currency. But this could
erode Singapore's export competitiveness in the long run. The
government is therefore encouraging industry to move more
labor-intensive operations offshore while promoting services
and high-technology industries at home. The government has
succeeded in engineering a gradual slowdown to a sustainable
economic growth rate of around 5 percent, down from a peak of

11 percent in 1988.
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2. Exchange Rate Policies

The MAS uses currency swaps and direct purchases or sales
of foreign exchange (principally U.S. dollars) to keep the
Singapore dollar within a desired trading range with respect
to an undisclosed trade-weighted basket of currencies. The
U.8. dollar is the benchmark currency. Exchange rates with
other currencies are determined by the daily cross rates in
the international foreign exchange markets. The Singapore
dollar is freely convertible, and there are no multiple
rates. PForward gquotations against the world‘'s major
currencies are available in the active local foreign exchange

market.

Thé, Singapore dollar has appreciated nearly 20 percent
against the U.S. dollar since 1988. This has made U.S.
products more competitive in the Singapore market. In October
1992, the U.8. dollar hit an all-time low of SD 1.59, down
from SD 2.18 at the end of 1986. There has been little
apparent impact on Singapore‘'s export performance to date, but
a trade-~off is developing between export competitiveness and
internal price stability. Singapore lifted all restrictions
on foreign exchange transactions and international capital
movements in 1978 and places no restrictions on reinvestment

or repatriation of earnings and capital.

3. Structural Policies

Singapore's prudent economic policies have allowed for
steady economic growth and a reliable market, to the benefit
of U.S. exporters. Singapore was the 11th biggest U.8. export
customer in 1991 and in the first nine months of 1992. Prices
for virtually all products are determined by the market.
Singapore's tax policy is designed to maintain its
international competitive position. Foreign firms are taxed
on the same basis as local firms; corporate tax is 30
percent. There are no taxes on capital gains, turnover, value
added, or development. The government maintains tariffs on a
few products (notably automobiles) and levies excise taxes on
cigarettes, alcohol, petroleum products, and motor vehicles
aimed at curbing "socially wasteful" behaviour and a
burgeoning vehicle population. There are no non-tariff

barriers to foreign goods.

Many of Singapore's public policy measures pertaining to
the economy, public finance, trade, industrial expansion,
immigration, and education are aimed at attracting foreign
investment and maintaining an environment that is conducive to
their operation and profitability. Investment policies are
direct and designed to benefit both parties. Although the
government seeks 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.

This economic policy has attracted U.S. investment
totalling over USD 9 billion. More than 800 U.S. companies
have operations in Singapore, and a significant share of
U.S.-Singapore trade is accounted for by intra-company
transfers. Typically, U.S. firms ship components and capital
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goods to plants in Singapore, and finished products are
re-exported to the United States. Overall, multinational
firms account for nearly three quarters of Singapore's export
production. Recognizing the link between investment and trade
patterns and the danger of relying excessively on a single
market, Singapore has sought to diversify its export markets
in recent years by balancing its sources of foreign
investment. But the United States still accounts for almost
30 percent of Singapore‘'s total trade (excluding re-exports)
and a quarter of its non-oil exports.

Over the last few years, the government has been
promoting Singapore as a high-tech manufacturing and service
hub for the expanding Southeast Asian region, to maintain the
country's economic expansion in the face of scarce resources
and labor supplies. The 1992 budget reflected this
developmental policy. It called for increased spending on
education, training, and research and development to improve
productivity instead of relying on foreign labor and offered
new incentives for foreign companies to set up regional
trading, sales, marketing, and securities operations. Income
from trading, managing, placing, and underwriting
international securities is now taxed at a preferential rate
of 10 percent, and income from operating non-Singapore flag
ships is exempted altogether. The budget elipinated double
taxation on repatriated profits from foreign investments, and

reduced the corporate tax to 30 percent.

The government appears determined to push productivity to
reduce reliance on foreign labor and has introduced differing
recruiting limits and levy rates based on skill levels for
industry. Levies can impose a considerable financial burden,
but are also a driving force for low-~technology,
labor-intensive activities to move to neighboring countries.

