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FOREWORD

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

tate in accordance with section 2202 of the Omnibus Trade and
Competitiveness Act of 1988 (P.L. 100-418).

Modeled on the State Department’s annual reports on country
human rights practices, the reports are intended to provide a sin-
gle, comparative analysis of the economic policies and trade prac-
tices of countries with which the United States has significant eco-
nomic or trade relationships. Because of the increasing importance
of, and interest in, trade and economic issues, these reports are
prepared to assist members in considering legislation in the areas
of trade and economic policy. ‘

JESSE HELMS,
Chairman, Committee on Foreign Relations.

WILLIAM V. ROTH, Jr.,
Chairman, Committee on Finance.

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

BILL ARCHER,
Chairman, Committee on Ways and Means.
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LETTER OF TRANSMITTAL

DEPARTMENT OF STATE,
Washington, DC, January 31, 1998.

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

Hon. WiLLIAM V. ROTH, Jr.,
Chairman, Committee on Finance.

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

Hon. NEWT GINGRICH,
Speaker, House of Representatives.

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

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

DEAR SIRS: Section 2202 of the Omnibus Trzde 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 countries with which the
U.S. has significant economic or trade relationships. In this regard,
I am pleased to provide the enclosed report.

Sincerely,
BARBARA LARKIN,
Assistant Secretary, Legislative Affairs.

Enclosure
[1).¢]






INTRODUCTION

COUNTRY REPORTS ON ECONOMIC POLICY AND TRADE PRACTICES

The Department of State is submitting to the Congress its Coun-
try Reports on Economic Policy and Trade Practices in compliance
with Section 2202 of the Omnibus Trade and Competitiveness Act
of 1988. As the legislation requires, we have prepared detailed re-
ports on the economic policy and trade practices of countries with
which the United States has significant economic or trade relation-
ships. This is the Department of State’s ninth annual report. It
now includes reports on 75 countries, customs territories and cus-
toms unions.

Each report contains nine sections:

o Key Economic Indicators: Each report begins with a table
showing data for key economic indicators in the national in-
come, monetary, and trade accounts.

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

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

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

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

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

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

e Protection of U.S. Intellectual Property: The seventh section
discusses the country’s laws and practices with respect to pro-
tection of intellectual property rights.

o Worker Rights: The final section has three parts.

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

—The second (subsection f) highlights conditions of worker
rightfi in goods-producing sectors where U.S. capital is in-
vested. -

(XD
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—Finally, a table cites the extent of such investment by sector
where information is available.

. The country reports are based on information supplied by U.S.

Embassies, which is analyzed and reviewed by the Department of
State in consultation with other U.S. Government agencies. The re-
ports are intended to serve as general guides to economic condi-
tions in specific countries. We have worked to standardize the re-
ports, but there are unavoidable differences reflecting large vari-
ations in data availability. In some cases, access to reliable data is
limited, particularly in countries making transitions to market
economies. Nonetheless, each report incorporates the best informa-
tion currently available. Because the reports were researched and
compiled at/by post and due at State in mid-November, the conclu-
sions and analysis may not fully or accurately reflect recent
changes brought about because of the Asian financial crisis.

VoNYA B. MCCANN,
Acting Assistant Secretary of State
for Economic and Business Affairs.



1)

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

“The Secretary of State shall, not later than January 31 of each
ear, prepare and transmit to the Committee on [International
lations]*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 appro-
priate 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 Depart-
ment of State who are serving overseas, in consultation with ap-
propriate officers or employees of other departments and agen-
cies of the United States, including the Department of Agri-
culture and the Department of Commerce, to coordinate the prep-
aration of such information in a country as is necessary to pre-
pare the report under this section. The report shall identify and
describe, with respect to each country:

1. The macroeconomic policies of the country and their impact on
the overall growth in demand for United States exports;

2. The impact of macroeconomic and other policies on the ex-
change rate of the country and the resulting impact on price com-
petitiveness of United States exports;

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

4. The management of the country’s external debt and its impli-
~ cations for trade with the United States;
© 5. Acts, policies, and practices that constitute significant trade
barriers to United States exports or foreign direct investment in
that country by United States persons, as identified under section
181(a)(1) of the Trade Act of 1974 (19 U.S.C. 2241(a)(1));

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

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

*In 1995, the Committee on Foreign Affairs changed its name to the Committee on Inter-
national Relations.
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xiv

8. The country’s laws, enforcement of those laws, and practices
with respect to internationally recognized worker rights (as defined
in section 502(aX4) 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.”



NOTES ON PREPARATION OF THE REPORTS

Subsections a. through e. of the Worker Rights section (section
8) are abridged versions of section 6 in the Country Reports on
Human Rights Practices for 1998, submitted to the Committees on
International Relations of the House of Representatives and on
Foreign Relations of the U.S. Senate in January 1998. For a com-
prehensive and authoritative discussion of worker rights in each
country please refer to that report.

Subsection f. of the Worker Rights section highlights conditions
of worker rights in goods-producing sectors where U.S. capital is
invested. A table cites the extent of such investment by sector
where information is available. The Bureau of Economic Analysis
of the U.S. Department of Commerce has supplied information on
the U.S. direct investment position at the end of 1995 for all coun-
tries for which foreign direct investment has been reported to it.
Readers should note that “U.S. Direct Position Abroad” is defined
as “the net book value of U.S. parent companies’ equity in, and net
outstanding loans to, their foreign affiliates” (foreign business en-
terprises owned 10 percent or more by U.S. persons or companies).
Where a figure is negative, the U.S. parent owes money to the affil-
iate. The table does not necessarily indicate total assets held in
each country. In some instances, the narrative refers to invest-
ments for which figures may not appear in the table.

(XvV)






SOME FREQUENTLY USED ACRONYMS

ADB—Asian Development Bank

BIS—Bank for International Settlements

CACM—Central American Common Market

CARICOM—Caribbean Common Market

CAP—Common Agricultural Policy (of the EU)

CCC—Commodity Credit Corporation (Department of Agriculture)

EBRD—European Bank for Reconstruction and Development

EFTA—European Free Trade Association

EMS—European Monetary System (of the EU)

ERM-—Exchange Rate Mechanism (of the EU)

ESAF—Enhanced Structural Adjustment Facility

EU—European Union

— U.S. Export-Import Bank

FOREX—foreign exchange

FY—fiscal year

GATS—General Agreement on Trade in Services

GATT—General Agreement on Tariffs and Trade

GDP—gross domestic product

GNP ss national product

GSP. neralized System of Preferences

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

IFIs—international financial institutions (IMF, World Bank and
regional development banks)

ILO—International Labor Organization (of the United Nations)

IMF—International Monetary Fund

IDB—Inter-American Development Bank

IPR—intellectual {)roperty rights

LIBOR—London Interbank Offer Rate

MFN-—most favored nation

NAFTA—North American Free Trade Agreement

NGOs—non-government organizations

NIS—Newly Independent States (of the former Soviet Union)

OECD—Organization for Economic Cooperation and Development

OPIC—U.S. Overseas Private Investment Corporation

PTT—Post, Telegraph and Telephone

SAP—Structural Adjustment Program (of the IMF/World Bank)

SDR—Special Drawing Rights (of the IMF)

STF—Structural Transformation Facility

TRIPs—WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights

UR—Uruguay Round of trade negotiations in the GATT

(XVID
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USD—U.S. dollar

VAT—value-added tax

WIPO—World Intellectual Property Organization
WTO—World Trade Organization
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AFRICA

GHANA

Key Economic Indicators
[Millions of U.S. Dollars unless otherwise indicated)

1995 1996 1997+
Income, Production and Employment:

Nominal GDP2 ........ooviiieirennisnsiiencsenesosssnesissssens 6,179 6,342 6,012
Real GDP Growth (pet.)3 .....ooveieiiccnnmincsnseosessnnes 45 5.2 5.6

GDP by Sector: .
ACUIULE ....ooeeciviticiiicsc s 2,465
ANULACLULING .....cocveerrcrirniniisiencniiannes 511
SerVICEs .....coernierriirereirnctiseracseesens 2,808
Government .......... 882 788
Per Capita GDP ....... 340
Labor Force (000) ........c.cccccvververicnnnen 6,250
Unemployment Rate (pct.) .......covvrvcinnicieiiinnsnniiennnenns N/A

- Money and Prices (annual percentage growth):
Money Supgll_{ Growth (M2) .........occceeivnminvnmorneinnenes .. 375 342 40.0
Consumer Price Inflation ...........ccovvnriciinniniinciinsnann 708 32.7 275
Exchange Rate (Cedis'USD-Annual Average)
OFICIAL .cocvvvieeerecriniireecreernernne e saesneretessisesanssssssissnes 1,200 1,637 2,205
Balance of Payments and Trade:

Total Exports FOB4 ............cccoinnminnnisiiresinnens 1,431 1,671 1,600
Exports to US4 ......coeivncrinnnnnnns 196 171 166
Total Imports CIF4 .................... 1687 1,937 1,903
Imports from U.SA ................. 167 294 325
Trade Balance4 .........c.couvereniecicniceniecnnn, o (256)  366) {303)
Balance with U.S. .................. 29 (123) (159)
External Public Debt .......... v 5,074 5,347 5,400
Fiscal Defici/GDP (PCL.) ........ccvunrvvrninieniinnceresisssennenne 09 -15 1.4
Current Account Deficit/GDP (pet.) ....ooervvevcrcincinincnnins 2.0 5.0 5.0
Debt Service Payments/GDP (pct.) ......... vrvennene 10,8 8.0 N/A
Gold and Foreign Exchange Reserves ........ ... 5929 17099 700.0
Aid from US. ...ccoovvvvivricreancninnnicnenoninns 45 44 52
Aid from All Other Sources ...........coccvivrnnvciesicsnsrismens 715 696 N/A

11997 figures are all estimates based on available monthly data in October 1897
2GDP at factor cost

3 Percen :hange‘ calculated in local currency

4Merchandise trade

1. General Policy Framework

Ghana operates in a free market environment under a popularly-elected civilian
government. In December, 1996, Ghana had its second experience in multiparty
elections, since the inauguration of the 4th Republic in January, 1993, with the re-
election of President Jerry John Rawlings for a second four-year term.

Rawlings headed a “provisional” regime from the end of 1981 until January, 1993,
when democratic government under a written constitution was restored. Unlike the

revious parliament, the present has an o'pposition presence with 67 seats out of
00. An independent judiciary acts as the final arbiter of Ghanaian laws. The next
presidential and parliamentary elections are scheduled for the year 2000.

Since 1983 Ghana has pursued an economic reform agenda aimed generally at re-

ducing government involvement in the economy and encouraging private sector de-
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velogment. Inflationary pressures due to government expenditure overruns prior to
1992 and 1996 presidential and parliamentary elections and other factors continue
to be felt. Government has introduced measures to control and monitor its spending.
Despite measures being implemented to avoid fiscal deficit, first quarter data of
1997 still show another sizable fiscal deficit requiring continued high levels of do-
mestic borrowing from the banking system and the public. While Ghana has bene-
fited from IMP programs in recent years the current ESAF is off track due to fiscal
and inflation problems.

The Bank of Ghana is currently pursuing a high interest rate policy in an attempt
to absorb excess liquidity and contain inflationary pressures. Short-term interest
rates are now in the 40-50 percent range. Inflation measured about 70 percent at
year-end 1995 and has consistently declined to about 28 percent at the end of Sep-
tember, 1997. Adequate rains and good harvests this year have moderated upward
pressure on food prices. However, growth in the money supply was 5 percent in the
first quarter of 1997 which follows trends of the past years. This could have serious
consequences for inflation and inflationary expectations in 1997.

The government's economic program has focused on the development of Ghana's
private sector, which historically has been weak. Privatization of state-owned enter-
prises continues, with zbout two-thirds of 300 enterprises sold to private owners.
Ghana achieved real economic growth of 5.2 percent in 1996, up from the 4.5 per-
cent recorded in 1995. Growth in the mining sector has been particularly brisk in
recent years while agriculture (which still accounts for about 40 percent of GDP)
and manufacturing have recorded much slower growth. Other reforms adopted
under the government’s structural adjustment program include the elimination of
exchange rate controls and the lifting of virtually all restrictions on imports. The
establishment of an Interbank Foreign Exchange Market has greatly expanded ac-
cess to foreign exchange. The elimination of virtually all local production subsidies
is further indication of the government’s intention to move toward a market orienta-
tion for the economy.

2. Exchange Rate Policy

The foreign exchange value of the Ghanaian cedi is established through the mech-
anism of an Interbank Market and Foreign Exchange Bureaus, and currency conver-
sion is easily obtained. As the demand for imports has risen steadily, the govern-
ment has allowed the cedi to depreciate. During the past 12 months the value of
the cedi relative to the dollar has fallen by 28 percent and stood at 2260 cedi to
the dollar in November 1997. Nevertheless, Ghana's high rate of inflation has re-
sulted in an appreciation of the cedi’s real exchange rate. In general, the exchange
rate regime in Ghana does not have any particular impact on the competitiveness
of U.S. exports.

3. Structural Policies

Ghana progressively wound down import quotas and surcharges as part of its
structural adjustment program. Tariff structures are being adjusted in harmony
with the ECOWAS Trade Liberalization Program. Importers now are required to
sign a declaration that they will comply witir Ghanaian tax and other laws. Im-
ported goods currently enjoy generally unfettered access to the Ghanaian market.

The government professes strong support for the principle of free trade. However,
it is also committeg to the development of competitive domestic industries with ex-
porting capabilities. The government is expected to continue to support domestic pri-
vate enterprise with various financial incentives. Ghanaian manufacturers seek
stronger protective measures and complain that Ghana’s tariff structure places local
producers at a competitive disadvantage relative to imports from countries enjoying
greater production and marketing economies of scale. High local production costs
frequently boost the price of locally-manufactured items above the landed cost of
goods imported from Asia and elsewhere. Reductions in tariffs have increased com-
petition for local producers and manufacturers while reducing the cost of imported
raw materials.

The government repealed a 17.5 percent value-added tax (VAT) shortly after it
was introduced in March 1995. The implementation of the tax was handled badly
and resulted in widespread public protests and some street violence. The govern-
ment has reverted to several previously-imposed taxes, including a sales tax. Gov-
ernment has set in motion a program to reintroduce a VAT bill and begin implemen-
tation in 1998,at a somewhat lower level than the previous proposed tax, after an
extensive public education effort.



4. Debt Management Policies

Persistent balance of payments deficits have resulted in a continuing increase in

foreign indebtedness. Swings in commodity prices, especially gold and cocoa, have
a dramatic impact on Ghana'’s export revenues. In 1996 gold accounted for about
39 percent of total export receipts, while cocoa accounted for 35 percent and timber
for 9 percent. On the import side capital goods are the largest category, followed
by intermediate goods, fuel, and consumer goods.
.. Ghana's total outstandinf external debt, including obligations to the IMF, totaled
’ agrmximately USD 5.4 billion at the end of the first quarter of 1997. Outstanding
obligations to the IMF under medium-term facilities stood at USD 503 million at
the end of the same period. At that time, outstanding long-term debt was about
USD 4.2 billion (about 78 gervent of total debt), of which USD 1.2 billipn and USD
3.0 lbillion were owed to bilateral creditors and multilateral institutions, respec-
tively.

During the last decade the stocks of both domestic and external debt have risen
sharply. High domestic interest rates and the depreciation of the cedi on foreign ex-
change markets have caused the deb: service burden in cedi terms to grow steadily.
Nearly one-quarter of total government exrenditunes during the first half of 1997
were for the payment of interest on the public debt.

5. Significant Barriers to U.S. Exports

Import licenses: Ghana eliminated its import licensing system in 1989 but retains
a ban on the importation of a narrow range of products that do not affect U.S. ex-
ports. Importers must simply sign a declaration that they will comply with the Gha-
naian tax code and other laws. Ghana is a member of the WTO.

Services barriers: The Ghanaian investment code proscribes foreign participation
in the following sectors: small scale wholesale and retail sales, taxi and car rental
s}e}rvices with fleets of fewer than ten vehicles, lotteries, and barbe and beauty
shops.

Standards, testing, labeling, 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 efTicacy. Under Ghanaian law, imports must bear markings identifying in Eng-
lish the type of product being imported, the country of origin, the ingredients or
components, and the expiration date, if any. Non-complying goods are subject to gov-
ernment seizure. The thrust of this law is to regulate imported food and drugs; how-
ever, by its terms the law applies to non-consumable imports as well. Locally-manu-
factured goods are subject to comparable testing, labeling, and certification require-
ments. Four pre-shipment inspection agencies contracted by government also per-
goongo testing and price verification for some selected imports that are above USD

Investment barriers: The investment code guarantees free transferability of divi-
dends, loan repayments, licensing fees and regatriation of capital; provides guaran-
tees against expropriation or forced sale; and delineates dispute arbitration proc-
esses. Foreign investors are not subject to differential treatment on taxes, access to
foreign exchange, imports or credit. Separate legislation covers investments in min-
ing and petroleum and applies equally to foreign and Ghanaian investors. The in-
vestment code no longer requires prior project approval from the Ghana Investment
Promotion Center (GIPC).

Government procurement practices: Government purchases of equipment and sup-
plies are usually handled by the Ghana Supply Commission (the official purchasing
agency) through international bidding and, at times, thro:dgh direct negotiations.
Former government import monopolies have been abolished. However, parastatal
entities continue to import some commodities. The parastatals no longer receive gov-
ernment subsidies to finance imports. There has been a recent government directive
to centralize the purchase of government vehicles.

6. Export Subsidies Policies

The Government of Ghana does not directly subsidize exports. Exporters are enti-
tled to a 100 percent drawback of duty paid on imggrted inputs used in the process-
ing of exported goods. Bonded warehouses have been established which allow im-
;l)‘orters to avoid duties on imported inputs used to produce merchandise for export.

he Export Processing Zone (EPZ) Law, enacted in 1995, does not tax corporate
profits for the first ten years of business operation.
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7. Protection of U.8. Intellectual Property

After independence in 1957, Ghana instituted separate legislation for copyright
{1961) and trademark (1965) protection based on British law. Subsequently, the gov-
erninent passed modified copyright and patent legislation in 1985 and 1992, respec-
tively. Prior to 1992 the patent laws of the United Kingdom applied in Ghana.
Ghana is a member of the Universal Copyright Convention, the World Intellectual
Property Organization, and the English-Speaking African Regional Intellectual
Property Organization. IPR holders have access to local courts for redress of griev-
ances. Few infringement cases have been filed in Ghana in recent years. Ghana has
not been identified as a priority country in connection with either the Special 301
Watch List or Priority Watch List.

Patent registration in Ghana presents no serious problems for foreign rights hold-
ers. Fees for registration vary according to the nature of the patent, but local and
foreign applicants pay the same rate.

Ghana has not yet become a popular location for imitation designer apparel and
watches. In cases Where trademarks have been misappropriated, the price and qual-
ity disparity would be apparent to all but the most unsuspecting buyer.

Enforcement of foreign copyrights may be pursued in the Ghanaian courts, but
few such cases have actually been filed in recent years. The bootlegging of computer
software is an example of copyright infringement taking place locally. There are no
data available to quantify the commercial impact of this practice. Pirating of video-
tapes is another local practice that affects U.S. exports, but the evidence suggests
that this is not being done on a large scale. There is no evidence of a significant
export market for Ghanaian-pirated books, cassettes, or videotapes.

In summary, infringement of intellectual property rights has not had a significant
impact on U.S. exports to Ghana. Pirated computer software may become a more
significant problem in the future, however, as computer use grows.

8. Worker Rights

a. The Right of Association.—Trade unions are governed by the Industrial Rela-
tions Act (IRA) of 1958, as amended in 1965 and 1972. Organized labor is rep-
resented by the Trades Union Congress (TUC), which was established in 1958. The
IRA confers power on government to refuse to register a trade union, but this right
has not been exercisedg by the current government or the previous military regime.
No union leaders have been detained in recent years, nor has the right of workers
to freely associate otherwise been circumscribed.

b. The Right to Organize and Bargain Collectively.—The IRA provides a frame-
work for collective bargaining and protection against anti-union discrimination.
Civil servants are prohibited by law from joining or organizing a trade union. How-
ever, in December, 1992, the government enacted legislation which allows each
branch of the civil service to establish a negotiating committee to engage in collec-
tive bargaining for wages and benefits in the same fashion as trade unions in the
private sector. While the right to strike is recognized in law and in practice, the gov-
ernment has on occasion taken strong action to end strikes, especially in cases in-
volving vital government interests or public order. The IRA provides a mechanism
for ;:-onciliation and arbitration before unions can resort to industrial actions or
strikes.

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

d. Minimum Age of Employment of Children.—Labor legislation in Ghana sets a
minimum employment age of 15 and prohibits night work and certain types of haz-
ardous labor for those under 18. The violation of child labor laws is common and
young children of school age can often be found during the day performing menial
tasks in the agricultural sector or in the markets. Observance of minimum age laws
is eroded by local custom and economic circumstances that compel children to be-
come wage earners at an early age. Inspectors from the Mini . y of Labor and Social
Welfare are responsible for enforcement of child labor laws. ' mployers who violate
laws J)rohibiting heavy labor and night work by children are occasionally pros-
ecuted.

e. Acceptable Conditions of Work.—In 1991 a Tripartite Commission composed of
representatives from government, organized labor, and employers-established mini-
mum standards for wages and working conditions. The daily minimum wage com-
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bines wages with customary benefits such as a transportation allowance. The cur-
rent daily minimum wage is Cedis 2,000, about 90 cents at the present rate of ex-
change. This sum does not permit a single wage earner to support a family and fre-
quently results in multiple wage earners and other famil{based commercial activ-
ity. By law the maximum work week is 45 hours, but collective bargaining has es-
tablished a 40-hour week for most unionized workers.

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

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

{Millions of U.S. dollars)

Category Amount

Petroleum ...........ccoveivneinenenicnnien s s sies 1
Total Manufacturing .................
Food & Kindred Products .........
Chemicals & Allied Products .........c..ccooovrierinvcrnnirnncnincens
Metals, Primary & Fabricated ..o,
Machinery, except Electrical ........cccccovnninicinniniinennn
Electric & Electronic Equipment .... bt
Transportation Equipment ...........cc.cccovvenvivvnnninvsinnnnne
Other Manufacturing ............
Wholesale Trade ..............
Banking ..o ieiiinricierrenieni e iss e sses s e srs e srnoveenren
Finance/Insurance/Real Estate ............cccooevririvnicnnnnnnnnns
SEIVICES .....cvcervreririnircrisstinti e e s e
Other Industries .............co.cocvveeeerinens reirree e
TOTAL ALL INDUSTRIES .......c.ccccoovimmmrnninicieneisnennns 219

! Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
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GDP by Sector (pct):
#ﬁculture ......................................................................
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Money and Prices (annual percentage growth:
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Key Economic Indicators—Continued
[Billions of U.S. dollars unless otherwise indicated)

1995 1996 19971
Parallel .........ccccovveiiireiicnnierressser e 83 84 87
Weighted Average ..........ccoccooeecmnvrncrerciinnienennsenionnnns 72 82 82
Balance of Payments and Trade: :
Total Exports FOB4 .........ccccoveveimmriecrerenriecnrrinesrnenenns 11.7 1395 N/A
Exports to U.S.5 ........ 48 6.1 6.8
Total Imports CIF4 ...... 9.3 6.9 N/A
Imports from U.S.B ......ccocrmiiriciiierennecrireevesenenn 0.6 08 0.6
Trade Balance ..........c.ccoeucevinviieenioninrvsnnsnriiennieesneereeneenns 24 9.2 N/A
Trade Balance with U.S.5 ........cccocciveeinevnivincncnicnen, 4.2 5.2 6.2
Current Account Deficit/GDP (pct) ............. -5.6 28 N/A
External Public Debt ...........ccccooevivevninveniinninecnnninnns 325 28.1 N/A
Debt Service Pagments/GDP (PCL) voveeireierenrionniiiesioee e 16.4 15.3 N/A
Fiscal Deficit/GDP (PCt) ...c.coccvvvivrvmereeriierrernrinacrnnnseeoens 0.05 -1.6 N/A
Gold and Foreign Exchange Reserves .... 14 4.1 8.0
Aid from U.S, (US$ millions) .................. N/A NA N/A
Aid from All Other SoUrces ...........cceverivvviirviiincsinreeeraneens N/A N/A N/A

11997 figures, except exchange rates, are all estimates based on available monthly data in November

1997,
2GDP at factor cost. Conversion to U.S. dollars done with official exchange rate of 21.9 naira to the dollar,
’Pementaﬁe chnnges calculated in local currency,
4“Merchandise trade
Source; U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis; 1997
figures are estimales based on data available through November 1997,

1. General Policy Framework

Nigeria is Africa’s most populous nation and the United States' fifth largest oil
supplier. It offers investors & low-cost-labor pool, abundant natural resources, and
the largest domestic market in sub-Saharan Africa. However, it also suffers from an
autocratic military government, inadequate infrastructure, confusing and inconsist-
ent regulations, and endemic corruption. Nigeria’s crucial petroleum sector provides
the government with over 90 percent of all foreign exchange earnings and about 60
percent of budgetary revenue. Agriculture, which accounts for about 31 percent of
GDP and employs about two-thirds of the labor force is dominated by small-scale
subsistence farming. Nigeria is a member of the World Trade Organization.

After a Eeriod of relative fiscal austerity in the late 1980s, the Nigerian govern-
ment ran budget deficits of up to 12 percent of GDP beginning in 1990. The deficit
decreased to seven percent in 1994 and, by postponing government spending (includ-
ing for debt service), in 1995 shrank to negligible proportions. In 1996, the budget
had a surplus of 1.6 percent of GDP. For the majority of 1997, the budget ran a
reported surplus. The deficit reduction and ensuing surplus came about primarily
through austerity—e.g., foregoing government projects and infrastructure mainte-
nance—as well as stronger-than-expected oil revenue and the simple failure to budg-
et enough to cover scheduled debt service, resulting in arrears to foreign and domes-
tic creditors. Priority recommendations by international financial institutions in-
clude unifying the dual exchange rate, greater budgetary transparency, reducing
large government fuel price subsidies (the official price of gasoline was equivalent
to about 55 cents per gallon in November 1997), shelving a number of government
projects which are of doubtful economic value, and reducing leakages from govern-
ment income due to corruption.

In previous years, monetary policy had been driven by the need to accommodate
the government’s budget deficit and a desire to reduce the inflationary impact of the
budget deficit on_the economy. Deficits at the federal level had been financed pri-
marily by borrowing from the Central Bank of Nigeria (CBN), which held 84 percent
of the government’s domestic debt at the end of 1995. Since the Central Bank mone-
tizes much of the deficit, budgetary shortfalls have a direct impact on the money
supply and on price levels, which had risen rapidly for several years but have since
slowed. In 1 the goverrment also began releasing money from an extra-budg-
etary tasccount called the Petroleum Trust Fund (PTF) for infrastructure and other
projects.

In 1997 Ni%eria has continued the policy of “guided deregulation” instituted in the
1995 budget. In conjunction with his 1994 budget announcement, head of state Gen-
eral Sani Abacha announced the abandonment of most 1986 structural adjustment
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program reforms and instituted tight government control over key economic vari-
ables. In response to the economic downturn caused by those measures, Abacha’s
1995 budget abandoned the tightly regulated economic policies enacted in 1994.
Under the new policy, the Nigerian government reopened the Autonomous Foreign
Exchange Market (AFEM), loosened controls on foreign investment and reduced tar-
iffs and bans on some imports. The 1997 budget continued the trend of fiscal auster-
ity and the slow deregulation of the economy. Although Minister of Finance Anthony
Ani had announced that dprivatization of the telecommunications and electrical gen-
erating parastatals would commence in 1997, virtually no progress was made.

2. Exchange Rate Policy

In 1997 Nsi,%eria continued the liberalizing of the foreign exchange mechanism in-
stituted in 1995. Under the foreign exchange decree of 1995, the AFEM was reestab-
lished, allowing private companies to source foreign exchange at the parallel market
rate (about 85 naira to the dollar in November 1997). The exchange rate of 22 naira
to the dollar has been retained for some official government transactions. Compa-
nies can now hold domiciliary accounts in private banks, with account holders hav-
ing “unfettered” use of the funds. Foreign investors may bring capital into the coun-
try without prior Finance Ministry approval, and may service foreign loans and
remit dividends. Currency exchange offices are functioning, albeit with a limitation
of $2,500 per transaction. The Central Bank has continued to intervene in the
AFEM at regular intervals, going from monthly interventions in 1995 to weekly
intgx;vegitions in 1996. The Nigerian Finance Minister pledged to end the dual rates
in the future.

3. Structural Policies

As stated in the Deceinber 1986 circular, “Industrial Policy of Nigeria,” the Nige-
rian government maintains a system of incentives to foster the development of par-
ticular industries, to encourage firms to locate in economically disadvantaged areas,
to promote research and development in Nigeria, and to favor the use of domestic
labor and raw materials. The Industrial Development (Income Tax Relief) Act of
1971 provides incentives to “pioneer” industries deemed beneficial to Nigeria’s eco-
nomic develoFment. 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 eco-
nomically disadvantaged area.

In 1995 Nigeria promulgated the Nigerian Investment Promotion Commission De-
cree to replace the Enterprises Promotion Act. This decree liberalized the foreign
investment regime, allowing 100 percent foreign ownership of firms outside the pe-
troleum sector. Investment in the petroleum sector is still limited to the existing
joint-venture a ment or production-sharing contracts with the Nigerian govern-
ment, though there has been discussion of the Nigerian government selling off some
or all of its part of the joint ventures. A foreign enterprise may now buy shares of
any Nigerian firm except those on the “negative list™: production of firearms, ammu-
nition, narcotics, military and paramilitary apparel. The Investment Promotion De-
cree provides for the creation of an Investment Promotion Commission that will reg-
ister companies for foreigners after incorporation under the Companies and Allied
Matters Decree of 1990. The decree also abolishes the expatriate quota system (ex-
cept in the oil sector) and prohibits any nationalization or expropriation of a foreign
enterprise by the Nigerian government except for such cases determined to be in
the national interest. :

Nigeria has begun to implement the 1995 money laundering decrze, which intro-
duc rocedures designed to inhibit this practice, as well as a decree against ad-
vance-fee fraud, called 419 fraud after the section of the Nigerian criminal code that
deals with it. However, as of 1997, this implementation has exhibited only marginal
success in reducing financial fraud. The scope of 419 business fraud has brought
international notoriety to Nigeria and constitutes a serious disincentive to exporters,
since any international transaction must be thoroughly vetted and confirmed.

4. Debt Management Policies

Debt service due, including payment of arrearages, is projected to be over $8 bil-
lion annually for the next severa ,&ears; the result of a ballooning debt incurred dur-
ini the latter half of the 1980s. The 1997 budget allowed only $2 billion for foreign
debt payments, thus ensuring continued build-up of arrears.

During the period 1986 to early 1992, on the basis of a comprehensive structural
adjustment program, Nigeria reached three standby agreements with the IMF. The
most recent of these was approved in January 1991 and lapsed in April 1992. Dis-
cussions with the IMF since then have shown some progress, as evidenced by the
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1996 decapping of interest rates and removal of the mandatory sectoral credit allo-
cations for banks, but have failed to result in a new agreement, No new reschedul-
ing agreement will be reached until an IMF program 1s re-implemented and a suc-
cessful track record has been established. In the interim, Nigeria has initiated dis-
cussions with the multilateral institutions regarding a medium- term economic pro-
gram and has made some progress at meeting their criteria.

In January 1992 in an effort to reduce its external stock of debt, the Nigerian gov-
ernment concluded an agreement with the London Club that gave commercial banks
a menu of options from which to choose in reducing Nigeria’s commercial debt. The
menu included debt buy backs (currently at 56 cents to the dollar), new money
bonds, and collateralized par bonds. As a result of the agreement, Nigeria was able
to reduce its external debt by $3.9 billion, but the accumulation of arrears and late
interest on other debt, particularly Paris Club debt, has essentially negated the
gains. Including arrears, official foreign obligations exceeded $34 billion as of No-
vember 1997.

Nigeria's Paris Club debt repayment obligations have continued to grow while its
record on debt repayment has deteriorated Nigeria's record on debt repayment,
meanwhile, has_also deteriorated. In 1992 Nigeria made debt service payments of
$2.7 billion against interest and principal payment oblisations of $5 billion. Faced
with similar obligations in the following years, external debt service payments were
only $1.6 billion for 1993, $1.8 billion for 1994, $2 billion for 1995, and $2 billion
for 1996, and $2 billion for 1997 as well.

5. Significant Barriers to U.S. Exports

As of November 1997, the importation of approximately 20 different items, prin-
cipally agricultural, is still banned. These bans were initially implemented to re-
store Nigeria’s agricuitural sector and to conserve foreign exchan%e. 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
government also discontinued subsidizing fertilizer for farmers in 1997.

In 1995 Nigeria announced a new tariff structure to be operated for the next five
years. The revision was aimed at narrowing the ranges of many custom duties, in-
creas’inf rate coverage in line with WTO provisions, with fewer import prohibitions.
The following previously banned commodities are now subject to the indicated duty
rates: rice, 50 percent; day old chicks and parent stock, 5 percent; sparkling wines
and champagne, 100 percent plus 40 percent excise; fruits and fruit juices, 75 per-
cent; jute bags, 45 percent; cigarettes, 200 percent; cotton, 60 percent; wheat, 10
percent; and passenger vehicles, from 30 to 100 percent. However, a 25 percent
across the board reduction in import tariffs became effective in January 1997, and
is now being implemented, thus temporarily reducing the above listed duty rates.
This action followed complaints of importers that customs duty was calculated on
the basis of 80 naira to the dollar, rather than the official rate of 22 naira to the
dollar used in 1994. Also, in October 1995 the Nigerian ports authority reduced port
charges by 60 percent in Lagos and 70 percent at the other delta ports.

Other import restrictions apply to aircraft and ocean-going vessels. Guidelines
mandate that all impor: 1 aircraft and ocean-going vessels be inspected by a gov-
ernment authorized inspection agent. In addition, performance bonds and off-shore
guarantees must be arranged before either down payments or subsequent payments
are authorized by the Ministry of Finance.

In April 1996, in an effort to reduce congestion and corruption in Nigerian ports
and following a reported shortfall in customs duties, the Nigerian government
changed the procedures by which goods enter or leave the country. The new regula-
tions require a preshipment inspection for all unaccompanied imports and exports
regardless of value, certifying the price, quantity, and quality before shipment; and
imports must be accompanieﬁ by an import duty report (IDR). Goods arriving with-
out an IDR will be confiscated by the Nigerian government. In addition, all goods
will be assessed a one percent surcharge to cover the cost of inspection by the port
authorities.

Nigeria generally uses an open tender system for awarding government contracts,
and foreign companies incorporated in Nige*ia receive national treatment. Approxi-
mately five percent of all government procurement contracts are awarded to U.S.

companies.
6. Export Subsidy Policies

In 1976, the government established the Nigerian Export Promotion Council
(NEPC) to encourage development of non-oil exports from Nigeria. The Council ad-
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ministers various incentive programs including a duty drawback program, the ex-
rt development fund, tax relief and capital assets depreciation allowances, and a
oreign currency retention program. The duty drawback or manufacturing in-bond
porgsram is designed to allow the duty free importation of raw materials to produce
F s for export, contingent on the issuance of a bank guaranteed bond. The per-
ormance bond is discharged upon evidence of exportation and repatriation of for-
eign exchange. Though meant 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 administers the export expansion grant program, a fund which
8rov:des grants to exporters of manufactured and semi-manufactured products.
rants are awarded on the basis of the value of goods exported, and the only re-
uirement for participation is that the export 'proceeds be repatriated to Nigeria.
hough the grant amounts are small, ranging from two to five percent of total ex-
port value, they may constitute subsidies as defined by the WTO and raise questions
about compliance with WTO obligations.

7. Protection of U.S. Intellectual Property

Nigeria is a signatory to the Universal Copyright Convention and the Berne Con-
vention. In early 1993, Nigeria became a member of the World Intellectual Property
Organization (WIPO). 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 intellec-
tual 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 Desgn Decree of 1970 governs the registration of patents, and
the Nigerian Standard anization is responsible for issuing Katents. trademarks,
and copyrights. Once conferred, a patent gives the patentee the exclusive right to
make, import, sell, or use the products or apply the process. The Trademarks Act
of 1965 governs the registration of trademarks. Registering a trademark gives its
h?lﬁﬁ the exclusive right to use the registered mark for a particular good or class
of goods. )

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

In the past, few companies have bothered to secure trademark or patent protec-
tion in Nigeria because it is generally considered ineffective. Losses from poor intel-
lectual property rights protection are substantial, although the exact cost is difficult
to estimate. The majority of the sound recordings sold in Nigeria are pirated copies
and the entire video industry is based on the sale and rental of pirated tapes. Sat-
ellite signal piracy is common. Violation of patents on pharmaceuticals is also a
problem. The International Intellectual Property Alliance estimated that U.S. com-
panies lost $39 million in 1997 due to copyright piracy, excluding losses from com-
puter software.

8. Worker Rights

a. The Right of Association.—Nigerian workers, except members of the armed
forces and employees designated essential by the government, may join trade unions
and may strike. Essential employees include firefighters, police, employees of the
Central Bank, the securi&y printers (printers of currency, passports, and government
forms), and customs and excise staff. Nigeria has signed and ratified the Inter-
national Labor Organization's (ILO) convention on freedom of association. However,
the government has decreed a single central labor bodf;. the Nigerian Labour Con-

ss (NLC), and deregistered other unions. In 1994, the government dissolved the

LC executive council and imposed a sole administrator. Under Nigerian labor
laws, any non-agricultural enterprise that employs more than 50 emplo¥ees is
obliged to recognize trade unions and must pay or deduct a dues checkoff for em-
ployees who are members. However, in the past, the government has threatened to
witﬁdraw the dues checkoff provision and make payment of union dues completely
voluntary if unions pursue strikes. Furthermore, the uFovemment: continues to hold
labor leaders in detention without charge. As a result of the government’s failure
to abide by ILO conventions to which it has subscribed concerning worker rights
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and freedom of association, it was the subject of an ILO “special paragraph” censur-
ing the Nigerian government. The Nigerian government has yet to accept an ILO
fact finding mission or take other steps to mitigate the adverse findings that led
to the ILO censure.

b. The Right to Organize and Bargain Collectively.——The labor laws of Nigeria per-
mit the right to organize and the right to bargain collectively between management
and trade unions. Collective bargaining is common in many sectors of the economy.
Nigerian labor law further protects workers against retaliation by employers for
labor activity through an independent arm of the judiciary, the Nigerian Industrial
Court, which handles complaints of anti-union discrimination. Trade unionists have
complained, however, that the Nigerian judicial system’s slow handling of labor
cases constitutes a denial of redress to those with legitimate complaints. The gov-
ernment retains broad authority over labor matters, and can intervene forcefully in
labor disputes which it feels contravene its essential political or economic programs.
It has taken such action in the case of the 1996 banning of the University Lecturers’
Union to force an end to their strike, and in August 1994 when it dismissed the
executive councils of the NLC and the two leading petroleum sector unions and re-

laced them with “sole administrators.” The administrators remain in control pend-
ing national executive council elections that have yet to be held.

c. Prohibition of Forced or Compulsory Labor.—The 1974 Labor Decree and the
1989 Constitution prohibit forced or compulsorg labor. While this prohibition is gen-
erally observed in 1Practice, forced labor has been “employed” in some communit
clean-up projects. The ILO has noted that, with the 1989 Constitution suspended,
Nigeria may not be able to enforce the ILO convention against forced labor in the
absence of constitutional guarantees.

d. Minimum Age for Employment of Children.—Nigeria's 1974 labor decree pro-
hibits employment of children under 15 years of age in commerce and industry and
restricts other child labor to home-based agricultural or domestic work, The law fur-
ther stipulates that no person under the age of 16 may be employed for more than
eight hours per day. The decree allows the apprenticeship of youths aged 13 to 15
under specific conditions. The government does not specifically regulate service of
apprentices over the age of 15. Primary education is compulsory in Nigeria, though
rarely enforced, and studies have reported declining enrollment due mainly to the
continuing deterioration of public schools. The lack of sufficient public school infra-
structure has forced more children into the employment market.

e. Acceptable Conditions of Work.—Nigeria’s 1974 labor decree established a 40
hour work week, prescribed 2 to 4 weeks of annual leave, set a minimum wage and
stipulated that workers are to be paid extra for hours worked over the legal limit.
The decree also states that workers who work on Sundays and legal Eublic holidays
must be paid a full day’s pay in addition to their normal wages. There is no law
prohibiting excessive compulsory overtime. The last government review of the mini-
mum wage, undertaken in 1991, raised the monthly minimum wage from 250 naira
to 450 naira ($20.45 in 1991 but only $5.60 in 1996). The 1974 decree contains gen-
eral health and safety 'provisions. Employers must compensate injured workers and
dependent survivors of those killed in industrial accidents. Enforcement of these
laws by the Ministry of Labor has been largely ineffective.

f. Rights in Sectors with U.S. Investment.—Worker rights in petroleum, chemicals
and re?ated products, primary and fabricated metals, machinery, electric and elec-
tronic equipment, transportation equipment, and other manufacturing sectors are
not significantly different from those in other major sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

{millions of U.S. dollars]

Category Amount

1

PetroleUm ....ooovvviiiieiiiii e s
61

Total Manufacturing .................
Food & Kindred Products ..........cccoeovenerccniernnnniincicnnnns 1
Chemicals & Allied Products .........ccocvninniinniiiniinnnen 19
Metals, Primary & Fabricated ..........ccccooiiireniniciicnnnnn 1
Machinery, except Electrical .........cccccovvrvvniincnnnnecnan 0

2
1

Electric & Electronic Equipment ........cccinvieiiinniiennnns
Transportation Equipment ...........cccoovviniivinnnniiisnines
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[millions of U.S. dollars]

Category Amount
Other Manufacturing ... -4
Wholesale Trade ...... 2
Banking ... ieseesssnsssisssesesnes 1
Finance/Insurance/Real Estate ...........cccvvureivvnriecrnrnennnnas 0
Services ....ccecrvenrerrinininsieiiieiene 0
Other Industries ..........ccoueu. 0
TOTAL ALL INDUSTRIES 978
T - -
L
Source: U.S. Department of Commerce, Bureau of Economic Analysis
SOUTH AFRICA
Key Economic Indicators
(Billions of U.S. dollars unless otherwise indicated]
1995 1996 19971
Income, Production and Employment:
Nominal GDP (at factor cost) .........cc.ccvevrverirmmenrsnssissriennas 1188 1126 115.5
Real GDP Growth (pct)? ......coovcviiniiiniiinnicnoninnnciininn 35 3.0 2.0
GDP by Sector:
ACUILUEE (ovvivneerreeeenrniirerceeneriesnreerereresnesasseesaneseasassens . X 5.22
(1,71 T SO . X 9.03
Manufacturing ...........cconneeee 28.84 2 27.43
Wholesale/Retail Trade ...... . X 18.63
Financial Service ................ X , 20.65
Government ............coceeene . 17.72
Per Capita GDP (US$)3 ... 2880 3041
Labor Force (millions)3 .........c.c.coeen. . . N/A
Unemployment Rate (percent)3 . , N/A
Money and Prices (annual percentage growth):
Money Supg? 18,7 ) OO SOURON 13.9 15.8 16.0
Consumer Price Index .........cccconiicinivecinncrncnniinsinnenininn 8.7 7.4 8.6
Exchange Rate (Rand/US$ - annual average):4
OfFICIAL .ovivvirieniiieeireiiesrirsste e esrssarsestassaes e st e sssonnans N/A NA N/A
Balance of Payments and Trade:
Total Exports FOBS ... 28.6 29.1 229
Exports to U.S5 ... 22 2.3 0.5
Total Imports CIF 5 ... 270 270 214
Imports from U.S. ... 28 31 1.2
Trade Balances ..............coocvevveremimvnininnninnmnn, 1.6 2.1 15
Trade Balance with U.S. ......cccoveiniiiiniecrincrnennis e -0.6 -0.8 -0.7
Current Account Deficit/GDP . 2.1 16 1.1
External Public Debt & 33.0 329 N/A
Debt Service Payments/GDP (pct) 6.7 7.0 N/A
Fiscal Deficit/GDP {pct) ........cconeeee. . 5.1 5.1 N/A
Gold and Foreign Exchange Reserves 4.2 2.3 49
Aid from U.S. (US$ millions) ............... . 187 176 110
Aid from other Countries .......... reetesaesbeebre e se et era b tereen N/A NA N/A

1 Estimates for 1997 are based on third quarter estimates, seasonally adjusted at annua! rates, unless oth-
erwise noted. The source of the data is the Reserve Bank Quarterly Bulletin for December 1997, The rate
used to convert Rand figures into dotlars is the weighted average of the South African banks' daily rates
based on their foreign exchange transactions. The decline in the 1996 GDP estimate from the 1995 figure is
tllsu;ew the almost 23 percent drop in the value of the South African rand against the U.S. dollar during

3 Figure provided is a second quarter estimate.
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3 Estimates of population and emplcsmem are speculative due to incomplete censuses during the apartheid
era. The increase in the per capita GDP figure for the third quarter of 1997 is largely accounted for by re-
vised South African government numbers on total population based on census statistics gathered in IQQGY

$Prior to 1995, South Africa maintained an exchange rate for non-resident investment and ancther for
other transactions. The dual exchange rate was eliminated and a unified rand established in mid-March

1995.
Al South African trade statistics include export and import data for the five member countries of the
Southern African Customs Union (SACU), ie., Esuwana. Lesotho, Namibia, South Africa, and Swaziland.
Trade within the SACU is not included.
¢ During the apartheid era, debt estimates were deflated by the South African Government as a matter of
golicy. Since late 1994, the accuracy of South African debt estimates released by the South African Reserve
ank has dramatically improved.

1. General Policy Framework

South Africa is a middle-income developing country with an abundant supply of
natural resources, relatively well-developed financial, legal, communications, energy,
and transport sectors, a stock exchange which ranks among the twenty largest in
the world, and a modern infrastructure supporting an efficient distribution of goods
to major urban centers throuBhout the region. With over three years having passed
since the historic election of President Nelson Mandela in the country’s first multi-
racial elections, South Africa remains the most advanced, broadly-based, and pro-
ductive economy in Africa.

After more than four years of negative real GDP growth from 1988-1992, the
South African economy responded in 1993 with 1.1 percent real growth. Since the
election in early 1994 the economic has posted real %rowth rates of 2.5 percent in
1994, 2.8 percent in 1995 and 3.1 percent in 1996. In 1997 the economic is esti-
mated to have grown by 1.5-1.8%. With the exception of the gold mining industry,
most sectors of the economy have shared in the economic recovery, with manufactur-
ing showing the strongest rate of growth.

The new South African government demonstrated its commitment to open mar-
kets, privatization, and a favorable investment climate with the release of its macro-
economic strategy in June 1996. Called “Growth, Employment and Redistribution,”
this policy framework includes the introduction of tax incentives to stimulate new
investment in labor-intensive projects, expansion of basic infrastructure services,
the restructuring and partial privatization of state assets, and continued reduction
of tariffs and subsidies to promote economy revitalization, improved services to the
disadvantaged, and integration into the %obal economic. Together with its dem-
onstrated commitment to its World Trade Organization (WTO) commitments, South
Africa has moved slowly but steadily towards free market principles. Implicit in
these policies is recognition of South Africa’s daunting developmental problems re-
sulting from decades of apartheid-era policies. Black economic empowerment, pro-
motion of small, medium, and micro-enterprises (SMMES), the extension of tele-
communications, transportation, and other infrastructure links to unserved rural
areas, and extensive job creation to offset population growth estimated at 1.8 per-
cent remain South Africa’s highest governmental objectives.

Recent economic news, however, has not all been rosy. In 1997, the South African
Rand depreciated 4.0 percent against the U.S. dollar, with the exchange rate goin,
from 4.68 to beyond 4.87. Economists have attributed the Rand’s decline to turmoi
in the Asian markets. The balance of payments has remained positive due largely
to privatization receipts and international borrowing.

The South African government has made steady progress in redressing many
structural problems in the South African market. Over the last decade, quantitative
credit controls and administrative control of deposit and lending rates have largely
disag}peared. In 1998, the South African Reserve Bank (SARB) plans to induce a re-
purchase agreement system to allocate Bank credit. Liquidity will-be controlled
through reverse purchase agreements and government paper. In the past four years,
a restrictive monetary policy through the maintenance of relatively high central
bank lending rates, has curbed domestic spending and reduced inflation to its lowest
rate in over twenty years. The South African government primarily finances its do-
mestic debt through the issuance of government bonds.

2. Exchange Control / Rate Policy

Under South African exchangﬁ regulations, exchange controls are administered by
the SARB’s Exchange Control Department through commercial banks that are au-
thorized to deal in foreiin exchange. All international commercial transactions must
be accounted for through these “authorized foreign exchange dealers.” This provides
the SARB wide latitudes for determining short-term exchange rates. However, the
SARB is no longer the sole marketing agent for gold, havingEbegun to allow some
private sales in 1997 and further liberahzin% in early 1998. Except for a period in
1987 when it followed an implicit policy of fixing the rand against the dollar, the
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SARB normally allows the Rand to float but intervenes as deemed necessary to
it)‘mo;l)thdmarket adjustments and to ensure there is always a buyer in the market
or Rand.

The previous dual exchange rate in which a more favorable exchange rate applied
to foreign investment flows and outflows (the financial rand) and a less favorable
one to all other transactions (the commercial rand ) was not acceptable in the new
dispensation. On July 1, 1997, after more than three decades of strict controls,
South Africa relaxed its exchange control regime on residents. Private citizens are
now allowed a one-time investment of up to R200,000 in offshore accounts, and are
free to hold foreign currency accounts in South African banks. Corporations can now
transfer up to R30 million for new foreign ventures outside the Southern African
Development Community (SADC) and R50 million for SADC investments. Institu-
tional investors can now invest abroad 3% of net inflows, and unit trusts are now
allowed to conclude asset swaps up to 10%. Dollar/Rand futures contracts have been
introduced, but under Reserve Bank supervision. The ceiling on local borrowing by
foreign-controlled resident entities has been raised to 50% of foreign capital in-
vested, up from a previous 25%. However, foreign investments and assets swaps still
require Reserve Bank approval except as noted above. A cautious and gradual ap-
proach to further liberalization is the most likely scenario as current South African
gold plus foreign exchange reserves provide for about only ten months coverage of

imports.
3. Structural Policies

Prices are generally market-determined with the exception of petroleum products
and certain agricultural goods. Purchases by government agencies are by competi-
tive tender for project or supply contracts. Bidfers must pre-qualify, with some pref-
erences allowed for local content. Parastatals and major private buyers, such as
{’qtiining houses, follow similar practices, usually inviting only approved suppliers to

id.

The main sources of government revenue in South Africa are income taxes (30%)
and the Value-Added Tax (VAT- 30%). Both personal and corporate income tax rates
are amonﬁ the highest in the world. Although the government had wished to phase
down both individual and corporate tax rates through year-end 1999, fiscal con-
straints have slowed plans to do so. While maintaining the maximum personal in-
come tax rate at 45 percent on incomes in excess of R100,000 (about $20,500), the
government also imposed in 1994 a “one-time” levy of 6 percent on all income over
R50,000 (about $10,250)—both corporate and individual—to finance overruns associ-
ated with the governmental transition.

On a more positive note, the South African government has undertaken some
measures in the past two years to ease the tax burden on foreign investors. It re-
duced the corporate primary income tax rate to 35 percent from its previous rate
40 percent in 1994. The Non-resident Shareholders Tax on foreign investors was
scrapped effective October 1, 1995. In addition, the Secondary Tax on Corporate
Dividends was halved to 12.5 percent in March 1996. The effective rate for corpora-

tions is 42.2%.

4. Debt Management Policies

During the apartheid era, actual debt estimates were considered state secrets of
the South African government. Those debt estimates released by the government
and reported by international financial authorities during the apartheid years must,
therefore, be viewed with skepticism. With the election of the new government, the
SARB has worked to redress this problem and issues revised estimates of foreign
and domestic debt. Although these revisions reflect a significant upward adjustment
of previous estimates, they, nonetheless, indicate relative debt stability in recent
years. At the end of 1996, the SARB reported that total foreign debt, including
Erobond borrowing, amounted to approximately $33 billion. The ratio of total for-
eign debt to GDP has remained steady at around 25-27 percent over the past four
years, while interest payments as a percentage of total export earnings increase
steadily declining slightly from 6.6 percent in 1993 to 6.8 percent in 1996.

South Africa is a member of the World Bank and International Monetary Fund
(IMF) and continues Article IV consultations with the latter on a regular basis. In
December 1993, after 27 years of economic isolation, South Africa became an IMF
borrowing nation with an $850 million drought relief loan, which South Africa sub-
sequently repaid. South Africa receives some technical assistance and has a project
loan with the World Bank.
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5. Significant Barriers to U.S. Exports

Under the terms of the Import and Export Control Act of 1963, South Africa’s
Minister of Trade and Industry may act in the national interest to prohibit, ration,
or otherwise regulate imports. In recent years, the list of restricted goods requiring
import permits has been reduced, but still includes such goods as foodstuffs, cloth-
ing, fabrics, wood and paper products, refined petroleum products and chemicals.
Nonetheless, the South African Government remains committed to the simplification
and eventual reduction of tariffs within the WTO framework, and maintains active
discussions with that body and its major trading partners.

6. Export Subsidies Program

The primary subsidy regime of the South African Government was the General
Export Incentive Scheme (GEIS) through which South African exporting companies
received direct non-discriminatory cash subsidies based on the value of exports, the
degree of beneficiation or processing, and the local content of the exported product.
The South African government has completely eliminated the GEIS program despite
considerable opposition from local manufacturers. The Department of Trade and In-
dustry “revised’ the GEIS in early 1995, “downsized” it again in early 1996, and
have now completely phased it out as of July 11 1997. The stated reason for phasing
out the scheme was that it was not WTO-consistent. Instead, the government has
focused on other, more WTO-friendly means of promoting South African exports.
The Export Marketing Assistance scheme (EMA) offers financial assistance for the
development of new export markets, through ﬁnancing for trade missions and mar-
ket research. The Export Finance Guarantee Scheme for small exporters is the gov-
ernment’s newest means of promoting small and medium exporters through credit
guarantees by participating financial organizations. It commenced in November
1996, and to date 77 master guarantees to the value of R45 million have been is-
sued. It has not been as successful as anticipated and concerted efforts to promote
the scheme are required. Provisions of the Income Tax Act also permit accelerated
write-offs of certain buildings and machinery associated with benefication processes
f{afryied on for export and deductions for the use of an export agent outside South

rica.

7. Protection of U.S. Intellectual Property Rights

In May 1995, the new Trademarks Act of 1993 replaced the Trademarks Act of
1963, improving protection of internationally-known trademarks. Parliament also
passed the Designs Act of 1993, which introduced a registration system providing
protection for design proprietors for 10 years from the date of registration or issue,
whichever is earlier. In addition, the Patent Act of 1978 was most recently amended
in 1988 to provide patent protection of inventions and innovations for a period of
20 years from the date of Eling, without extension. Other South African IPR laws
include the Plant Breeder’s Rights Act of 1976 and the Copyright Act of 1978
{amended in 1992).

In 1996, the South African parliament passed the “Intellectual Property Laws Ra-
tionalization Act, 1996,” which integrated intellectual progerty rights in the former
homelands into the South African system and extended South African intellectual
property law to the former homelands.

In 1997, two other intellectual property-related bills were passed by the par-
liament and became effective in November. The “Intellectual Property Laws Amend-
ment Bill” amended the Patents Act of 1978, the Trademarks Act of 1993, the Copy-
right Act of 1978, the Designs Act of 1993, the Merchandise Marks Act of 1941, and
the Performers’ Protection Act of 1967. It is intended to ensure, inter alia, complete
com?liance with the provisions of the WTO agreement on Trade-Related Aspects of
Intellectual Property Rights (TRIPS) and Article 6 of the Paris Convention. The
“Counterfeit Goods Bill” created for the first time in South Africa the offense of
“dealing in counterfeit goods.” It conveys new powers to the golice, Customs and Ex-
cise, and DTI inspectors to exercise powers of search and seizure of counterfeit
goods and store them pending outcome of a trial.

In recognition of progress made on the IPR front, United States Trade Represent-
ative Charlene Barshefsky announced on October 2, 1996, that South Africa would
remain off the Special 301 Watch List, from which it was provisionally removed in
April of the same year.

South Africa is a member of international intellectual property treaties such as
the Paris Convention for the Protection of Industrial Property, the Berne Conven-
tion for the Protection of Artistic and Literary Works, and the World Intellectual
Property Rights Organization (WIPO).
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8. Worker Rights

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

South Africa’s largest trade union federation, the Congress of South African Trade
Unions (COSATU) is formally aligned with the African National Congress (ANC)
and the South African Communist Party (SACP). Over 60 former COSATU members
serve in national and provincial legislatures and administrations. The second lar%-
est trade union federation, the National Council of Trade Unions (NACTU), while
officially independent of any political grouping, has close ties to the Pan Africanist
Congress (PAC) and the Azanian Peoples Organization (AZAPO).

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

The International Labor Organization (ILO) readmitted South Africa in 1994.
Originally an ILO member since its 1919 inception, South Africa withdrew from the
ILO in 1964.

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

The creation of the National Economic Development and Labor Council
(NEDLAC), a tripartite negotiating forum, has served to solidify the role of trade
unions as social partners with government and business in the in the formation of
economic and labor policy. In addition, the new LRA creates workplace fora that will
allow for better shop-floor communication between management and labor over is-
sues of work organization and crroduction. To receive statutory protection, these fora
currently can only be initiated by trade unions is businesses with more than 100
employees.

¢. Prohibition of Forced or Compulsory Labor.—Forced labor is illegal under the
constitution, and 1s not practiced.

d. Minimum Age of Employment of Children.—Employment of minors under age
15 is prohibited by South Africa law. The LRA, however, grants the Minister of Wel-
fare discretionary powers to permit employment of children under carefully de-
scribed conditions in certain tgpes of work, such as in the agricultural sector. En-
forcement of child labor laws by the Ministries of Labor and Justice, however, are
weak and reactive, depending largely upon complaints made against specific em-
ployers. As a result, use of child labor in the informal economy is quite common.

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

Occupational health and safety issues remain a tog priority of trade unions, espe-
cially in the mining and heavy manufacturing industries. Although government
focus on these issues has increased substantially thighlighted by the passage in
1993 of the Occupational Health and Safety Act), South African industrial and min-
ing processes are still considered hazardous by international standards. Parliament

46-400 98 -2
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is currently studying a mines commission of inquiry on health and safety issues in
the mining sector, to determine ways to improve existing mine health and safety
legislation.

f. Worker Rights in Sectors with U.S. Investment.—The workers rights conditions
described above do not differ from those conditions found in sectors with U.S. capital
investment.

g. South Africa does not as yet have any export processing zones.—Labor practices
in these zones usually present problems with the trade unions.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

1
778

Petroleum ..........ooeiiiieiirennecencnrecee e
Total Manufacturing ............
Food & Kindred Products .......
Chemicals & Allied Products ...... 204
Metals, Primary & Fabricated .............cccooecvvininnniennen. 59
Machinery, except Electrical ............ vt 33
Electric & Electronic Equipment .....
Transportation Equipment ...............
Other Manufacturing ..............
Wholesale Trade ................ 119
Banking .......cccocnnenninniininenincnne 1
Finance/Insurance/Real Estate .. .
Services ....c.ovviiinieicrnncnieosnennens 19
Other Industries ...........co.vee.
TOTAL ALL INDUSTRIES ......ccooecvivrveinneieccece e 1437

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




EAST ASIA AND THE PACIFIC

AUSTRALIA

Key Economic Indicators
[Biliions of U.S. Dollars unless otherwise indicated) 12

1995 1998 1997
Income, Production and Employment:
Nominal GDP3 ...t 3142 3464 343.6
Real GDP Growth (Pet) ..ceovveiiniecineneercrnc e 3.2 25 35
GDP by Sector: 4

Agriculture .......... 106 133 13.5

Manufacturin 999 109.3 106.8

Services ........ 176.7 1934 192.3

Government ............... 111 120 11.9
Per Capita GDP ($000s) 175 19.2 19.1
Labor Force (000s) ............... .. 9,001 9,127 9,217
Unemployment Rate (pet) ......cccoovennrieniniiiien 85 8.6 8.7

Money and Prices {(anual percentage growth):
Money Supg.;/ (M3 ot e 9.2 9.5 10.0
Consumer Price Inflation ...........cccoeervvcnniinciciinnienne, 5.1 1.5 1.0
Exchange Rate (Aust Dols=US$ annual average)
Official .....cococvvieiiinrienrneees e e i s N/A N/A N/A
Balance Of Payments And Trade:
Total Exports FOB ..., 530 604 61.7

Exports to U.S. ..o 3.4 39 4.3
Total Imports CIF ... 57.3 615 60.5

Imports from U.S. 124 14.1 13.7
Trade Balance ......... -4.3 -1.1 -1.2

Balance with U.S ... -9.0 -10.2 -9.4
External Public Debt ..... . 144 790 72.1
Fiscal Deficit/GAp (PCL) ...occerireeiriireircererciniienieer e 2.9 2.1 1.3
Current Account Deficit/GDP (pct) .....cooovcevvnniiiciiinnnnn 5.2 4.1 3.9
Debt Service ...

Payments/GDP ........ccoviciiineiinniiiiiicnins 2.5 2.5 2.4
Gold and Foreign Exchange Reserves .........cccoconvivinunnns 147 168 16.6
Ald from U.S. ..o 0 0 0
Aid from other coOUNtries ...........cconenivciineninniene 0 0 0

| Exchange rute fluctuations must be considered when analyzing data. Percentage changes are calculated in
Australian dollars.

2All figures based on data available in October 1997. 1997 figures are estimates.

3Income measure of GDP.

4 Production measure of GDP. “Manufacturing” includes mining, utilities and construction.

1. General Policy Framework

Australia’s developed market economy is dominated by its services sector (65 per-
cent of GDP), yet it is the agricultural and mining sectors (8 percent of GDP com-
bined) that account for the bulk (67 pct) of Australia’s goods and services exports.
Australia’s comparative advantage in primary products is a reflection of the natural
wealth of the Australian continent and its small domestic market: just over 18 mil-
lion people occupy a continent the size of the contiguous United States. The relative
size of the manufacturing sector has been declining for several decades, and now
accounts for just under 14 percent of GDP.

(17
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The Australian economy has been experiencing a cyclical downturn over 1996-97,
and has only just starte responding to the cuts in official interest rates made by
the Reserve Bank of Australia (RBA) between July 1996 and July 1997 (five cuts
totaling 2.5 percent have left the official cash rate at 5 percent). With inflation well
under control (Australia recorded annual price deflation for the first time in 35
years during 1997), the tusk for economic policy makers is to lower the unemploy-
ment rate, which remains stubbornly mired above 8.5 percent.

The Liberal/National coalition government continued its program of fiscal consoli-
dation in its budget for the 1997-98 fiscal year, announcinﬁ an underlying budget
deficit (which removes debt repayments and assets from the headline balance) of
$2.9 billion and a substantial headline budget surplus. The government has stated
its intention to return the federal budget to balance by the 1999-2000 fiscal year.

2. Exchange Rate Policy

Australian Dollar exchange rates are determined by international currency mar-
kets. There is no official policy to defend any particular exchange rate level, al-
though the RBA does operate in currency markets. The RBA is active in what it
describes as “smoothing and testing” foreign exchange rates, in order to provide a
generally stable environment for fundamental economic adjustment policies.

Australia does not have any major foreign exchange controls beyond requiring
RBA approval if more than A$5,000 in cash is to be taken out of Australia at any
one time, or A$50,000 in any form in one year. The purpose of this regulation is
to prevent tax evasion and money laundering; authonzation is usually automatic.

3. Structural Policies

The Government of Australia (GOA) is continuing a program of economic reform,
begun in the mid-1980s, that includes the reduction of import protection and micro
economic reform. Initially broad in scope, the GOA’s program now focuses on indus-
try-by-industry changes. The GOA is also continuing with the privatization of gov-
ernment assets, with the national air carrier Qantas and the Commonwealth Bank
fully privatized, and one-third of the government telecommunications carrier Telstra
floated in November 1997.

The General Tariff Reduction Program, begun in March 1991, has reached its con-
clusion, with most existing tariffs now at 5 percent. However, the Passenger Motor
Vehicles (PMV) and TextiFes, Clothing and Footwear (TCF) industries are still pro-
tected by high tariffs (22.5 and 34 percent respectively). These tariffs are scheduled
to decline to 15 and 25 percent respectively by 2000 (where they will remain, pend-
ing further review, until 2005).

There have been no major changes to the Australian taxation system in recent
years, with the only change of any note being a rise in the tax on corporate profits
from 33 to 36 percent (announced in 1996).

4. Debt Management Policies

Australia’s net foreign debt has averaged between 30 and 40 pct of GDP for sev-
eral decades, and at the end of 1996 totaled around $150 billion (39.7 percent of
GDP). Australia’s gross external public debt at the end of 1996 was $78 billion, or
21 percent of GDP. The public sector accounts for 40 percent of Australia's gross
external debt; theremainder is the responsibility of the private sector. The net debt-
service ratio (the ratio of net income payable to export earnings) has remained
stead_y between 11 and 12 percent since 1994, down from 21 percent in 1990. Aus-
tralia’s credit ratings, as determined by Standard and Poor’s and Moody’s, remained
unchanged at AA and Aa2, respectively in 1997.

5. Aid

Australia receives no foreign aid.
6. Significant Barriers to U.S. Exports

Australia is a signatory to the WTO, but is not a member of the WTO Agreement
on Government Procurement.

Import Licenses: Import licenses are now required only for certain vehicles, tex-
tiles, clothing and footwear. Licensing had little impact on U.S. products except for
a small market among importers of used automobiles.

Services Barriers: The Australian services market is generally open, and many
U.S. financial services, legal and travel firms are established there. The banking
sector was liberalized in 1992, allowing foreign banks to be licensed as either
branches or subsidiaries. Broadcast licensing rules were also liberalized in 1992, al-
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lowing up to 20 percent of the time used for paid advertisements to be filled with
foreign-sourced material (far ﬁreater than the percentage of non-Australian mes-
sages actually broadcast). As of January 1988, local content regulations require that
55 bpercent of a commercial television station’s weekly broadcasts between the hours
of 6:00 a.m. and midnight must be dedicated to Australian-produced programs (The
U.S. regrets that this requirement was recently increased from 50 percent.) Regula-
tions governing Australia’s pay-TV industry require that channels carrying drama
prggrams devote at least 10 percent of their programming budget to new, locall{-
produced programs. State %ovemments restrict the development of private hospita
as a means of limiting public health expenditures tmedical expenses for private hos-
pital care are paid through government health programs).

Standards: Australia became a signatory to the GATT Standards Code in 1992.
However, Australia still maintains restrictive standards requirements and design
rules for automobile parts, electronic and medical equipment, and some machine
parts andequipment. Currently, all Australian standards are being rewritten to har-
monize them where possible to international standards, with the objective of fulfill-
ing all obligations of the GATT Standards Code.

Labeling: Australian federal law requires that the country of origin be clearly in-
dicated on the front label of some types of products sold in Australia. Various other
federal and state labeling requirements are being reconsidered in light of compli-
ance with GATT obligations, utility and effect on trade.

Commodity Boards: Several national and state commodity boards control the mar-
keting and export of certain Australian agricultural products. Activities for these
marketing authorities are financed by the producers, but some boards enjoy export
monopoly powers conferred by the federal or state government. While some of the
boards’ domestic activities have been deregulated, the export of wheat and rice re-
mains under the exclusive control of commodity boards. The Government of Aus-
tralia has indicated that the Australian Wheat Board (which strictly regulates
wheat marketin§ abroad) will retain its export monopoly until at least 1999. The
export of barely from certain states likewise remains strictly regulated.

Investment: The government requires notification of (but normally raises no objec-
tions to) investment proposals by foreign interests above certain notification thresh-
olds, including: acquisitions of substantial interests in existing Australian busi-
nesses with assets of A$5 million or more (A$3 million for rural properties); new
businesses involving an investment of A$10 million or more; portfolio investments
in the media sector of 5 percent or more; all non-portfolio investments irrespective
of size; takeovers of Australian companies valued of either A$ 20 million or more,
or for more than 50 percent of the target company’s total assets; and direct invest-
ments of foreign governments irrespective of size. Investment proposals for entities
involving more than A$50 million in total assets are approved unless found contrary
to the national interest. Special regulations apply to investments in the banking sec-
tor, the media sector, urban real estate and civil aviation.

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

Government Procurement: Since 1991, foreign information technology companies
with annual sales to the GOA of A$10-40 million (US$8-32 million) have been re-
uired to enter into Fixed Term Arrangements (FTAs), and those with sales greater
than A$40 million into Partnerships for Development (PFDs). Under an FTA, a for-
eign company commits to undertake to local industrial development activities worth
15 J:ercent of its projected amount of government sales over a four-year period.
Under a PFD, a foreign firm agree to invest 5 percent of its annual local turnover
on R&D in Australia; export goods and services worth 50 percent of imports (for
hardware companies) or 20 percent of turnover (for software companies), and
achieve 70 percent local content across all exports within the seven year life of the

The Information Technulogy Services Common Use Contract Panel (ITSCUCP),
established in 1995, is used by GOA agencies in glanning and implementing Infor-
mation Technology (IT) purchases. The ITSCUCP comprises a broad range of pri-
vate companies (unlike its predecessor). Any company may join upon demonstrating
acceptable levels of Australian product development, investment in capital equip-
ment, skills development and/or services support, local sourcing, and Australian
R&D activities.

The GOA’s 1994 Employment and Industry Policy Statement re<}uires Industry
Impact Statements to be drafted for government procurements of A$10 million
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(US$8 million) or more, and establishes a two-envelope system for such tenders.
Bidders are required to submit detailed information regarding Australian industrial
development separately (in the second envelope), and bids are judged both on price/
product specifications and industrial development grounds.

Sanitary and Phytosanitary Restrictions: Australia’s geographic isolation has al-
lowed it to remain relatively free of exotic diseases. Australia imposes extremely
stringent animal and plant health restrictions. The GOA is still examining meas-
ures that would allow the lifting of phytosanitary barriers to the importation of U.S.
cooked chicken, but after more than seven years, no decision has been reached.
Other areas of concern include restrictions on the import of salmon, pork, grapes,
citrus, stone fruit and apples.

Motor Vehicles: The import of used vehicles manufactured after 1973 for personal
use is banned, except where the car was purchased and used overseas b‘y the buyer
for a minimum of three months. Commercial importers must apply for a “compliance

late” costing A$ 20,000 for each make of car imported. Left-hand drive cars must
conxertecll to right-hand drive (only by licensed garages) before they may be driv-
en in Australia.

7. Export Subsidies Policies

Australia has signed the GATT Subsidies Code and joined with the U.S. in GATT
negotiations to limit export subsidy use.

The coalition fovernment severely curtailed assistance schemes to Australian in-
dustry in its federal budget for the 1996-97 fiscal year. Under the Export Market
Development Grants Scheme, the Australian government gives grants to qualifying
firms of up to A$ 200,000, to assist in offsetting marketing costs incurred when es-
tablishing new export markets. There are also schemes available for drawbacks of
tariffs, and sales and excise taxes paid on the imported components of exported
products. Such schemes are available in the passenger motor vehicle and the tex-
tiles, clothing and footwear industries. Grants schemes and tariff concessions were
subject to expenditure reductions in the 1996-97 federal budget. The Research and
Development Tax Concession (available to firms undertaking eligible R&D) was also
reduced from 150 percent to 125 percent. “Bounties” (i.e., production subsidies) were
also cut heavily in the 1996-1997 budget. The only remaining bounties are those for
computer components producers (due to expire on July 1, 1999) The bounty on ship-
builders expired on December 31, 1997.

The “Factor (f)” Scheme is designed to compensa.. manufacturers of pharma-
ceutical products for the effects of the federal government’s intervention (through
the National Health System) in the market for consumer pharmaceuticals. Under
the scheme, approved producers receive payments (to raise returns received for se-
lected pharmaceuticals) to assist domestic drug research and development.

8. Protection of U.S. Intellectual Property

Australia provides comprehensive protection for intellectual progerty, atents,
trademarks, designs and integrated circuits. Australia is a member of the World In-
tellectual Property Organization (WIPO), and most multilateral IPR agreements, in-
cluding, the Paris Convention for the protection of industrial {)Jroperty, the Berne
Convention for the protection of literary and artistic works, the Universal CoKyright
Convention, the Geneva Phonogram Convention, the Rome Convention for the pro-
tection of Performers, Producers of Phonograms, and Broadcasting Organizations,
and the Patent Cooperation Treaty.

Patents: Patents are available for inventions in all fields of technology (except for
human beings and biological processes relating to artificial human reproduction).
They are protected by the Patents Act of 1990, which offers coverage for 20 years,
. subject to renewal. Trade secrets are protected by common law, such as by contract.
Design features can be protected from imitation by registration under the Designs
Act for up to 16 years (upon application). In 1995, a disagreement surfaced between
the United States and Australia re%rding the application of the TRIPS Agreement'’s
requirement to protect test data. USTR has placed Australia on the Special 301
Watch List because legislation introduced by the Australian government does not
provide adequate protection for test data submitted to regulatory authorities for
marketing approval of pharmaceutical and agricultural chemicals. Discussions on
this issue continue.

Trademarks and Copyrights: Australia provides TRIPs compatible protection for
both registered and unregistered well known trademarks under the Trademark Act
of 1995. The term of registration is ten years. Copyrights are protected under the
Copyright Act of 1968 for a term of the life of the author plus 50 years. Computer
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programs can receive copyright protection. The Australian government continues to
consider broadening the copyright fair use exemption to include the decompilation
of computer software. The Australian Copyright Act provides protection regarding
public performances in hotels and clubs. Australia has effective protection against
copyright piracy.

The government has introduced a bill into Parliament that would permit parallel
importation of sound recordings. If this bill passes, paralle] importation may be ex-
panded to include toys, computer software, and other goods. The Australian govern-
ment is considering recognizing moral rights for screenwriters, directors, and pro-
ducers of cinematographic works. Australia is listed as a “Watch List” country under
Special 301 in part for its failure to provide adequate protection for pharmaceutical
agd agricultural chemicals test data in addition to the copyright concerns listed
above.

New Technologfies: 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. Australian television networks, which pay for the rights to
U.S. television programs, jealously guard against infringement. The fledgling Aus-
tralian cable networks appear to be doing the same.

9. Worker Rights

a. Right of Association.—Workers in Australia enjoy and practice the rights to as-
sociate, to organize and to bargain collectively. In general, industrial disputes are
resolved either through direct employer-union negotiations or under the auspices of
the various state and federal industrial relations commissions. Australia has ratified
the major international labor organization conventions regarding worker rights.

b. Right to Orfanize and Bargain Collectively.—Approximately 30 percent of the
Australian workforce belongs to a union. The industrial relations system olperates
through independent federal and state tribunals; unions are currently fully inte-
grated into that process. Legislation designed to reduce the powers of unions to rep-
resent employees has been passed by federal parliament but remains to be tested
in the courts and through industrial dispute mechanisms.

¢. Prohibition of Forced or Compulsory Labor.—Compulsory and forced labor are

rohibited by ILO conventions which Australia has ratified, and are not practiced
in Australia.

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

e. Acceptable Conditions of Work.—There is no legislatively determined minimum
wage. An administratively determined minimum wage exists through minimum
wage clauses contained in several federal awards and some state awards (these ef-
fect workers mainly in the hospitality, hotels and tourism sectors). For the mos*
part however, mintmum wages in individual industries are specified in industry
“awards” approved by state or federal tribunals. Workers in Australian industries
generally enjoy hours, conditions, wages and health and safety standards that are
among t{e best and highest in the world.

f. Rights in Sectors with U.S. Investment.—Most of Australia’s industrial sectors
benefit from some U.S. investment. Worker rights in all sectors are essentially iden-
tical in law and practice and do not differ between domestic and foreign ownership.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]
Category Amount
PetroleUIM .....ocvvvieeiereiieitieestiverieneereeesicessesieassnesessasesssarsisasinss 1609
Total Manufacturing ................. 9360
Food & Kindred Products ........ 2031
Chemicals & Allied Products ... 2524
517

Metals, Primary & Fabricated
Machinery, except Electrical ..........c.ccocovnicevnincnnnninine 875
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

{Millions of U.S. dollars]

Category Amount
Electric & Electronic Equipment .. 282
Transportation Equipment ............ 916
Other Manufacturing .............. 2215
Wholesale Trade ........c.cocccvnriiriinnnnne. 2511
Banking ..., 3742
Finance/Insurance/Real Estate ......... 3395
Services .......ccovrvrveincrienienne 1437
Other Industries ..........ccooereenes 6715
TOTAL ALL INDUSTRIES 28,769
Source: U.S. Department of Commerce, Bureau of Economic Analysis
PEOPLE’S REPUBLIC OF CHINA
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated}!?
1995 1996 19971
Income, Production and Employment:
Nominal GDP ................ 7019 816.9 892.5
Real GDPGrowth (pct)2 10.5 9.6 9.0
GDP by Sector:3
iculture .......... ... 1445 1673 170.1
anufacturin, ... 2978 3504 442.3
Services ........ . 2596 299.2 228.5
GOVEINMENE .....cccveviviiercninrine e snssessssssnsessesions N/A N/A N/A
Per Capita GDP .......ccooviviiveiinecrineennensesens s nneeesssnones 584.8 678.8 721.7
Labor Force (millions) .......cccccocvcimvcnincinnincinnenninnn 687 697 707
Unemployment Rate (pet)4 ... 29 3.0 3.1
Money And Prices (annual percentage growth):
Money Supsly (M2) ........... crectet e sseeae s eae s sennaaes s~ 29 26 19
Consumer Price Inflation .............cceeee 10.1 7.0 3.4
Exchange Rate (Rmb/US$ annual avera
Official ..coovvveceireiienriii e e sasss s enesone 8.3 8.3 8.3
Balance of Payments and Trade:
Total Exports (FOB)S ...........ccvcmicininmicininnciiseinnns 1488 161.1 181.0
Exports to US ............. 45.6 5156 60.0
Total Imports (CIF)5 .. 1321 1388 142.0
Imports from U.S. (FAS) ...c.ccovenirvninnrinnnenne 11.8 120 13.0
Trade Balance .........cc.ccccivvnnninniciionensunen 16.7 12.2 39.0
Balance with U.S. ............. 295 368 47.0
External Public Debt ............ 1069 116.3 N/A
Fiscal Deficit/Gdp (pct) ..........coccreineee, 2.2 0.8 0.3
Current Account Surplus/GDP (pct) ...... 0.2 0.9 1.6
Debt Service
Payments/Exports (pct) ............ 7.3 6.7 N/A
Payments/GDP g;ct ......................... 1.6 1.2 N/A
Gold and Foral;sn xchange Reserves 73.6 105.0 142.0
Aid from United States .........c...c...0. 0 0 0
Aid from All Other Sources ........ccococvveevneivecninicinerennenens 04 0.3 N/A

__1Estimated ‘from third quarter and end Au% 1997 data.
* 2Growth rate based on constant renminbi (
tion figures are converted into dollars at the exchange rate.