4. Debt Management Policies

Singapore's external public debt was a mere USD 41
million at the end of 1991, and its debt service ratio is less
than 0.1 percent. The country has run current account
surpluses for most of the past decade, and thanks to steady
inflows of investment capital, it has enjoyed overall balance
of payments surpluses for practically its entire independent
history. Official foreign reserves have grown sharply in
recent years, topping USD 35 billion at the end of 1991 --
nearly USD 12,700 per capita. Singapore is now using a
portion of those accumulated reserves to expand its direct
investments overseas, both within Southeast Asia and farther
afield in China, Europe, and North America.

5. Significant Barriers to U.S. Exports

Singapore maintains one of the world‘'s most open trade
policies. About 95 percent of imports enter duty-free.
Import licenses are not required, customs procedures are
minimal, the standards code is reasonable, and the government
actively encourages foreign investment. All major government
procurements are by international tender.
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U.S. exports to Singapore grew 10.5 percent in 1991 to
USD 10 billion. Imports from Singapore, meanwhile, increased
7.6 percent to USD 11.2 billion. Over the last two years, the
U.8. trade deficit with Singapore has, according to U.S. data,
gradually shrunk from USD -1.8 billion in 1990 to USD -1.2

billion in 1991.

Singapore maintains some market access restrictions in
the services sector. For example, foreign investment in the
financial, legal, insurance, and stock broking services
sectors is limited by regulation and administrative practice.
Local retail banking is limited to those foreign banks with
full licences -- the Monetary Authority of Singapore has
issued no new ones issued since 1970. Foreign banks are not
allowed additional branches or off-premises ATMs, restrictions
which do not apply to ‘local banks. Foreign legal firms are
not allowed to hire or form partnerships with local law
firms. Insurance and stock broking firms are required to
apply for licences; no new insurance licence has been granted
for several years. Foreign participation is also prohibited
or limited in a number of sensitive sectors, such as arms
manufacturing, airlines, mass transit, broadcasting, public
utilities, and property. Doctors, engineers, and architects
have experienced problems in obtaining local certification of

their professional qualifications.

The parastatal Singapore Telecom maintains a 15-year
(beginning 1992 ) monopoly on all "basic telecommunications
services", except cellular services in which it has a 5-year
monopoly. Although the Telecommunications Authority of
Singapore, a new regulatory body created in April 1992, is
expected to continue to restrict sale of value-added network
services by broadly defining the scope of "basic services",
gradual liberalization of telecommunications policy is likely
to continue. An example of a recent step in that direction
was the elimination of volume-sensitive charges on the sale of
leased-1line data services to third parties. Authorities are
scheduled to begin selling Singapore Telecom shares to the

public.

Although the government recently opened up membership on
the Stock Exchange of Singapore (SES) to foreign firms, it
limits foreign ownership of Singapore banks and other
companies it deems to be of strategic import to a fixed
percentage. To date only seven foreign firms are on the Stock
Exchange. The number is expected to increase as the SES has
drawn up guidelines to encourage multinational companies and
their Singapore operations to list shares on the exchange in
any internationally accepted currency except the Singapore

Dollar.

U.S. cigarette manufacturers complain that the structure
of import duties and excise taxes on tobacco products
effectively discriminates against imported cigarettes. The
duty on an imported cigarette is based on its full weight
(including the paper and filter), whereas local cigarette
manufacturers pay duty only on the tobacco. U.S8. industry
sources estimate this puts them at a disadvantage of SD 9.50
per kilogram, roughly equivalent to a 5 percent tariff.

Singapore‘'s Economic Development Board uses tax and other
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incentives to attract investment in areas favored in its
master development plan. But this does not appear to have had
an adverse effect on U.S. trade or investment. In fact, a
number of U.S. firms have profited from the incentives.

6. Expdrt Subsidies Policies

Singapore does not subsidize exports, although it does
actively promote them. The government offers significant
incentives to attract foreign investment, almost all of which
are in export-oriented industries. It also offers tax
incentives to exporters and reimburses firms for certain costs
incurred in trade promotion. But it does not employ multiple
exchange rates, preferential financing schemes,
import-cost-reduction measures, or -other trade-distorting

policy to9ls.

Singapore is not a signatory to the GATT subsidies code
and has consistently opposed efforts to restrict the use of
export sybsidies and incentives in the Uruguay Round
negotiations on Trade-Related Investment Measures (TRIMS).
Although) it does not employ any of the sorts of measures that
u.s8. neqptiators are seeking to prohibit in the TRIMs talks,
Singapore argues that the right to employ such measures is a

"sovereign prerogative."

7. Protection of U.S, Intellectual Property

Singapore enacted strict, comprehensive copyright
legislation in 1987, following close consultations with the
U.8. Governmen The new law relaxed the burden of proof for
copyright owner8 pressing charges, enacted stronger civil and
criminal penalties, and made unauthorized possession of
copyrighted material an offense in certain cases. The
trademark law was similarly strengthened in January 1991, and
the government is reportedly considering legislation to
improve patent protection as well.

U.S. manufacturers have set the pace in cracking down on
copyright violations under the new system, which relies
heavily on copyright owners to combat infringement.

Industries or individuals discovering pirating may seek civil
remedies or criminal prosecution. Some pirating operations
have shut down, but concerns remain with regard to the
adequacy of enforcement, particularly as computer software
piracy remains widespread. U.S5. pharmaceutical manufacturers
complain that a loophole in Singapore‘'s patent law (Compulsory
License Act) allows government hospitals to buy "copycat”
drugs when convenient, costing them considerable sales.
Official consultations are on-going on how to improve
Singapore's otherwise positive record on IPR protection in the
context of the U.S.-Singapore bilateral trade and investment

framework agreement.
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8. Horker ‘Rights
a. Right of Association

Singapore's constitution gives all citizens the right to
form associations (Article 14), including trade unions.
Parliament may, however, impose "svch restrictions as it
considers necessary or expedient in the interest of the
security of Singapore or any part thereof, public order or
morality.” The right of association is delimited by the
Societies Act and Labor and Education Laws and Regulations.
In practice, communist labor unions are not permitted. The
national work force comprises about 1.5 million workers, of
which some 213,000 are organized into 83 trade unions. Some
74 of these, representing about 98 percent of unionized
workers, are affiliated with an umbrella organization, the
National Trade Union Congress (NTUC), which has an
interlocking relationship with the Government.

b. Right to Organize and Bargain Collectively

The Trade Unions Act authorizes the formation of unions
with broad rights. Collective bargaining is a normal part of
management-labor relations in Singapore, particularly in the
manufacturing sector. On average, collective bargaining
agreements are renewed every two to three years.

¢. Prohibition of Forced or Compulsory Labor

Singapore law forbids the use of forced or compulsory
labor, and such labor is not found in Singapore.

d. Minimum Age for Employment of Children

The Government enforces the Employment Act which sets the
minimum age for the employment of children at 12 years.

e. Acceptable Conditions of Work

The Singapore labor market offers relatively high wage
rates and working conditions consistent with accepted
international standards. However, Singapore has no minimum
wage or unemployment compensation. Because of a continuing
labor shortage, wages have generally stayed high. The
Government enforces comprehensive occupational safety and
health laws. Enforcement procedures, coupled with the
promotion of educational and training programs, have reduced
the frequency of job-related accidents by one-third over the
past decace. The average severity of occupational accidents

has also been reduced.
f. Rights in Sectors with U.S. Investment

U.S. firms have substantial investments in several
sectors of the economy, including petroleum, chemicals and
related products, electric and electronic equipment,
transportation equipment, and other manufacturing areas.
Labor conditions in these sectors are the same as in other
sectors, except that the labor shortage induces employers in
the electronics industry to hire many unskilled foreign
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workers. The Government controls the number of foreign
workers through immigration regulations and through levies on
firms hiring them. Foreign workers face no legal wage
discrimination, but they are in general paid less than

Singaporeans.