B) prices using 1978 weights. All other income and produc-

3 Production and net exports are calculaled using different accounting methods and do not tally to total

GDP. Agriculture includes forestry and fishing; manufacturing includes mining.

4*Official” urban unemployment rate; agricultural laborers are assumed to be totally employed in China's

official labor data.
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.
3Source: U.S. Defarlmenl of Commerce (United States-China bilateral trude data) for U.S. trade, PRC
Customs (Chinese global trade data and 1997 estimates).

Sources: State Statistical Bureau Yearbook, People’s Bank of China Quarterly Statistical Bulletin, and
U.S. Department of Commerce Trade Data.

1. General Policy Framework

The Chinese economy has grown at an average rate of nine percent per year since
the 1979 economic reforins, with growth rates of 13 percent in 1992-1993, according
to official data. The 1997 growth rate may exceed 9 percent, according to official pro-
jections. (Though China’s official GDP figures tend to overstate growth, official data,
in general, reflect significant economic trends.) China appears to have achieved a
“soft landing” of single-digit inflation and stable growth in 1996 and 1997. Retail
price inflation, which exceeded 20 percent in 1994, stood at only 3.4 percent in Sep-
tember 1997 compared to the year-earlier period. Price increases for services have
been running somewhat higher, however. China continues to attract large inflows
of foreign direct investment based on tax incentives, policies generally focused on
the use of market forces to sustain growth, and the economic dynamism of the rap-
idly growing private sector. China’s direct investment inflows are expected to be
about $42 billion in 1997, about the same as in 1996.

The Five-Year Plan for 1996-2000 reaffirmed the importance of China’s economic
exlgansion and, by implication, its private sector, by calling for 8 percent annual
GDP growth through 2000 and a further doubling of GDP during 2000-2010. Eco-
nomic reform and China’s opening to the outside world are central to China’s devel-
opment formula. However, the Five-Year Plan also reconfirmed the role of state-
owned enterprises, which still directly account for 40 percent of total industrial out-
put. About one-half of China’s state-owned enterprises were reporting losses in
1997. The central government loudly endorsed further reform of the state-owned
sector at the 15th Congress of the Chinese Communist Party (held in September
1997) but remains cautious about the effects of reform on social stability and unem-
ployment. Underemployment (estimated at some 23 million persons in the state sec-
tor workforce) is not reflected in the official estimate of an urban unemployment
rate of 3.1 gercent. “Triangular debt” incurred by state-owned enterprises, their
banks, and their suppliers remains large and inhibits economic and banking reform;
many of these debts are unlikely to oe paid with cash or goods.

As China deepens its reforms, new challenges will include the establishment of
legal and political structures to sustain high levels of foreign as well as private do-
mestic investment. China must also develop capital markets and financial institu-
tions to allocate more efficiently the large amounts of savings in the economy.

A key national priority of the 1996-2000 Five-Year Plan is to deal with growing
regional income disparities. This requires strengthening the government’s fiscal ca-
pacitr and its ability to redistribute wealth equitably. Tax reform has led to a more
simplified code and has reduced the gap in tax rates between state-owned and other
enterprises. Tax reforms and the new tax system began to reverse the declining
share of revenues as a percent of GDP in mid-1996. (This does not take into account
“policy lending” through the banking system, which ideally should be included in
any analysis of the government’s fiscal position.)

China made significant and numerous adjustments to its import tariff schedule
on April 1, 1996 and again on October 1, 1997. China’s simple average import tarifl
had decreased from greater than 40 percent in 1995 to 17 percent in late 1997. How-
ever, nominal tariff rates on items which are frequently smuggled into China, with
attendant revenue losses and rule of law problems, remain very high; such goods
include but are not limited to automobiles, wine and spirits. Import tariffs on some
items of great exgort interest to the United States and others of China’s trading
partners remain high; these include the aforementioned goods, capital equipment,
and some vegetable oils and fresh fruits, for example. As of late 1997, China was
preparing to reinstitute capital equiﬁmem tariff waivers for some types of equip-
ment, in npart to help attract new inflows of foreign direct investment. China’s im-
port tarift revenues climbed following the 1996 tariff reductions but import growth
remained anemic through late 1997.

China’s undeveloped financial system remains small in comparison to China'’s eco-
nomic ambitions and inhibits the efficient allocation of capital. However, China is
moving forward with the legal framework needed to improve the banking sector. In
1995, new banking laws were adopted to facilitate the entry of foreign banks to
China, although the operation of these laws are still not fully tested. China now has
135 foreign bank branches, including 11 U.S. bank branches, concentrated in coastal
areas and large inland cities, including Beijing and Chengdu. The entry of these
banks reinforces China’s efforts to carry out financial sector liberalization. Their
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presence in the market is an important channel for technol and know-how to
drive further reform. Despite attempts to commercialize thggianking sector, the
overhang of previous debt in the form of policy loans to the state sector complicates
attempts to segregate and to manage policy loans still on the books. China's large
state banks are grappling with this problem, but liquidating state enterprise assets
would further raise unemployment in the near term.

2. Exchange Rate Policies

Foreign-invested enterprises and authorized Chinese firms generally have liberal
access to foreign exchange in China for authorized trade-related transactions. China
maintains favorable rules for foreign invested enterprises (FIEs), which can have
foreign currency deposits and keep their foreign exchange earnings. In 1997, the
central bank (Peoples Bank of China) began implementing a new policy to allow
Chinese enterprises earning more than more than 10 million dollars a year in for-
eign exchange receipts to keep up to 15 percent of such receipts. Previously, all Chi-
nese firms were required to sell their foreign exchange earnings to Chinese banks.
One effect of this continuing policy that mandates surrender of foreign exchange is
an artificially high level of foreign exchange reserves held at the People’s Bank of
China, China’s central bank.

The People’s Bank of China introduced full convertibility of the currency for cur-
rent account (trade) transactions on December 1, 1996. The move marked an impor-
tant step forward on currency convertibility, though China still restricts convertibil-
ity on its capital account. Current account liberalization clearly removes foreign ex-
change balancing from the agenda of China’s financial authorities and places it
squarely on its trade agencies and the State Planning Commission. In the past, bal-
ancing requirements placed on most foreign investors in China have been “justified”
by China'’s perceived need to accumulate greater amounts of foreign exchange re-
serves. The new policy should obviate any need to impose new or audit old foreign
exchange balancing requirements. Whether Chinese authorities will invalidate exist-
ing foreign exchange balancing requirements required in earlier approvals (and
which remain as specific provisions in individual approval documents) is still uncer-
tain.

Chinese authorities describe the current exchange rate as a “managed float.”
Since January 1996, the RMB exchange rate has appreciated slfithly against the
U.S. dollar to just under 8.3:1. The exc ange rate is lgex’mitted to fluctuate in a nar-
row band around central rates announced by the People’s Bank of China. China
uses the RMB/dollar exchange rate as the basic rate, and RMB rates against other
currencies are calculated by referring to international market rates of the previous
day. This system is not particularly suited to exchange rate fluctuations; the gap,
when present, between cross rates and international market rates provides arbi-
trage opportunities to dealers while rendering the central bank cross rates inoper-
ative because no transactions occur at the central bank rate. China still lacks a for-
eign exchange market where foreiEn exchange dealers interact directly with inter-
national markets. China lacks market interest rates.

3. Structural Policies

Chinese officials claim that prices have been freed for about 95 percent of
consumer goods and 85 percent of industrial inputs. As part of its effort to control
inflation, however, the Chinese government has intervened in pricing for daily ne-
cessities, basic urban services, and key commodities. China continues to maintain
discriminatory pri(:iré%l practices with respect to some services and inputs offered to
foreign investors in China. At the same time, foreign-invested enterprises often may
use incentives, tax holidays, and grace periods to pay less than the 33 percent cor-
porate income tax rate to which they would otherwise be subject. Chinese firms pay
a corporate income tax of 30 percent. -

In 1994, China issued a “Framework Industrial Policy for the 1990s” which an-
nounced plans to issue policies for the automotive, telecommunications and trans-
portation, machinery and electronics, and construction sectors. The automotive in-
dustrial policy, issued in July 1994, contains import controls, local content and other
performance requirements for foreign investors, and temporary price controls for se-
dans. Sectoral industrial policies for the chemicals and petrochemicals and machin-
ery industries were reportedly issued by the State Planning Commission in 1997 but
have not been published.

In 1996 and 1997, the State Tax Administration impiemented further reductions
in the value-added tax rebate on exports begun in 1995 (currently 9 percent of the
total 17-percent tax). Progress in paying off past-due value-added rebates to many
exporters may have contributed to the surge in exports in 1997.
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4. Debt Management Policies

At the end of 1996, China’s external debt stood at about $116 billion, or 77 per-
cent of exports, accordinito official Chinese data. In the context of China's stron,
exgort performance and high foreign exchange reserve levels, its current externa
debt burden is medium-term and ong—term and remains within acceptable limits.
China's 1996 debt service ratio was 6.7 percent (ratio of repayment of principal and
interest on foreign debt to foreign exchanﬁe receipts of exports plus services), down
from 7.3 percent in 1995, according to Chinese data. China’s ratio of foreign debt
to GDP declined from 15 percent in 1995 to 14 percent in 1996. The Asian l§:velop-
ment Bank, the World Bank, and Japan are China’s major creditors, providing ap-
proximately 60 percent of all China’s governmental and commercial loans.

In 1995, China began drafting a law to govern management of government debt
to replace the 1992 “Treasury Bond Regulations,” which are deeme. narrow-%auged
and not sufficiently international in scope. Though there is no clear timetable, the
enactment of the new law would formalize the legislative process of approving debt
ceilings and more clearly regulate the activities of intermediaries and investors in
the government bond market. The Fifth Party Plenum called for the Finance Min-
istry to unify the management of the government’s internal and external debt.
These objectives reflect official recognition of the need to upgrade further China’s
capital markets and improve debt management.

China’s government bond market is still in its infancy. China established a sys-
tem of primary dealers in 1994 and there are officially about 50 dealers. The Min-
istry of Finance authorizes them to underwrite bonds on a contract basis for domes-
tic customers. In July 1995, China “auctioned” bonds on a very small scale, but fi-

nancial experts do not regard these transactions as standard competitive bidding be- '

cause priority was assigned not according to interest rates but to dealers who most
?uickly turned in their funds. Domestic interest rates on government bonds are
ixed at about one percentage point above bank savings rates, which are “policy,”
not market, rates. In the last several years, China has introduced a wider variety
of maturities and instruments to manage its renminbi debt, but the trend is gen-
erally towards more short- and medium-term maturities (six months and 1-5 years).
Some experts have observed that the continued sharp rise in government borrowing
in 1995 and 1996 (about RMB 150 billion and RMB 213 billion, respectively) reflects
the decision of the Third Plenum of the 14th Communist Party Congress that fiscal
deficits should be covered by bonds and not indiscriminate “policy loans.”

5. Aid

The United States has provided occasional disaster-relief assistance to the Peo-
ple’s Republic of China to help flood-relief and other humanitarian efforts in recent
years. These have taken the forms of occasional grants of no more than dollars
25,000 or donations of goods. In addition, the United States operates a Peace Corps-
affiliated English-language training program in southwestern China’s Sichuan Prov-
ince. China is a major recipient of other nations’ assistance programs and of multi-
lateral assistance. Multilateral assistance includes but is not Jimited to programs
operated by the World Bank; the World Food Program, United Nations Development
Program, and other United Nations-affiliated agencies and programs; the Asian De-
velopment Bank; and other international financial institutions.

6. Significant Barriers to U.S. Exports

China continues to impose barriers to U.S. exports, although reforms are liberaliz-
ing China’s trade regime. Liberalization of China’s import regime has not kept pace
with_liberalization of its export regime. In addition to prohibitively high tariffs
which discouriie many imports, China maintains several hundred formal nontariff
measures (NTMs) to restrict imports, such as import licensing requirements; import
quotas, restrictions, and controls; tendering requirements; and standards and certifi-
cation requirements. China’s restrictive system of trading rights, which severely
limit domestic and foreign-invested enterprises’ ability to directly import and export,
raises the cost of imported goods in China by funneling imports through fee-collect-
ing Chinese foreign trade companies. In most transactions, U.S. suppliers are un-
able to sell directly to their ultimate customer. Lack of regulatori transparency re-
mains a problem, although China has made progress in publishing trade-related
rules. Use of unscientific sanitary and phytosanitary measures is a barrier to ex-
ports of some U.S. agricultural goods, including meat, citrus and Pacific Northwest
wheat. Nevertheless, industry has not noted significant improvement.

On October 10, 1992, the United States and China signed a Memorandum of Un-
desstanding (MOU) on Market Access that commits China to dismantle most of
these barriers and gradually open its markets to U.S. exports. The actions China
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has committed to take are consistent with World Trade Organization (WTO) Agree-
ments, including the General Agreement on Tariffs and Trade (GATT).

In implementing the 1992 Market Access MOU, China has published numerous
previously “confidential” trade laws and regulations, both at the central and sub-
national levels. Publication of trade-related laws and regulations does not always
precede implementation.

Information on China’s import quotas, crucial for foreign and domestic traders,
has yet to be published on an itemized basis.

As a direct result of the Market Access MOU, China has removed over 1,000

guotas and licenses on a wide range of key U.S. exports such as telecommunications
igital switching equipment, computers, many agricultural products, and medical

equipment. As of late 1997, China currently retains NTMs on 385 tariff-line items,
according to Chinese trade officials. The final NTM eliminations required under the
MOU are scheduled to occur no later than January 1, 1998,

Despite the removal of these quotas and licenses, there have been indications that
China is erecting new barriers to restrict imports. Examples include new procedures
regarding purchases of large-size medical equipment, registration requirements for
imported (but not domestically manufactured) chemicals, and new industrial policies
in such areas as automobiles and electronics. In addition, continuing restrictions on
trading rights can act as a barrier for imports after quotas have been removed, as
in the case of crude cil imports. In the context of China’s World Trade Organization
accession negotiations, China has committed to significantly expand trading rights
within three years of its accession. U.S. and other foreign businesses have continu-
ing concerns about their abilities in China to amend business licenses to broaden
their scopes of permitted businesses and their abilities to enﬁage in distribution and
after-sales service activities, activities necessary to make China'’s promised trading
rights liberalization commercially meaningful.

Hig.h and unpredictable tariffs make importing into the Chinese market difficult.
Tariffs on imports can run as high as 100 percent on goods such as automobiles.
China announced plans in early 1996 to begin phasing out import tariff waivers on
capital equipment previously available to foreign investors in China. Elimination of
those waivers could mean multimillion-dollar investment project cost increases for
foreign investors, and not sur};risingly, contracted foreign investment in China in
the first three quarters of 1997 had decreased 35 rpercent from the year-earlier pe-
riod. China is preparing to reinstitute some form of import tariff reduction or waiver
for foreign investors in 1998, with high-technology equipment (yet to be defined by
China) a likely beneficiary of those tariff changes. Under commitments in the 1992
Market Access MOU, China lowered tariffs on several thousand items of interest to
U.S. exporters. As part of China’s effort to accede to the World Trade Organization
Agreement, the United States is negotiating with China on the further reduction of
tariffs of concern to U.S. companies. China had reduced its simple average import
tariff rate from more than 40 percent in 1995 to 17 percent in October 1997.

China announced in early 1996 that effective April 1, 1996, tariff-rate quotas
would apply to imports of wheat, corn, rice, soybeans, and vegetable oils. As of late
1997, China had not announced tariff-rate quota administration rules nor quota vol-
umes. Out-of-quota tariff rates range as high as 121.6 percent. This unfortunate
lack of clarity and information complicates trade in these goods.

Under the Market Access MOU, China agreed to base standards for the import
of agricultural products and livestock genetics on sound science. Since 1992, the
United States has signed a number of protocols with China that have opened the
door to U.S. exports of such products as apples (from Washington, Oregon, and
Idaho), cherries (from Washington), grapes, live cattle, bovine embryos, bull semen,
ostriches, poultry and birds, swine, rabbits, and horses. On some key agricultural
products, however, China continues to use unscientific sanitary and phytosanitary
measures to block U.S. exports, especially of meat, citrus fruit and Pacific North-
west wheat.

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

In the Market Access MOU, China agreed to eliminate the use of import substi-
tution policies and measures, and promised that it would not subject any imported
products to such measures in the future, nor deny approval for imports because an
equivalent product is produced in China. Nonetheless, the Chinese Government has
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continued to place local content requirements on foreign investment in China, such
as in the automotive industrial policy announced in 1994.

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

China has only recently begun to reform and open its services sector, and in most
areas severely restricts or prohibits access to the market. China has initiated lim-
ited experiments in such areas as insurance, retailing, legal services, and tourist re-
sorts. In insurance, Guangzhou was added to Shanghai in 1995 as a second city
with limited (one company) foreign participation. In retailing, joint venture depart-
ment stores approved at the centrarlevel (with full trading rights) remain limited
to 22 stores in 11 cities and special economic zones. China offered to increase that
number to a total of 26 stores in WTO accession negotiations in late 1997, but the
offer fails to encompass an estimated more than 200 joint-venture department stores
approved at the provincial or municipal level. Access in two key areas of interest
to U.S. companies, telecommunications and financial services, remains severely re-
stricted. Concerns about decreasing foreign investment in China is expected to
prompt revision of foreign investment guidelines in early 1998, which may result in
greater allowed foreign participation in some of China's services sectors.

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

Significant barriers to investment in China warrant further reform. Multiple,
time-consuming approval procedures adversely affect establishment of investments.
Depending on the locality, investments above dollars 30 million require national as
well as local approval. Export requirements, local content requirements, and foreign
exchange balancing requirements detract from China’s investment climate. The for-
eign exchange balancing requirements have become less of a doing-business issue
as China’s foreign exchange reserves have rapidly grown in the 1995-97 period, but
such restrictions on existing investors have not been eliminated. China also encour-
aﬁes the development of favored domestic industries through tax incentives and tar-
iff exemptions. China permits repatriation of profits when a joint venture has
earned sufficient foreign exchange to cover the remitted amount. China published
investment guidelines in June 1995 cataloguing those sectors in which foreign in-
vestment is encouraged, allowed, restrictef,u or prohibited. China does not provide
national treatment to foreign investors on establishment or operation of invest-
ments. 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,
though long-term land use deals may be approved. In at least one case, a U.S. com-
aré);1 has thus far been unable to have an international arbitration award enforced
in China.

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

Customs procedures are not applied uniformly throughout China. The same prod-
uct may be dutied at different rates in different Chinese ports of entry. Some prod-
ucts are subject to different inspection or registration ‘Jrocedures than domestic

roducts. For instance, China’s chemical registration regulations are applied only to
oreign-made chemicals.

7. Export Subsidies Policies

China abolished direct subsidies for exports on January 1, 1991. Nonetheless,
many of China’s manufactured exports receive indirect subsidies through guaran-
teed provision of energy, raw materials or labor supplies. Other indirect subsidies
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are also available such as bank loans that need not be repaid or enjoy lengthy or
preferential terms. Tax rebates are available for exporters as are duty exemptions
on imported inputs for export production. China reduced the level of its value-added
tax rebates to exporters in 1995 and 1996 and fell billions of dollars behind in mak-
ing payments on the rebates. China appears to have made progress in 1997 in re-
ducing its value-added tax rebate arrears.

In its on-going negotiations to accede to the World Trade Organization (WTO),
China announced in 1997 that it would not re-introduce export subsidies for agricul-
tural goods following its accession. The Chinese National People’s Congress at its
March 1997 meeting released little public information about the central govern-
ment’s budget revenue and expenditures, making it difficult to verify that export
subsidies are not still in place.

8. Protection of U.S. Intellectual Property

Since the signing of the U.S-bilateral agreement on the protection of intellectual
property rights (IPR) in February 1995 and the agreement in June 1996 on proce-
dures for ensuring its effective implementation, China has made significant progress
in implementing IPR regulations, education, and enforcement. China was taken off
the “Special 301 Watch List” in 1996. However, its practices continue to be mon-
itored under Section “306".

Since 1995, China claims to have closed a total of 58 unauthorized compact disc
(CD) production lines, primarily in the southern provinces of Guangdong and
Fujian, and to have largely eliminated unauthorized CD production in China. China
claims that unauthorized CDs still sold in China are imported from elsewhere, pri-
marily Hong Kong and Macau. China has instituted verification procedures, includ-
ing foils and other markings to identify authorized products and CD production
equipment now requires an official import license to be brought into the PRC. China
has offered cash rewards of up to some $35,000 for information leading to closure
of unauthorized CD production lines and has revised its laws to provide criminal
penalties for IPR violations.

The U.S. remains concerned that penalties imposed by PRC courts are insufficient
to act as a deterrent. Industry sources point out that unauthorized CDs are still
being sold in China. The U.S. has reiterated requests for more detailed information,
as per the terms of the 1996 Agreement, regarding closed CD factories and specific
penalties imposed on IPR violators.

End-user piracy of computer software remains a serious problem in China, espe-
cially the sensitive issue of piracy within PRC government ministries. The lack of
agents in China authorized to accept trademark applications from foreign companies
makes it difficult for foreigners to get trademarks registered. The lack of clarity on
procedures to protect well-known trademarks makes it overly difficult to oppose or
seek cancellation of marks registered by someone else. The Ministry of Public
Health has granted Chinese companies the right to manufacture a pharmaceutical
product while an American company was awaiting action on its application for ad-
ministrative protection on that product. Regulations on the use of copyright agents
by foreign companies have not yet been finalized, effectively preventing the use of
copyright agents in obtaining copyrights for transactions by foreign companies. The
manufacture of counterfeit goods remains a serious, possibly growing problem.

U.S. industry estimates of in*cilectual property losses in China due to counterfeit-
ing, piracy, and exports to third countries have exceeded dollars 2 billion.

9. Worker Rights

a. The Right of Association.—China’s 1982 Constitution provides for “freedom of
association,” but this right is subject to the interest of the state and the leadership
of the Chinese Communist Party. China’s sole officially reci)fnized workers’ organi-
zation, the All-China Federation of Trade Unions (ACFTU), is controlled by the
Communist Party. Independent trade unions are illegal. The 1993 revised Trade
Union Law required that the establishment of unions at any level be submitted to
a higher level trade level organization. The ACFTU, the highest level trade organi-
zation, has not approved the establishment of independent unions. Workers in com-
panies with foreiﬁn investors are guaranteed the right to form unions, which then
must affiliate with the ACFTU.

b. The Right to Organize and Bargain Collectively.—China’s National Labor Law,
which entered into force on January 1, 1995, permits workers in all types of enter-
prises in China to bargain collectively. The law supersedes a 1988 law that allowed
collective bargaining only by workers in private enterprises. The National Labor
Law provides for workers and employers at all types of enterprises to sign individ-
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ual as well as collective contracts. Collective contracts should be worked out be-
tween ACFTU or worker representatives and management and specify such matters
as working conditions, wage distribution, and hours of work. Individual contracts
should then be drawn up in line with the terms of the collective contract. Collective
contracts must be submitted to local govemment authorities for approval within 16
days. Through the early autumn of 1997, Chinese union and labor officials reported
an increasing number of experiments in collective bargaining particularly at foreign-
invested enterprises where capital interests are clearly delineated.

c. Prohibition of Forced or Compulsory Labor.—In addition t. prisons and reform
through labor facilities, which contain inmates sentenced through judicial proce-
dures, China also maintains a network of “reeducation through labor” camps, to
which inmates are sentenced through nonjudicial procedures. Inmates of reeduca-
tion through labor facilities are generally required to work. Reports from inter-
national human rights organizations and foreign press indicate tﬁat at least some
persons in pretrial detention are also required to work. Chinese justice officials have
stated that in reeducation through labor facilities there is a much heavier emphasis
on education than on labor. Most reports conclude that work conditions in the penal
system's light manufacturing factories are similar to those in ordinary factories, but
conditions on farms and in mines can be harsh.

d. Minimum Age for Employment of Children.—China’s National Labor Law for-
bids employers to hire workers under 16 years of age and specifies administrative
review, fines and revocation of business licenses of those businesses that hire mi-
nors. The Chinese Constitution establishes the basic right of children to receive nine
years of compulsory education and to receive their subsistence from parents and
guardians. Laborers between the ages 16 and 18 are referred to as “juvenile work-
ers” and are prohibited from engaging in certain forms of physical work includin
labor in mines. In poorer isolated areas, child labor in agriculture is widespread.
China’s vast reserve of surplus adult labor minimizes incentives to employ children,
and China’s urban child labor problem is relatively minor. No specific (,yhinese in-
dustry is identifiable as a significant violator of child labor regulations. /

e. Acceptable Conditions of Work.—The National Labor Law codified many of the
Feneral principles of China’s labor reform, setting out provisions on employment,
abor contracts, working hours, wages, skill development and training, social insur-
ance, dispute resolution, legal responsibility, supervision and inspection. The law
does not set a national minimum wage, but allows local governments to determine
their own standards on minimum wages. On May 1, 1995, China reduced the na-
tional standard work week from 44 hours to 40 hours excluding overtime. The Na-
tional Labor Law mandates a 24-hour rest period per week and does not allow over-
time work in excess of three hours a day or 36 hours a month. The law also sets
forth a required scale of overtime compensation. While unemployment insurance
schemes cover a majority of urban workers (primarily state sector workers), it is im-
possible to determine how many laid-off workers in fact receive any compensation.

Every work unit must designate a health and safety officer, and the International
Labor Organization has established a training program for these officers. Moreover,
while the right to strike is not grovided for in the 1982 Constitution, the Trade
Union Law explicitly recognizes the right of unions to “suggest that staff and work-
ers withdraw from sites of danger” and to participate in accident investigations. Ac-
cording to Ministry of Labor statistics, released in November 1997, during the first
eight months of 1997 there were 10,251 work-related accidents which claimed
10,434 lives. This represents a drop of approximately 10 percent when compared
with the same 1996 time frame. The Ministry of Labor cites failure to enforce and
implement government safety regulations as the primary cause for the high rate of
accidents.

f. Rights in Sectors with U.S. Investment.—Worker rights practices do not appear
to vary substantially among sectors, but safety standards are higher in U.S.-in-
vested companies in general.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

PetroleUm ..ot s 904
Total Manufacturing ..........ccoecevveiieimnimrcensinienisenessesescnesnaonse 1604
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Extent of U.S. Investment in Selected Industries—U.S. Direct
In. :stment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S. dollars)

Category Amount
Food & Kindred Products .........ccooecevimniicnncnnniecninniee 133
Chemicals & Allied Products ......... 249
Metals, Primary & Fabricated 26
Machinery, except Electrical .................... 1
Electric & Electronic Equipment 736
Transportation Equipment ...................... b
Other Manufacturing ..........cccoeeciivnrnreninnecnnneniinenenonns 189
Wholesale Trade ..........ccooevenimniniiiiier e 108
BanKINg ...cooveecrirniecrrrn ettt e s ne 74
Finance/Insurance/Real Estate .............c.c.ovirieciincinncinninnnn, 1
Services ........ccevcininninn !
Other Industries 187
TOTAL ALL INDUSTRIES ........ocoocvinmicrivrrccrneieieninenis 2,883
! Suppressed to avold disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
HONG KONG
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated}
1935 1996 19971
Income, Production und Employment:
Nominal GDP? ......... e ettt b b reeatensbe b eas 140.1 165.0 174.1
Real GDP Growth (pct) ...ocoovvvvricicniiceiinneneene 4.5 49 5.5
GDP by Sector:
ﬁfriculture ............................................................... 0.2 N/A N/A
AnUFACLUNING ...oovvvereireirrenie e re e 11.0 N/A N/A
Services .....c..ocvceeneninneieen, 110.0 N/A N/A
Government .............c.cuee. SRS PTPRTRN 12.3 13.7 16.4
Per Capita GDP (US$) ..o 21,617 23,086 26,432
Labor Force (000S) ........ccoccoviremrervinrercennenionosecscsnenes 3,001 3,094 3,159
Unemployment Rate (pct) ......ccocoveevcviinncivciincnineneae 3.2 2.8 2.5
Money and Prices (annual percentage growth):
Money Supply (M2)3 ......coviciiricncnicnnees 14.6 10.9 14.4
Consumer Price Inflation (pct) ......c..cocrvvvvevireirrerinenns 8.7 6.0 7.0
Exchange Rate(HK$/US$):
Official ...cooviieicsiien e 7.73 7.13 7.75
Balance of Payments and Trade:
Total Exports (FOB)* ........cccooevnnienicninrieceneerrersnenas 1738 180.8 189.1
Exports to U.S.5 ... 10.3 9.9 8.6
Total Imports (CIF) .........cococnivecnrenvinncnninennscnireeneene 1928 1989 210.9
Imports from U.S.5 ..o 14.2 14.0 15.4
Trade Balance ..........c.cccconcinnrieninins -19.0 17.8 218
Balance with U.S.5 .........c.ccooee. 39 4.1 5.8
External Public Debt ............. 0 0 0
Fiscal Deficit/GDP (pct)® .........ccccvivvivecrncricnnes 2.3 0.3 -1.0
Current Account Deficit/GDP (pct) -2.6 -1.0 -1.6
Debt Service Payments/GDP (pct) 0 0 0
Gold and Foreign Exchange Reserves (end of pe-
riod)? 65.4 62.1 89.4
Aid from U.S. ..o sniens 0 0 0
Aid from All Other Sources ............ccvrrerincrnrninnens 0 0 0

1 Estimates based on available monthly data in September 1996
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2Expenditure-based GDP estimates

SMoneg supply of Hong Kong dollars and foreign currencies

10f which domestic exports (as opposed to re-exports) constituted 17.2 percent (1995), 15.2 percent (1996)
and 14.5 percent (1997 estimate based on data through August).

5Source: U.S. Department of Commerce and US. Census Bureau: exports FAS, imports customs basis;
1997 figures are estimates based on data available through August 1997. Hong Kong merchandise trade in-
cludes substantial re-exports (mainly from China) to the United States, which are not included in these fig-
ures.

€As of Q2 1997

7As of Q2 1997; the Land Fund was included in the foreign exchange reserves effective July 1, 1997

Sources: Census and Statistics Department

1. General Policy Framework

The Hong Kong Government pursues economic policies of noninterference in com-
mercial decisions, low and predictable taxation, government spending increases
within the bounds of real economic growth, competition subject to transparent laws
(albeit without antitrust legislation) and consistent application of the rule of law.
With few exceptions, the government allows market forces to set wages and prices,
and does not restrict foreign capital or investment. It does not impose e):port er-
formance or local content requirements, and allows free repatriation of profits. Hong
Kong is a duty-free port, with few barriers to trade in goods and services.

The Government regularl‘y runs budget surpluses, and has amassed large fiscal
reserves. The corporate profits tax is 16.5 percent, and personal income is taxed at
a maximum rate of 15 percent. Property is taxed. Interest, royalties, dividends, car-
ital gains and sales are not. Government spending has grown from approximately
14 percent of GDP in the mid 1980s to about 19 percent by the early 1990s.

Because monetar{l poh'cﬁ is tied to maintaining the nominal exchange rate linked
to the U.S. dollar, Hong Kong’s monetary aggregates have effectively been demand
determined. The Hong Kong Monetary Authority, responding to market pressures,
occasionally adjusts liquidity through interest rate changes and intervention in the
foreign exchange and money markets

On July 1, 1997, Hong Kong became a Special Administrative Region of the PRC.
China assumed responsibilities for Hong Kong’s foreign affairs and defense, but
Hong Kong remains a separate customs territory with a high degree of economic au-
tonomy. It continues to manage its financial and economic affairs, to use its own
currency, and to participate independently in international economic organizations
and agreements.

2. Exchange Rate Policies

The Hong Kong dollar is linked to the U.S. dollar at an exchange rate of HK$7.8
= US$1.00. The link was established in 1983 to encourage stability and investor con-
fidence in the run-up to Hong Kong’s reversion to Chinese sovereignty in 1997. PRC
c;ngéc_lials have said they support Hong Kong’s policy of maintaining the link after

There are no multiple exchange rates and no foreign exchange controls of any
sort. Under the linked exchange rate, the overall exchange value of the Hong Kong
dollar is influenced predominantly by the movement of the U.S. dollar against other
major currencies. The price competitiveness of U.S. exports is affected in part by the
value of the U.S. dollar in relation to third country currencies.

3. Structural Policies

There has been no major change in Hong Kong’s free market approach to econom-
ics. The government does not have pricing policies, except for in a few still-regulated
sectors such as telecommunications. Its personal and corporate tax rates remain
low, and it does not impose import or export taxes. Over the past three years, Hong
Kong has completed its deregugation of interest rates covering almost 99 percent of
deposits, removing interest rate caps for deposits of seven daﬁs or less. Consumption
taxes on tobacco, alcoholic beverages, and some fuels probably restrict demand for
some U.S. exports. Hong Kong generally adheres to international product standards.

Hong Kong’s lack of antitrust laws has allowed monopolies or cartels—some of
which are government-regulated—to dominate certain sectors of the economy. These
monopolies/cartels do not necessarily discriminate against U.S. goods or services,
but they can use their market position to block effective competition.

4. Debt Management Policies

The Hong Kong government has minuscule public debt. Repeated budget sur-
pluses have meant the government has not had to borrow. To promote the develop-
ment of Honi Kong’s debt market; the government in March 1990 launched an ex-
change fund bills program with the issuance of 91-day bills. Maturities have gradu-
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ally been extended. Five-year notes were issued in October 1993, extending matu-
rities beyond Hong Kong’s reversion to Chinese sovereignty, followed by 7-year notes
in late 1895 and 10-year notes in 1996. Under the Sino-British agreed minute on
financing the new airport and related railway, total borrowing for these projects
cannot exceed US$2.95 billion, and such borrowing “will not need to be guaranteed
or repaid by the government.” Liability for repayment will rest with the two statu-
tory bodies: the Mass Transit Railway Corporation and the future Airport Authority.

5. Significant Barriers to U.S. Exports

Hong Kong is a member of the World Trade Organization, but is not a party to
the WTO's plurilateral agreement on civil aircraft. As noted above, Hong Kong is
a duty-free port with no quotas or dumping laws, and few barriers to the import
of U.S. goods.

Import licenses: Hong Kong requires import licenses for textiles, rice, meats,
Elants, and livestock. The stated rationale for most license requirements is to ensure

ealth standards are met. The requirements do not have a major impact on U.S.
exports.

Services barriers: There are some barriers to entry in the services sector:

Hong Kong has liberalized its telecommunications policy, but still maintains a
government-regulated monopoly on international voice services.

Foreign ownership of local broadcasting stations or cable operators cannot exceed
49 percent. Moreover, the government stipulates that broadcasters use the Hong
Kong Telecom International satellite uplink rather than their own uplink.

A new bilateral civil aviation agreement gives U.S. air carriers important new
rights. However, the agreement does not permit code sharing or allow U.S. carriers
new fifth freedom passenger rights to carry passengers beyond Hong Kong. These
factors will limit expansion of U.S. passenger carriers in the Hong Kong market.

Foreign law firms are barred from hiring local lawyers to advise clients on Hong
Kong law, even though HonF Kong firms can hire foreign lawyers to advise clients
on foreign law. Foreign law firms can become “local law firms” and hire Hong Kong
attorneys, but they must do so on a 1:1 ratio with foreign lawyers.

Foreign banks established after 1978 are permitted to maintain only one branch
(automated teller machines meet the definition of a branch). Since 1994, these
banks have been allowed to open a regional and a back office at separate sites. For-
eign banks can acquire local banks that have unlimited branching rights.

6. Export Subsidies Policies

The Hong Kong government neither protects nor directly subsidizes manufactur-
ers. It does not offer exporters preferential financing, special tax or duty exemptions
on imported inputs, resource discounts, or discounted exchange rates.

The Trade Development Council, a quasi-governmental statutory organization, en-
gages in export promotion activities and promotes Hong Kong as a hub for trade
services. The Hong Kong Export Credit and Insurance Corporation provides insur-
ance protection to exporters.

7. Protection of U.S. Intellectual Property

With respect to the legislative arena and international conventions, Hong Kong’s
framework is world class. Hong Kong has acceded to the Paris Convention on indus-
trial property, the Berne copyright convention, and the Geneva and Paris Universal
Copyright Conventions. For those conventions that only allow sovereign state par-
ticipation, China is applying all of them to Hong Kong post-1997 (a continuation of
the United Kingdom's practice). Hong Kong passed a solid new copyright law in
June 1997. Enforcement of copyright and trademarks, however, remains a problem.

Copyrights: Sale of pirated products at retail shopping arcades is widespread and
blatant. The United States has urged the government at senior levels to crack down
on this retail trade, and on the distributors/wholesalers behind them. Hong Kong
has responded by beefing up enforcement manlgower in the customs a'gency and by
conducting more aggressive retail-level raids. Recent raids, using confiscatory pow-
ers in the new copyright bill, have had some impact on the operations of the largest
and most notorious retail arcade, but pirated goods remain easily available at more
than a dozen other arcades. The judiciary has slowly begun to increase sentences
and fines on infringers. Still, there is no effective deterrent to piracy. In 1997, the
number of compact disc preduction plants in Hong Kong rose dramatically. While
many of the plants appear to be legitimate producers, a number are producing pirat-
ed discs, including for export to China. The United States has u;ﬁed the government
to take measures to detect and prevent production of pirated goods. The government
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has decided to develop a new anti-piracy legislative package which, if approved,
should enable it to monitor and control production.

Trademarks: Sale of counterfeit items, particularly handbags and apparel, is wide-
spread in Hong Kong’s outdoor markets. Customs officials have conducted numerous
raids, but these actions have had little impact on the overall availability of counter-
feit goods.

New Technologies: Computer chip manufacturers say Hong Kong remains a major
center for illicit chip “re-marking,” despite a number of successful raids by Hong
Kong Customs on re-marking centers.

There are no reliable figures on the total losses to U.S. firms from piracy in and
through Hong Kong. The Business Software Alliance estimated in early 1297 that
62 percent of the business software sold in Hong Kong was pirated; it estimates the
level of piracy is higher for non-business software. The U.S. music industry esti-
mates that twenty percent of the recorded music sold in Hong Kong is pirated.

8. Workers Rights

a. The Right of Association.—Local law provides for right of association and the
right of workers to establish and join organizations of their own choosing. Trade
unions must be registered with the government. The government does not discour-
age or impede union formation or siscriminate against union members. Workers
who allege anti-union discrimination have the right to have their cases heard by a
government labor relations body. Work stoppage and strikes are permitted; however,
in practice, most workers must sign employment contracts that state that walking
off the job is a breach of contract and can lead to summary dismissal. A bill passed
just before Hong Kong’s July 1 reversion removed the longstanding requirement
that unions obtain government approval prior to affiliating with foreign organiza-
tions. However, the Provisional Legislature subsequently amended the new law to
require notification to the Labor Department and approval from a majority of union
members prior to establishing links to foreign labor organizations.

b. The Right to Organize and Bargain Collectively. —The International Convention
on the Right to Organize and Bargain Collectively has been apﬁlied to Hong Kong
without modification since 1975. However, collective bargaining has not been widely
practiced. A law passed by the pre-reversion legislature made collective bargaining
and related practices mandatory for unions representing 15 percent or more of a
company'’s total workforce in companies with over 50 employees. The Provisional
Legislature subsequently repealed the law.

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

d. Minimum Age for Employment of Children.—The “Employment of Children”
regulations prohibit employment of children under age 15 in any industrial estab-
lishment. Children ages 13 and 14 may be employed in certain non-industrial estab-
lishments, subject to conditions aimed at ensuring a minimum of 9 years of edu-
cation and protecting their safety, health, and welfare. The government continues
inspections to safeguard against the employment of children. Few violations have
been found in recent years.

e. Acceptable Conditions of Work.—There is no minimum wage except for foreign
domestic workers. Aside from a small number of trades and industries in which a
uniform wage structure exists, wage levels are customarily fixed by individual
agreement between employer and employee and are determined by supply and de-
mand. Hours and conditions of work for women and young persons aged 15 to 17
in industry are regulated. There are no legal restrictions on hours of work for men.
Overtime is restricted in the case of women and prohibited for all persons under
age 18 in industrial establishments. In extending basic protection to its work force,
the government has enacted industrial safety and compensation legislation. The
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.S. direct investment in manufactur-
ing is concentrated in the electronics and electrical products industries. Aside from
hazards common to such operations, working conditions do not differ materiall
from those in other sectors of the economy. Relative labor market tightness and hig
job turnover have spurred continuing improvements in working conditions as em-
ployers compete for available workers.
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars}

Category Amount
Petroleum ......c.cciirviviinirinnciiriniinnes oreennnnenreninsisesese s 699
Total Manufacturing ............cceervvvevenineevernrnen 260

Food & Kindred Products ..........ccocvcunnneeee. 15 |
Chemicals & Allied Products ........c...cooueenne, 68
Metals, Primary & Fabricated .................... 1

Machinery, except Electrical ..........cccoeeeee 490
Electric & Electronic Equipment 1085
Transportation Equipment .................. !
Other Manufacturing 167
Wholesale Trade .................. 5022
Banking ..o 1606
Finance/Insurance/Real Estate ..... 4656
Services ......coveveieneiineniininccinninens 815
Other Industries ..........c.co.....c.. 823
TOTAL ALL IINDUSTRIES .......c.coocviniirimerececenesvreseeeeseans 16,022
! Suppressed to avoid disclosing data of individual companies.
Source: U.8. Department of Commerce, Bureau of Economic Anslysis
INDONESIA
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)
1995 1996 19571
Income, Production and Employment:
Nominal GDP ..o e et snneas 198.1 221.1 211.2
Real GDP Growth (pet) ......cccovveervvinrienirinneeseennecrieriannennns 8.1 7.6 5.0
GDP by Sector: 2
Sfriculture ...................................................................... 335 368 N/A
anufacturing .........ccocovveereeivecrnnnenenisneerone 50. 60.3 N/A
ServiCes .....ccovveiirinrvieniiienie e 71.0 80.6 N/A
Government ............ccoeevevevcerneecienioienens 10.4 10.5 N/A
Per Capita GDP (US$) ............ 1014 1116 1049
Labor Force tmillions) ............. 82 85 88
Unemployment Rate (pct) 4.4 46 N/A
Money and Prices (annual percentage growth):
Money Supgly (M2)8 s 276 308 13.1
Consumer Price Inflation (pct)4 . 9.0 8.0 10.0
Exchange Rate (rupiah/USg):
(AVE. 1O YT.) it 2249 2335 2900
Balance of Payments and Trade:
Total Exports (FOB)3 . ......cccoiniiriiienicornnesnisnneniee 455 504 25.6
Ex]ports toUS3 ......... 7.4 8.2 3.3
Total Imports (CIF)3 398 449 21.4
Imports from US3 34 3.7 28
Trade Balance? ...........c..occoirieiiincieeevnee e, 5.7 55 4.2
Balance with US3 4.0 4.6 0.6
External Public Debt 108.5 116.6 117.3
Debt Service Payments/GDP (pct) 7.9 74 N/A
Current Account Deficit/GDP(pct) 3.6 39 3.0
Fiscal Deficit/GDP (pet) 4 ..o -1.0 0.1 0.8
Gold and Foreign Exchange Reserves (end of period) 147 171 19.2
Aid from U.S. (millions of US$) ........oecovcennienncsinnnininne 960 1710 72.5
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Key Economic Indicators—Continued
{Billions of U.S. Dollars unless otherwise indicated}

1995 1996 19971

Aid from All Other SoUrCes .........ccccvveireererivriernrvenenns 5.3 5.2 N/A

1Estimates based on preliminary data in November 1997,

2GDP at market prices. GDP ﬂ&nm for 1997 are preliminars estimates.

3Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis:
1997 figures are estimates for January—June 1997 from Indonesian Central Bureau of Statistics.

1 Estimate for fiscal year 1997/98 (4/1/97-3/31/98)

31997 figure is for January—September 1937

Sources: Government of Indonesia, U.S. Department of Commerce, IMF
1. General Policy Framework

Indonesia has made remarkable economic progress over the last 30 years. In 1967,
it was one of the world’s poorest countries, wit Yer capita GDP of $70 per person.
Indonesia’s estimated per capita GDP passed $1000 in 1995, life expectancy has
risen to 63 years from 41 years in 1965, and infant mortality and illiteracy rates
have fallen dramatically. Real GDP growth averaged over 7 percent per year from
1991-1996 with inflation confined to the 5-10 percent range. Slower growth and
higher inflation are expected in 1997 as a result of the economic downturn sparked
by sharp depreciations in mid-1997 of the currencies of Indonesia and other South-
east Asian countries and drought.

The govemment maintains a balanced budget in the sense that on-bud%et expend-
itures do not exceed domestic revenue plus oreiin assistance receipts. The central
bank controls the money sngly through the purchase and sale of its own open mar-
ket instruments, known as “Sertifikat Bank Indonesia” (SBI's) and “Surat Berharga
Pasar Uang” (SBPU's).

The Indonesian government has made steady progress in trade and investment
deregulation, usually by periodically implementing “deregulation packages” of liber-
alization measures. Through these pac a’ges. the government has lowered invest-
ment barriers and instituted a program of comprehensive tariff reduction by staged
cuts. Its goal is to reduce all tariffs in the 1-20 percent range to 5 percent or less
by 2000, and to reduce all tariffs in the 20 percent and higher range to 10 percent
or less by 2003. Although the deregulation packages have made comparatively less
progress in reducing non-tariff barriers, the government’s November 1997 package,
prepared in collaboration with the International Monetarf’ Fund (IMF), ended some
monopolies on food items and pledged gradual opening of Indonesia’s closed distribu-
tion system.

Indonesia’s economic development offers %omise for U.S. business. U.S. exports
to Indonesia have quadrupled since 1987. U.S. merchandise exports to Indonesia
grew by nearly 16 percent in 1996 to $8.2 billion. The best prospects for U.S. export-
ers include equipment used in the construction of infrastructure, machinery, agricul-
tural products for consumption and as manufacturing inputs, aviation equipment,
and household consumer goods. However, the rupiah depreciation and economic
downturn that characterized the second half of 1997 had an adverse impact on ex-
ports from the United States and other countries.

2. Exchange Rate Policies -

From late 1986 until August 1997, the rupiah was on a managed float, depreciat-
ing slowly against a basket of trading Eartners‘ currencies. Over the past several
years, Bank Indonesia (the central bank) had steadily widened the band between
its buying and selling rate on the rupiah in an effort to encourage the development
of an interbank foreign exchange market and discourage speculative short-term cap-
ital flows. However, with pressure on the rupiah and the currencies of neighborin,
countries, Bank Indonesia decided on August 14 to eliminate its intervention band.
Since then, the rupiah has essentially floated, although Bank Indonesia continues
to intervene on occasion in an effort to stabilize the exchange rate; that support is
an important element of the IMF package mentioned above. As of late November
1997, the exchange rate was 3,500 rupiah per U.S. dollar, amounting to an almost
50 percent nominal devaluation since the beginning of the year.

3. Structural Policies

In general, the government allows the market to determine price levels. The gov-
ernment enforces a system of floor and ceiling prices for certain “strategic” food
products such as rice. The number of such products was reduced by the government
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as part of its November 1997 economic reforms. In some cases, business associa-
tions, with government support, establish prices for their products. Direct govern-
ment subsidies are confined to a few goods such as fertilizer and electricity.

Individuals and businesses are subject to income taxes. In 1995, the government
reduced the highest marginal income tax rate on firms as well as individuals to 30
percent for annual earnings in excess of Rupiah 50 million (US$ 14,300 at the No-
vember 1997 exchange rate). A value-added tax and import duties are other impor-
tant sources 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
number of agricultural and resource based products remain subject to export taxes.
They include sawn lumber, rattan, mineral ores, and palm oil.

4. Debt Management Policies

Indonesia’s foreign debt totals about $117 billion, with about $52 billion owed by
the state sector and $65 billion by the private sector. In 1997 Indonesia will devote
the equivalent of approximately 34 percent of total export earnings to principal and
interest payments on its foreign debt. The government is fully committed to meeting
official debt service obligations and has no plans to seek debt rescheduling.

A Cabinet-level team was set up by the government in September 1991 to oversee
foreign borrowing. The team is charged with reviewing applications for roreeisn com-
mercial credits to finance projects in which the government or a state owned enter-
prise is involved. Financing for purely private projects is not affected.

5. Significant Barriers to U.S. Exports

Import licenses: The government has been reducing the number of items subject
to import licenses and other non-tariff import barriers such as special licensing re-
quirements. Such barriers are concentrated on agricultural commodities and se-
lected strategic industries.

Services barriers: Despite some loosening of restrictions, services trade entry bar-
riers continue to exist in many sectors, particularly in the financial sector. Foreign
banks, securities firms, and lite and property insurance companies are permitted to
form joint ventures with local companies, but in most cases the capitalization re-
quirements are higher than for domestic firms, and there are legal requirements,
albeit not yet enforced in practice, that require foreign-owned %’mancial services
firms to divest to a minority-level of ownership. Removal of those sorts of barriers
was under intensive discussion in late 1997 within the framework of the World
Trade Organization Financial Services negotiations in Geneva.

Foreign accounting firms must operate through technical assistance arrangements
with local firms, but Indonesian citizenship is no longer a requirement for licensing
as an accountant. Foreign agents and auditors may act only as consultants and may
not sign audit-reports. Foreign law firms are not allowed to establish practices in
Indonesia. Attorneys are admitted to the bar only if they have graduated from an
Indonesian legal faculty or an institution recognized as the equivalent. Foreign com-
pam‘lfs incorporated in Indonesia may issue stocks and bonds through the capital
market.

Distribution in the domestic market has been quite restricted. The November
1997 deregulation package included a provision allowing foreign firms that produce
in Indonesia to directly distribute their products domestically. Beginning in 2003,
such firms may sell their products at the retail level. Indonesia imposes a quota on
the number of foreign films which ma}' be imported in a given year. Films may be
imported and distributed only by fully Indonestan-owned companies.

Standards, testing, labeling and certification: Despite a policy which states that
the Department of flealth must decide within one year of receipt of an application
whether to grant registration for new foreign pharmaceutical products, registration
can take longer in practice. Forei%:) Fharmaceutical firms have seen copied products
available on the local market before their products were registered. Through
changes in its patent law, the government is addressing such problems.

Investment barriers: The government is committed to increasing foreign invest-
ment and to reducing burdensome bureaucratic procedures and substantive require-
ments for foreign investors. The most substantial measure was taken in June 1994,
when the government dropped initial foreign equity requirements and sharply re-
duced divestiture requirements. Indonesian law now provides for both 100 percent
direct foreign investment projects and joint ventures with a minimum Indonesia eq-
uity of 5 percent. In addition, the government opened several previously restricted
sectors to foreign investment, including harbors, electricity generation, tele-
communications, shipping, airlines, railways, roads, and water supply. Some sectors
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remain restricted or closed to foreign investment and are carried on the so-called
neﬁatlve_ list. They include retail trade, some types of wood processing, television
and radio broadcasting, local shipping and transportation, and logging.

Most foreign investment proposals must be approved by the Capital Investment
Coordinating Board (BKPM). Investments in the oil and gas, mining, banking, secu-
rities and insurance industries are covered by specific laws and regulations and
handled by the relevant technical ministries.

In a significant move, the government of Indonesia in September 1997 removed
all foreign ownership limitations on firms publicly traded on Indonesian stock mar-
kets (the Jakarta and Surabaya stock exchanges), with the exception of banks,
where a 49 percent foreign-ownership limit remains.

In March 1996, Indonesia announced a “pioneer” auto industry policy intended to
promote the establishment of an indigenous Indonesian auto industry. The program
grants import tarifl and tax preferences to only one company which meets certain
requirements, including that it be fully Indonesian owned and that it meet specified
domestic content levels within three years. In addition, the company could import
up to 45,000 completely built-up units duty free while it establisﬁed production ca-
pacity. The United States, the European Union, and Japan are engaged in dispute
settlement procedures with Indonesia on this matter under the World Trade Organi-
zation; Indonesia has pledged to abide by the ruling.

Government procurement practices: In 1994, the government enacted a procure-
ment law to regulate government procurement practices and strengthen the pro-
curement oversight process. Most large government contracts are financed by bilat-
eral or multilateral donors who specily procurement procedures. For large projects
funded by the government, international competitive bidding practices are to be fol-
lowed. The government seeks concessional financing which includes a 3.5-percent in-
terest rate and a 25-year repayment period with 7 years’ grace. Some projects do
proceed on less concessional terms. Foreign firms bidding on certain government-
sponsored construction or procurement projects may be asked to purchase and ex-
port the equivalent in selected Indonesia products. Government departments and in-
stitutes and state and regional government corporations are expected to utilize do-
mestic goods and services to the maximum extent feasible, but this is not mandatory
for foreign-aid-financed-goods and services procurement. State-owned enterprises
which have offered shares to the public through the stock exchange are exempted
from government procurement regulations.

Customs procedures: On April 1, 1997, the Indonesian Customs Service resumed
authority over inspections after a 12-year hiatus during which Indonesia operatad
a post-shipment inspection system by contract with Swiss firm Societe Generale de
Surveillance (SGS). Despite some initial uncertainty over the new post-audit system
and backlogs at the ports in the months following the switch, the transition to the
new system appears to be complete. The government is now working to implement
an electronic data interchange (EDD) system to link Customs with importers and
banks to smooth the flow of trade.

6. Export Subsidies Policies

-Indonesia joined the GATT Subsides 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 pur-
chases of materials for use in manufacturing export products. Exemption 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 (WIPO)
and in 1997 became full party to the Paris Convention for the Protection of Intellcc-
tual Property, the Bern Convention for the Protection of Literary and Artistic
Works, the Patent Cooperation Treaty, the Trademark Law Treaty, and the WIPO
Copyright Treaty.

Indonesia is making progress in improving intellectual property protection. New
ratent, trademark, and cop{right laws were enacted in May 1997 in order to bring

ndonesia’s laws into compliance with the WTO Agreement on Trade-Related As-
pects of Intellectual Property. The laws addressed many of the remaining inad-
equate penalties but lax enforcement and a judicial system unfamiliar with intellec-
tual property law still pose problems for U.S. companies. The government has
turned its attention to improving enforcement of its IPR regime and public aware-
ness of the issues. In April 1997, the U.S. Trade Representative cited Indonesia on
its Special 301 Priority Watch List for IPR protection. The government often re-
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sponds to U.S. companies which put forward specific complaints about pirated goods
and trademark abuse, but the court system can be capricious, and pupishment of
pirates of intellectual property has been rare.

--Patents: Indonesia’s 1997 patent law addressed several areas of concern to U.S.
companies, including compulsory licensing provisions, a relatively short term of pro-
tection, and a provision which allowed importation of 50 pharmaceutical products
by non-patent holders.

-—Trademarks: The April 1993 trademark law provided for determination of trade-
mark rights by registration rather than first use. The law provides protection for
well-known marks but because the judicial process is time-consuming and unreli-
able, companies continue to find it difficult to protect well-known marks in Indo-
nesia. After registration, marks must actually be used in commerce and cancellation
actions must be lodged within five years of the trademark registration date.

—Copyrights: The government has demonstrated that it wants to stop copyright
piracy and that it is willing to work with copyright holders to this end. In late 1997,
the government reinvigorated its efforts to combat pirated audio and video compact
disks and software by demonstrating a commitment to more strenuous enforcement.

—New technologies: Biotechnology and integrated circuits are not protected under
Indonesia intellectual property laws. The government is in the process of preparing
laws on trade secrets, industral design, and integrated circuits.

—Impact: U.S. industry has placed considerable emphasis on improvement of In-
donesia’s intellectual property regime, but it is difficult to estimate prospective
losses incurred by current inadequacies in protection.

8. Worker Rights

a. The Right of Association.—Private sector workers, includinﬁ those in export

rocessing zones, are by law free to form worker organizations without prior author-
1zation. However, government policies and current numerical requirements for union
recognition constitute a significant barrier to freedom of association and the right
to engage in collective bargaining. The federation of all-Indonesia trade unions
(FSPSD), the only trade union federation recognized by the government, and single
company “plant-level unions” can legally bargain on behalf of employees or rep-
resent workers in the department of manpower's labor courts. The government may
dissolve a union if it believes the union is acting against the national ideology,
Pancasila, although it has never actually done so, and there are no laws or regula-
tions specifying procedures for union dissolution.

Two labor groups other than FSPSI are active but not recognized by the govern-
ment: the Serikat Buruh Sejahtera Indonesia (SBSI, Indonesia Prosperity Trade
Union), and the Alliance of Independent Journalists (AJD). The government consid-
ers the SBSI and AJI to be illegas) and has harassed them by arrests, interrogations,
and disbanding meetings, but has not formally banned them. As of November 1997,
the leader of the SBSI, Muchtar Pakpahan, was being tried on subversion charges.

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, State enterprise employees, defined to include those working in en-
terprises in which the state has a 5-percent holding or greater, usually are required
to Join KORPRI, but a small number of state enterprises have FSPSI units. Teach-
ers must belong to the teachers’ association (PGerP). All organized workers except
civil servants have the legal right to strike. While state enterprise employees and
teachers rarely exercise this rigﬁt, private sector strikes are frequent.

b. The Right to Organize and Bargain Collectively.—Recognized trade unions and
lant level unions can legally engage in collective bargaining and can collect dues
rom members through a checkofl system. In companies without unions, the govern-

ment discourages workers from utilizing outside assistance, preferring that workers
seek its assistance. By regulation, negotiations must be concluded within 30 days
or be submitted to the Department ofg Manpower for mediation and conciliation or
arbitration. Agreements are for two years and can be extended for one year. Accord-
ing to NGOs involved in labor issues, the Fmvisions of these agreements rarely go
beyond the legal minimum standards established by the government, and the agree-
ments are often merely presented to worker representatives for signing rather than
being negotiated.

Although government regulations prohibit employers from discriminatin§ or
harassing employees because of union membership, there are credible reports from
union officials of employer retribution against union organizers, including firing,
which is not effectively prevented or remedied in practice. Charges of antiunion dis-
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crimination are adjudicated by administrative tribunals. However, because many
union members believe the tribunals generally side with employers, many workers
reject or avoid the procedure and present their grievances directly to the national
human rights commission, parliament and other agencies. Administrative decisions
in favor of dismissed workers tend to be monetary awards; workers are rarely rein-
stated. The provisions of the law make it difficult to fire workers, but the law is
often ignored in practice.

The armed forces, which include the police, continue to involve themselves in
labor issues, despite the Minister of Manpower’s revocation in 1994 of a 1986 regu-
lation allowing the military to intervene in strikes and other labor actions. A 1990
decree gives the agency for coordination of national stability (BAKORSTANAS) au-
thorfirgy to intervene in strikes in the interest of political andy social stability remains
in effect.

c. Prohibition of Forced or Compulsory Labor.—The law forbids forced labor, and
the government generally enforces it. However, according to credible sources, there
are several thousand children working on fishing platforms off the East coast of
North Sumatra in conditions of bonded labor. Most are recruited from farming com-
munities, and once they arrive at the work site, are not permitted to leave for at
least three months and until a replacement worker can be found. Children receive
average monthly wages of $17 to $32. They live in isolation on the sea, working 12
to 20 hours per day in often dan'%erous conditions, sleeping in the workspace with
no access to sanitary facilities. There are reports of physical, verbal and sexual
abuse of the children.

d. Minimum Age for Employment of Children.—Child labor exists in both indus-
trial and rural areas, and in both the formal and informal sectors. According to a
1995 report of the Indonesian Central Bureau of Statistics, four percent of Indo-
nesian children between the ages of 10 and 14 work full-time, and another four per-
cent work in addition to going to school. Many observers believe that number to be
significantly understated, because documents verifying age are easily falsified, and
because children under 10 were not included. Indonesia was one of the first coun-
tries to be selected for participation in the ILO’s international program on the elimi-
nation of child labor (IPEC). Although the ILO has sponsored training of labor in-
spectors on child labor matters under the IPEC program, enforcement remains lax.

e. Acceptable Conditions of Work.—Indonesia does not have a national minimum
wage. Rather, area wage councils working under the supervision of the national
wage council establish minimum wages for regions and basic needs figures for each
province—a monetary amount considered sufficient to enable a single worker to
meet the basic needs of nutrition, clothing, and shelter. While Indonesia has suc-
ceeded in dramatically lowering the level of poverty throughout the country, the
minimum wage rates until recently have usually lagged behind inflation and even
the basic nee sgggures, The government raised minimum wage rates the last three

ears, and in 1 required employers to gay workers for 30 days during a month.
n Jakarta the minimum wage is about $57 (rp 172,600) per month. There are no
reliable statistics on the number of emgloyers paying at least the minimum wage.
Independent observers’ estimates range between 30 and 60 percent.

Labor-law and ministerial regulations provide workers with a variety of other
benefits, such as social security, and workers in more modern facilities often receive
health benefits, free meals, and transportation. The law establishes 7-hour work-
days and 40-hour work weeks, with one 30-minute rest period for each 4 hours of
work. The law also requires 1 day of rest weekly. The daily overtime rate is 12
times the normal hourly rate for the first hour, and twice the hourly rate for addi-
tional overtime. Observance of laws regulating benefits and labor standards varies
from sector to sector and by region. Employer violations of legal requirements are
fairly common and often result in strikes and employee protests. The Ministry of
Manpower continues publicly to urge employers to com(ply with the law. However,
in general, government enforcement and supervision of labor standards are weak.

Both law and regulations provide for minimum standards of industrial health and
safety. In the largely western-operated oil sector, safety and health programs func-
tion reasonably well. However, in the country's 100,000 larger registered companies
in the nonoil sector, the quality of occupational health and safety programs varies
greatly. The enforcement of health and safety standards is severely hampered by
the limited number of qualified department of manPower inspectors as well as by
the low level of employee appreciation for sound health and safety practices. Allega-
tions of corruption on the part of inspectors are common. Workers are obligated to
report hazardous working conditions. Employers are forbidden by law from retaliat-
ing against those who do, but the law is not effectively enforced.
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f. Rights in Sectors with U.S. Investment.—Working conditions in firms with U.S.
ownership are widely recognized as better than the norm for Indonesia. Application
of legislation and practice governing worker rights is largely dependent upon wheth-
er a particular business or investment is characterized as private or public. U.S. in-
vestment in Indonesia is concentrated in the petroleum and related industries, pri-
mary and fabricated metals (mining), and pharmaceutical sectors.

Foreign participation in the Fetroleum sector is largely in the form of production
sharing contracts between the foreign companies and the state oil and gas company,
Pertamina, which retains controls over all activity. All employees of foreign compa-
nies under this arrangement are considered state employees and thus all Fegislatlon
and practice regarding state employees generally app‘l,ies to them. Employees of for-
eign companies operating in the petroleum sector are organized in KORPRI. Em-

loyees of these state enterprises enjoy most of the protection of Indonesia labor
aws but, with some exceptions, they do not have the nght to strike, join labor orga-
nizations, or negotiate collective agreements. Some companies operating under other
contractual arrangements, such as contract or work and, in the case of the miring
sector, cooperative coal contracts, do have unions and collective bargaining agree-
ments.

Regulations pertaining to child labor and child welfare are applicable to employers
in all sectors. Employment of children and concerns regarding child welfare are not
considered major problem areas in the petroleum and fabricated metals sectors. L eg-
islation regarding minimum wages, hours of work, overtime, fringe benefits, hezlt
and safety applies to all sectors. The best industrial and safety record in Indonesia
is found in the oil and gas sector.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount
Petroleum ....................... e ineeeeen e b e et e renbanbreassearannes 4742
Total Manufacturing ............... . 353
Food & Kindred Products ...... . 32
Chemicals & Allied Products ..... 199
Metals, Primary & Fabricated .. 10

Machinery, except Electrical ...............ccoceeeeeeo, . 2
Electric & Electronic Equipment .
Transportation Equipment ...........
Other Manufacturing ......... .
Wholesale Trade ............cccocoivvcneiiiiiceieere e, 93

[N

Finance/Insurance/Real Estate .............ccooovveeieinerirnnnnn 431
SEIVICES ..orviireiiiieiie ittt er et sttt aeaeane 1

Other Industries ................... e ——————— 1687
TOTAL ALL INDUSTRIES ..ot %71

'Suppressed to avoid disclosing data of individual companies.
Source: US. Department of Commerce, Bureau of Economic Analysis

JAPAN

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]

1995 1996 1997

Income, Production and Employment:

Nominal GDP ................. 5,143.0 4,623.1 14,2145
Real GDP Growth (pct) 14 3.5 212
GDP by Sector:

AGriculture ...t 99.3 N/A
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Key Economic Indicators—Continued
{Billions of U.S. Dollars unless otherwise indicated)

. 1995 1996 1997
Manufacturing ..o, 1,270.4 N/A
SerVICES ...c..ovviviectiiiiiiricier e enne 874.3 N/A
GOVEITNMENL .....o..concivviriinriienicnies s 415.0 N/A
Per Capita Income (USD) ... 31546 . N/A
Labor Force (millions) .....ccocecenviviiniviniiiiiininine 66.5 67.1 367.9
Unemployment Rate (pet) ..o.ccoviircnniicniceiininiiinnns 3.2 34 434
Money and Prices (annual percentage growth):
Money Supply (M2 + CD) ..o 3.2 3.3 33.0
Consumer Price Inflation ..........cccocevecnrecinnncninnnciens 0.1 0.1 316
Exchange Rate: (yen/USD) .... e e 93.90 10881 120.40
Balance of Payments and Trade:
Total Exports (FOB) .....ccoivvervirccrinrinincnnieieenn, N/A N/A N/A
Exports to United States (FOB) ..........ccccnerneennennen. N/A N/A N/A
Total Imports (CIF) .......ccoccevnvirvnnriiiiieniieerinns N/A N/A N/A
Imports from United States (CIF) ... N/A N/A N/A
Trade Balance ..............cccccvceviieenecencnienesnninneninsinies N/A N/A N/A
Trade Balance with United States .........c..c..coovne. N/A N/A N/A
Current Account Surplus/GDP (pct) ....................... N/A N/A N/A
External Public Debt ..........ccoccevinnimincniceiiinnnne. N/A N/A N/A
Debt Service Payments/GDP (pct) N/A N/A N/A
Fiscal Deficit/GDP (pet) ........c.c....... 37- NA N/A
Gold and Foreign Exchange Reserves ..........c.cccevenin. 1828 2179 5223.9
Aid from United States ..........cccovvvcmiicnicinnineninns 0 0 0
Aid from All Other Sources ......c....coeeveininiiiinrincnienns 0 0 0

1 January-June, seasonally adjusted, annualized.
2January-June, year-over-year, non-seasonadbly adjusted
3 January-September, nor tly adjusted average.
4January-September, seasonally adjusted average.

8 As of end-August 1997.

Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis; 1996
figures are estimates based on data available through November 1996.

1. General Policy Framework

The growth of Japan's economy, the world’s second largest at roughly $4.7 trillion,
has stalled in 1997 due to a number of factors {e.g., consumption tax increase, in-
come tax breaks ended), after posting relatively strong real C&)P growth of 3.6 per-
cent in 1996. Most private sector forecasts now see growth in 1997 at below 1.0 per-
cent.

The current economic slowdown, which began in mid-1991, is the longest in Ja-
pan’s postwar history. (Until 1992-3, Japan had never experienced two consccutive
years of less than 3 percent real growth in the postwar period.) The surge in asset

rices to unsustainable levels and high rates of capital investment and hiring in the

ate 1980’s gave way by 1991 to sharply slower growth, corporate restructuring, and
balance sheet adjustment by businesses. Consumer sentiment has also been notice-
ably weak.

In recent years, the Japanese Government has used public spending to offset
weak or negative private demand growth. Seven fiscal stimulus packages between
August 1992 and January 1997 have boosted public investment spending substan-
tially, while temporary tax cuts have supported private demand.

Japan’s 1996 external accounts posted global trade and current account surpluses
of $83 billion (BOP basis) and $66 billion, respectively. Through the first 9 months
of 1997, import volume remained nearly flat due to sluggish domestic demand
growth, while exports rose by a robust 11.5 percent. The current account surplus
;}s’)l(;oll; }1 the first 8 months of 1997 grew to an annualized level of approximately

illion.

In order to ease credit conditions to support the economy, the Bank of Japan low-
ered the official discount rate nine times between mia-1991 and September 1995
from 6.0 percent per ‘year to 0.5 percent. Nominal interest rates have set new record
lows during 1997; still, bank lending has remained sluggish.
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2. Exchange Rate Policy

The g'en has depreciated against the dollar in 1997. The average exchange rate
through the first 9 months of 1997 was 120 yen per dollar, versus 109 yen per dollar
in 1996. The United States-Japan Financial Services Agreement of February 1995
resulted in significant relaxation of foreign exchange controls, and Japanese au-
thorities are considerinf adopting additional decontrols in the near future in line
with Big Bang Financial Reform.

3. Structural Policies

Pricing Policy: Japan is a market economy, with prices generally set in accordance
with supply and demand. However, with very high gross retail margins (needed to
cover high fixed and personnel costs) and a complex distribution system, Japan’s re-
tail prices exhibit greater downward stickiness than in other large market econo-
mies. Moreover, some sectors such as construction are susceptible to cartel-like pric-
ing arrangements, and in many key sectors heavily regulated by the government
(i.e., transport, warehousing) the government can still exert some limited temporary
authority over pricing.

Tax policy: Japanese corporate taxes are generally high by OECD standards.
While there is some discussion of a cut in the corporate income tax rate in FY 98
from 37.5 percent to 34.5 percent. Income tax levels vary by income bracket; the
scale is highly progressive. Temporary income tax cuts totaling 2 trillion yen per
year expired at the end of 1996, while the consumption tax was increased from 3.
to 5 percent in April 1997. A one time two year tax cut has been proposed by Prire
Minister Hashimoto for 1998.

Regulatory and Deregulation Policy: Japan's economy remains highly regulated,
and the Japanese Government and business community recognize that deregulation
is a high priority issue. Still, opposition to change remains strong among vested-in-
terest groups, and the economy remains burdened by numerous national and local
government regulations, which have the effect of impeding market access by foreign
irms. Official regulations also reinforce traditional Japanese business practices that
restrict com})etition, help block new entrants (domestic or foreign) and raise costs,
Examples of regulations that act as impediments include: the Large Scale Retail
Store Law, designed to protect local merchants from large retail competition; severe
restrictions on foreign lawyers; and the Japanese Government'’s tight regulation of
all nongovernmental employment services, including job placement, executive
search, recruitment, personnel counseling and training, and temporary worker serv-
ices.

In April 1995 the Japanese Government issued a 3-year deregulation action plan.
The plan was revised in March 1996, and the final revision was instituted in March
1997. The government has not yet announced its plans to follow up this 3-year pro-
gram. In June, 1996 the President and Prime Minister agreed on an Enhanced Ini-
tiative on Deregulation and Competition Policy under the United States-Japan
Framework Agreement. This Initiative focuses bilateral efforts on achieving concrete
deregulation in key sectoral and structural areas in Japan, such as telecommuni-
cations, housing, financial services, medical devices and pharmaceuticals, distribu-
tion and competition policy.

4. Debt Management Policies

Japan is the world’s largest net creditor. The Bank of Japan's foreign exchange
reserves exceed $200 billion. It is an active participant together with the United
States in international discussions of developing-country indebtedness issues in a
variety of fora.

5. Significant Barriers to U.S. Exports

Japan is the United State’s third-largest export market. The U.S. is the largest
market for Japanese exports. However, in many scctors U.S. exporters continue to
enjoy incomplete access to the Jaranese market. While Japan has reduced its formal
tariﬁ: rates on most imports to relatively low levels, it has maintained non-tariff bar-
riers—such as non-transparency, discriminatory standards, and exclusionary busi-
ness practices—and tolerates a business environment that protects established com-
panies and restricts the free flow of competitive foreign goods into the Japanese
market. In October 1997 the Administration cited autos, flat glass, paper products,
and variety-by-variety testing of fruit (including apples) as sectors where Japanese
trade practices give rise to particular concern, and noted bilateral civil aviation rela-
tions and Japanese port practices as areas warranting continued attention.
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_ Agricultural and Wood Products: Some progress has been achieved through con-
tinued U.S. pressure on Japan to liberalize its markets for imported agricultural
and wood products. However, tariffs on some processed food products remain rel-
atively high, and other barriers to a liberalized market remain. For example, Japan
continues to restrict, for phyto-sanitary reasons, the entry of numerous fruits and
vegetables, such as pears and potatoes. In some cases, such as cherries, nectarines
and apples, phyto-sanitary protocols may include only specific limited product vari-
eties, excluding other, almost identical varieties. Tariffs for wood products will be
reduced under Japan’s Uruguay Round commitments, but remaining high tariffs
will continue to pose significant barriers to market access. Among structural bar-
riers, non-transparent bidding procedures for procurement of building materials, in-
cluding value-added wood products, disadvantage foreign wood suppliers.

Telecom and Broadcast: Access to the telecommunications and broadcasting serv-
ices market remains constrained by both refgulato and monopolistic practices. In
recent years, Japan has adopted a series of significant measures to foster a more

ro-competitive regime in the telecommunications sector. However, barriers remain.

here are foreign investment limits on cable TV and direct-to-home (DTH) satellite
broadcasting companies. A rigid and unnecessarily burdensome regulatory system
exists for DTH. Gaining access to utility poles and other facilities needed to build
competing infrastructure and in Nippon Telegraph and Telephone (NTT) is ex-
tremely difficult. Equipment testing and certification procedures are expensive and
time-consuming. Even in areas like interconnection and international simple resale,
where the Japanese government has proposed liberalizing measures, there is strong
concern that the'i:Twi I not be sufficient to foster real competition. The planned re-
structuring of NTT is unlikely to go far enough in deterring possible anti-competi-
tive cross-subsidization. NT'T's continued use of proprietary standards makes it dif-
ficult for foreign companies to sell to Japan’s major purchaser of telecommunications
equipment.

Standards, Testing, Labeling, and Certification: Standards, testing, labeling and
certification problems hamper market access in Japan. In some cases, advances in
technology, products or processing make Japanese standards outdated and restric-
tive. Domestic industry often supports stamfards that are unique and restrict com-
petition, although in some areas external pressure has brought about the simplifica-
tion or harmonization of standards to comply with international practices. Fresh ag-
ricultural products continue to be subject to extensive restrictions including
phytosanitary restraints, required overseas production-site inspections, fumigation
requirements and tariff rate or import quotas.

Foreign direct investment (FDI): FDI into Japan has remained extremely small -
in scale relative to the size of the economy. In 1996, FDI totaled $6 billion, or 0.08

ercent of GDP, as compared to $84 billion, or 1.4 percent, in the United States.

he low level of FDI reflects the high costs of doing business, the legacy of former
investment restrictions, and a continuing environment of structural impediments to
Freater foreign investment. The challenges facing foreisn investors seeking to estab-
ish or enhance a gresence in Japan include laws and regulations that directly or
indirectly restrict the establishment of business facilities, close ties between govern-
ment and industry, informal exclusive b&xyer-supplier networks and alliances, tax-
ation and accounting practices, and a difficult regulatory and opinion environment
for foreign or domestic acquisitions of existing Japanese firms.

Recently, the Japanese Government has implemented some potentially useful
measures from the perspective of increasing foreign direct investment, including
easing restrictions on foreign capital entry. Still, most Japanese Government invest-
ment(rromotion measures to date have been dictated by domestic priorities, and do
not address the most important concerns of potential foreign investors. In addition,
the acquisition of Japanese companies is difficult, due in gart to cross holding of
shares between allied companies and a resulting small publicly traded percentage
of shares. This practice hinders the efforts of foreign firms wishing to acquire dis-
tribution or service networks through mergers or acquisitions.

Government Procurement Practices: Japan is a WTO member and became a party
to the WTO Government Procurement Agreement (GPA) which took effect in Janu-
ary 1996. While government g’rocurement in Japan at the central, regional and local
levels generally conforms to the letter of the WTO agreement, there are reports that
at some procuring entities, established domestic competitors continue to enjoy infor-
mally preferential access to tender information. In some sectors, unfair low pricing
remains a problem, preventing companies from winning based on fairly priced bids.
Moreover, some entities continue to draw up tender speciﬁcations in a way that fa-
vors a preferred vendor, using design-based specifications rather than more neutral
performance-based specifications.
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Customs Procedures: Japanese customs has made progress in automating its own
clearing procedures, and efforts are underway to integrate the procedures of other
Japanese Government agencies over the next several years; however, U.S. exporters
still face relatively slow and burdensome processing.

6. Export Subsidies Policies

Of the $9.439 billion that Japan allotted for official development assistance in
1996, ?proximate]y 29.3 percent was earmarked for loan aid.Japan has eliminated
tied aid credits and now extends about 98 percent of its loan aid under officially
untied terms. However, there is also a suspicion that tied feasibility studies (funded
by grgpdtdaid) for untied loan aid projects may unfairly target specifications to Japa-
nese bidders.

7. Protection of U.S. Intellectual Property Rights

Japan is a party to the Berne and Universal Copyright Conventions, the Paris
Convention on Industrial Property, the Patent Cooperation Treaty, and the WTO
Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS). Ja-
pan’s intellectual property rights (IPR) regime affords national treatment to U.S. en-
tities. Although Japan has reduced averaﬁe ratent dependency in recent years, aver-
age patent pendenecg in Japan is one of the longest among developed countries. This
long period, coupled with a practice of opening all patent applications to public in-
sgectlon 18 months after filing, exposes applications to lengthy public scrutiny with
the potential of limited legal protection.

Many Japanese companies use the patent filing system as a tool of corporate
strategy, making many applications to cover slight variations in technology. Japa-
nese courts have moved to accepting the doctrine of equivalence which may reduce
this practice. The rights of U.S. subscribers in Japan can be circumscribed by filings
of applications for similar inventions or processes.

A United States-Japan IPR agreement. signed in August 1994, has provided some
relief from problems posed by the lengthy pendency period and the practice of mul-
tiple opposition filing. In December 1994, the Japanese Diet passed legislation intro-
duced %y the Japanese Patent Office to revise the system eftective January 1, 1996.
The revised system allows opposition filings only after a patent is granted. Multiple
opposition filings are consolidated and addressed in a single proceeding, minimizing
time and costs. In addition, revised guidelines for patent examiners were intro-
duced. These new guidelines directed them to grant patents based on prophetic as
well as working examples (similar to U.S. and most other countries’ practice) and
ir]nportantly, applied these guidelines to the substantial backlog of outstanding ap-
plications.

Trademark applications are also processed slowly, averaging 2 years and 3
months but sometime stretching to three or four years. Amenc.nents to the Trade-
mark Law became effective in April 1, 1997 which aim to provide better protection
to well-known trademarks, reduce trademark processing time, and eliminate unused
trademarks from the registry. End-user software primacy remains a major concern
of U.S. software producers. A campaign has been undertaken by these companies
to help ensure compliance in licensing arrangements. The process has met with lim-
ited success in the Japanese courts.

In the area of copyright protection for sound recordings, the Japanese Govern-
ment amended its copyright law in December, 1996, to extend retroactive protection
of sound recordings to 50 years. This complied with its WTO TRIPs obligations.

8. Worker Rights

a. The Right of Association.—The Constitution and Labor Laws of Jagan provide
for the right of workers to freely associate in unions. Approximately 23 percent of
the labor force belongs to a union. The Japanese Trade Union Confederation, Rengo,
which represents 7.8 million workers, is the Iarﬁest labor organization. Both public
and private sector workers may join a union, although members of the armed forces,
police and firefighters may neither form unions nor strike. The right to strike, al-
though implicit in the Constitution, is seldom exercised. The law prohibits retribu-
tion against strikers and is effectively enforced.

b. The Right to Organize and Bargain Collectively.—The Constitution provides
unions with the right to organize, bargain and act collectively. These rights are ex-
ercised freely, and collective bargaining is practiced widely, particularly during the
annual “Spring Wage Offensive” of nationwide negotiations.

c. Prohibition of Forced or Compulsory Labor.—Article 18 of the Constitution
states that “No person shall be held in bondage or any kind. Involuntary servitude,
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except as punishment for crin.e, is prohibited.” This provision applies equally to
ladl;,llt:s and children, and there are presently no known cases of Forced or bonded
abor.

d. Minimum Age for Employment and Status of Child Labor Practices.—By law,
children under the age of 15 may not be employed and those under age 18 may not
be employed in dangerous or harmful jobs. Child labor is virtually non-existent in
Japan, as both societal values and the rigorous enforcement of the Labor Standards
Law protect children from exploitation in the workplace.

e. Acceptable Conditions of Work.—Minimum wages are set on both an industrial
and regional (prefectural) level. Minimum wage rates in fiscal year 1997 ranged
from $45 (5,368yen) per day in Tokyo to $38 {4,625 yen) in Okinawa. The Labor
Standards Law provides for a 40-hour work-week in most industries, and mandates
premium pay for hours worked beyond 40 in a week or 8 in a day. However, labor
unions criticize the Government for failing to enforce working hour regulations in
smaller firms. The Government effectively administers various laws and regulations
affecting workplace safety and health.

f. Worker Rights in Sectors with U.S. Investment.—Labor regulations, working
conditions and worker rights in sectors where U.S. capital is invested do not vary
from those in other sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

Petroleum ...t sae s 4816

Total Manufacturing ................. 16,534
Food & Kindred Products ......... 620
Chemicals & Allied Products ....... 2486
Metals, Primary & Fabricated .... 327
Machinery, except Electrical ............cccovnnene 4918
Electric & Electronic Equipment .................. 2173
Transportation Equipment ........ccc...corecimnnncnnnn, 2710
Other Manufacturing ...........cccccecvvecniiinineninnnns 3301
Wholesale Trade .............. 7344
Banking ......cccecviiniiinnniinninnn 379
Finance/Insurance/Real Estate ...........cc.ocovenninnns 9150
Services ......ccoveiiiiiieenniinieeeeeirenn 816
Other Industries ........cccoeeneenn, 555
TOTAL ALL INDUSTRIES ....coccviieieeretrrtene e 39,593
Source: U.S. Department of Commerce, Bureau of Economic Analysis
REPUBLIC OF KOREA
Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated]
1995 1996 19971
Income, Production and Employment:
Nominal GDP2 ........c.ccoiivviiiemineniernneneesresneseenareeneen 457.1 4833 476.0
Real GDP Growth (percent)3 ..........ccooveeevevceerercrenns 8.9 7.1 6.2
GDP by Sector:
AGriculture .........ccocciirieniniennnen e 9.9 0.0 30.2
ng?mfacturing crererrrerser e . . 123.0
Services .......ocvviiiniiniiiiinnn, . . 275.0
Government ............coceinriiininnans . . 38.0
Per Capita GDP (US$) .......... 10,5630
Size of Labor force (000’s) 21,520(2)

Unemployment rate (pct)
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Key Economic Indicators—Continued
[Bitlions of U.S. Dollars unless otherwise indicated)

1995 1996 19971
Money and Prices (annual percentage growth):
Money Supgly (M2) i e 155 16.2 18.0
Consumer Price Inflation (pct) .....oceevicvivivercvenrrnennn. 4.5 4.9 4.5
Exchange Rate (won/usd)
official ..o 710 807 896
Balance of Payments and Trade:
Total Exports FOB 4 129.7 140.0
Exports to US4 ....... 21.7 21.0
Total Imports CIF.4 ... 150.3 147.0
33.3 33.2

Imports from U.S4 .. .
Trade Balance+ ............... R -20.6 -1.0

Balance with U.S.4 -11.6 -12.2
External Public Debt . 2.6 3.0
Fiscal Deficit/GDP (Pct) ....coovrvivvviiiiecieeceieccieeene, . -0.2 -0.5
Current Account

Deficit/GDP (Pet) ..c..oovveerveiierinriineninicssereeece e 4.9 2.8
Debt Service

Payments/GDP (pct)6 ...........ccooecvvnun. . . 2.0 2.3
Gold and Foreign Exchange Reserves . . 33.2 32.0
Aid from U.S. ......ccccoeu. N/A N/A
Aid from all other sources N/A N/A

11997 annualized figures calculated based on available monthly data as of October 1997.
2GDP at market prices

3 Percentage changes calculated in local currency.

4Merchandise trade, Korean government statistics

8Surplus

8Gross debt; includes non-guarantced private debt

Sources: Bank of Korea, Korea Customs Service, U.S. Embassy

1. General Policy Framework

The Korean economy has enjoyed a remarkable, sustained expansion over the last
30 years, averaging roughly nine percent real GDP growth per year. The GDP
growth rate in 1997, however, is projected to decline to about 6.2 percent. Much of
this downturn has been ascribed to a cyclic worsening in Korea’s terms of trade, es-
pecially lower prices for some key exports (i.e., semiconductors, chemicals and steel)
and the weakening of the Japanese yen. A string of bankruptcies of large business
conglomerates in 1997 and the strains this has placed on the banking system have
contributed to the slower economic growth rate. In the first 10 months of 1997, the
Korean won and the Korean stock market have declined by roughly 12 percent and
24 percent, respectively.

Exports accelerated in the third ?uarter posting 4.7 percent growth for the first
eight months of 1997. Although total imports showed virtually no growth during the
same eight-month period, capital goods imports jumped 14 percent, and non-durable
consumer goods imports grew four percent, but grain imports dropped 21 percent
compared to the first eight months of 1996. .

Price stability has generally been achieved through the government’s stringent
monetary policies, with adjustments in the reserve requirements and open market
operations as its favored tools. The public sector’s role in the economy is relatively
small, with taxes and expenditures amounting to only 31 percent of GDP in 1997.
Korea's public expenditure places greater emphasis on public education and invest-
ment than on transfer payments. The current administration, since its inception in
1992, has pursued a policy of liberalization, deregulation, and “globalization,” and
today’s Korea is significantly more open and less stifled by regulation than it was
five years ago.

2. Exchange Rate Policy

In 1997, the Bank of Korea regularly intervened in the market to defend the de-
clining value of the won, Stringent foreign exchange and capital controls, which are
only now being relaxed, continue to distort trade and investment flows, and ex-
change rate adjustments. Since 1990, the Bank of Korea (BOK) has used a weighted
average of the prior day’s transactions at local banks to set the exchange rate. The
BOK allows the exchange rate to fluctuate on a daily basis within a band of plus/
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minus 2.25 percent. However, the BOK did not maintain this band in October 1997
in the face of heavy selling of the won. In the twelve months ending October 31,
1997, the won depreciated by roughly 15 percent against the U.S. dollar.

3. Structural Policies

Korea's economy is based on private ownership of the means of production and
distribution, with basic pricing decisions left to the private sector. The Government's
past heavy-handed role in the economy is being gradually replaced by more subtle
efforts to steer the direction of economic development such as through tax incentives
and discretionary enforcement of regulations. Since the mid-1980s, the Government
has eliminated most explicit import prohibitions, though a variety of non-tariffl bar-
riers continue to hinder imports.

The Korean economy is notable for the high degree of concentration of capital and
industrial output in a small number of conglomerates known locally as “chaebols.”
The 30 largest chaebols account for about one-third of the total capital of the domes-
tic financial sector, and about 35 percent of all manufacturing. Most chaebol are
highly leveraged which, in this period of slower economic growth, has resulted in
a number of bankruptcies.

Today, Korea is the United States’ seventh largest trading partner (fifth largest
export market) and fourth largest recipient of U.S. agricultural products. Korea has
made significant investments in the United States. In 1996, the United States re-
placed Japan as Korea’s single largest source of imports for the first time since
1993. Also, in 1997, the United States, for the first time in three decades, will likely
replace Japan as Korea's single largest source of direct investment.

4. Debt Management Policies

Korea's total foreign debt exceeds $130 billion (net foreign debt of $45 billion) and
interest rates on Korean debt in international markets rose in 1997. However, with
the rise of Korea’s ex ~orts beginning in the second half of 1997, its current account
deficit has declined in comparison to the same period in 1996.

5. Aid
The ROK does not receive bilateral or multilateral assistance.
6. Significant Barriers to U.S. Exports

The typical trade barriers U.S. exporters experience today are mostly nontariff-
related {Korea lowered its average tariff rate to 7.9 percent) and are rooted in non-
transparent regulaiions which give too much discretion to officials, but offer littie
recourse or compensation. These affect licensing, inspections, type aﬁproval, mark-
ing/labeling requirements and other standards. The United States has challenged
some Korean government agricultural policies in the World Trade Organization
(WTO). Trade restrictions effect a variety of U.S. exports, including automobiles, a
sector which was designated in October 1997 ac a Priority Foreign Country Practice
(PFCP) under Section 301 of the U.S. Trade Act, owing to tariff and non-tariff mar-
ket access barriers.

Import licensing requirements were dropped on all goods effective January 1,
1997, exces)t for rou h‘iy 80 items, mostly agricultural products, which appear on a
“negative list,” Products with health and safety implications (such as pharma-
ceuticals, medical devices, cosmetics), typically require additional testing or certifi-
cation from the relevant ministries before they can be sold in Korea, which can re-
sult in considerable delays and costs. Registration requirements for such products
as chemicals, pharmaceuticals, processed food, medical devices and cosmetics ham-
per entry into the market as well. The registration process, in some cases, has re-
sulted in the release of proprietary information to Korean trade associations and
local competitors. Korea agreed to phase out its GATT Balance-of-Payments restric-
tions, and is committed to eliminate most of the remaining restrictions by 1997;
some will not be liberalized, however, until the year 2000.

Under the Uruguay Round, Korea will gradually expand its minimum import
quota for beef to 225,000 metric tons by the year 2000, while at the same time ex-
pandinq’ the proportion of the quota imported through the “simultaneous buy/sell
system.” In January 2001, Korea will remove all non-tariff barriers to beef imports,
including state trading.

Effective January 1, 1993, a Eovemment decree outlined improved procedures for
setting standards and rules-making, including a requirement for public notice, mini-
mum comment periods and an adjustment period prior to implementation. A full-
fledged Administrative Procedures Act was enacted i1 196. Effective implementa-

46-400 98- 3
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tion of these initiatives, however, has been slow, and government policy consulta-
tions with affected industries have often omitted foreign firms.

The Korean government has implemented a number of financial sector reform
measures since 1993, including: lifting most controls on interest rates, removing
some documentation requirements on forward foreign exchange contracts and a
slight easing of foreign banks' access to won currency funding. Additional financial
reform, such as full won convertibility and freedom of capital movement, will likely
not occur before 1998. Liberalization of foreign ownership of domestic shares and
bonds will be phased in through 2000. Other controls afTecting, inter alia, securities,
credits and deposit accounts will be phased out through 2001.

A significant barrier to wth in U.S. exports to Korea is the government’s re-
striction on the use of credit to finance imports, which will be fully liberalized only
for capital goods by 1998. Use of limited deferred payment terms (extended as of
December 1, 1995, to a maximum of 180 days) is restricted to items with a tariff
of ten percent or less, which are generally raw materials; these controls will be re-
duced (but not fully phased out) through 2001. Use of deferred payment terms for
other goods requires a license from foreign exchange banks or permission from the
Bank of Korea, which is rarely granted.

Government restrictions continue to deny national treatment to foreign banks and
securities firms in a number of areas. For example, foreign banks face significant
impediments in the form of restricted access to local currency funding, difficulties
in obtaining approval for new financial products and capitalization rules. Subsidi-
aries of foreign banks will not be allowed until the end of 1998. Foreign securities
firms face restrictions on their ability to lead-manage security placements in over-
seas markets and they may not place orders for foreign securities on behalf of Ko-
rean clients.

Recent regulatory changes have streamlined foreign investment application proce-
dures and ecased a number of barriers to foreign direct investment. As part of the
Organization for Economic Cooperation and Development (OECD) accession process,
which was completed at the end of 1996, the government announced further liberal-
ization of foreign investment in restricted sectors. Earlier changes to laws and regu-
lations governing foreign purchases of land made it easier for foreign investors to
purchase land for staff housing and business purposes, though there are still restric-
tions in place.

Continuing restrictions on access to offshore fundini(including offshore borrow-
ing, intracompany transfers and intercompany loans), however, continue to be bur-
densome. Foreign equity participation limits remain in some sectors, and licensing
requirements and other regulatory restrictions can limit foreign direct investment
in sectors nominally open te foreigners. Foreign firms also face additional invest-
ment restrictions in most professional services.

The Korean government has endorsed and supported periodic “frggality cam-
paigns” led by civic groups against “over-consumption” and “luxury” goods, most re-
cently in the spring of 1997. Specific government targeting of imports has ceased
for the most part—and the Korean government issued public instructions to all offi-
cials to this effect in the spring of 1997—but a residual anti-import bias remains.

The streamlining of Korea’s complex import clearance procedures is a prime U.S.
policy objective. Progress on this issue has been slow, however, as the Korean gov-
ernment, in a number of cases, has cited the need for legislation to make the nec-
essary corrections. U.S. exporters of food and agricultural products experienced an
upsurge in safety and sanitary inspections in October 1997 after Korean inspectors
found e-coli and lysteria bacteria in U.S. beef shipments.

Korea acceded to the WTO Government Procurement Agreement on January 1,
1997. It has begun the process of bringing its laws and regulations into line with
the new multilateral requirements. However, implementation will take time. In tele-
communications, the Korean government provided assurances to the United States
in July 1997 that it would not interfere in the equipment purchasing decisions of
private Korean telecommunications service providers. In accordance with its obliga-
tions under the Information Technology Agreement, the Korcan government will
eliminate tariffs on 203 categories of telecommunication and information-related
equipment by 1999; tariffs on remaining categories will be phased out by 2004.

7. Export Subsidies Policies

Since the mid-1980’s, Korea has been dismantling the once-prevalent system of
subsidies used to promote industrialization. The real benefit of the few reinaining
subsidized lines of credit is insignificant in a macroeconomic sense. The relative size
of direct grants is small and declining with regard to both the government budget
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and growing private investment. The use of tax exemptions, the main vehicle for
export promotion, appears to be declining as well. However, the government does
expend large amounts of money in research and development in key industrial sec-
tors targeted for development, such as telecommunications.

Other government programs directly support Korea’s export industries, including:
customs duty rebates for raw material imports used in the production of exports;
short-term export loans for small-and-medium sized enterprises (SMEs); rebates on
the value-added tax; a special consumption tax for export products; corporate income
tax benefits for costs related to the promotion of overseas markets; unit export fi-
nancial loans; and, special depreciation allowances for SMEs which export. Korea
also maintains a special loan program for SMEs to facilitate exports to Japan.

8. Protection of U.S. Intellectual Property

Korean laws protecting intellectual property rights (IPR) are adequate in most
areas and enforcement has improved in recent years. Under the U.S. Special 301
Korea's status was downgraded from “Priority Watch List” to “Watch List” in Aprii
1997 in recognition of the commitments made by the Korean government to improve
its intellectual froperty protection regime in a number of sectors of concern to the
United States. However, problem areas remain. The Korean Supreme Court recently
overturned a decision by the Korean Industrial Property Office (KIPO) appellate
trial board in favor of a U.S. claimant in a trademark dispute.

Korea is a party to the World Intellectual PrQFerty Organization’Agreements, the
Universal Colgyright Convention, the Budapest Treaty on the International Recogni-
tion of the Deposit of Microorganisms (1988), the Geneva Convention regarding
sound recordinss (1987), the Paris Convention for the Protection of Industrial Prop-
erty (1980), and the Patent Cooperation Treaty (1984). Korea joined the Berne Con-
vention in August 1996, and is a signatory to the “New Treaties” governing digital
copyrights recently concluded under the auspices of the World Intellectual Property
Organization.

Korean patent law is fairly comprehensive, offering protection to most products
and technologies. Yet the Korean Patent Office’s recognition of international owner-
shir of patents is inconsistent. The March 1998 start-up of an appellate court spe-
cializing in patent cases may provide greater consistency in patent dispute rulings.
In addition, approved patents of foreign patent holders are vulnerable to infringe-
ment. In its procurement process, the Korean government lacks adequate controls
effectively to prevent patent infringement, especially in the high technology sector.
Korean law provides for compulsory licensing of patents when the invention is
deemed necessary for the national defense, for the public interest, or for the protec-
tion of a dependent patent.

The Korean government's protection of trademarks has improved since 1991. A re-
vised trademark law will come into effect on March 1, 1998. Earlier in 1997, the
trademark law was amended to afford protection to 3-dimensional trademarks. How-
ever, the law extends protection only to domestically registered trademarks. Al-
though the Unfair Competition Prevention Act theoretically protects foreign trade-
marks and those not otherwise protected, narrowly-based court decisions have made
the Act largely ineffective. The granting of a trademark under Korean law is based
on a “first-to-file” basis, and preemptive filings are a problem. However, the new
trademark law will contain provisions for invalidating preemptive registrations.
While Korea has made progress in stemminF the counterfeiting of goods in the do-
mestic market, Korean producers are still able to export counterfeits.

Korea's copyright law protects author’s rights, but local prosecutors take no action
unless the rights holder files a formal complaint. Korea i1s not in compliance with
provisions of the WTO's Agreement on Trade-Related Aspects of Intellectual Prop-
erty Rights (TRIPS), which stipulate that retroactive copyright protection should ex-
tend back to 1947. Korea now only provides protection back to 1957. Laws governing
the protection of software copyright are expected to be revised in 1998. Enforcement
against copyright piracy is improving, but such piracy is still prevalent, especially
in educational and other public institutions.

9. Worker Rights

a. The Right of Association.—With the exception of public sector emYloyees and
teachers, Korean workers enjoy the right to free association. White collar workers
in the government sector cannot join unions, but blue collar employees in the postal
service, railways, and telecommunications sectors, and the national medical center
have formed labor organizations. Unions may be formed with as few as two mem-
bers and without a vote of the full prospective membership. Until recently the Trade
Union Law specified that only one unton was permitted at a workplace, but labor
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law changes in 1997 authorize the formation of competing labor organizations begin-
ning in the year 2002. Workers in government agencies and defense industries do
not have the right to strike. Unions in enterprises determined to be of “essential
public interest,” including utilities, public health, and telecommunications, may be
ordered to submit to government-ordered arbitration in lieu of striking. In fact, work
stoppages occur even 1n these sensitive sectors. The Labor Dispute Adjustment Act
requires unions to notify the Labor Ministry of their intention to strike, and nor-
‘r)nal_ly mandates a 10-day “cooling-off period” before a work stoppage may legally
egin.

b. The Right to Organize and Bargain Collectively.—The Constitution and the
Trade Union Law provide for the right of workers to bargain collectively and under-
take collective action, but does not grant government employees, schoolteachers or
workers in defense industries the right to strike. Collective bargaining is practiced
extensively in virtually all sectors of the Korean economy. The central and local
labor commissions form a semi-autonomous agency that adjudicates disputes in ac-
cordance with the Labor Dispute Adjustment Law. This law empowers workers to
file complaints of unfair labor practices against employers who interfere with union
organizing or practice discrimination against unionists. Labor-management antag-
onism remains a serious problem, and some major employers remain strongly anti-
union.

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

d. Child Labor and Minimum Afe for Employment of Children.—The Government

rohibits forced and bonded child labor and enforces this prohibition effectively. The

abor Standards Law prohibits the employment of persons under the age of 15
without a special employment certificate from the Labor Ministry. Because edu-
cation is compulsory t?n'ough middle school (about age 14), few special employment
certificates are issued for full-time employment. Some children are allowed to do
part-time jobs such as selling newspafers. In order to obtain employment, children
under 18 must have written approval from their parents or guardians. Employers
may require minors to work only a limited number of overtime hours and are pro-
;\t;blted from employing them at night without special permission from the Labor

inistry.

e. Acceptable Conditions of Work.—The government implemented a minimum
wage in 1988 that is adjusted annually. In October 1997 the minimum wage was
set at roughly $1.65 per hour. Companies with fewer tlian 10 employees are exempt
from this law. In practice, most firms pay wages well above the minimum levels due
to Korea’s tight labor markets. The maximum regular work week is 44 hours, with
provision for overtime to be compensated at a higgzr wage, but such rules are some-
times ignored, especially by small companies. The law also provides for a maximum
56-hour work week an! a 24-hour rest period each week. Labor laws were revised
in 1997 to establish a flexible hours system that allows employers to ask laborers
to work up to 48 hours during certain weeks without paying overtime so long as
average weekly hours do not exceed 44. The government’s health and safety stand-
ards are not always effectively enforced, but the accident rate continues to decline.
The number of work-related deaths remains high by international standards.

f. Rights in Sectors with U.S. Investment.—U.S. investment in Korea is con-
centrated in petroleum, chemicals and related products, transportation equipment,
processed food and manufacturing. Workers in these industrial sectors enjoy the
same legal rights of association and collective bargaining as workers in other indus-
tries. Manpower short_gges are forcing labor-intensive industries either to improve
wages and working conditions or to move offshore. Alternatively, some firms are re-
sorting to using “illegal” foreign workers in order to contain costs.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

{Millions of U.S. dollars]

Category Amount

Petroletm ........ccocoviiiieiinnininirciee e s scases e s e sene
Total Manufacturing ........c.cccevvveirinnnniinnnccrn e 2107
Food & Kindred Products ..........cccecoveevivivivnnieciennivenrenonees 306
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis-—1996—Continued

[Millions of U.S. dollars}

Category Amount
Chemicals & Allied Products ..........cccoveeiveernvvecenivenrennerinens 379
Metals, Primary & Fabricated ........... 1
Machinery, except Electrical .............. 1
Electric & Electronic Equipment ....... 554
Transportation Equipment ................. 100
Other Manufacturing ........cc.ccceerierivenimeniinenieiisessinrnnsenines 673
Wholesale Trade ..........cooniiveenerenincenioneenionesnmenensenne 452
BankKing ......covemininniiiinin e e e 1671
Finance/Insurance/Real Estate 228
Services ......c.coveerrnerrierennns 96
Other INQUSLEIES ....cccovivirceiireiircer e e 1
TOTAL ALL INDUSTRIES ........coeoverernricirectiiescnieneias 5510
1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
MALAYSIA
Key Economic Indicators
{Billions of U.S. Dollars unless :therwise indicated)
1995 1996 19971
Income, Production and Employment:
Nominal GDP? ...t ereercesesesesascnssesaens 855 995 297.9
RealGDP Growth (pct)3 ....cocovvivvievricirnininnrccvessinseeinnnees 9.5 8.2 8.0
By Sector: (1978 Prices)
AGTICUILUTE ...t e 6.5 6.6 6.1
anufacturing ........c..ccoeu 159 178 17.9
Mining And Petroleum ... 36 3.7 34
Construction ..........coeeeens 2.2 2.4 24
Services .....c.ccovieriernaen 154 16.7 16.1
Government Services ...... 46 4.7 4.4
Per Capita GDP .................. 4.2 4.7 4.2
Labor Force (000s) ..........cconuevvreenrnnen 8,140 8,370 8610
Unemployment Rate (pct) 28 2.5 25
Money and Prices (annual pct growth):
Money Supply Growth (M2) (pet) ....cccooevvvvviieciiiiiiiennne 197 209 4213
Consumer Inflation (Pet) ......cccoccvevvvrcrneerercenirisninieniennenees 34 3.5 42,6
Exchange Rate (Rn/US$ annual average) ...........cccvceee 25 251 2.8
Balance of Payments and Trade:
Total Exports FOB .......c.ccocoevrvrnercnnrinicnccnisnnne 718 76.7 73.1
Exports to U.S.5. 1756 178 18.5
Total Imports FOB . 717 733 69.6
Imports from U.S.6 88 8.5 9.5
Trade Balance ....... 0.9 34 3.5
Balance with U.S. 8.7 9.3 9.0
External Public Debt ... 160 158 15.2
Fiscal Surplus/GDP (pct 2.9 3.7 2.0
Current Account Def/GDP(pct) . 10 4.9 48
Debt Srvc Payments/GDP l&:t) ..... 7.0 6.3 4.6
Gold & Foreign Exchange Reserves . 265 279 22.1
Aid from U.S. ..ot 0.5 0.5 0.6
Aid from All Other Countries ..........c.c.cveiecmnnninnieneenss NA NA N/A

1 Malaysian government estimates.
2Converted at annual avg. exchange rates.
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3Calculated in ringgit to avoid exchange rate changes.
41996 data to August only. ge g
8U.S. Department of Commerce Data.

% Embassy estimates.

1. General Policy Framework

Malaysia has a relatively open, market-oriented economy which since the coun-
try’s independence in 1957 has exhibited sustained growth and increasing diver-
silication. over thepast decade, the economy, led by strong performance in both for-
eign and domestic investment and manufactured exports, boomed with average an-
nual real GDP growth rates of about 8 gercent. Beginning in July 1997, however,
Malaysian equity markets experienced sharp declines, and the Malaysian currency
(the ringgit) depreciated sharply against the U.S.and other major currencies. The
GOM has attributed these declines to regional financial turmoil. Between July 1
and December 12, for example, Malaysian equity markets fell by 53.6 percent and
the ringgit depreciated 49.5 percent against the U.S. dollar. During his annual
budget speech, the Deputy Prime Minister (who is also Finance Minister) cautioned
that the economy is at a crossroads and fraught with uncertainties. The Malaysian
Government has projected that 1997 real GDP growth will slow to 7 percent and
that 1998 growth will be yet lower at 4-5 lpercent. While the government since 1986
has_scaled back its role as a producer of goods and services, it continues to hold
equity stakes and exerts considerable influence in a wide range of privatized domes-
tic companies including in telecommunications, aviation, petroleum, shipping and
seaports. Many of these privatized companies hold monopoly or near-monopoly posi-
tions in their sectors.

The construction of infrastructure projects has been increasingly delegated to the
private sector. Major infrastructure projects currently under development include a
multimedia super corridor and new international airport in Kuala Lumpur. How-
ever, in an austerity drive, the GOM recentlf' deferred approximately $20 billion In
other projects including the Bakun hydro-electric project, northern regional inter-
national air%ort, phase II of the Putrajaya administrative capital, Kuala Lumpur
linear city, highlands road, Straits of Melaka bridge, and light rail projects for
Penang and Johor.

The government has consistently moved to reduce the overall tariff level over time
for industries, such as motor vehicles. Malaysia has been an active participant in
multilateral and regional trade fora such as the World Trade Organization and
Asia-Pacific Economic Cooperation (APEC) and will be the APEC chairman in 1998.

Fiscal policy: The government follows a conservative fiscal policy and has gen-
erated a surplus in its accounts, excluding public enterprises, for the last five years.
The GOM indicated that it will pursue more stringent belt-tightening in 1998 in
order to stabilize the economy, turther reduce the current account deficit, and re-
store confidence in Malaysia’s currency and stock markets. Among other measures,
the GOM has announced it will cut government spending 18 Fercent. As a result,
the public sector surplus for 1998 is projected to triple to 6.2 billion ringgit (7.5 per-
cent of GNP), up from 1.9 billion ringgit (1.9 percent of GNP) in 1997.

Monetary policy: Monetary aggregates are controlled by Bank Negara (the central
bank) through open market operations, changes in reserve requirements, and influ-
ence over banking sector interest rates. The :ginning of 1997 found high levels of
monetary growth driven by rapid growth in credit. Fearful of inflationary pressures
and channeling of credit to non-productive activities, the government acted in March
to curb credit escalation, particularly for real estate development, and has progres-
sively strengthened financial sector prudential requirements. The 1998 budget tar-
gets a reduction in credit expansion from 29 percent to 20 percent.

2. Exchange Rate Policy

Malaysia maintains a flexible, substantially open foreign exchange regime. Most
foreign transactions including repatriation of capital and remittance of profits are
permitted, but some restrictions apply. Foreign currency accounts are not genérall;\{
allowed except for exporters (who must hold their foreign currency accounts wit
“tier-1” banks and maintain overnight balances of between usd 1 million and usd
5 million) and resident individuals who need foreign currency for educational or em-
ployment purposes (whose foreign currency accounts are limited to USD 100,000).

The value of the ringgit has fallen consistently (from 2.5 rm/1 usd on 7/1 to 3.78
rm/1 USD on 12/12) throughout the last half of the year as markets perceived the
Malaysian currency (as well as other currencies in the region) as overvalued and
eroding export competitiveness and developed doubts about the country’s economic
management. Until early July, Bank Negara (the central bank} maintained its pol-
icy of managing the value of the ringgit against a basket of currencies of Malaysia’s
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major trading partners. It used an estimated $4 billion in reserves (15% of the total)
to defend the ringgit at 2,625 ringgit/US$1. On July 10 when the Thai baht was
floated, the Malaysian authorities opted to let the nominal rate fluctuate more wide-
ly in favor of keeping interest rates low. Since then Bank Negara has reportedly
intervened to defend the ringgit in a limited number of circumstances. Between Ma
1 and December 31 the n'n%gqit depreciated 54.5%. At end of 1997 the three-mont
interbank interest rate was 9%.

Malaysia maintains relatively low trade barriers in most sectors but uses tariffs
and import licensing to protect some to maintain a stable exchange rate and is now
largely allowing the ringgit to float.

3. Structural Policies

Investment policies: The government encourages direct foreign investment par-
ticularlf in export-oriented manufacturing and high-tech industries, but retains con-
siderable discretionary authority over individual investments. Especially in the case
of investments aimed at the domestic market, it has used this authority to restrict
foreign equity (normally to 30 percent) and to require foreign firms to enter into
joint ventures with local partners. Facing a tight labor supply situation, foreign
companies have sometimes found it difficult to gain permission from the Malaysian
Government to bring in sufficient workers from abroad to run their plants effi-
ciently. Most foreign firms also face restrictions in the number of expatriate workers
they are allowed to employ. In October 1996, the government announced that high-
technology and information-technology companies which establish in the multimedia
super corridor will be allowed attractive tax incentives.

Pricing policies: Most prices are market-determined but controls are maintained
on some key goods, such as fuel, public utilities, cement, motor vehicles, rice, flour,
cooking oil, sugar and chicken. The government has signaled that companies are not
to pass to consumers the increased costs resulting from the ringgit's depreciation.

Tax policies: tax policy is geared toward raising government revenue and discour-
aging consumption of “luxury” items. Income taxes, both corporate and individual,
comprise 44 percent of government revenue with indirect taxes, export and import
duties, excise taxes, sales taxes, service taxes and other taxes accountin%’ for an-
other 37.6 percent. The remainder comes largely from dividends generated by state-
owned enterprises and petroleum taxes. To spur exports, the 1998 budget provides
si%niﬁcant income tax exemptions, accelerated depreciation schedules, and special
allowances for export-oriented companies. In the 1998 budget, the overall corporate
income tax rate for petroleum and other companies was cut by 2 percentage points.

Regulatory Policies: Malaysia maintains several regulatory agencies including the
department of civil aviation and department of .elecommunications. Most of these
agencies fall under the jurisdiction of governrient ministries and have the dual
mandate of both regulating and promoting the industries under their purview.

Standards: Malaysia has extensive standards and labeling requirements, but
these appear to be implemented in an objective, nondiscriminatory fashion. In many
cases, the government is moving to adopt international standards. Food product la-
bels must provide ingredients, expire dates and, if imported, the name of the im-
;;‘orter. Electrical equipment must be approved by the Ministry of International

rade and Industry, telecommunications equipment must be “type approved” by the
Department of Telecommunications and aviation equipment must be approved by
the Department of Civil Aviation. Pharmaceuticals must be registered with the Min-
istry of Health. In addition, the Standards and Industrial Research Institute of Ma-
laysia (SIRIM) provides quality and other standards approvals.

4. Debt Management Policies

Malaysia has generally strong credit ratings in international financial markets.
Malaysia’s medium and long-term foreign debt (both public and private sector) is
expected to stand at usd 28.4 billion at the end of 1997, about 29 percent of GDP.
Malaysia’s debt service ratio declined from a peak of 18.9 percent of gross export
earnings in 1986 to an estimated 6 percent in 1997.

5. Significant Barriers to U.S. Exports

Introduction: Tariffs are the main instrument used to regulate goods imports, but
import licenses are also used. Although duties on a trade-weighted basis average
less than 10 percent, the rates for tariff lines where there is siﬁniﬁcant local produc-
tion are often higher. Licenses are required for the import of goods in 51 product
categories. In some cases, the licensing system is used to administer health and
safety standards, in other cases to protect domestic industries. In order to reduce
the current account deficit, Malaysian government recently increased tariff in-
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creases on certain items (below), said that non-essential construction projects would
be eliminated, announced that “lumpy” imports such as passenger aircraft and ships
would be delayed, and called on Malaysian companies to exercise austerity.

. Import restrictions on motor vehicles: Malaysia maintains high tariffs, an import
licensing system, and local content restrictions on imported motor vehicles and
motor vehicle parts. These restrictions have severely hampered the ability of U.S.
firms to penetrate the Malaysian market. The government ﬁas announced that local
content restrictions will be phased out by the year 2000 to comply with WTO com-
mitments. However, it recently increased tariffs dramatically on both completely

built-up (cbu) and completely knocked-down (ckd) units.

product OldTantt New Tanlt
AULOMOLHES {EDUY oo e 140-200 pct 140-300 pct
automobrles (ckd) . 42 pct 80 pct
vans (cbu) .. 35 pet 42-140 pet
vans {ckd) .... 5 pet 40 pct dwd/
multipurpose( e et erba et et Soai et s et e een et eneirenn wieereon 50 pet 60-200 pct dwd/
multipurpose (ckd) 5 pet 40 pet
motorcycle (cbu) ... ........ 60 pct 80-120 pct
OLOTCYCIR {CKA) ..oooo e crccnieons s cnres e sssms et eresseesnssasres e 5 pet 30 pct

In addition, excise duties on motorcycles, will increase from a maximum of 20 per-
cent to a maximum of 50 gercent. A 10 percent sales tax will be imposed on motor-

cycles with engines over 200 cc.

Import restrictions on construction equipment: In October 1997, Malaysia imposed

a restrictive licensing regime on imports of heavy construction
import duties (detailed below) for the second year in a row; in

uipment and raised
ctober 1996, it had

raised duties on construction equipment from 5 to 20 percent. In addition, deprecia-
tion rates for imgorted heavy equipment will be reduced from 20 to 10 percent in

the first year an
20 percent to 10 percent.

annual alfowances will be reduced from between 12 percent and

Product Od Tanit New Tanft
heavy mach/equip et LA bbb e e et e 0 pct 5 pet
MUIti-purpose VERICIES ..........ccoreoeriermrrrncrrcenne 0-30 pct 50 pct
special purpose vehicles 35 pct 50 pet
construction materials 5-25 pet 10-30 pct

Import restrictions on tobacco and cigarettes: To encourage greater use of local to-
bacco in cigarettes and to maintain high domestic leaf prices, the government levies
import duties of rm 50 (USD 13.5) per kilopram, plus five percent ad valorem on
unprocessed tobacco. The quantities of flue-cured tobacco which may be imported
are subject to government approval.

Telecommunications: In the recently concluded WTO negotiations on basic tele-
communications services, Mala‘y"sia made commitments on most basic telecommuni-
cations services and adopted the reference paper on regulatory commitments. Ma-
laysia guaranteed market access and national treatment for these services only
through acquisition of up to 30 percent of the shares of existing licensed public tele-
communications operators. It did not guarantee the ability to provide resale service.

Duties on high value food products: Duties for processed and ll:(i)ﬁh value products,
such as canned fruit, snack foods, and many other processed foods, range between
20 and 30 percent.

Plastic resins: In December 1993, tariffs were increased for a five year period from
2 to 30 percent (for non-ASEAN countries) and from 1 to 15 percent (for ASEAN
countries) on plastic resins. In 1994, the government also instituted a five-year re-
strictive import licensing system.

Tariff quota for chicken parts: Although the GOM applies a zero import du? on
chicken parts, imports are regulated through licensing and sanitary controls and im-

ort levels well below the those called for in the tariff-rate quota agreed during the
ruguay Round but never implemented.
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Rice import policy: The sole authorized importer is a government corporation

(BERNAS) with the responsibility of ensuring purchase of the domestic crop and
wide power to regulate imports.
. Film and paper product tariffs: Malaysia applies a 25 percent tariff on imported
instant print film that is estimated to cause an annual trade loss to U.S. industry
of 10-25 million U.S. dollars. In August 1994, the Malaysian Government raised tar-
iffs on several categories of imported kraft linerboard (used in making corrugated
cardboard boxes) to between 20 and 30 percent, depending on the category. These
tariff increases are to be phased out after five years and are subject to review every
two years.

Professional services: Foreign professional services providers aire generally not al-
lowed to practice in Malaysia. Foreign law firms may not operate in Malaysia except
as minority partners with local law firms, and their stake in any partnership is lim-
ited to 30 percent. Foreign lawyers may not practice Malaysian law or operate as
foreign legal consultants. They cannot affiliate with local firms or use their inter-
national firm's name. Foreign architecture firms may only operate as affiliates of
Malaysian companies. Foreign architectural credentials are not always accepted.
Foreign engineering companies must establish joint ventures with Malaysian firms
and receive “temporary licensing;” this license is granted on a project-by-project
basis and is subject to an economic needs-test and other criteria imposed by the li-
censing board.

Banking: No new licenses are being granted to either local or foreign banks; for-
eign banks must operate as locally-controlled subsidiaries. Foreign-controlled com-
panies are required to obtain 60 percent of their local credit from Malaysian banks.

Insurance: Branches of foreign insurance companies are required to be locally in-
corporated by June 30, 1997, and foreign share holding not exceeding 51 percent is
permitted. Foreign share holding not exceeding 51 percent is also permitted for the
existinﬁ foreign shareholders of locally incorporated insurance companies which
were the original shareholders of the companies. New entry by foreign insurance
companies is limited to equity participation in locally incorporated insurance compa-
nies and aggregate foreign share hokring in such companies shall not exceed 30 per-
cent.

Securities: Foreigners may hold up to 49 percent of the equity in a stockbrokin
firm. currently there are 11 stockbroking firms which have foreign ownership an
20 representative offices of foreign brokerage firms. Fund management companies
may be 100 percent foreign-owned if they provide services only to foreign investors,
but are limited to 70 percent foreign-ownership if they provide services to both for-
eign and local investors.

Advertising: Foreign film footage is restricted to 20 percent per commercial, and
only Malaysian actors may be used. The government of Malaysia has an informal
and vague guideline that commercials cannot “promote a foreign lifestyle.” Advertis-
ing of alcohol and tobacco products is severely restricted.

Television and radio broadcasting: The Malaysian Government maintains broad-
cast quotas on both radio and television s)rogramming. Sixty percent of television
pro%ammin is required to originate from local production companies owned by eth-
nic Malays. This share is scheduled to increase to 80 percent by the year 2000. Sixty
percent of radio programming must be of local origin.

Government procurement: Malaysian government policy calls for procurement to
be used as leverage to support national objectives such as encouraging greater par-
ticipation of ethnic Malays in trade and industry, transfer of technology to local in-
dustries, reducing the outflow of foreign exchange, creating opportunities for local
companies in the services sector, and generating concessions that enhance Malay-
sia's export capabilities. As a result, foreign companies do not face a level pla‘yin
field in competing for contracts and in most cases are required to take on a loca
partner before their bid will be considered. Some U.S. companies have voiced con-
cerns about the transparency of decisions and decisionmaking processes.

6. Export Subsidy Policies

Malaysia offers several export allowances. Under the export credit refinancing
(ECR) scheme operated by the central bank, commercial banks and other lenders
provide financing to exporters at an interest rate of 6 percent for both post-shipment
and pre-shipment credit. Malaysia also provides tax incentives to exporters, includ-
ing cﬁmble eduction of expenses for overseas advertising and travel, supply of free
samples abroad, promotion of exports, maintaining sales offices overseas, and re-
search on export markets.
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7. Protection of U.S. Intellectual Property

Malaysia is a member of the World Intellectual Property Organization (WIPO),
and most multilateral IPR agreements, including the Berne Convention for the Pro-
tection of Literary and Artistic Works, and the Paris Convention. Police and legal
authorities are responsive to requests from U.S. firms for investigation and prosecu-
tion of copyright infringement cases, though pirated videotapes and computer soft-
ware continue to be widely available. Concerns have been raised that fines levied
on convicted infringers may not have sufficient deterrent effect. A new problem is
the establishment of a number of manufacturing plants reportedly producing pirated
copyrighted material. The Malaysian Government is aware of the problem and has
expressed its determination to move against illegal operations. Trademark infringe-
ment and patent protection have not been serious problem areas in Malaysia for
U.S. companies.

8. Worker Rights

a. The Right of Association.—By law most workers have the right to engage in
trade union activity, and approximately 10 percent of the work force are members
of trade unions. Exceptions are certain categories of workers labeled “confidential”
and “managerial and executives,” as well as police and defense officials. Government
policy ~laces a de facto ban on the formation of national unions in the electronics
sector, but allows in-house unions.

b. The Right to Organize and Bargain Collectively.—Collective bargaining is the
norm in Malaysian industries where workers are organized. However, collective bar-
gaining rights are effectively restricted by compulsory arbitration requirements.

¢. Prohibition of Forced or Compulsory Labor.—There is no evidence that forced
or compulsory labor occurs in Malaysia for either Malaysian or foreign workers.

d. Minimum Age for Employment or Compulsory Labor.—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 for the government in a school or train-
ing institution, or employment as an approved apprentice. In addition regulations
prohibit children from working more than 6 hours per day, more than 6 days per
week, or at night. However, there have been reports of widespread employment of
children below the age of 14 working full-time on plantations.

e. Acceptable Conditions of Work.—Working conditions are generally on a par with
industrialized country standards. The Occupational Safety and Health Act covers all
economic sectors except the maritime sector and the military. Other laws provide
for retirement programs, disability and workman's compensation benefits. No com-
prehensive national minimum wage legislation exists, but certain classes of workers
are covered by minimum wage laws. Plantation and construction work is increas-
ingly being done by contract foreign workers whose working conditions are often in-
ferior to those of direct hire workers.

f. Rights in Sectors with U.S. Investment.—The largest concentration of U.S. in-
vestment in Malaysia is in the petroleum sector. Pay and benefits are considered
excellent. The second largest concentration of U.S. investment is in the electronics
sector, especially the manufacture of components, such as semiconductor chips.
Many U.S. electronic component manufacturers operate plants in Malaysia, employ-
ing more than 50,000 Malaysian workers.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

PetroleUm ........cccoevvveniiviicrin e e 733

Total Manufacturing .............. 3711
Food & Kindred Products ........
Chemicals & Allied Products ...
Metals, Primary & Fabricated
Machinery, except Electrical ................... 223
Electric & Electronic Equipment ............. 2971
Transportation Equipment ............. 0
Other Manufacturing ............

Wholesale Trade ........cccoevvmniiciinicnnn e 172
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S. dollars)

Category Amount

BaNKING ..o e s
Finance/Insurance/Real Estate ....
Services ......ccovvveviiieiienrienenseeernens
Other Industries ..........coeeeevverenenns
TOTAL ALL INDUSTRIES ..o ivitirreirreirceercinneseesressaneenne 5277

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

PHILIPPINES

Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated]

233

19971

g

1995

Income, Production and Employment:
Nominal GDP .....c.cccovreviinvericiiirinireoiensenins .
Real GDP Growth (pet)2 .....ocorviiicriirenriceiisiieenns
Nominal GDP By Sector:

AGFICUIULE ..ot sres e sen e
NFaT‘nufacturing
Services ..............

Government? ................
Per Capita GDP (US$) .... 1
Labor Force (000s) ................. 28,
Unemployment Rate (pct)

Money and Prices (annual percentage growth):
Money Snpgl,y Growth (M2)4
Consumer Price Inflation ...........cccoeceimivccnnrenconinnnns
Exchange Rate (pesos/US$—annual average) Inter-

bank Rate ..o, 25

Balance of Payments and Trade:
Merchandise Exports, FOB .......cccoovniiviniinnnincne.
Exports to U.S.6 ........ooviieiieniicrceeceninnniinenesneniens
Merchandise Imports, FOB .........cccoccenviiinnniciinnnne.
Imports from U.S.5 ..o,
Trade Balance ........ccoomvimrenrnnienininonencecnnnnn.
Balance with U.S.5 .........c.cccovenvienenercneennccinnne
Current Account Deficit/GDP (pet) ...ooovinivniiiinininnins
External Public Sector Debt .............ccccovnvnnininnnnnee
Debt Service Payments/GDP (pet) ..o
Fiscal Surplus/GDP (pct) .....coeenrecvvniincncnicnerirnne,
Gold and Foreign Exchange Reserves ..........cccocveuinen.
Aid from U.S. (US$ millions)® ..........ccocoorvrrnicnennnce. 89.0
Aid from Other Bilateral Sources (US$ Millions)s .... 1,499.0 1,

11997 figures are all estimates based on available monthly data in October 1997.

2Percentage changes based on local currency.

3Government construction and services gross value added.

+Growth rate of year-end M2 levels.

3Source: U.S. Department of Commerce; esx;om FAS, imponts customs basis; 1997 figures are estimates
based on data available through November 1997.

¢ Inflows per balance of payments, net of inflows from the U.S. Veterans Administration {USVA).

Sources: National Economic snd Development Authority, Bangko Sentral ng Pilipinas, Department of Fi-
nance.

1. General Policy Framework

The Philippines, a foundins member of the Association of Southeast Asian Na-
tions (ASEAN) and the World Trade Organization (WTO), has a population of 70
million, growing at 2.3 percent yearly. Agriculture absorbs nearly half of the em-
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ployed but contributes less than one-fourth of GDP. Electronics and garments are
the leading exports. Overseas workers remittances are a major source of capital
inflows. The domestic savings rate, although improving, remains at a low 23 percent
of GNP (1996 estimate).

The administration of President Fidel Ramos (now serving a six-year term that
ends in 1998) has pursued a wide-ranging program of economic liberalization. Sig-
nificant progress have been made in liberalizing the trade, foreign exchange and in-
vestment regimes; privatizing state-owned enterprises; lowering entry barriers in
such sectors as banking, insurance, aviation, telecommunications, and oil; and ad-
dressing infrastructure needs under a Build-Operate-Transfer (BOT) program.
These reforms have underpinned sustained economic growth since 1993, have at-
tracted investments and have led to strong export growth. GNP per capita first sur-
passed the equivalent of $1,000 in 1995. At the same time, poverty and a skewed
income distribution remain serious concerns.

The Philippines has posted fiscal surpluses since 1994 through a combination of
revenue measures and expenditure cuts, but maintaining fiscal balance remains a
challenge. Over half of the budget is earmarked for non-discretionary disbursements
{such as personnel and debt service payments). Direct taxes constitute less than 40
percent of total tax collections. As privatization receipts taper and tariffs decline,
weak tax collection/administration re(presents a threat to longer-term fiscal and
macroeconomic stability. A package of tax reforms passed in late 1997 may begin
to remedy this situation.

The 1993 financial restructuring of the Central Bank (Bangko Sentral ng
Pilipinas—BSP) restored the monetary authority’s ability to conduct effective open
market operations. As a result, reserve requirements have been reduced from their
high pre-1993 levels. Since 1993, foreign exchange flows (spurred by the acceleration
of foreign exchange and investment liberalization) have played an increasingly
maj;])r role in money supply growth, posing an additional challenge for the monetary
authorities.

2. Exchange Rate Policy

Reflecting major reforms phased in since 1992, current account transactions are
fully convertible. Except for some restrictions on foreign debt and investments, the
Philippines no longer maintains restrictions on capital account transactions. There
are no barriers to full and immediate capital repatriation and profit remittances. In
September 1995, the Philippines joined the ranks of “Article VIII” International
Monetary Fund (IMF) member countries, underscoring its commitment to an open
foreign exchange and payments regime. The Government phased out a forward for-
eign exchange cover scheme for oil-imports between December 1994 and March
1997.

Foreign exchange rates generally evolve freely in the interbank market, although
the BSP imposes limits on banks overbought and oversold foreign exchange posi-
tions. In mid-July 1997, as a regional currency turmoil escalated, the Bankers Xsso-
ciation of the Philippines (BAP) abandoned a foreign “volatility band” (first adopted
in late 1994) in order to allow the Philippine peso to seck new, lower levels more
freely. Responding to intermittent volatile episodes, the BAP re-introduced a wider
band on October 7, 1997, which limits interbank forex fluctuations to 4 percent
above or below the previous trading afternoon’s weighted average.

3. Structural Policies

Prices are generally determined by free market forces, with the exception of basic
public utilities. Marc{n 1996 legislation phased in the full deregulation of the down-
stream oil industry by February 1997, Piﬂing controls over imports and new indus-
try entrants. The last phase also abolished government-set ceilings on petroleum
prices and oil firms' profit margins. A November 5 Supreme Court decision, how-
ever, ruled that the legislation violated the constitution’s anti-monopoly provisions.

March 1996 legislation lowered foreign investment barriers further by abolishing
one of three negative lists (i.e., “List C”, which protected “adequately served” sectors
such as insurance, travel agencies, tourist lod{;ing firms, and conference organizers)
under the 1991 Foreign Investment Act. The legislation also lowered the minimum
. capitalization requirement (from $500,000 to $200,000} at which majority foreign

ownership would be allowed. Effective January 1997, the Government lifted limits
on domestic borrowings by foreign firms. On October 21, 1997, President Ramos
signed legislation increasing the maximum foreign ownership of securities under-
writing firms from 49 percent to 60 percent.
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The Philiﬁgines' Tariff Reform Program is gradually lowering applied duty rates
on nearly all items, although the government is currently (November 1997) consider-
ing_freezing or slowing down the staging of tariff reductions on some items. The
major exception to the tariff reduction program is in agriculture. Quantitative re-
strictions (QRs) on “sensitive” agricultural products (except rice) were replaced with
tariffs. Aside from zero-duty commitments under the WTO Information Technology
Agreement, the Philippines is moving towards two rates by the year 2003 for raw
materials, manufactured goods, and non-sensitive agricultural products by the year
2003—three percent for raw materials and intermediate goods, and 10 percent for
ggéihed products by 2003——and a final uniform five percent applied tariff rate by

The Philippines began implementing an “expanded” value added tax (EVAT) law
in January 1996, extending coverage of the earlier 1988 law to additional goods and
services. Reflecting concerns over sustainable revenue flows, the government
launched in 1995 a “Comprehensive Tax Reform Progrem” (CTRP) to simplify the
tax system and widen the tax base. The final phase of CTRP legislation, focusing
on personal and corporate income taxes, was signed into law December 1997.

4. Debt Management Policies

The Banfko Sentral ng Pilipinas (BSP) requires prior approval of certain types
of foreign debt agreements: private sector loans to be serviced by foreign exchanﬁe
purchases from the banking system; and loans either incurred or Euaranteed by the
Bublic sector. The foreign debt level (estimated at $42.6 billion) has been growing,

ut debt servicing is no longer a major problem. The ratio of debt servicing to ex-
ports has fallen from 40 percent in the early 1980s to under 13 percent. Tﬁe Phil-
ippines reentered the voluntary international capital markets in 1993 after a dec-
ade's absence, and has succeeded in retiring or exchanging some of its earlier debt
for instruments carrying longer maturities and more favorable terms. The Phil-
ippines has had four debt rescheduling rounds with official bilateral (Paris Club)
creditors; the Government did not exercise a fifth Paris Club debt rescheduling
a%:"eement. The IMF approved a three-year extended arrangement in mid-1994,
which the Philippines intends to use as an exit program on or before the end of
1997, upon completion of the CTRP (see Section 3). The Philippines’ exit is likely
to be delayed because of the region's economic turmoil and a Supreme Court deci-
sion on oil price deregulation.

5. Significant Barriers to U.S. Exports

Tariffs: In July 1995, the Philippines adopted a minimum access volume (MAV)
szstem that licenses imports of some 85 “sensitive” agricultural products. Among
those were products, such as pork and poultry, on which the government had under-
taken minimum access commitments in the Uruguay Round (UR). The United
States has sought consultations with the Philippines under the WTO regarding im-
plementation of MAV's on these products. In some cases, products that had pre-
viously been imported without restriction, are now subject to the MAV system. This
has resulted in the application of prohibitive tariff levels in cases where no MAV's
(subject to in-quota rates) were established. Administrative requirements for import
certificates under the MAV system for all products are burdensome. Imported auto-
motive vehicles are subject to a 40 percent applied tariff rate (scheduled to fall to
30 percent in 2000), the highest applied duty rate currently in the Philippine tariff
schedule, as part of an effort to encourage local assembly. The Philippines provides
participants in its “Motor Vehicle Development Program” with a number of other
incentives to encourage local assembly, such as a 3% duty rate on completely-
knocked down (CKD) vehicle kits. The government has stated its intention to termi-
nate certain provisions of these programs by the year 2000, in compliance with its
WTO obligations. High excise taxes on larger engines significantly limit sales of ve-
hicles imported from the United States.

Import Licenses: Trade reforms have greatly reduced import restrictions. Certain
items, including firearms, ammunition, and dangerous drugs, are still subject to im-
port regulation for reasons of health, morals, and/or national security.

State Trading: The National Food Authority remains the sole importer of rice and
continues to be involved in imports of corn.

Excise taxes: Excise taxes on distilled spirits have the effect of discriminating
against imports by imposing a lower tax (eight pesos, or about $0.24 per proof liter)
on products which use indigenously available materials (such as coconut, palm,
cane, and certain root crops). Specific taxes on distilled spirits produced from other
raw materials, which would apply to most imports, range from 75 pesos (about
$2.20) to 300 pesos (about $8.80) per proof liter, depending on the retail price.
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Services Barriers: BankinE—Mar 1994 banking legislation permitted 10 forei
banks to open branches in the Philippines. Presently, foreign entry is limited to %'(;
Eerct_znt ownership of either a new local subsidiary or an existing domestic bank.

oreign branch banks are limited to putting up six branches each. Four foreign
banks that had been operating in the Philippines since before 1948 are allowed to
add six branches each to their respective networks. Current regulations provide that
majority Flligim«owned domestic banks should, at all times, control at least 70 per-
cent of total banking system assets.

Securities—Membership in the Philipﬁine stock exchange is open to foreign-con-
trolled stock brokerage firms, provided they are incorporated under Phi]ig ine laws.
Foreign ownership in securities underwriting companies is limited to 8 percent.
Companies not established under Philippine law are not allowed to underwrite secu-
rities for the Philippine market, but may underwrite Philippine issues for foreign
markets. Financing companies must be at least 60 percent Filipino-owned.

Insurance—Although foreign entry has been liberalized, capitalization require-
ments vary according to the extent of rorei%n equity. As a general rule, only the
Philippines’ Government Service Insurance System may provide coverage for gov-
ernment-funded projects. A 1994 administrative order extended this policy to BOT-
funded projects. Current regulations require all insurance/professional reinsurance
companies operating in the country to cede to the industry-owned National Reinsur-
ance Corporation of the Philippines (NRCP) at least 10 percent of outward reinsur-
ance placements. .

Professional services—The Phili'ppine Constitution (Section 14 of Article XID) re-
serves the practice of licensed professions to Philippine citizens, This includes, inter
alia, law, engineering, medicine, accountancy, architecture, and customs brokerage.
Philippine law (R.A. 8182) also requires that preference be given to Philippine citi-
zens in the hiring of consultants and other professionals necessary for the imple-
mentation of projects funded by foreign assistance.

Telecommunications—The Philippine Constitution {Section 10 of Article XII) lim-
its foreign ownership in telecommunication firms to 40 percent.

Shipping—The Maritime Industry Authority prohibits foreign-flagged vessels from
the carriage of domestic trade.

Standards, Testing, Labeling, and Certification: Of the total 1,625 Philippine Na-
tional Standards, 15 percent are aligned with international norms. The government,
for reasons of public health, safety and national security, implements regulations
that affect U.S. exports of drugs, food, textiles and certain industrial goods. U.S.
pharmaceutical firms believe that the “Generic Act” of 1988, which promotes the use
of generic drugs and which requires that a drug’s generic name must appear above
its brand name on all packaging, represents a trade barrier. The Department of Ag-
riculture has not esta lishes1 conditions of import in relation to plant health for a
range of fresh fruits and vegetables; therefore, phytosanitary permits necessary for
importing these products are not issued.

Local inspection for standards compliance is required for imports of a range of in-
dustrial products including lighting fixtures, electrical wires and cables, sanitary
wares and household appliances, medical equipment, cosmetics, portland cement
and pneumatic tires. For other goods, however, the Philippines accepts U.S. manu-
facturers’ self-certification of conformance.

Investment Barriers: The Foreign Investment Act of 1991 contains two categories
of foreign investment “negative lists”. “List A” covers activities in which foreign eq-
uity is excluded or limited by the Constitution and other laws. These include invest-
ments in mass media, practice of licensed professions (see above), retail trade, proc-
essing of corn and rice, small-scale miningé and private security agencies, which are
reserved for Filipinos. In addition to land ownership (where a 40 percent foreign-

uity ceiling applies), varying foreign ownership limitations are imposed, among
others, on companies engaged in advertising (30%), employee recruitment (25%), pri-
vate construction (40%), financing (40%), public utilities (40%), education {40%), and
the exploration and development of natural resources (40%). “List B” limits foreign
ownership (generally to 40 percent) for reasons of public health, safety and morals,
or to protect local small and medium-sized firms. To protect smaller firms, a com-
pany must be capitalized at a minimum of $200,000 to be more than 40 percent for-
eign-owned.

The Philippines generally imposes a foreign ownershi ceiling of 40 percent on
firms seeking incentives with the Board of Investment ( OD under the annual In-
vestment Priorities Plan. While there are exceptions to the ceiling, divestment to
reach the 40 percent level is required within 30 years. The BOI imposes industry-
wide local-content requirements under its motor-vehicle development programs and
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requires participants to generate, via exports, a certein ratio of the foreign exchange
needed for import requirements. The government intends to phase out these trade-
related investment measures by the year 2000.

Government Procurement Practices: Contracts for government procurement are
awarded by competitive bidding and, in general, government procurement policies
do not discriminate ea(!gainst foreign bidders. However, preferential treatment of local
suppliers is practiced in government purchases of medicines, rice, corn, and iron/
steel materials for use in government projects. Contractors for infrastructure
projects which require a public utility franchise (i.e., water and power distribution,
public telephone and transportation systems) must be at least 60 percent Filipino-
owned. For other major contracts (such as BOT projects) not involving a public util-
ity franchise, a foreign constructor must be duly accredited by its government to un-
dertake construction work, The Philippines is not a signatory of the WTO
plurilateral Government Procurement Agreement.

Customs Procedures: All imports valued at over $500 are permitted entry on‘l‘v
when accompanied by a preshipment inspection report—'‘Clean Report of Find-
ings”—issued by Societe Generale de Surveillance (SGS), the authorized, contracted,
inspection firm. Refrigerated products are exempt. The preshipment inspection re-
quirement extends to exports to certain operations in free-trade zones, such as those
at Clark and Subic Bay, even though such zones are technically outside the customs
territory of the Philippines. The SGS contract to perform preshipment inspection
services expires in mid-1998, and is currently up for renewal.

To assess import duty, the Bureau of Customs has shifted from “home consump-
tion value” to “export value” as an interim step towards a shift to “transaction
value” before the year 2000. Many U.S. exporters assert that the use by the Bureau
of Customs of the “export value” method of valuation has resulted in unwarranted
“uplifts” in valuation (and in the assessed dutiable value).

6. Export Subsidies Policies

Firms (including exporters) engaged in activities under the Investment Priorities
Plan may register with the Board of Investment (BOI) for fiscal incentives under
the 1987 Omnibus Investment Code. These incentives include income-tax holidays,
preferential tax/duty treatment of imported capital equipment, tax credits for do-
mestically purchased equipment, and income-tax deductions for incremental labor
e)genses. In addition to these general incentives, some benefits apply specifically to
BOl-registered export firms (such as tax credits for raw-material imports, and tax/
duty exemptions on imported spare parts). Export companies in government-des-
ignated export zones and industrial estates registered with the Philippine Economic

one Authority enjoy basically the same incentives as BOI-registered firms.

Enterprises accredited under the Export Development Act may also take advan-
tage of time-bound incentives which include: dutg-free importation of capital equié)-
ment and accompanying spare parts through 1997; partial tax credit through 1997
for locally purchased raw materials, e%uiss)ment and spare parts for exporters of non-
traditional products; tax credit until 1999 for imported inputs and raw materials not
readily available locally; and tax credit for increases in the current year's export
revenues, contingent on performance and local content.

7. Protection of U.S. Intellectual Property

On June 6, 1997, President Ramos signed into law a new Intellectual Property
Code which, when it takes effect January 1, 1998, should significantly improve the
legal framework for IPR protection. Implementing regulations, however, have yet to
be promulgated. The new Code creates an Intellectual Property Office, with original
jurisdiction to resolve certain disputes concerning Iicensm%; and significantly in-
creases penalties for infringement and counterfeiting. The Philippines is a party to
the Paris Convention for the Protection of Industrial Property and the Patent Co-
operation Treaty. It is also a member of the World Intellectual Property Organiza-
tion (WIPO).

Despite the creation in February 1993 of the Inter-agency Committee on Intellec-
tual Property Rights as the body charged with recommending and coordinating en-
forcement oversight and program implementation, serious problems remain with
IPR enforcement. Insufficient funding is a major problem. Joint government-private
sector efforts have improved administrative enforcement; but when IPR owners
must use the courts, enforcement is slower and less certain. The designation in 1995
of 48 courts to handle IPR violations has done little to speed up the process, since
these courts also continue to handle non-IPR cases, without the provision of addi-
tional resources. Because of the lengthy nature of court action, many cases are set-
tled out of court.
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Patents: The new Code moves the Philippines to a “first-to-file” system, and in-
creases the term of patent from 17 to 20 years. The holder of a patent is guaranteed
an additional right of exclusive importation of his invention.

Trademarks: The new IP Code no longer requires prior use of trademarks in the
Philippines as a requirement for filing a trademark application. Also eliminated was
the requirement that well-known marks be in actual use in Philippine commerce or
registered with the Bureau of Patents, Trademarks, and Technology Transfer.
Trademark counterfeiting is widespread, with many well-known international trade-
marks c?ied. including denim jeans, designer shirts, playing cards, sporting equip-
ment an %ersonal beauty and health care l§)roducts. me U.S. firms have had suc-
cess in curbing piracy in cooperation with Philippine enforcement agencies, particu-
larly the National Bureau of Investigation.

Copyrights: The new Code expands IP protection by clarifying protection of com-
puter software as literary works (although it includes a fair use provision on
decompilation), repealing a long-standing compulsory reprint license for books, and
establishing exclusive rental rights in several categories of works and sound record-
ings. It also provides terms of protection for sound recordings, audiovisual works,
and newspapers and periodicals that are compatible with the WTO Agreement on
Trade-related Intellectual Property Rights (TRIPs). However, a number of gaps and
ambiguities remain; for example, the new Code fails to provide clearly an exclusive
rifht for copyright owners over broadcast, rebroadcast, cable retransmission or sat-
ellite retransmission of their works.

New Technologies: The new Code protects layout designs (topographies) of inte-
grated circuits. The new Code provides for the patentability of micro-organisms and
non-biological and microbiological processes.

Software and video piracy remains widespread; according to the Business Soft-
ware Alliance, the piracy rate for software 1s estimated at between 90-95%, while
that for motion pictures is around 70%. Enforcement actions have not effectively re-
duced these figures. The illegal retransmission of copyrighted works by cable tele-
vision stations, i.e. without authorization from or payment to the copyright owners,
is also a significant problem, especially outside Manila. The U.S. IP industry esti-
mates potential trade losses in 1996 due to piracy of software at $82 million; for
motion pictures, $22 million; and for sound recordings, $3 million.

8. Worker Rights

a. The Right of Association.—All workers (including public employees) have a
right to form and join trade unions, a right which is exercised without government
interference. Trade unions are independent of the Fovemment and generally free of

olitical party control. Unions have the right to form or join federations or other
abor groupings. Subject to certain procedural restrictions, strikes in the private sec-
tor are legal. Unions are required to provide strike notice, resrect mandatory cool-
ing-off periods, and obtain majority member approval before calling a strike.

b. The Right To Organize and Bargain Collectively.—The Philippine Constitution
guarantees the right to organize and bargain collectively. The Labor Code protects
and promotes this right for employees in the private sector and in government-
owned or controlled corporations. A similar but more limited right is afforded to em-
ployees in most areas of government service. Dismissal of a unton official or worker
trying to organize a union is considered an unfair labor practice. Labor law and
practice are uniform throughout the country, although there have been complaints
about some local attempts to maintain “union free/strike free” policies in several of
the export processing zones. In the garment industry, the widespread use of short-
term, contract workers is an obstacle to workers forming unions or obtaining medi-
cal and retirement benefits. _

. t(;o Prohibition of Forced or Compulsory Labor.—The Philippines prohibits forced
abor.

d. Minimum Age for Employment of Children.—Philippine law prohibits the em-
ployment of children below a%e 15, with some exceptions involving situations under
the direct and sole responsibility of parents or guardians, or in the cinema, theater,
radio and television in cases where a child’s employment is essential. The Labor
Code allows employment for those between the ages of 15 and 18 for such hours
and periods of the day as are determined by the Secretary of Labor, but forbids em-
ployment of persons under 18 years in hazardous work. A’significant number of chil-
dren are employed in the informal sector of the urban economy or as unpaid family
workers in rural areas. )

Acceptable Conditions of Work.—A comprehensive set of occupational safety and
health standards exists in law. Statistics on actual work-related accidents and ill-
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nesses are incomplete, as incidents (especially in regard to agriculture) are under-
reported. Workers do not have a legally protected right to remove themselves from
dangerous work situations without jeopardy to continued employment. :

f. Rights in Sectors with U.S. Investment.—U.S. investors in the Philippines gen-
erally apply U.S. standards of worker safety and health, in order to meet the re-
quirements of their home-based insurance carriers. Some U.S, firms have resisted
efforts by their employees to form unions, with local government support.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis~—1996

[Millions of U.S. dollars)

Category Amount

PetroleUm .......c..coiivmviinreiiriirsseriaennieresnsveresaesesanssecsssnesassensns 1
Total Manufacturing ................. 1530

Food & Kindred Products 470

Chemicals & Allied Products .................. 462

Metals, Primary & Fabricated 35

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

Electric & Electronic Equipment ........c.ccceooviiinniiinnen 353

Transportation Equipment ....... . 0

Other Manufacturing ........ " 209
Wholesale Trade ..........cccovrunnee ettt ereane 259
BanKing ......ccooviviinniini s s 371
Finance/Insurance/Real Estate .................Tveinceiinneninnn 1
SEIVICES .oouvviricteeririnieree e es e srees e sess e e s asa e s et e e snenns !
Other InduStries ........ccccoeereeivnririvecrvenicsnonnns 395
TOTAL ALL INDUSTRIES ......cccccooomtrmrrnirenernernnereniann 3349

tSuppressed to avoid disclosing data of individual companies.
Source: U.S. Depantment of Commerce, Bureau of Economic Analysis

SINGAPORE

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971

Income, Production and Employment:

Nominal GDP 85.3 94.0 98.7
Real GDP (1990 Prices) ......c..cconnieeeriererereersunesseesennene 72.3 7.1 80.1
Real GDP Growth (pet)? ... 8.8 1.0 6.5
GDP By Sector:

AGTICUITUre ..o 0.1 0.16 0.17
anufacturing ............. 224 24.6 25.7
Services .........ciervirinnn 44.3 49.2 52.8
Government ..........c.o.... 7.0 8.4 89
Per Capita GDP ........... 24,456 26,539 27,395
Labor Force (000s) ......ccccoevvenne. 749 802 856
Unemployment Rate (pct} 2.7 3.0 3.0

Money and Prices (annual percentage growth):

Money Supgly Growth (M2) .......cccvnnimnnineniiinninons 8.5 9.8 9.7
Consumer Price Inflation (pct) ......coccoviiiinvirnniinnes 1.7 1.4 1.8
Exchange Rate (S&/US$) annual average ................. 1.42 141 1.46
Balance of Payments and Trade:
Total Exports FOB3 ...t 11.8 126 12.6
Exports To U.S. CIF3 ..., 1.9 2.0 2.1
Total Imports CIF3 ................. 12.4 13.1 13.4
Imports From U.S. FAS? 1.5 1.7 1.8
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971

Trade Balance? ...................... -6.2 -6.3 -84

Trade Balance With U.S.3 ........c.ooevvnivievnnneernenns 3.2 3.6 2.8
Fiscal Surplus/GDP (pct) .........ccooureenn. 6.3 3.6 3.2
Current Account Surplus/GDP {pct) .....ccocveevrrirernnnnns 16.9 15.0 174
Debt Service Payments/GDP (pet) ......cocceeevivereennnnan.. 0 0 0
Reserves ........ccocevivimvrinenane . 68.5 76.4 81.2
Aid from U.S. ............ . 0 0 0
Aid from Other Sources .........ccccevevveireerrnrevecsreressecsonns 0 (1] 0

11997 Figures Are Projections Based On Most Recent Data Available.

2Percentage Changes Calculated In Local Currency.

3 Merchandise Trade. United States-Singapore Trade Data Was Taken From Usdoc Instead Of Gos sources,
As The Latter Includes Transshipments To And From Regional Countries.

1. General Policy Framework

A city-state with a population of 3.5 million astride one of the major shipping
lanes of the world, Singapore has long adopted economic policies that encourage
oFen trade and investment. Singapore's annual trade is about three times the size
of its GDP, and transshipments make up 40 percent of its merchandise exports. For-
eign funds comprised 70 percent of its total investment in manufacturing in 1996,
These policies have allowed this small country to develop one of the world's most
successful open trading and investment regimes. Singapore actively promotes trade
liberalization in the region throt‘ﬁh APEC and ASE.I&I. Itisa foun(ﬁng member of
the World Trade Organization (WTO), and hosted the first WT'O Ministerial in De-
cember of 1996.

Internally, Singapore’s free-market economic policies have created a climate con-
ducive to economic growth, including a competitive business environment, and a
transparent and corruption-free refu atory framework. At the same time, it has a
sizable public sector in the form of government-linked companies (which have pri-
vate shares as well) that account for nearly 60 percent of GDP. Over the ;ast -
ade, Singapore’s real GDP grew at an average annual rate of 9.0 percent; 1996's eco-
nomic growth rate dropped to 7 percent. The financial and business services sector,
in particular, has grown to eclipse manufacturing, with the former now contributing
about 31 percent (to the latter’s 26 percent) of GSP.

The government pursues conservative fiscal policies designed to encourage high
levels of savings and investment. For most of the years since the 1970’s—and the
past nine consecutive years—the Government has had a budget surplus. In 1996,
its fiscal sur(-?lus amounted to 3.6 percent of the country’s GDP. The Central Provi-
dent Fund (CPF) compulsory savings program, which requires that 20 percent of an
individual’s income be placed in a tax-exempt account (with employer matching
funds), is the basis for the national savings rate of nearly 50 percent of GDP. Indi-
vidual CPF accounts may be used only, in part, to finance public housing purchases
and investment in government-designated trustee stocks. The government invests
heavily in the country’s social and physical infrastructure, including education,
transportation, public housing subsidies and CPF contributions.

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. Its key objective is to maintain stability and rarely
to stimulate or reduce economic growth. Interest rates are low (currently 3.41 per-
cent for three-month money and a 6.26 percent prime lending rate which has re-
mained steady since 1995). There are no controls on capital movements, thus limit-
ing the scope for an independent monetary policy. The exchange rate is the MAS’s
most important tool for controlling inflation. Although inflation is low by inter-
national standards (1.4 percent based on C.P.I. numbers in 1996), an acute labor
shortage and land scarcity have intensified inflationary pressures.

Singarore has become a major center for electronics, chemicals, oil refining and
financial services, acting as a hub for the growing Southeast Asian market. Singa-
pore’s sound economic policies which promote private investment have attracted
about 1300 U.S. comﬁanies to Singapore, with cumulative investments of USD 15
billion in 1996. The U.S. moved up to become Sir:igapore's larl‘?est trading partner,
accounting for 17.3 percent of Singapore’s total trade 1n 1996. U.S. exports to Singa-
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gore in 1996 were USD 16.7 billion and Singapore's exports to the U.S. were USD
0.3 billion.

2. Exchange Rate Policy

Singapore has no exchange rate controls, Exchange rates are determined freely
by daily cross rates in the international foreign exchange markets. At the same
time, the MAS uses currency swaps and direct open market operations to keep the
Singapore dollar within a desired trading range. It does impose restrictions on
Singapore dollar lending (SGD 5 million) to non-residents, or to local residents for
use abroad, as a check against the internationalization of the Singapore dollar. The
MAS maintains a strong currency to check inflation, given Singapore's extreme ex-
posure to international trade.

The Singapore dollar appreciated about 54 percent against the U.S. dollar from
1986 to 1996, with its rise slowed somewhat in 1996 due to more moderate economic
growth and less than two percent inflation. Since the beginning of 1997, it has de-
preciated by over ten percent against the U.S. dollar largely in connection with the
region’s currency crisis. This could have an impact on U.S. imports as prices of
American produycts rise in the local market. On the other hand, the Singapore dollar
has appreciated significantly against the other currencies in the region, thus mini-
mizing the inflationary impact on its economy.

3. Structural Policies

Singapore’s prudent economic policies have allowed for steady economic growth
and the development of a reliable market, to the benefit of U.S. exporters. Singapore
was the eighth largest customer for U.S. groducts in 1996. Prices for virtually all
products are determined by the market. The Government conducts its bids by open
tender and encourages price competitionthroughout the economy.

The Singapore government has gradually reduced corporate income tax levels
from 40 percent in 1986 to the current 26 percent. It aims to bring the corporate
tax rate down further to 25 percent in the next few years. Foreign Flrms are taxed
on the same basis as local firms. There is no tax on capital gains. The Government
implemented a three percent value-added Goods and Services Tax (GST) in 1994 but

uced corporate (by one percent)and personal (by three percent) taxes. It also
began providing tax rebates of up to SGD 700 on individual income tax in 1994.
With these changes, it is estimated that three out of four Singaporeans will end up
not having to pay personal income taxes, thus increasing the disposable incomes
available to the average Sinfaporean consumer. In 1996, given continued budget
surpluses, the Government also decided to make additional contributions to public
housing and retirement schemes. At the same time, it raised stamp duties and im-
posed credit restrictions and a capital gains tax on short-term property sales to curb
speculation in the real estate market.

Many of Singapore’s public policy measures are tailored to attract foreign invest-
ments and ensure an environment conducive to their efficient business operations
and profitability. Investment policies are open and transparent. Although the Gov-
ernment seeks te develop more high-tech industries, it does not impose production
?tandards, require purchases from local sources, or specify a percentage of output
or export.

4. Debt Management Policies

Singapore’s external public debt was a negligible USD 3.1 million at the end of
1994 and was retired completely in 1995. This was one of the factors that enabled
the country to weather the currency crisis which engulfed the region in the second
half of 1997 Singapore’s budget surpluses and mandatory savings have allowed the
government wide latitude in supporting infrastructure, education, and other pro-
grams contributing significantly to national development.

5. Aid
Singapore does not receive financial assistance from foreign governments.

6. Significant Barriers to U.S. Exports

Singapore has one of the world’s most liberal and open trade regimes. Approxi-
mately 98 percent of imports enter duty-free, with tariffs primarily levied on ciga-
rettes and alcohol for social reasons. Excise taxes are levied on petroleum products
and motor vehicles primarily to restrict motor vehicle use. There are no non-tariff
barriers to foreign goods. Import licenses are not required, customs ﬁrocedures are
minimal and highly efficient, the standards code is reasonable and the government
actively encourages foreign investment. All major government procurements are by
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international tender. The Government formally acceded to the WTO Government
Procurement Agreement in September 1997.

Singapore maintains some market access restrictions in the services sector. No
new banking licenses for local retail banking have been issued for more than two
decades (to either foreign or domestic institutions) because the Monetary Authorit
considers Singapore over-banked. Foreign banks currently hold 22 of the 34 full
(local retail) banking licenses. Full licensed foreign banks, however, are not allowed
additional branches or ATM machines although local banks are allowed to expand.
At the same time, the MAS continues to encourage the growth of the offshore bank-
II;F industry in Singapore. It recently raised the Singapors dollar lending limit for
offshore banks (to Singapore-based firms) from SGD 100 to SGD 200 million. No
new licenses for direct (general) insurers are being issued, although reinsurance and
captive insurance licenses are freely available. Foreign companies hold about three-
quarters of the 59 direct insurance licenses.

The™ télecommiinications sector has been steadily liberalized since 1989. Restric-
tions on the sale of telecommunication consumer goods and the provision of value-
added network services (VANS) have been lifted. Singapore Telecom (Singtel} has
been privatized and its regulatory functions assumed by the Telecommunications
Authority of Singapore (TAS). Private investors now own up to 19 percent of shares
in Sir:igtel. In April 1996, MobileOne (a Singapore-foreign joint venture) became the
second cellular phone service irovider in Singapore, thus ending Singtel's monopoly
in the telephone services market. Three new paging service providers also entered
the market at the same time. TAS has also announced that it will issue new li-
censes for up to two new basic telephone service providers to begin operation in
2000, and additional ones in 2002. Worldcom, the fourth largest U.S. long-distance
operator, has formed a joint venture to bid for a basic services license.

7. Export Subsidies Policies

Singapore does not subsidize exports although it does actively promo.e them. The
Government offers significant incentives to attract foreign investment, almost all of
which is in export-oriented industries. It also offers tax incentives to exporters and
reimburses firms for certain costs incurred in trade promotion, but it does not em-
ploy multiple exchange rates, preferential financing schemes, import-cost-reduction
measures or other trade-distorting policy tools.

8. Protection of U.S. Intellectual Property

The Singapore government recognizes the importance of intellectual property
rights (IPR), especially in connection with further investments—both foreign and do-
mestic—in the technologically-advanced sectors of the economy. It has taken con-
crete measures to improve the protection of IPR over the years and, as a result,
Singapore has one of the lowest rates of IPR piracy in Asia. Singapore is a member
of the World Intellectual Property Organization (WIPO), and has ratified the Uru-
Euay Round Accord including the TRIPS provisions. Singapore is not a party to the

erne Convention or the Universal Copyright Convention.