U.S. Direct Investment Position Abroad
on an Historical Cost Basis -~ 1991
(Millions of U.S. dollars)

Category Amount
Petroleum 905
Total Manufacturing 2,619

Food & Kindred Products (D)

Chemicals and Allied Products 148

Metals, Primary & Fabricated 8

Machinery, except Electrical 1,007

Electric & Electronic Equipment 1,395
Transportation Equipment =22
Other Manufacturing (D)

Wholesale Trade 437

TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 3,961
(D) -Suppressed to avoid disclosing data of individual companies

Source: U.S8. Department of Commerce,
Business, November 1992, Vol. 72, No. 8, Table 11.3
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Key Economic Indicatoxa
(In Billions of New Taiwan Dollars (NTD) Unless Noted)

1990 1991 1992 est 1/
Income. Production. Employment
Real GDP (at 1986 prices) 3,883.6 4,164.6 4,451.3
Real GDP Growth (pct) 4.9 7.2 6.9
GDP (at current prices) 4,222.0 4,704.1 5,189.9
By Sector:
Agriculture 174.24 173.93 181.65
Mining & Quarrying 18.05 18.56 24.80
Manufacturing 1,450.45 1,618.84 1,736.60
Construction 205.49 229.09 61.80
Energy and Water 121.75 131.48 142.40
Commercial Services 649.27 T742.89 844.90
Transport & Communication 259.30 289.67 351.80
Pinancial Services 797.87 886.11 1,002.70
Gov't & Other Services 545.58 613.57 643.25
Net Exports of
Goods and Services 230.38 237.81 140.59

Real Per Capita GDP
(at 1986 prices) (NTD) 191,975 203,600 215,692

Labor Force (000) 8,423 8,569 8,760
Unemployment Rate (pct) 1.0 1.5 1.6
Money and Prices

{Annual Percentage Growth)

Money Supply (M2) -6.6 12.1 16.0
Base Interest Rate 2/ 10.9 10.3 9.1
Net Savings Rate 22.7 23.0 21.1
Retail Inflation 4.1 3.6 4.4
Wholesale Inflation -0.6 0.2 -2.9

Consumer Price Index (1986 base year)
110.69 114.70 119.77

Exchange Rate (US$/NTD)

Official 0.0371 0.0374 0.0398

Parallel 0.0372 0.0373 0.0397
Balance of Payments and Trade
Total Exports (fob) 4/ 67.2 76.2 82.4
Exzports to U.S. 21.7 22.3 24.0
Total Imports (cif) 4/ 54.7 62.9 71.4
Imports from U.S. 12.6 14.1 15.3
External Public Debt

(Us$-million) 898 714 620
Debt Service Payments (paid)

(US$ million) 2,292 1,976 2,000
Gold and Foreign Exchange Reserves

(US$ million) 78,065 88,325 90,000
Trade Surplus 4/ 12.5 13.3 11.0
Trade Surplus with U.S. 9.1 8.2 8.7

(U.s8. data 11.2 9.8 (est)?7.6

1/ Estimates are based on data from the Directorate
General of Budget, Accounting and Statistics, or
extrapolated from data available for part of 1992.

2/ Figures are actual, average annual interest rates, not
changes in rates.

3/
3/
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3/ Average of figures at end of the month.
4/ Merchandise trade. Figures may vary from U.S.

statistics.

1. gGeneral Policy Framework

With a personal income level now nearly half that of the
United States, Taiwan is shifting from a low wage
manufacturing economy heavily dependent on exports to a more
mature high income economy where domestic consumer spending is
the leading source of economic growth. Exports and savings as
a proportion of GNP remain high by the standards of
industrialized countries, but are falling as households choose
to spend more in pursuit of a higher standard of 1living. The
public¢ sector, which carries very little foreign debt, is also
spending aggressively on infrastructure to bring Taiwan's
public amenities up to first world levels. Faced with high
production costs, the agricultural sector is contracting.

Zero growth is the authorities' official policy for the

agricultural sector.

The Taiwan authorities have embarked on a very ambitious
six year program of infrastructure improvement which requires
levels of public spending in excess of revenue. This has
obliged the authorities in the past two years %o borrow
substantial sums for the first time since the @id-1970's. All
of the money raised has been through bond sales into the
domestic capital market. As domestic savings have exceeded
domestic private investment, there has not been much concern
with public borrowing crowding out private investment. Public
sector spending has become an important component of economic
growth. This development program, while promising to boost
GDP, may also fuel aqupdy soaring inflation.

Taiwan faces a problem with inflation and at times has
called upon monetary policy to help moderate the rise in the
Consumer Price Index. Open market operations and changes in
the discount rate are the principal tools used to control
money supply. Historically, money supply has been allowed to
grow very rapidly and, in terms of both broad and narrow
measures, growth continues to exceed officially announced
guidelines. Efforts to rein in such growth, however, have
resulted in rising interest rates and public pressure to back
off. The Central Bank of China (CBC) adjusts money supply to
maintain overnight interbank lending rates in a narrow band,
rather than to achieve money supply growth targets.