In 1987, following close consultation with the U.S. Government, Singapore en-
acted strict, comprehensive copyright legislation which relaxed the burden of proof
for copyright owners pressing charges, strengthened civil and criminal penalties and
made unauthorized possession of coi)yrighted material an offense in certain cases.
In January 1991 Singapore similarly strengthened its Trademark Law. In 1994,
Singapore enacted a new Patents Act. Although Singapore did not commit to imple-
menting the TRIPS agreement by 1 January 1996, as required for developed coun-
tries, amendments making the Patent Law fully TRIPS consistent came into effect
in January 1996. Sin_Fa?ore is now also drafting amendments to its Copyright Law,
expecting to make it TRIPS consistent by the end of 1997. ‘

Singapore was placed on the Special 301 Watch List in 1997 partly because its
Copyright Law was not TRIPS consistent. (Note: Singapore claimed “developin
country” status under TRIPS, thus not binding itself to meet the 1 Januarir 99
deadline for a “developed country.”) Other outstanding issues included the lack of
rental rights for sound recordings and software, inadequate protection against mak-
ing bootleg copies of musical performances, the limited scope of cop{right protection
for cinematographic works and overly broad exceptions from copyright protection.

Copyrights: Despite government efforts, IP owners associations have reported an
upsurge in pirated music CDs and CD ROMs available in the country since 1995,

art of which were thought to have been smuggled in and others manufactured in
ingapore. A successful series of raids conducted by the police, assisted by the Inter-
national Federation of Phonographic Industries (IFPD), in July 1997 resulted in the
confiscation of 78,000 pirated music CD’s. In another case, however, the Chief Jus-
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tice quashed a warrant used by BSA and the police in a raid on a local CD manufac-
turer. More generally, IP associations have cited the inadequacy of the current “self.
pohcmf” system, and are pressing the government to assume a more active and di-
rect role in the investigation and prosecution of IPR cases. They have called for the
enactment of even stronger laws and regulations to protect IPR. In response, gov-
ernment agencies have met with local CD manufacturers and 1P owners associations
to consider new measures to deal with the problem.

Recent estimates by Business Software Alliance (BSA) show software piracy losses
rising to USD 66.5 mil in 1996 from USD 40.4 mil in 1995 and USD 37.3 mil in
1994. Singapore’s piracy rate was estimated to have risen back up to 59 percent in
1996 from 63 percent (the lowest in Asia) in 1995 and 61 percent in 1994. In the
area of music CDs, IFPI estimated Singapore's CD piracy level to have risen gradu-
ally from 12 percent in 1994 to nearly 17 percent in 1996,

9. Worker Rights

a. The Right of Association.—Article 14 of the Singapore’s constitution gives all
citizens the right fo form associations, including trade unions. Parliament may,
however, based on security, public order, or morality grounds impose restrictions.
The right of association is delimnited by the Societies Act and labor and education
laws and regulations. In practice, communist labor unions are not permitted. Singa-
pore’s labor force numbered 1.8 million in 1996, with some 255,020 workers orga-
nized into 83 trade unions.

b. The Right to Orgunize and Bargain Collectively.—Over ninety percent of these
workers in unions are affiliated with an umbrella organization, the Rlational Trades
Union Congress (NTUC), which has a symbiotic relationship with the Government.
The NTUC’s leadership is made up mainly of Members of r’arliament helonging to
the rulins People’s Action Party (PAP). The Secretary-General of the NTUC is also
an elected Minister without portfolio in the Prime Minister’s office.

The Trades Union Act authorizes the formation of unions with broad rights. Col-
lective bargaining is a normal part of labor-management relations in Singapore, par-
ticularly in the manufacturing sector. Collective bargaining agreements are renewed
every two to three years, although wage increases are negotiated annually.

c. Prohibition of Forced or Compulsory Labor.—Under sections of Singapore’s Des-
titute Persons Act, any indigent person may be required to reside in a welfare home
and engage in suitable work.

d. Minimum Aﬁe for Employment of Children.—The Government enforces the Em-
ployment Act, which prohibits the employment of children under 12 years and re-
stricts children under 16 from certain categories of work.

e. The Singapore labor market offers relatively high wage rates and working condi-
tions consistent with international standards.—However, Singapore has no mini-
mum wage or unemployment compensation. Because of labor sﬁortages, wages have
generallly stayed high. The government enforces comprehensive occupational safety
and health laws. Enforcement procedures, coupled with the promotion of educational
and training programs, reduced the frequency of job-related accidents by one-third
ovgr tl:ie past decade. The average severity of occupational accidents has also been
reduced.

f. Rights in Sectors with U.S. Investment.—U.8. firms have substantial invest-
ments in several sectors of the economy, including petroleum, chemicals and related
products, electric and electronic equipment, transportation equipment, and other
manufacturing areas. Labor conditions in these sectors are the same as in other sec-
tors. The growing labor shortage has forced employers, especially in the construction
and electronics industries, to hire many unskilled foreign workers. Over 400,000 for-
eign workers are employed legally in Singapore, 22 percent of the total work force.
The government controls the number of foreign workers through immigration regu-
lation and through levies on firms hiring them. Foreign workers face no legal dis-
crimination, but, because they are mostly unskilled workers, they are generally paid
less than Singaporeans. '

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

Petroleum .........cccovvvvevinieninsiisnseiai e 2799
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S. dollars)

Category Amount
Total Manufacturing .........covevncimennnnonisionenenenens 5870
Food & Kindred Products .......... 1
Chemicals & Allied Products ......... 360
Metals, Primary & Fabricated .. 214
Machinery, except Electrical ..... . 1590
Electric & Electronic Equipment .. 3226
Transportation Equipment ............ :
Other Manufacturing ............. 254
Wholesale Trade ........c...eceeueine 1777
Banking .........ccooevvvnvivennoriencreninnnn 507
Finance/Insurance/Reel Estate ..... 2521
Services .....ccovviveriicenninen e 487
Other Industries 189
TOTAL ALL INDUSTRIES .......cooeiivrrrerirvreesienreneenini 14150
1 Suppressed o avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
TAIWAN
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1995 1996 19971
Income, Production and Employment:
GDP (at current prices) ..........cocovrviererinveseesenesnsianee 260.2 2723 288.2
Real GDP Growth (percent) ........ccccovevveircinnreninnnnes 6.0 5.7 6.6
GDP by Sector:
Ariculture ......coovveiiiveninieiece e eenie e 9.2 8.9 8.2
Manufacturing .........ccocvverimrenmreiemecnierinennees 73.2 76.0 79.5 .
SEIVICES ...ocvvireeiuiireceirrneienreestssise s seseteeseebseseesseseen 129.3  138.0 © 149.7
GOVEITIMENL .....o.vveerceviciiireineeciereritsresesessssnnssesneseents 274 28.7 30.2
Per Capita GDP (US$) ................... e 12,164 12,732 13,373
Labor Force (000S) ......c.ccirvmirimncriinniecnnninniesnensenonnes 9,210 9,310 9,400
Unemployment Rate (percent) ............ccccvnervvriensinnnnee 1.8 2.6 2.6
Money and Prices (annual percentage growth):
Money Supply (M2) ....c.ccecevevervcnmssnceniniininnenaneons 9.4 - 9.1 9.0
""" "Consumer Price Inflation ..........cccovnvervvrinnnriceriornnnes 3.1 3.1 2.6
Exchange Rate (NT$/US$) 2 ’
Official ....c.ovvrievi e ver e 27.27 2746 28.50
Balance of Payments and Trade:
Total Exports (FOB)3 ........cccovvvvvrivinirirreriesinressenans 1117 115.9 123.7
Exports to U.S. (CV)4 .......... 29.0 29.9 324
Total Imports (CIF)3 ............... 103.6 102.4 113.5
Imports from U.S. (FAS)4 ......ccovvviniiicnininn, 19.3 18.4 20.3
Trade Balanced ...........ccccovrveviineccnimsieninioeninen 8.1 135 10.2
Trade Balance with U.S.4 ........coovnninininiiniinninnns 9.7 11.5 12.1
External Public Debt ............ccociivniinniiinnnncianinen 0.3 0.1 0.05
Fiscal Deficit/GDP (Pet) .......cccevverinciimninesiinninsinnens 7.4 7.4 6.3
Current Account Deficit/GDP (pct) .....ccocervvenieniinens 1.8 3.8 21
Debt Service Payments/GDP (pet) .....coovvveniniiinncnene, 24 1.8 2.0
Gold and Foreign Exchange Reserves .........c..coocnuinns 95.9 93.6 92.1
Al from U.8.6 ..o ssssssssesnenns 0 0 0
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Key Economic Indicators—Continued
[Biltions of U.S. Dollars unless otherwise indicated]

1995 1998 19971

Aid from Other Countries ..........c.ccvreeriirmreciecrennenens 0 0 0

11997 figures are estimated based on data from the Directorate General of Budget, Accounting and Statis-
tics, or extrapolated from data available as of September 1997,

2Average of figures at the end of each month,

3Taiwan Ministry of Finance (MOF) figures for merchandise trade.

4Source: U.S. Department of Commerce and U.S, Census Bureau; exports FAS, imports customs basis;
1997 figures are estimates based on data available through August 1997, Taiwan MOF figures for merchan-
dise exports (FOB) to and imports (CIF) from U.S. respectively were (US$ billions): (1895) 26.4/20.8, (1996)
26.9/20.0, (1997) 29.2/22.5.

8Ald disbursements stopped in 1965,

1. General Policy Framework

For four and a half decades, Taiwan has maintained rapid economic growth and
macroeconomic stability. Annual economic growth during this period averaged 8.5
percent. In 1996, real gross domestic product (GDP) increased 5.7 percent; it is ex-
pected to grow b;i‘ 6.6 percent in 1997. Per capita GDP was US$12,732 in 1996. As
of August 1997, Taiwan held US$88 billion in foreign exchanfe reserves, the third
largest in the world (after Japan und the PRC). Prices rose 3.1 percent in 1996 and
are expected to rise 2.6 percent in 1997,

Rising labor and land costs have led many manufacturers in labor intensive in-
dustries to move offshore, mainly to Southeast Asia and mainland China. The pace
of relocation has now slowed, however, in large part because those intending to
move have already done so. Industrial growth is now concentrated in capital and
technology intensive industries such as petrochemicals, computers, and electronic
components, as well as consumer goods industries. Services account for over sixty
percent of GDP. Exports of goods and services account for nearly half of GDP.

Falling official savings and growing public expenditures have caused domestic
public debt to increase steadily. The Taiwan authorities now rely largely on domes-
tic bonds and bank loans to finance major expenditures. In 1997, Taiwan adopted
austerity measures to control the government budget deficit. As a result, outstand-
ing public debt will decline from 21 percent of GNP in fiscal year 1997 (July 1-June
30) to 20 percent in fiscal year 1998. During the same period, the central govern-
ment's deficit will fall by half, from four percent of GNP to-two percent. Defense
spending still accounts for the largest share of public expenditures (about one quar-
ter) but is falling in relative terms. The greatest pressure on the budget now comes
from growing demands for improved infrastructure and social welfare spending, in-
cluding a national health insurance plan initiated in early 1995.

Taiwan wishes to accede to the World Trade Organization (WTQ) Agreement in
the near future. It also aims to develop into an Asia Pacific regional operations cen-
ter, and is an active member of the Asia Pacific Economic Cooperation (APEC)
forum. Taiwan has in recent years accelerated liberalization of its trade and invest-
ment regime.

2. Exchange Rate Policies

Taiwan has a floating exchange rate system in which banks set rates independ-
ently. The Taiwan authorities, however, control the largest banks authorized to deal
in foreign exchan%:a. The Central Bank of China (CBC) intervenes in the foreign ex-
change market when it feels that speculation or “drastic fluctuations” in the ex-
change rate may impair normal market adjustments. The CBC uses direct foreign
exchange trading by its surrogate banks and public policy statements as its main
tools to influence exchange rates. Beginning in July 1996, the CBC- ceased to set
banks’ overbought and oversold positions; banks are now authorized to set these };) -
sitions. In May 1997, the CBC lifted limits on banks’ foreign liabilities. The CBC,
lhowever. still fimits the use of derivative products denominated in New Taiwan Dol-
ars.

Trade-related funds flow freely into and out of Taiwan. Most restrictions on cap-
ital account flows have been removed since late 1995. Laws restricting repatriation
of principal and earnings from direct investment have been lifted in principle, but
some necessary amendments are still pending in the Legislative Yuan. Despite sig-
nificant easing of previous restrictions on foreign portfolio investment, some limits
remain in place.
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3. Structural Policies

Six state-owned enterprises have been either totally or partially privatized in the
past three years. Two more are targeted for privatization in 199g. State-owned en-
terprises account for ten percent of GDP, a proportion which shrinks annually. Tai-
wan’s Fair Trade Commission (FTC) acts to thwart noncompetitive pricing by state-
run monopolies. FTC exemptions granted five years ago to several state-run monop-
olies were not renewed in 1997, making such firms subject to anti-monopoly laws.

In July 1997, Taiwan began implementing tariff reductions on 289 high-tech
goods as part of its commitment to the multi ateral Information Technology Agree-
ment. It is expected that tariffs will be lowered on an additional 1,130 items in early
1998 (legislation is pending). Taiwan's current average nominal tariff rate is 8.6 per-
cent; the trade-weighted rate.is 3.6 percent. High tariffs and pricing structures on
some goods—in particular on some agricultural products—nevertheless hamper U.S.
exports. Taiwan continues to ban imﬁorts of products such as peanuts, poultry prod-
ucts, and bellies and offal of hogs. The Taiwan Tobacco and Wine Monopoly gureau
(TTWMB) has a monopoly on domestic production of cigarettes and alcoholic bev-
erases. The United States is seeking to improve market access for these and other
products as part of Taiwan’s WTO accession process.

4. Debt Management Policies

Unofficial estimates put Taiwan’s outstanding long- and short-term external debt
at US$17.5 billion as of December 1996, equivalent to 6.4 percent of GDP. Official
figures show that Taiwan’s long term outstanding external public debt totaled

$89 million, compared to gold and foreign exchange reserves cf about US$93.6
billion. Taiwan’s debt service payments in 1996 totaled US$3.0 billion, only two per-
cent of exports of goods and services.

Foreign loans committed by Taiwan authorities exceed US$1 billion. Taiwan of-
fered low-interest loans to the Philgppines, Eastern Europe, Vietnam, South Africa,
and Latin America, mostly to build industrial zones and to foster development of
small and medium enterprises (SME). Taiwan also contributes to the Asian Devel-
opment Bank (ADB), one of the two multilateral development banks in which it has
membership. Taiwan is also a member of the Central American Bank for Economic
Integration (CABED). The ADB, CABEI, and the European Bank for Reconstruction
and Development (EBRD) have all floated bonds in Taiwan.

5. Significant Barriers to U.S. Exports

Accession to the WTO Agreement by Taiwan will open markets for some U.S.
goods and services. Current%y more than 86 percent of all import categories are ex-
empt from controls. Some 878 categories require approval from relevant authorities.
Another 287 require import permits from the Board of Foreign Trade or pro forma
notarization by banks. Imports of 264 categories are banned, including ammunition
and some agricultural products. In June, 1997, Taiwan began implementing the HS
system to bring its tari?l‘ schedule irito line with international standards.

Financial: Taiwan continues to liberalize steadily its financial sector. Taiwan en-
acted a Futures Exchange law in March 1997; a futures market will be established
in late 1997 or early 1958. The Securities and Exchange Law was amended in May
1997 to remove restrictions on employment of foreigners by securities firms, effec-
tive upon Taiwan’s accession to the W’)I,‘O Agreement. Limits remain on foreign own-
ership in listed companies. Foreign investors, both individual and qualified foreign
institutional investors, are subject to some limits on their portfolio investment and
restrictions on their capital flows. :

Banking: In May 1997, banks' foreign liabilities limits were removed. In June
1997, the restriction that commercial paper guaranteed by a foreign bank could not
exceed ten times the bank’s local net worth was dropped. Also in June 1997, the
annual limit on a company’s trade-related outward (or inward) remittances was
raised from US$20 million to US$50 million. Inward/outward remittances unrelated
to trade by individuals or companies are still subject to annual limits. NT-dollar-
related derivative contracts may not exceed one-third of a bank’s foreign exchange
position.

Legal: Foreign lawyers may not operate legal practices in Taiwan but may set up
consulting firms or work with local law firms. §ualiﬁed foreign attorneys may, as
consultants to Taiwan law firms, provide legal advice to their employers only. Draft
legislation is pending which would clarify the status and scope of work for foreign-
licensed attorneys.

Insurance: In May 1997, the financial authorities announced that in princi,i)le in-
surance companies would be allowed to set some premium rates and policy clauses
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without gn‘or approval from regulators. Insurance companies are still required to re-
port such rates and clauses. In July 1995, Taiwan removed a prohibition against
mutual insurance companies; as of October 1997, however, authorities had not is-
sued implementing regulations. In 1996, a U.S. mutual insurance firm was denied
authorization to establish a branch in Taiwan.

Transportation: The United States and Taiwan concluded an Open Skies Agree-
ment in February 1997. An amendment to the Highway Law allowing branches of
U.S. ocean and air freight carriers to truck containers and cargo in Taiwan went
into effect on November 1, 1997.

Telecommunications: As part of a long-term liberalization plan, authorities in
early 1997 awarded 8 mobile telephone licenses, 8 paging licenses, 20 trunking radio
licenses, and 8 mobile data licenses to private service providers. Maximum allowable
direct and indirect foreign investment in these private service providers is limited
to 20%, although Taiwan has rro osed increasing the limits to just below 50%. Pri-
vate service providers currently face excessively hign interconnection fees imposed
by monopoly wireline provider Chunghwa Telecom. Taiwan’s Directorate General of
Telecommunications has been unwilling to mediate the interconnection fee problem,
putting U.S.-invested mobile providers at a significant cost disadvantage to
Chunghwa, with whom they also compete.

Pharmaceuticals and Medical Devices: Under pricing principles adopted in late
1996, Taiwan’s Bureau of National Health Insurance discriminates against imported
drugs by setting prices for leading brand-name products at artificially low levels,
while providing artificially/ high reimbursement prices for locally-made generics.
Foreign drug makers also face long delays in seeking regulatory approval and pric-
ing from relevant authorities for new drugs. In a similar way, imported medical de-
vices are put at a competitive disadvantage by a reimbursement system which fails
to account for significant quality differences between different brands of medical de-
vices.

Motion Pictures: Taiwan restricts the import of foreign film prints to 38 per title
(up from 31 as of June 1997). No more than 11 theaters in any municipality may
show the same foreign film simultaneously. Effective August 1997, multi-screen the-
aters are allowed to show a film on up to three screens simultaneously, up from the
previous limit of one. Taiwan has pledged to abolish these restrictions upon acces-
sion to the WTO Agreement.

Standards, Testing, Labeling, and Certification: Taiwan will bring its laws and
practices into conformity with the WTO Agreement on Technical Barriers to Trade
as part of its WTO accession. U.S. agricultural exports in particular suffer under
existing requirements. These include a lack of an internationally-accepted set of pes-
ticide tolerance levels for imported fruits and vegetables, stringent microbiological
and chemical testing of imported food products, and standards on preservatives for
soft drinks. lmrorted agricultural goods are routinely tested while local agricultural
products usually are not. Industrial products such as air conditioning and refrigera-
tion equipment, electric hand tools, and synthetic rubber gloves must undergo re-
dundant and unnecessary testing requirements, which include destructive testing of
samples. Imported autos face stringent noise, emissions, and fuel efficiency testing
requirements. In 1997, Taiwan authorities promulgated new electromagnetic emis-
sions standards for computer and other electronic goods. Discussions are underway
on arrangements to avoid disrupting U.S. computer exports to Taiwan.

Investment Barriers: Since 1996, Taiwan has relaxed investment restrictions in
a host of areas, including petroleum refining, coal coking, office digital electronic
switching systems, and a number of other value-added network services. Foreign in-
vestment remains prohibited in key industries such as agriculture, basic wire line
telecommunications, broadcasting, and liquor and cigarette production. In October
1997, Taiwan streamlined foreign investment review procedures.

Limits on foreign equity participation in a number of industries have been relaxed
in the past year; for example, permissible participation in shipping companies was
raised from 50 to 100 percent. Foreign ownership limits for securities investment
trust companies were removed in 1996. Other limits—such as a 33-percent limit on
holdings in airlines, air cargo forwarders and air cargo ground-handling—remain
unchanged. However, an - mendment to the Civil Aviation Law that would raise the
holding limit to 50 percen. is now pending legislative approval. In August 1997, Tai-
wan raised the cap on foreign investment in independent power projects from 30
percent to 49 percent. Local content requirements in the automobile and motorcycle
industries will be lifted as part of Taiwan's WTO accession. Restrictions on employ-
ment of foreign administrative personnel in foreign-invested firms remain in place.
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Procurement Practices: Taiwan has committed to adhere to the WTO Agreement
on Government Procurement (AGP) as part of its WTO accession process. The draft
Government Procurement Law includes giving the Dispute Settlement Committee
increased authority to arbitrate contract disputes, not just bid challenges. The law
is expected to be passed in 1997. The U.S. concluded its bilateral discussion on Gov-
ernment Procurement with Taiwan in December 1997.

6. Export Subsidies Policies

There are few subsidy and tax policies to subsidize exports. Taiwan’s small rice
and sugar exports enjoy indirect subsidies through guaranteed purchase prices high-
er than world prices. Producers of some fruit, poultry, and livestock receive financial
assistance with packaging, storage, and shipping via marketing cooperatives and
farmers’ associations. Taiwan’s Tobac¢o and Wirie Monopoly Bureau guarantees
prices for products used in production of its products. Taiwan authorities also offer
guaranty prices for a portion of rice and other cereal crops produced by farmers. Tai-
wan subsidizes the manufacture of fertilizer by offering lower fuel prices to domestic

manufacturers. :
7. Protection of U.S. Intellectual Property

The United States removed Taiwan from the Special 301 list in November 1996
based on its im{:lementation of a comprehensive, 18-point IPR action plan. Taiwan
authorities implemented new regulations requiring Taiwan CD manufacturers to

- use source identification (SID) codes on their products. They plan to begin requiring

SID’s on video CD’s as well. They stepped up enforcement actions and continued
education efforts. Taiwan also opened an IPR service window to assist foreign firms
facing IPR infringement.

Taiwan is not a party to any major multilateral IPR conventions. In line with
WTO Agreement accession efforts, Taiwan has passed laws to protect integrated cir-
cuit layouts, personal data, and trade secrets. Likewise, the Legislative Yuan in
April 1997 passed an amended Patent and Trademark Law. As a result, Taiwan's
IPR legal structure, with the exception of its Copyright Law, is consistent with the
WTO Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPs).

Copyrights: Export of counterfeit copyrighted goods has dropped markedly over
the past few years, but unauthorized copying of computer software and manufacture
of counterfeit video games remain problems. Taiwan currently protects copyrights
dating from 1965. The revised Copyright Law now under review in the Legislative
Yuan will bring Taiwan into TRIPs conformity by extending retroactive protection
to 50 years upon Taiwan’s accession to the WTO.

8. Worker Rights

a. The Right of Association.—The Labor Union Law (LUL) restricts the right of
association of workers on Taiwan. It forbids civil servants, teachers, and defense in-
dustry workers to organize trade unions and forbids workers to form competing
trade unions and confederations. However, as democratization has continued, work-
ers have gradually established independent labor organizations, either legally or il-
legally. During 1997, the number of unions and their members declined slightly due
to relatively slow economic growth and to jobs taken by foreign labor. As of June
1997, three million workers, or 32 percent of Taiwan’s labor force, belonged to 3,706
labor unions.

b. The Right to Organize and Bargain Collectively.—~With the exception of civil
servants, teachers, and defense industry workers, the LUL, the Law Governing the
Handling of Labor Disputes, and the Collective Agreement Law give workers the
right to organize and bargain collectively. However, the laws also restrict workers’
exercise of these rights. The LUL, for example, stipulates that workers shall not
strike to demand an increase in wages exceeding standard wages. Collective bar-
gaining agreements exist mainly in large-scale enterprises. As of June, 1997, there
were 295 such collective agreements.

¢. Prohibition of Forced or Compulsory Labor.—The Labor Standards Law pro-
hibits forced or compulsory labor. The maximum jail sentence for violation of the
law is five years. Except for cases involving prostitution, there were no reports of
such practices in 1997. e ] )

d. Minimum Age for Employment of Children.—The Labor Standards Law stipu-
lates age 15, after completion of the 9-year compulsory education required by law,
as the minimum age for employment. County and city labor bureaus enforce mini-
mum age laws. Child labor is rare in Taiwan.
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e. Acceptable Conditions of Work.—The Labor Standards Law (LSL) mandates
basic labor standards. At present, the law covers 3.6 million of Taiwan's 6.4 million
salaried workers. In October 1997, the minimum wage was raised by 3 percent from
NT$15,360 to NT$15,840 (or about US$520) per month. During this period, the av-
erage wage in the manufacturing sector was over NT$37,000(or about US$1,320),
more than twice the legal minimum wage. The LSL limits the work week to 48
hours (8 hours per day, 6 days per week) and requires one day off every 7 days.
In December 1996, the LSL was adjusted to give employers more flexibility in ad-
hering to work hour limits. In addition to wages, employers typically provide work-
ers with additional payments and benefits, including a portion of national health in-
surance and labor insurance premiums, the distribution of labor welfare funds,
meals, and transportation allowances.

f. Rights in Sectors with U.S. Investments.—U.S. firms and joint ventures gen-
erally abide by Taiwan’s labor law re%ulations. In terms of wages and other benefits,
workers rights do not vary significantly by industrial sector.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount
Petroleum ......cocoivciveiiiinie e srene et veas s asneseeasien !
Total Manufacturing ................. 2778
Food & Kindred Products ..........ccccocovceviriieninccrnennnnn, 124
Chemicals & Allied Products ........ 1222
Metals, Primary & Fabricated ..... 1
Maachinery, except Electrical ...... 185
Electric & Electronic Equipment ........c...ccooviiciiiiiiinan. 1180
Transportation Equipment .............ccocevivninnnnininnn t
Otther Manufacturing ............... 87
Wholesale Trade .........cccccoeviiiiviiniinsenrsiiesienienenenisasessnans 540
Banking ......ccccccociiriininiece e 575
Finance/Insurance/Real Estate ...........ccccvvvnirvienicnciencinnnenns 243
SEIVICES ..ooevieieiiciieiree i e e 158
Other Industries 1
TOTAL ALL INDUSTRIES ......c.coooioeiinveneniinniceesesnenes 4509
! Suppressed to avoid disclosing data of individual companies.
ASource: U.S. Department of Commerce, Bureau of Economic Analysis
THAILAND
Key Economic lndicatogs
{Billions of U.S. Dollars unless otherwise indicated}
1995 1996 1997(est)
Income, Production and Employment: ’
Nominal GDP ......ccooovvriviriiicecincre s 167.3 1859 24188.7
Real GDP growth (pet) .....ccovevvciiciviincnininiincieans 8.6 6.5 215
GDP by sector:
AGTICUIIUTE ..o.vviviieieriree et seee et asa e e 82 19.6 N/A
NE::mfacturing ........... 83 550 N/A
Services ........cccverinenne 0.6 224 N/A
Government ............... 6.2 6.6 N/A
Per capita GDP ............. 0 3,034 243,100
Labor force ......ccooounuenene 3.6 4.0 34.4
Unemployment rate 2.6 2.6 25.0
Money and prices (annual percent of growth):
Money supply growth ..., 170 120 14.3
Consumer price inflation . 5.8 6.0 595
Exchange rate (baht/US$, annual average)
Official ......... U UV OT OO PPN 2492 253 2440.0
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated]

1995 1996 1997(est)
Balance of payments and trade:

Total exports FOB ........cccocorvivnmiinnnenininnnennirnsnninen 554 673 56.2

Exports 10 U.S. ...c.coiuviininecinrcsmosieeriensonsisnsines 113 111 114
Total imports CIF ..., 704 724 66.5

Imports from U.S. ........ccoiniimiiccininincinnicnien 6.4 6.9 7.2
Trade balance .................. wer  -16.0  -15.1 -10.0

Balance with U.S. ..o 4.9 4.1 4.2
External public debt ... et 164 165 116.2
Fiscal surplus/(pet) ...eccceevnrivicinninneenesensninineneens 2.7 2.2 51.0
Current account Deficit /GDP (pet) ......cocnvcvivviinnnes -8.1 -8.0 85.0
Debt service Payments /GDP (pct) .....cccooveenivirvinnnenniens 2.8 N/A N/A
Gold and Foreign Exchange Reserves ............ccc.occunue. 370 395 523.0
Aid from U.S. (US$ millions) .......cc.ccvverminiccnincnininaes 31.2 N/A N/A
Aid from all other soUrces .........c.oeccevvreriirenns vorvrieveinnen N/A N/A N/A

'Bank of Thailand

2Various U.S. official sources, including U.S. Embassy estimates

3Thai Development Research Institute

YNOTE: The exchange rate on October 31, 1897 was 40 baht to $1.00. However, GDP in 1997 is cal-
culated at the 1996 exchange rate in order to provide a better measure of real growth and per capila income
in the Thai economy for 1997, If the 1997 GDP were calculated at 40 baht to the U.S. dollar, the Thai GDP
would be approximately $119 billion, and the per capila income approxi ly $1,960 ( ing a 1997 pop-
ulation of 60.8 million).

8IMF estimates.

1. General Policy Framework

The government of Prime Minister Chavalit Yongchaiyut has generally continued
the economic policies of previous governments, giving some additional attention to
the redress of economic disparities and dislocations caused by rapid develo;;lment in
the Central regions of the country. The Northeast, particularly, has not shared in
the country's rapid growth. However, the government is currentfy very unstable be-
cause it has failed to cope with a serious economic decline that has afflicted the
country throughout 1997,

Thailand’s economy is export-oriented, bolstered by a free market philosoph{.
Within the last generation Thailand’s economy has changed from one primarily
based upon agriculture, with some light industries, to one dominated by manufac-
turing and services. While about 62 percent of the Thai labor force is still engaged
in agriculture, at least on a part time basis, the growing service, manufacturing,
and wholesale and retail trades now account for about two thirds of Thailand’s GDP.

After years of an overheated economy with rapid growth, in late 1996 and into
1997 the Thai economy led a regional downturn. There are both long and short term
causes for the current serious decline. Thai competitiveness in labor intensive indus-
tries (such as textiles) has been falling as its ASEAN neighbors take a greater share
of those markets. There is a shortage of well educated management and workers
capable of shifting smoothly into higher-tech industries, where Thailand’s economic
future lies. An inadequate infrastructure, especially in the overcrowded Bangkok
area, is an ongoing problem.

If those long term problems are worrying for future prospects, the short term
problems are more critical. The Thai stock market, which had been declining for
years, reached eight year lows in the last quarter of 1997. Over-building in the prop-
erty sector, financed by a large number of questionable loans, resulted in the rapid
collapse of booming property construction during 1997. Though sales have stag-
nated, prices do not yet reflect the debacle. The finance sector was severely shaken
by the suspension of 58 troubled finance companies. In Atﬁust 1997, the Thai Gov-
ernment agreed to accept the terms of an International Monetary Fund loan con-
taining conditions that forbid a bail out of suspended finance firms.

After months of speculation and denials by the government that any such move
was being considered, the Baht began a “managed float” in July, 1997. The Baht
immediately fell in value, and has continued to spiral downward since that time.
Offshore debt quickly became onerous. Yet exports (except in textiles and agro-in-
dustries) have not reaped the usual gains of a cheaper currency because many of
Thailand’s products are assembled with components bought abroad which come at
higher prices. Credit has been extremely tight, thereby denying the business sector
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the liquidity a recovery would require. Growth of Thailand's gross domestic product
fell from 6.5 percent in 1996 to an estimated 1-2 percent in 1597.

Thailand’s current account deficit was a much-publicized factor in Thailand’s eco-
nomic slowdown during 1996, and a key reason for Moody’s adjustment of Thai-
land’s short term debt risk rating in September 1996, The current account deficit
rose during 1995 to 13.5 billion dollars, equivalent to 8 percent of GDP, and 14.7
biltion (7.9 percent of GDP) in 1997. However, the current account deficit problem
has been alleviated by the falling demand for imports, and should fall to five percent
of GDP this year.

Although exports are down in many sectors, textiles are suddenly doing well
again, as are agro-industries, primarily because they depend less upon imported in-
puts. By the end of the first 3uarter of 1997, exports were valued at 56.2 billion
dollars. The government depends upon exports to bring the country through the cur-
rent economic crisis, but with other ASEAN currencies also devaluing it is not likely
that Thailand will long retain a dominant share of the region’s textile exports.

During 1996 Thailand continued to enjoy a budget surplus. However, in fiscal
1997 Thailand registered the first deficit in a decade. In fiscal 1998, the Thai Gov-
ernment’s target is a budget surplus equal to one percent of G.D.P., which it will
reach through a series of heavy spending cut-backs and tax increases.

2. Exchange Rate Policy

From 1984 to 1997 the Baht was egged to a basket of currencies of Thailand’s
principle trading partners, with the 6 . dollar representing the largest share. The
exchange rate averaged about 256 Baht to the dollar during most of that period. On
July 2, 1997 the Baht was allowed to float, and began to lose value immediately.
At the beginning of the last quarter an exchange rate of 35 Baht to the dollar was
average, and is predicted to fall further by the end of the year. This has made
American exports very expensive for the Thais.

In May 1990 the Thai Government announced a series of measures to liberalize
the exchange control regime. Thailand accepted the obligations of the IMF Article
VIII which covers reduction of restrictions on international transactions. Commer-
cial banks were given permission to process foreign exchange transactions, and sub-
stantial increases were allowed in the ceilings for money transfers to escape the re-
quirement for Bank of Thailand pre-approval. Since 1992 banks in Thailand have
offered foreign currency accounts. The Central Bank has also raised limits on Thei

- capita!l transfers abroad and allows free repatriation (net of taxes) of investment

funds, profits, loan repayments, and dividends. Companies may transfer foreign ex-
change among subsidiaries without switching the funds into Baht.

3. Structural Policies

In 1992 then Prime Minister Anand launched a series of economic reforms, and
Thailand’s obligations within the WTO and ASEAN have also prompted reforms in
tariff rates, trade regulations, regulation of financial institutions, and currency poli-
cies.

The Thai taxation code has undergone revision since 1992, when a 7 percent value
added tax (VAT) system was introduced. The previous tax regime was clumsy and
complicated, with a muiti-tiered structure for assessing business taxes. In Septem-
ber of 1997 the Thai Government announced an increase in the VAT, from seven
to ten percent (most basic foodstuffs are excepted). This was necessary to raise reve-
nues, and to meet IMF rescue package requirements. An exemption for businesses
making less than $24,000 per annum remains in place. Firms grossing between
$24,000 and $48,000 per annum X’z}y a rate of 1.5 percent, up .5 percent. Exporters
are “zero rated” but must file VAT returns and aprly for a rebate. The corporate
tax rate is currently 30 percent of net profits for all firms. A proposal pending in
Parliament would substitute a tax credit for the VAT rebate.

A new tax treaty between the United States and Thailand was signed in Novem-
ber 1996, and ratified by the U.S. Senate in October, 1997. The treaty will enter
into force after the exchangs of the instruments of ratification. Smaller American
firms, in particular, have been disadvantaged by the lack of a reciprocal tax agree-
ment. The new treaty will provide for the elimination of double taxation and give
American firms tax treatment equivalent to that enjoyed by Thailand's other tax

treaty partners.
4. Debt Management Policies

During 1997, as a result of lowered demand for imports, Thailand’s current ac-
count deficit is projected to decline to about five percent of GDP, which is the IMF
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target. The prime rate has ranged between 10.5 and 14 percent for over five 5:ars.
It currently stands at 14.25 percent.

5. Significant barriers to U.S. exports

Moving to meet its WTO and ASEAN tariff reduction commitments, Thailand in-
stituted tariff reductions beginning in January 1995. There were further reductions
on 4,000 items at the beginning of 1997. However, the critical need for revenue has
led to the imposition of higher duties, surcharges, and excise taxes on “sin” items
and a range of luxury imports. These will affect American wine and beer exports,
particularly. Items already slated for tariff reduction under AFTA and WTO agree-
ments are not affected by the new exactions.

At the beginning of 1997 the total number of tariff rate categories was reduced
from 39 to six, with the following spread: zero percent on such goods as medical
equipment and fertilizer, one percent for raw materials, electronics components, and
vehicles for international transport, five percent for primary and capital goods, ten
percent for intermediate goods; 20 percent for finished products, and 30 percent for
goods needing “special protection.” This last category includes agricultural products,
autos and auto parts, alcoholic beverages, and a few other “sensitive” items. Import
tariff quotas are applied to a total of 23 categories of agricultural products.

Thailand is in the aligning its import license procedures with its WTO obligations.
Import licenses are still required for 26 categories of items, down from 42 categories
in 1995-1996. Licenses are required for many raw materials, petroleum, industrial,
textile, and agricultural items. Import licenses can sometimes be used to protect un-
productive local industries and to encourage greater domestic production. Some
items which do not require licenses must nevertheless comply with the regulations
of concerned agencies, offer extra fees, or provide certificates of origin.

The Thai Food and Drug Administration issues licenses for food and pharma-
ceutical imports. This process can be a barrier due to the cost, the length of the
grocess. and occasional demands for proprietarpy information. Licenses cost about

600 and must be renewed every three years. Pharmaceutical import licenses cost
about $480 and must be renewed every year. This is not exorbitant, but the costs
mount in the ret}uirements for laboratory analysis. Costs of between $40 to $120 per
item are usual for sample food products imported in bulk. Sealed, packaged foods
can cost about $200 per item. Pharmaceuticals must be registered for a fee of about
$80, and pharmaceuticals must be inspected and analyzed for another fee of about
$40 per item. The process can take more than three months to complete.

The Thai Government is easing barriers to imports of farm J:roducts. Typically im-
port-duty reductions are in line with WTO commitments, and this may be expected
to improve market access for some American products. In some cases, the Thai
measures go beyond their WTO commitments. For example, the lifting of quotas and
the reduction of import duties on soybeans and soybean meal in October, 1996
boosted U.S. exports of both commodities. The Thai Government is currently consid-
ering whether these liberalization measures should be maintained in 1998, and
whether access for corn should be further improved.

Nevertheless, duties on many high-value fresh and processed foods remain hi%h,
even though rates are slated to decline between 35 and 50 percent under WTO
rules. Entry into Thailand is still expensive for most U.S. high-value fresh and
value-added processed foods. There are no longer specific duties on most imported
agricultural and food products, except wine and spirits, which will continue to have
very high rates. In addition, the recently increased excise tax on wine will signifi-
cantly constrain what had been a growing market for American wines. Rice will con-
tinue to be protected, but within WTO schedules.

Arbitrary customs valuation procedures sometimes constitute a serious barrier to
U.S. goods. The Department of Customs has used the highest previously declared
invoice value as a benchmark for assessing subsequent shipments from the same
country. That allowed Customs to disregard the invoice value of a shipment in favor
of the benchmark amount. This practice has had a particularly damaging effect
upon trade in agricultural products, which often have seasonally fluctuating values.
However, the Thai Government is instituting a program of customs reform that, if
adopted successfully, will remed%some of the problems at the ports of entry. These
reforms include adoption of the World Customs Organization Harmonized Code and
the use of an Electronic Data Interchange system. The pilot program for these re-
forms is slated to be operational by the first of January 1998.

Customs duties are sometimes arbitrary in other ways. For example, import du-
ties on unfinished materials are higher than those upon finished goods in some cat-
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fgogies, which is a burden to American firms that manufacture or assemble in Thai-
and.

In the past Thailand restricted the activities of foreign banks. The total of foreign
banking assets in Thailand recently exceeded 7.6 percent of the national total. Al
though there have been moves toward liberalization, foreign banks are still dis-
advantaged in a number of ways. They are limited in the number of branches they
may open. The numbers of expatriate management personnel is limited to six in
branches and two in Bangkok International Banking Facilities (BIBFs). Until re-
cently, foreigners were limited to an aggregate maximum of 25 percent share in any
Thai Bank. However, in October 1997, the Thai Government ruled that foreigners
may hold a majority share in Thai financial institutions for ten years, after which
:bey must dilute ownership to 49 percent in the event that they increase capitaliza- __

ion.

In order to be consistent with WTO requirements, Thailand is undertaking a lib-’
eralization of banking regulations. In late 1996 and early 1997 the Thai Govern-
ment issued 7 more foreign bank and 7 more BIBF licenses.

Thai law and regulations formerly limited foreign equity in new local insurance
firms to 25 percent or less. In June of 1996 the cabinet approved raising this limit
to 49 percent. This has yet to be written into law, and awaits the approval of the
Councll of State and the new Parliament.

Under a 1979 Thai law aliens are forbidden to engage in the stock brokerage busi-
ness. However, foreigners may own up to 49 percent of service companies. Foreign
ownershi&eof Thai finance and credit firms is limited to 25 percent for companies
formed after the law was passed, and 40 percent for those formed before. :

Telecommunications services are a government monopoly in Thailand. The Thai
Government expects to have the telecommunications master plan for privatization
in place by the end of 1997. Implementation of this plan, which will involve the re-
orﬁam‘zation of the existing state enterprises into stock companies, is expected to
take up to two years.

6. Export Subsidies

Thailand ratified the Uruguay Round Agreements in December 1994. Thailand
maintains several programs which benefit manufactured products or processed agri-
cultural products and which may constitute export subsidies. These include sub-
sidized credit on some government-to-government sales of Thai rice (agreed on a
case-by-case basis), preferential financing for exporters in the form of packing cred-
its, tax certificates for rebates of packing credits, and rebates of taxes and import
duties for qroducts intended for re-exEort. In September 1993 Thailand established
an Export-Import Bank which has taken over administration of some of these pro-
grams, Earticularly that of packing credits, and in October 1997 the Ex-Im bank
was authorized to offer an additional $500 million worth of packing credits through
commercial banks. This was done to help liquidity levels for exporters during the
current economic crisis, and the program will run for one year. The Thai Ex-Im
Bx;lnk l?ﬂ‘el:‘s a 10 percent rate, about four points below the prime rate offered by
other banks.

7. Protection of Intellectual Property

Improved protection for U.S. copyright, patent, and trademark holders has been
an important bilateral trade issue for several years. After passage of a revised copy-
right law in 1994, the U.S. moved Thailand Trom Special 301 “priority watch list"
to “watch list” status. The Thai Government also agreed to provide “pipeline protec-
tion” through administrative means for certain pharmaceutical products not entitled
to full sPatent protection under the 1992 patent law. In recognition of this progress
the U.S. restored a number of GSP benefits that had been denied to Thailand under
Special 301. Several other bills designed to bring Thailand into compliance with its
TRIPS requirements, including an amendment to the Patent Act that would abolish
the pharmaceutical review board, are currently under consideration. Thailand is a
member of most international IPR treaties, including TRIPS.

The Thai Government has also made some effort to improve enforcement, makin
about 7600 arrests and seizing three million pirated items under its intellectua
K{openy laws since 1993. A specialized Intellectual Property Department in the

inistry of Commerce has cooperated with U.S. industry associations to coordinate
both legal reforms and enforcement efforts, including raids. In 1997, the Parliament
passed legislation establishing a separate intellectual property court that should re-
sult in a more efficient éudicial system and tougher sentencing. The court began op-
erati. ~ in December 1997.
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Piracy remains a serious problem, however. The U.S. pharmaceutical, film, and
software industries estimate lost sales at over $200 million annually. Despite new
and improved laws, judicial proceedings remain slow and the fines actually imposed
are light. To date, no one has served time in jail for copyright infringement. The
police- have not always been cooperative, let alone proactive, in combating piracy.
Partly as a result, arrests and seizures of illicit goods have fallen sharply since
1994. In an October 1997 off-cycle review under Special 301, the USTR determined
that Thailand should remain on the Watch List.

8. Worker rights

a. The Right of Association.—The Labor Relations Act of 1975 gives workers in
the private sector most internationally recognized labor rights, including the free-
dom to associate. They may form and join unions and make policy without hin-
drance from the government and without reprisal or discrimination for union activ-
ity. Unions in Thailand may have relationships with unions in other countries, and
with international labor organizations. In 1991 the Thai parliament enacted the
state enterprise labor relations act (SELRA), denying state enterprise workers the
rights other workers enjoyed under the 1975 law. The Thai Government has prom-
ised to amend the SELRA, and to restore those rights. The new legislation was ap-
proved by the cabinet, and separate versions of the bill were passed by the House
and the Senate in September 1997. A joint scrutinizing committee is meeting to find
compromise language for the bill.

b. The Right to Organize and Bargain Collectively.—The 1995 act grants Thai
workers the right to bargain collectively over wages, working conditions, and bene-
fits. About 900 private sector unions are registered in Thailand. State enterprise
employees and civil servants still may not form unions, but this will be addressed
in the pending SELRA legislation. State enterprise employees, essential workers
(transportation, education, and health care personnel), and civil servants may not
strike. They may be members of employee associations, however. Collective bargain-
ing is unusual in Thailand, and industry-wide collective bargaining is all but un-
known. However, representatives of public sector associations and private sector
unions do sit on various government committees dealing with labor matters, and are
influential in setting national labor policies, such as the minimum wage.

c. Prohibition of forced or compulsory labor.—The Thai constitution prohibits
forced or compulsory labor except in cases of national emergency, war, or martial
law. However, Thailand remains the target of ILO actions under Convention 29
(forced labor) because child prostitution persists despite recent government moves
to step up enforcement of the laws which prohibit it, and to cooperate with ILO pro-
grams.

d. Minimum age for employment of children.—The minimum age for employment
in Thailand is thirteen. Children between the ages of 13 and 15 are restricted to
light work in non-hazardous jobs, and must have department of labor permission
to work. Night-time employment of children is prohibited. A bill to raise the mini-
mum working age to 15 has been passed by the house, but a competing bill passed
by the senate does not raise it. A joint committee is now approaching a compromise
on raising the age limit. The government has backtracked on its commitment to
raise the years of compulsory education from six to nine years and has instead
adopted a policy of improving the opportunities of students for study beyond the
sixth grade. Recently the government has doubled the size of the corps of labor in-
spectors, but enforcement is not rigorous.

e, Acceptable Conditions of Work.—Working conditions vary widely in Thailand.
Large factories generally meet international health and safety standards, though
there have been serious lapses involving loss of life. The Government has increased
the number of inspectors and raised fines for violators. The usual work day in in-
dustry is eight hours. Wages in profitable export industries often exceed the legal
minimum. However, in the large informal industrial sector wage, health, and safety
standards are low and regulations are often ignored. Most industries have a legally
mandated 48 hour maximum work week, The major exceptions are commercial es-
tablishments, where the maximum is 54 hours. Transportation workers are re-
stricted to 48 hours per week.
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Extent of U.S. Investment in Selected Industries~U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

Petroleum ........ccccivrieiiemmininmnninencmenimscnnreessssensaen 1830
Total Manufacturing ............... vereereen e enresiene 1782

Food & Kindred Products ...........cccovvernicimmnneninnnsnann, 67

Chemicals & Allied Products ..........cccoveervivvennninenrieninninane 380

Metals, Primary & Fabricated .. !

Machinery, except Electrical .........c.ccoeiniinvnniicniricinnnnn. 1

Electric & Electronic Equipment ..........cccccoveevnivencrvccninin 6505

Transportation Equipment ........cc..ooonivcvccininincninenienne 1

Other Manufacturing 176
Wholesale Trade ..........ccoccvivenienierinniiinmseeneneieneneeiomesns mene 449
Banking ... 549
Finance/Insurance/Real Estate ...........coecoveirrnrinvnivensnninnnns 222
Services .......ccournennne Crere e ar e s e e s e rneshaesre e 40
Other INAUSLIIES ...cvveeeireinnrinrerireeresecereere s s e rsar e 382
TOTAL ALL INDUSTRIES ....cco.ooiriiiiicimennesinerenenrenoeens 5254

1Suppressed to avoid disclosing data of individual companies.

Source: U.S. Department of C ce, B of E ic Analysis

46-400 98 - 4
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EUROPE

EUROPEAN UNION

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971
Income, Production and Employment:
Nominal GDP ........cccoovvvnmeiomoniiinrnnniinrenreneensseiesne 72014 73189  7509.2
Real GDP growth (pet) ...coovevineninniincccninciecienninens 2.4 1.8 2.6
GDP by sector:
Agriculture ........cccovvvevririinnie e N/A N/A N/A
anufacturing N/A N/A N/A
Services .......c..conuierinee N/A N/A N/A
Government ..............ceeeeriverrene N/A N/A N/A
Per Capita GDP (US$ Thous) 21.1 20.0 20.6
Labor force (0000) .........c.coecevercererencnnne 155.4 155.0 N/A
Unemployment rate (Pet) ....c.ccovvvvevivenieernncnveverennrenens 10.9 10.9 10.8
Money and Prices (annualuaercentage growth):
Money supply growth (M2/M3} ......ccccorerrnrmncnscenrenns 4.5 5.2 N/A
Consumer price inflation ...........ccoccvcvmenreiienioiciiennees 3.0 26 2.1
Exchange rate:
(ECU/US$ annual average) .........ccoeeevrivievnerivneronane 0.76 0.78 0.87
Balance of payments and trade:
Total exports FOB .......c.cccovvvinineerncennineneeineeveeenes 743.7 764.2 N/A
Exports to U.S. .....coovviviiiciincrniccienne e smnaeesaonans 1324 150.4 N/A
Total imports CIF ........ccoevirinreciieciinennnnnnenensesinesninenen 717.7  740.1 N/A
Imports from U.S. ..ot 1365  159.3 N/A
Trade balance ............ccocvcreriiveneercrvnninireniesesenseerssnnnee 26.0 24.1 N/A
Balance with U.S. ..........cccoviiirnnnvcneninnenenneens -4.1 -8.9 N/A
External public debt (pct of GDP) ........coccovciievccnccrnnns 71.0 73.0 72.4
Fiscal deficit/GDP (PCt) .....cocvvriecrmninienniecinenciesesneneeres 5.1 43 2.7
Current balance/GDP (pct) ..........cooveriveriinnieninnnionniens 0.5 0.8 1.1
Debt Service Payments/GDP (pct) ......cccocvvirrinencnniannn N/A N/A N/A
Gold and Foreign Exchange Reserves ..............cccu....... N/A N/A N/A
Aid from U.S. ....ccooiriiinceenrncreienee s s eeesienes N/A N/A N/A
Aid from Other Sources .........cccccocomiernernsiniceroncirienns N/A N/A N/A
1 Estimates

1. General Policy Framework

The European Union (EU), our larFest trade and investment partner, is a supra-
national organization comprised of fifteen Eurof)ean countries: Austria, Belgium,
Denmark, Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Neth-
erlands, Portugal, Spain, Sweden, and the United Kingdom. It is unique in that the
Member States have ceded to it increasing authority over their domestic and exter-
nal policies, especially with the 1986 “Single Market” and the 1993 “Maastricht”
amendments to the 1958 Treaty of Rome (the Treaty). Individual Member State
policies, however, may still present problems for U.S. trade, in addition to the occa-
sional EU-wide problems.

The EU’s authority is clearest in the economic realm. A longstanding customs
union, the EU—with the ratification by the Union and its fifteen Member States of
the Uruguay Round Agreements—now represents the collective interest of the Mem-
ber States in the WTO Committee on Trade in Goods. (The Member States retain
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some authority over intellectual property and services issues, and both the EU and
the Member States are represented in the TRIPS and GATS Committees.) Inter-
nally, the Treaty guarantees the free movement of goods, services, capital and peo-
ple among the Member States, and many of the “Single Market” program measures
were intended to harmonize Member States’ domestic laws in order to eliminate
non-tariff barriers to these flows. In addition, the European Commission enforces
Treaty provisions aﬁainst anti-competitive practices throughout the EU. More re-
. cently, the Maastricht Treaty, mandated an “Economic and Monetary Union” among
the Member States no later than January 1, 1999 and gave the EU competence over
investment from third countries, although Member State barriers to such invest-
ment existing on December 31, 1993 continue in force until superseded by EU law.

The EU itself currently has only very limited fiscal and no monetary policy pow-
ers. The Union's budget is limited to 1.27 percent of EU GDP; by law, expenditures
must be balanced by revenues from the Member States. (The EU has no independ-
ent taxing authority.) Expenditures, at less than $100 billion, are divided generally
among agricultural support (50 percent), “structural” policies to promote growth in
poorer regions (35 percent), other internal policies (five percent), external assistance
(five percent) and administrative and miscellaneous (five percent).

The EU’s indirect influence over Member State fiscal and monetary policy, how-
ever, is considerable, and growing in the run-up to Economic and Monetary Union.
The EU now adopts annual “guidelines” on Member State economic policy, and the
Member States are striving to achieve the “convergence criteria” for monetary
union: maximum deficits of three percent of GDP; gross national debt of 60 percent
of GDP; inflation and interest rate levels no more than one and a half percentage
points above the average of the three lowest rates among the Member States, and

two years of relative exchange rate stability. These efforts to restrain fiscal policy

may have dampene. aggregate demand in the EU. Imports rose by 8% in 1996.
2. Exchange Rate Policy

As noted, the EU intends to establish an Economic and Monetary Union (EMU)
with a common monetary and exchange rate policy no later than 1999. During the
second stage of EMU, which began on January 1, 1994, the Member States continue
to coordinate their exchange rate policies through the European Monetary System
(EMS) and, specifically, its Exchange Rate Mechanism (ERNE)). The European Mone-
tary Institute facilitates and monitors implementation of these arrangements. Mem-
léf;iétates retain full authority to set monetary policies during the second stage of

The EMS and ERM aims are to promote monetary, price, and exchange rate sta-
bility in Europe by limiting the fluctuations of participating currencies within a cer-
tain range around bilateral central parity rates. Pressures in foreign exchange mar-
kets in September 1992 led the United Kingdom and Italy to suspend their partici-

ation in the ERM, and compelled adjustment of the parities for other currencies
in subsequent-months. In part to relieve these pressures, on August 2, 1993, the
ERM fluctuation band was widened from 2.25 to 15 percent.

The EMS and ERM are not aimed at influencing trade flows with the United
States or other third countries and are consistent with the articles of agreement of
the International Monetary Fund

3. Structural Policies

Single Market: The European Union’s “1992” Single Market was officially inaugu-
rated on January 1, 1993 with the disappearance of most intra-EU border controls
on movement of goods, services, carita[ and people. The legislative program is large-
ly complete, although there are delays in Member State implementation of Commu-
nity rules in national law and national differences in interpretation of those rules.
The net effect of the Single Market exercise has been freer movement, fewer Mem-
ber State regulations for products and service providers to meet, and real consolida-
tion of markets. Some aspects of the program, however, have created problems for
U.S. exporters, such as Directives on procurement for utilities and on television
broadcasting, and conditions for negotiation of mutual recognition agreements on
testing and certification of regulated products (all discussed below). Disparate en-
forcement of single market measures within the EU and lack of sufficient monitor-
ing resources to ensure consistent application of these measures are increasingly
placing U.S. exporters at a disadvantage in some markets because enforcement and
monitoring at the border are more vigorous. EU efforts to increase monitoring and
enforcement efforts are notable in some areas, but resources remain severely lim-
ited.
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Tax Policy: Tax policy remains the prerogative of the Member States, who must
al;;prove bg' unanimity any EU legislation in this domain. EU le%islation to date in
this area has been aimed at eliminating tax-induced distortions of competition with-
in the Union, As such, it has focused on harmonizing value-added and excise taxes;
eliminating double taxation of corporate profits, interest, and dividends; and facili-
tating cross-border mergers and asset transfers.

4. Debt Management Policies

"~ The EU raises funds in international capital markets, but does so largely for cash
management purposes and so does not have any significant international debt. The
European Investment Bank, reportedly the world’s Jargest multilateral development
bank, also raises funds in international markets (with the imElicit arantee of the
EU and its Member States), but it has an extremely favorable balance sheet and
retains the highest credit rating. Finally, the EU has used its borrowing power to
on-lend to key developing countries, es&ecially in Central Eun;pe and the newly
mdgplendent states of the former Soviet Union; it traditionally refuses to reschedule
such loans.

8. Significant Barriers to U.S. Exports
A. Import Policies

Import, Sale and Distribution of Bananas: On Jml{l 1, 1993, the EU implemented
a new banana import regime to replace individual Member State rules for banana
imports. Elements of the new regime have caused a significant erosion of U.S. com-
panies’ share of the EU banana market. A “framework agreement,” which the EU
negotiated with four of the five countries that had challenged the regime in the
GATT, did not commit the EU to reform those aspects of the regime which are most
harmful to U.S. banana marketing firms and in fact led to further discrimination
against U.S. banana companies in favor of EU firms. After a year of investigation
and informal consultations with the EU failed to achieve a resolution of the issue,
in October 1995 the United States, joined by Guatemala, Honduras and Mexico,
held formal WTO consultations with the European Union in an effort to resolve the
bananas dispute. Ecuador joined the United States and its other Latin American
artners in another request for formal WTO consultations on the bananas issue in
ebruary 1996, followed by a panel request by the same complainants.

On May 22, 1997, the panel ruled that the EU banana import regime violates
both the General Agreement on Trade in Services and the General Agreement on
Tariffs and Trade in Goods by depriving U.S. banana distribution services compa-
nies and Latin American banana producers of a fair share of the EU market. The
g‘anel’s findings were confirmed by the WTO Appellate Body on September 9, 1997.

he panel report and Apgellate Body rgeort were adopted at the Dispute Settlement
Body meetini; of September 25, 1997. WTO rules reguire that the findings of these
reports be fully and promptly implemented within a “reasonable period of time.” The
maximum period of time for implementation that has been agreed thus far under
the WTO’s dispute settlement mechanism is 15 months. The EU and complacent
countries are currently discussing the nature and timing of EU implementation of
the WTO findings.

Ban on Fur from Animals Caught in Leg-hold Traps: A 1991 community Regula-
tion calls on the Member States to prohibit the importation of furs of certain species
of animals from countries that either have not endorsed an internationally agreed
standard on humane trapping or that have not prohibited the use of certain steel
jaw leg hold restraining traps. During 1996, the United States participated in dis-
cussions with the EU Commission, Canada, and the Russian Federation to develop
such a standard. As the trapping industry in the United States is regulated at the
sub-dederal level, the United States did not take steps to become a party to an
international agreement on this issue among the EU, Canada, and the Russian Fed-
eration, With the participation of the U.S. states, however, the United States Gov-
ernment in 1997 was able to negotiate with the EU Commission a non-legally bind-
ing “Agreed Minute”, which included standards that were acceptable to U.S. com-
petent authorities. In December, 1997, the U.S. and EU signed the Agreed Minute
and the United States also communicated to the EU about a program by the U.S.
states under which they were planning to phase out, subject to certain specified
derogations and safeguards, certain jawed leg hold restraining traps. With the ap-
groval of the agreed minute by the EU Council, the EU did not impose its proposed
an on certain U.S. fur imports.

Rice: As part of the concessions made to the United States as compensation for
the accession of Austria, Finland, and Sweden to the EU, the EU agreed to imple-
ment tariff rate guotas for imports of 38,000 metric tons of milled rice and 8,000
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metric tons of brown rice from the United States. While progress has been made
on implementation of these tariff rate quotas, they have yet to be made operational.

EU Implementation of Uruguay Round Grain Tariff Commitments: On July 1,
1995, the EU implemented its ru&;uay Round commitment for grains and rice
using a reference émce system. In adopting the reference price system, it appeared
that the EU' would exceed its binding for products valued above the applicable ref-
erence price. Through WTO Article XXIII consultations, the U.S. gained an agree-
ment that helps improve access to the EU. In the agreement, the EU committed to
implement, on a one-year trial basis, a system allowing importers of brown rice the
possibility to cumulatlvel* recover duty overages that might occur, which was imple-
mented on July 1, 1897. The EU also agreed to future consultations if the reference
Rncedsystem results in duties greater than those committed to in the Uruguay

ound.

Service Barriers

EU Broadcast Directive.—In 1989, the EU issued the Broadcast Directive which
included a provision uiring that a majority of entertainment broadcast trans-
mission time be reserved for European oriﬁin 8ro ams' “where practicable” and “by
appropriate means.” By the end of 1993, all E ember States had enacted legisla-
tion implementing the Broadcast Directive. The United States has held consulta-
tions under GATT Article XXII with the EU concerning the Directive because the
broadcas&guot&s appear to violate the Member States’ obligations under the GATT.
The United States has reserved its right to take further action under WTO dispute
settlement procedures and is closely monitoring implementation of these measures.
While the EU did not make specific commitments to liberalize trade in the sector,
the United States succeeded in preventing the exclusion of the audio-visual sector
from coverage under the GenerarAgreement on Trade in Services (GATS). The EU
remains on the Speciai 301 “Priority Watch List” in part because of the Broadcast
Directive.

The process begun by the Commission in 1993 to revise the Broadcast Directive
in an effort to strengthen quotas was finally concluded in April 1997 through a con-
ciliation committee that resolved differences between the Eurogean Parliament and
the Council. The final agreement on the revised Directive left the original quota lan-
guage in place.

Computer Reservation Services.—U.S. Computer Reservation Services (CRS) com-
panies have had difficulty cracking the EU market, as each Member State market
tends to be dominated by the CRS owned by that Member State’s carrier. The EU’s
1993 CRS “Code of Conduct” compelled one U.S. CRE firm to establish subsidiaries
in virtually every Member State, at a cost of more than $10 million, and there are
questions whether the Code may be used to establish “charging principles” which
could urther erode the ability of U.S. firms to gain market share. In addition, Ger-
man Rail, which owns one-third of the largest European CRS firm in Gemagy, has
thus far refused to deal on an equal basis with U.S. CRS firms, severely affecting
their ability to expand in the German market. In 1995, the German Competition
Office issued an injunction against German Rail over this, which has not yet fully
resolved the problem. U.S. CRS firms face similar problems in Spain and France.
In 1996, a U.S. CRS firm filed a com%]aint with the EU competition authority
through the U.S. Department of Justice (DOJ) against possible anticompetitive prac-
tices by a European firm. This is the first case of its kind arising under the Positive
Comitf provision of the U.S-EC agreement regarding the application of their com-
puter laws. The EU investigation is on track and, while the Commission cannot say
when it will be complete, the final ruling may address some of the above concerns.

Airport Ground-handling. —In December 1995, the Council agreed on a common
position liberalizing the market to provide ground-handling services at EU airports
above a certain size by January 1, 1998. While generally welcoming this, U.S. air-
line companies and ground-handling service providers remain concerned that air-
ports can continue to have a monopoly service provider through January 1, 2002
and can also limit the number of firms which can provide certain services on the
airport tarmac (ramp, fuel, baggage and mail/freight handling) either for themselves
or for other carriers To some extent, these potential barriers are offset by more lib-
eral provisions in the bilateral air services agreements which the U.S. concluded
with seven EU Member States (Germany, Belgium, the Netherlands, Luxembourg,
Denmark, Sweden and Finland).

Postal Services.—U.S. express Sackage services like UPS and Federal Express re-
main concerned that state owned postal monopolies in many EU countries restrict
their market access and subject them to unequal competitive conditions. Proposals
to liberalize many postal services and to otherwise constrain the advantages enjoyed
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by the monopolies have been put on hold, and in any case may not be sufficient to
fully redress these problems.

C. Standards, Testing, Labeling and Certification

Standardization.—EU Member States still have widely differing standards, test-
ing and certification procedures in place for some products. Despite internal mutual
recognition, these differences can serve as barriers to the free movement of these

. Eroducts within the EU and can cause lengthy delays in sales due to the need to
ave products tested and certified to account for differing national requirements.
Nonetheless, the advent of the “New Approach” Directive, which streamlines tech-
nical harmonization and the development of standards for certain preduct groups,
based on minimum health and safety requirements, generally points toward the
harmonization of laws, regulations, standards, testing, quality and certification pro-
cedures in the EU. However, the European standardization process is still closed to
U.S. firms’ direct participation and in several instances discriminatory design based
standards have been adopted.

Standardization, testing, and certification continue to play an increasinglﬁ signifi-
cant role in U.S.-EU trade relations, as evidenced by the Transatlantic Business
Dialogue (TABD) having adopted the goal of “approved once accepted everywhere in
the Transatlantic marketplace.” The U.S. Department of Commerce anticipates that
EU le%islation covering regulated products will eventually be applicable to 50 per-
cent of U.S. exports to Europe. Given the enormity of U.S/EU trade, EU legislation
and standardization work in the regulated areas is of considerable importance. Al-
though there has been some progress in implementation, a number of problems re-
lated to this evolving EU-wide legislative environment have caused concerns to U.S.
exporters. These include lags in the development of EU standards, lags in the draft-
ing of harmonized legislation for regulated areas, inconsistent application and inter-
pretation by Member States of the legislation that is in place, overlap among Direc-
tives dealing with specific product areas, gray areas between the scope of various
Directives, and unclear marﬁing and labeling requirements for these regulated prod-
ucts before they can be placed on the market. While many such problems are not
?Jelgberate trade barriers, their existence can impede U.S. exports to the European

nion.

Mutual Recognition Agreements.—The EU is im?lementing an internal har-
monized approach to testing and certification, as well as providing for the mutual
recognition of national laboratories designated by Member States to test and certify
“regulated” products. The EU encourages mutual recognition agreements between
private sector parties for the testing ang certification of non-regulated products.

One difficulty for U.S. exporters is that only “notified bodies” located in Europe
are empoweredy to grant final product approva{s of regulated products. While there
are some laboratories in the U.S. which can test regulated products under sub-
contract to a notified body, the limited number of such labs means that such sub-
contracting procedures are unlikely to provide sufficient access for U.S. exporters.
Moreover, these labs cannot issue the final product approval but must send test re-
ports to their European affiliate for final review and approval, delaying the process
and adding costs for U.S. exporters.

The U.S. and the EU have negotiated a resolution to this hindrance to trans-At-
lantic trade in several sectors through what are known as mutual recognition agree-
ments (MRAs). MRAs will permit a U.S. exporter to test and certify his products
to the requirements of the EU in the United States. They will similarly facilitate
EU exports to the United States. Both sides have targeted early 1998 as the date
for entering into the transition periods provided for in the MRAs.

Approval of Biotechnologﬁ' and Novel Food Products Uncertain in EU.—Both U.S.
and guro ean companies have encountered difficulties in EU approval of agricul-
tural ro«fucts developed with biotechnology. Existing EU Regulations and Direc-
tives lgr the approval of these products have not been applied in a predictable and
transparent manner. A number of recent U.S. product approval requests have been
subject to delays because of political opposition to biotechnology rather than legiti-
mate health or safety concerns. This uncertain regulatory environment continues to
generate problems for not only the companies developin products but also agricul-
tural producers who might benefit from the products’ release. In addition, the EU’s
novel foods Regulation contains provisions for mandatory labeling of biotech foods
that—depending on how they are implemented—may serve to heighten consumer
concerns rather than educating consumers.

Ban on Growth Promoting Hormones in Meat Production.—The EU banned, effec-
tive January 1, 1988, the use of all growth promoting hormones, including natural
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and synthetic hormones, in livestock production. The ban also applies to meats and
meat products imported by the-EU on or after January 1, 1989. As a consequence,
the United States launched a formal WTO dispute settlement procedure in May
1996 challenging the EU’s ir{}port ban. The initial WTO finding, released in August
1997, found in favor of the United States. However, this has been appealed by the
EU. A ruling on the appeal is due in early 1998.

Veterinary Equivalency.—The United States and the European Commission con-
cluded negotiations on a veterinary equivalency agreement in April 1997 after over
three years of often contentious negotiations. When implemented, the Agreement
will establish the terms of trade for nearly all animal products between the U.S.
and the EU, over $3.56 billion annually. The agreement incorporates the principles
on the recognition of equivalent systems set out in the Uruguay Round Agreement
on sanitary and phytosanitary measures. It would allow for the recognition of U.S.
sanitary measures as equivalent to, or providing an equal level of protection for
human and animal health as EU measures, rather than require strict compliance
with EU requirements.

During the course of the negotiations the U.S. lost access to the EU market for
several products because of new EU import requirements, most notably $50 million
in poultry meat, but also some pet food and dairy products. Implementation of the
agreement would reopen access for most of these products, except poultry, and
would improve import conditions for many other products. In addition, the EU com-
mitted to study anti-contamination techniques used by U.S. poultry processors with
the goal of resolving the outstanding poultry issue. '

The EU had not formally approved the agreement by October 1, 1997, the date
to begin implementation envisioned at the conclusion of negotiations. If not ap-
proved by the EU by early 1998, significant U.S. trade could be disrupted by further
changes to EU import requirements.

Specified Risk Materials Ban: A ban published by the EU in July 1997 was to
have prohibited, as of January 1, 1998 the use of certain “specified risk materials”
(SRMs) in all products due to concerns over the transniission of BSE (Bovine .
Spongiform Encephalopathy, or “Mad Cow Disease”). SRMs are broadly defined as
the head and spinal cord of bovine animals. At risk are billions of dollars in trade
of pharmaceuticals, cosmetics, pet food, industrial products ranging from tires to
film, tallow and tallow derivatives. The U.S. does not consider coverage of U.S. prod-
ucts under the EU ban as scientifically based because the U.S. is BSE-free. In De-
cember, the EU Commission decided to postpone implementation of the ban until
April 1, 1998. The U.S. is continuing talks with the EU to help avoid unnecessary
disruption in international trade as a result of the ban. The UK unilaterally imple-
mented a more limited SRM ban as of January 1, 1998, which was expected to have
minimal negative effect on U.S. exports.

Beef Labeling.—Beginning January 1, 1998, any labeling on beef packaged for
consumer sales must be approved by EU and Member State authorities. This Regu-
lation is an attempt to provide consumers with information regarding the beef mar-
keting chain due to the concerns about the transmission of BSE. While the upcom-
ing system is voluntary, any claims on labels, such as country of origin or produc-
tion method, must be verified. These requirements currently do not apply to sales
of beef for use in hotels, restaurants or institutions in the EU. Member States may
implement compulsory labeling of beef beginning January 1, 1998 only for beef from
animals born, raised and slaughtered on their national territory. An EU-wide com-
pulsory beef labeling system is currently legislated to become operational on Janu-
ary 1, 2000. Additional details about exact application procedures are currently
being proposed by he European Commission and should be released shortly. In the
short run, this Regulation will affect over 20 percent of current U.S. beef shigments
to the EU. In the long run, i.e., after January 1, 2000, all beef sold in the EU will
be ret}u'red to carry compulsory labels. While this EU system will not be identified
until July 1999, all U.S. beef would likely be shut out of the EU market if labeling
requirements are not met by that time.

Voluntar% Eco-Labeling Scheme.—On March 23, 1992, the European Council ap-
proved an EU-wide eco-labeling scheme. The scheme is a voluntary program which
rermits a manufacturer to obtain an eco-label for a product when its production and
ife-cycle meets general and specific criteria established for that particular product.
U.S. and EU technical and policy officials met in three rounds of consultations in
1995 and 1996 to discuss the E[tJesrocess for developing criteria and to address spe-
cific U.S. industry concerns related to the fine paper and textile sectors.

In early and mid-1996 Member State representatives voted to adopt eco-label cri-
teria for linens and t-shirts and for the fine paper product sector. The U.S. Gov-



87

ernment is concerned that the process for developing criteria has been insufficiently
transparent and failed to provide for adequate participation by non-EU interest
groups, leadinF potentially to discriminatory criteria. The U.S. and EU have agreed
to continue bilateral consultations. The U.S. has urged the Commission to partici-
pate in a regular dialogue on this issue as a way to mitigate potential misunder-

standings and adverse trade consequences. . . L .

Packaging Labeling Retiuirements.—-ln 1996, the Commission put forward a pro-
posed Directive that would establish marking requirements for pgggaging to_indi-

- cate recyclability and/or reusability. The United States has expressed two potential
concerns with this Directive. First, to the extent that the EU’s new marking require-
ments differ from other marks widely used in the United Sta‘es and bein geve oped
in the International Standards Organization (ISO), the U.S. is concerned that pack-
aging, marketiag and distribution operations will become more complicated and
costly for both U.S. and European firms wishing to sell their products abroad, with-
out achieving any concomitant environmental benefit. The second concern is related
to Article 4 of the proposed Directive, which would prohibit the agplication of other
marks to indicate recyclable or reusable packaFing. Based on U.S. experience, this
requirement is likely to pose a particular problem for glass and plastic containers,
as it would require companies to create new molds solely for use in the European
market. Discussions underway in the ISO may go a long way to resolving the poten-
tial problems, especially as the Commission has indicated its willingness to review
the proposed EU marks in light of an eventual ISO agreement.

Metric Labeling.—In accordance with a 1980 Directive adopted to harmonize sys-
tems of measurement throughout the EU, metric-only labeling will be required on
most Eroducts entering the European Union after December 31, 1999. Exporters,
both European and American, have begun to focus on this deadline and are now
openly voicing their objections, citing the costs of complyingr with conflicting EU
metric-only and U.S. mandatory dual-labeling requirements. There is some indica-
tion of European Commission willingness to study the trade implications of the 1980
Directive more thoroughly and to re-open the issue for industry input.

D. Investment Barriers

The European Union has a growing role in defining the way in which U.S. invest-
ments in the Member States are treated. Although Member State governments tra-
ditionally were responsible for policies governing non-EU investment, in 1993 the
Maastricht Treaty shifted competence over third country investment from the Mem-
ber States to the Union. In many cases,Member State practices remain of more di-
rect relevance to U.S. investors. Member States negotiate their own bilateral invest-
ment protection and tax treaties, and retain general responsibility for their invest-
ment regimes. However, although Member State barriers existirg on December 31,
1993 remain in effect, but these may now be superseded by EU law. In addition,
branches of non-EU financial service institutions remain subject to individual mem-
ber country authorization and regulation.

In general, the EU supports the notion of national treatment for foreign investors,
and the Eurogean Commission has traditionally argued that any company estab-
lished under the laws of one Member State must as a “Community company” receive
national treatment in all Member States, regardless of its ultimate ownership. How-
ever, some restrictions on U.S. investment do exist under EU law and others have
been proposed:

Ownership Restrictions.—The benefits of EU law in the aviation and maritime
areas are reserved to firms majority-owned and controlled by EU nationals.

Reciprocity Provisions.—EU banking, insurance and investment services Direc-
tives include “reciprocal” national treatment clauses, under which financial services
firms from a third country may be denied the right to establish a new business in
the EU if the EU determines that the investor’s home country denies national treat-
ment to EU service providers. In the recently adopted Hydrocarbons Directive, this
notion may have been taken further to require “mirror-image” reciprocal treatment,
under which an investor may be denied a license if its home country does not permit
EU investors to engage in activities under circumstances “comparable” to those in
the Union. It should be noted, however, that thus far no U.S.-owned firms have been
affected by these reciprocity provisions.

Access to Government Grant Programs.—The European Union does not preclude
U.S. firms established in Europe from having non-discriminatory access to EU fund-
ed research and development grant programs, although in practical terms associa-
tion with a known “European” firm helps win grant awards. In another area, the
Commission in November 1995 proposecf the establishment of a guarantee fund to



88 -

promote European cinema and television production. Only firms majority-owned and
effectively controlled by EU nationals would be eligible to receive loan guarantees
from the fund. This proposal has not yet been adopted and we are not aware that
~any U.S. firm has complained about it.
MAI Negotiation.—The EU and its Member States are participating actively in
. -the OECD negotiations ‘toward a Multilateral ‘Agreement on Investment (MAI),
which should help reduce existing and preclude any further discriminatory meas-
_ures, The EU approach to the negotiations has been generally constructive, although
in recent international negotiations the Union has argued for a “regional economic
integration” provision that would allow it, and its Member States, to deny U.S.
fPi:xirJnls most favored nation treatment and potentially other rights and benefits under
aw.

Anti-Corruption Conventions.—The EU has elaborated a common position for its
Member States in the Council of Europe and OECD negotiations on anti-corruption
conventions. The position would restrict the ability of Member States to agree to any
convention that goes beyond the two relatively weak EU conventions agreed among
the Member States, even though no Member State has yet ratified the EU conven-

ions.

E. Government Procurement

In 1990, in an effort to open government procurement markets in the EU, the EU
adopted a Utilities Directive covering purchases in the water, transportation, energy
and telecommunications sectors. This Directive, which went into effect in January
1993, requires open, objective bidding procedures (a benefit for U.S. firms) but dis-
criminates against non-EU bids absent an international or bilateral agreement. The
Directive's discriminatory provisions were waived for the heavy electrical sector in
?\6 Meirgé?ndum of Understanding (MOU) between the U.S. and the EU, signed in

ay .

On April 15, 1994, the U.S. and the EU concluded a procurement agreement that
expanded upon the 1993 MOU. The 1994 agreement extended non-discriminatory
treatment to over $100 billion of procurement on each side, including all goods pro-
curement by all EU subcentral governments, as well as to selected procurement by
37 U.S. states and 7 U.S. cities. Much of the agreement is implemented through the
WTO Government Procurement Agreement which took effect January 1, 1996. The
1994 agreement, however, did not end the discrimination with respect to tele-
communications procurement. Consequently the U.S. retained the sanctions it im-
posed against the EU in 1993.

On April 30, 1996 USTR Barshefsky cited Germany under Title VII for its failure
to implement its procurement obligations. On October 1, 1996 she announced that
agreement had been reached with Germany to reform its procurement system. The
Ge;’maln Government’s draft procurement reform legislation is under consideration
in Parliament.

F. Telecommunications Market Access

U.S. telecommunications equipment industry access to EU member nations varies

widely from relatively open to nearly closed. As described in the section on govern-
ment procurement, most EU Member States discriminate against non-EU bids in
the telecommunications sector. In addition, market access is impeded through
standards and standard-setting procedures, testing, certification and attachment
policies. However, those state-owned telecemmunications firms that are losinq mo-
nopoly are displaying a more open approach to procurement in an effort to lower
costs. .
The situation in basic telecommunications services is evolving as the EU works
to meet its obligation to permit competition in this area by January 1, 1998 as re-
quired by the GATS Basic Telecoms (GBT) agreement. Implementation of the GBT
is proceeding unevenly among the 15 EU Member States. 1998 will be a year of
challenges as new firms test previously closed markets in Europe, and former
telecoms monopolies react to the new competition. Close monitori?f of this process
will be necessary to ensure full implementation of the GBT by EU Member States
and the introduction of free and fair competition to this formerly-closed market.

G. Customs

Reclassification of Information Technology Products: In June 1995, the EU adopt-
ed a Regulation reclassifying certain local area network (LAN) adapter cards from
the tariff category for automatic data processing (ADP) equipment to the tele-
communications apparatus category, resulting in increases in the tariffs on these
products to a level above the rate provided for in the EU's schedules under the
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GATT 1994. In addition, since the Uruguay Round, customs authorities in certain
EU Member States have taken action to reclassify LAN adapter cards and multi-
medxa'equxgﬁed personal computers from ADP equipment to other tariff categories.
The reclassification has the effect or raising duty rates to levels above the bound
rate for ADP equipment, theregy {)‘(])‘ssibly im?‘:iring EU tariff concessions in con-
travention of Article Il of the GATT 1994. After a number of rounds of technical
talks in 1996 failed to achieve progress on the issue, the U.S. in November 1996
requested formal consultations with the EU in the WTO. A WTO dispute settlement
panel was established on February 25, 1997. The panel report, released in October
1997, found the EU'’s reclassification actions inconsistent with its obligations under
Article II of the GATT 1994,

6. Export Subsidy Policies

Agricultural Product Subsidies.—The EU grants direct export subsidies (restitu-
tions) on a wide range of agricultural products including wheat, wheat flour, beef,
dairy products, poultry, and certain fruits, as well as some manufactured products
such as pasta. Payments are nominally based upon the difference between the EU
price and the world price, usually calcu%ated as the difference between the EU inter-
nal price and the lowest offered price by competing exporters. However, due to the
complexities of EU law and the availability of non-agricultural subsidies, such as
preferential loans and structural funds, it is suspected that other subsidies exist
that support EU export activities for agricultural products.

The Uruguay Round agreement requires the EU to reduce direct export subsidies
over six years by 21 percent in volume and 36 percent in value from a 1986-90 base

eriod. Under the agreement, the EU is required to cut export subsidies by about

5-7 billion from recent levels.

Processed Cheese Exports.—On October 1, 1997, Ambassador Barshefsky an-
nounced that USTR was invoking WTO dispute settlement procedures in the context
of a Section 301 investigation to challenge practices by the EU that circumvent the
EU’s commitments under the WTO to limit subsidized exports of processed cheese.
Under its inward processing system for dairy products, the EU produces cheese for
export from dairy components such as nonfat dry milk and butter. The processor
receives a subsidy upon the cheese being exported, but the EU counts these sub-
sidies a%ainst its export subsidy-ceiling for the components,rather that that for
cheese. The U.S. contends this is a breach of the EU’s export subsidy obligations.
WTO Article XXII consultations with the EU on these practices were held in No-
vember 1997,

Canned Fruit.—The United States and five other producing countries (Argentina,
Australia, Brazil, Chile and South Africa) are continuing to exchange letters with
the European Commission regarding the EU’s internal sup%ort regime for canned
fruit. These gov rnments believe that the operation of the EU supPort regimme for
fresh peaches and pears has allowed EU fruit processors to unfairly undercut the
domestic and export prices for canned fruit of the EU's trading partners. Despite
the EU'’s claims of adherence to the letter of the 1985 U.S.-EC Canned Fruit Agree-
ment, oversupply of the fresh fruit under the support regime may allow processors
in certain Member States to ignore the minimum price re(tlirements of the agree-
ment. The industries in all five countries have been hurt by EU exports of cheap
canned fruit. Modifications in the overall fruit and vegetable production scheme ma
improve the situation, but it is too early to tell. Consultations are scheduled for mid-
November 1997.

Shipbuilding Subsidies.—EU Member States provide subsidies and other forms of
aid to their shipbuilding industries. The European Commission sets annual ceilings
for subsidies for shipbuilding and ship conversions (but not ship repair) under its
Seventh Directive. Until December 31, 1997, the ceiling is nine rercent of gross in-
vestment for new ships.and 4.5 percent for conversions and small vessels (under 10
million ECU). In June 1989, the Shipbuilders Council of America (SCA) filed a Sec-
tion 301 petition, seeking elimination of subsidies and trade distorting measures for
the commercial shipbuilding and repair industry. In response, USTR undertook to
negotiate a multilateral agreement in the OECD to eliminate all subsidies for ship-
building by OECD member countries. An Agreement was reached in July 1994 and
signed in December to take effect on January 1, 1996. The EU ratified it and adopt-
ed implementing legislation in December 1995. However, the Senate has not given
its advice and consent to ratification of the Agreement. In October 1997, the Com-
mission proposed that pending U.S. ratification, the Seventh Directive be extended
through 1998. In 1999 and 2000, contract-related aid would continue at current ceil-
ings. From 2001, the only contract-related aid allowed would be home and export
credits under OECD rules on export credits for ships, operating aid would no longer
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be allowed, and permissible aid (e.g. for closures, R&D, the environment) would be
subﬂect to new rules. The Commission also suggested that Member States consider
a “home built” requirement for tax benefits or state guarantees for the purchase of
new ships. Discussions on the Agreement continue in the U.S. Congress,

7. Protection of U.S. Intellectual Property

The EU and its Member States support stron%lprotection for intellectual property
rights. The Member States are memgers of all the relevant WIPO conventions, and
they and the EU regularly join with the U.S. in eacouraging other countries to sign
up to and fully enforce high IPR standards, including those in the TRIPS agree-
ment. The EU, like the United States, is now considering additional legislation in
new areas of IPR protection, as shown in the Commission’s recent Communication,
Copyright and Related Rights in the Information Society. The Commission has des-
ignated four ﬁriorities for legislative action: reproduction right, communication to
the public right, legal protection of anti-copying systems and distribution right. The
Commission takes the position that digital technology and divergent Member State
IPR laws require harmonization at the Community level.

Trademarks: The U.S. Government has declined to join the Madrid Protocol,
which concerns the international registration of trademarks, because the Protocol
allows intergovernmental organizations to have a vote separate and independent
from their member states. The U.S. Government continues to press the Commission
to cooperate in finding a resolution to this impasse since the Protocol’s system of
trademark registration cannot be truly international without U.S. Government
membership.

8. Worker Rights

Labor legislation remains largely the purview of the individual Member States,
although the EU has adopted a number of regulations related to occupational safety
and health and with respect to employee participation in company decision making.
In addition, the EU has decided that GSP beneficiaries may receive an extra margin
of preference if they meet certain worker rights standards. This GSP incentive re-
gime is expected to enter into force in 1998.

Extent of U.S. Investment.—Composit figures for U.S. investment in the European
Union are not available. See data for member countries.

AUSTRIA

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19971

Income, Production and Employment:

Nominal GDP2 ........ccccoevmmiierieneienennnns 230,783.7 226,600.3 201,175.5
Real GDP growth (pct.) .cooceerieciiinieciiniinnenns 1.5 1.3 1.6
GDP by sector:
QFriculture ................................................. 3,521.8 N/A N/A
anufacturing ............ 53,631.7 N/A N/A
Services ............... ... 107,936.5 N/A N/A
Government ...... 31,002.0 N/A N/A
Per capita GDP ....... 28,998 28,281 24,100
Labor force (000s) .......cccevevenencnn 3,655 3,646 3,646
Unemployment rate (pct)3 ............ccee 3.9 44 4.4
Money and Prices (21nual percentage
rowth):
oney supply (M2) ........ 9.4 28 0.0
Consumer price index . 2.2 1.9 1.5
Exchange rate (AS/US$ annual average4) .. 10.08 10.59 12.25
Balance of Payments and Trade:
Total exports (FOB) .........cocccoiinninciinn, 57,5411 57,8083 53,9918
Exports to U.S. ........ 1,707.7 1,840.2 1,755.1

Total imports (CIF) ............

Imports from U.S. .......... . . .
Trade balance ..........ccovevecrnnenncnoncsieneine -8,731.8 -9,496.7 -8,612.3
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated)

1995 1998 1997}

Balance with U.i. .vvvvvcrviiiinineennione. -1,073.0 -1,160.7 -1,020.4
External public debt ... e 30,912.0  20,405.0 26,122.4
Fiscal deficit ...........ccccocvervrernniinnn, 5.0 3.7 2.7
Current account deficit/GDP (pct) ...... 2.0 1.8 2.2
Debt service payments/GDP (pet)® ............... 1.7 15 1.5
Gold and foreign exchange reserves (year-

ENA) .eiriiriiiniiesnie s v 23,627.5 24,473.6 N/A
Aid from U.S. ...cccovvivnrrnennn, 0 0 0
Aid from all other sources 1] 0 0

11997 figures are all estimates based on available data in October 1997 and latest available economic fore-

costs of September 1997.
“GDP at market prices.
Sunemployment rute according to EU method.
dthere is only an official rate, no paralle! rates.
8debt service payments on external public debt.

1. General Policy Framework

Austria, a member of the European Union (EU) since January 1, 1995, has a well
developed market economy with a hi%h standard of living. With exports of goods and
services reaching over 40 percent of GDP, Austria’s economy is closely integrated
with other EU member countries, especially with Germany. Austria's entry into the
EU has drawn an influx of foreign investors attracted by Austria’s access to the sin-
gle European market and by more liberal policies promoting competition and dis-
mantling protectionism. Like many European countries, Austria has undergone a

eriod of slow economic srowth: in 1995, Austria’s GDP grew by 1.5 percent, in 1996
y 1.3 percent and in 1997 by a projected 1.6 percent. Economic prospects are ex-
pected to brighten in 1998 with expected growth of around 2.5 percent.

Austria is well on its way to meeting all Maastricht convergence criteria for mone-
tary union. While total public debt still stands at 70 percent of GDP, its upward
trend is expected to reverse in 1997 as a result of privatization efforts, the 1996
budget consolidation program and austerity measures. The total public sector deficit
is expected to decline to 3 percent of GDP in 1997. The 1997/98 budget proposals

resented to Parliament contain further measures to stabilize the deficit at a low
evel. Cuts mainly affect the civil service and Austria’s generous social system, the
two major causes of the government deficit. The deficit is mainly financed through
issuance of government bonds. :

The European Union's single market, the economic transformation occurring in
Central Europe and envisaged EU enlargement pose significant challenges to the
Austrian economy. To meet increased competition from both the EU and Central
European countries, less competitive, low-tech production will have to shift towards
more specialized value-added manufacturing. To improve efficiency and resource al-
location, the service sector, particularly telecommunications and the cnergy sector,
will have to be further deregulated and liberalized. While wage-price rigidities, bar-
riers to market entry and a complex regulatory environment remain, the govern-
men:i h?is taken decisive measures to foster more liberal policies to adapt to EU
standards.

2. Exchange Rate Policies

Over the last 15 years, the Austrian National Bank (ANB) has ﬁursued a “hard
schilling” policy, adjusting interest rates to pesg the Austrian schilling (AS) to the
German mark (DM), at an exchange rate of AS7 to DM1, instead of setting money
st‘x}pply and other monetary targets. Since Austria joined the EU, the ANB has re-
aftirmed publicly its determination to continue this policy, as well as its intention
to participate in the “hard core” of the EMU, those countries expected to be included
among the initial entrants to the EMU on January 1, 1999,

For the Austrian Government, EMU participation is the most important future
prof‘ectf-a view agreed to by most political parties, bankers, economic chambers, as-
soclations of industrialists, business managers and economists. There is also wide
agreement that non-participation would be a disaster and mean failure of Austria'’s
hard currency policy. The government is making a major effort to meet all EMU
convergence criteria and has implemented austerity measures in 1996/97, an ap-
proach it will continue in 1998.
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In 1996, the Austrian schilling (and the German mark) lost ground against the
U.S. dollar and many othe* European currencies. This trend continued in the first
half of 1997 as the dollar r.se strongly against the schilling and the mark.

3. Structural Policies

Austria’s accession to the EU has required the government to accelerate struc-
tural reforms and to liberalize its economy. Most non-tariff barriers to merchandise .
trade have been removeéd. Cross-border capital movements and market access for
foreign bonds have been fully liberalized.

In 1996, as part of its austerity program, the Austrian government implemented
a number of changes to the tax code to raise revenues. Measures included the intro-
duction of an energy tax on electricity and natural ﬁas, cuts in personal income tax
allowances and tax credits, as well as increases in the interest income tax rate from
22 to 25 percent and in the minimum corporate tax to about $4,700 annually (the
34 percent corporate tax rate remains unchanged). Rules for the deductibi ity of
!os?g% ;mve also been tightened. The economy was fully impacted by these measures
in .

The Austrian government continues to be a major player in the national economy.
However, the scope of government interventionist policies, a traditional feature of
the Austrian economy, has been significantly reduced in recent years. The govern-
ment continues to sell off state-owned enterprises in an effort to cut back its domi-
nant economic role and to fulfill the Maastricht criteria for EMU. It no longer has
majority ownership in formerly state-controlled companies such as OMV, VOEST or
Elin. Subsidy programs have also been scaled back to conform to EU regulations.

1997 saw the passage of a more liberal business code, which eases access to li-
censed professions and broadens the scope of their activity. Additionally, Austria’s
1993 procurement law was amended to comply with EU regulations. A 1994 Envi-
ronmental Impact Assessmer.t Act regulates the environmental impact of large in-
dustrial and infrastructure projects. Licensing procedures under this and other envi-
ronmental legislation are viewed by industry as costly and cumbersome.

4. Debt Management Policies

Austria’s external debt management has had no significant impact on U.S. trade.
At the end of 1996, the Austrian federal government’s external debt amounted to
$28.0 billion (21 percent of the government’s overall debt) and consisted of 92 per-
cent bonds and 8 percent credits and loans. Debt service on the federal government’s
external debt amounted to $3.5 billion in 1996, or 1.5 percent of GDP and 3.7 per-
cent of total exports of goods and services. In 1996, total public sector external debt
amounted to $30.2 billion or 13 percent of GDP. Total gross public debt was 70 per-
cent of GDP at the end of 1996. Republic of Austria bonds are rated AAA by recog-
nized international credit rating agencies.

5. Significant Barriers to U.S. Exports

On Austria's accession to the EU, approximately two thirds of existing tariffs were
lowered or eliminated, while about one third was increased. Over half of all products
from non-EU countries enter without any tariff. U.S. exports of chemicals, plastics,
computers, photogrzi{;hic equigment, semiconductors and integrated circuits were af-
fected adversely by Austria's KU entry.

The EU's Common Agricultural Policy (CAP) also has had a negative impact on
imports of U.S. agricultural goods into the Austrian market. Import duties for some
key U.S. agricultural products such as tobacco, rice and raisins rose considerably.
In 1995, The United States and the EU negotiated an agreement to compensate the
United States for these tariff increases. The EU ban on imports of hormone-treated
beef severely restricts U.S. exports of beef to Austria. This issue is currently before
tlg?)SWTO' which has ruled against the EU, and is not expected to be resolved before

Austria’s 1993 Banking Act lsmesents a number of obstacles for market entry of
U.S. banks. Branches of non-EU banks must be licensed, while EU banks may oper-
ate branches on the basis of their home country licenses. For bank branches or sub-
sidiaries from a non-EU member country, the limits for single large loan exposures
and open foreign exchange positions will shrink considerably on December 31, 1998,
when the endowment capital from their parent companies may no longer be in-
cluded in the capital base used for calculating these limits.

Providers of financial services, such as accountants, tax consultants, and property
consultants, must submit specific proof of their qualifications, such as university
education or number of years of practice. Other service activities also require a busi-
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ness license, for which one of the preconditions is legal residence. Under the WTO
General Agreement on Trade in Services, Austrian officials insist that Austria’s
commitmerts on trade in professional services extend only to intra-corporate trans-
fers. U.S. service companies often form joint ventures with an Austrian firm to get
around these restrictions. . '

Austrian labeling and marking requirements are not as strict as those in the
United States. Safety warnings are not mandated on electrical devices, nor is label-
ing in the German language required. A federal law requires that packaged food be
marked with an expiration date. With regard to labeling of food and additives con-
taining genetically modified organisms (GMO's), Austria is in full compliance with
EU regulations, but the government may proceed with labeling requirements that
may not conform to EU regulations.

Harmonization of national legislation with EU labeling and marking requirements
is well under way, along with quality and safety standards. Ultimately, as this proc-
ess is completed, a “CE” mark will be required for most manufactured imports. Rel-
evant EU directives are being implemented, with varying transition periods for dif-
ferent product categories. For instance, the EU directive for toys has already been
izr(t)lgéemented, while the transition period for explosives for civil use ends Dec. 31,

The government welcomes foreign investment, particularlﬁ in the high technology
and automotive sectors, with no f%rmal sectoral or geographic restrictions. In most
business activities, 100 percent ownership is permitted. Investment incentives are
abundant, including EU structural subsidies in some locations. U.S. companies re-
ceive national treatment with the exception of property acquisition. However, while
any company, including U.S. firms, must obtain approval from the land commission
of the province in which it wishes to purchase land, very rarely do U.S. firms en-
counter ﬁroblems, especially when they wish to locate in commercial zones or indus-
trial parks.

A 1997 U.S. Investor Confidence Survey compiled by the American Chamber of
Commerce cites issues such as high labor, telecommunications and energy costs, the
complex Austrian legal situation, and difficulties in obtaining work permits for key
personnel as major obstacles. In a recent public statement, the Austrian economics
minister committed to a maximum of 90 days turnaround time for prti_‘perty acquisi-
tion applications. Moreover, the reform of the Residence Law and the Foreign Work-
ers Employment Law enacted in mid-1997 exempts skilled U.S. labor (e.g. managers
and their dependents) from an increasingly restrictive quota system for residence
permits.

Austria is a party to the WTO Government Procurement Agreement. Austria does
not have restrictive “buy-national” laws, and the principle of the best bidder is usu-
ally maintained. However, offset requirements are common in defense contracts.
Austria’s first federal procurement law was enacted in 1993. 1997 saw the passage
of new procurement legislation in line with EU guidelines, particularly regarding
the services sector.

6. Export Subsidies Policies

The government provides export promotion loans and guarantees within the
framework of the OECD export credit arrangement and the WTO Agreement on
Subsidies and Countervailing Measures. The Austrian Kontrollbank (AKB), Aus-
tria’s export financing agency, offers export financing programs for small and me-
dium-sized companies with annual export sales of up to $9.5 million. Following Aus-
tria’s accession to the EU, the AKB stoned providing economic risk guarantees for
short term financing of exports to OECD countries. A 1995 amendment to Austria’s
Export Guarantees Act (AFG) enables the AKB to guarantee untied credits. In 1896,
the AKB made its export guarantee system more transparent by publishing condi-
tions and eligible country lists.

7. Protection of U.S. Intellectual Property

Austria is a member of all principal multilateral intellectual property agreements
and organizations, including the World Intellectual Property Organization (WIPO).
Austrian laws are largely consistent with international standards. To implement EU
directives on satellite broadcasting and cop}\;right duration, Austria amended its
copyright law in 1996. This amendment, which became effective Afril 1, 1996, states
that “tourist establishments” (such as hotels, inns, etc.) may publicly perform cine-
matographic works (or other audiovisual works, includin§ videos) for their guests in
exchange for a compulsoxg license fee to the copxlright holders, but without their au-
thorization, The United States has urged the Austrian government to rescind this
provision of the law, which is inconsistent with its international obligations.
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A levy on imports of home video cassettes and a compulsory license for cable
transmission are required under Austrian copyr‘iight law. (gf total revenues, 51 per-
cent currently go to a special fund for social and cultural projects, not to the copy-
right owners. It is expected that as of 1998, cable transmission rights will be exclu-
sive to the legal owner. Austrian copyrith law requires that the owner of intellec-
tual property prove the entire chain o rights up te the producer. In the case of
films, this requirement has made prosecution of cases of video piracy difficult. The
United States government continues to consult with Austria on this issue.

8. Worker Rights .

a. The Right of Association.—Workers in Austria have the constitutional right to
associate freely and the de facto right to strike. Guarantees in the Austrian Con-
stitution governing freedom of association cover the rights of workers to join unions
and engage in union activities. Labor participates in the “social partnership,” in
~hich the leaders of Austria’s labor, business, and agricultural institutions give
their concurrence to new economic legislation and influence overall economic poFi-::y

b. The Right to Organize and Bargain Collectively.—Austrian unions enjoy the
right to organize and bargain collectively. The Austrian Trade Union Federation
(OGB) is exclusively responsible for collective bargaining. All workers except civil
servants are required to be members of the Austrian Chamber of Labor. Leaders
of the OGB and labor chamber are democratically elected. Workers are legally enti-
tled to elect one-third of the board f major companies.

c. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited by law.

d. Minimum Age of Employment of Children.—The minimum legal working age
is 15. The law is effectively enforced by the labor inspectorate of the Ministry for
Social Affairs.

e. Acceptable Conditions of Work.—There is no legally-mandated minimum wage
in Austria. Instead, minimum wage scales are set in annual collective bargaining
agreements between employers and employee organizations. Workers whose incomes
fall below the poverty line are eligible for social welfare benefits. Over half of the
workforce works a maximum of either 38 or 38.5 hours per week, a result of collec-
tive bargaining agreements. The Labor Inspectorate ensures the effective protection
of workers by requiring companies to meet Austria’s extensive occupational health
and safety standards.

f. Rights in Sectors with U.S. Investment.—Labor laws tend to be consistently en-
forced in all sector, including the automotive sector, in which the majority of U.S.
capital is invested.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

PetroleUm .......ccccovviveereriiiiiennie s e se e sase s er et eene 1
Total Manufacturing ........cccooivereernvevesiieivenetinreerrersreeeens 1021

Food & Kindred Products .........c.cccooeivruevviriiiennveeninnnencnnne 5

Chemicals & Allied Products .......c...cceervevvieervinnvennienneneen 1

Metals, Primary & Fabricated ..... 1

Machinery, except Electrical ........cooccoeviriicincrncnniniieann, 79

Electric & Electronic Equipment ...........cccocoivvivivvninnennn. 399

Transportation Equipment .... 1

Other Manufacturing ........c.cccoceevnervinenvincrnreecinieeenernsnseens 79
Wholesale Trade ............... 384
BanKing ......c..cocviimiivrnincnie i ettt st 1
Finance/Insurance/Real Estate .......c...ccccoveeniirnccinrennininnn, 1007
Services ......covcevveineniinerseeen 300
Other Industries -23
TOTAL ALL INDUSTRIES ............cc........ preseer e 2902

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

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971
Income, Production and Employment:
GDP (at current prices)? ........ccoovvevirrerenreinenrernienees 2689 2635 245.7
Real GDP Growth (pet)3 ......occorvvvninevineinnenncinicnnionne 19 1.4
GDP by Sector (pct):
AGriculture ........oovvivceviiriniireiine e ene 1.7 N/A N/A
Construction ..........c.e.... 5.4 N/A N/A
EDEIRY w.oooreerrrrrorrrorren 43 NA N/A
Industry ....... 19.6 N/A N/A
Services ........cceveireennenn. 55.0 N/A N/A
Nontradable Services 13.9 N/A N/A
Real Per Capita GDP (US$)+4 27,684 25,651 24,612
Labor Force (0008) .........ccoeccveurinne 4,293 4,284 ,
Unemployment Rate (pct) ......covcevivcninccniniinininnns 9.9 9.7 9.5
Money and Prices (annual percentage growth):
Money Supply Growth (M2) 6.1 -6.2 7.6
Consumer Price Inflation ............ 1.5 2.1 .
Exchange Rate (BF/USS) .......cccc.conmvinimmmnerssisiiiennies 295 30.95 34.52
Balance of Payments and Trade:
Total Exports FOBS .........cconinienimccnecinennnneniinniens 145 153 172
Exports to U.S.8 ........coovviininicinncnniienniinsecressissecens 12.5 12.6 14.0
Total Imports CIFS ..o 1649 1518 158.56
Imports from U.S.8 ........occniiniiiininnccninnnne e 12.8 124 12.0
Trade Balances .........ccccvvevvreiremmreenneeiesrnsenionnssennns -9.9 1.2 13.5
Balance with U.S.6 ...........ccooevnimnniiiiinnnninnninnnne -0.3 -0.1 -2.0
Current Account/GDP (pct) .....occvvvivvinniniecrinncniinins 5.1 5.0 5.5
External Public Debt .........cccoovvveeveneiccniiicinniiiinne 36.8 32,7 32.7
Debt Service Payments/GDP .......covevvviiiiniiniisennnns N/A N/A N/A
Fiscal Deficit/GDP (PCt) ..cooeveirercinincnreniimmniennnenne -5.1 -4,1 -3.2
Gold and Foreign Exchange Reserves .........ccocceeneenens 17.3 18.8 18.1
Aid from US. .....cooevceiirinicrininesensssssssnenssiens 0 0 0
Aid for All Other Sources .........cocvvciiniennienccninenienns 0 0 0

11997 figures are all estimates based on monthly data available in October 1997,

2GDP at factor cost

2 Percentage changes calculated in local currency

4At 1985 prices

& Merchandise trade

8Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis.
1995 and 1995 figures include trade with Luxembourg under the customs union. 1997 figures are estimates
for Belgium only E‘med on data available through October 1997.

1. General Policy Framework

Belgium possesses a highly developed market economy, the tenth largest among
the OECD industrialized democracies. The service sector generates more than 7
percent of GDP, industry 26 percent and agriculture two percent. Belgium ranked
as the ninth-largest trading country in the world in 1996, with exports and imports
each equivalent to about 70 percent of GDP. Three-quarters of Belgium’s trade is
with other European Union YEU) members. Only five percent is with the United
States. Belgium imports many basic or intermediate goods, adds value, and then ex-
ports final products. The country derives trade advantages from its central geo-
graphic location, and a highly skilled, multilingual and industrious workforce. Over
the past 30 years, Belgium has enjoyed the second-highest average annual growth
in productivity among OECD countries (after Japan).

Throughout the late 1970s and the 1980s, Belgium ran chronic budget deficits,
leading to a ragid accumulation of public sector debt. By 1996, debt was equal to
127 percent of GDP. Because of the high Belgian savings rate, Belgium has largely
financed its budget deficits from domestic savings. Foreign debt represents less than
10 percent of the total and Belgium is a net creditor on its external account.

Belgium’s macroeconomic policy since 1992 has aimed at reducing the deficit to
3.0 percent of GDP and reversing the growth of the debt/GDP ratio in order to meet
the criteria for participation in Economic and Monetary Union (EMU) set out in the
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EU’s Maastricht Treaty. Since 1992, the Belgian government has implemented
budget austerity measures of more than $30 billion, or about 10 percent of GDP.
Even though 75 percent of these measures were revenue increases rather than ex-
penditure cuts, they had the advantage of being mostly structural in nature, as op-

osed to one-time measures. The deficit declined to 3.2 percent of GDP in 1996 and
1s estimated at 2.6 percent of GDP in 1997. The government’s 1998 budget, pre-
sented in October 1997, projects a 2.3 percent deficit and a reduction in the debt/
GDP ratio to 122 percent. Belgium has no chance of reaching the Maastricht Treaty
debt/GDP target of 60 percent, but expects to demonstrate sustained progress to-
wards the target in order to qualify for early EMU membership.

Economic growth, which on a quarter by quarter basis dropped in the second half
of 1996, picked up in 1997 as net exgorts joined business investment as a source
of growth. At 2.5 percent, average GDP growth remained relatively modest in 1997.
For 1998, growth is expected to be near 3 percent. Business investment, driven by
the improvement in profitability over the past few years, is also supported by low
interest rates and a relatively high degree of capacity utilization in the manufactur-
ing industry. Higher demand in the Netherlands, Germany and France is likely to
pull Belgian exports up. Moreover, the appreciation of the dollar and some Euro-
pean currencies vis a vis the BF in 1996 and 1997 should also contribute to the
growth of exports.

Belgium’s unemployment situation improved slightly over the past two years.
Standardized EU data put Belgium’s unemployment rate at 9 percent in November
1997, one percent below the EU’s average. A further reduction in unemployment
will probab’l)y be very modest: efforts by business to neutralize high labor costs have
increased productivity, but have also aggravated unemployment by reducing the
labor component of economic growth.

In 1993, Belgium completed its process of regionalization and became a federal
state consisting of three regions: Brussels, Flanders and Wallonia. Each region was
given substantial economic powers, including trade promotion, industrial develop-
ment, research and environmental regulation.

2. Exchange Rate Policy

Belgian monetary policy basically shadows German interest rates closely in order
to keep the Belgian franc (BF) close to its central parity with the German mark
(DM} within the European Monetary System’s Exchange Rate Mechanism (ERM).
The near collapse of the ERM in July 1993 placed enormous pressures on this
“strong franc” policy as currency traders focussed on Belgium’s high debt and budg-
et imbalance. The National Bank of Belgium and government used high short-term
interest rates, jawboning and currency market interventions to support the BF. Al-
though the BF briefly slipped by about seven percent against the central parity rate
with the DM, it regained its parity by late 1993. Since then, the BF has remained
within two percent of its DM parity. The result has been low inflation (even below
Germany'’s level) and a much-reduced interest rate premium over German bonds. It
has also meant an appreciation of the BF against the weaker European currencies.
Belgian manufacturers have comglained about the impact of the BF’s appreciation
on their competitiveness, particularly compared to weak-currency Europeans such
as Spain and Italy.

3. Structural Policies

Belgium is a very open economy, as witnessed by its high levels of exports and
imports relative to GDP. Belgium generally discourages protectionism. The federal
and regional governments actively encourage foreign investment on a national treat-
ment basis.

Tax policies: Belgium’s tax structure was substantially revised in 1989. The top
marginal rate on wage and salary income is 55 percent. Corporations (including for-
eign-owned corporations) pay a standard income tax rate of 39 percent. Small com-
panies pay a rate ranging from 29 to 37 percent. Branches and foreign offices pay
income tax at a rate of 43 percent, or at a lower rate in accordance with the provi-
sions contained in a double taxation treaty. Under the present bilateral treaty be-
tween Belgium and the United States, that rate is 39 percent.

Despite the reforms of the past five years, the Belgian tax system is still charac-
terized by relatively high rates and a fairly narrow base resulting from numerous
exemptions. While indirect taxes are lower than the EU average as a share of total
government revenues, personal income taxation and social security contributions are
particularly heavy. Total taxes as a percent of GDP are the fourth highest among
OECD countries. Taxes on income from capital are by comparison quite low; since
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October 1995, the tax rate on interest income is 16 percent, and the tax rate on divi-
dends is 25 percent for residents. There is no tax on capital gains.

Belgium has instituted special corporate tax regimes for coordination centers, dis-
tribution centers and business service centers (including call centers) in recent years
in order to attract foreign investment. These tax regimes provide for a “cost-plus”
geﬁmuon of income for intragroup activities and have proven very attractive to U.S.
irms.

Regulatory policies: The only areas where price controls are effectively in place
concern energy, household leases and pharmaceuticals. With the exception of the
latter, none of these has any serious impact on U.S. business in Belgium.

4. Debt Management Policies

Belgium is a member of the G-10 group of leading financial nations, and partici-
patés actively in the IMF, the World Bank, the EBRD and the Paris Club. Belgium
1s also a significant foreign assistance donor nation. It closely follows development
:\'nd debt issues, particularly with respect to the Congo and some other African na-

ions.

Belgium is a net external creditor, thanks to the household sector’s foreign assets
which exceed the external debts of the public and corporate sectors. Only about 10

ercent of the Belgian government’s overall debt is owed to foreign creditors.

oody's top Aal rating for the country’s bond issues in foreign currency reflects Bel-
gium’s integrated position in the EU, its significant improvements in fiscal and ex-
ternal balances over the past few years, its economic union with the financial power-
house Luxembourg, and the reduction of its foreign currency debt. The Belgian gov-
ernment has no problems obtaining new loans on the local credit market. Because
of the reform of monetalg policy in 1991, as well as greater independence granted
in 1993 to the National Bank of Belgium, direct financing in Belgian francs by the
central bank has become impossible.

5. Significant Barriers to U.S. Exports

From the inception of the EU’s single market, Belgium has implemented most,
but not all, trade and investment rules necessary to harmonize with the rules of
the other EU member countries. Thus, the ﬂotential for U.S. exporters to take ad-
vantage of the vastly expanded EU market through investments or sales in Belgium
has grown significantly. Some barriers to services and commodity trade still exist,
however, including: -

Telecommunications: The federal government is gradually opening up the pre-
viously monopolistic telecommunications sector. In 1996, the government sold 49

ercent of Belgacom, the public telephone operator, to a consortium of Ameritech,

'ele Danmark and Singapore Telecom. In September 1996, a second cellular opera-
tor started operations. On January 1, 1998, a second telephone operator, Telenet,
will enter the telecoms market, using Belgium’s extensive cabling network. Telenet
is a joint-venture with 20 percent participation by U.S. West. To further open mo-
bile telecommunication in Belgium, a third cellular license will be issued in 1998.
The United States has taken issue with the regulation of the directo?r services mar-
ket, but a solution appears likely. Begium has yet to sign the protocol that embodies
the commitments made as part of the WTO Basic Telecommunications Agreement.
The deadline for signing the p.otocol was December 1, 1997.

Ecotaxes: The Belgian government has adopted a series of ecotaxes, in order to
redirect consumer buying Pattems towards materials seen as environmentally less
damaging. These taxes will raise costs for some U.S. exporters, since U.S. companies
selling into the Belgian market must adapt worldwide products to varying EU mem-
ber state environmental standards.

Retail service sector: Some U.S. retailers, including Toys'R’ Us and McDonalds,
have experienced considerable difficulties in obtaining permits for outlets in Bel-
gium. Current legislation is designed to protect small shopkeepers, and its applica-
tion is not transparent. Belgian retailers also suffer from the same restrictions, but
their existing sites give them strong market share and power in local markets.

Public procurement: In January 1996, the Belgian government implemented a
new law on government procurement to bring Belgian legislation into conformity
with European Union directives. The revision has incorporated some of the onerous
provisions of EU legislation, while improving certain aspects of government procure-
ment at the various %overnmental levels in Belgium. We will continue to monitor
the implementation of the new law. Belgian public procurement still manifests in-
stances of poor public notification and procedural enforcement, requirements for off-
sets in military procurement and nontransparency in the procurement process.
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Broadcasting and motion pictures: Belgium voted against the EU broadcasting di-
rective (which requires a high percentage of European programs “where practical”)
because its provisions were not, in the country’s view, strong enough to protect the
fledgling film industry in Flanders. The Flemish (Dutch-speaking) region and the
Francophone community of Belgium have local content broadcasting requirements
for private television stations operating in those areas. The EU has taken the Wal-
loon and Flemish communities to the European Court of Justice concerning these
requirements. TNT has experienced considerable problems in arranging distribution
of its signal on Belqian cable, while NBC and Viacom, via their majority interest
:’in the 4 channel, face similar problems with broadcasting authorities in Flan-

ers.

6. Export Subsidies Policies

There are no direct export subsidies offered by the Belgian government to indus-
trial and commercial entities in the country, but the government (both at the federal
and the regional level) does conduct an active program of trade promotion, including
subsidies for participation in foreign trade fatrs and the compilation of market 1e-
search reports. In addition, ex;orters are eligible for a reduction in social security
contributions by employers and benefit from generous rules for cyclical layoffs. The
latter programs come close to the definition of a subsidy in the case of a company
engaged in exporting. All of these é)rograms are offered to both domestic and for-
eign-owned exporters. The United States has raised with the Belgian government
and the EU Commission concerns over subsidies via an exchange rate program to
Belgian firms producing components for Airbus.

7. Protection of U.S. Intellectual Property.

Belgium is party to the major intellectual property agreements, including the
Paris, Berne and Universal Copyright Conventions, and the Patent Cooperation
Treaty. Nevertheless, an estimated 20 percent of Bell;gium’s video cassette and com-
pact disc markets are composed of pirated products. For software, the share of pirat-
ed cogies has dropped from 58 to 48 percent in one year, still representing a loss
of $700 million to the industry. (1995 figures, no estimates available yet for 1996.)

Copyright: On June 30, 1994, the Belgian Senate gave its final approval to the
revised Belgian copyright law. National treatment standards were introduced in the
blank tape levy provisions of the new law. Problems regarding first fixation and
non-assignability were also solved. The final law states that authors will receive na-
tional treatment, and allows for sufficient manoeuvrability in neighbouring rights.
However, if Belgian right holders benefit from less generous tprotection in a foreign
country, the principle of reciprocity applies to the citizens of that country. This is
the case for the U.S., which does not grant protection of neighboring rights to Bel-
gian artists and performers, nor to Belgian producers of records and movies. As a
consequence, U.S. citizens in Belgium are subject to the same restrictions.

Patents: A Belgian patent can be obtained for a maximum period of twenty years
and is issued only after the performance of a novelty examination.

Trademarks: The Benelux Convention on Trademarks established a joint process
for the registration of trademarks for Belgium, Luxembourg and the Netherlands.
Product trademarks are available from the Benelux Trademark Office ir The
Hague. This trademark protection is valid for ten years, renewable for successive
ten-year periods. The Benelux Office of Designs and Models will grant registration
of industrial designs for 50 years of protection. International deposit of industrial
designs under the auspices of the World Intellectual Property Organization (WIPQ)
is also available.

8. Worker Rights

a. The Right of Association.—Under the Belgian constitution, workers have the
right to associate freely. This includes freedom to organize and join unions of their
own choosing. The government does not hamper such activities, and Belgian work-
ers in fact fully and freely exercise their right of association. About 60 yj)ercent of
Belgian workers are members of labor unions. This number includes employed, un-
employed and workers on early pension. Unions are independent of the government,
but have important links with major political parties. Unions have the right to
strike and strikes by civil servants and workers in “essential” services are tolerated.
Teachers, nurses, railway workers, air controllers and Sabena personnel have con-
ducted strikes in recent years without government intimidation. Despite government
protests over wildcat strikes by air traffic controllers, no strikers were prosecuted.
Also, Belgian unions are free to form or join federations or confederations and are
free to afliliate with international labor bodies. However, the International Confed-
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eration of Free Trade Unions (ICFTU) in 1996 noted with concern the increasingly
common practice of using civil court rulings to end strikes. The IFCTU report states
that the rulings include a threat of fines against strikers, and that such rulings call
into question the free exercise of the right to strike. There was a sharp decrease
in this kind of court rulings throughout 1996 and 1997.

b. The Right to Organize and Bargain Collectively.—The right to organize and
bargain collectively is recognized, protected and exercised freely. Every other year,
the Belgian business federation and unions negotiate a nationwide collective bar-

aining aireement covering 2.4 million private-sector workers, which establishes the
ramework for negotiations at plants and branches. Public sector workers also nego-
tiate collective bargaining agreements. Collective bargaining agreements apply
equally to union and non-union members, and over 90 percent of Belgian worﬁers
are covered by collective bargaining agreements. Under legislation in force, wage in-
creases are limited to a nominal 6.1 percent for the 1997-98 period. The law pro-
hibits discrimination against organizers and members of unions, and protects
against termination of contracts of members of workers’ councils, members of health
and safety committees, and shop stewards. Effective mechanisms such as the labor
courts exist for adjudicating disputes between labor and management. There are no
export processing zones.

c. Prohibition of Forced and Compulsory Labor.—Forced or compulsory labor is il-
legal and does not occur. Domestic workers and all other workers have the same
rights as non-domestic workers. The government enforces laws against those who
seek to employ undocumented foreign workers.

d. Minimum Age for Employment of Children.—The minimum age for employment
of children is 15, but schooling is compulsory until the age of 18. Youth between
the ages of 15 and 18 may participate in part-time work/part-time study programs
and may work full-time during school vacations. The labor courts effectively monitor
compliance with national laws and standards. There are no industries where any
significant child labor exists.

e. Acceptable Conditions of Work.—In May 1996, the monthly national minimum
wage rate for workers over 21 was set at BF43,665 ($1,260); 18-year-olds can be
paid 82 percent of the minimum, 19-year-olds 88 percent and 20-year-olds 94 per-
cent. The Ministry of Labor effectively enforces laws regarding minimum wages,
overtime and worker safety. By law, the standard work week cannot exceed 40
hours and must have at least one 24-hour rest period. Comprehensive provisions for
worker safety are mandated by law. Collective bargaining agreements can supple-
ment these laws.

f. Rights in Sectors with U.S. Investment.—U.S. capital is invested in many sec-
tors in Belgium. Worker rights in these sectors do not differ from those in other
areas.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

Petroleum .........coovevvivcmnsininnnnninnin 370
Total Manufacturing ................ 8425

Food & Kindred Products ....... 507

Chemicals & Allied Products ...... 5757 )

Metals, Primary & Fabricated ... 138

Machinery, except Electrical ............ 1

Electric & Electronic Equipment ..... 492

Transportation Equipment ............... 1

Other Manufacturing .............. 1027
Wholesale Trade .........coccoerniniiniinniiniins 2225
Banking .......cooccoveiimniiiininiiiinn e 282
Finance/Insurance/Real Estate .. 4130
Services .....cccovievriinnin s 2274
Other Industries ................ccueee. 897
TOTAL ALL INDUSTRIES .....ccocoiveeivininniinnniininens 18604

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

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971

Income, Production and Employment:

Nominal GDP 13.0 9.5 9.5
Real GDP Growth (Pet) .....ccccoovviniininiininineininaicnesennnne 21 -109 -1.4
GDP by Sector:

l1\\’Fric‘.1lture ...................................................................... 1.7 11 1.2
anufacturing ... 4.1 3.0 2.9
Services ............... 8.0 5.1 5.1
Per Capita GDP ........ 1,643 1,129 1,130
Labor Force (000s) .................. .. 3,575 3,670 3,635
Unemployment Rate (pct) 2 ........ococovvviiiniiniinnnnniiniens 114 10.8 14.3

Money and Prices (annual percentage growth):

Money Supgly Growth (M2) ....ccooovviriiccirrriciseeccnienne 39.6 1245 245.4
Consumer Price Inflation ........cccovevvevinerineicecnincineeionnens 32.9 311 584
Exchange Rate (Leva/US$ - annual average)3

OffIciAl ...vvvreciiereiiecernenecieree it esersneriosearsessessaesseesessinnsesen 67.2 175 1675

Balance of Payments and Trade:

Total Exports FOB ..........cccoeevnininiorcnsnniceneninnenessincnnces 5.1 4.2 4.8
Exports to U.S. (US$ mins)4 ...... 188 116 164
Total Imports CIF .......cocorvvveincinnae, 4.7 4.0 4.3
Imports from U.S. (US$ mins)4 ... 132 138 110
Trade Balance ...........o.coveevvvervcnenirnenns 0.4 0.2 0.5
Balance with U.S. (US$ mlns)4 ........ 5 -22 54
Currrent Account Balance/GDP (pct) ... -0.5 0.9 1.8
External Public Debt ..........ccccverviniinne 9.4 9.6 9.7
Debt Service Payments/GDP (pct) .... 8.1 13.1 9.9
Fiscal Deficit/GDP (pct) .....cccooveevvvnniiriiniaeninnn, 64 -134 -6.3
Gross Foreign Exchange Reserves and Gold . 1.6 0.8 24
20 278 26.1

Aid from U.S, (US$ mIns)S .......ccccvvvvevvnnnnne . 42
. N/A N/A N/,

>

Aid from All Other Sources ..........

11997 figures are estimates based on available 6-10 month data

2Annual average

3Rate depreciated from 32.1:1 to 66:0 from January to December 1994, and from 70.7:1 to 487:1 from Jan-
uar{I to December 1996. The rate subsequently declined to 2920:1 in mid-February 1997, and then was fixed
to the DM at 1000:1 on July 1, 1997.

4Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;
1997 ﬁgures are estimates based on data available through October 1997.
. 5"51‘1597ID and DOD humanitarian assistance. DOD was $512,236 in FY95, $314,692 in FY96 and $635,086
in A

1. General Policy Framework

Bulgaria is a parliamentary republic ruled by a democratically elected govern-
ment. It has successfully conducted several rounds of democratic elections since
1989. A reform-minded coalition led by the center-right Union of Democratic Forces
(UDF) won an outright majority in April 1997 pre-term parliamentary elections,
called after a discredited socialist government elected in December 1994 voluntarily
relinquished power. The current president, elected in November 1996, also came
from the ranks of the UDF.

The new government which took office in 1997 has made a firm commitment to
undertaking the long-delayed reforms needed to transform Bulgaria into a market
economy, and has won the su?on of international financial institutions for its ef-
forts. The task is made more difficult by the legacy of delays and half-hearted re-
forms under previous governments with an uncertain underlying commitment to
market principles. For years, quasi-fiscal deficits were allowed to accumulate, and
the debts of loss-making state-owned enterprises led to systematic decapitalization
of .the banks. In 1996, Bulgaria entered into a deep economic crisis, triggered by re-
curring runs on bank deposits, which began in late 1995 and eventually affected
most of the banking sector. The crisis of 1996 and early 1997 unified the country
around the need to make changes. The situation stabilized when the new govern-
ment made a credible commitment to reform, embodied in an agreement with the
IMF to institute a currency board form of exchange regime, with the lev fixed to
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the German mark. The government has also made progress in implementing long-
delayed reforms in the banking sector, privatizing state-owned assets, and liberaliz-
ing the economy. A World Bank Financial and Enterprise Sector Adjustment Loan
was approved in October 1997.

Bulgaria's association agreement with the European Union (EU) took effect Janu-
ary 1, 1994, and Bulgaria is actively pursuing its goal of EU membership. Bulgaria
acceded to the World Trade Organization (WTO) at the end of 1996. The bilateral
investment treaty with the United States took effect in June 1994. A bilateral treaty
for avoidance of double taxation is under negotiation.

2. Exchange Rate Policy

Under the new currency board arrangement, the Bulgarian lev (BGL) is fixed by
law at BGL 1000/DM. The Bulgarian National Bank (BNB) sets an indicative daily
U.S. dollar rate (based on the dollar/DM exchange rate in Frankfurt) for statistical
and customs purposes, but commercial banks and others licensed to trade on the
interbank market are free to set the’r own rates.

Only some of the commercial banks are licensed to conduct currency operations
abroad. Companies may freely buy foreign exchange for imports from the interbank
market. Companies are required to repatriate, but no longer to surrender, earned
foreign exchange to the central bank. Bulgarian citizens and foreign persoas may
also open foreign currency accounts with commercial banks. Foreign investors may
repatriate 100 percent of profits and other earnings, except that sroﬁts and divi-
dends derived from privatization transactions in which Brady bonds were used for
half the purchase price may not be repatriated for four years, and initial capital for
ten years. Capital gains transfers appear to be protected under the revised Forei
Investment Law; free and prompt transfers of cafpital gains are guaranteed in the
bilateral investment treaty. A permit is required for hard currency payments to for-
eign persons for direct and indirect investments and free transfers unconnected with
import of goods or services.

3. Structural Policies

Bulgaria’s legal structure does not inhibit U.S. exports, which are more affected
by the domestic economic situation and Bulgaria’s isolation from trade financing. In
the past, implementation of reforms has been hindered by slow decision-making,
parliamentary delays, and bureaucratic red tape. However, the new government has
shown an ability to deliver needed legislative reforms and a willingness to listen to
the views of those outside government, including international financial instituticns,
donors and the private sector. The new Foreign Investment Law adopted in October
1997 was drafted with input from foreign investors. One of the government’s key
priorities is accelerated privatization. A mass privatization program developed by
the socialist g,ovemment and patterned on the Czech voucher system was carried
out in 1996-97, with somewhat disappointing results. The new government is pre-
paring revisions to the program to make it more flexible and more effective. Market

rivatization, which stagnated under the socialists until the need for cash inflows
orced them to close some large deals, is now increasingly being put in the hands
of international intermediaries. This “privatization of privatization” is expected to
increase transparency of the process and reduce the controversy which has tended
to accompany major deals. In October 1996 Bulgaria enacted a new Collateral Loan
Law (with implementation in 1997), setting out procedures for secured lendiv g, and
revised the Commercial Code.

Bulgaria revised both its Income Tax and Profits Tax laws in 1996, and the cur-
rent government is considering further changes to make the overall tax burden
hopefully less onerous for business, provided that the government can improve over-
all tax collections. The VAT was raised from 18 to 22 percent in July 1996 as part
of the IMF pro‘gram. Poor tax collection is a problem for the budget, and there is
a significant informal economy which goes largely unreported and untaxed.

4. Debt Management Policies

Bulfgaria’s former Communist regime more than doubled the country’s external
debt from 1985 to 1990. With more than $10 billion outstanding, the government
declared a debt service moratorium in March 1990, then resumed partial servicing
of the debt in late 1992. In April 1994, Bulgaria rescheduled its official (“Paris
Club”) debt for 1993 and 1994. In June of that year, it concluded a Brady plan-type
agreement to reschedule $8.1 billion of its debt to commercial creditors (“London
Club”), reducing its commercial debt by 47 percent. While debt servicing require-
ments will rise in absolute terms over the next 5-7 years, if reforms and foreign in-
vestment continue to take hold, debt servicing in relation to GDP should decline,
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In addition to its external debt (over $9 billion at the end of 1997), Bulgaria has
a considerable domestic debt burden, of which approximately $250 million is dollar-
denoininated. Falling interest rates associated with the currency board have consid-
erably eased the debt burden, and Bulgaria has plans to issue up to $300 million
in Euro-obligations.

In July 1996, the IMF approved a 20-month standby arrangement of approxi-
mately $58) million. However, because of failure to implement conditions, only one
tranche was disbursed. A 14-month standby arrangement worth approximately $500
million was approved in April 1997, together with a $150 million Compensatory and
Contingency mancinf Facility, and tranches have so far been disbursed on sched-
ule. A long-delayed $100 million World Bank Financial and Enterprise Sector Ad-
justment Loan was approved in October 1997; a further $70 million loan is antici-
pated once further reforms in the banking sector have been implemented.

5. Significant Barriers to U.S. Exports

Bulgaria acceded to the World Trade Organization in December 1996. Bulgaria
also acceded to the WTO plurilateral Agreement on Civil Aircraft and committed to
sign the Agreement on Government Procurement within a e(g/ear. Bulgaria “grad-
uated” from Jacksen-Vanik requirements and was accorded unconditional mN
treatment by the United States in October 1996.

Average Bulgarian import tariffs are relatively high, on togl of which Bulgaria im-

lemented a 5 percent import surcharge in July 1996 (which declined to 4 percent
in July 1997, and is scheduled to decline further over the next four years) as part
of the 1996 IMF grogram. In previous g’ears, some U.S. investors have reported that
high import tariffs on products needed for the operation of their establishments in
Bulgaria served as a significant barrier to investment. However, the new Foreign
Investment Law exempts capital contributions in kind valued at over $100,000 from
VAT and customs.

Import licenses are required for a specific, limited list of goods which includes ra-
dioactive elements, rare and precious metals and stones, ready pharmaceutical prod-
ucts, and pesticides. The Bulgarian government has declared that it grants licenses
within three days of application in a nondiscriminatory manner. The U.S. Embassy
has no complaints on record from U.S. exporters that the import-license regime has
negatively affected U.S. exports. Armaments and military-production technology and
components also require import licenses and can only be imported by companies li-
censed by the government of Bulgaria to trade in arms (see below). Dual-use items
are also controlled.

The Bulgarian government states that its system of standardization is in line with
internationally accepted principles and practices, but there were two cases in 1997
involving U.S. commodities held at Bulgarian ports for supposedly not meeting Bul-
garian standards. Imported goods must meet Bulgarian standards, and in testing
and procedures imported goods are accorded treatment no less favorable than that
for domestic products. The testing and certification process generally requires at
least two months. All imports of goods of plant or animal origin are subject to
phytosanitary and veterinary control, and relevant certificates should accompany
such goods.

Foreign persons cannot own land in Bulgaria because of a constitutional prohibi-
tion, but foreign-owned companies with Bulgarian registration are considered to be
Bulgarian persons. Foreign persons may acquire ownership of buildings and limited
property rights, and may lease land. Local companies where foreign partners have
controlling interests must obtain prior approval (licenses) to engage in certain ac-
tivities: production &nd export of arms/ammunition (note that only firms with over
50 percent Bulgarian participation can be licensed for international trade in arms);
banking and insurance; exploration, development and exploitation of natural re-
sources; and acquisition of property in certain designated geographic areas/zones.

There are no specific local content or export-performance requirements nor spe-
cific restrictions on hiring of expatriate personnel, but residence permits are often
difficult to cbtain. Bulgaria committed itself in the United States-Bulgarian Bilat-
eral Investment Treaty to international arbitration in the event of expropriation,
disinvestment, or compensation disputes.

Foreign investors complain that massive tax evasion by private domestic firms
combined with the failure of the authorities to enforce collection from large, often
financially-precarious, state-owned enterprises places the foreign investor at a real
disadvantage.

The 1997 Law on Assignment of Government and Municipal Contracts is the first
clear-cut procedure for government procurement to be introduced in Bulgaria. It is
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equally applicable to local and foreign potential providers, and, with few exceptions
treats them both equally. Government procurement works mostly by competitively
bid international tenders. Under the new law, participants in pre-contract proce-
dures (tender, two-phase tender, silent auction, or negotiations with three or more
Eotentlal contractors) may appeal against violations of the applicable procedures.

eneral government supervision for compliance is exercised by the National Audit
Chamber. Each ministry has a government procurement office which is responsible
for overseeing the process. There have been problems of lack of clarity in many ten-
dering procedures. U.S. investors are also finding that in general neither remaining
state enterprises nor private firms are accustomed to competitive bidding procedures
to supply goods and services to these investors within Bulgaria. However, tenders
organized under projects financed by international donors have tended to be open
and transparent.

Bulgaria uses the single customs administrative document used by European
Community members. A one percent customs clearance fee is assessecf on all im-
ports and exports.

6. Export Subsidies Policies

The Bulgarian government applies no export subsidies at the present. However,
the 1995 Law for the Protection of Agricultural Producers established a State Fund
for Agriculture whose regulations give it the authority to stimulate the export of ag-
ricultural and food products through export subsidies or export guarantees.

7. Protection of U.S. Intellectual Property

Bulgarian intellectual property legislation is generally adequate, with modern pat-
ent and copyright laws and criminal penalties for copyright infringement, but en-
forcement is seriously deficient, resulting in widespread piracy, l})articularlﬁ in
music CDs and CD-ROMs. As a result, Bulgaria was placed on the U.S. Trade Rep-
resentative’s Special 301 Watch List in October 1996.

In 1995, Bulgaria signed a government-to-government agreement with the United
States to improve intellectua copyriEht protection. As a result, Bulgaria became a
signatory to the Rome and Geneva Phonograms Conventions, added criminal pen-
alties for copyright infringement, and, in A’Fﬁ! 1996, introduced a system of title
verification for music and video recordings. The system was amended in April 1997
to include software on CD-ROM. Nevertheless, video, compact disk and computer
program piracy remains a serious concern. Bulgaria is one of the world’s top export-
ers of illegal CDs and CD-ROMs.

Bulgaria’s Trademark and Industrial Design Law is in need of updating; a revised
law has been drafted. U.S. industries cite the illegal use of trademarks as a barrier
to the Bulgarian market. A Law for the Protection of New Types of Plants and Ani-
mal Breeds was adopted in September 1996; a law on the topography of integrated
circuits is in preparation.

Bulgaria is a member of the World Intellectual Property Organization (WIPO) and
a si%nat,ory to the following agreements: the Paris Convention for the Protection of
Intellectual Property; the Rome Convention for the Protection of Performers, Pro-
ducers of Phonograms and Broadcast Organizations; the Geneva Phonograms Con-
vention; the Madrid Agreement for the Repression of False or Deceptive Indications
of Source of Goods; the Madrid Agreement on the International Classification and
Registration of Trademarks; the Patent Cooperation Treaty; the Universal Copy-
right Convention; the Berne Convention for the Protection of Literary and Artistic

orks; the Lisbon Agreement for the Protection for Appellations of Origin and their
International Registration; the Budapest Treaty on the International Recognition of
the Deposit of Microorganisms for the Purpose of Patent Protection; and the Nairobi
Treaty on the Protection of the Olympic Symbol. On acceding to the WTO, Bulgaria
agreed to im’Flement the Agreement on Trade-Related Aspects of Intellectual Prop-
erty Rights ( RIPs} without a transitional period.

In early 1997, the International Intellectual Property Association estimated trade
losses in Bulgaria for U.S. companies due to piracy at $178.9 million. The chief dam-
ages were reportedly in sound recordings and musical compositions ($95 million),
computer programs ($62 million for entertainment software alone, and $8.4 million
for business software, an increasingly growing problem), and motion pictures ($13
million from videocassettes and an unquantified amount from cable TV piracy).

8. Worker Rights

a. The Right of Association.—The 1991 Constitution provides for the right of all
workers to form or join trade unions of their own choice. This right appears to have
been freely exercised in 1997. Estimates of the unionized share of the workforce
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range from 30 to 50 percent. This share continues to shrink as large firms lay off
workers, and most new positions appear in small, non-unionized businesses. Bul-
%aria has two large trade union confederations, the Confederation of Independent

rade Unions of Bulgaria (CITUB) and Podkrepa. CITUB, the successor to tge trade
union controlled by the former Communist regime, now operates as an independent
entity. Podkrepa, an independent confederation created in 1989, was one of the ear-
liest organizations within the Union of Democratic Forces, but is no longer a mem-
ber of the UDF. In 1995 a third trade union confederation, the Community of Free
Union Orﬁanizations in Bulgaria (CFUOB), was admitted to the National Tripartite
Council (NTCC), which includes employers and the government. In October 1996,
a new labor union/civic organization called “Promyana” (“Change”) was founded
with the explicit goal of removing the Bulgarian Socialist Party (BSP) from power
via early elections. Although never officially registered as a labor union, Promyana
attracted members of various professions and trades to its ranks and participated
visibly in the anti-BSP demonstrations of January and early February 1997 which
played a key role in convincing the BSP to relinquish power. The 1992 Labor Code
recognizes the right to strike when other means of conflict resolution have been ex-
hausted, but “political strikes” are forbidden, a prohibition widely ignored in Janu-
ary and early February 1997. Workers in essential services (including military, po-
lice, energy production and supply, and health sectors) are prohibited from striking,
but common practice by such workers is to hold an “effective strike” in which they
stop or slow their activities for an hour or two, a practice employed repeatedly in
the politically-motivated popular unrest in January and early February. There was
no evidence that the Government interfered with the right to strike and several
work stoppages took place. The Labor Code’s prohibitions against anti union dis-
crimination include a 6-month period of protection against dismissal as a form of
retribution. While these provisions appear to be within international norms, there
is no mechanism other than the courts for resolving complaints, and the burden of
Froof in such a case rests entirely on the employee. There are no restrictions on af-
iliation or contact with international labor organizations, and unions actively exer-
cise this right.

b. The Right to Organize and Bargain Collectively.—The Labor Code institutes
collective bargaining, which is practiced both nationally and on a local level. The
legal prohibition against striking for key public sector employees weakens their bar-

aining position; however, these groups were able to influence negotiations by stag-
ing protests and engaging in other %ressure activities without going on strike. Both
CI BB and Podkrepa complained that while the legal structure for collective bar-
gaining was adequate, many employers failed to bargain in good faith or to adhere
to concluded agreements. Labor observers viewed the Government’s enforcement of
labor contracts as inadequate. There were several instances in which an employer
was found guilty of anti-union discrimination, but the employers appealed the deci-
sions. The backlog of cases in the legal system delayed further action, effectively
postponing, perhaps indefinitely, redress of workers’ grievances.

c. Prohibition of Forced or Compulsory Labor.—The constitution prohibits forced
or compulsory labor. Many observers have argued that the practice of shunting mi-
nority and conscientious-o{jector military draftees into work units which often carry
out commercial construction and maintenance projects is a form of compulsory labor.

d. Minimum Age for Employment of Children.—The Labor Code sets the minimum
age for employment of children at 16, and 18 for dangerous work. Employers and
the Ministry of Labor and Social Welfare are responsible for enforcing these provi-
sions, Child labor laws are enforced well in the formal sector. However, underage
employment has increased in the informal and agricultural sectors as collective
farms are broken up and the private sector continues to grow. In addition, children
are known to work on family-owned tobacco farms.

e. Acceptable Conditions of Work.—The national monthly minimum wage is ap-
proximately $26 (45,500 leva). The Labor Code provides for .. standard work week
of 40 hours, with at least one 24-hour rest period per week. The Ministry of Labor
and Social Welfare is responsible for enforcing both the minimum wage and the
standard work week. Enforcement has been generally effective in the state sector
(although there are reports that state-run enterprises fall into arrears on salary
payments to their emp o%ees if the firms incur losses), but weaker in the emerging

rivate sector. Bulgaria has a national labor safety program with standards estab-
rished by the Labor Code. The Constitution states that employees are entitled to
healthy and nonhazardous working conditions. The Ministry of Labor and Social
Welfare is responsible for enforcing these provisions. Under the Labor Code, employ-
ees have the right to remove themselves from work situations that present a serious
or immediate danger to life or health without jeopardizing their continued employ-
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ment. In practice, refusal to work in situations with relatively high accident rates
or alfsociated chronic health problems would result in loss of employment for many
workers.

f. Rights in Sectors with U.S. Investment.—Overall U.S. investment is relativel
small according to official Bulgarian information. Few sectors have an active U.S.
presence. Conditions do not significantly differ in these sectors from the rest of the
economy. The same obligation of collective bargaining and adherence to labor stand-
a}xl'ds prevails in the export processing zones, and unions may organize workers in
these areas.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996
[Millions of U.S. dollars]

Category Amount

Petroleum ........c.ccecvvunne Fererieee st sb s e taats 0
Total Manufacturing ............
Food & Kindred Products ..........cccoevniiinnnnne,
Chhemicals & Allied Products ........cccocceiimvenicnsivcinnnnan,
Metals, Primary & Fabricated ............ccccooivnimiimnnniienns
Machinery, except Electrical .........coccoceiveninniinniinniinanns
Electric & Electronic Equipment .. rereree et
Transportation Equipment ..........cocevniiiinininnnenninnn,
Other Manufacturing ..........ccviecireerennniinnssinscssniens
Wholesale Trade ........c.cccccveinniniinimncneiiennsinninens
Banking ..o
Finance/Insurance/Real Estate ..
Services .....c.coveviiieiniennissresinions
Other Industries ...........cccounnes e nnereres
TOTAL ALL INDUSTRIES ..o

1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971

Imports from U.S. (US$ mIns) ....oceomeerivnnennnerivnerenne 363 945 774
Trade Balance?® ...............cooccvcvrueennnne -3.8 -5.8 -3.4

Balance with U.S. (US$ mins) .... 0 477 -369
Current Account Deficit/GDP (pct) . e 288 8.5 7
External Public Debt .........ccccoocrennnn. 166  20.8 22.2
Debt Service Payments/GDP (pct) .. 55 6.0 8.9
Fiscal Deficit/GDP (pct) ...ccoooiiirnniinnans 0 0 0
Gold and Foreign Exchange Reserves ... 17.0 16.1 14.7
Aid from U.S. (US$ millions)8 ............... 19.9 6.0

Aid from All Other SOUICES® ..oooooovovooooooeooser oo .. 1401 N/A N/A

VUnless stated otherwise, 1997 figures are based on the latest estimates of the Czech Statistical Office
dated Nov. 3, 1997, and/or on the unofficial estimates from the Czech National Bank.

2GDP at factor cost.

3Percentage changes calculated in local currency.

41997 ﬁFures are for the first haif year only.

8Central government spendin% as pet of GDP.

6Seven-month data for 1997. 5.1 pct growth over the same period in 1996.

?Nine-month data for 1997 exchange rate and trade. Official Czech Statistical Office estimate of the trade
deficit for 1997, based on data available through September 1997, is 138.8 billion CZK ($4.2 billion at 33
CZK ger $ rate): Czech imports do not include re-exports of U.S. goods through other countries.

8U.S. assistance phased out by October I, 1997. To that date, it_totalled approximately $145 million.

® Aggregate figure for EC-Phare program in 1990-1996 is 434 million ECU.

1. General Policy Framework

The Czech Republic has largely consolidated its economic transition to a western
market economy with most enterprises now in private hands. While facing problems
with external imbalances and industrial restructuring, the country enjoys a smooth-
ly functioning democracy with a favorable macroeconomic climate, a moderate na-
tional debt, a low budget deficit, strong foreign currency reserves, relatively low in-
flation and moderate unemployment. Preliminary data susgst GDP growth of 1.8
percent for 1997, following growth of 4.1 percent in 1996. GDP growth in the range
of 2,5-3.1 is forecast for 1998.

Inflation in August 1997 was running at close to 10 percent on an annual basis
because of increases in regulated prices in mid-1997. However, the Czech Statistical
Office estimates inflation for the year at around 9 percent. Wages grew by 9.7 per-
cent in nominal terms in the first nine months of 1997.

The current government has pursued a balanced bud%;et policy and the coalition
and opiosition parties have agreed in principle on a balanced budget for 1998.
While the government had to trim expenditures in April and May of 1997 in order
to minimize the budget deficit for 1997, projections for the next year indicate that
it can likely achieve a balanced budget through continued tight fiscal control.

At the same time, vital micro economic tasks remain important, such as complet-
ing the privatization of the steel, utilities, telecommunications and financial sectors,
restructuring firms to maintain competitiveness, and strengthenin]g the regulatory
framework. The austerity packages announced in April and May also included pro-
posals to address these structural groblems. However, these initiatives, notably pri-
vatization of the major banks and enhanced canital markets regulation, are only
now being implemented.

Integrating the Czech economy into the West, and specifically into the European
Union, remains a government priority. The Czech Republic continues to take stegs
to harmonize its legal system and standards and regulations with EU countries. The
Czech Republic formally applied for EU membership in 1996 and is expected to be
invited to begin negotiations with the EU in early 1998.

Currently, over 70 percent of output is J)mduced by nominally or wholly private
firms. Overall unemployment rate for 1997 is predicted to be 6.2 percent. Projected
levels for 1998 are in the range of 5.5-8 percent.

During the first nine months of 1997, the Czech Republic's trade deficit reached
$3.4 billion, following a trade deficit of $5.8 billion for 1996. For the first nine
months of 1997, imports increased by 11.6 percent, while exports grew by 15.6 per-
cent. This is the best result in the past two {ears. The Czech Statistical office esti-
mates the 1997 trade dcficit will be $4.2 billion. Factors explaininthhe improved
trade performance include the depreciation of the Czech crown in May, austerity
measures announced by the Government in April and May as well as economic re-
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vival in western Europe. Austerity measures should continue to dampen current ro-
bust consumer demand for imported goods.

The merchandise trade deficit is partially offset by surpluses in services, mainly
tourism ($4 billion in 1996 and $1.7 in 1997 first half), and transportation. The
Czech Republic’s current account deficit remained high in the first half of 1997 at
$2 billion and the Czech Statistical Office’s latest estimate for the 1997 current ac-
count deficit is $3.1 billion, compared to $4.3 in 1996. Foreign capital inflows
reached over $8 billion in 1995 and $4 billion in 1996 but slowed down to $540 mil-
lion in the first half of 1997. Experts forecast a capital account surplus of $3-3.5
billion in 1997, compared to $4.3 billion in 1996.

2, Exchange Rate Policy

The Czech crown is fully convertible for most business purposes. The Foreign Ex-
change Act, providing for full current account convertibility, was enacted by the par-
liament in October 1995. The law made the Czech crown convertible for all trade
transactions and many investment transactions. For example, Czechs are free to
make direct investments and purchase real estate abroad. Under the law, the
Central Bank and the Finance Ministry can take further steps toward capital ac-
count convertibility by removing controls on outflows of capital without additional
legislation,

In May, speculative pressure on the currency forced the central bank to float the
Czech crown (which had previously moved in an exchange rate band of plus/minus
7.5 percent). As a result, the crown depreciated by 10-15 percent.

3. Structural Policies

The Czech government sees full membership in the European Union (EU) as its
highest priority. An EU association agreement came into effect in February 1995.
The Czech Republic is to begin negotiations on joining the EU in early 1998 but
membership is not expected before 2000. The Czech Republic became the first post-
communist member of the Organization of Economic Cooperation and Development
(OECD) in December 1995. As part of its accession to the OECD, the Czech govern-
ment agreed to meet, with a small number of exceptions, OECD standards for equal
treatment of foreign and domestic investors and restrictions on special investment
incentives. The United States succeeded in using the membership process to encour-
age the Czech Republic to make several improvements to the business climate for
U.S. firms.

The Czech government continues its program of income tax reductions. For 1998,
the corporate profit tax will go down from 39% to 35%. The 1998 personal income
tax changes are limited ‘o adjusting tax brackets for inflation. As of 1997, expatri-
ates no longer benefited from special tax relief equal to 25% of Czech taxable in-
come.

In 1995, the government started to provide for tax write-offs of bad debts, al-
though with considerably less generous treatment of pre-1995 debts, which had been
a priority goal of U.S. business. Companies unable to collect debts due after Jan 1,
1995 will be able to write them off over three years. Companies will also be able
to write off up to 10 percent per year of bad debts dating before Dec. 31, 1994. Both
provisions allow a firm to write off the first year’s share of a bad debt without filing
suit against the debtor. However, in order to obtain the following years’ write-offs,
the creditor firm must prove that it tried to collect the due amount for 12 months
without success.

U.S. firms have complained that Czech tax legislation effectively penalizes use of
holding company structures by leveling both corporate tax and dividend withholding
tax on profit flows between group companies, thus creating double taxation on such

rofits. The tax changes for 1998 reduces but do not eliminate this burden. Czech
aw also does not permit intra-group use of losses (i.e., offsetting losses in one group
entity against profits in another) and imposed corporate tax on dividends received
from foreign holdings without allowing use of a foreign tax credit for the underlying
tax suffered in the subsidiary’s home jurisdiction.

4. Debt Management Policies
The Czech Republic maintains a moderate foreign debt and has received invest-
ment grade ratings from the major international credit agencies. As of mid-1997, the

gross foreign debt was approximately $21.2 billion. The Czech Republic repaid its
entire debt with the IMF ahead of schedule.
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8. Significant Barriers to U.S. Exports

The Czech Republic is committed to a free market and maintains a generally open
economy with few barriers to trade and investment. The Government has adopted
a WTO tariff code with a trade-weighted average tariff of 5-6 percent. This is being
reduced to close to 4 percent in accordance with Czech commitments in the Uruguay
Round. Most EU exports enjoy lower tariffs under the Czech Republic’s EU associa-
tion agreement, moving to zero tariffs by 2000. In April 1997, the Czech Republic
imposed an import deposit scheme for most products which required importers to
deposit 20% of the value of the goods in an non-interest bearing account for six
months. This scheme was abolished, however, as of August 21.

Trade in agricultural/food products is generally free of major trade barriers al-
though technical barriers continue to hamper imports of certain products. In antici-
pation of EU membership, the Czech Republic is rewriting much of its legislation
related to standards and trade in agricultural/food products. During this transition
phase, it is not always clear which rules apply, a situation which has led to some
delays in getting products approved for import. The harmonization of standards
with the EU will ease the paperwork burden for those exporters a]read% exporting
to the EU. However, the alignment of the Czech food legislation with the EU also
means that certain products currently prohibited in the EU are also prohibited in
the Czech Republic.

Other complaints expressed by American firms in the Czech Republic include: the
continuing imposition of hi,gh taxes; instances of a lack of a transparent bidding
process; general slowness of decision-making in the government; excessive red tage;
and the maintenance of higher tariffs against non-European goods while gradually
lowering those for European Union countries as speci%ed in the EU association
agreement. In addition, those firms which deal with privatization authorities have
complained of long delays involved in the privatization process.

The Czech government is required by law to hold tenders for major procurement.
After two amendments, a 10 percent price advantage for domestic firms still re-
mains. The Czech Republic is not a member of the WT'O Government Procurement
Agreement.

Still, American business people often cite a convoluted—or in some cases cor-
rupt—bureaucratic system at both national and local levels which can act as an im-
pediment to market access. Often considerable time is spent by a potential investor
to finalize a deal, or enforce the terms of a contract, and the U.S. Embassy is fre-
quently asked to intercede on an investor’s behalf. European companies have sought
to use the Czech Republic's interest in EU membership to gain advantage in com-
mercial competition.

By law, the government does not differentiate between forei%p and domestic in-
vestors, or between foreign investors from different countries, The Czech Republic
committed not to discriminate against foreign investors in privatization sales, out-
side of a few excepted sectors, in joining the OECD. In some cases, the Czech gov-
ernment has had to overcome political resistance to foreign investment in certain
sensitive sectors. This opposition has come from economic nationalists as well as
managers with an interest in the status quo. Examples include the petrochemical,
telecommunications and brewery sectors. The ban on foreign owners ig of real es-
tate remains another important exception, although foreign-owned Czech firms may
purchase real estate freely.

American investors interested in starting joint ventures with or acquiring Czech
firms have experienced problems with unclear ownership and lack of information on
company finances. Investors have complained about the difficulty of protecting their
rights through legal means such as a secured interest. In particular, investors have
been frustrated by the lack of effective recourse to the court system. The slow pace
of the courts are often compounded by jud&es‘ limited understanding of complex
commercial cases. Also, in 1995, the Czech Republic imposed a Czech language re-
quirement for trade licenses needed for most forms of business. This requirement
can be fulfilled by a Czech partner, but this can be burdensome and involve addi-
tional risks.

The opaque nature of the stock market puts U.S. investors and financial services
providers at a competitive disadvantage. While stock market reforms were enacted
in 1996 to help protect small shareholders and increase transparency of trans-
actions, the Finance Ministry enforcement of them has been uneven. As part of its
April austerity package, the Government proposed stricter rules and an independent
“SPecurities Commission” to enforce them. Parliament recently approved a bill to cre-
ate such a body and it may start operations in 1998.
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6. Export Subsidies Policy

In mid-1995, the Czech Export Bank started to provide export guarantees and
credits to Czech e?orgeg's. The bank has a policy of following the OECD consensus
on export credits. Additionally, the government maintains a fund through which it
purchases domestic agricultural surpluses for resale on international markets. For
sox:de commodities, pricing is established at a level which includes a subsidy to local
producers.

7. Protection of U.S. Intellectual Property

The Czech Republic is bound to the Berne and Universal copyright conventions
and the Paris Convention on industrial property. The government is working to en-
sure that Czech laws for the protection of intellectual property meet or exceed those
of western Europe. Existing legislation guarantees protection of all forms of property
rights, including Cpatents, copyrights, trademarks, and semiconductor chip layout de-
sign. While the Czech authorities have made some strides in enforcement, problems
with delays in indictments and prosecutions remain. The U.S. government, working
with U.S. industry, pressed the Czech government to take specific steps to improve
enforcement of IPR norms. Steps taken include creation of an inter ministerial com-
mittee on IPR enforcement and increased priority for police action against IPR
crimes.

The Czech government addressed certain key shortfalls in IPR laws of concern to
the United States in amendments to the trademark law and the copyright law
adopted by Parliament in June 1995 and April 1996. The trademark law change
brings Czech law into compliance with relevant EU directives and the WTO TRIPs
agreement. The change simplifies administrative steps concerning registration and
sale of trademarks. It strict {ldeﬁnes trademark fraud and bans unauthorized reg-
istration and use in the Czech Republic of generally well-known trademarks not yet
registered in this country. In addition, prior to registration of a trademark, the ap-
plication will be made public to allow for protests by legitimate trademark owners
in the case of a fraudulent application.

The amendment to the c’tig{nght law is also designed to bring Czech law into full
compliance with the WTO TRIPs agreement and EU standards. The amendment in-
corﬂorates the EU software directive into Czech law, providing computer programs
with the same protection as literary creations and narrowing the personal use provi-
sion. Extensive cooperation between the U.S. government and industry resulted in
satisfactory language on the key issue of ownership of software. The amendment as
enacted extends coverage to software created by an independent contractor as well
as by an employee. Under previous Czech law, no author could transfer his rights
to the software; an author was only allowed to license the software to an employer.

8. Worker Rights

a. The Right of Association.—The law provides workers the right to form and join
unions of their own choosin§ without prior authorization, and the government re-
spects this right. The work force was 45 to 50 percent unionized in 1996. Workers
have the right to strike, except for those whose role in g:blic order or public safety
is deemed crucial. The law requires that labor disputes be subject first to mediation
and that strikes take place only after mediation efforts fail. Unions are free to form
or join federations and confederations and affiliate with and participate in inter-
national bodies. This freedom is fully exercised.

b. The Right to Organize and Bargain Collectively.—Czech law provides for collec-
tive bargaining, which is generally carried out by unions and employees on a com-
pany basis. Wage regulation was abolished in 1995.

c. Prohibition of Forced or Compulsory Labor.—The law prohibits forced or com-
pulsory labor, and it is not practiced.

d. Minimum Age for Employment for Children.—The Labor Code stipulates a min-
imum working age of 15 years, although children who have completed courses at
special schools (schools for the severely disabled) may work at age 14.

e. Acceptable Conditions of Work.—The government sets minimum wage stand-
ards. The current minimum wage is 2,500 crowns (about $95) dper month. The mini-
mum wage provides a sparse standard of living for an individual worker although,
when combined with allowances available to families with children, provides an ade-
quate standard of living for a worker and a family. The law mandates a standard
work wiek of 42° hours. It also requires paid rest of at least 30 minutes during the
standard 8 to 8° hour workday, as well as annual leave of 3 to 4 weeks. Overtime
ordered by the employer may not exceed 150 hours per year or 8 hours per week
as a standard practice. Industrial accident rates are not unusually high. Workers
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have the right to refuse work endangering their life or health without risk of loss

of employment.

f. Rights in Sectors with U.S. Investment.—All of the above observations on work-
er rights apply to firms with foreign investment. Rights in these sectors do not differ
from those In other sectors of the economy. Conditions in sectors with U.S. invest-

ment do not differ from those in other sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount
Petroleum .......ccocooviiieiiiinviiieinineinneceenreene e oot e se s s saeenns 1
Total Manufacturing .........c.ccvcimieeniniinniniciineeenerenenanne 180
Food & Kindred Products ...........cccocvvccrvvnnccniencnserecninees -23
Chemicals & Allied Products ........c.ccoccvvevvercniuenninn. 113
Metals, Primary & Fabricated ..........ccccccecrvveecnnenn, 0
Machinery, except Electrical ....... 1
Electric & Electronic Equipment ... 1
Transportation Equipment ..........ccccooninnnnene. 9
Other Manufacturing ..........ccoccvniinniiinicroninn, 54
Wholesale Trade ..........covervreveennernnn 17
Banking ...t 1
Finance/Insurance/Real Estate ....... 2
SEIVICES .iiviiiiieiireirieiriiereires e s sr e e ssr e st s anaesae st s e sneeren -3
Other INdUStries ..........cc.oveeievineicieii e e e 1
TOTAL ALL INDUSTRIES .......ccoccovnirenennenninereesansesrenns 380
?Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
DENMARK
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)
1995 1996 19971
Income, Production and Employment:
Nominal GDP2 .......ccccovicniecinee 148,143 148,998 136,200
Real GDP Growth (pct.)3 - 28 25 ° 3.0
GDP by Sector:
.Ii‘\friculture ............................................................ 6,196 6,166 5,600
ANUFACLUNING ...ovvierireceneeresreesees cereesenrennses 29,786 29,206 27,200
SerVICES ..oovviviriecrerierresecrire et s rraeresesanes 71,250 71,054 65,300
GOVEIrNMENL ......cooeoovviirireeiiirrenieieeeieesiseereeesreenns 32,821 33,402 30,000
Per Capita GDP ($) ......cccovevimmnecninciiiniens 28,307 28,310 25,586
Labor Force (000S) .........cccevvevreeveriivrecreavenas 2,809 2,793 2,825
Unemployment Rate (pct.) 10.3 8.8 8.0
Money and Prices (annual percentage growth):
Money Supply Growth (pet.) .....cooovviniienninincns 4.1 7.2 7.0
Consumer gnce Inflation (Pct.) ...oocecneervcriicrncnnne 2.1 2.1 2.2
Exchange Rate: (DKK/$ annual average)
OffICial ....ccocveerererireniinnceseranre st et aess e 5.60 5.79 6.60
Balance of Payments and Trade:
Total Exports FOB4 ..o 50,616 61,111 47,000
Exports to U.S.4 ........ 2,002 2,067 2,000
Total Imports CIF4 ...... 45,683 45,113 43,000
Imports from U.S.4 ... . 1,998 2,166 2,200
Trade Balance? ..........ccuvernvervirernennveninesnassesosenns 5,033 5,998 4,000
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated}

1995 1996 19971

Balance with U.S.4 ..o 4 -99 -200
External Public Debt ..........ccocoomnvviviiniierrircienns 47,600 45,078 38,600
Fiscal Deficit/GDP (pPct.) .....coccverivnncrnnvennrcondvnnenanes 19 14 -0.5
Current Account Surplus/GDP (pct.) ....coeovvvvrinnns 1.1 1.6 05
Debt Service Payments/GDP (pct.) .......cccoeveeiennn 2.8 2.6 2.3
Gold and Forex Reserves ..........ccooccnnivvvveennnsnninens 11,358 14,718 17,900
Aid From U.S. ...ociiiniirceecessesr e inoeee N/A N/A N/A
Aid From Other Sources .......ccccooevrineverirenceniernennes N/A N/A N/A

$1997 figures are all estimates based on available data as of October 27, 1997.
2GDP at factor cost.