2. Exchange Rate Policy

Taiwan has a floating exchange rate system in which rates
are set independently by bankers and customers. However, the
exchange rate does not fully reflect forces of supply and
demand, as the Central Bank of China (CBC) retains a number of
restrictions on capital movements and exchange transactions.
The largest banks authorized to deal in foreign exchange are
controlled by the authorities; foreign banks participate as
well. Taiwan's irterbank foreign exchange market includes a
dozen major international currencies and is linked to the Hong
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Kong and Singapore markets. In October 1992 the ceilings on
nontrade related capital inflows and outflows were raised from
$3 million to $5 million, but other liberalization measures

remain to be taken.

Between January and July of 1992 the NT dollar
appreciated against the U.S. dollar from 25.13:1 to 24.51:1.
Since then, however, the NT dollar has gradually depreciated,
reaching 25.29:1 by mid-October 1992. At the same time the
CBC has amassed the world's largest foreign exchange reserves,
reaching $90 billion by mid-October 1992. 1In 1992, the United
States asserted that the authorities unfairly manipulated the
exchange rate through a variety of means. The CBC asserts
that the depreciation of the NT dollar and the accumulation of
foreign exchange reserves do not indicate a policy of
manipulating the exchange rate, but rather reflect market

forces.

3. Structural Policies

The Taiwan authorities have steadily allowed market
forces to play an increasing and now dominant role in
directing the economy. They have reduced tariffs, in many
cases markedly, on a wide range of products in January 1992,
These policies coupled with rapidly rising income have led to
the creation of a large and growing consumer market
potentially of great value to U.S. vendors,

Regarding agricultural products, however, Taiwan's tariff
and pricing structure still pose obstacles for U.S. exports.
Tariffs on many agricultural goods run as high as 40 to 50
percent, and such products as rice, peanuts, small red beans,
sugar, chickens and duck parts, and pork products face de
facto bans. Further, a combination of high import duties,
commodity taxes on diluted fruit and vegetable juices,
protected agricultural production, and especially an
inefficient distribution system characterized by layers of
high markups has created retail food prices higher than those
that would prevail in a more liberalized market.

The authorities retain some capacity to influence prices
through large state-owned firms which account for nearly one
third of the economy. Electricity, water, petroleum products,
transportation, sugar, and steel are all either partly or
entirely in the hands of state-owned firms. Although a Fair
Trade Commission has been set up to thwart noncompetitive
pricing schemes, state-run firms are exempt from its coverage
for five years. The Taiwan authorities have plans to
privatize much of the state-owned sector, but so far have made

only modest progress.

4+ Debt Management Policies

Taiwan is virtually free of foreign debt. By the end of
June 1992, Taiwan's long-term outstanding external public debt
totalled $700 million, compared to its gold and foreign
exchange reserves of almost $90 billion. These international
reserves suffice to meet Taiwan's capital requirements for
nearly 18 months of imports. Taiwan's debt service payments
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in 1991 totaled about $2 billion, accounting for only 2.35
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
(1991 - 1996) national development plan (although some state

enterprises may be considering partial financing of
projects). As of Cune 30, 1991 the outstanding external

public debt accounted for only one percent of the central
authorities' total outstanding public debt.

In fact, Taiwan has become & supplier of official credit
in the world. Taiwan set up the International Economic
Cooperation Development Fund (IECDF) in 1988 through which it
provides "friendly” less developed countries with low interest
loans. In addition, Taiwan has permitted the Asian
Development Bank (ADB) to float small bonds in Taiwan.

5. Significant Barriers To U.S. Exports

Taiwan has been gradually reducing its
import licensing system. As of May 1992, 5,915 import items
do not require a license. Of the 3,107 that do require some
kind of licensing, 2,174 require only pro forma import visas
from commercial banks, 691 require import licenses from the
Board of Foreign Trade (BOFT), and 242 are banned outright.
Of the 691 BOFT items, 56 require additional approval by the
Council of Agriculture and other agencies. When licenses are
required, the importer often faces the time consuming task of
obtaining additional approvals from numerous concerned

agencies.