3 Percentage changes calculated in local currency.

1 Merchandise trade (excluding EU Agricultural Export Subsidies).

1. General Policy Framework

Denmark is a small, highly industrialized “value-added” country with a long tradi-
tion of extensive foreign trade, free capital movement, and political stability. It is
also endowed with an efficient and well-educated labor force and a modern infra-
structure effectively linking Denmark with the rest of Europe. Denmark’s natural
resources are concentrated in oil and gas fields in the North Sea which have, to-
gether with renewable energy, made Denmark a net exporter of energy since 1996.

The Danish economy is strong, with a balance of payments surplus, a small public
budget surplus, and low inflation. The Danish Government has pursued a carefully
monitored economic policy including a fiscal policy of minimum public expenditure
increases and a tight monetary and exchange rate policy. However, its extensive for-
eign trade makes the economy vulnerable to foreign “shocks”.

Developments during 1997 in some key economic indicators—rising private con-
sumption, reduced unemployment, and a declining surplus on the balance of pay-
ments—are warning signals for the otherwise strong economy. The balance of pay-
ments surplus has been particularly important in sustaining foreign confidence in
the Danish economy. During 1997, the Government reacted promptly by introducing
measures to curb private consumption, which included compulsory pension savings
in order to reduce purchasing power. The 1997 public budget shifted from deficit
into a small surplus as a result of higher revenues and lower expenditures for un-
employment and other transfer income costs.

Denmark welcomes foreign investment. Ambassador Edward E. Elson recently
founded the Danish-American Business Forum, which promotes increased direct in-
vestment, exchanges of know-how, and U.S./Danish joint ventures. Roughly 75 of
the leading Danish and American firms in Denmark are members of this elite orga-
nization.

Danish monetary policy puts a high priority on price stability. Denmark has pur-
sued a fixed exchange rate Folicy since the early 1980's. This policy, and Denmark’s
full liberalization of capital movements in 1988, leaves the Danish Central Bank
limited room to adopt independent interest rate and liquidity policies. Danish mone-
tary policy is linked closely to that of Germany.

Denmark has opted out of the European Monetary Union’s (EMU) third phase (es-
tablishment of a single EU currency and relinquishment of jurisdiction over mone-
tary policy), although the country’s economic performance exceeds the established
convergence criteria for membership.

2. Exchange Rate Policy

Denmark is a member of the European Monetary System (EMS) and its Exchange
Rate Mechanism (ERM). For more tgan a decade, the Government has successfully
resisted solving Denmark’s economic problems through exchange rate adjustments.
In September 1997, the trade-weighted value of the krone was 3.7 percent lower
than in September 1996, due mostly to the krone’s depreciation against the pound,
the dollar and the yen. Over the last year, the krone has fallen almost 15 percent
against the dollar (from DKK 5.80 to DKK 6.81 to $1.00), but so far with limited
impact on U.S. exports to Denmark.

46-400 98- 5
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3. Structural Policies

Danish price policies are based on market forces. Entities with the ability to fix
Bnces because of their market dominance are regulated by a Competition Agency.

enmark during 1997 chan?ed its competition legislation from the former “control”
principle to the internationally recognized “prohibition” principle.

The highest marginal individual income tax rate is over 60 percent, and applies
to all taxpayers with earnings in the “middle income” level or higher {in 1996, ap-
proximately $37,000). Foreign executives working in Denmark may benefit from
more lenient income taxation (a flat 33 percent tax on gross income in 1997). Danish
employers are almost alone in the EU in paying virtuafly no nonwage compensation.
Most sick leave and unemployment insurance costs are paid by the Government.
Employees pay their contribution to unemployment insurance out of their wages,
while two-thirds of unemployment benefits are paid from general revenues.

The Danish Value Added Tax (VAT), of 25 percent is the highest in the EU. As
VAT revenues constitute more than one-quarter of total central government reve-
nues, a reduction would have severe budgetary consequences. The Government
therefore has no plans to reduce the VAT, and !]2,0 es that EU VAT rate harmoni-
zation will raise VAT rates of other EU countries. Environmental taxes are increas-
ingly being im%?sed on industry (with some roll-back for antipollution efforts) and
on consumers. The corporate tax rate is 34 percent and favorable depreciation rules
and other deductions exist.

4. Debt Management Policies

Denmark has run a balance of payments surplus since 1990. Consequently, for-
eign debt has gradually fallen from over 40 percent of GDP in 1990 to 26 percent
in 1996. Net interest payments on the debt cost Denmark seven percent of its export
earnings. Standard and Poor’s and Moody's Investors Service rate Denmark +
and AAl, respectively. Denmark’s public sector is a net external debtor, while the
private sector is a net creditor. At the end of 1996, the government sector’s net for-
eign debt, including foreign exchange reserves, totalled $40 billion, almost equal to
the value of krone-denominated government bonds held abroad.

During 1996, central government debt denominated in foreign currencies fell
slightly to $15 billion at the end of the year. Of the total debt, 74 percent is denomi-
nated in German marks, 7 percent in French francs, 6 percent in Swiss francs, and
5 percent in British pounds. Dollar-denominated debt comprises only two percent.
The debt has an average term of 1.9 years.

Denmark’s central government deficits are not monetized, but instead financed
through sale of government bonds and treasury bills on market terms. The mone-
tary policy instruments used by the Central Bank to manage liquidity are certifi-
cates of deposit, repurchase agreements (so-called repos) and current account depos-
its. The Central Bank issues two-week deposit certificates each week to absorb li-
quidity and re-purchases both treasury bills and deposit certificates in order to sup-
ply liquidity to commercial banks.

For a number of years, the Central Bank has successfully used small discount
rate adjustments of between 0.25 and 0.5 percent to control liquidity. On October
27, 1997, the official discount rate stood at 3.5 percent. Low intlation (two percent
during 1997) vis-a-vis higher market interest rates has produced higher real inter-
est rates.

5. Significant Barriers to U.S. Exports

Denmark imposes few restrictions on import of goods and services or on invest-
ment. Denmark adheres to all GATT/WTO codes and to all EU legislation which im-

acts on trade and investment. U.S. industrial product ex?orters face no special

anish import restrictions or licensing requirements. Agricultural goods must com-
pete with domestic production, protected under the EU's Common Agricultural Pol-
icy.

As standards are being harmonized within the EU Single Market, new nontariff
trade barriers (NTBs) have surfaced in individual EU member countries. As Danish
firms have found it difficult to win bids on government procurement contracts in
other EU countries, Denmark has taken the lead within the EU to work with the
European Commission to combat these problems. The Ministry of Business and In-
dustry’s National Agency for Trade and Industry and Danish Competition Authority
assist Danish firms facing non-tariff trade barriers.

Denmark provides national and, in most cases, nondiscriminatory treatment to all
foreign investment. Ownership restrictions apply only in a few sectors: hydrocarbon
exploration (which usually requires limited government participation, but not on a
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“carried-interest” basis); arms production (non-Danes may hold a maximum of 40
r_ercent of equity and 20 percent of voting rights); aircraft (foreign citizens or air-
ines may not directly own or exercise control over aircraft registered in Denmark);
and ships registered in the Danish International Ships Register (a Danish legal en-
tity or physical person must own a significant share—about 20 percent—and exer-
cise significant control over the ship or the ship must be on bareboat charter to a
Danish firm).

Danish law provides a reciprocity test for fore{?n direct investment in the finan-
cial sector, but that has not been an obstacle to U.S. investment. Two U.S. banks—
Republic National Bank of New York and the State Street Bank Trust Company—
have representative offices in Denmark. A number of other U.S. financial entities
operate in Denmark through subsidiaries in other European countries, includin
Citicorp (through its U.K. subsidiary), GE Capital Equipment Finance (throug
Sweden), and Ford Credit Europe (through the U.K.).

The Government liberalized the Danish telecommunications sector in 1997. The
large U.S. company Ameritech took over a controlling interest (42 percent) of the
former government-controlled Tele Danmark A/S in October 1997. A number of for-
eign telecom operators, including Swedish Telia and French Mobilix, are making in-
roads into the Danish market, which has increased competition. Sonofon, a private
cellular mobile telephone network (General Systeme Mobile-GSM) with U.S. Bell
South participation, competes with Tele Danmark’'s GSM operation.

Danish govemment procurement c{)ractices meet the requirements of the GATT/
WTO Public Procurement Code and EU public procurement legislation. Denmark
has implemented the EU'’s “Supplies” Directive 93/36/EEC, “Works” Directive 93/37/
EEC and “Utilities” Directive 93/38/EEC. A 1993 administrative note advised the
Danish central and local governments of the EU/U.S. agreement on reciprocal access
to certain public procurement.

In compliance with EU rules, the Government and its entities apply environ-
mental and energy criteria on an equal basis with other—price, quality and deliv-
ery—terms in rrocurement of goods and services. This may eventually restrict U.S.
companies’ ability to compete in the Danish public procurement market. For exam-
ple, the EU “Ecolabel” and EU “Eceaudit” requirements may be difficult for U.S.
companies to meet. Offsets are used by the Danish Government only in connection
with military purchases not covered by the GATT/WTO code and EU legislation.
Denmark has no “Buy Danish” laws.

There is no record of any U.S. firm complaining about Danish customs procedures.
Denmark has an effective, modern and swift customs administration.

U.S. firms resident in Denmark generally receive national treatment regarding
access to Danish R&D programs. In some programs, however, Denmark requires co-
operation with a Danish company. There is no record of any complaints by U.S. com-
panies in this area.

6. Export Subsidies Policies

EU agricultural export restitutions (subsidies) to Denmark totalled $536 million
(five percent of the value of total Danish agricultural exports) in 1996. Government
support for agricultural export promotion programs is insignificant. Denmark has
no direct subsidies for its nonagricultural exﬁorts except for shipbuilding. Denmark
welcomed the 1994 OECD agreement to phase out shipbuilding subsidies inter-
nationally.

The Government does not directly subsidize exports by small and medium size
companies. Denmark does, however, have programs which indirectly assist export
promotion and establishment of export networks for small and medium sized compa-
nies, research and development, and regional development aimed at increasing ex-
ports. Denmark has one of the EU’s lowest rates of state aid to industry (less than
two percent of GDP). Danish subsidization of its shipbuilding industry is within the
ceiling set in the EU Shipbuilding Directive (nine percent of the contract value) and
accounts for about one-third of total Danish state aid to industry.

Denmark also has a well-functioning export credit and insurance system. In its
foreign development assistance, Denmark requires that 50 percent of all bilateral
assistance be used for Danish-produced goods and services. These programs apply
equally to foreign firms which produce in and export from Denmark.

7. Protection of U.S. Intellectual Property

Denmark is a party to and enforces a large number of international conventions
and treaties concerning protection of intellectual property rights.
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Patents: Denmark is a member of the World Intellectual Property Organization,
and adheres to the Paris Convention for the Protection of Industrial Property, the
Patent Cooperation Treaty, the Strasbourg Convention ana the Budapest Conven-
tion. Denmark has ratified the European Patent Convention and the EU Patent
Convention.

Trademarks: Denmark is a party to the 1957 Nice Arrangement and to this ar-
rangement’s 1967 revision. Denmark has implemented the EU trademark directive
aimed at harmonizing EU member countries’ legislation, but continues to apply the
“global consumption” rather than “reFional consumption” principle (see Impact on

.S. Trade below). Denmark strong suPports efforts to establish an EU-wide
trademark system. Denmark has enacted legislation implementinﬁ EU regulations
for the protection of the topography of semiconductor products, which also extends
protection to legal U.S. persons.

Copyrights: Denmark is a farty to the 1886 Berne Convention and its subsequent
revisions, the 1952 Universal Copyright Convention and its 1971 revision, the 1961
International Convention for the Protection of Performers, and the 1971 Convention
for the Producers of Phonograms. There is little piracy in Denmark of CDs or audic
or video cassettes. However, computer software piracy is more widespread and esti-
mated at over $100 million annually.

Piracy of other intellectual pros)erty, including books, appears limited, However,

S. authors are not receiving all royalties from Denmark for photocopies of their
works used in Danish schools. There is no evidence of Danish import or export of
pirated products.

ll\le\_'v Technologies: There are no reports of possible infringement of new tech-
nologies.

Impact on U.S. Trade with Denmark: Trademark-protected U.S. products may be
“parallel imported” (i.e, imported outside.the normal contractual channels of dis-
tribution) for sale in Denmark, because Denmark continues to observe the “global
consumption” principle. The German Supreme Court has ruled against the sale of
parallel imported products from third countries without the approval of the trade-
mark owner (Germany applies the “regional consumption” principle). Because of this
ruling, a Danish company owned by a U.S. citizen has been stopped from selling
parallel imported U.S.-made jeans to mogt other EU markets. This company alone,
which accounts for some ten percent of total EU parallel imports of U.S.-produced
jeans, claims to have lost sales worth some $25 million.

Denmark is named on the Special 301 Watch List because of its failure to meet
its TRIPS obligations to provide unannounced searches and provisional relief as re-
quired by TRIPS Article 50. The issue is the subject of bilateral U.S./Danish con-
sultations. The United States is also concerned about Denmark's failure to protect,
as required by article 39.3 of the TRIPS agreement, confidential test data submitted
to o:]he Danish Environmental Protection Agency for approval of certain chemical
products.

8. Worker Rights

a. Right of Association.—Workers in Denmark have the right to associate freely,
and alf(except those in essential services and civil servants) have the rigI}‘xt to
strike. Approximately 80 percent of Danish wage earners belong to unions. Trade
unions operate free of government interference. They are an essential factor in polit-
ical life and represent their members effectively. During 1996, 75,700 workdays
were lost due to labor conflicts compared with 197,300 in 1995. Greenland and the
Faroe Islands have the same respect for worker rights, including full freedom of as-
sociation, as Denmark.

b. Right to Organize and Bargain Collectively.—Workers and employers acknowl-
edge each others’ right to organize. Collective bargaining is widespread. The law
prohibits anti union discrimination by employers against union members, and there
are mechanisms to resolve disputes. Salaries, benefits, and working conditions are
agreed in biennial or triennial (the industry sector) negotiations between the various
employers’ associations and their union counterparts. If negotiations fail, a national
conciliation board mediates, and its proposal is voted on by both management and
labor. If the proposal is turned down, the Government may force a legislated solu-
tion (usually based upon the mediator’s proposal). In case of a disagreement during
the life of a contract, the issue may be referred to the Labor Court. Decisions of that
court are binding. Labor contracts which result from collective bargaining are, as
a general rule, also used as guidelines in the nonunion sector. Labor relations in
non EU parts of Denmark—Greenland and the Faroe Islands—are generally con-
ducted in the same manner as in Denmark.
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_¢. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited and does not exist in Denmark.

d. Minimum Age for Employment of Children.—The minimum agﬁ for full-time
exrl?)loyment is 16 years. A change in the work environment law, which implemented
EU Council Directive 94/33/EU, entered into force in June 1996. This provides for
tlfghtem’ng of employment rules for those under 18 years of age, setting a minimum
of 13 years of age for any type of work. The law is enforced by the Danish Workin
Environment Service (DWES), an autonomous arm of the Ministry of Labor. Danis!
export industries do not use child labor.

e. Acceptable Conditions of Work.—There is no legally mandated work week or na-
tional minimum wage. The work week set by labor contracts is 37 hours. The lowest
wage in any national labor agreement is $11 per hour. Danish law provides for five
weeks of paid vacation each J'ear. Danish law also prescribes conditions of work, in-
cluding safety and health; duties of employers, supervisors, and employees; work

erformance; rest periods and days off; medical examinations; and maternity leave.
he DWES ensures compliance with work place legislation. Danish law provides for
government-funded parental and educational leave programs.

Similar conditions, except for leave programs, are found in Greenland and the
Faroe Islands, but in these areas the work week is 40 hours. Unemployment bene-
fits in Greenland are either contained in labor contract agreements or come from
the general social security system. A general unemployment insurance system in the
Faroe Islands was established in August 1992. Sick pay and maternity pay, as in
Denmark, fall under the social security system.

f. Rights in Sectors with U.S. Investment.—Worker rights in those goods-producing
sectors in which U.S. capital is invested do not differ from the conditions in other
sectors.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount
Petroleum .........c.ooene. 349
Total Manufacturing ............. 1
Food & Kindred Products ........ 273
Chemicals & Allied Products ...... 37
Metals, Primary & Fabricated ... !
Machinery, except Electrical ....... -37
Electric & Electronic Equipment ... -13
Transportation Equipment ............. - (2)
Other Manufacturing ............ 74
Wholesale Trade .............. . 249
Banking ..ot e e (d)
Finance/Insurance/Real Estate ...........cc.cccovevevviiniciiciinnincs 668
Services ......cccoevveieeiieniiieereeeane 480
Other Industries ...........ccooenenee. 8
TOTAL ALL INDUSTRIES 2171
1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Depariment of Commerce, Bureau of Economic Analysis
FINLAND
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1995 1996 1997!

Income, Production and Employment:
Nominal GDP (at factor cost)® ........c.cccrvvirvevervearnnionane 110.56 1088 11016
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 1997}

Real GDP Growth (pet) ......cccvvivreninnccnerninenecronnes 6.1 3.3 145
GDP by Sector: ®

.ﬁfﬁculture, forestry & logging .........cccccvenireeniiinnnns 5.0 4.5 142

anufacturing, construction mining & quarrying .. 36.5 35.0 1334

Electricity, gas & water Supply ......c.cooccovvrienniennens 3.0 3.0 125

Services .......ccevvivniiriinnenrinserencnnnns 456.9 46.2 142.7

Government ........ 21.0 20.8 1189

Other activities ...... 2.3 2.3 12.1
Per Capita GDP?® ...... .. 21,694 21,200 119,766
Labor Force (000s) .................. .. 2526 2532 12,548
Unemployment Rate (pct) 30 .......ccccvveeeriiiniincnnnnnirenne 16.9 16.0 115.0

Money and Prices:

Money Supply Growth (M2) (annual percentage

BIOWEh) oo e e 5.96 -2.0 21.0
Consumer Price Inflation ...........ccocovivcnnicciiecininenns 1.0 0.6 112
Exchange Rate

(FlM)iJss - annual average) ..........cccvevvrrenniincreennens 436 4.59 35.16

Balance of Payments and Trade:

Total Exports FOB ........ccccovuvrivriccincnncniienenineeinnens 404 40.5 422.7

Exports to U.S. ....... 2.7 4.1 417
Total Imports CIF ......... 29.5 30.7 417.1

Imports from US. ... 2.1 3.0 412
Trade Balance ............... 10.9 98 45.6

Balance with U.S. .......... 0.6 1.1 40.5
External Public Debt ..........ccccooceiccrnviineniennn, 39.5 38.1 635.0
Fiscal Deficit/GDP (pct) 7 ........covimecincccinnnininnieenininns 5.0 3.1 113
Current Account Surplus/GDP (pct) ......cccoceivirecrnninens 4.1 38 136
Debt Service Payments/GDP (pct)6 .............cooovviiienine. 6.4 5.8 15.7
Gold and Foreign Exchange Reserves ............c..oco....... 11.2 7.9 8123
Aid from U.S ... i N/A N/A N/A
Aid from All Other Sources ...........cc.eeveinereerinrencinnincnns N/A N/A N/A

} Estimate, Ministry of Finance

2August 1996 - August 1997

3January-September 1997, Bank of Finland middle rate

‘Jnnunry«lu_{ 1997, Board of Customs

8 August 1997, Ministry of Finance

¢ General Government Interest Expenditures

7Public Sector's Budget Deficit (EﬁU)

8 August 1997, Bank of Finland .

?Declines in Nominal and Per Capita GDP (despite positive growth rates) are due to the depreciating
value of the Finnish Markka,

10 According to the New Labor Force Study

1. General Policy Framework

At the beginning of the 1990's, the Finnish economy encountered a severe reces-
sion, after a period of rapid growth in the 1980s. GDP growth came to a standstill
in 1990 and the following year declined by 7 percent. Industrial output and exports
bottomed out in 1991, and total industrial output did not start to grow again until
1993. Unemployment began decreasing in 1994 but remains persistently above Eu-
ropean Union (EU) averages. EU membership, which took place on January 1, 1995,
has helped spur structural change in several sectors.

Economic growth accelerated in the latter half of 1996, and overall GDP growth
for 1997 is expected to be 4.5 percent. Industrial output is showing strong growth,
bouncing back up towards pre-1990 levels. Inflation remained subdued in the first
half of 1997 and wage driven cost pressures are expected to be modest due to a two-
year centralized wage settlement which expires on 31 January 1998. The economic
recovery so far, however, has produced few new jobs. High unemployment, coupled
with low levels of business investment, has resulted in flat government revenues
and continued large budget deficits. The deficit is financed by foreign and (increas-
ingly) domestic borrowing through the issuance of bonds.

Slow but steady improvements in Finland’s macro economic outlock should result
in a public sector deficit-to-GDP ratio of 1.3 percent in 1997. According to the Min-
istry of Finance convergence program, Finland’s public sector deficit is projected to



117

disappear in 1998, and in 2001 there should be a 1.9 per cent budget surplus with
a debt/GDP ratio of 52 per cent. With pension funds purchasing increasing amounts
of government bonds, it is expected that total public debt for 1997 will amount to
about 59.1 percent of GDP, just below the EMU criteria of 60 percent. A result of
the recession of the early 1990s and the concomitant increase in public debt has
been the fact that interest payments on debt are the fastest growing government
expenditure. Debt servicing accounted for 11.6 percent of government expenditures
in 1996 and is estimated to rise to 14.1 percent of total expenditure in 1997. Modest
cuts in government social programs and aid to municipalities are helping to keep
the debt from rising even faster.

In 1997 Finland's tax ratio (gross wage-earner taxation, including compulsory em-
ployment pension contributions, relative to GDP) was 48.3 percent, third higiest
amongtOECD countries. This tax ratio is estimated to drop slightly in 1998, to 47.6
percent.

Despite high levels of foreign debt servicing, Finland's balance of payments out-
look remasains good. Finland has maintained a current account surplus since 1994.
The 1996 current account surplus of $4.8 billion is expected to fall to about $4.1
billion in 1997 (3.5 percent of total output). The surplus in merchandise trade in
1997 is expected to remain approximately at 1996 levels. As a result of current ac-
count surpluses, net foreign debt as a ratio of GDP is decreasing, and is expected
to be 45.5 percent by the end of 1997, compared to 54.1 percent in 1993.

Finnish economic policy is determined to a large extent by consultation and co-
ordination within the EU. EU membership, for example, has resulted in new com-

etition legislation that could help to reduce the cartelized nature of many Finnish
industries. Legislation which took effect at the beginning of 1993 liberalizing foreign
investment restrictions has helped spur a sharp increase in foreign portfolio invest-
ment and hence has contributed to the internationalization of large Finnish compa-
nies. The rise in stock market activity is also due to lower domestic interest rates.
Reflecting an improvement in the country’s relative competitiveness within the EU,
foreign direct investment, particularly from the U.S. and Sweden, has increased sig-
nificantly in recent years. Finland is hoping to capitalize on its location and exper-
tise to serve as a gateway for foreign investors in the former Soviet Union and the
Baltic states. This effort has scored some successes as foreign firms establish pro-
duction and warehousing facilities in eastern Finland, close to the major Russian
markets.

EU membership and budgetary constraints have brought about some reform in
Finland’s highly protected agricultural sector. Finland is slowly transitioning to the
EU agricultural regime. The EU agreed to pay compensations totaling approxi-
mately $585 million through 1999 for the decrease in value of stocks and other costs
associated with Finland’s joining the EU. Finland was also granted permission to
pay national adjustment support for five years until year 1999. However, these sup-
port mechanisms will not be adequate to prevent major structural changes in the
agricultural sector. Over the long run, structural changes will entail a reduction in
the number of farmers and consolidation of surviving farms into larger, more effi-
cient units.

In 1996 producer prices for agriculture fell more in Finland than in any other EU
country. In 1997 food prices average 11.2 percent lower than in 1994 (prior to Fin-
land’s EU membership). This fall in prices has been caused by the reduction of pro-
ducer prices to EU levels and by intensified competition from EU agricultural im-
ports. So far, most Finnish producers have maintained their domestic market
shares, but at the cost of significantly lower profits. Agricultural output is exnected
to expand by about one percent in 1997 but to decline in 1998.

2. Exchange Rate Policy

A 1996 amendment to the Currency Act provides the legislative basis for Fin-
land’s participation in the Exchan%éz Rate Mechanism (ERM) of the European Mone-
tary System. Finland joined the ERM in October 1996, at the central rate of 1 ECU
= 5.80661 FIM (currently 1 ECU = $1.12). As from 25 November 1996 the ECU
central rate is FIM 5.85424.

By joining the ERM, Finland hopes to position itself among the first countries to
join Economic and Monetary Union (EMU), in which member countries will share
a common currency. As a participant in the ERM, Finland also takes part in the
mutual intervention arrangements coordinated between the various central banks,
which contribute to essential economic policy goals by stabilizing the exchange rate.
1997 is an especially important year for Finland because the eligibilitﬁ in satisfying
the EMU'’s convergence criteria will be gauged using 1997 statistics. The current up-

e
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swing of the economy all but guarantees that Finland is a viable candidate for par-
ticipating in the third stage of the EMU. The first round of EMU participants,
which will be selected in the Spring of 1998, almost certainly will include Finland.

3. Structural Policies

Finland replaced its turnover tax with a value added tax (VAT) in June 1994.
While the change has had little effect on overall revenues, several areas not pre-
viously taxed or taxed at a lower rate, including things such as corporate and
consumer services and construction, are now subject to the new VAT. 'lPhe govern-
ment has kept the basic VAT rate at the same level as the old turnover tax (22 per-
cent), Some goods and services, including movie tickets, medicines, use of sporting
facilities, and books, are taxed at a 12 percent rate. Food stuffs are taxed at a 17

ercent rate. Passenger transportation, accommodation, TV licenses, and admission
ees to cultural and entertainment events are taxed at a 6 percent rate. Other serv-
ices, including health care, education, insurance, newspaper & periodical subscrip-
tions and rentals are not subject to VAT. According to the 1998 budget proposal,
Finland’s value added taxes will be harmonized with EU regulations so that there
are only two VAT rates below the primary rate of 22 percent. Food stuffs will still
be taxed at a rate of 17 percent rate. It has been proposed that the present 12 per-
cent and 6 percent tax rates be combined at 8 percent.

Agricultural and forestry products continue to be subject to different forms of non-
VAT taxation. A uniform tax rate of 28 percent on capital gains took effect in 1996,
which includes dividends, rental income, insurance, savings, forestry income, and
corporate profits. The sole exception was bank interest, where the tax rate was in-
creased from 20 to 25 percent at the beginning of 1994.

In March 1997, European Union commitments required the establishment of a tax
border between the autonomously governed, but territorially Finnish, Aland Islands
(Ahvenanmaa) and the rest of Finland. As a result, the trade of goods and services
between the rest of Finland and Aland is now treated as if it were trade with a
non-EU area. The trade effect of this treatment is minimal since the Aland Islands
are part of the EFTA tariff area.

. The structure of taxation has been revised modestly to give greater incentives to
. work and to hire new labor. This had led to income tax reductions of FIM 8 billion
for 1996 and 1997. Draft budgets for 1998 include an additional 2 percent income
tax reduction worth FIM 750 million. Even with this reduction, however, the tax/
GDP ratio will remain at historically high levels. Decisions concerning future levels
of income taxation will be made in conjunction with the next round of centralized
wage settlement negotiations, due to begin in the winter of 1997. Trade unions pub-
licly have affirmed the importance of keeping inflation under control (The Bank of
Finland's target is 2 percent), as well as maintaining the competitiveness of Finnish
industry. Given these goals, increases in labor costs over the next two years should
be fairly low.

To offset reductions in income tax the Finns have raised so-called “environmental
taxes.” The 1998 budget proposal includes increased taxes on petrol. There are also
tax breaks for use of clean ?uels. For example the draft budget proposes a perma-
nent tax break of 50 percent for natural gas. Use of wood or wood-based fuels in
the production of electricity will be promoted through the refund of electricity taxes
paid for wood produced electricity.

The sharp decline in interest rates and liberalization of foreign investment has
resulted in a stronf revival of the Finnish stock market and greater corporate use
of equity markets. It has also substantially increased the percentage of foreign own-
ership of many of Finland's leading companies, and is the preferred vehicle for pri-
vatization or partial privatization of companies with significant state ownership.
The previous Center - Conservative government initiated a program aimed at
privatizins as much of the state-owned companies as the Finnish Parliament would
permit and the market could absorb. The present government agrees that state own-
ership at its present level is no longer necessary in manufacturing and energy pro-
duction. The basic strategy has been to reduce the government’s stake through the
issuance of stock, rather than by selling off companies to individual investors. In
every case, however, the State has retained a substantial holding in majority
privatized firms. This minority holding ensures that the State will remain the larg-
est shareholder.

Currently, four of Finland’s ten largest companies are majority state-owned. The
Government of Finland reduced its ownership in two state companies in 1996,
Valmet (engineering) and Kemira (chemicals). The proportion of Valmet owned by
the state declined by nearly 40 percent (to 20.3 percent government owned) and of
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Kemira b ngar(l{v 20 percent (to 53.8 gercent government owned). The Government
of Finland raised over FIM 3.2 billion from its sale of shares in Valmet and Kemira.
In April 1997 the Ministry of Trade and Industry was authorized to sell shares of
state-owned Rautaruukki (steel), after which the government’s share of Rautaruukki
will be no more than 419%. There are 33 companies in Finland with varying degrees
of state ownership.

As a result of the recession of the early 1990s, industrial subsidies have increased
by about 80 percent of GDP in real terms. The government has begun, however, to
reduce subsidies in line with the need for greater fiscal discipline and Maastricht
Treaty criteria for monetary union. General horizontal subsitfies form the bulk of
aid in Finland, including assistance for research and development, environmental
protection, energy and investment. All companies registered in Finland have access
to government assistance under special development programs. Foreign-owned com-
panies are eligible for government incentives on an equal footing with Finnish
owned companies. Government incentive programs are mainly aimes at investment
in areas deemed to be in need of development. The support consists of cash grants,
loans, tax benefits, investments in equity, guarantees and employee training.

4. Debt Management Policies

Since the early 1990’s Finland has rapidly accumulated external debt in order to
finance recession-induced budget deficits. Under the government’s EMU convergence
grogram, the general government debt is projected to drop to 56.3 percent of GDP

y 1999. Finnish corporations, formerly heavy users of foreign capital, are now re-
ducing foreign obligations. However, financing requirements of the central govern-
ment have not diminished signiﬁcantlg. In January 1997, Moody's upgraded its rat-
ing on Finnish long-term government bonds to their second best rating—Aal. Stand-
ard & Poor’s rating was upgraded in December 1996 to AA, which is the third best.
Finnish debt issues continue to sell easily in international financial markets.

Finland is an active participant in the Paris Club, the London Club and the
Group of 24, providing assistance to East and Central Europe and the former Soviet
Union. It has been a member of the IMF since 1948. Finland’s development coopera-
tion programs channel assistance via international organizations and bilaterally to
a number of African, Asian, and Latin American countries. In response to budgetary
constraints and changing priorities, Finland has reduced foreign assistance from
0.78 percent of GDP in 1991 to 0.34 percent of GDP in 1997.

5. Significant Barriers to U.S Exports

Finland became a member of the EU in 1995, and, as a result, has had to adopt
the EU's tariff schedules. The agricultural sector remains the most heavily protected
area of the Finnish economy, with the bulk of official subsidies in this sector. The
amount of these subsidies is determined by the difference between intervention and
world prices for agricultural products. Since joining the EU, the difference between
these two prices has decreased for most agricultura items, resulting in lower, albeit
still significant, subsidy levels. As part of its terms of EU accession, Finland tempo-
rarily imposes higher tariffs than EU levels on the following items: footwear, rub-
ber, plastic, metals, raw hides and skins and some electric machinery. This transi-
tion period ends in 1998.

In mid-1996 the Finnish government’s inter-ministerial licensin? authority began
to oppose within the EU U.S. company applications for commercialization o geneti-
cally modified organisms (GMOs) such as insect resistant corn. The Environmental
Ministry appears to favor mandatory consumer-oriented labeling of GMOs. Other
ministries are more supportive of GMO commercialization. In the absence of clear
EU guidelines, the Government of Finland continues to take a case-by-case ap-
proach to GMO-related issues.

The Finnish service sector is undergoing considerable liberalization in connection
with EU membership. Legislation implementing EU insurance directives have gone
into effect. Finland has exceptions in insurance covering medical and drug mal-

ractice and nuclear power supply. Restrictions placed on statutory labor pension
unds, which are administered g insurance companies, will in effect require that
companies establish an office in Finland. In most cases such restrictions will cover
workers’ compensation as well. Auto insurance companies will not be required to es-
ltabgsh a representative office, but will have to have a claims representative in Fin-
and.

1995 was the first year of fully open competition in the telecommunications sector
in Finland. The Telecommunication Act of August 1996 allows both network opera-
tors and service operators to use comﬁetitor telecommunication networks in ex-
change for reasonable compensation. The Telecommunication Act was replaced by

~
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the Telecommunications Market Act of 1997, which improved the opportunities of
telecommunication operators to profitably lease each other's telecommunications
connections.

The government requires that the Finnish broadcasting company devote a “suffi-
cient” amount of broadcasting time to domestic production, although in practical
terms this has not resulted in discrimination against foreign produced programs.
Finland has adopted EU broadcasting directives, which recommend a 51 percent Eu-
ropean programming target “where practicable” for non-news and sports program-
ming. Finland does not intend to impose specific quotas and has voiced its opposi-
tion to such measures in the EU.

With the end of the Restriction Act in January 1993, Finland removed most re-
strictions on foreign ownership of property in Finland. Only minor restrictions re-
main, such as requirements to obtain permission of the local government in order
to purchase a vacation home in Finland. But even restrictions such as this will be
abolished as by January 2000, bringing Finland fully in line with EU norms.

Finland is a signatory to the WTO Government Procurement Agreement and has
a good record in enforcing its requirements. In excluded sectors, particularly de-
fense, counter trade is actively practiced. Finland is purchasing fighter aircraft and
associated equipment valued at $3 billion from U.S. suppliers. One hundred percent
offsets are required, as a condition of sale, by the year 2005. As of October 1997,
$2.7 billion (or 80 per cent of the total) worth of offsets have been made.

Finland has in most cases completed the process of hamonizinﬁ its technical
-standards to EU norms. It has streamlined customs procedures and harmonized its
practices with those of the EU.

6. Export Subsidies Policy

The only significant Finnish direct export subsidies are for agricultural products,
such as grain, meat, butter, cheese and eggs as well as for some processed agricul-
tural products. While Finland has advocated worldwide elimination of shipbuilding
subsidies through the OECD Shipbuilding Agreement, in January 1996 Finland de-
cided to temporarily provide subsidies (the 9 percent EU norm) to promote ship-
building exports.

7. Protection of U.S. Intellectual Property

The Finnish legal system protects property rights, including intellectual property,
and Finland adheres to numerous international agreements and organizations con-
cemiré g)tellectual property. In 1996, Finland joined the European Patent Conven-
tion ( .

Finland is a member of WIPO, ard participates primarily via its membership in
the EU. The idea of protection of intellectual property is well developed. For exam-
ple, the incidence of software piracy is lower than in the U.S., and by some meas-
ures (e.g. BSA) is the lowest in the world.

The Finnish Copyright Act, which traditionally also grants protection to authors,
performing artists, record producers, broadcasting organizations and catalog produc-
ers, is being amended to comply with EU directives. As part of this harmenization,
the period of copyright protection was extended from 50 years to 70 years. Protec-
tion for data base producers (currently a part of catalog producer rights) will be de-
fined consistent with EU practice. The Finnish Copyright Act provides for sanctions
ranging from fines to imprisonment for up to two years.

Search and seizure are authorized in the case of criminal piracy, as is the forfeit-
ure of financial gains. Computer software has been covered by the Copyright Act
since 1991.

Information on copying and copyright infringement is provided by several copy-
right holder interest organizations such as the Copyright Information and Anti-Pi-
racy Center. The Business Software Alliance (BSA), a worldwide software anti-pi-
racy organization, began operations in Finland in January 1894. Accordini to a re-
cent survey, the rate of software piracy in Finland (41% in 1996) is one of the lowest
in Europe.

8. Worker Rights

a. The Right of Association.—The Finnish Constitution contains specific guaran-
tees for the right of workers to form trade unions and assemble peacefully. The right
to strike is guaranteed by law, with some exceptions for provision of essential public
sector services. These riﬁhts are honored in practice; trade unions are among the
most powerful political forces in Finland. About 80 percent of the work force is
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unionized. These applies to employers as well, Unions are free, independent, demo-
cratic and associate in three federations as well as internationally.

b. The Right to Organize and Bargain Collectively.-~The right to organize and
bargain collectively is protected both in law and in practice. While collective bar-
gaining traditionally has been conducted according to national guidelines agreed
among employers, the three central trade union organizations and the government,
in the past two years wage negotiations have been more decentralized. Workers are
legally protected against anti-union discrimination. Complaint resolution is gov-
erned by collective bargaining agreements as well as by labor laws, both of which
are adequately enforced. .

c. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited by the constitution; this prohibition is honored in practice.

d. Minimum Age For Employment of Children.—Sixteen is the minimum age for
full-time employment (eight hours per day). Children that are fifteen years old may
work up to six hours per day under certain restricted conditions. In Finland edu-
cation is compulsory for children from 7 to 16 years of age. Child labor laws are
effectively enforced. There are virtually no complaints of exploitation of children in
the work force.

e. Acceptable Conditions of Work.—Finland has no legislated minimum wage, but
non-union employees are required to receive the minimum wage established by col-
lective bargaining for unionized workers in each sector. These minimum wages gen-
erally afford a decent standard of living for workers and their families. The maxi-
mum standard legal work week is 5 days, not exceeding 40 hours. In practice most
contracts call for standard work weeks of 37-38 hours. Employees working in shifts
or during the weekend are entitled to a 24-hour rest period during the week. The
law is effectively enforced as a minimum, and many workers enjoy even stronger
benefits through well enforced collective bargaining agreements.

Finland’s health and safety laws are among the strictest in the world. They are
enforced effectively by government inspectors and actively monitored by the unions.
Workers can refuse to work under dangerous conditions without risk of penalty.

f. Rights in Sectors with U.S. Investment.—There is no difference in the applica-
tion of worker rights between sectors with U.S. investment and those without.

Extent of U.S. Investment in Selected Indtistries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

PetroleUmM ......cccoviiirieiniiionniincisnnerninesesisesssessssieasssesissessssnne
Total ManUfACtULIDE ..ocoevvriiereereerrereneeire et 461

Food & Kindred Products .........ccccoerecviiniicinicicineicnnes 1

Chemicals & Allied Products .........c.occeveiverciminninneninieenan 219

Metals, Primary & Fabricated ..........cccooocnviniinniriiicnins 1

Machinery, except Electrical .........ccooovviviiininnniiennn 32

Electric & Electronic Equipment ...

Transportation Equipment ..........cccoovnninvciiiiinnininnn, -1

Other Manufacturing ........c.cccceiiiienienninncnnenenneninn. 79
Wholesale Trade .................. rerrereaanans 358
Banking ..o e
Finance/Insurance/Real Estate ..........cccooviiimninninnriiinininnns 3
SEIVICES .iiviccinieiiiiiinnccieies st ress bbbt snne s 91
Other INQUSLIIES ....occveivivireirerieceninienies oo isresssesssneses
TOTAL ALL INDUSTRIES ....cccconnnimminniininiiininn, 1033

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

Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated}

1995 1996 19971
Income, Production and Employment:
Nominal GDP .........oovviviiiiinenincireicecrnnstessesieessseenss 1,635 1,639 1,376
Real GDP growth ........cccoeirvviireninenienvennnnenieenninnione 2.1 1.6 2.3
GDP by sector? 1,985 1,980 N/A
Ariculture 36 N/A
Manufacturin N/A
rvices N/A
Government and n N/A
Per capita GDP 23,482
Labor force 25,630
Unemployment rate 1 12.3 12.5
Money and Prices (annuallvfercentage growth):
Money supglz growth (M3)3 4.3 -3.4 0.1
Consumer Price Inflation 1.8 2.0 1.3
Exchange rate (FF/US$-annual average) 6.0 5.1 5.9
Balance of Payments and Trade:
Total Exports (FOB)+4 284 216 186
Exports to US+ .... 17 17 17
Total Imports (CIF)4 271 198 172
Imports from US4 ...... 2 23 22
Trade Balance (CIF/FOB 13 17 15
Balance with US4 ... -5 -5 -4
External Public debt .. “ N/A N/A N/A
Fiscal Delicit/GDP (percentage) . 6.0 4.1 3.1
Current Account® ..ot 11 21 22
Surplus/GDP (percentage) ........c..cocovrierinenieniniieenininin 0.7 1.3 1.6
Debt SEIVICe ......ccevvieieeriieniine e e o s s e srennene N/A N/A N/A
Pai/ments as a percentage of GDP .............ccoeeiiinninne. N/A N/A N/A
Gold and Foreign Exchange Reserves® .............cccce.on. 58 59 56
Aid from US ... s s snenes N/A N/A N/A
Aid from all other sources ..........cccooereernnicrernesreecnnenns N/A N/A N/A

1 Embassy estimates based on published French govemmentdata unless otherwise indicated.
2GDP excludes value added tax and other taxes.

31997 figure reflects M3 as of August 1997,

41997 estimate based on seven months.

51997 estimate based on seven months

61997 figure reflects reserves as of August 1997.

1. General Policy Framework

France is the fourth largest industrial economy in the world, with annual Gross
Domestic Product about one-fifth that of the United States. In terms of international
trade, France is the fourth largest importer and exporter in the global market, and
is a world leader in high technology, defense, agricultural products, and services.
France is the tenth largest trading partner of the United States and the third largi-
est in Euroge (after the United Kingdom and Germany). Given the weak, 1.5%
growth of the French economy in 1996, U.S. merchandise exports to France in-
creased by only 1.2 percent to $14.4 billion, while merchandise imports from France
grew 8 percent to $19.2 billion, according to U.S. Commerce Department data. This
results in a U.S. merchandise trade deficit with France of about $5 billion. French
trade data, which account differently for re-exports and transshipments via neigh-
boring European countries, tell a different story: France believes that it had a trade
deficit of about $5 billion with the U.S. in 1996. The different data can lead to dif-
ferent conclusions about trade policy approaches on both sides of the Atlantic. Trade
in services adds around $12 billion more to the total volume of trade between the
U.S. and France. The U.S. and France are the world’s top two exporters in several
important sectors: defense products, agricultural goods, and services.

Promoting job-creating growth is the overarching economic policy objective of the
French government. Stronger tErowth. led by export sectors, started to take hold in
the second half of 1997, but this should not be sufficient to generate a significant
reduction in France’s current 12.6 percent unemployment rate in the near future.



123

Expectations are for annual real GDP growth of ai)ggroximabely 2.3 percent in 1997,
followed by growth in the range of 3.0 percent in 8. While considerable progress
has been made on structural reforms over the past decade, further efforts, including
continued tax and fiscal deficit reduction, privatization, increasing the flexibility of
labor markets, and financial sector deregulation, will be necessary if France is to
achieve its full economic potential.

With exports and imports each accounting for about 30 percent of GDP, France's
open external sector is a key part of its economy. The French government has en-
couraged the development of new markets for French products, particularly in Asia
and Latin America and has Eromoted exports by small and medium-sized firms.
France has also actively sought to attract foreign investment. Restrictions on non-
EU investors apply only in sensitive sectors, such as telecommunications, agri-
culture, defense, and aviation, and are generally applied on a reciprocal basis.

2. Exchange Rate Policies

France is a member of the European Monetary System and a participant in the
Exchange Rate Mechanism (ERM). The movement of the franc is limited to a nar-
row band around its ERM central parity. Central bank interventions are usually co-
ordinated with those of other governments, both within the ERM and as part of
broader international economic policy coordination efforts among industrialized
countries, including the United States.

French monetary, fiscal and exchange rate policy remains committed to the olg’ec-
tive of implementing Economic and Monetary Union (EMU) as of January 1, 1999.
The value of the franc depreciated by 12 percent against the dollar between January
and the end of September 1997.

3. Structural Policies

Over the past decade, the government has made considerable progress reducing
its role in the economy throug fiscal reform and privatization. The general govern-
ment deficit as a share of GDP has fallen from 6 percent in 1994 to an estimated
3.0 to 3.2 percent in 1997, The government has targeted a government deficit equiv-
alent to 3.0 percent of GDP for 1998. Deficit reduction by the central government
and the social security system has been achieved both through spending restraint
and tax increases. Yet, government receipts in France accounted for 50.4 percent of
GDP in 1996 according to the OECD. This was the highest rate in the G-7 and
among the highest in the industrialized world. .

The privatization policy of France’s new Socialist government (in office since June
1997) is more restrained than that of its center-right grcdecessor. Officials have said
they will support partial sales of state interests in publicly owned corporations when
it is in the Eublic interest or necessary for the international competitiveness of the
company. Thus, the government has gone ahead in selling 23.2 percent of its 100
percent stake in France Telecom and said it will allow the sale of a minority stake
in Air France. It is also é)lanning to go ahead with the privatization of the insurance
giant GAN and its CIC banking group subsidiary. The government has also an-
nounced that it plans to merge some of the activities of the government owned de-
fense electronics firm Thomson CSF with the privately owned Alcatel-Alsthom group
and aircraft manufacturer Dassault.

Progress on regulatory reform has varied by sector. Substantial progress, for ex-
ample, has been made in img‘lementin the EU directive on telecommunications lib-
eralization; with the end to France Telecom’s monopoly on basic telephone services
on January 1, 1998 and with a new independent telecommunications regulatory au-
thority (I'’Autorite de Regulation des Telecommunications—ART) beginning oper-
ation in 1997;. There has also been some {:th:fress in in'}‘%lementing omestic civil
aviation deregulation in accordance with EU directives. The government has, how-
ever, resisted calls for deregulation of the electricity and postal sectors. Many ob-
servers see banking regulatory reform as a ke{1 riority area for the French economy
in which progress so far has been slow. French-U.S. bilateral civil aviation relations
have been based on “comity and reciprocity” since the 1992 renunciation of the bilat-
eral civil aviation agreement by France. Negotiations for an open-skies agreement
continue, but progress has been slow.

4. Debt Management Policies

The bud§et deficit is financed through the sale of government bonds at weekly
and monthly auctions. As a member of the G-10 group of leading financial nations,
France participates actively in the International Monetary Fund, the World Bank,
and the Paris Club. France is a leading donor nation and is actively involved in de-
velopment issues, particularly with its former colonies in North and Sub-Saharan
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Africa. France has also been a leading proponent of debt reduction and relief for the
highly indebted poor countries.

5. Significant Barriers to U.S. Exports

In general, France's trade policies are determined by European Union a ments
and practices. These policies include preferential trade agreements with African,
Caribbean, and Pacific countries under the Lome Convention, and agreements with
the Maghreb countries. Although in most cases France follows import regulations
as prescribed by the Common Agricultural Policy and various EU directives, there
are a number of agricultural products for which France implements unilateral re-
strictions (irrespective of EU policy) that affect U.S. exports. For instance, French
decrees and regulations currently prohibit the import of the following agricultural
groducts: poultry, meat and egg products from countries (including the United

tates) that use certain feed compounds; products made with enriched flour; and ex-
otic meats (e.g., ostrich, emu and alligator) unless authorized by special derogation.
Also, current regulations discriminate against imports of bovine semen and embryos
(from the United States) by strictly controlling their marketing in France. :

While the vast majority of bilateral trade occurs without controversg. U.S. compa-
nies sometimes complain about France's complex technical standards and unduly
long testing procedures. Such procedures must usually be done in France and test
requirements and standards sometimes appear to exceed reasonable requirements
to ensure rroper performance and safety. Most of the complaints have involved elec-
tronics, telecommunications equipment and agricultural phytosanitary standards.

Since September 1996, the French government has banned imports of U.S. pet
food because of technical veterinary policy differences on processing. This dispute,
which has affected about $20 million in U.S. exports, remains under negotiation.

France's implementation of the EU broadcast directive limits U.S. and other non-
EU audiovisual exports. France applies quotas mandating local content. Neverthe-
less, U.S. products maintain a hig% market share. U.S. movies, with almost 60% of
the French box office, face no government restrictions. The French government and
industry are closely watching the development of new broadcast technologies. Con-
tinuation and growth of a strong French sector is a government priority.

The 1992 restructuring of the French legal services system has restricted the pro-
vision of legal services in France by U.S. and other non-EU law firms and lawyers.
The elimination of the “legal consultant” category under which most American law-
{Iers have practiced in the past has created substantial problems. New-to-market

.S. lawyers must currently pass the regular French bar exam, or an alternate
short-form exam for non French nationals, in order to practice any type of law in
France. Both exams require a strong command of French and French law. These
tests remain, however, subjective and can be subject to the whim of a particular
“ju!_y-”

As noted above, the French government actively courts foreign investment and
has progressively liberalized its investment approval regime since the mid-1980s.
With unemployment high, and government officials well aware that U.S. companies
can now gain access to the entire EU market by investir&g in any EU country, at-
tracting foreign investment to France is a priority. Non-EU nationals may be denied
national treatment in the following sectors: agriculture, financial services, account-
ing, legal services, air transport, maritime transport, road transport, publishing,
telecommunications, and tourism. These restrictions are generally applied on a re-
ciprocal basis. The U.S. and European countries are currently working within the
World Trade Organization and OECD to eliminate many of these restrictions.

France offers a variety of financial incentives to foreign investors and its invest-
ment promotion agency, DATAR, provides extensive assistance to potential investors
both in France and through its agencies to the world. By book value, which under-
estimates its true size, the United States is currently the largest investor in France,
with 20 percent of foreign investment.

France is a party to all WTO agreements, including the Agreement on Govern-
ment Procurement.

6. Export Subsidy Policy

France is a party to the OECD guidelines on the arrangement for e?ort credits,
which includes provisions regarding the concessionality of foreign aid. To match
U.S. export promotion policies that it regards as highly successful, the French gov-
ernment has begun examining ways to promote exports more a’%ﬁressively, particu-
larly to the emerging markets in East Asia and Latin America. These efforts include
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providing information and other services to potential exporters, particularly small
and medium-sized enterprises.

There are virtually no direct French government subsidies to agricultural produc-
tion. Government support of agricultural production comes mainly from the budget
of the European Union under the Common Agricultural Policy, whose subsidy re-
form has been blocked by the French. The French government also offers indirect
assistance to French farmers in many forms, such as easy credit terms, start-up
funds, and retirement funds.

7. Protection of U.S. Intellectual Property

As a major innovator, France has a strong stake in defending intellectual property
rights worldwide. Under the French intellectual property rights regime, industrial
property is protected by patents and trademarks, while literary/artistic property and
software are protected by the French civil law system of “authors rights” and
“neighboring rights.” France is a party to the Berne Convention on copyrights, the
Paris Convention on industrial property, the Universal Copyright Convention, the
Patent Cooperation Treaty, and the Madrid Convention on trademarks. U.S. nation-
als are entitled to receive the same protection of industrial property rights in France
as French nationals. In addition, U.S. nationals have a “priority period” after filing
?‘n application for a U.S. patent during which to file a corresponding application in

rance.

The differences between the U.S. and French IPR systems regarding the work of
performing artists and audiovisual productions can cause difficulties for American
artists and producers. For example, the levy imposed on purchases of blank video
tape to compensate rights holders’ losses due to private copying of audiovisual
works, is in part supposed to be redistributed to authors and producers. Because
of the way “producers” are defined under French law, only part of the funds that
the United States believes should accrue to American entities have been paid to
them. American artists whose works are performed on French radio and television
also have not been paid royalties which French collecting societies have received on
their behalf. There are lawsuits and multilateral negotiations in progress on these
issues.

8. Worker Rights

a. The Right of Association.—The French constitution guarantees the right of
workers to form unions. Although union membership has declined to ten percent of
the workforce, the institutional role of organized labor in France is far greater than
its numerical strength. The French government regularly consults labor leaders on
economic and social issues, and joint works councils play an important role even in
industries that are only marginally unionized.

b. The Right to Organize and Bargain Collectively.—The principle of free collective
bargaining was established after World War 11, and subsequent amendments to
lt;bor laws encourage collective bargaining at national, regional, local and plant lev-
els.

c. Prohibition of Forced or Compulsory Labor.—French law prohibits anti union
discrimination and forced or compulsory labor.

d. Minimum Age of Employment of Children.—With a few minor exceptions for
those enrolled in apprenticeship programs, children under the age of 16 may not be
employed in France.

e. Acceptable Conditions of Work.—The minimum wage is currently FF 37 per
hour (about $6.43) and will be raised to FF 39 on January 1, 1998. The legal work
week currently stands at 39 hours, but is scheduled to be lowered to 35 hours with
implementation beginning in 2000. In general terms, French labor legislation and
practice (including occupational safety and health standards) are fully comparable
to those in other industrialized market economies. France has three small export
processing zones, where regular French labor law and wage scales apply.

f. Right in Sectors with U.S. Investment.—Labor law and practice are uniform
throughout all industries, including those sectors and industries with significant
U.S. investment.
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

Petroleum .......ccocceeviveicciinicniinnssieneens rreeereas 1103
Total Manufacturing .......... 16,600

Food & Kindred Products ..........ccoevveevenniiininiineneerenisreennes 2036
Chemicals & Allied Products ............cccoovveeinvenicncrnnnnnneas 5584
Metals, Primary & Fabricated ........... 1645
Machinery, except Electrical ..........cccocvvivveviivvncineccvnnennne 2845
Electric & Electronic Equipment ..............ccocecvvvniinnnnn. 607
Transportation Equipment ...........cooviiveniinnciinaens 1138
Other Manufacturing ........ccoccccvveeeninernrenssiesecnnieesesassennes 2746

Wholesale Trade .......cc..cccoverreenmretinciionsensrecnienesnsnnseerassressens 4141

BanKing .......cccvviiviineiinninnninineinnesnesiesesiesessnnsineseesineresss 739

Finance/Insurance/Real Estate ............ccccniniininccinnnnnaes 7392

Services .......cccoiriierecenieneenans 2939

Other Industries ................. 1086

TOTAL ALL INDUSTRIES ........ccooieviremreerirnencseneereresrnerns 34,000
Source: U.S. Department of Commerce, Bureau of Economic Analysis

GERMANY
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated]
1995 1996 199718

Income, Production and Employment:

Nominal GDP2 2,413 2,355 2,108
GDP Growth (pet)3 .........ccccoeviveiinreecirennnsen e 1.8 14 25
GDP By Sector (pct GDP):

ﬁgﬁculture ................................................................ . 1.5 N/A
anufacturing ............. N/A
Services .....c.cooircrinenns N/A
Government ................. N/A
Per Capita GDP ($) ......... 25,780
Labor Force (000's) ................ 34,050
Unemployment Rate (pct) 9, . 11.4

Money and Prices (annual gencentage growth):

Money Supgly Growth (M2) .......ccccocvieeeercirccnnniinnenns -19 4.6 3.0

Consumer Price Inflation ..........ccccveveevvnnveicenincineiennene 1.8 1.5 1.8
Exchange Rate

(DM/68$-Annual AVErage) .....ccovieiierienniineneneneane 143 1.50 1.73

Balance of Payments and Trade:

Total Exports FOB4 ..........ccccovinniiiniiinncnenees 6522.8 5216 509.0

Exports to U.S.4 ... 38.1 40.0 N/A
Total Imports CIF4 ... 463.3 456.0 434.0

Imports from U.SA4 ..o, 316 326 N/A
Trade Balanced ...........cccocvevecinnniecncninncnnnnsennisnneeseees 59.5 65.6 76.0

Balance with U.S. ..........ccocmincinnnmcnnnionicrinennnes 6.5 74 N/A
Current Account Deficit/GDP (pct) ....cooevveverincnnicecnnne 1.0 0.6 0.3
External Public Debt ..........cccoovvvvnmnninninnniniennanen 393.1 410.8 N/A
Fiscal Deficit/GDP (pct) .......ovverviiiniiniininmnnicinneens -35 -3.6 3.1
Debt Service Payments/GDP (pct) .......... 38 3.7 3.7
Gold and Foreign Exchange Reserves ..............coevu.. 57.3 67.2 47.0
Aid from U.S. ... ssessssesesanns N/A N/A N/A
Aid from all other Sources ..........ccecorereinniiencerneriniine N/A N/A N/A

11997 Figures are all estimates based on available monthly data in October 1997 and consensus forecasts.
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2GDP at factor cost.

3Percentage changes calculated in national currency.

4Merchandise trade. .

8 Decline in dollar-denominated GDP due to foreign exchange fluctuations.

1. General Policy Framework

. The German economy is the world's third largest, equivalent to just over two tril-
lion dollars (in nominal terms). Real GDP growth, which reached 1.4 percent in
1996, is expected to continue to strengthen through 1998. Most German public and
gpvate forecasters estimate wth of around 2.5 percent for 1997 and a slightl
igher growth rate in 1998, This expansion is largely fueled by higher exports and’:
to a lesser extent, by higher equipment investment. Consumer demand remained
sluggish in 1997 and the construction sector was a drag on the overall economy.

The leading private economic institutes, in a report issued in late October 1997,
expect that for the first time since unification, growth in western Germany in 1997
will be stronger than that in the east. Unemployment remains high and, particu-
larly in eastern Germany, the number of jobless is growing. Many experts estimate
that German unemployment will set post-war records during the first quarter of
1998, largely due to the continued sharp deterioration in the east. Even moderate
grow;th of 2.5 percent a year or more, is unlikely to significantly reduce unemploy-
ment.

The German “social market” economy is organized on free market principles and
affords its citizenry a secure social safety net characterized by generous unemploy-
ment, health, educational and basic welfare benefits. In the 1990s, German fiscal
g_olicy has also been driven by the financial exigencies of the country’s reunification.

he country’s generous social welfare system was extended as a whole to eastern
Germany, and the government further committed itself to trying to quickly raise
eastern German production potential via public investment and generous <ubsidies
to attract private investment. However, overall unit labor costs in eastern Germany
are still quite hiﬁh as productivity growth has lagged behind wage increases. This
has resulted in heavy job losses and greatly increased Germany’s unemployment
compensation costs. As a result, western Germany continues to transfer substantial
sums to eastern Germany (more than DM 140 billion annually, or almost five per-
cent of German GDP). Tgese transfers have accounted for the dramatic ballooning
of public sector deficits and borrowing since 1990. In addition, high marginal tax
rates along with ﬁenemus allowances and loopholes have combined to increase in-
centives to utilize legal and other means of tax avoidance.

This trend, along with declining employment, has led to a serious erosion of in-
come and value added tax revenues. Total tax revenues in 1997 may actually be
lower than the DM 800 billion collected in 1996. While revenues have stagnated,
unerggloyment and unification-related spending have pushed the expenditure side.
In 1997 the government has twice resorted to freezes on discretionaéy expenditure,
and is working hard to meet the Maastricht fiscal deficit criteria for European Mon-
etary Union of three percent of GDP. Although government and other estimates in-
dicate the deficit may fall to 2.5 percent in 1998, the above-mentioned problems
(and perhaps even higher levels of unemployment) will make it difficult to further
reduce the deficit in the short run.

In the early part of the current decade, relatively high rates of inflation (the
consumer price index rose an average 4.8 percent in 1992 and 1993) and money
growth, upward pressure on wages, and fiscal deficits preoccupied the German
central bank (Bundesbank). The Bundesbank places overriding importance on price
stability and thus responded to the rising inflation in 1991/92 by hiking short-term
interest rates, which peaked in July 1992 at post-war highs. Since then, the central
bank discount rate has declined by 6.25 percentage points, with the most recent cut,
to a historic low of 2.5 percent, occurring in April 1996. While wage settlements in
1597 have been moderate, import price pressure due to a depreciation of the DM
pushed inflation to above 2.0 percent during 1997 although inflation has since mod-
erated somewhat.

The growth of M3, a carefully watched indicator, has recently fallen, staying with-
in the Bundesbank’s target range for the fourth month in a row. The government’s
public sector deficits are financed primarily through sales of government bonds, the
maximum maturity of which normally is ten years, although 30 year bonds are occa-
sionally sold. The Bundesbank’s primary monetary policy tool is short-term liquidit;
provided to the banking system via repurchasing operations, at a “repurchasingy'
rate which the Bundesbani largely determines. To preempt inflationary pressures
the Bundesbank raised this rate by 30 basis points in October 1997 to 3.30 percent.



128

2. Exchange Rate Policies

The Deutsche Mark is a freely convertible currency, and the government does not
maintain exchanﬁ controls. Germany participates in the exchange rate mechanism
of the European Monetary System and has stated its firm intention to be one of the
initial members of the European Monetary Union. The Bundesbank intervenes in
the foreign exchange markets infrequently, usually in cooperation with other central
banks in order to counter disorderly market conditions.

3. Structural Policies

Since the end of the second World War, German economic policy has been based
on a “social-market” model which is characterized by a substantially higher level of
direct government participation in the production and services sector than in the
United States. In addition, an extensive regulatory framework, which covers most
facets of retail trade, service licensing and employment conditions, has worked to
limit market entry by not only foreign firms but also German entrepreneurs.

Although the continuation of the “social market” model remains the goal of all
mainstream golitical parties, changes resulting from the integration of the German
economy with those of its European Union partners, the shock of German unifica-
tion,nfressure from globalization on its traditional manufacturing industries, and
record high unemployment have forced a rethinking of the German post-war eco-
nomic consensus in the so-called “Standort Deutschland” debate (Germany as a loca-
tion for business and investment). The government has declared a roll back of the
State’s role in the economy to pre-unification levels to be a principal objective of eco-
nomic policy and is looking at other ways to restructure the economy and reduce
the overall tax burden.

Several structural impediments to the continued growth an diversification of the
German economy have been identified. These can be broadly grouped as follows:

(1) a rigid labor market;

(2) a regulatory system that discourages new entrants;

(3) high marginal tax rates and high social charges; and

(4) inadequate access to risk and venture capital for start-up firms.

In recognition of the above problems, the German Government has been pursuing
a program of tax reform, privatization, and deregulation since the mid-1980s. The
Eoverning coalition’s 1997 groposal for major reform of income taxation was rejected
y the opposition-controlled upper house. As a result, top marginal personal income
tax rates remain at 53 percent of income and the threshold marginal income per-
sonal tax rate at 26 percent. Business tax rates also remain high. However, due to
loopholes and generous allowances, effective business and personal tax rates are
substantially below marginal rates and the tax base has eroded. Tax reform is ex-
pected to be an important issue in the fall 1998 elections.

In recent years, the government has carried out a reorganization of the German
- Federal Railroad and completed transforming the operatin% entities of the German
Federal Post into stock companies. In conjunction with the liberalization of the tele-
communications sector, the government-owned Deutsche Telekom was substantially
Erivatized in what was one of the largest stock offerings in history. The revenue is

eing put back into Telekom. The German Government has fulfilled its conmitment
to open the telecommunications network monopoly to competition as of January 1,
1998, the date when its nes Post and Telecommunications Regulatory Authority
began operation. The federal government also has sold its remaining stake in the
national airline, Lufthansa.

Despite the progress in recent years, lack of competition remains a problem in
many protected sectors, which drives up business costs in Germany. Services which
continue to be subject to excessive regulation and market access restrictions include
communications, energy, banking and-insurance. The government intends to review
existing legislation which limits price competition between firms, as well as laws
which reduce competition in the ivsurance, transport and telecommunication sec-
tors. Despite opposition from small shop owners, on November 1, 1896 legislation
was implemented permitting stores to stay open longer on week nights and Satur-
days, thereby mitigating a long-standing example of over regulation in the German
economy. While retail revenues remain flat, the majority of consumers have lauded
the expanded hours. Paralleling German Government efforts to deregulate the econ-
omy, the European Union is expected to continue to pressure its member states to
reduce barriers to trade in services within the Community. U.S. firms, especially
those with operations located in several European Union member states, should
benefit from such market integration efforts over the long term.
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4. Debt Management Policies

Ggrmany has recorded persistent current account deficits since 1991 due to a dra-
matic drop in the country’s traditionally strong trade surplus, related in part, to
strong eastern German demand. These deficits are fairly small, however, in relation
to GDP. With demand in eastern Germany slowing and exports strengthening, the
trade surplus has increased steadily, reaching the high pre-unification level of some
$75 billion in 1997. The strong deterioration of the services balance in recent years,
caused principally by German tourism expenditures abroad, has also contributed to
the persistent current account deficits. The factor income balance has also worsened
in recent years due to government interest payments to foreigners holding increas-
ing stocks of German debt. Nonetheless, due to large current account surpluses from
the 1970’s until the current decade, Germany remains the world’s second-largest
creditor, with net foreign assets estimated at roughly $150 billion by mid-1997.

5. Significant Barriers to U.S. Exports

Germany is the United States’ sixth-largest export market and its fifth-largest
source of imports. During the first eight months of 1997, U.S. exports to Germany
totaled $15.5 billion (FOB basis), while U.S. imports from Germany reached $25.6
billion (FOB basis). Other than E.U.-imposed restrictions, there are few formal bar-
riers to U.S. trade and investment in Germany. However, ingrained consumer be-
havior and the intense competition prevailing in German product and services mar-
kets often makes gaining market share a difficult challenge, especially for new-to-
market companies. Nevertheless, the Federal Republic of Germany is, on the whole,
an excellent place for U.S. companies to do business. -

Import licenses: Germany has abolished almost all national import quotas. The
country enforces, however, import license requirements placed on some products by
the European Union, such as the tariff quota on Latin American bananas imposed
by the EU’s banana import regime. As a result of this discriminatory marketing ar-
rangement, U.S. fruit trading companies have lost market share in Germany. Re-
cent rulings by the World 'lgrade grganization's dispute resolution panel and the
WTO Appeals body, (finding the EU banana regime to violate both the General
Agreement on Trade in Services and the General Agreement on Trade in Goods),
will require EU members (including Germany) to reform this trading regime.

Service Barriers: Foreign access to Germany's insurance market is still limited to
some degree. All telecommunications services will be fully open to competition be-
ginning in January 1998, when the EU’s telecommunications market liberalization
comes into effect. Liberalization is expected to open up opportunities for U.S. tele-
communications service providers. Germany has no foreign ownership restrictions
on telecommunications services. -

Standards, Testing, Labeling, and Certification: Germany’s regulations and bu-
reaucratic procedures are complex and can prove to be a hurdle for U.S. exporte:s
unfamiliar with the local environment. Overly complex government regu’))ations
offer—intentionally or not—local producers a degree of protection. Health and safety
standards, for example, when overzealously applied, can unnecessarily complicate
market access for many U.S. products (e.g., genetically modified organisms).

Government Procurement Practices: German procurement procedures generally
appear to com?}y with WTO Procurement Agreement {to which the E.U. is a signa-
tory), and the United States-Germany Treaty of Friendship, Commerce, and Naviga-
tion. Germany has strict domestic anti-corruption and anti-bribery laws, and is con-
sidered one of the least corruption countries of the 33 countries which signed the
OECD Anti-bribery Convention in December 1997.

However, U.S. equipment makers have continued to express frustration about
market access barriers in German power generation market, despite this formal
agreement and there have been probrems with some aspects of Germany’s bid chal-
lenge system. As a result, in July 1996, Germany was formally identified under
Title VII of the 1988 Trade Act for discriminating against U.S. electrical equipment
firms. The case was put on hold in the fall of 1996, following the German cabinet'’s
approval of a proposal to reform German procurement law. A draft procurement re-
form bill whicgl substantially addresses U.S. concerns was submitted to the upper
Chamber of the parliament (Bundesrat) in September 1997, and is expected to be
promulgated in the spring of 1998.

Investment Barriers: T'c German Government and industry actively encourage
foreign investment in Germany. Foreign companies with investment complaints in
Germany generally list the same investment problems as domestic firms: high tax
rates, expensive labor costs, and by ‘densome regulatory requirements.
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Customs Procedures: Administrative procedures at German ports of entry do not
constitute a problem for U.S. suppliers.

6. Export Subsidies Policy

Germany does not directly subsidizes exports outside the European Union's frame-
work for export subsidies for agricultural goods. Governmental or quasi-govern-
mental entities do provide export financing, but Germany subscribes to the OECD
guidelines that restrict the terms and conditions of export finance.

7. Protection of Intellectual Property

Intellectual property is generally well protected in Germany. Germany is a mem-
ber or the World Intellectual Property Organization; a party to the Bern Convention
for the Protection of Artistic and Literary Works, the Paris Convention for the Pro-
tection of Industrial Property, the Universal Copyright Convention, the Geneva
Phonograms Convention, the Patent Cooperation Treaty, the Brussels Satellite Con-
vention, and the Treaty of Rome on Neighboring Rights. U.S. citizens and firms are
entitled to national treatment in Germany, with certain exceptions. Despite Ger-
many’s implementation of its commitment under the intellectual property rights
portions (TRIPS) of the Uruguay round, some U.S. firms continue to have concerns
about the level of software piracy in Germany. Germany’s 1993 implementation of
the EU’s Software Copyright Directive, as well as an educational campaign by the
software industry have helped improve Germany’s performance in this area.

8. Worker Rights

a. The Right of Association.—Article IX of the German Constitution guarantees
full freedom of association. Workers' rights to strike and employers’ rights to lock-
out are also legally protected.

b. The Right to Organize and Bargain Collectively.—The Constitution provides for
the right to organize and bargain collectively, and this right is widely exercised. Due
to a well-developed system of autonomous contract negotiations, mediation is un-
common. Basic wages and working conditions are negotiated at the industry level
and then are adapted, through local collective bargaining, to particular enterprises.
Nonetheless, some firms in Eastern Germany have refused to join employer associa-
tions, or have withdrawn from them, and then bargained independently with work-
ers. In other cases, associations are turning a “blind eye” to firm-level negotiations.
Likewise, some large firms in the west withdrew at least part of their workforce
from the jurisdiction of the employers association, complaining of rigidities in the
centralized negotiating system. They have not, however, refused to bargain as indi-
vidual enterprises. The law mandates a system of work councils and worker mem-
bership on supervisory boards, and thus workers participate in the management of
the enterprises in which they work. The law thoroughly protects workers against
anti-union discrimination.

c. Prohibition of Forced or Compulsory Labor.—The German constitution guaran-
tees every German the right to choose his own occupation and prohibits forced labor,
although some prisoners are required to work.

d. Minimum Age for Employment of Children.—German legislation in general bars
child labor under age 15. There are exemptions for children employed in family
farms, delivering newspapers or magazines, or involved in theater or sporting
events.

e. Acceptable Conditions of Work.—There is no legislated or administratively de-
termined minimum wage. Wages and salaries are set either by collective bargaining
agreements between industrial unions and employer federations, or by individual
contracts. Covering about 90 percent of all wage and salary earners, these agree-
ments set minimum pay rates and are legally enforceable. These minimums provide
an adequate standard of living for workers and their families.

f. Rights in Sectors with U.S. Investment.—The enforcement of German labor and
social legislation is strict, and applies to all firms and activities, including those in
which U.S. capital is invested. Employers are required to contribute to the various
mandatory social insurance programs and belong to and support chambers of indus-
try and commerce which organize the dual (school/work) system of vocational edu-
cation.
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount
Petroleum ...........ooovvueereiiieecciceisaesessess e stsee s 1
Total Manufacturing ............ccccormeeresenvnseareeresariererenes 22,741
Food & Kindred Products ........cccovvereveeceneneniennns 2460
Chemicals & Allied Products ............. 4815
Metals, Primary & Fabricated .... 1476
Machinery, except Electrical ...........ccceuerenrivncrcrniininnnenns 4163
Electric & Electronic Equipment ...........ccccoenvenienncinanes 1492
Transportation Equipment .............. 5501
Other Manufacturing ..... 2855
Wholesale Trade ...........ccoceveveceemneeimmenesiermsnsesssserseesssesesssrenes 2886
BanKing ... nesassssenees 1395
. Finance/Insurance/Real Estate ..........ccccevvvcrnnercviivnninneiiennnne 11,597
- SBIVICES .ooviencerieicrerirceieireesreaesee e sne s e see st s e sre s ees e 1
Other INdUSEries .........cccovvrerinviriniiccne st ese e 2261
TOTAL ALL INDUSTRIES .......coccooevvemriireiremrinrenireseeineons 44,259

' Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of C ce, B of E ic Analysis

GREECE

Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19971
Income, Production and Employment:

Nominal GDP2 ............coevviiecimnnenneicneiraeesesisorans 100,595 103,834 103,618

Real GDP growth (pct)3 ......cccovvnmniiniininsnncnrnenns 2.0 2.6 3.5

GDP by Sector:

Agriculture ........c.ccoovecirennineenieine e 9,820 9,658 8,876
Manufacturing 22,334 24,374 23,465
SEIVICES ..vcereereerereenieriisiirirsrssenesseesssersressersasisnses 71,897 77,898 82,378

-of which
GOVEINMENL ......ccveeeeerereirecrienerrererisssreeceecnessneesssens 13,174 13,576 13,509

Per Calgxta GDP (Dollars) . 10,910 11,668 11,243

Labor Force (000s) .......... - 4,249 4,327 4,381

Unemployment Rate (pct) ......coicninvninnanieniiiennns 10.0 10.4 10.1

Money and Prices (annual percentage growth):

Money Suplgl y Growth (M3 Dec) ........ccoovvriecricnnnnns 10.3 9. 8.5

Consumer Price Inflation ...........c.coeeiveenninniceriennnn, 88 8.3 5.7

Exchange Rate (DRS/US$-annual average)

Official ..occovirmnrenrinniiresnisr e e snene 231.7 240.7 276.0
Balance of Payments and Trade:

Total Exports FOB4A ..........ccccoccovnivnniinnnniinne 9,990 11,300 12,000
AB e e e e e s st 5,783 5,770 6,000
Exports to U.S.4C ......cccoonerniinnncrnccnnineninneions 397 6506 N/A

Total Imports CIF4A ............ccoceeenveinnnierinciienens 22,326 27,222 28,000
B oot sre st see e ere e e snabenes 22,929 24,135 24, 500
Imports from U.S4C ......ccooccivirviicnvinininiinnens 1,519 825 N/A

’I‘rade BalancetA ..., -12,425 -15,922 -16,000

..................... . -17,146 -18,365 -18, 500

Balance with U.S. . -1,121 -319 N/A
External public P 30,589 30,700 31,000
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19971

Fiscal Deficit/GDP (General Government) (pct) 7.6 4.2 24
Current Account

Deficit/GDP (PCt) ...ooveiveiirerccniniicieninrnenrccrenennines 25 3.7 4.0
Debt Service (Public Sector) Payments/GDP (pct) 5.2 5.5 6.9
Gold and Foreign Exchange Reserves .................... 15,376 19,177 15,000
Aid from U.S. ...ccovvciiniiinisiseennnns N/A N/A N/A
Aid from all Other Sources N/A N/A N/A

11997 figures are all estimates based on available monthly data in October 1997.

2GDP at factor cost.

3 Percentage changes calculated in local currency.

1A Merchandise Trade; National Statistical Service of Greece; Customs Data.

4BTrade; Bank of Greece data; on a settlement basis. The Bank of Greece data, especially those on ex-
ports underestimate true trade figures since exporters are no longer obliged to deposit their export receipts
in Greece. The Bank of Greece is preparing a new set of accounts (to be ready in 1997) to be in line with
other EU central banks.

4C Merchandise Trade; U.S. Department of Commerce.

1. General Policy Framework

Greece has been a member of the European Union (EU) since 1981. Its market
economy is segmented into the state sector (estimated at 40 percent of GDP) and
the private sector (60 percent of GDP). It has a population of 10.6 million and a
work force of about 4 million. Some of Greece’s economic activity remains unre-
corded. (Estimates of how much of the economy remains unrecorded vary, due, at
least in part, to deficient data collection). The moderate level of development of
Greece’s basic infrastructure—road, rail, telecommunications—reflects its middle-in-
come status. Per capita GDP is 11,243 dollars, the lowest in the EU.

Services make up the largest and fastest growing sector of the Greek economy,
accounting for about 71 percent of GDP (including government services). Tourism,
shipping, trade, banking, transportation, communications, and construction are the
largest service sub-sectors. Greece is an import-dependent country, importing more
than it exports. In 1996, Greece had a trade deficit of 15.9 billion dollars based on
total trade of 38.5 billion dollars. A relatively small industrial base and lack of ade-
quate investment in the last 15 years have restricted the export potential of the
country. Over Valuation of the currency as a result of the anti-inflationary “hard
drachma” policy, coupled with low public sector productivity, continues to erode the
competitiveness of a large part of the Greek economy. Greece exports primarily light
manufactured and agricultural products, and imports more sophisticated manufac-
tured goods. Tourism receipts, emigrant remittances, shipging receipts, and trans-
fers from the EU form the core of invisibles earnings. Substantial funds from the
EU (about 20 billion dollars) are allocated for major infrastructure projects (road
and rail networks, ports, airports, telecommunications etc.) being built over the pe-
riod 1994-99. However, the Greek government has been slow in utilizing these
funds. According to the Greek government, about 40 percent of the funds allocated
under the 1994-99 Delors II package have been utilized to date. .

The government is in its fourth year of an austerity program designed to meet
the Maastricht Treaty’s convergence criteria for the European Monetary Union
(EMU) and has announced that this %olicy (convergence) will continue in 1998. The
results of the austerity program on the economy have been positive. By September
1997, inflation has fallen to 4.9 percent, the lowest rate since 1965. Investment and
consumer confidence remain strong and the growth of GDP in 1997 is projected to
be around 3.5 percent, up from 2.6 percent i:n 1996. Unemployment, which stood at
10.4 percent in 1996 is projected to drop slightly to 10.1 percent in 1997. The chron-
ic government budget deficit has also been reduced (4.2 percent for 1997) thanks
mainly to higher taxes, a crack down on rampant tax evasion and lower interest
payments on government debt. However, real progress in reducing public expendi-
tures has been limited due to fierce opposition to structural reforms by labor unions,
professional associations, politicians, and the media.