Import Licenses:

Services Barriers: Foreign banks face discriminatory
limits in terms of branching, types of products they can
offer, and NT dollar deposit taking. Ceilings on foreign
exchange liabilities restrict activity in the foreign exchange
market. These limits restrict foreign banks from competing
more widely with domestic banks in the local market. Foreign
activity in the stock market is restricted as well. For
instance, foreign institutional investment is restricted,
while individual investment is banned.

Currently only U.S. insurance firms may establish
branches in Taiwan and a maximum of three life and three
nonlife firms will be approved per year. Only branches may be
set up and no mutual companies may enter the market.
Approvals for new products are long and cumbersome. An
amended insurance law in 1992 provides for the establishment
of new local insurance companies and opens the market to

insurance firms from other countries.

Standards, Testing, Labelling, and Certification: Taiwan
lacks an internationally accepted set of pesticide tolerance
levels for imported fruits and vegetables. Not having these
tolerances established sometimes impedez trade of imported

fruit and vegetables.
Investment Barriers: Foreign investment is widespread

and welcome with some exceptions. Foreign investment is
prohibited in such industries as agriculture, petroleum
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refining, telecommunications, houring construction, and
cigarette and liquor manufacture. Equity patticigation is
1imited in several other industries, including shipping,
mining, and securities trading. Foreign ownershig

comganies listed on the Taiwan stock exchange (Taiex) is
limited to ten percent, with no more than five percent
ownership allowed for each institutional investor. Foreign
individuals are not allowed to acquire shares on the Taiex.
Local content requirements, phased out in most industries over
the past several years, temain in place for the automotive

industry.

Procurement Practices: Most public procurement which
exceeds NT dollar 50 million ($2 million) must go through the
state-~owned Central Trust of China. However, there are a
number of exceptions to this. 1In addition, each agency has
its own set of regulations, making the process confusing,
cumbersome, and lacking in transparency. A five percent price
differential given to domestic bidders and short lead times on
major tenders restrict foreign participation.

Customs Procedures: In a 1986 exchange of letters
between AIT and CCNAA, Taiwan agreed to abide by the GATT
Customs Valuation Code, but disputes over valuation and
classification continue. 1In order to simplify procedures,
Taiwan's Customs authorities began in June 1992 to allow
importers who have opened a deposit with Customs to clear
merchandise first and pay tariffs later.

6. Export Subsidies Policy

Exports of rice and sugar are indirectly subsidized
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 exports
are primarily humanitarian aid and the small amount of sugar
exports (produced solely by a state-run company) virtually all
go to the United States in order to maintain the U.S. gquota

for Taiwan.

7. Protection of U.S. Intellectual Property

Taiwan is improving the regulatory framework for
protecting intellectual property rights (IPR). Tgiwan's

and is expected to review revised patent and trademark laws
during its spring 1993 session. The Taiwan authorities are
now drafting legislation to protect trade secrets, industrial
designs, and semiconductor chips. Although the authorities
have stepped up IPR enforcement efforts, large scale piracy of
computer software and compact discs remains an intractable
problem. A memorandum of understanding between AIT and CCNAA
signed in June 1992 provides a comprehensive program for
resolving IPR related problems, much of which will be phased

in over the next year.

Taiwan is not a party to any international IPR agreements
but has stated its intention to conform to international IPR
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standards, including those in the GATT Uruguay Round Trade
Related Intellectual Property (TRIP) agreement.

Patent issues: Taiwan does not protect pharmaceutical

(i.e., "pipeline protection®). Pharmaceutical products now
reaching the market in the United States therefore generally
lack protection in Taiwan. Taiwan has indicated a willingness
to negotiate on this issue. AIT has also indicated to Taiwan
authorities concern about the broad compulsory licensing
provisions in the current Patent Law, and has asked that
consideration be given to amending those provisions in the

current draft of the law.

Trademark issues: Counterfeiting of famous name
products, while decreasing over the past several years,
remains a problem. The Trademark Law and recently passed Fair
Trade Law provide a basis to prosecute offenders, but up to
now they have received lenient treatment. The Ministry of
Justice has recently instructed-prosecutors to deal more
harshly with IPR offenders, in accordance with existing laws.