Greece's huge government debt (111.8 percent of GDP or 133.9 billion U.S. Dollars
in 1996) stems to a great extent from government acquisition of failing enterprises
and a bloated public sector. The government employs directly about 15 percent of
the total labor force. Greece’s social security pmfram has also been a major drain
on public spending. Deficits are financed primarily through issuance of government
securities.
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Monetary policy is implemented by the Bank of Greece (the central bank). The
Bank uses the discount and other interest rates in its transactions with commercial
banks as tools to control the money supply. The State continues to retain privileged
access to credit via the still low-taxed status accorded to government debt obliga-
tions (which includes the right of Greek residents to purchase government debt obli-

ations without having to declare their source of income to the tax authorities).
easury bills and state bonds are issued by the Ministry of Finance but they are
expected to comply with the monetary targets set by the Bank of Greece.

2. Exchange Rate Policy

Foreign exchange controls have been progressively relaxed since 1985. Medium
and long-term carital movements have been fully liberalized. Most restrictions on
short-term capital movements were lifted in 1994. Remaining restrictions on short-
term capital movements were lifted on August 1, 1997, although some controls still
exist to facilitate enforcement of money laundering laws and tax collection. Greece's
foreign exchange market is now in line with EU rules on free movement of capital.

Despite recent exchange-rate liberalization, Greece retains a “crawling-peg” sys-
tem for fixing the value of the drachma. Informal mechanisms are also available to
the Bank of Greece to help determine the currency’s value. In order to combat the
high rate of inflation (which, at triple the EU average is well above that of Greece’s
principal tradin, lPartners), the Bank of Greece has kept the drachma virtually
pegged to the Eé . This has had an adverse impact on the country’s export poten-
tial. There has been pressure from domestic industry for depreciation of the drach-
ma, but the government has so far resisted this out of concern over inflation. The
drachma depreciated only by one percent against the ECU in 1996. The 1994-99 eco-
nomic convergence program provides for no change of the drachma parity against
the ECU from 1997 onwards.

3. Structural Policies

Greece's structural policies are largely dictated by the need to comply with the

rovisions of the EU Single Market and the Maastricht Treaty on Economic and

onetary Union. The 1994-99 Convergence Program, designed to enable Greece to
comply with the Maastricht Treaty criteria, set targets that should encourage sig-
nificant structural reforms, including privatizations. Progress in this area, however,
has been very limited. After privatizing a few small banks and shipyards, the gov-
ernment raised capital for the telephone monopoly OTE through an Agril 1996 pub-
lic flotation of new shares. A subsequent sale of existing shares in June 1997 re-
duced the government holding to 80 percent of OTE. As gart of its 1998 fiscal policy,
the government has decided to proceed with the sale of minority stakes in several
state owned organizations (Public Power Corporation, Duty Free Shops, Olympic
Airways Catering); two small banks; assets (hotels) of the National Tourist Organi-
zation; and a few remaining industries currently under the supervision of the state
Industrial Reconstruction Organization (IRO). It is unclear whether these
“privatizations” will change the companies’” management practices and commercial
viability.

Pricing Policies. The only remaining 8rice controls are on pharmaceuticals. The
last change in pharmaceutical prices in October 1997 inhibited imports of some U.S.
pharmaceuticals. The Greek ﬁovemment can also set maximum prices for fuel and
private school tuition fees, and has done so several times in the last two years.

About one quarter of the goods and services included in the consumer price index
(CPI) are png'luced by state-controlled companies. As a result, the government re-
tains considerable indirect control over pricing. While this distorts resource alloca-
tions in the domestic economy, it does not directly inhibit U.S. imports (with the
exception of pharmaceuticals).

Tax policies. Tax legislation passed in January 1997:

—abolished the majority of income tax exemptions or deductions, including the
ability of multinational firms to deduct more than token royalty and home of-
fice expenses without seeking a waiver from a special interministerial com-
mittee;

—imposed taxation on all categories of bank deposits which had been exempted
from the 15 percent tax with oldin%

—imposed a 7.5 percent tax rate on a
as of 1/1/97;

—increased tax rates on ships under the Greek flag;

—introduced taxation on real property holdings, including those of non-profit or-
ganizations;

y
1 government securities issued or renewed
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~raised the tax rate on profits of all banks to 40 percent. (This benefited
branches of foreign banks which for the previous two years had been taxed
at 40 percent while Greek banks were taxed at a 35 percent rate.)

Higher corporate and personal property taxes are planned for 1998. There are
plans to index rates at least for lower income brackets to compensate for inflation.

4. Debt Management Policies

Greece’s “General Government Debt” (Maastricht definition) was 133.9 billion dol-
lars, or 111.8 percent of GDP (market prices) in 1996 (end year). Foreign exchange
reserves fluctuated in the first half of 1997 between 16.3 and 20.5 bi%lri]on dollars
or 8 to 10 months of imports.

Servicing of external debt (public sector) in 1997 (interest and amortization) is es-
timated to equal 59.6 percent of exports and 6.9 percent of GDP. About 65 percent
of the external debt is denominated in currencies other than the dollar. Foreign debt
does not affect Greece's ability to import U.S. goods and services.

Greece has regularly serviced its debts and has generally good relations with com-
mercial banks and international financial institutions. Greece is not a recipient of
World Bank loans or International Monetary Fund programs. In 1985, and again
in 1991, Greece received a balance of payments loan from the EU.

5. Significant Barriers to U.S. Exports

Greece has both EU-mandated and Greek government-initiated trade barriers.
Greece maintains specific barriers in services such as law, aviation, and motion pic-
tures:

—Greece maintains nationality restrictions on a number of professional and
business services, including legal advice. Restrictions on legal advice dc not
apply to EU citizens, and U.S. companies can generally circumvent these bar-
riers by employing EU citizens.

—The Greek flag air carrier, Olympic Airways, has a monopoly in providing

und handling services to other airlines, who must either contract from
lympic or self-handle. As of January 1, 1998, airlines will be able to choose
between two ground handling agents, one of which will be Olympic. This is

'_%art of an EU-directed liberalization of ground handling.

reece insists on testing U.S. wheat shipments for karnal bunt disease; it will
not accept U.S.D.A. certificates stating that wheat comes from areas free from
the disease. The testing method used provides a high incidence of false posi-
tive results. After one shipment was rejected late in 1996, Greek importers
have been unwilling to risk importing from the U.S.

—Greece has not been responsive to applications for introduction of bioengi-
neered (éenetically modified) seeds for field tests despite support for such
tests by Greek farmers.

—Greek film production is subsidized by a 12 percent admissions tax on all mo-
tion pictures. Moreover, enforcement of Greek laws protecting intellectual
property rights for film, software, music, and books is problematic (see below).

Investment barriers:

Both local content and export performance are elements which are seriously taken
into consideration by Greek authorities in evaluating a(rplications for tax and in-
vestment incentives. However, they are not legally mandatory prerequisites for ap-
proving investments. New investment incentive legislation is under preparation.

Greece restricts foreign and domestic private investment in Public utilities. Pri-
vate power production for sale to the national grid is limited to “nontraditional” en-
ergy sources (e.g. wind and solar).

U.S. and other non-EU investors receive less advantageous treatment than domes-
tic or other EU investors in thie banking, mining, maritime, and air transport sec-
tors, and in broadcasting. There are also restrictions for non-EU investors on land
purchases in border regions and certain islands (on national security grounds).

Greek laws and regulations concerning government procurement nominally guar-
antee nondiscriminatory treatment for foreign suppliers. Officially, Greece also ad-
heres to EU procurement policy, and Greece has adhered to the GATT Government
Procurement Code since 1992. Nevertheless, many of the following problems still
exist: occasional sole-sourcing (explained as extensions of previous contracts); loosely
written specifications which are subject to varying interpretations; and allegiance of
tender evaluators to technologies offered by longtime, traditional supﬁliers, Firms
from other EU member states have had a better track record than U.S. firms in
winning Greek government tenders. It has been noted that U.S. companies submit-
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ting joint proposals with Euro?ean companies are more likely to succeed in winning
a contract. The real impact of Greece’s “buy national” policy is felt in the govern-
ment's offset dpolicy (mostly for purchases of defense items) where local content, joint
ventures, and other technology transfers are required.

In December 1996, the Greek Parliament passed legislation (Law 2446, article 16)
which allows public_utilities in the energy, water, transport, and telecommuni-
cations sectors to sign “term agreements” with local industry for procurement.
“Term agreements” are contracts in which Greek suppliers are given significant
preference. The reason for the signing of these agreements is to support the national
manufactunn% base. This was made possible as a result of Greece’s receipt of an
extension until January 1, 1998, to implement the EU’s Utilities Directive 93/38.

6. Export Subsidies Policies

The Greek Government does not use any form of national subsidies to support ex-
ports. Some agricultural products (most notably cotton, olive oil, tobacco, cereals,
canned peaches, and certain other fruits and vegetables) receive production sub-
sidies from the EU which enhance their export competitiveness.

7. Protection of U.S. Intellectual Property

Greek laws extend protection of intellectual property rights to both foreign and
Greek nationals. Greece is a party to the Paris Convention for the Protection of In-
dustrial Property, the European Patent Organization, the World Intellectual Prop-
erty Organization, the Washington Patent Cooperation Treaty, and the Bern Copy-
right Convention. As a member of the EU, Greece is in the process of harmonizing
its legislation with EU rules and regulations. The WTO-TRIPS agreement was in-
corporated into Greek legislation as of February 28, 1995 (Law 2290/95).

Despite Greece's legal framework for and voiced commitment to copyright protec-
tion, piracy of copyrighted material remains widespread. Greece took an important
step toward addressing this problem by enacting a new copyright law in February
1993 (Law 2121/93), which offers a high standard of protection for all copyrighted
works. Furthermore, Law 2328/95 (voted in the summer of 1995 and effective as of
August 3, 1995) establishes a new systematic legal framework for the radio-tele-
vision market, whose archaic development following termination of the state monop-
oly in 1989 encouraged piracy of copyrighted films and TV shows.

Inability of rights holders to obtain effective action against TV stations pirating
cogi"righted works resulted in Greece being elevated in December 1994 to the
USTR’s “Priority Watch List” under the “Special 301" provision of the 1988 Trade
Act. Just prior to an out-of-cycle review in December 1996, the Greek government

resented an “Action Plan” of specific stegs it promised to take by April 1997 to en-
orce its 1995 media law to end piracy of copyrighted audio-visual products and to
protect copyrighted software. The Greek government, however, has been slow in im-
Ylementin the “Action Plan,” and the level of coggright piracy remained the same.
n April 1997, the USTR gave Greece until July 1997 to reduce piracy or face a chal-
lenge in the World Trade Organization for failure to enforce its commitments under
the TRIPS Agreement. Discussions with Greek officials continue in view of recent
government steps to license television stations and control piracy at the local level.

Although Greek trademark legislation is fully harmonized with that of the EU,
another intellectual property protection problem is the lack of effective protection
of trademarks, particularly in the apparel sector.

Intellectual property appears to be adequately grotected in the field of patents.
Patents are available for all areas of technology. Compulsory licensing is not used.
Patents and trade secrets are protected by law for a period of twenty years. There
is a potential problem concerning the protection of test data relating to non-patented
products. Violations of trade secrets and semiconductor chip layout design are not
problems in Greece.

8. Worker Rights

The Greek economy is characterized by significant labor-market rigidities. Greek
labor law prohibits laying off more than two percent per month of total personnel
employed by a firm. This restricts the flexibility of firms and the mobility of Greek
labor and contributes to unemployment.

a. The Right of Association.—Approximately 30 percent of Greek workers are or-
ganized in unions, most of which tend to be highly politicized. While unions show
support for certain political parties, particularly on issues of direct concern to them,
they are not controlled by political parties or the government in their day-to-day op-
erations. The courts have the power to declare strikes illegal, although such deci-
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sions are seldom enforced. Employers are not permitted to lock out workers, or to
replace striking workers (public sector employees under civil mobilization may be
replaced on a temporary basis).

b. The Right to Organize and Bargain Collectively.-—~The right to organize and
bargain collectively was guaranteed in legislation passed in 1955 and amended in
February 1990 to provide for mediation and reconciliation services prior to compul-
sory arbitration. Anti-union discrimination is prohibited, and complaints of discrimi-
nation against union members or organizers may be referred to the Labor
Inspectorate or to the courts. However, litigation is lengthy and expensive, and pen-
alties are seldom severe. There are no restrictions on collective bargaining for pri-
vate workers. Social security benefits are legislated by parliament and are not won
through bargaining. Although civil servants have no formal system of collective bar-
gaining, they negotiate their demands with the Ministry for Public Administration.

c. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is
strictly prohibited by the Greek constitution and is not practiced. However, the gov-
ernment may declare “civil mobilization” of workers in case of danger to national
security or to social and economic life of the country.

d. Minimum Age of Employment of Children.—The minimum age for work in in-
dustry is 15, with higher limits for certain activities.

e. Acceptable Conditions of Work.—Minimum standards of occupational health and
safety are provided for by legislation. Although the Greek General Confederation of
Labor (GSEE) has characterized health and safety legislation as satisfactory, it has
also charged that enforcement of the legislation is inadequate, citing statistics indi-
cating a relatively high number of job-related acc/dents in Greece. Inadequate in-
spection, outdated industrial plants and equipment, and poor safety training of em-
ployees contribute to the accident rate.

f. Rights in Sectors with U.S. Investment.—Although labor/management relations
and overall working conditions within foreign business enterprises may be among
the most progressive in Greece, worker rights do not vary according to the national-
ity of the company or the sector of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars}

Category Amount

PetroleUm .......coociiiiiiiiieeneie et e et e 1
Total Manufacturing 145

Food & Kindred Products ...........coecvveeiinviieiiricceieeieen 1

Chemicals & Allied Products .........cc.ccocovvviveiereciiiccniennnens 78

Metals, Primary & Fabricated 0

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

Electric & Electronic Equipment ............cccccoonicinnniin 1

Transportation Equipment 0

Other Manufacturing ........cccccoeeiemvnveiniiesieennenseeneerenereeenens 33
Wholesale Trade .......coocceeevveeinniieieiiiceeere e es e snes 83
Banking 89
Finance/Insurance/Real Estate ..........ccocoveenmeerniivenninnvecennns 66
SEIVICES ..vviievieiveierieiiies ceteeierieireresetreeerennreseeestese s breasnsareeeane 61
Other Industries .........c.......... t
TOTAL ALL INDUSTRIES 506

1Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
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Key Economic Indicators!
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 1997
Income, Production and Employment:
Nominal GDP ......ccooeiveeveemrrerriineennetsesectsns st esesesnssas 443 439 3436
Real GDP growth (pet) ... 1.5 1.0 356
GDP by Sector:?
ﬁnculture ...................................................................... 2.8 3.0 3.1
ANUFACLUTING ..c.vovvvvveeereennireesieneiieseeesesrnsseseniessesenseene 88 9.2 9.4
COoNSLIUCLION ......ccovvvveieecirrrnecresinrnes sttt e 2.0 2.0 2.0
SeIVICES ...ocvvivrererereiireisiareeraeet et 240 236 23.1
GOVEINMENY .........ooeerecrrnsrrnece e sesess et sres e sasenes 7.6 6.9 6.6
Per Capita GDP (US$) ......cccocimvimmcnincrinsiescinecsiesennnesionne 4,273 4,351 4,290
Labor Force (0008) ..........cccocceveniiinnricsminnnnisssenssnsennone 6,262 6,215 6,200
Unemployment Rate (pet) ..cocvvevvirnivcinins e 11.1 10.8 8.6
Money and Prices (annual percentage growth):
Money Supply Growth ..., 184 209 420.4
A\fr!g. onsumer Price Inflation .... 28.2 236 18.0
Official Exchange Rate ........occocnecinvinnecininnncininncnnnns 125.7 152.6 188
(HUF/USS$ - annual average)
Balance of Payments and Trade Total Exports FOB ...... 129 15.7 17.3
Exports to U.S. (US$ mIns) b ........ccomienirinvcnnicnnninnns 547 653 1,009
Total Imports CIF ........cc.ccovevcriinniniensnnencnnnonmeen 16.5 18.1 19.9
Imports from U.S. (US$ mlns)5 .......c.cccvvvivmnnne 295 331 465
Trade Balance ...............cccoverruinserceensnmsnneonnsinn. -2.3 -2.4 -2.6
Balance with U.S. (US$ mins)5 .........ccoovcvvvvninnnninnee 252 322 643
Current Account Deficit/GDP (pct) .......cccoovveenivicineirennne 5.3 4.0 3.7
Net External Public Debt .................... werebeaene ae 11.0 9.6 5.0
Debt Service Payments/GDP (pct) .......ccovuvvvirinnninrinninnen 17.3 21 10-11
Fiscal Deficit/GDP (pct) .......cocovinvirnvninniinniecienieinnnnnes 6.7 3.2 64.9
Gold and Foreiilj'x Exchange Reserves ...........cccoveninnnes 12.0 9.8 78.2
Aid from U.S. (US$ mins) ........ooocecrvurnne 272 17.0 15.0
Aid from All Other Sources ...........cccmnieinieniniensninies N/A N/A N/A

1Source: Ministry of Finance and National Bank, except where otherwise noted. 1997 projected figures
based on data available through October 1997

’Agament decrease is due to the onj irgpl{ungarian forint devaluation against the U.S. dollar

3GDP by sectors is higher than total GDP due to double counting

4January-June 1997

5Source. U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;
1997 figures projected based on trade through ::!uat

:'I’mire:;es ,;n 1997 due solely Lo changed methodology for interest payments

uly

1. General Policy Framework

Starting in the late 1960s, Hungary’s former communist regime began economic
reforms along capitalist lines that continued until the end of communism in 1989.
Some academics estimate that Hungary was one-third of the way to capitalism in
1989. The first democratic government (1990-94) began significant economic reform
particularly in trade and foreign investment, but did not complete social welfare an
external debt rationalization. An austerity program implemented by the new gov-
ernment in 1996 in the face of rising fiscal and current account deficits brought eco-
nomic stabilization. Concurrent and subsequent economic restructuring should pro-
vide for sustainable growth in the medium term. The current government has accel-
erated the pace of economic reform, particularly in privatization. Hungary leads
Central Europe in relative and absolute inflows of foreign direct investment, with
at least $16 billion since 1989. In 1997, Hungary continued to enjoy solid increases
in industrial output, exports, and overall output, while continuing to reduce infla-
tion.

The revised Foreign Exchan?e Law, effective January 1, 1996, made the Hungar-
ian forint essentially convertible for current account transactions. The government's
stabilization and restructuring package introduced in March 1995 has led to lower
fiscal and current account deficits. The government has also significantly lowered
ﬁovemment expenditures as a percentage of GDP. A si atog to the Uruguay

ound Agreement and a founding member of the World de Organization, Hun-
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Ezlary joined the Organization for Economic Cooperation and Development (OECD) in
ay 1996 and, as a part of that process, is further liberalizing capital account trans-
actions. Hungary seeks to harmonize its laws and regulations with European Union
standards by 1999 and hopes to join the EU as early as 2002.

. A new Law on Privatization, passed in May 1995, improved transparency and ini-
tiated a simf;hﬁed process. Privatization has progressed dramatically since late
1995, particularly in the energy, telecommunication, and banking sectors. Currently
about 80 percent of the country’s GDP is derived from the private sector. The gov-
ernment hopes to complete the E;ivatization process by 1998, by which time the pri-
vate sector should account for about 85 percent of GDP.

Hungary’s per capita foreign debt decreased significantly in 1997. Foreign direct
investment since 1989 exceeds net foreign debt. Hungary has an unblemished debt
payments record and since late 1996 has been rated investment grade by all the
major tatin%]agencies. Foreign currency reserves stood at $8.2 billion through July
1997, enough for seven months of imports. The government finances the fiscal deft-
cit primarily through government bonds, issued both domestically and abroad. The
consolidated budget deficit in 1997 will equal about 4.9 percent of GDP, down from
8.2 percent in 1994. The 1997 result will exceed the 1996 figure due solely to the
now on-budget costs of public external debt service (which until 1997 were partially
in the National Bank budget).

The government continues to adhere to stabilization and restructuring efforts. A
partial privatization of the pension system in Julg 1997 will broaden and deepen
capital markets. Unfinished reform efforts include health care and local government
financing. Following declines of 11 percent in 1995 and 6 percent in 1996, net real
wages will increase by 3.5 to 4.5 percent in 1997. The government projects a $1.5
to 2 billion current account deficit for 1997, down from $2.5 billion in 1995. Foreign
direct investment will exceed the current account deficit, preventing an increase in
net external debt.

In accord with government policy to promote foreign direct investment, Hungarian
law allows the establishment of companies in customs-free zones which are exempt
from foreign-exchange requirements and indirect taxation tied to the turnover of
goods. Tax exemptions for significant investments are also under consideration.

The Hungarian National Bank (MNB) carries out monetary policy through open
market operations focusing on an interest rate policy consistent with disinflation
and within the constraints of the foreign exchange regime. Commercial banks can
conclude foreign exchange swap transactions with the MNB.

2. Exchange Rate Policy

As of January 1, 1996, the forint became fully convertible for almost all current
account transactions within Hungary. ForeiEners and Hungarians can maintain
both hard currency and forint accounts. At the end of 1996 the German Mark re-
placed the 70 percent share of the ECU in the currency basket to which the forint
1s pegged (the dollar remains 30 percent of the basket). In August 1997 the govern-
ment reduced the monthly rate of devaluation from 1.1 to 1.0 percent. Improved
macroeconomic performance has helped slow average annual inflation from 28.3 per-
cent in 1995 to a projected 18 percent for 1997.

3. Structural Policies

Prices for most consumer product and services are freely set by the market. None-
theless, prices for public transport, utilities such as gas, electricity and water, phar-
maceuticals, and vehicle fuel continue to be partially set by the state. The govern-
ment offers a wholesale floor price for unprocessed agricultural products. Privatized
energy companies expected a cost-plus-eight percent price structure beginning Janu-
ary 1, 1997, as stipulated in the 1995 Law on Privatization. Despite quarterly price
reviews by an independent regulatory office, prices are not quite at the market lev-
els expected by foreign energy firms. Foreign investors are nonetheless working with
the government to boost current and future production.

Tax changes designed to cut inflation and release extra resources to the business
sector took effect in 1997. Personal income taxes were lowered by an average 1.5
percent and the highest rate was cut from 48 to 42 percent. Employer social securit,
contributions have dropped from 42 to 39 percent under changes effective in 1997.
The flat company tax remains at 18 percent, while the current 23 Sercent supple-
mentary profit tax on distributed net Groﬁt will be replaced by a 20 percent with-
holding tax. Investments of at least HUF 1 billion (about $5.2 million as of October
1997) or that increase exports by more than HUF 600 million ($3.1 million) receive
a 50 percent tax preference for up to five years; investments of at least HUF 3 bil-
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lion in less developed regions can receive up to 10 years full tax holiday. In the
1997-98 budget, employer social insurance contributions will probably decrease by
1 to 2 percent, while corporate taxes on turnover will likely increase; overall tax-
ation is unlikely to decrease.

_A new Competition Law which came into effect January 1, 1997, eliminated a pro-
vision that had allowed foreign firms registered outside l}’i,ungary to execute mergers
through their parent companies abroad. This law conforms with EU regulations.

Major legislation has been passed and further legislation is expected in the area
of structural budget reform, including fiscal expenditure, health care, and local gov-
ernment financing. In July 1997 Parliament ap(rroved a new Pension system which
mandates private pension funds alongside (and eventually partially replacing) the
current fully-funded public system. The next government is likely to reform health
care and local government financing, in order to further reduce state expenditures.

4. Debt Management

_Hungary has one of the highest per capita foreign debts in Euroge, with gross for-
eign debt expected to be $25.5 billion at the end of 1997 versus $26 billion in 1996.
Through 1997, net foreign debt is projected to be $12.5 billion, down from $14 billion
in 1996. Net public debt was $5.0 billion at the end of October 1997, slightly over
half of the level at the end of 1996. The government has consistently met all exter-
nal interest and principal payments on time. The government concluded a standby
credit agreement with the International Monetary Fund in March 1996, and has
complied with its provisions while avoiding any credit draw down. The agreement
will expire in February 1998 and not be renewed. Hungary received an investment

ade rating on long-term debt from the two leading .S. credit rating agencies in
ate 1996. Hungary projects to have reserves of $8.2 billion by the end of 1997.

8. Significant Barriers to U.S. Exports

On July 1, 1997, as pledged, the government eliminated an import surcharse it
had imposed as part of the March 1995 austerity package. Also as of that date,
Hungary joined the Pan European Free Trade Zone and Cumulation Sgstem, Import
duty must be paid on imports from outside the Pan-EuroEean Zone, which may then
be exported duty-free to other countries within the Pan European Region. However,
duty paid on intermediate e§oods processed and then exported outside the Pan-Euro-
pean Region is not refunded.

Although 95 percent of imports (in value terms) no longer require prior govern-
ment approval, some 20 product groups, mainly cars, textiles, and precious metals,
are still affected by quotas. Hungary imposes a $750 million global quota on imports
of consumer goods. Under WTO rules, Hungary will phase out quotas on textiles
and apparel by 2004. As a result of the Uruguay Round, quotas on agricultural
products and processed foods have been replaced by tariffs.

Importers must file a customs document (VAM 91 form) with a product declara-
tion and code number, obtained from the Central Statistical Office. Upon importa-
tion, the importer must present Commercial Quality Control Institute (KERMD cer-
tified documentation to clear customs. This permit may be replaced by other na-
tional certification and testing agency documents, such as those of the National In-
stitute for Drugs. Hungary participates in the International Organization for Stand-
ardization (ISC) and the International Electro-Technical Commission (IEC).

Foreign ownership is allowed in sectors open to private investment. Foreign in-
}Ies(tlment is restricted or prohibited in civil aviation, defense, the media, and farm-
and.

Under the November 1995 law on ﬁovemment procurement, public tenders must
be invited for purchases of goods with a value over HUF 10 million ($51,000), con-
struction projects worth HUF 20 million ($102,000), and designs and services worth
over HUF 5 million ($26,500). Bids containing more than 50 percent Hungarian con-
tent receive a 10 percent price preference. This procurement process does not apply
to military purchases, gas, oil, and electricity contracts.

6. Export Subsidy Policies

There are no direct export subsidies on industrial products, but some agricultural
roduct groups receive export subsidies from the state. The Export-Import Bank and
xport Credit Guarantee Ltd., both founded in 1994, provide credit and/or credit in-
surance for 8 to 10 percent of total exports. Over the past several years, agricultural
ex?ort subsidies exceeded Hungary's ruguag Round commitments in the range and
value of products subsidized; in October 1997, the WTO approved an agreement
with Hungary to phase out excess subsidies in the coming years, in which the Hun-
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garian Government also committed not to expand exports of subsidized products to
new markets.

7. Protection of U.S. Intellectual Property -

Hungary belongs to the World Intellectual Property Organization, the Paris Con-
vention on Industrial Property, the Nice Agreement on Classification and Registra-
tion of Trademarks, the Madrid Agreement Concerning Registration and Classifica-
tion of Trademarks, the Patent Cooperation Treaty, and the Berne and the Univer-
sal Copyright Conventions.

In 1993, the United States and Hungary signed a comprehensive bilateral intel-
lectual property rights treaty. Law Number VII (1994) on the Amendment to Indus-
trial Property and Copyri%/ht Legislation, effective July 1994, extended patent pro-
tection for pharmaceutical/chemical products and addressed rights of intellectual
property by providing the legal means to prevent proprietary information from being
disclosed or acquired by other than “honest commercial practices.” A Media Law en-
acted in December 1995 requires firms in the electronic media to respect inter-
national copyrights and includes enforcement provisions against individual offenders
as well as corporate violations that affect license renewals. Two laws protecting in-
tellectual property entered into force in January 1992. Act XXXVIHI of 1991 protects
utility models, and Act XXXIX of 1991 protects the topography (layout design) of
semiconductor chips.

However, a complaint by DuPont Merck calls into guestion the effectiveness of
Hungary's enforcement structure for IPR protection. The inability to resolve this
case in more than seven years has sparked concerns about what a}:geam to be per-
sistent problems in the Hungarian judicial system which make it difficult to prevent
patent mfrin%ement. Hungary was listed on the Other Observations portion of the
1997 Special 301 review to encourage a speedy resolution to these concerns.

8. Worker Rights

a. The Right of Association.—The 1992 Labor Code, as amended in 1997, recog-
nizes the right of unions to or%imize and bargain collectively and permits trade
union pluralism. Workers have the right to associate freely, choose nifpresentatives,
publish journals, and openly promote members’ interests and views. With the excep-
tion of military personnel and the police, they also have the right to strike.

b. The Right to Organize and Bargain Collectively.—Labor laws permit collective
bargaining at the enterprise and industry levels. The Interest Reconciliation Council
(ET), a forum of representatives from employers, employees, and the government,
sets minimum and recommended wage levels in the public sector. Trade unions and
management negotiate private wage levels. The Ministry of Labor drafts labor-relat.
ed legislation, and special labor courts enforce labor laws. Affected parties may ap-

eal labor court decisions in civil court. The 1992 legislation prohibits employers
rom discriminating against unions and their organizers.

c. Prohibition of Forced or Compulsory Labor.—The Labor Ministry enforces the
legal prohibition of compulsory labor.

d. Minimum Age for Employment of Childrcn.—The Labor Code forbids work by
minors under the age of 14, and regulates labor conditions for minors age 14 to 16
(e.g., in apprentices programs).

e. Acceptable Conditions of Work.—The Labor Code specifies conditions of employ-
ment: termination procedures, severance pay, maternity leave, trade union consulta-
tion rights in management decisions, annual and sick leave entitlement, and conflict
resolution procedures.

f. Rights in Sectors with U.S. Investment.—Conditions in specific goods-producing
sectors in which U.S. capital is invested do not differ from those in other sectors
of the economy.

Extent of U.S. Investment in €elected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

fMillions of U.S. dollars]

Category Amount
Petroletm ......ccvveveeeiiiieciee i seeer et e e 2
Total Manufacturing .............. 655
Food & Kindred Products ..... 21

Chemicals & Allied Products .............ccrnunue. et 66
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S. dollars}

Category Amount
Metals, Primary & Fabricated ........ccooccvviiriiinncninnncans 1
Machinery, except Electrical .........cccecvrvvericncanen, 2
Electric & Electronic Equipment ..o 1
Transportation Equipment ... !

Other Manufacturing ..........cccovveeviinnninneerenseisnesinsionieeenne 52
Wholesale Trade .........cccocvivveeirerenicnenicorennecsnnsinnesscneniorsessensenns 85

BanKing ..o s 1
Finance/Insurance/Real Estate ... 5
Services .....coccernvierererenneesieseenns 1
Other INAUSELrIEs ......cccocerereiriericinirennnsneire et iesaenns 1081
TOTAL ALL INDUSTRIES ......ooocoirrerrecinreisniecaeeneens 1910
1Suppressed to avoid disclosin, gogata of mdmdual companies.
2In cates a value between $-500,000 and $500,000.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
IRELAND
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)
1995 1996 19971
Income, Production and Employment:
NOMINAL GDP2 .....cooeeroeeereeseveeereressssssssesnssssssssssesson 54,816 60,397 61,194
Real GDP Growth (pct)3 .....c.ocevvreniiicnineniicinsiinns 10.4 (NI 8.1
GDP by Sector:?
Agriculture N/A
Industry ............... N/A
Services ............. . N/A
Government . N/A
Per Capita GDP (thousands) 18,471
Labor Force (000’s) ................ . 1,614
Unemployment Rate (pct)4 ..........c.conueene. . . 10.3
Money and Prices (annual percentage growth):
Money Sup}gl ly Growth (M3) ..o, 4.1 23.1 25.0
Consumer Price lnﬂatxon .............................................. 24 1.7 1.6
Exchan%e Rate (Ip/usd)
Official ..cveeireerrceccre e 0.62 0.62 0.67
Balance of Payments and Trade:
Total Exports (FOB)5B ........ccoovcivninimennenennin, 444 48.5 513
Exports to U.S. .....cooiviniicciinniiesierensnnissesneresceesesnes 3.6 45 N/A
Total Imports (CIF)S ... 325 35.0 37.2
Imports from U.S. .......... 5.8 5.5 N/A
Trade Balance .................... 12.0 13.5 14.1
Balance with U.S. .......ccocivriinnnicenenimmninneneiiennon -2.2 -1.0 N/A
External Public Debt 8 .........c.cccovverimririenicrnnninnnanecressnens 17,465 13,949 N/A
Fiscal Deficit/GDP (pet) 7 .......ooeicvemeiricininssriniesiinsnens 2.1 0.9 0.6
Current Account Balance/GDP (pct) ........cccovniivincninnne 2.8 2.0 1.6
Debt Service Payments/GDP (pet) ......coouecciininnniinns 6.2 5.9 N/A
Gold And Forelgn Exchange Reserves® ...........ccc.cue. 8,757 17,936 9,500
Aid from U.S.8 .......oovrvrrcervirreerere e s snnssss s sensten 5 5 5
Aid from other SOUIrcesS® .........c.cccovveerurerinnerivensrescnnnirenne 1,189 1,142 1,266

1US Embassy forecasts

*GDP at factor cost

SGDP at constant market prices (local currency).
4ILO definition (measured in april of each year)
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sMerchandise Trade

SEnd Year

1General Government.

®Each year the United States contributed $19.6 million to the International Fund to Ireland (IFI). A quar-
ter of this amount is estimated to be spent .n the Republic of [reland’s border constituencies.
_9These figures include transfers from the EU's European Social Fund, Regional Development Fund, Cohe-
sion Fund and Special Programme for Northern Ireland and the border constituencies, as well as the con-
tributions from countries other than the United States to the IFI.

Sources: Central Bank of Ireland (cbi); Central Statistics Office (CSO). Irish Trade Board (ITB); National
Treasury Management Agency (NTMA).

1. General Policy Framework

Ireland is a small open economy on the periphery of Europe, with a population
of 3.62 million. Despite its peripheral geo!graphic location, Ireland has one of the
greatest exposures to international trade of any country in the world, with total im-
ports and exports equivalent to just under 147 percent of GDP in 1996. Increasin
openness to trade has been accompanied by fast economic growth; In 1997 Irelan
is exrected to be the fastest growing OECD economy for the fourth consecutive year
(total Irish output has increased by just over 50 percent in real terms since 1990.)
despite strong economic growth, inflation has been kept under tight control and the
balance of payments has remained in surplus. Increased consumer confidence has
resulted from rising disposable incomes, fow interest rates, fast employment and
strong growth in property prices. In recent years economic growth has been broadly
based, with strong contrigutions from both domestic and foreign demand.

Fiscal policy: After the runaway deficits of the mid 1980s, the Irish Government
has maintained a relatively tight fiscal policﬁ, keeping the general government defi-
cit below 2.5 percent of GDP since 1989. This is consistent with the provisions of -
the 1992 Maastricht Treaty, which require countries hoping to enter EMU in 1999
to, amongst other things, keep their fiscal deficits below three percent of GDP. fur-
thermore, Ireland’s debt/GDP ratio has fallen from over 125 percent in 1987 to just
under 73 percent in 1996, and is expected to fall further to 67 percent by the end
of 1997. In nominal terms, the debt amounted to just over $51 billion (using average
1996 exchange rates). Of this, 29 percent was denominated in a foreign currency,
down from 41 percent at end 1993. Most new government borrowing is made
through the sale of Irish pound-denominated securities, although a large proportion
of these are purchased by non-residents.

Personal income and consumption taxes form the bulk of total government tax
revenue. There are two personal tax rates; the standard 26 percent rate and the
higher 48 per cent rate. The higher rate kicks in at slightly below the median indus-
trial wage (about $23,000). Emboldened by fast tax revenue growth, and as part of
the current national wage agreement, the current administration has promised to
make substantial cuts in the personal income tax rates over the next five years. The
rate of value added tax (consumption tax), at 21 percent is also high, but is the sub-
ject of some control at EU level. Corporate taxation makes a relatively modest con-
tribution to the public finances. This is largely as a result of the special 10 percent
rate available to companies producing internationally-traded manufactured goods
and services, and to companies operating in certain industrial zones. The standard
rate of corporate tax is 36 percent, although this is expected to fall rapidly towards
the special rate over the next five years.

Monetary policy: Monetary policy is operated by the central bank of Ireland, and
is conducted without political interference. The %oal of monetary policy is price sta-
bility. in the pursuit of this objective, the central bank gives priority to the mainte-
nance of a firm exchange rate under the framework of the European Monetary Sys-
tem's exchange rate mechanism (ERM see below.) It has been largely successful in
this regard; inflation has averaged only 2.2 iercent in the five years to 1996 and
is expected to avera%veI 1.6 percent in 1997, which will almost certainly ensure that
Ireland satisfies the Maastricht inflation criteria for EMU. The ﬁrimary tool of mon-
etary ‘policy in Ireland is the adjustment of the discount rate (known as the short-
term facility), although the central bank also frequently engages in open market op-
erations. In making its assessment of future consumer price movements, the central
bank takes account of trends in money supply, private sector credit and a range of
intermediate price indicators. As the final stage of EMU approaches, Irish official
interest rates will have to converge with those of the European core, and the ability
of the Irish central bank to pursue a monetary stance appropriate for domestic con-
ditions will be undermined.

2. Exchange Rate Policies

The Irish pound is a freely convertible currency and the government does not
maintain any exchange rate controls. Participation in the ERM since 1979 requires
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Ireland to maintain the Irish pound within 15 percent of its central rate against the
weakest and strongest of the other currencies in the grid. Compliance is achieved
through central bank intervention in the foreign exchange markets and through the
prevention of monetary policy divergence from the European core. In ratifying the
1992 Maastricht treaty, Ireland committed itself to participation in the third and
final phase of EMU, which is scheduled to begin on January 1, 1999. Successive
Irish governments have since reaffirmed this commitment, and Ireland is now high-
ly likely to be among the first wave of EU countries to adopt the new currency, the
euro, from 1999 onwards. The decision by the UK to remain outside of EMU for the
foreseeable future has sparked a debate over the Irish pound’s appropriate conver-
sion rate into the euro, with farmers and exporters anxious to ensure that swings
in the value of sterling after 1999 do not damage the competitiveness of Irish goods
in the UK, Ireland’s largest trading partner. The Irish pound fell strongly agairst
the dollar during late 1996 and the first half of 1997, and is expected to av:rage
ip 0.67:USD 1 in 1997, down from ip 0.62:USD 1 in 1996.

3. Structural Policies -

Economic policy in Ireland is geared primarily towards lowering unemployment
and raising average living standards, although income redistribution and social co-
hesion are also important goals. After the failure of expansionary fiscal policies of
the late 1970s to stimulate growth, government policymakers have focused on creat-
ing an environment attractive to private enterprise, and in particular to inward di-
rect investment by export-oriented multinationals. The most important policies in
this regard have been the following:

(a) tight control over the public finances in order to maintain macroeconomic sta-
bility—in 1997 the fiscal budget may be in balance for the first time in over 50
years; (b} the development of a social consensus on economic policy through national
wage agreements negotiated by the government, employers and trade unions. the
latest agreement, partnership 2000, took effect at the beginning of 1997 and trades
off continued moderation by trade unions in wage demands against substantial cuts
in personal taxation; (c) the availability of a special 10 percent rate of corporate tax-
ation and generous nts to attract foreign investment; (d) a commitment to the
single European market and to rartici ation in EMU; (e) high levels of investment
in education and training—of all OECD countries only the Japanese workforce has
a higher proportion of trained engineers and scientists; (f) improvements in physical
infrastructure—structural investment between 1993 and 1999 is expected to total
around $16 billion {almost $4,500 per head). much of this will have been furded by
generous EU transfers.

The success of the above policies in attracting foreign investors and raising in-
comes has had two distinct effects on U.S. exports to Ireland; (a) apfaroximately 500
U.S. firms are now located in Ireland. These companies import a large proportion
of their capital equipment and operating inputs from parent companies and other
suppliers in the United States. Accordingly, the largest component of U.S. exports
to Ireland is office machinery and e%}n;spment. followed by electrical machinery and
organic chemicals. Furthermore, as U.S. firms in Ireland become increasingly inte-
grated with the local economy, sales by u.s. parent companies to local Irish enter-
prises are believed to have increased dramatically, although the data on this re-
mains sketchy; (b) the fast growth in both personal incomes and corporate profit-
ability in Ireland has led to a strong increase in demand for U.S. capital and
consumer goods from Irish companies and workers. the combination of the above
two effects has seen U.S. exports to Ireland quadru le between 1983 to 1996. As
a result, the United States has become Ireland’s third largest source of imports, be-
hind only the UK and Germany.

4. Debt Management Policies

The National Treasury Management Agency (NTMA) is the state agency respon-
sible of the management of the government debt. Ireland’s general govérnment debt
at end 1996 amounted to just over $51 billion (usini average 1996 exchange rates),
equivalent to just under 73 percent of GDP. The bulk of the national debt was accu-
mulated in the 1970’s and early 1980’s, partly as a result of hifh oil prices, but more
genera{l{ as a result of expanding social welfare programs and public-sector employ-
ment. However, increased fiscal rectitude since the late 1980s means that Ireland
is expected to be the only EU member state which will have a lower debt/GDP ratio
in 1997 than it had in 1991. Foreign currency debt at end 1996 made up approxi-
mately 29 percent of the total, down from just over 41 percent at end 1993. Most
new government borrowinf is financed through the issuance of Irish pound securi-
ties, although a substantial proportion of these are purchased by non-resident inves-
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tors. The total debt servicing cost in 1996 was around $4 billion, equivalent to 5.8
percent of GDP. Debt servicing costs are expected to continue falling as a proportion
of national income and total government expenditure. This should pave the way for
further reform of the personal taxation system, thus increasing consumer demand
for U.S. exports of goods and services. ,

5. Aid

Each year the United States contributes $19.6 million to the International Fund
for Ireland, of which around 5 million is estimated to be spent in the border con-
stituencies of the Republic of Ireland, with the balance being spent in the UK prov-
ince of Northern Ireland.

6. Significant Barriers to U.S. Exports

The United States is Ireland’s third largest source of imports, behind only the UK
and Germany. Total exports from the United States into Ireland in 1996 were val-
ued at $5.5 billion (15.5 percent of total Irish imports), up from just over $3 billion
in 1990. With Irish exports to the U.S. in 1996 standing at $4.5 billion, the trade
balance between the two countries favors the U.S. by about $1.0 bilion.

As a member of the EU, Ireland administers tariff and non-tariff barriers in ac-
cordance with applicable EU policies. with regard to services trade, Ireland main-
tains some barriers in the aviation industry: airlines serving Ireland may provide
their own ground handling services, but are prohibited from providing similar serv-
ices to othrr airlines. The Irish banking and insurance sectors are slowly becoming
deregulated. Full deregulation in insurance will not occur until 1998.

The Irish Government liberalized the corporate market for telecom services on
July 1, 1997 as directed by the European Commission. However, Telecom Eireann,
the state telecom company, will retain its monopoly on providing voice telephony
services to residential users until 2000, as opposed to most EU countries who must
liberalize their markets by 1998. Ireland ratified the WTO telecoms agreement by
the end of 1997. The deal will requires Ireland to end restrictions on international
interconnection of mobile telephones by January 1, 1999, instead of 2001 as origi-
nally hoped for by the government. Ireland also dropped its restrictions to telex and
telegraph services from January 1, 2000 to January 1, 1998.

Although some liberalization has taken place in recent years, Ireland still main-
tains some of the strictest animal and plant health import restrictions in the EU.
These, together with EU import duties, effectively exclude many meat-based foods,
fresh vegetables and other agricultural exports from the United States. Restrictions
also apply to foods containing genetically modified organisms (GMOS), bananas
from outside the Caribbean area, and cosmetics containing specified risk materials
(SRMS), although as with other goods, these policies are determined at EU level.

Ireland has been a member of the World Trade Organization (WTO) since it came
into effect on January 1, 1995. The WTO agreement was ratified by the Irish Par-
liament in November 1994. As member of the EU, however, Ireland participates in
a large number of EU regional trade agreements, which may distort trade away
‘f;rom countries with whom Ireland trades purely on an-MFN, non-preferential WTO

asis.

7. Export Subsidies Policies

The government generally does not provide direct or indirect support for local ex-
ports. However, cor panies located in designated industrial zones, namely the Shan-
non Duty Free Prucessing Zone (SDFPZ) and Ringaskiddy Port, receive exemptions
from taxes and duties on imported inputs used in the manufacture of goods destined
for non-EU countries. furthermore, Ireland applies a special 10 percent rate of cor-
poration tax (the standard rate is 36 percent) to companies producing internation-
ally traded manufactures and services and to companies operating out of the SDFPZ
and the international financial service center in Dublin. Although Ireland is ada-
mant that this is a purely national tax issue, the European Commission’s competi-
tion authorities view the tax as a form of export subsidization and would like to see
the preferential rate eliminated over the next few years.

Since January 1992 the government has provided export credit insurance for polit-
ical risk and medium-term commercial risk in accordance with OECD guidelines. As
a participant in the EU’s Common Agricultural Policy, the Irish Department of Agri-
culture, Food and Forestry administers CAP export refund and other subsidy pro-
grams on behalf of the EU Commission.
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8. Protection of U.S. Intellectual Property

Ireland is a member of the World Intellectual Property Organization and a party
to the International Convention for the Protection of gntellectual Property. However,
there are legislative deficiencies and the Department of Enterprise, Trade and Em-
ployment is now drafting new intellectual property legislation.

Ireland’s c(;plvﬁght law does not conform to the WTO'’s agreement on Trade Relat-
ed Aspects of Intellectual Property (TRIPS) and does not adequately protect copy-
right holders. examples of TRIPS inconsistencies include absence ofy a rental rigf‘;t
for sound recordings, no “anti-bootlegging” provision, and very low ;riminal pen-
alties, all of which have contributed to high rates of piracy in Ireland (it has been
claimed that up to 70 percent of computer software used in Ireland is pirated. This
is especially ironic given that Ireland is now the world’s second largest exporter of
packaged software.) In April the U.S. government initiated WTO dispute settlement
proceedings against Ireland and has placed Ireland on its special 301 watch list,
which identifies countries which do not adequately protect intellectual property. In
order to correct these deficiencies the government is in the process of drafting a new
copyright bill, which it expects to submit to parliament in the second half of 1998.

Patents: Ireland’s patent law also fails to conform to the TRIPS Agreement in at
least two respects: (1) the compulsory licensing provisions of the 1992 patent law
are inconsistent with the “working” requirement prohibition of TRIPS Articles 27.1
and the general compulsory licensing provisions of Article 31; and (2) compulsory
licensing conditions provided for in the 1964 patent law, which continues to apply
to some applications processed after December 20, 1991, do not conform to the non-
discrimination requirement of TRIPS Article 27.1. The Irish Government is expected
to make a ministerial order in early 1998 which will bring Irish patent legislation
into conformity with the TRIPS Agreement.

Trademarks: In accordance with EU Council Directive 89/104/European Economic
Community (EEC), the harmonization of trademark laws, EU Council Regulation
(EC) no. 40/94, Community Trademark And The Registration Of Trademarks In
Services Industries, among others, new legislation was required to replace the
Trademarks Act of 1963. The Trademarks Act 1996 was signed into law in July
1996. As yet, there appear to be no problems with the new law.

9. Worker Rights

a. The Right of Association.—The riiht to join a union is guaranteed by law, as
is the right to refrain from joining. The industrial relations act of 1990 prohibits
retribution against strikers and union leaders. About 55 percent of workers in the
public sector and 45 percent in the private sector are trade union members. Police
and military personnel are prohibited from joininfg unions or striking, but they may
form associations to represent them in matters of pay, workinﬁ conditions, and gen-
eral welfare. The right to strike is freely exercised in both the public and private
sectors. The Irish Congress of Trade Unions (ICTU), which represents unions in
ll;oth the Republic and Northern Ireland, has 65 member-unions with 682,211 mem-
ers.

b. The Right to Organize and Barfain Collectively.—Labor unions have full free-
dom to organize and to enFage in free collective bargaining. Legislation prohibits
anti-union discrimination. In recent years, most terms and conditions of employ-
ment in Ireland have been determined through collective bargaining in the context
of a national economic pact. The current 3-year agreement, gartners ip 2000, which
expires at the end of 1999, trades off continued moderation by trade unions in wage
demands against cuts in personal taxation by the government. Employer interests
in labor matters are generally represented by the Irish Business And Employers
Confederation.

The Labor Relations Commission, established by the Industnal Relations Act of
1990, provides advice and conciliation services in industrial disputes. The Commis-
sion may refer unresolved disputes to the Labor Court. The Labor Court, consisting
of an employer representative, a trade union representative, and an independent
chairman, may investigate trade union disputes, recommend the terms of settle-
ment, engage In conciliation and arbitration, and set up joint committees to regulate
conditions of employment and minimum rates of pay for workers in a given trade
or industry.

c. Prokibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited by law and does not exist in Ireland.

d. Minimum Age of E'mplo{yment of Children.—By law, children are required to
attend school until the age of 15. the emplo%;ment of children under 15 is generally
prohibited by the 1977 Protection of Young Persons (Employment) Act, but 14-year-
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olds are allowed to do light, nonindustrial work during school holidays with the
written permission of their parents. The law limits the number of hours which chil-
dren under age 18 may work. These provisions are enforced effectively by the De-
partment of Enterprise, Trade And Employment.

e. Acceptable Conditions of Work.—At present no national hourly minimum wage
exists in Ireland, although the current government has promi to abide by its
electoral commitment to introduce a minimum wage during its term of office and
has already established a commission to investigate the appropriate level. Minimum
wages have bzen operating in certain low paid industries, such as textiles and clean-
ing, but these have applied to a relatively small proportion of the workforce. The
standard work week is 39 hours. Working hours in the industrial sector are limited
to 9 hours per day and 48 hours per week. Overtime is limited to 2 hours per day,
12 hours per week, and 240 hours in a year.

f. Rights in Sectors with U.S. Investment.—Worker rights described above are ap-
plicable in all sectors of the economy, including those with significant U.S. invest-
ment.

Extent of U.S. Investmenst in Selected Industries—U.S. Direct
Investmeut Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

Petroleum .......ccccoveiicinieniicrieneinrennirecnenntreis s nessresessesenans t
Total Manufacturing .............cococe... e 7457

Food & Kindred Products ........ccccccevevveevnviniincnnnriicnncenens 348

Chemicals & Allied Products ..... rreen e eearea et nr e s e raaeen 290

Metals, Primary & Fabricated ..... 241

Machinery, except Electrical ........... 222

Electric & Electronic Equipment ........ccccconvinriniinne 1435

Transportation Equipment ........c.cccooeinninninncninienn. -2

Other Manufacturing .........c.ccooceeenncceniinneniceesnecee e 2312
Wholesale Trade .........ccococveirveiriiiriencinnnnecnesnisecennn, 470
Banking .....ccovvmmiiini !
Finance/Insurance/Real Estate ............cccovinvcnineinnnininenne 2780
SEIVICES ..cvvriiiieriireeirerserererrcreessrreesssesenessneesiessnseesannessannesnes 863
Other INAUSLHIES .......ceoeeviiriererreenenieereerrae e necae s 74
TOTAL ALL INDUSTRIES ......cccccoviiineriniire e e 11,749

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

ITALY

Key Economic Indicators
(Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19971
Income, Production and Employment:
Nominal GDP2 .........ccoocieiiniiriircer e 1,087.0 1,214.2 1,139.7
Real GDP Growth (pet)3 .......cocovvvvmcrncnicniiniees 29 0.7 1.0
GDP by Sector:
I.an'cultum ............................................................ 35.6 39.9 N/A
anufacturing 301.9 332.4 N/A
Services ......c.cco.eu. 544.2 608.0 N/A
Government ..........cccccoovevnecnricnnns 205.3 233.9 N/A
Per Capita GDP (US$) ................ . 18959 21,131 19,834
Labor Force (millions) ................. 22.7 22.9 23.0
Unemployment rate (pct) 12.0 12.2 12.2
Money and Prices (annual percentage growth):
Money Supply (M2) .....ccovvnrirninincniinsniisienenns 19 3.2 4.0
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise indicated|

1995 1996 19971
Consumer Price Inflation ...........cconieciirnecrvncnnenns 54 3.9 1.9
Exchange Rate (Lira/US$ - annual average)
Official ..ooveeiirecricci e 1629 1543 1700
Balance of Payments and Trade:
Total Exports FOB4 .............ooevimeniiincrcciinnnes 234.0 250.8 138.9
Exports to U.S.4 ..o, 16.8 184 10.8
Total Imports CIF4 ..........cccooovrirnvererernens 206.1 207.0 119.3
Imports from U.S4 ... 9.9 10.2 5.3
Trade Balancet ............. 279 43.8 46.8
Balance with U.S.4 ..........cocrrverenecne, 7.0 8.2 5.5
Current Account Surplus/GDP (pct) ..... 25 3.4 3.0
External Public Debt ..........ccovvrinvuiminiinicninccnnne 516 65.2 76.0
Debt Service Payments/GDP (pct)5 ... 11.8 11.1 11.0
Fiscal Deficit/GDP (pct) .........cccevanee 7.0 6.7 3.0
Gold and Foreign Exchange Reserves 57.7 69.8 65.3
Aid from US. ......cccoennies N/A N/A N/A
Aid from All Other Sources ............. N/A N/A N/A

11997 figures are all estimates based on data available through October 1997.

2GDP at factor cost
3 Percentage changes calculated in local currency

4 Merchandise trade. 1997 data through July
8 Represents total debt servicing costs: less than six percent of total debt is foreign debt.

1. General Policy Framework

The Italian economy is the world’s fifth largest, having undergone a dramatic
transformation into an industrial power in the last 50 years. Italy maintains an
open economy, and is a member of major multilateral economic organizations such
as the Group of Seven (G-7) industrialized countries, the Organization for Economic
Cooperation and Development, the World Trade Organization, the International
Monetary Fund, and the European Union.

Italy has a dynamit;srivate sector characterized primarily by a large number of
small and medium-sized firms, although there are some large compantes with well-
known names and extensive overseas operations (Fiat, Pirelli and Olivetti for exam-
ple). Economic activity is concentrated in northern Italy, resulting in a divergence
of wealth between north and south that remains one of Italy’s most difficult eco-
nomic and social problems. The Italian government traditionally has played an ac-
tive role in the economy through regulation and through ownership of several large
industrial and financial companies; recent privatizations have reduced somewhat
the government’s presence.

Italy’s most pressing macroeconomic problems remain its public sector deficit and
public debt. For years, government ?endin was boosted by generous social welfare
rrograms, inefficiency and grojects esigned to achieve political objectives, creating
arge public sector deficits that were financed by incurring debt.

In the last few years, Italy has begun to address these problems in order to qual-
ify for first-round membership in European Monetary Union. The deficit, which was
6.76 percent of GDP in 1996, is expected to drop to 3.0 percent in 1997, the level
required for monetary union. The stock of debt, almost all of it held domestically,
represents about 124 percent of GDP, but has been dropping. The government hopes
to continue reducing it. Interest rates on Italian government securities have come
down substantially as the government gets its financial house in order, and Euro-
pean rates converge in the run-up to monetary union.

Price stability is the primary objective of the Bank of Italy’s monetary policy; the
Bank has carried out a restrictive monetary policy in an effort to defeat Italy’s 1335-
term inflation problem. It appears to be working. M-2 grew on'l{ 3.2 percent in 1996,
well below the rate of nominal GDP growth (6.8 percent), and inflation is expected
to average 1.9 percent in 1997. The Bank of Italy uses indirect instruments, pri-
marily open market orerations exercised through repurchase agreements with com-
mercial banks, to implement its monetary policy. The central bank discount window
is seldom used, although changes in the discount rate are used to signal policy
shifts, as occurred in June, 1997, when the Bank of Italy reduced the discount rate.
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2. Exchange Rate Policy

The Italian lira re-entered the Exchange Rate Mechanism of the European Mone-
taﬁ' System (EMS) in November 1996, after a four-year absence. Participation in
EMS is a prerequisite for membership in the European Monetary Union (EMU) and
obligates Italy to maintain the lira within a 15 percent band of fluctuation vis-a-
vis central parities with other EMU currencies. Since re-entry to EMS, the lira has
fluctuated closely around the new parities, an indication that financial markets
think Italy’s currency is priced about right.

The government has been successful at avoiding undue pressure on the lira. It
will continue this approach in the months leading up to May, 1998, when countries
selected for monetary union will set exchange rates vis-a-vis one another, and Janu-
ary 1999, when monetary union actually begins and countries begin using the new
joint currency, the euro.

3. Structural Policies

Italy has not implemented any structural policies over the last two years which
directly impede U.S. exports. Several long-standing irritants regarding access by
U.S. banks and financial service firms to the Italian market have been resolved or
are nearing resolution. Certain characteristics of the Italian economy impede growth
and reduce import demand. These include rigid labor markets, underdeveloped fi-
nancial markets, and a continued heavy state role in the production sector. There
has been some progress at addressing these structural issues. Privatization is reduc-
ing the government'’s role in the economy. The 1993 “single banking law” removed
a number of anachronistic restrictions on banking activity. Italy’s implementation
of EU financial service and capital market directives in 1996 has injected further
competition into the sector.

U.S. financial service firms are no longer subject to an incorporation requirement
to operate in the Italian market, although they must receive permission to operate
from the 5overnment's securities regulatory body. In August 1996, the Barik of Ital
eliminated certain lending limits based on branch capital which had put non-E
banks at a disadvantage vis-a-vis EU banks. U.S. financial service firms and banks
are active in Italy, in particular in the wholesale banking and bond markets. In gen-
eral, U.S. and forei%n firms can invest freely in Italy, subject to restrictions in sec-
tors determined to be of national interest, or in cases which create ai.i-trust con-
cerns.

4. Debt Management Policy

Although Italy has not had problems with external debt or balance of payments
since the mid 1970's, its domestic public debt is extremely hifh at 124 percent of
GDP. Public debt is financed primarily through domestic capital markets, with secu-
rities ranging from three months to thirty years. Italy’s official external debt is rel-
atively low, constituting roughly 5.9 percent of total debt. Italy maintains relatively
steady foreign debt targets, and uses issuance of foreign-denominated debt essen-
tially as a sourcexof diversification, rather than because of need.

5. Significant Barriers to U.S. Exports

Import Licensing: With the exception of a small group of largely agricultural
items, practically all goods originating in the U.S. and most other free-world coun-
tries can be imported without import licenses and free of quantitative restrictions.
There are, however, monitoring measures applied to imports of certain sensitive
products. The most important of these measures is the automatic import license for
tt_extiles. This license is granted to Italian importers when they provide the requisite
orms,

Service Barriers: Telecommunications services are still tightly regulated by the
state, which essentially maintains a monopoly (aside from dedicated fixed-line net-
works owned by, i.e., the parastatal electricity company ENEL) on fixed-line voice
telephony (but not on cellular service) and the telecommunications infrastructure,
including all switching. Enhanced services must be offered over the public switcl ed
network or through dedicated leased circuits. Omnitel Pronto Italia, which is 43 per-
cent U.S.-owned, began offering cellular service in December 1995 after winning the
competition for the second cellular operating license—making it Telecom Italia’s
only competitor at present. Italy plans to award a third cellular license, for DCS-
1800 service, but the government’s notional date for this competition has slipped
from 1996 into 1997 and most recently to February 1998. Italy passed a law in 1997
to establish an independent regulatory “Authority” for all communications, includin
telecoms and broadcasting; but the Authorit{ is not expected to be established unti
mid-late 1998. U.S. and other observers will be watching closely to see how Italy
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:‘espects the EU’s January 1, 1998 deadline for full liberalization of its telecoms sec-
or.

In keeping with the 1989 EU Broadcast Directive, Italy’s 1990 Broadcast Law re-
quires that upon conclusion of three years from concession of a national broadcast
license, a majority of TV broadcast time for feature films be reserved for EU-origin
films. The Italian law also requires that half of the European quota be dedicated
to Italian films.

The Government of Italy introduced a telecommunications reform bill in July 1996
that included a provision to make 51 percent European content mandatory during
prime time. The bill remains before the Italian Parliament as of October 1997. If
enacted, the bill would make Italy's TV broadcast quota stricter than the EU norm.
(The European Parliament voted in November 1996 to let stand EU Broadcast Di-
rective languase that quotas will be applied “where practicable ... and using appro-
priate means.” The European Parliament thereby rejected more restrictive lan.
guage.)

Standards: As a member of the EU, Italy applies the product standards and cer-
tification approval process developed by the Eurobean Community. Italy is required
b{ the Treaty of Rome to incorporate approved EU directives into its national laws.
However, there is frequently a long lag in imﬁlementing these directives at the na-
tional level. In addition, in some sectors such as pollution control, the uniformity
in application of standards may vary according to region, further complicating the
certification process. Italy has been slow in accepting test data from foreign sources,
but is expected to adopt EU standards in this area.

Most standards, labeling requirements, testing and certification for food products
have been harmonized within the European Union. However, where EU standards
do not exist, Italy can set its own national requirements and some of these have
been known to hamper imports of game meat, processed meat products, frozen
foods, alcoholic beverages, and snack foods/confectionery products. U.S. exporters of
“health” foods, weight loss/diet foods, baby foods and vitamins should work closely
with an Italian importer, since Italy’s labeling laws regarding health claims can be
garticularly stringent. Italy is still working on specific sectors of the food law to

ring the regulations up to date scientifically in the areas of hygiene/sanitation. In
the case of food additives, coloring and modified starches, Italy's laws are considered
to be close to current U.S. laws, albeit sometimes more restrictive.

U.S. exporters should be aware that any food or agricultural product transshipped
through Italian territory must meet lta{ian requirements, even if the product is
transported in a sealed and bonded container and is not expected to enter Italian
commerce.

Some professional categories (e.g. engineers, architects, lawyers, accountants) face
restrictions that limit their ability to practice in Italy without cither possessing EU/
[talian nationality, having received an Italian university degree, or having been au-
thorized to practice by GOI institutions.

Rulings by individual local customs authorities can be arbitrary or incorrect, re-
sulting in denial or delays of entry of U.S. exports into the country. Considerable
progress has been made in correcting these deficiencies, but problems do arise on
a case-by-case basis.

Investment Barriers: While official Italian policy is to encourage foreign invest-
ment, industrial projects require a multitude of approvals and permits, and foreign
investments often receive close scrutiny. These lengthy procedures can present ex-
tensive difficulties for the uninitiated foreign investor. %nere are several industry
sectors which are either closely regulated or prohibited outright to foreign investors,
including domestic air transport, aircraft manufacturing, and the state monopolies
(e.g., railways and tobacco manufacturing).

Italian anti-trust law gives the government the right to review mcriers and acqui-
sitions over a certain threshold value. The government has the authority to block
mergers involving foreign firms for “reasons essential to the national economy” or
if the home government of the foreign firm does not have a similar anti-trust law
or applies discriminatory measures against Italian firms. A similar provision re-
quires government approval for foreign entities’ purchases of five or more percent
of an Italian credit institution’s equity.

Governmeni Procurement: In Italy, fragmented, often non-transparent govern-
ment procurement practices and previous problems with corruplion have created ob-
stacles to U.S. firms' participation in [talian government procurement. Italy has,
however, made some progress in making the laws and regulations on government
procurement more transparent. Italy has not yet fully updated its government pro-
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curement code, nor has it completely implemented EU directives on government pro-
curement. The pressure to reduce government expenditures while increasing efli-
ciency is resulting in increased use of competitive procurement procedures and
somewhat [rrreater emphasis on best value rather than automatic reliance on tradi-
tional suppliers.

6. Export Subsidics Policies

Italy subscribes to EU directives and Organization for Economic Cooperation and
Development (OECD) and World Trade Organization {WTO) agreements on export
subsidies. Through the EU, it is a member of the General Agreement on Tariifs and
Trade (GATT) Subsidies Agreement, and as a WTO member, is subject to WTO
rules. Italy also provides extensive export refunds under the Common Agricultural
Policy (CAP), as well as an extensive array of export promotion programs. Grants
range from funding of travel for trade fair participation to funding of export consor-
tia and market penetration programs. Many programs are aimed at small-to-me-
dium size firms. Italy provides some direct assistance to industry and business firms
to improve their international competitiveness. This assistance includes export in-
surance through the state export credit insurance body, as well as interest rate sub-
sidies under the OECD consensus agreement.

The Italian peach processing sector receives subsidies to compensate them for
having to pay the EU minimum grower price for their raw product. It is recognized
that this growér price is above the worlg market price for peaches and a U.S.-E.U.
agreement is in place to monitor the level of subsidies paid. However, there is con-
cern that the processors may receive extra benefits from loopholes in the system.

The Italian wheat processing sector (pasta) in the past received indirect subsidies
to build plants and infrastructure. While these plants are still operating, there are
no known programs similar to the initial subsidies operating at present.

7. Protection of U.S. Intellectual Property

The Italian Government is a member of the World Intellectual Property Organiza-
tion, and a party to the Bern"and Universal Copyright conventions, the Paris Indus-
trial Property and Brussels Satellite conventions, the Patent Cooperation Treaty,
and the Madrid Agreement on International Registration of Trademarks.

Since 1989, the U.S. Trade Regresentative has placed Italy on the Intellectual
Property Rights (IPR) “watch list” under the Special 301 provision of the United
States Trade Act of 1988, srimarily reflecting problems with protection of copyrights
for computer software and film videos. Enactment in Italy (at the end of 1992) of
the EU software directive making software copyright violations a criminal offense
was a major step forward. In reslponse to U.S. |PR concerns, the Italian authorities
have created an Interministerial Anti-Piracy Committee, introduced IPR training
courses for law enforcement officers, and created specialized “pools” of prosecutors
charged with combating intellectual property crimes in major municiral centers
(e.g., Milan, Rome, and Naples). Italian implementation of the EU Rental Rights Di-
rective in November 1994 established explicit protections for rental, distribution,
and lending rights, as well as penal sanctions against the bootleg recording of per-
formances. A decree-law issued in June 1995 (and subsequently passed by Par-
liament as a l‘sermanent law) extended copyright protection in I[taly from 50 to 70
years in accordance with the EU Directive on Copyright Duration.

Film, sound recording, and software piracy remains a serious problem, despite a
significant increase in raids and confiscation of illegal product and reproduction
equipment. In October 1996, the Italian government introduced in Parliament anti-
piracy legislation that would impose administrative penalties and increase criminal
sanctions. As of October 1997, the bill was still awaiting final Parliamentary ap-
proval. The U.S. will continue to monitor developments in this area closely.

New Technologies: In the spring of 1997, the Italian Minister of Health signed a
decree banning the cultivation of Ciba Geigy's Bt Corn in Italy, despite the fact that
no Bt seed varieties are currently included in Italy's National Seed Register. This
decision was taken on the advice of Italy’s Interministerial Biotechnology Commis-
sion, ostensibly based on their opinion that there was a lack of a proper monitoring
program regarding Bt corn’s effect on the ecosystem. After the Biotech Commission
reversed its decision, and following EC pressure to remove the ban, the Minister of
Health signed the legislation removing the ban in late September.

Intellectual property protection is generally not a problem for agricultural prod-
ucts with the exception of sluggish approval policies for genetically-modified orga-
nisms.
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8. Worker Rights

a. The Right of Association.—The law provides for the right to establish trade
unions, join unions, and carry out union activities in any workplace employing more
than 16 employees. Trade unions are free of government controls and no longer have
formal ties with political parties. Workers are protected from discrimination based
on union membership or activity. The right to strike is embodied in the Constitu-
tion, and is frequently exercised. Hiring workers to replace strikers is prohibited.
A 1990 law restricts strikes affecting essential public services such as transport,
sanitation, and health. -

The law prohibits discrimination by employers against union members and orga-
nizers. It requires employers who have more than 15 employees and are found

ilty of anti-union discriminatiun to reinstate the workers affected. In firms with
ewer than 15 workers, an employer must state the grounds for firing a union em-
ployee in writing. If a judge deems these grounds spurious, he can order the em-
ployer to reinstate or compensate the worker.

b. The Rifht to Organize and Bargain Collectively.—The Constitution provides for
the right of workers to organize and bargain collectively and these rights are re-
spected in practice. In practice (though not by law), national collective bargaining
agreements apply to all workers regardless of union affiliation. There are no export
processing zones.

¢. Prohibition of Forced or Compulsory Labor.—The law prohibits forced or com-
pulsory labor, and it does not occur.

d. Minimum Age for Employment of Children.—The law forbids employment of
children under 16 years of age (with some exceptions). There are also specific re-
strictions on employment in hazardous or unhealthy occupations of males under age
18 and females under age 21. Enforcement of the minimum age laws is effective
?nlf' outside the extensive “underground” economy, which is mainly in Southern
taly.

e. Acceptable Conditions of Work.—Minimum wages are set not by law but rather
by national collective bargaining agreements. These sYecify minimum standards to
which individua}l employment contracts must conform. In case of disputes, the courts
may step in to determine fair wages on the basis of practice in comparable activities
or agreements.

A 1997 law reduced the work week from 48 hours to 40. The regular work week
should not exceed six days, and the regular work day eight hours, with some excep-
tions. Most collective agreements provide for a 36- to 38-hour work week. Overtime
may not exceed two hours a day or an average of 12 hours per week.

The law sets basic health and safety standards and guidelines for compensation
for on-the-job injuries. European Union directives on health and safety have also
been incorporated into domestic law; some have already taken effect and others will
be phased in during 1997. Labor inspectors are from local health units or from the
Ministry of Labor. They are few, given the scope of their responsibilities. Courts im-
pose fines and sometimes prison terms for violation of health and safety laws. Work-
ers have the right to remove themselves from dangerous work situations without
jeoglardy to their continued employment. Women are usually forbidden to work at
night.

f. Rights in Sectors with U.S. investment.—Conditions do not differ from those in
other sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

{Millions of U.S. dollars)

Category Amount
PetroleUm ........cocoviivimniinirnineerieiintsmsies s etse s es 549
Total Manufacturing ................. 11,549
Food & Kindred Products .........c.cccconninecninnnicninnnniines 849
Chemicals & Allied Products ........c.ccviviiniiinninincininiinnns 3409
Metals, Primary & Fabricated ...........cccooinveininniinncnninnnnne 539
Machinery, except Electrical .............cccovvinimunniiiiinniens 2681
Electric & Electronic Equipment ... 1892

Transportation Equipment ...........cococcoviiienneninninnniennes 395
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Extent of U.S, Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

{Millions of U.S. dollars]

Category Amount
Other Manufacturing ...........cveeeriieereveerernresresrensessieesees 1784
Wholesale Trade 2637
Banking ......cccooeeeverniinneininereennns 320
Finance/Insurance/Real Estate ............ccocevvveneerneennivecnniions 1800
Services ........cocoevrurervienenn, ettt et sae et nesresesane e e natas 1474
Other INQUSLHIES .........cccoveeirieceriincrnerere e srsesanneee 358
TOTAL ALL INDUSTRIES .........ccocvmuimirvsninreniressnisessrinenes 18,687
Sourwe: U.S. Department of Commerce, Bureau of Economic Analysis
NETHERLANDS
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated] !
1995 1996 19972
Income, Production and Employment:
Nominal GDP3 ...t sresesreneerenenes 3944 395.0 362.3
Real GDP Growth (pet)? .......oocviviirrctecrccreveeeeceanens 2.3 33 3.75
GDP by Sector:
ﬁn‘culture 14.8 14.3 12.7
anufacturing 61.3 59.3 629
Services ...... 224.1 2204 196.7
Government ............. 35.8 34.2 30.6
Per Capita GDP (US$) 25,611 25,652 23,373
Labor Force (000s) ................. . 6394 6471 6,657
Unemployment Rate (percent) .........c.ccoevverirerminrninne. 8.3 7.6 6.9
Money and Prices (annual percentage growth):
Money Supply (M2) ..o 48 5.4 8.0
Consumer Price Inflation ..........coocecerevevncrseernerenennens 2.0 2.1 2.25
Exchange Rate (guilders/TJS$ - annual average)
Official c..covvereiirireciiinninir i e sesesnenies 161 1.69 1.95
Balance of Payments and Trade:
Total Exports (FOBIS .......c..ooviecrererererennessennene 210.1 212.0 203.1
Exf:orts toUSS8 ... 6.4 6.6 7.
Total Imports (CIFYS ............ 185.0  186.7 179.1
Imports from U.S6 ...... 16.6 16.6 19.0
Trade Balance? ............... 15.6 15.0 12.3
Balance with U.S.8 ............c.ccconminvcnnenne -10.2 -10.0° -12.0
Current Account Surplus/GDP (pct) 6.2 6.3 7.0
External Public Debt® ..............ccocvrvmnnininiennicininnnenns 0 0 0
Debt Service Payments/GDP (pct) 7 ........... 9.0 8.3 6.9
Fiscal Deficit/GDP (pct) .....ccovivinevevrccanne 4.0 2.3 2.0
Gold and Foreign Exchange Reserves 426 36.4 33.0
Aid from U.S. ... snesenesesnesnes 0 0 0
Aid from All Other Sources .............cocconineiinemniseenne 0 0 0

TAll figures have been converted at the average guilder exchange rate for each year.

11997 figures are official forecasts or estimates based on available monthly data in October 1997

3GDP at factor costs

4 Percenta, th:ws cakulated in local currency

3 Merchandise trade

$Source: U.S. Department of Commerce and U.S. Census Burea:.. exports FAS, imports customs basis:
1997 figures are estimates based on data available through October 1997.

7All public debt is d ic and d i d in guilders. Debt service payments refers to domestic public

C%%um: Central Bureau of Statistics {CBS), Netherlands Central Bank (NB), Central Planning Bureau
{ )
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1. General Policy Framework

_The Netherlands is a prosperous and open economy, and depends heavily on for-
eign trade. It is noted for stable industrial relations; a large current account surplus
from trade and overseas investments; net exports of natural gas; and a location as
a European transportation hub with excellent ports, and air, road, rail, and inland
waterway transport.

Dutch trade and investment policy is among the most open in the world. The gov-
ernment has reduced its role in the economy since the 1980s, and privatization and
deregulation continue with little debate or opposition. Nevertheless, the state domi-
nates the energy sector, and plays a large role in public transport, aviation, and
telecommunications.

Dutch economic policy is geared towards environmentally sustainable economic
growth and development by way of economic restructuring, energy conservation, en-
vironmental protection, regional development, and other national goals. Policy is
guided by a national environmental action plan.

A three-party coalition in office since August 1994, is nearing the end of its term
in office, and general elections are planed for May, 1998. Helped by strong tby EU
standards) economic growth, the coalition has achieved many of its policy targets
agreed in the 1994 coalition accord. The Dutch economB continues as one of Europe’s
strongest, and can look forward to continued brisk GDP growth in 1997 (3.25 per-
cent) and 1998 (3.75 percent), fueled predominantly by rising consumer demand,
higher investment, and firming exports. This is the strongest economic growth per-
formance in the 1990s. A swine fever epidemic which swept through the Nether-
lands in 1997 has reduced the growth outlook for that year by at least 0.6 percent-
age points. Consumer price inflation of slightly over two percent in 1997 and 1998
continues moderate, and unemployment of less than seven percent (EU definition)
remains well below the EU average. A strong current account surplus of well over
seven percent of GDP in 1997 and 1998 continues as one of the strong features of
the Dutch economy.

The Netherlands has been relatively successful in meeting the criteria for Euro-
ean Economic and Monetary Union (EMU). Fiscal policy aims at striking a balance
etween further reducing gublic spending, and lowering taxes and social security

contributions. The budget deficit should fall from 2.3 percent of GDP in 1996 to 1.4
percent 1998, which is well below the three percent EMU criterion. The stock of
public debt will fall from a high of 77.2 percent of GDP in 1996 to 70.4 percent in
1998, still well over the 60 percent EMU criterion. A falling budget deficit is ex-
pected to further reduce the debt to GDP ratio, and close the gap with the EMU
debt criterion.

The deficit is largely funded by government bonds. Since January 1, 1994, financ-
ing has also been covered by Dutch Treasury Certificates (DTC). DTCs replace a
standing credit facility for short-term deficit financing with the Central Bank which,
under the Maastricht Treaty, was abolished in 1994.

2. Exchange Rate Policies

Dutch monetary rolicy aims at exchange rate stability. This is regarded as a sine-
qua-non for a small open economy like the Netherlands, which is heavily dependent
on foreign trade. Since the European Monetary System (EMS) was introduced in
1979, the Netherlands Central Bank (NB) has maintained a stable exchange rate
between the guilder and the German mark using interest rate poliC{.i The guilder
is one of Europe’s strongest currencies and remains in the original EMS 2.25 point
fluctuation band. A strong guilder should encourage imports from the United States
and reduce exchange rate risk for U.S. investors in the Netherlands. There are no
multiple exchange rate mechanisms. There are no exchange controls, although
Netherlands residents must obtain an NB exchange license for certain large inter-
national financial transactions.

The NB controls money market rates by adjusting short term rates and by vary-
ing the terms of banks’ access to NB financing. The NB’s open market policy gives
the bank a tool to influence short term rates.

3. Structural Policies

Tax policies: The Dutch recently took the first step towards a fundamental reform
of the tax system, partly with a view to further EU integration. The new tax regime
for the 21st century entails a substantial reduction of wage and individual income
taxes, and simultaneous broadening of the tax base as well as rising VAT rates. The
highest marginal tax rate on wage and salary income will be reduced from 60 per-
cent to 50 percent. When implemented, the new tax plan will yield a more trans-

B
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parent and equitable tax system and result in an appreciable shift from taxation
of labor to taxation of consumption. The Dutch corporate income tax rate is amon
the lowest in the EU. As of January 1, 1997, corporations (including foreign-owne
corporations) pay a standard corporate tax rate of 36 percent over the first 100,000
ilders of groﬁts, with the excess being taxed at 35 percent. Effective January 1,
998, the 36 percent rate will be further reduced. resulting in a rate of 35 percent
on all taxable profits. In recent years, Dutch and foreign multinationals bave in-
creasingly established their group finance activities outside the Netherlands due to
..wractive tax regimes elsewhere. In an attempt to reverse this trend, a bill became
effective January 1, 1997, offering finance companies of multinationals a more
friendly tax regime. Under certain conditions. companies conducting group financing
activities will be allowed to establish an international financial services reserve for
tax purposes of up to 80 percent of its annual profits. The reduced profits will then
be subject to the standard corporate tax rate

Regulatory Policies: Limited, targeted, transparent investment incentives are used
to facilitate economic restructuring and to promote economic growth throughout the
country. Measures biend tax incentives and subsidies and are available to foreign
and domestic firms alike. There are also subsidies to stimulate R&D and to encour-
age development and use of new technology by small and medium sized firms.

New Dutch competition legislation will become effective on January 1, 1998,
which will comply with EU competition legislation. The new law will include a ;]Jro-
vision for the supervision of company mergers by a new competition agency. The law
is expected to boost competition, improve transparency, and provide greater de facto
access to a number of sectors for foreign companies.