Copyrights: Piracy of copyrighted materials remains a
major problem on Taiwan. Through stepped up enforcement, the
authorities have been able to reduce the unlicensed sale,
rental and public broadcast of copyrighted films and sound
recordings. Efforts to stop the export of counterfeit
software and compact discs have been much less successful.
Industry representatives say Taiwan remains the world's
primary source of counterfeit softwate, and a major source of

counterfeit compact discs.

New Technologies: Taiwan is attempting to protect new
technologies through such legislation as a Cable TV law, due
to be considered in the September 1992 legislative session,
the revised Patent Law (which covers microorganisms), and the
semiconductor, chip, industrial design and trade secrets bills

now being drafted.

The International Intellectual Property Alliance (IIPA)
estimates that Taiwan's piracy of software, movies, records,
and books cost U.S. companies $370 million annually in Taiwan.

8. HWorker Rights
T RIGNCOT ABROCIAtion

Taiwan's Labor Union Law (LUL) permits all workers to
organize a union except for civil seivants, education
personnel, and munitions industry workers. 1In practice,
however, other laws and regulations, biased enforcement by the
authorities, and antiunion measures taken by employers still
limit the right of association. For example, the LUL and the
Civic Organization Law, revised in July 1992, require all
civic organizations, including labor unions, to register.
Failure to register can be result in a maximum two-year jail
sentence. Furthermore, the LUL tightly restricts labor unions
from forming competing unions and confederations. As of June
1992 most of Taiwan's 3,679 officially registered labor unions
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~haveclose relationd With management and the ruling Kuomintang
(KMT) party. B8ince the liftin? of martial law in mid-1987,
however, some workers have defied the LUL and formed

quasi-formal federations.
b. Right to Organize and Bargain Collectively

According to the LUL, the Collective Agreement Law, and
the Law Governing the Handling of Labor Disputes, workers have
the right to organize and bargain collectively. In practice, -
however, employers have reportedly sometimes fired labor union
leaders, especially those from independent labor unions, who
tried to exercise that right. Legal restrictions on the right
to strike and provisions for involuntary mediation or
arbitration further weaken workers' positions in collective
bargaining. As of June 1992 only 294 formal collective

agreements were in force.
¢. Prohibition of Forced or Compulsory Labor

Tajwan's Labor Standards Law (LSL) prohibits forced or
compulsory labor. Violation of the law is punishable by a
maximum jail sentence of five years. As of June 1992 the only
reports of alleged forced or compulsory labor concerned

prostitution,
d. Minimum Age of Employment of Children

The Labor Standards Lew sets the minimum age for
employment at 15 years (i.e., after compulsory education
ends). There are few known cases of child labor.

e. Acceptable Conditions of Work

fconomic growth and the LSL have combined to improve the
conditions of work. The LSL provides for a 48-hour work week
(8 hours per day, 6 days per week), leave, overtime pay,
severance and retirement pay, and a minimum wage. On August
1, 1992 the authorities raised the minimum monthly wage from
NT dollar 11,040 ($436) to NT dollar 12,365 ($489). The
average monthly wage in the manufacturing sector is about NT
dollar 25,000 ($992). In addition to wages, employers are
also required to pay 70 percent of workers' insurance premiums

and.provide.other-fringe benefits+
f. Rights in Sectors with U.S. Investment

UTSTrITMETANd JOINt Ventures generally 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 industtial sector, but _working

-conditions--do. T
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Extent of U.S. Investment in Goods Producing Sectors

U.8. Direct Investment Position Abroad
on an Historical Cost Basis - 1991
(Millions of U.8. dollars)

Catagory Amount
Petroleum -4
Total Manufacturing 1,642

Food & Kindred Products 36

Chemicals and Allied Products 504

Metals, Primary & Fabricated. 23

Machinery, except Electrical 122

Electric & Electronic Equipment 806

Transportation Equipment (D).

Other Manufacturing {D)’
Wholesale irade 374
TOTAL PETROLEUM/MANUFACTURING/WHOLESALE TRADE 2,012

(D)-Suppressed to avoid disclosing data of individual qompanies

Source: U.S. Department of Commerce,
. November 1992, V