4. Debt Management Policies

With a current account surplus of over seven percent of GDP and no external
debt, the Netherlands is a major creditor nation. The Dutch have run a surplus on
current account since the early 1980s. During that geriod. gross public sector debt
(EMU criterion) grew sharply, to 79.1 percent of GDP by 1995. Since the late 1980s,
the Dutch fiscal balance has drastically improved. Most obscervers now predict a sig-
nificant decline of the debt to GDP ratio towards the EMU 60 percent criterion over
the next four years. Debt servicing and rollover has fallen to almost seven percent
of GDP, with interest payments alone at four percent of GDP. All government debt
is domestic and denominated in guilders. There are no difficulties in tapping the do-
mestic capital market for loans. and public financing requirements are generally
met before the end of each fiscal year. The Netherlands is a major foreiin assistance
donor nation with a bilateral and multilateral development assistance budget of 1.1
percent of GDP equal to $4.3 billion in 1998. Official Development Aid (ODA)
amounts to 0.8 percent of GDP or $3.1 billion. The Netherlands belongs to, and
strongly supports, the IMF, the World Bank, EBRD, and other international finan-
cial institutions.

5. Significant Barriers to U.S. Exports

The Dutch pride themselves on their open market economy.nondiscriminatory
treatment of foreign investment, and a strong tradition of free trade. Foreign inves-
tors receive full national treatment. and the Netherlands adheres to the OECD in-
vestment codes and the international convention for dispute settlement. There are
no significant Dutch barriers to U.S. exports, and relatively few trade complaints
are reg'stered by American firms against Dutch firms. The few trade barriers that
do exist result from common EU policies. The following are areas of potential con-
cern for U.S. exporters:

:A%ricultural trade barriers: These result from the Common Aigricultural Policy
(CAP) and common external tariffs, which severely limit imports of U.S. agricultural

roducts. Bilateral import barriers. although usually connected with EU-wide regu-
ations. do arise in customs duties, grading, inspection and quarantine. Overzealous
implementation of EU rules and procedures increasingly hinder commodity and
product entry. Although only a few cases have been reported to date, an increasing
pattern of delayed or rejected shipments of agricultural commodities, food and bev-
erages appears to have developed. Also, in the absence of EU-wide regulations, tedi-
ous approval and administrative procedures hamper the import of some agric_ultural
products, e.g., genetically modified organisms tGMOs). Some of these rejections or
delays in clearance cause major financial and logistical problems to Dutch importers
?Ind U.S. exporters for particular products. thus dampening trade prospects and

ows.

OfTsets for defense contracts: All foreign contractors must provide at least 100 per-
cent offset/compensation for defense procurement over five million Dutch guilders
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tabout $2.7 million). The seller must arrange for the purchase of Dutch goods or per-
mit the Netherlands to domestically produce components or subsystems of the sys-
tems it is buying. A penally system for noncompliance with of?set obligations is
under consideration,

Broadcasting and media legislation: The Media Act was amended in 1992 to admit
local and foreign commercial broadcasters onto the cable network. The Dutch com-

ly with the EU Broadcast Directive, but U.S. television shows and films are popu-
ar and readily available.

Cartels: Although the export sector of the Dutch economy is open and free, cartels
exist in the domestic sector of the economy. A new cartel law which took effect in
1996 bans cartels unless its proponents can conclusively demonstrate a public inter-
est. The United States knows of only two complaints by U.S. firms of having been
disadvantaged by cartels in the Netherlands, and neither involved U.S. exports.

Public procurement: Dutch public procurement Bractices comply with the require-
ments of the GATT/WTOQO Agreement on Public Procurement and with EU public

rocurement legislation. The Netherlands has fully implemented the EU’s Sug lies

irective 93/36/EEC, Works Directive 93/37/EEC, and the Utilities Directive 5/38/
EEC. Implementation of EU and GATT Bublic procurement obligations have contrib-
uted to greater transparency of the Dutch public procurement environment at
central and local government level. Independent studies show that transparency and
enforcement in this area can be deficient, especially at the local level, and procure-
ment may be contingent on offset or local content requirements. The EU Utilities
Directive may force more public notification and end the effective duopoly in Dutch
power generation and distribution.

6. Export Subsidies Policies

Under the Export Matching Facility, the Dutch ;ﬁ)vernment provides interest sub-
sidies for Dutcg export contracts competing with government subsidized export
transactions in third countries. These subsidies bridge the interest cost gap between
Dutch export contracts and fore‘i!gn contracts which have benefited from interest
subsidies. The government provides up to 10 million guildets (about $5.5 million)
of interest subsidies per export contract, up to a maximum of 35 percent per export
transaction. An export transaction must have at least 60 percent Dutch conlent to
be eligible. For defense, aircraft and construction transactions, the minimum Dutch
content is one-third.

There is a local content requirement of 70 percent for exporters seeking to insure
their export transactions through the Netherlands Export Insurance Company. The
Dutcl;dprovide some subsidies for shipping. Under strict conditions, Dutch ship own-
ers o erin[i new vessels or buying existing vessels not older than five years may
be eligible for a premium of 10 percent of the contract price distributed over five
years. The government may also guarantee loans to Dutch shipping companies for
investment purposes. The present guideline is the seventh EU Directive. In con-
formity with the OF.CD understanding on subsidies, the government also grants in-
terest rate subsidies {imaximum two percent) to Dutch shlgbuilders up to 80 percent
of a vessel's cost ‘vith a maximum repayment period of 8.5 Years. This subsidy is
only available when “matched” by similar offers by non-EU shipyards. As long as
1994 OECD agreement to phase out shipbuilding subsidics internationally has not
been ratified by all parties, the Dutch will continue to sugport their shipbuilding
industry. Despite termination of the EU shipbuilding subsidies regime in 1996, the
shipbuilding subsidies budget earmarks 30 million guilders ($18 million) in 1997.

7. Protection of U.S. Intellectual Property

The Netherlands has a generally ﬁood record on IPR gmtection. with the excep-
tion of the enforcement of antipiracy laws. It belongs to the World Intellectual Prop-
erty Organization (WEPO), is a signatory of the Paris Convention on industrial prop-
erty and the Bern copyright convention, and conforms to accepted international
practice for protection of technology and trademarks. Patents for foreign investors
are granted retroactively to the date of original filing in the home country, provided
the application is made through a Dutch patent lawyer within one year of the origi-
nal filing date. Patents are valid for 20 ﬁars. Legal procedures exist for compulsory
licensing if the patent is determined to inadequatg(l‘y used after a period of three
years, but these procedures have rarely been invoked. Sirce the Netherlands and
the United States are both parties to the Patent Cooperation Treaty (PCT) of 1970,
patent rights in the Netherlands may be obtained if PCT application is used.

The Netherlands is a signatory of the European Patent Convention, which pro-
vides for a centralized Europe-wide patent protection system. This convention has
simplified the process for obtaining patent protection in the member states. In-
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frin%ement proceedings remain within the jurisdiction of the national courts, which
could result in divergent interpretations detrimental to U.S. investors and exporters.
The limited scope of resources devoted to enforcement of antipiracy laws is of con-
cern to U.S. producers of software, audio and video tapes, and textbooks. Legislation
was enacted in early 1994 to explicitly include computer software as intellectual
prope;'ty undex; the copyright statutes, and the government is working with industry
on enforcement.

8. Worker Rights

a. The Right of Association.—The right of Dutch workers to associate freely is well
established. One quarter of the employed labor force belongs to unions, but union-
negotiated collective bariaining agreements are usually extended to cover about
three quarters of the workforce. Membership in labor unions is open to all workers
including military, police, and :ivil service employees. Unions are entirely free of
government and political party control and participate in Jmlitical life. They also
maintain relations with recognized international bodies and form domestic federa-
tions. The Dutch unions are active in promoting woiker rights internationally. All
union members, except most civil servants, have the legal right to strike. Civil serv-
ants have other means of protection and redress. There is no retribution against
striking workers. In the Euro%%an Union, the Netherlands has one of lowest per-
centages of days lost due to labor strikes. In 1996, seven days were lost due to in-
dustrial disputes compared with 691 days in 1995.

b. The Right to Organize and Bargain Collectively.—The right to organize and
bargain collectively is recognized and well-established. There are no union shop re-

uirements. Discrimination against union membership is illegal and does not exist.

utch society has developed a social partnership among government, private em-
ployers, and trade unions. This tripartite system involves all three participants in
negotiating guidelines for collective bargaining agreements which, once reached in
a sector, are extended by law to cover the entire sector. Such generally binding
agreements (AVVs) cover most Dutch workers.

c. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is pro-
hibited by the constitution and does not exist.

d. Minimum Age for Employment of Children.—Child labor laws exist and are en-
forced. The minimum age for emploKment of young people is 16. Even at that age,
youths may work full time only if they have completed the mandatory 10 years of
schooling and only after obtaining a work permit (except for newspaper delivery).
Those still in school at age 16 may not work more than eight hours per week. Laws
prohibit youths under the age of 18 from working at night, overtime, or in areas
which could be dangerous to their physical or mental development. In order to pro-
mote the employment of young people who have finished formal schoolin, , the Neth-
erlands has a reduced minimum wage for employees between ages 16 and 23.

e. Acceptable Conditions of Work.—Dutch law and practice adequately protect the
safety and health of workers. A forty hours work week is established by law, but
collective bargainini agreements often set a shorter work week. The average work
week for adults working full time is 38 hours, but collective bargainin negotiations
are heading towards and eventual 36 hours work week. The high level of part-time
work have lowered the estimated actual work week to 35.8 hours. Collective bar-
gaining negotiations are heading towards an eventual 36 hours work week for full-
time employees. The legally-mandated minimum wage is subject to semiannual liv-
ing cost adjustment. Working conditions are set by law, and regulations are actively
monitored.

f. Rights in Sectors with U.S. Investments.—The worker rights described above
hold equally for sectors in which U.S. capital is invested.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

Petroletmm ..ot 2564
Total Manufacturing ............... 10,472
Food & Kindred Products ....... 1224
Chenmicals & Allied Products ..... 4058
Metals, Primary & Fabricated ..........cooovvevevrererrrrrrrrnnnn. 585
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—199€¢ —Continued

{Millions of U.S. dollars)
Category Amount
Machinery, except Electrical .........cooieirvrnnnivnnenvennrenionnns 1029
Electric & Electronic Equipment ................ 839
Transportation Equipment ...........ccoccevvnncsinsennnenioncnnenns 6548
Other Manufacturing .........coiniioninicissiennenssinn, 2190
Wholesale Trade .............. : rreeeneesetennee 3910
BankKing ...t e o esnsssessnsssnsens 134
Finance/Insurance/Real Estate ...........cccoovevcvrernsrerieneeninens 23,692
SEIVICES .cccvrviiiiriciniserritinisee st e ss s e e e seranens 2424
Other INAUSLEIES ........ccoveveicceeiseeenenersreeerie s sssessssanes 1571
TOTAL ALL INDUSTRIES .........cooceererenrninenenresnessesenesnenas 44,667
Source: U.S. Department of C , B of E ic Analysis

NORWAY

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971
Income, Productior. and Employment:
Nominal GDP ..........cccivvrneenniniemmienmeissienses 146,631 157,633 159,000
Real GDP Growth (pet) ......coerceencrnenienesmniisnennes 36 5.3 39
GDP By Sector:
Ariculture ..o s 3,604 3,476 3,450
Oil and Gas Production .........coininnnncioniennnn. 16,713 23,268 24,000
Manufacturing .......occereeeierersiieseerseesseinersniecssns 18,145 18,500 18,000
Services ............... 84,854 87,846 88,650
Government ........ 23,216 24,444 25,000
Per Capita GDP ........ 33,570 35,930 36,095
Labor Force (000s) 2,131 2,246 2,303
Unemployment Rate (percent) 49 4.9 4.2
Money and Prices:
Money Supply (M2) (pet. ch. ) .................................... 5.4 6.2 4.8
Cons. Price inflation (pct. ch.) .... 24 13 2.5
Exchange Rate2 (NOK/USS) .......ccccovvviininicescnnnenes 6.34 6.46 7.05
Balance of Payments And Trade:
Total Exports FOB ...........cccooniviminncinnniiinericnions 42,151 49,796 48,500
Exports to U.S.3 .....oerevieiinccnnninssnnrieessssnenes 2,508 3,509 3,100
Total Imports CIF ........cccnvimnninivinnninnceneas . 34,214 36,896 36,500
Imports from U.S.3 .......ccoeiiiiiccnninsensesncssennn 2,183 2,380 2,450
Trade Balance ..........ccccvrevieniinnicnmmnninssoinsscsens 7937 12,900 12,000
Balance with U.S. .........ccoveiinininnenniennnceeieesnens 325 1,129 650
External Public Debt ..........comvnmninsnnnnccncnienenns 9,686 6,892 3,000
Debt Service Payments ...........cooevvninineenniiinnnenneanes 976 2,857 3,960
Fiscal Surplus/GDP (pct) .......ccoovveirimninnenncrncsininins 0.4 6.3 6.7
Current Acc. Surplus/ GDP (pct) .....cccovvinivircnninincnne. 33 7.2 8.6
Gold And Foreign Exchange Res. .......c.cccecerenennnnene 22,664 26,368 34,000
Aid from U.S. ..o snssissonssseces 0 0 0
Aid from other Countries ........cocvuriivenicescrserssenninnns 0 0 0

11997 Figures are all Estimates Based on Monthly Data in November 1997

2Central Bank overnight lending rate; Not annual percentage growth

3 Norwegian foreign trade statistics. Expom exclude Norwegian oil shipped to the U.S. from terminals
overseas
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1. General Policy Framework

Exploitation of Norway’s vast energy resources—including oil, gas, and hydro-
yower—-w:ll continue to drive the country’s economic growth for at least the next
iwo decades. Offshore, Norway’s remaining discovered oil reserves will last for an-
other 16 g'ears at current extraction rates, while the equivalent figure for natural
gas is 108 years. Energy-intensive industries such as metal processing and fertilizer
production will remain prominent on the mainland due to the availability of abun-
dant hydropower.

Some constraints continue to limit Norway’s economic flexibility and ability to
maintain international competitiveness. Availability of labor is limited by Norway’s
small 4.3 million population and a restrictive immigration policy. Norway is also a
high-cost country with a highly centralized collective bargaining process and the
government providing generous social welfare benefits. Several inefficient sectors,
including agriculture, survive largely through subsidies and protection from inter-
national competition. These sectors face a long period of adjustment as the govern-
ment implements its obligations under the Uruﬁuay Round and the European Eco-
nomic Area (EEA) Accord, which is bringing Norway into the European Union's
(EU’s) “Single Market.”

State intervention in the economy remains significant. The ﬁovemment owns just
over 30 percent of domestic businesses, including majority stakes in the two largest
industrial conglomerates and the two largest commercial banks. While new legisla-
tion governing investment was implemented in 1995 to meet EEA and WTO obliga-
tions, screening of foreign investment and restrictions on foreign ownership re-
mains.

The government's dependence on petroleum revenue has increased substantially
since the early 1970’s, generating an estimated 22 percent of total government 1997
revenue. Following the 1986 collapse of world oil prices, the government used oil
revenue to cover shortfalls in the non-oil portion of the budget in the 1986-1994 pe-
riod. With overall budget posting a surplus in 1995, Norway has eliminated its net
foreign debt; and the government is projecting a budget surplus of about USD nine
billion (15 percent of the budget) for 1997. The surplus is being set aside in an oil
{urﬁi tlo supplement future budgets after 2015, when oil revenues may be substan-

ially less.

No general tax incentives exist to promote investment, although tax credits and
government grants are offered to encourage investment in northern Norway. Several
specialized state banks provide subsidized loans to sectors including agriculture and
ishing. Transportation allowances and subsidized power are also available to indus-

Although rejecting EU membership in November 1994 following a national ref-
erendum, Norway has preferential access to EU markets and theoretically is bound
to nearly all EU directives (except regulating agriculture) through the EEA Accord
which entered into force in January 1994. The former Labor party government
{which resigned October 13) had announced it did not plan to apply for member-
shi%in the 1997-2000 period, The new centrist coalition government has no plans
for EU membership. ’

The government controls the growth of the money supply through reserve require-
ments imposed on banks, open market operations, and variations in the Central
Bank overnight lending rate. Since the government’s priority is to maintain a stable
exchange rate, the Central Bank’s flexibility is limited in using the money supply
as an independent policy instrument,

2. Exchange Rate Policy

The Norwegian Krone remains on a managed float with the central bank using
open market operations and interest rate policy to keep the currency stable. While
the Krone was unpegged from the ECU in December 1992, Norway continues to
keep the Norwegian ne stable vis-a-vis European currencies included in the
ECU. The New Coalition Government has announced that this policy will continue
until further notice.

uantitative restrictions on credit flows from private financial institutions were
abolished in the late 1980’s. Norway dismantled most remaining foreign exchange
controls in 1990. U.S. companies operating within Norway have never reported
problems to the Embassy in remitting payments.

3. Structural Policies

The government’s highest economic priorities include maintaining high emFloy-
ment, generous welfare benefits, and rural job opportunities. Thus, parts of the



159

mainland _eoonomy—?articularl agriculture and rural industries—remain protected
and cost inefficient fiom a global viewpoint with Norway’s agricultural sector re-
maining the most heavily subsidized in the OECD. While some progress has been
made in reducing subsidies in the manufacturing industry, support remains signifi-
cant in areas including food processing and shipbuilding

. A revised legal framework for the functioning of the financial system was adopted
in 1988, strengthening competitive forces in the market and bringing capital ade-
quacy ratios more in line with those abroad. Further liberalization in the financial
services sector occurred when Norway joined the EEA and accepted the EU’s bank-
ing directives. The Norwegian banking industry has returned to profitability follow-
ing reforms prompted by the banking crises in the early 1990’s.

Norway has taken some steps to dereFulate the non-bank service sector. However,
large parts of the transportation and telecommunications markets remain subject to
restrictive regulations, including statutory barriers to entry. Looking ahead, the
GON remains committed to an ambitious structural reform program which may
gradually improve U.S. market access, but progress will likely ve slow for political
reasons.

4. Debt Management Policies

Norway’s prudent budgetary and foreign debt policies in recent years are limiting
the state’s exposure in foreign markets. The government’s gross external debt (about
USD seven billion at the end of 1996) will likely decline through 1997 and 1998
thanks to the GON's strong financial position. Norway’s overall public and private
foreign debt (foreign liabilities less foreign assets) evaporated in mid-1995 with ris-
ing foreign trade surpluses contributing to the improvement.

Since 1990, the Government has allowed the private sector increased access to
long-term fore(i‘gn cagital markets to facilitate improvements in the term structure
of its foreign debt. Following the floating of the krone in December 1992, foreign
capital inflows have contributed to falling Norwegian interest rates.

5. Aid
There are no aid flows between Norway and the U.S.
6. Significant Barriers to U.S. Exports

Norway supports the principles of free trade but significant barriers to trade re-
main in place. While Norway is in the process of reforming its agricultural support
regime, the government maintains high agricultural tariffs which are administra-
tively adjusted when internal market prices fall outside certain price limits. These
unpredictable administrative tariff adjustments disrupt advance purchase orders
an :everely limit agricultural imports into Norway from the U.S. and other distant
markets.

State ownership in Norwegian industry continues to raise competitive issues in
a number of sectors including telecommunications, financial services, oil and gas,
and alcohol and pharmaceutical distribution. Despite some ongoing reforms, Norway
still maintains regulatory practices, certification procedures and standards that
limit market access for U.S. materials and equipment in a variety of sectors, includ-
ing telecommunications and oil and gas materials and equipment.

While there has been substantial banking reform, competition in this sector still
remains distorted due to government ownershiﬁ of the two largest commercial
banks, and the existence of specialized state banks which offer subsidized loans in
certain sectors and geographic locations.

Restrictions also remain in the distribution of alcohol and medical drugs, which
historically have been handled through state monopolies. Norway is obligated to ter-
minate these monopolies under the EEA Accord but implementation is slow. The
European Free Trade Association (EFTA) Surveillance Agency (ESA—the organiza-
tion responsible for insuring EEA compliance) has been monitoring Norway’s
progress in these areas. ile Norwegian policy clearly favors liberalization,

rogress has been limited due to opposition by Norwegian trade unions and other
interest groups which are concerned about safeguarding national ownership.

7. Export Subsidy Policies

As a general rule the Government of Norway does not subsidize exports, although
some heavily subsidized goods, such as dairy products, ma&be exported. The Gov-
ernment indirectly subsidizes chemical and metal exports by subsidizing the elec-
tricity costs of manufacturers. In addition, the Government provides funds to Nor-
wegian companies for export promotion purposes. Under its obligations, Nor-
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way is reducing its agricultural subsidies in stages over six years. Norway has also
ratified the OECD shipbuilding subsidy agreement and will eliminate shipbuilding
subsidies as soon as the agreement is ratified by other major shipbuilders including
the United States and Japan.

8. Protection of U.S. Intellectual Property

The impact of Norwegian IPP Yractices on U.S. trade is negligible. Norway is a
signatory of the main intellectual property accords, including the Bern Copyright
and Universal Copyn;lght Conventions, the Paris Convention for the Protection of In-
dustrial Property, and the Patent Cooperation Treaty.

Norwegian officials believe that counterfeiting and piracy are the most important
aspects of intellectual property rights protection. They complain about the unauthor-
ized reproduction of furniture and appliance designs and the sale of the resultant
goods in other countries, with no compensation to the Norwegian innovator.

Product patents for pharmaceuticals became available in Norway in January
1992. Previously, only process patent protection was provided to pharmaceuticals.

9. Worker Rights

a. The Right of Association.—Workers have the right to associate freely and to
strike. The Government can invoke compulsory arbitration under certain cir-
cumstances with the approval of Parliament.

b. The Right to Organize and Bargain Collectively.—All workers, including govern-
ment employees and the military, have the right to organize and to bargain collec-
tively. Labor legislation and practice is uniform throughout Norway.

¢. Prohibition of Forced or Compulsory Labor.—Forced labor is prohibited by law
and does not exist.

d. Minimum Age for Employment of Children.—Children are not permitted to
work full time before age 15. Minimum age rules are observed in practice.

e. Acceptable Conditions of Work.—Ordinary working hours do not exceed 37.5
hours per week, and 25 working days of paid leave are granted per {ear (31 for
those over 60). There is no minimum wage 1n Norway, but wages normally fall with-
in a national wage scale negotiated by labor, employers, and the government. The
Workers' Protection and Working Environment Act of 1977 assures all workers safe
and physically acceptable working conditions.

f. Rights in Sectors with U.S. Investment.—Norway has a tradition of protecting
worker rights in all industries, and sectors where there is heavy U.S. investment
are no exception.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars}

Category Amount

PetroleUm ......cccoiivveiiiniiiieineretne e s e sn e s enes i nsassnenen 3898
Total Manufacturing ......c.cccoveevrviiieereerinneninsrinnenrs e seseies 705

Food & Kindred Products .........cccoevveenvcnnnnrimniiinncrinnnineens 1

Chemicals & Allied Products ..........ccccovvrerrenrinnenrenccirennnn. 16

Metals, Primary & Fabricated ..... 3

Machinery, except Electrical .........c.cccovnvevinvncnnninnreaen 36

Electric & Electronic Equipment ..........ccccoovvvmiinernenenes -1

Transportation Equipment ..........cccocinmvccnncrencrnvercncenens 1

Otther Manufacturing ............. reeeeree e enretens 19
Wholesale Trade .........cccceinreriveicinniennnnennesisersisermesensssenne 353
Banking ......cccocerenveiiinnnceniinnnns ettt 1
Finance/Insurance/Real Estate ............ccocoveeevnvciecnennionnne 763
SEIVICES .ccvvvverreinieerioieinsiserectrsstssseesassnessnsoreressessensesasssaesavens 1
Other Industries ............occcvuenne rrrereere et e eranaesaee 73
TOTAL ALL INDUSTRIES ....ccceoviitirrenrivrinniresceecnireesrsssnnans 6103

YSuppressed U void disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis



161

POLAND
Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated)
. » 1995 1996 19971
Income, Production and Employment:

NOIMINAL GDP .....coooovcrremsssssssessssmesssssssssssssssssssssasnions 119,100 134,500 137,000
Real GDP Growth (DCt) .............cooooveverrsserrsomsseersoon 7.0 6.1 5.5
GDP by Sector (pct):

iculture ...... 6.4 5.8 N/A

21.7 20.6 N/A
N/A N/A N/A
N/A N/A N/A
3,084 3,482 3,800
17,1597 17,847 17,550

anufacturing
Servi

4.9 13.2 10.7
Money and Prices (annual percentage growth)

Money Sup&l_ly Growth (M2) 34.9 29.3 25.3

Consumer Price Inflation y 216 18.5 13.0
Exchange Rate (PZL/US$ - annual

CIAL evvrerrerree st ss e e e e neseneseaesaerarenne 2.42 2.70 3.30

Balance of Payments and Trade:

Total Exports FOB2 ...........ccccocnvriecnnnennnecnrennnnnnnes ‘ 22.9 244 26.4

Exports to U.S.3 ........cocoiiicineinniirnnnennieessseneennnees 0.6 0.6 0.7

v 29.1 37.1 44.6

0.77 0.97 1.2

-6.2 -12.7 -18.1

-0.11 0.34 -0.562

44.0 40.6 38.4

2.6 25 2.2

Current Account Surplus/D 'GDP ( 4.6 -1.0 N/A

Debt Service Payments/GDP (pct)® ... 2.9 19 18

Gold and Foreign Exchange Reserves 15.0 18.0 20.1

Aid from U.S. (USD millions)® .......... . 90.4 66 52.7

Aid from Other Sources (USD millions) .................. 390 419 N/A

11997 figures are Polish Government predictions as of Oct. 1997, unless otherwise noted
*Source: Polish GCovernment trade figures, which include direct trade only. U.S. data includes trans-

shipments via third countries

3Source: U.S, Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;
1997 figures are Embassy estimates based on data available through August 1997,

4Including estimated unrecorded trade 5

8 Debt service includes pald interest and principal.

8Source: U.S, Government estimate.

1. General Policy Framework

Introduction: Since 1989, Poland has steadfastly pursued a policy of liberalizing
trade, investment and capital flow measures; it stands out as one of the most suc-
cessfill and open transition economies. In 1997, Poland is expected to post its fourth
year of GDP growth above 5 percent and is expected to maintain this pace through
the year 2000. The privatization of small and medium state-owned companies and
a liberal law on establishment allowed for the rapid development of a vibrant g’n'-
vate sector responsible for at least two-thirds of economic activity. In contrast, Po-
land’s large agriculture sector remains handicapped by structural ‘problems, surplus
labor, inefficient small farms, and lack of investment. A shadow “grey economv” is
estimated at 16—20 percent of GDP.

Government Priorities: The government’s determination to enter the EU affects
all parts of its economic policies. The chair of the Committee for European Integra-
tion is a position of cabinet level rank. Each ministry has an EU integration depart-
ment. The Poland—EU Association ment has resulted in growing tarift dif-
ferentials some U.S. exporters have said will disadvantage them,

Improving Poland’s worsening current account deficit is a priority. To date, the
government has resisted pressure for protectionist solutions and continues to sup-
port regional free trade initiatives. Poland is an active member of the Central Euro-
pean Free Trade Agreement (CEFTA). In 1997 Poland also signed free trade agree-
ments with Croatia, Israel and Lithuania. The government approved an export
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strategy which emphasizes promotion and a more aggressive export assistance pro-
gram.

Fiscal Policy: The government continues to hold the budget deficit to less than
three percent of GDP (if privatization revenues are included and certain unfunded
liabilities are excluded). Domestic commercial banks finance most of the deficit. Fur-
ther progress on public finance depends mainly on comprehensive reform of the so-
cial welfare system and privatization of Poland’s remaining state sector. The social
welfare system consumes around 16 percent of GDP, funded in part by a 48 percent

ayroll tax. Poland implemented a limited mass privatization plan through national
investment funds in which over 90 percent of those eligible participated. However,
restructuring and privatization of “sensitive sectors” (eg. coal, steel) has been de-
layed; the government has also postponed long-awaited privatizations in aviation,
energy, and telecommunications.

Monetary Policy: The President of the independent National Bank of Poland
(NBP) sets monetary policy and has had considerable success at reducing inflation
through control of the money supply. Starting in 1998, monetary policy will be set
by an independent committee selected by the President and the parliament. The
NBP’s principal tools have been reserve requirements, basic interest rates, and open
market operations, The NBP's tight money policies have contributed to a reduction
in inflation from 600 percent in 1990 to 13 percent in 1997. In an effort to slow the
growth in domestic demand for credits, the NBP significantly tightened monetary
E:licy. In 1997 it raised interest rates, increased reserve requirements and even

gan taking retail deposits. Real deposit interest rates rose from 0 percent in 1996
to 5 percent in mid-1997.

2. Exchange Rate Policies

In 1991 the NBP began managing the exchange rate through a crawling peg
mechanism against a basket of reserve currencies (in percentage terms: Dollar—45;
D-Mark—35; Sterling—10; and French and Swiss Francs—5 each). Since mid-1995,
the zloty has been allowed to float within a seven percent band of the peg. The zloty
depreciated against the dollar in real terms about ten percent in 1995 and 1996,
which should benefit U.S. exporters.

Poland has consistentl{ followed a policy of liberalizing exchange rate controls,
achieving IMF Article VIII current account convertibility in 1995. In 1996, the gov-
ernment eliminated the requirement for Polish firms to convert their foreign cur-
rency earnings into zloty. As part of the OECD accession process, Poland liberalized
rules governing capital account transactions and in 1997 removed nearly all limits
on capital account outflows by Polish citizens.

In 1998, the Polish zloty is to become fully convertible in current account trans-
actions, payments and transfers. The new regulations will also liberalize cagital flow
to and out of Poland, although certain restrictions will remain as regards Polish in-
vestments in countries which are not members of OECD and with which Poland has
not concluded relevant bilateral agreements (permits will be required from the
central bank). There will also be restrictions concerning deposits by foreign nation-
als in Polish banks. -

3. Structural Policies

Prices Most subsidies and controls on the prices of consumer goods were elimi-
nated in Poland's 1990 “big bang” shock therapy. Price controls on fuel (especially
coal), and electricity continue, though the Polish government has pledged to the EU
to deregulate prices and start to privatize both sectors in the next several years.

Taxes: Poland introduced a value added tax in 1993. In 1996 the Polish Par-
liament voted to reduce corporate tax from 40 percent in 1996 to 32 })ercent by 2000.
Poland continues to establish special economic zones which provide foreign investors
with substantial tax holidays. Personal income tax rates range from 20 to 44 per-
cent, though the Ministry of Finance would like to lower the highest rate to 40 per-
cent in 1998. U.S. investors often complain about inconsistent tax administration.
The lowering of tariffs in line with 0, EU and CEFTA commitments and the
elimination of the three percent import surcharge in 1997 has diminished customs
receipts.
latory Policies: The primary difficulties concern product certification stand-
ards (below) and regulation of telecommunications in favor of the state-owned tele-

hone company. New products/technology never before sold in Poland require Min-

istry of Industry approval.
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4. Debt Management Policies

Poland’s foreign debt situation has dmmaticallly improved since its default in the
1980s. The agreements with the Paris Club (199]) and the London Club of commer-
cial banks (1994), reduced debt by nearly half ($23 billion in net present value
terms). At the end of 1997, Poland’s total foreign debt was estimated at $38.4 bil-
lion, including $27.5 billion to the Paris Club, $7.7 billion Brady bonds, $1.9 billion
to the World Bank, and $0.72 billion Eurobonds, Total repayments for 1997 total
$2.4 billion ($1.0 billion in principal, $1.4 billion in interest), amounting fo 9.0 per-
cent of exports and 1.8 faercent of GDP. Flush with soaring foreign exchange re-
serves, Poland fully repaid its IMF drawings in July 1995. In 1995 it also received
an investment grade rating from various rating agencies and returned to inter-
national capital markets with a $260 million Eurobond flotation. Total state debt
(foreign and domestic) shrank to 51.3 percent of GDP by 1997. The new constitution
prohibits the NBP from financing the budget deficit (as of 1 January 1999).

5. Aid

The U.S. %rovided Poland with $52.7 million in aid in 1997. Of this sum, $40.13
million was SEED Act funds to help Poland’s transition to a free market democracy.
The remaining $12.5 million was military aid.

6. Significant Barriers to U.S. Exports

Import Licenses: Poland is a member of the WTO. Import licenses are required
for strategic goods on the Wassenaar dual use and munitions lists. It also issues
licenses for beer and wine, fuel, tobacco, dairy and poultry. The plant quarantine
inspection service issues a mandatory Phytosanitary irnsgort permit for all imports
of live plants, fresh fruits, and vegetables into Poland. Several common weed seeds
have quarantine status, which hampers U.S. grain exports to Poland. Certificates
from the Veterinary Department in the Ministry of Agriculture are also required for
meat, dairy and live animal products. U.S. bovine genetics have only limited access
to the Polish market. In 1997, Polish parliament passed a new animal breeding law
which will affect future access for livestock genetics products. The law will become
effective in April 1998.

Services Barriers: The situation in this area has improved, but many barriers re-
main, especially in telecommunications, financial services, and legal services. The
government has announced a privatization plan for the state telecommunications
monopoly starting in 1998 and agreed to open domestic long-distance service to com-
petition in 1999 and international services in 2003. Local service licenses are being
awarded, but interconnectability remains the domain of the state monopoly. As a
condition of its accession to the OECD, Poland agreed to allow firms from OECD
countries to open branches and representative offices in the insurance and banking
sector starting in 1999. The government allows foreign banks to open subsidiaries.
Beginning January 1998 a new banking law and a new law on the central bank will
come into force. A new law giving npreferential treatment to EU citizen lawyers was
passed but has not yet gone into eflect.

Standards, Testing, Labelin% and Certification: The primary Polish regulation
which ma{ adversely affect U.S. exports is a requirement for some 1400 gmducts
sold in Poland to obtain a safety “B” certificate from a Polish test center. This regu-
lation was initially set to go into effect in 1995, but has been postponed and should
go into effect in 1998. Under the “B” rule, the EU “CE” mark and ISO 9000 will
accelerate the certification process. New laws allowing for self-certification may be
implemented in 1998. U.S. companies have complained about the complexity and
slowness of the testing process as well as vague information on fees and procedures.

Investment Barriers: Polish law permits 100 percent foreign ownership of most
corporations (sole proprietorships and partnerships not allowed; the legal form re-
quirement will remain through January 1, 1999). However, the outgoing govern-
ment coalition declared that the state should retain a key role in certain “strategic
sectors”: mining, steel, defense, transportation, energy, banking, and telecommuni-
cations. It is too early to tell how the new government will deal with those scctors.

The Polish State Treasury often retains a significant stake in enterprises being
privatized. Foreign companies owning a large minority stake are meant to have
managerial control of the enterprise, but in at least one joint venture, Centertel, the
supposedly passive Polish majon'tg stake holder seized control and prevented addi-
tional investment, leading the U.S. partner to file for arbitration. A settlement was
later reached in this case.

Certain controls remain on foreign investment. Broadcasting legislation restricts
foreign ownership to a 33 percent stake. Foreign stakes in air and maritime trans-
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rt, fisheries, and long-distance telecommunications are capped at 49 percent. No
oreign investment is currently allowed in international telecommunications or gam-
bling. The government continues to work on auto assembly/manufacturing regu-
latory changes which would encourage operators to increase domestic content and
move towards full manufacturing operations.

As a result of OECD accession, Poland allows foreign entities to purchase up to
4000 square meters of urban land or up to one hectare of agricultural land without
a permit. Larger purchases, or the purchase of a controlling stake in a Polish com-

any owning real estate, regm’re agi)roval from the Ministry of Interior and the con-
sent of both the Defense and Agriculture Ministries.

Government Procurement Practices: Poland’s new dgovemment procurement law is
modelled on the UN model procurement code and based on competition, trans-
parency, and public announcement. It does not, however, cover most purchases by
state-owned enterprises. The only single source breaches of the stated preference for
unlimited tender come for reasons of state security or national emergency. There
have been several complaints alleging lack of transparency and impartiality in re-

ard to the Huzar helicopter armament tender. The domestic performance section
In the law requires 50 percent domestic content and gives domestic bidders a 20 per-
cent price preference. Companies with foreign participation organized under the
Joint Ventures Act of 1991 may qualify for “domestic” status. There is also a pro-
test/appeals process for tenders viewed to be unfairly awarded. Since September
1997, Poland has the status of an observer to the WTO’s Government Procurement
Agreement (GPA).

Customs Procedures: Poland has a harmonized tariff system, having signed the
GATT customs valuation code in 1989. The customs duty code currently binding in
Poland has different rates for the same commodities, depending on the point of ex-

rt. Poland’s Association ment with the EU, the CEFTA agreement and the

'A with Israel, Croatia and Lithuania grants firms from these areas certain tariff
preferences over U.S. competitors.

Some American companies have been critical of Polish Customs’ performance, cit-
ing long delays, indifferent and incompetent officials, and inconsistent application
of customs rules. The Polish government acknowledges the eroblems that developed
since the opening of Poland’s economy in 1989 have overwhelmed border and port
facilities and personnel. In response, the Parliament overhauled customs law and
procedures. The new Customs Law will come into effect January 1998. ’

7. Export Subsidies Policies

With its 1995 accession to the WTO, Poland ratified the Uruguay Round Subsidies
Code. Poland has eliminated past practices of tax incentives for exporters, but it
provides for drawback levies on raw material imports from EU and CEFTA coun-
tries which are processed and reexported into finished products within thirty days.
The sugar refining industry, coal, and a number of politically powerful state-owned
enterpris- continue to directly or indirectly receive production subsidies which re-
sult in sower export prices. Poland’s policy of rolling-over unused WTO sugar sub-
sidy allowances to be used in combination with current year allowances has been
protested by the U.S. and others within the WTO.

Polish industry and exporters are critical of the government for not groviding
more support for export promotion. The one existing export insurance scheme has
very limited resources and rarely guarantees contracts to high-risk countries such
as Russia, placing Polish firms at a disadvantage to most western counterparts. It
covers only one percent of Polish exports.

8. Protection Of U.S. Intellectual Property

The Polish government has made major strides in improving protection of intellec-
tual property rights. The United States-Polisk Bilateral Business and Economic
Treaty contains provisions for the protection of U.S. intellectual proper&y. It came
into force in 1994, once Poland passed a new copyright law which offers stron
criminal and civil enforcement provisions and covers literary, musical, graphical,
software, audio-visual works, and industrial patterns, Poland also adheres to the
Berne Convention (Paris Text, 1971), the Rome Convention on Sound Recordings,
and TRIPS provisions within the . Poland’s 1993 Patent Law, in all other ways
addequate, did not provide 20 year pipeline protection favored by the pharmaceutical
industry.

Much of the pirated or fake items available in Poland are imported from abroad
(CDs from Bulgaria and Russia; hosiery from Italy) rather than being manufactured
in Poland. Industry associations estimate 1996 levels of piracy in Poland to be: 20
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percent in sound recordings; 10 percent in books and video, and 80 percent in soft-
ware.

While enforcement has improved noticeably, remaining difficulties, particularly in
- the prosecution of IPR cases, allow for continuing, if reduced, levels of piracy and
trademark infringement. Due to a lack of manpower and resources, Polish authori-
ties often rely on rights holders to provide 'preliminary evidence of violations. In one
important 1996 case, a large U.S.-based firm successfully defended several trade-
marks by employing local counsel.

9. Worker Rights
_The Labor Code, which became effective June 1996, thoroughly redefined the
rights and duties of employers and employees in more modern, free-market terms.

a. The Right of Association.—Polish law guarantees all civilian workers, including
military employees, police and frontier guards, the rifght to establish and join trade
unions of their own choosing, the right to join labor federations and confederations,
and the right to affiliate with international labor organizations. Independent labor
leaders have reported that these rights are largely observed in practice.

b. The Right to Organize and Bargain Collectively.—The laws on trade unions and
resolution of collective disputes generally create a favorable environment to conduct
trade union activity. Labor leaders, however, reported numerous cases of employer
discrimination against workers seeking to organize or join unions in the growing
private sector.

¢."Prohibition of Forced or Compulsory Labor.——Compulsory labor, except for pris-
oners convicted of criminal offenses does not exist.

d. Minimum Age for Employment of Children.—Polish law contains strict legal
Ymcriptions over the conditions in which children may work. The State Labor

nspectorate has reported that increasing numbers of Polish children now work and
that many employers violate labor rules by underpaying or paying them late.

e. Acceptable Conditions of Work.—The large size of the grey economy, along with
the insufficient number of labor inspectors, complicate enforcement of minimum
wage requirements and minimum workers’ health and safety standards. Enforce-
ment is a problem of unclear jurisdiction.

f. Rights in Sectors with U.S. Investment.—Observance of the five worker rights
conditions in firms which have U.S. investment generally meets and can exceed
those in comparable Polish firms. Over the last several years, there have been rel-
ativelf' few cases where Polish unions have charged managers of U.S.-based firms
of violating Polish labor law; those that have arisen have been largely resolved. In
cases where American companies purchase an existing Pclish enterprise, unions
usually continue to operate. There tend to be no unions, however, where U.S. firms
build new facilities.

Frow 3

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount

PetroleUim .....cococvvivinrririeninrernienineneaninnesssessssssoesssresssssasssssnes 0

Total Manufacturing ..., 639
Food & Kindred Products ..........cccocuinreriniimenniscininnennns 267
Chemicals & Allied Products ......... 38
Metals, Primary & Fabricated ...... 1
Machinery, except Electrical .............ccoovmivrnnniininverinrnnnnns -4
Electric & Electronic Equipment ........ccocovmvvmneviiieennnnne -1
Transportation EQuipment ........ccoeivirvinmiiniionsrsennines 1
Other Manufacturing .........c.cccoeiennrneniisennensnnmein. 1

Wholesale Trade ............... rerrenteen e rensetenaes 95
Banking ... i

Finance/Insurance/Real Estate ............occonvvciimnmnninniieiienn. 20
SeIVICES .vvveierviinenrinniiieinenieerannesens trrere e saebesnrrrarsresans 1

Other INAUSLEIES ... sesssnens 40
TOTAL ALL INDUSTRIES ......ooccvireverininecrnenrenntineeressnssranes 933

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



e T A e e e e m o

= L RS A T R T R o ST TR T T T R TR T

166
PORTUGAL

Key Economic Indicators
{Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19973
- Income, Production and Employment:

Nominal GDP?2 ...........cccoviuriemmemninesnnesenesensssinenssenes . 1080 1015

Rea! GDP Growth (pct)3 : 3.3 356

GDP by Sector: ,
AGriculture ...t e, . 5.0 6.1
Industry .....covnviirsiinieniinine . 36.2 36.8
Services .......cerieiiiiinnieninianinis 58.8 58.1

Per Capita GDP ............... 10,914 10,261

Labor Force (0008) .................. 4,683 4,622

Unemployment Rate (pct) . 13 6.9

Money and Prices (annual percentage growth):

Money Supply (M2) ......ccccvnvicimnininiaineemn. 8.1 9.3 3.0

Consumer Price Inflation (pct) .......... .- 4.1 3.1 2.2

Exchange Rate (PTE/USD - annual average) .... 150.0 154 175.0

Balance of Payments and Trade:

Total Exports FOB4 ..........cc.covinene Fevererirestsentsessonaaneses 24.1 26.3 24,
Exports to U.S4 ........cccccoernnnnninninmnnnsnenies 1.1 11 1.
Total Imports CIF 4 ........oovvivcrecrnenrssnnisscmessnein 326 349 33.
Imports from U.85 .........ccocoviniincnniniinicniinninnsnes 0.9 11 1

Trade Balance4 .............cccoveemirieiinninnensicsimnineuin. -8.6 9.6 -9.
Balance with U.S.5 .........ccccovrnne TV 0.2 0.0 -0.

Current Account Deficit/GDP (pet) ........cccovvvvinicincnnne 0.7 -2.6 -2.

External Public Debt .............cccovrvccmmemveninsnnnsesninnineinin, 12.3 12.6 12.

Debt Service Payments/GDP (pct) .......ccovenivirinirvenrenn 13.1 10.1 9.

Fiscal Deficit/GDP (PCt) .....ccovvvrnniivinemsniensnnscsnsinene 5.8 3.2 2,

Gold and Foreign Exchange Reserves .................. ooy 217 214 18.

Aid from U.S. ..o seessensnnisennes 0 0

Aid from All Other Sources .............coocvcnsinreressniinnine N/A N/A N/

11997 figures are all estimates based on available monthly data in October 1997,

2GDP al factor cost’

3P, age chang Iculated in local currency

4 Merchandise trade .

8Source: U.8. Dc‘nnmenl of Commerce and U.8. Census Bureau; ex;;ons FAS, imports customs basis;
1997 figures are estimates based on data available through November 1997,

1. General Policy Framework

The government seeks to modernize Portuguese markets, industry, infrastructure,
and workforce in order to match the productivity and income levels of its more ad-
vanced European Union (EU) partners. Portugal's per capita GDP (on a purchasing
gower parity basis) rose to close to 69.4 percent of the EU average in 1996 from

.9 percent in 1985. :

The government aims to be in the first round of EU countries to join the Euro- -

pean Economic and Monetary Union (EMU) on January 1, 1999. Portugal currently
meets three of the EMU convergence criteria—the exchan%e rate, long-term interest
rates, and inflation—and is on track to satisfy the remaining two—the general gov-
ernment deficit and debt. The current folicy mix to ensure first-round EMU mem-
bership includes continued budget discipline and tight monetary policy in support
of a stable exchange rate; wage moderation to support the disinflation process; and
privatization and free trade policies to increase the efficiency and productivity of the
economy.

Portuguese agriculture accounts for about 5 percent of GDP, industry for 35 per-

" cent, and services for 60 hfm:ent. Portuguese exports are based on both traditional

industries—textiles, clothing, footwear, cork/wood products, beverages (wine), por-

- celain/earthenware, and glass/glassware—and burgeoning modern ones—machinery,

transport equipment (autos and components), minerals/metals, and chemicals. Sales
of the two year-old AutoEuropa (Ford/VW) plant amounted to 2.2 percent of GDP

PODORTO e DD e
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and 12 percent of merchandise exports in 1996. The tourism industry continues to
expand: some 23.3 million tourists visited Portugal in 1996 from Spain, the United
Kingdom, Germany, France, the Netherlands, Belgium, and the United States.

Portugal traditionally runs a large merchandise trade deficit, which is made pos-
sible by net receipts from tourism, remittances from Portuguese workers abroad,
and net transfers from the EU. Net EU transfers averafed over 3 percent of GDP
during 1995-1997 and are expected to be 2.6 billion dollars or 2.5 percent of GDP
in 1998. During 1989-1996, Portugal’s current account was broadly in balance and
foreign direct investment averaged 2 percent of GDP.

Fiscal Policy: The government finances its deficit through issuance of medium-
term escudo and foreign currency-denominated treasury obligations. The risk pre-
mium on 10-year escudo-denominated bonds versus equivalent German bonds de-
clined from over 400 basis points in October 1995 to about 35 basis points in Octo-
ber 1997. The GOP enjoys a solid international credit rating (AAA on long-term debt
in escudos, AA on lon%;term debt in foreign currency) and has ready access to inter-
national financial markets. Three kinds of government spending put pressure on the
deficit: government personnel outlays, including pensions; current transfers for so-
cial programs; and domestic counterpart funding for major public investment
projects co-financed with the EU. As in other EU countries, value-added taxes (17
percent in Portugal's case) raise prices to consumers. Other direct taxes, such as the
stamp tax on financial transactions, and the cylinder-based automobile tax, affect
product demand in specific markets.

Monetary Policy: The government subordinates monetary policy to the need to
maintain a stable exchange rate. Interest rates and the monetary aggregates gen-
erally reflect market conditions. The Bank of Portugal intervenes as necessary—
through liquidity absorption/provision and foreign exchange operations—to smooth
market exchange rate fluctuations and ensure medium-term price stability.

2. Exchange Rate Policy

Portugal participates in the Exchar]x&e Rate and Intervention Mechanism (ERM)

of the European Monetary System (EMS). In accordance with this agreement, Por-

tugal maintains the spot exchange rates between the Portuguese escudo and the

currencies of the other participants within margins of 15 percent above or below the

?&s(sj z)‘ates based on the central rates expressed in European Currency Units
8).

The monetary authorities have kept the escudo within a narrow band around its
central rate against the German mark for the past two years. Strong dollar appre-
ciation against the escudo in 1997 reduced the price competitiveness of Ui;rod
ucts in Portugal, but U.S. exports have continued to grow in line with increased eco-
nomic growth/import demand in Portugal.

3. Structural Policies

The Portuguese government continues to liberalize the economy to stimulate
growth and convergence with EU standards. Investment in new public infrastruc-
ture, privatization and foreign direct investment are changing the face of the econ-
omy and creating demand for U.S. exports. -

Portugal is rapidly improving its road, energy, health, and environmental infra-
structure. The Fovemment has earmarked a large portion of its 20 billion dollar EU-
backed regional development financing package for 1997-2000 for new infrastructure
projects. Site construction and associated urban renewal for the Lisbon World Expo-
sition in 1998 involves investment of 6 billion dollars in the Lisbon area, of which
3 billion dollars will have been made by 1998. A 4.5 billion dollar natural gas pipe-
line from Algeria through Morocco to Pain and Portugal involves investment of 2
billion dollars in Portugal and will supply 2.5 billion cubic metres of natural gas per
year for 25 years on a take-or-pay basis. The northern rail modernization, subways,
dams, water treatment facilities, and environmental projects offer numerous addi-
tional opportunities for U.S. exporters of equipment and services.

The government has steadily rolled back the state presence in the zconomy since
joining the European Community in 1986. Full or partial privatization of over 100
companies since 1989 (including major banking, insurance, energy, telecommuni-
cations, cement, and steel companies) has reduced the weight of the state-held sec-
tor in the economy from 20 percent to 10 percent. By the end of 1997, privatization
will have yielded over 15 billion dollars in cumulative receipts, equivalent to an av-
erage of almost 2 percent of GDP per year, one of the highest ratios in the OECD.
Privatization has helped to reduce public debt, increased the efficiency of Por-
tuguese industry, promoted the development of the local equity market, and contrib-
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uted to the development of more sophisticated Portuguese industrial and financial
groups. Formerly state-owned companies will be streamlining and upgrading oper-
ations under private management and thereby creating new markets for U.S. goods
and services.

Foreign investments in the automotive, electronics and financial sectors are stead-
ily mteﬁrating Portugal’s economy with those of Euro&e and other developed coun-
tries. These investments have direct spiller effects for U.S. exports.

4. Debt Management Policies

Portugal’s external public debt is relatively small and can be serviced comfortably.
Direct state external debt stands at about 12.7 billion dollars—12.5 percent of GD
and 68 percent of international reserves. In July 1997, the debt service ratio stood
at 9.4 percent, with long-term principal and interest payments amounting to 6.9
;f:ercent and 2.5 percent, respectively, of current account receipts. Large gold and
oreign exchange reserves (amounting to 18 percent of GDP), and the ability to ta
international financial markets on favorable terms, enable Portugal to manage bal-
ance of payments pressures and maintain financial stability.

Portugal is an aid donor nation and a Member of the OECD Development Assist-
ance Committee. Portugal closely follows development issues in its former African
colonies. Portugal’s official development assistance as a proportion of GDP peaked
at 0.36 percent in 1992 and fell to 0.25 percent in 1996. A large proportion of Por-
tugal’s aid is in the form of debt forgiveness and refinancing on concessional terms
of pzt;i.vate sector loans to Lusophone African countries, principally Angola and Mo-
zambique.

5. Significant Barriers to U.S. Exports

As of January 1, 1993, all barriers to trade, capital flows and labor mobility be-
tween Portugal and its EU partners were eliminated. Most barriers to U.S. exports,
therefore, are common to all EU member states.

Quantitative import restrictions remain for the following products: automobiles,
fabrics and nets, fuses, parts of footwear, iron and steel tubes and pipes, and weav-
ing machines for certain countries. Textiles are covered by the Multi-Fiber Arrange-
ment (MFA) and protected by EU-wide quotas that are being phased out over 10
years under the Uruguay Round Agreement.

Portugal follows EU directives for standards, testing, labeling, and certification.
The Portuguese Quality Institute establishes national standards and implements
EU directives. Portugal has-already adopted most EU directives into Portuguese
law. The Portuguese Telecommunications Institute sets standards for telecommuni-
cation products, and the National Laboratory of Civil Engineering sets construction
standards.

Low voltage electrical and electronic equipment must meet the requirements of
EC directive 73/23/EEC. Imported textiles, apparel, and leather goods must carry
a label indicating country of origin and composition by percentage of the fabric.

EU-funded Projects: Portuguese law does not discriminate against foreign firms
in bidding on EU-funded projects. Nevertheless, as a practical matter, foreign firms
bidding on EU-funded projects have found that having an EU or a Portuguese part-
ner (depending on the project) enhances their prospects. For certain high-profile di-
rect imports (l.e., aircraft), the GOP has shown a political preference for EU prod-
ucts (i.e., Airbus).

Value-Added Tax: Value-added tax (IVA) is collected at the time of import on
roducts coming from outside the EU. Portuguese importers and distributors there-
ore have an incentive to import U.S. products through another EU country, rather
than directly from the United States, in order to defer paying IVA until the product
has been sold. In some instances, however, the need to take a circuitous route to
obtain U.S. products without up-front IVA payment encourages Portuguese import-
ers/distributors to buy European products instead.

The government offers a generous package of incentives to foreign investors, in-
cluding 100 gercent foreign-owned subsidiaries. The package of incentives ranges
from 25 to 35 percent of the total investment but can go higher to attract certain
desired investments.

Portugal’s 1990 privatization law limits non-EU participation in state-owned en-

terprises being privatized. Portugal limits non-EU investment to 15_percent in tele- .

vision broadcasting and 25 percent in complementary telecommunications. It limits
foreign investment in the capital of public service telecommunications operators to
25 percent. Non-EU investment in financial services is subject to an economic needs
test. Only companies headquartered in Portugal and whose majority of capital and
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management control belongs to Portuguese national entities can receive licenses to
operate marine and air transport. Air transport between the Azores and Madeira
and mainland Portugal remains a public monopoly.

Government procurement legislation makes no distinction as to country of origin.
The only exception is for purchases of items manufactured in Indonesia. In July
1993, tlu: gﬁd accepted Portugal’s list of entities covered by the Government Pro-
curemen e.

6. Export Subsidies Program

Portugal instituted the Special Program of Support for the Export Sector (PEASE)
to promote diversification of Portugal’s export markets. Under this program, the
government contracts with a private insurance firm, COSEC, to provide political
risk cover_aﬁe for interbank credit lines to support Portuguese exports to “non-tradi-
tional” (high-risk) markets. In addition Portugal recently announced a new package
of direct financial support (mainly credit subsidies) for Portuguese firms expanding
their international operations.

7. Protection of U.S. Intellectual Property

The Portuguese Industrial Code largely conforms with the trademark and patent
provisions of the TRIPs agreement and additional revisions are currently being con-
sidered to bring it into full compliance. Portugal’s current substantive law on cop-
right protection, promulgated in 1985, is also largely in accordance with TRIPs. EU
directives on rental and broadcasting have been transposed into law. Portugal is a
member of the World Intellectual Property Organization and is party to the Berne
and Universal Copyright Conventions and the Paris Industrial Property Convention.

Portuguese software law explicitly offers copyright protection for computer pro-
grams and stipulates stiffl fines for software piracy. Business and software organiza-
tions have taken a proactive role in the ﬁi t against piracy, and industry sources
indicate that the piracy rate, while above the EU average, continues to decline. En-
forcement action against unauthorized copying of software and audio and video cas-
settes also improved significantly last year.

8. Worker Rights

a. The Right of Association.—Workers in both the private and public sectors have
the constitutional right to associate freely and establish unions in the workplace “to
defend their interests.” Unions may be established by profession or industry. Strikes
are permitted for any reason, including political causes; they are not common, usu-
ally of short duration, and generally are resolved through direct negotiations. Two

rincipal labor federations exist and are closely affiliated with %t;litical arties.

here are no restrictions on formation of additional labor unions. Unions function
without hindrance by the government. There are no restrictions on unions’ ab[i,l(i,?
to join federations or on federations’ ability to affiliate with international labor bod-
ies.

b. The Right to Or%am'ze and Bargain Collectively.—Unions are free to organize
without interference by the government or by employers. Collective bargaining is
provided for in the Constitution and is practiced extensively in the public and pri-
vate sectors. Collective bargaining disputes rarely lead to prolonged strikes. If a
long strike occurs in an essential sector such as health, energy, or transportation,
the government may order the workers back to work for a specific period. This did
not occur in 1997,

¢. Prohibition of Forced or Compulsory Labor.—Forced labor is prohibited and
does not occur. This prohibition is enforced by the General Labor Inspectorate (1GT).

d. Minimum Age for Employment of Children.—The minimum emp’oyment age is
16 years. The two main labor federations and observers from other Furopean coun-
tries have charged that a number of “clandestine” companies in the textile, shoe,
and construction industries exploit child labor. The IGT confirms that hundreds of
children under the age of 16 are employed illegally, mainly in the northern cities
of Porto and Braga, but believes the number is declining. In 1996, the government
created the National Inter-Ministerial Commission to Combat Child Labor (CNCTI) -
with the aim of eradicating child labor in Portugal. In 1997, the CNCTI, the Min-
istry of Employment, and one of the unions undertook a pubiic education campai
targeted at high-risk communities to coavince parents to keep their children in
school. The Ministry of Education required teachers to inform the IGT in the event
of continued absences or declines in productivity on the part of students. The Min-
istry of Employment published a “blacklist” of companies caught illegally employing
child labor and denied those companies actess to EU funding or benefits. Neverthe-
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less, one union maintains that the CNCTI has too little independent funding to be
able carry out its functions.

e. Acceptable Conditions of Work.—~Minimum wage legislation covers full-time
workers, as well as rural workers and domestic employees age 18 or over. The
monthly minimum wage of about 3156 dollars (56,700 escudos), which came into ef-
fect on January 1, is generally enforced. Along with widespread rent controls, basic
food and utility subsidies, and a guaranteed minimum income that is steadily ex-
panding to cover the most needy communities, the minimum wage affords a basic
standard of living for a worker and family. Average monthly earnings range from
about 460 dollars (83,469 escudos) for skilled low-level personnel to about 1,580 dol-
lars (284,263 escudos) for higher management personnel.

The maximum legal working day is 8 hours and maximum working week is 40
hours. For public sector employees, the maximum working week is 39 hours. Cur-
rent law permits a maximum of 2 hours of paid overtime per day and 200 hours
per year, with a minimum interval of 12 hours between normal working days. The
Ministry of Employment monitors compliance through its regional inspectors and
working hour limits are respected in practice. Employees receive 22 days of paid an-
nual leave, plus vacation and Christmas (“13th month”) bonuses. Employers are le-
gally responsible for accidents at work and are required by law to carry accident
insurance. Although an existing body of law regulates safety and health, unions con-
tinue to argue for stiffer laws. The General Directorate for Hygiene and Labor Safe-
ty develops safety standards and the IGT is responsible for enforcing them. A rel-
atively large proportion of accidents occurs in the construction industry, where
unions claim many foreign workers are hired illegally and work under unregulated
conditions. Major accidents involving loss of life on some high-profile public and pri-
vate projects have focused the government’s attention on improving worker safety
in the construction sector in particular. There is also considerable concern about
poor environmental controls in the textile industry.

f. Worker Rights in Sectors with U.S. Investment.—Legally, worker rights apply
equally to all sectors of the economy.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis——1996

[Millions of U.S. dollars)

Category Amount

Petroleum .........ccccenvnen. ; rresre st st a et sanees
Total Manufacturing ..............cccccvcnnniiinscninn 689
Food & Kindred Products ......... 181
. Chemicals & Allied Products ........
Metals, Primary & Fabricated .....
Machinery, except Electrical ............c..ccco.
Electric & Electronic Equipment ..................
Transportation Equipment ............ccoevcvicrnccrinnicnninninn,
Other Manifacturing ..........cc.oiiniimsnnenennnn 45
Wholesale Trade
Banking ........cocccvnirninninninceinn
Finance/Insurance/Real Estate ..........ccoonniinvienvinininnnns 148
SEIVICES ..vovvevenreneieisrrenitieeser s s st sesraeresassesssaesaesbsassrasstsass 331
Other Industries ............ccoueee. !
TOTAL ALL INDUSTRIES 1854

1 Suppressed to avoid disclosing data of individual companies.
Source: U.8, Department of C ce, B of E Analysis

451
1
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ROMANIA

'Key Economic Indicators
(Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19971
Income, Production and Employment:
Nominal GDP2 .......c.cvrvmenecnnmenrmeennsneeiesssanes 353 35.62 314
Real GDP Growth {pct)3 .. 7.1 4.1 2.0
GDP by Sector:
Agriculture 7.0 6.9 6.8
Industry ... 12.3 12.7 10.6
Services* ............... 16.2 16.9 14.0
Per Capita GDP (US$) 1,665 1,664 1,389
Labor Force (millions) 10.6 104 10.4
Unemployment (pct) .. 9.5 6.3 9.0
Money and Prices (annual percentage gro :
Money Supgg Growth (M2) ......cccoeriiinnncinsnisnnienennns 71.6 66.0 111.8
Consumer Price Inflation 278- ..669. 1514
Exchange Rate (Lew/US$ - annual ave
OfFICIAL ..ovvverieniiireerinnniterensinnseteresinseinensesesssrsssssarenss 2,033 3,082 7,161
Balance of Payments and Trade:
Total Exports FOBS .........cccoceiiiimeiiininnnessneeins 7.9 8.1 8.8
Exports to U.S, (US$ mIns) 8 .........ccccervvrvmererrvvesenrens 200.8 180 300
Total IMPOrts CIFS ............oeocorvemmrmmmesressoseessossesseresreees 95 106 10.6
Imports from U.S. (US$ mIns)® ..........cccevercervernnnecs 4194 37568 - 347.6
Trade Balanceb ............cccocieniinnrivniioncnnnnoneieon -16 26 -1.7
Balance with U.S. (US$ mins)s .. .. <2186 -1958 -47.6
Current Account Deficit/GDP (pct) . 49 73 6.1
External Public Debt ............ 6.8 9.1 10.4
Debt Service Payments/GDP 38 5.6 8.0
Fiscal Deficit/GDP (pct) .........cocorvvvnnenes -2.6 -39 -3.7
Gold and Foreign Exchange Reserves 2.27 2.64 4.41
Aid from U.S. (US$ millions)® ............ 39.0 26.0 33.1
Aid from All Other Sources @ (US$ millio 200.7 142.6 76.9

1All figures for 1997 are estimates axtrapolated from dateavailable in October, 1997,
2GDP at factor cost,

3 Percentage changes calculated in local currency.

4Government expenditure Is included in services.

8 Merchandise trade.

$Source: Romanian National Statistics Commission.

TTotal banking system net international reserves; end of period.

8 Does not include military aid.

1. General Policy Framework

In early 1997, Romania’s newly elected government adopted an economic reform
program, backed by a stand-by agreement with the IMF. The Government of Roma-
nia has seen some success in implementing the macroeconomic stabilization pro-
gram: inflation has dropped, the current account deficit has been reduced, foreign
exchange reserves have increased, and the exchange rate has stabilized. The govern-
ment deficit is within the IMF-target of 4.5 percent of GDP. The government has
been less successful, however, in its restructuring and privatization efforts. More
than half of industrial production remains in state hands.

Romania is committed to becoming a member of the European Union, which is
by far Romania's largest trading Partner. In the first seven months of 1997, the EU
received 57.3 percent of Romania’s total merchandise exports and provided 51.7 per-
cent of its merchandise imports. In contrast, the United States accounted for only
3.95 osercent of Romania's exports and 3.92 percent of its imports during the same
period.

2, Exchange Rate Policy

The foreign exchange market was liberalized in February, 1897 and has been

functioning effectively since that time. Romania has passed legislation to implement

full leu-convertibility by the end of January, 1898, which will Increase domestic con:
fidence in the economic reform program.
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3. Structural Policies

Economic reform has entailed creating new laws in virtually every sphere: com-
merce, privatization, intellectual pro{)ert , banking, labor, foreign investment, envi-
ronment, and taxation. While new legislation is necessary to create a basis for a
market economy, the rate of change of legislation has also served as a brake on
trade and investment. For example, an emergency law on foreign investment was
issued in June, 1997, but the necessaririmplementing regulations were not put in
place until October. In the interim, Parliament decided to redraft the legislation to
gergvide a level pla{inf field for domestic as well as foreign investors. The result has
o dn to significantly slow the inflow of investment until the legal framework is clari-
ted.

In the agricultural sector, Romania has made significant progress in its reform
E:gram. rices for almost all products have been liberalized, export quotas have

n lifted, and tariffs have been reduced. Privatization and liquidation of state-
owned farms is on track.

In contrast, Romania has moved slowly to privatize and reform state-owned banks
or to restructure heavy industry, which remains largely in state hands. In August,
1997 the government announced plans to close 16 energy-intensive industries which
cannot pay their bills. Implementation of the plan has been uneven.

4. Debt Management Policies

At the end of 1996, Romania’s medium and long-term external debt amounted to
$6.9 billion. At the same time, the short-term debt amounted to $1.2 billion. The
National Bank’s foreign exchange reserves amounted to $550.7 million, and the com-
mercial banks’ reserves reached $1.6 billion. At the same time, Romania had claims
against foreign countries worth $3 billion, stemming from economic transactions._..
prior to December, 1989. N

Romania’s foreign indebtedness and external debt service ratio remain relatively
Lq;\lr_ ang nlmnagea le. The ceiling for 1997 foreign borrowing has been set at $3.2

illion by law.

5. Significant Barriers to U.S. Exports

Traditionally defined trade and investment barriers are not a significant problem
in Romania. There are no laws which directly é)rejudice foreign trade or business
ogerations. although EU and members of the Central Eum‘pean Free Trade Area
(CEFTA) enjoy tanff Ereferences for some goods as a result of Romania’s Association
Agreement with the European Union and membership in CEFTA as of July, 1997.

Bureaucratic red tape and uncertainties in the legal framework can make doing
business in Romania difficult. There is little experience in Western methods of nego-
tiating contracts and, once concluded, there is no effective means to enforce con-
tracts. In addition, title insurance is not available for property acquisitions and pur-
chasers are potentially subject to legal challenge by former owners or managers. The
absence of effective legal means for pressing claims against debtors is a further com-
plication for foreign investors.

The cost of doing business in Romania is hi?\a, l]()articularl for office rentals,
transportation, and telecommunication services. Lack of an eflicient, modern pay-
ments system further delays transactions in Romania. The capital requirements for
foreign Investors are not onerous, but income taxes are steep. Foreign companies in-
vesting over certain amounts qualify for some tax exemptions.

Investment barriers are few in Romania. The Foreign Investment Law allows up
to 100 percent foreign ownership of an investment project (including land), and
there are no legal restrictions on the repatriation of profits and equity capital. Gov-
ernmental approval of joint ventures requires extensive documentation. U.S. invest-
ment in Romania is increasing and by November, 1997, totaled $2564.5 million, rank-
ing the United States second among foreign investors after the Netherlands.

Romania is a member of the World Trade Organization, but not a signatory to
the agreement on government procurement or civil aircraft.

6. Export Subsidies Policies

The Romanian government does not provide export subsidies but does attempt to
make exporting attractive to Romanian companies. For example, the government
rovides for the total or partial refund of import duties for s that are processed
or export or are incorporated into exported products. The Romanian Export-Import
Bank engages in trade promotion activities on behalf of Romanian exporters of
goods produced in Romania.
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There are no general licensing requirements for exports from Romania, but the
government does prohibit or control the export of certain strategic goods and tech-
nologles.. For example, the government has on occasion banned the export of various
commodities due to domestic shortages. There are also export controls on imported
or domestically produced goods of proliferation concern.

7. Protection of U.S. Intellectual Property

_Romania has made significant progress in the area of intellectual property protec-
tion since the end of the communist era. Patent and trademark laws are in place
and legislation on pipeline protection for pharmaceuticals is expected to be passed
by the Parliament early in 1998. Copyright legislation, which was enacted in 1996,
has sparked new interest among American technology firms in investing and mar-
keting their products in Romania. The Romanian government has proven receptive
to offers of international assistance in enforcement, but has yet to establish a strong
enforcement record in the copyright area.

_Pirated copies of audio and video cassette recordings are available, but not openly
d'lsplayed. In a few cases, pirated films are broadcast via local cable television sta-
tions. Illegal compact discs sold in Romania are imported, but there are no known
exports of pirated products from Romania. An industry association representing U.S.
companies estimated annual losses due to piracy of intellectual property at roughly
$45 million in 1996.

Romania is member of Berne (the Stockholm Convention of (1968), World Intellec-
tual Property Organization, the Paris Industrial Property Convention, the Patents
Cooreration Treaty, the Madrid Convention, and the Hague Convention on Indus-
trial Design, Drawings and Models. As a country in transition, Romania will imple-
ment the WTO agreement on intellectual property on January 1, 2000.

8. Worker Rights

a. The Right of Association.—All workers except public employees, police, and
military personnel, have the right to associate freely and to g)rm and join labor
unions without prior authorization. Labor unions are free from government or politi-
cal party control but may engage in political activity, Labor unions may join federa-
tions and affiliate with international bodies, and representatives of foreign and
international organizations may freely visit and advise Romanian trade unionists:

b. The Right to Organize and Bargain Collectively.—Workers have the right to
bargain collectively. Basic wage scales for employees of state-owned enterprises are
established through collective bargaining with the state. There are legal limitations
on the right to strike only in industries such as defense, health care, transportation,
and telecommunications, which the government considers critical to the public inter-
est.

c. Prohibition of Forced or Compulsory Labor.—The Constitution prohibits forced
or compulsory labor. The Ministry of Labor and Social Protection effectively enforces
this prohibition,

d. Minimum Age for Employment of Children.—The minimum age for employment
is 16. Children as young as 14 may work with the consent of their parents or guard-
ians but only “according to their physical development, aptitude, and knowledge.”
Working children under 16 have the right to continue their education, and employ-
ers are obliged to assist in this regard.

e. Acceptable Conditions of Work.—Minimum wage rates are generally observed
and enforced. The Labor Code provides for a standard work week of 40 hours, with
overtime for work in excess of 40 hours, and paid vacations of 18 to 24 days annu-
ally. Employers are required to pa*additional benefits and allowances to workers
engaged in dangerous occupations. Nevertheless, some labor organizations press for
healthier, safer working conditions. The Ministry of Labor and Social Protection has
established safety standards for most industries, but enforcement is inadequate and
employers generally ignore the Ministry’s recommendations. On average, women ex-
perience a higher rate of unemployment than men and earn lower wages despite
educational equality. The average gross monthly wage in September 1997 wa
around $100. :

f. Rights in Sectors with U.S. Investment.—Conditions do not agbear to differ in
3oods-producing sectors in which U.S. capital is invested. Extent of U.S. Investment
in Selected Industries—U.S. Direct Inve-‘ment Position Abroad on an Historical

Cost Basis—1995
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Extent of U.S. Investment in Selected Industries—U.S. Direct
‘Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category

Amount

Petroleum .......c.ccevvneee eeerreer et sebe s es e s e s eae R Rrn e R errestesarsn

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

Wholesale Trade .................

Banking .........ccverennnrineniconene

Finance/Insurance/Real Estate

Services ......ccveerinrinnninnne s

Other Industries .........ccocrveverrvninrcrnveeinnns

TOTAL ALL INDUSTRIES ........cooccoeienierecrenrnrenrnnesensiesares

HOOQOQO = =

.
bt

roo -

18uppressed to avoid disclosing data of individual companies.
Source: U.8. Department of Commerce, Bureau of Economic Analysis

RUSSIA

Key Economic Indicators!
[Billions of U.S. Dollars unless otherwise indicated]

Income, Production and Employment:
Nominal GDP2 ...........ccceninnnininnnisaieseeiies 1,630
Real GDP Growth (P} v -4
GDP by Secto

Manuf'ac:h.u'mg2
Serviceg? ............... 76.4

Per.Ca GDP3

Labor Force (000s)

Unemployment Rate (pct) ......covevicrcviiiinenmiiinne

Money and Prices (annual percent growth):

Money Supply Growth (M2) .......c..ccvnimmmiineninnanon, 126

Consumer Price lndex ....................................................... 131
Exchange Rate

(ruble/USS$ - annual P 077 U 4567

Balance of Payments and Trade:

Total Exports (FOB)4 ... 78.2
Exports to US4 ... 43
’l‘otal Imports (CIF)+4 6
Imports from U.S.4 .......covnvnsiirennins 2

'l‘rade Balance4 .........c.ccceeernienmecinsesniinnes 3}.

7

Balance with U.S.¢ ....
Current Account ................ 1
External Public Debt ¢
Debt Service Palgments/GDP (pct) 1
Fiscal Deficit/GDP (pet) .......crvvereinnvsesisnsisnanns 5.
Gold and Forei Exchange’ ......cooceirnnniiaenn 17.1

- Aid from U.S. (US$ millions)® ........connn.
Aid from All Other SoUrces ..overvevrreisneennns peererseresnaraes N/A
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" 1Figures are from the Russian Statistics Committee (Roskomatat) and U.S. Embassy estimates.
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2In trillions of Russian rubles. Reliable dollar figures can not be developed due to quality of the data,
hlgh inflation and rapid de&redauon of the ruble agﬂnn the dollar, e Y
In rubles, 1990 prices. Reliable dollar figures can not be developed.
Source: State Customs Committee 1997 trade data are estimates based on first six months.
®Source: Intemational Monetary Fund. 1997 data as of June.
S USAID, total obligations for the year.

1, General Policy Framework

At the start of 1996, Russia embarked on a three-year economic stabilization pro-
Eram characterized by tight monetalgy, and fiscal policy. This program formed the

asis for a three-year $10.2 billion ‘Extended Fund Facilit (EB“F) credit from the
IMF. While performance has generally been deemed satis actory, the IMF delayed
disbursements in July, October, and December 1996 due to poor government reve-
nue collections, a problem that persists.

Despite the revenue shortfalls, the Government has held the line on s ending,
and the Central Bank has maintained a tight monetary policy. The fiscal deficit is
largely financed by domestic bond issues. As a result, inflation has continued to de-
cline, from an annual rate of 131% in 1995 to 14.9% in August, 1997. However, com-
fressed government spending has led to a build-up of arrears, creating a ripple ef-
ect throughout the economy. The Government has moved to address the problem,
eliminating pension arrears and the bulk of wage arrears to military servicemen,
with a pledge to bring all public sector wages current by January 1, 1998. The Gov-
ernment is pursuing tax reform to widen the tax base and increase revenues. At
the same time, the draft 1998 budget attempts to reduce the expenditure side of the
equation to bring revenues and expenditures closer in line.
- There are very preliminary indications that, after five straight years of decline,
the economy may be recoverin% Overall industrial ;]’roduction in July 1997 was
1.2% higher than the comparable 1996 period. Virtua ly all of this increase is due
to increased estimates of the activity of small businesses and the shadow economy,
the accuracy of which is difficult to measure. Production at large and medium firms
in Juy was down 2.8% versus the year earlier level. Freight haulaﬁe, an often used
secondary indicator of economic activity, was also down 6.5% in July over the same
period last year. Earlrv data for Ju(liy indicates & 5.6% decline in exports over the
same ﬂeriod in 1996. Imports, including estimates for informal shuttle trade are es.

sentially flat for the seven months ending in July.

2. Exchange Rate Policy

Russia has been an IMF Article VIII signatoxg since July 1, 1996, removing all
restrictions from current account transactions. Since that time, the Central Bank
has employed a “crawling band” mechanism to manaﬁe the currency, generally pur-
suing a policy of Fradua nominal depreciation. Exchange rates have remained at
the upper level of the band parameters of 5500-6100 in January to 5750-6350 at
year’s end. Tight monetaﬁy and fiscal policy, together with a healthy trade surplus
and increasing capital inflows has created pressure to aglpreciate the ruble and, in
real terms, the ruble has appreciated very ighthy since the beginning of 1997, 1998
exchange rate policy will be announced at the end of November.

3. Structural Policies '

- The pace of economic liberalization was renewed in March 1997 follawing sluggish
progress in 1996. The GOR moved forward on a program to restructure the “natural
monopolies” in Russia’s electricity, rail and gas sectors, starting with reasserting its
own influence on the boards of directors. There has been early progress on
rationalizing pricing, to help lower costs of these key inputs for manufacturing en-
terprises and plans to continue in this direction are on track. The GOR has also
managed to reduce subsidization of housing services, though this remains a heavy
burden for municipal budgets. To attack the problem of weak mr?nagement skills
among Russian entrepreneurs, President Yeltsin has proposed an' jnitiative to in-
crease business and management training for Russians domestically and abroad.
Agproximately 70 percent of GDP is now produced by private com anies. The July
1997 auction of a portion of the state telscommunications holdin company,
Svyazinvest, indicated that the government was shifting away from the non-com-
etitive practices that characterized the controversial loans-for-shares program. The
(%OR has promised more openness and transparency in future privatizations, and
to increase the revenues from the K am. By October, actual 1997 privatization _
proceeds exceeded the year’s target by 85%—a real turnaround from years of under-
performance. ,
Taxes in Russia are confusing, subject to constant revision and inconsistently ap-
plied. The Government submitted a revised draft tax code, designed to streamline

46-400 98 - 7
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and rationalize the tax system, to the Duma in April. Legislators approved the code
in its first reading (three are required for legislation to become law) in June, but
signaled that they still had major concerns with the Government’s draft. Discussion
about how best to pursue tax reform is on-going. However, implementation of any
new approved provisions, whether encapsulated in a unified code or submitted as
separate legislation, will be gradually phased-in. - ,

4. Debt Management Policies

After rescheduling, Russia has an external debt servicing to exports ratio of 5.8%.
In 1996, the Paris Club of official credjtors rescheduled Russia’s outstanding stock
of debt (more than $40 billion, including debt inherited from the former Soviet
Union) over 26 years. The agreement is subject to periodic reviews which are tied
to performance under the IMF EFF program. In October 1997, Russia concluded an
agreement with the London Club of commercial creditors to reschedule $24 billion
of commercial debt. Russia will commence payments under the rescheduling agree-
ment in December, 1997. In September 1997, Russia also joined the Paris Club as
a creditor, in an effort to recoup some of the estimated $52 billion in debt owed to
it by Paris Club debtor nations. Russia re-entered international capital markets in
November 1996 and has successfully placed two Eurobond issues (for $2 billion and
DM2 billion) to date. Such international borrowings are expected to become a stand-
ard feature of government financing in 1998 and beyond.

5. Significant Barriers to U.S. Exports

In general, Russia relies on tariff’ barriers for protection of domestic industry.
Russia raised import tariffs in several stages beginning from zero when the Soviet
Union split up. In March 1995, by presidential decree, these rates were revised to
raise the floor (except for a small list of zero-duty goods) to five percent and lower
the ceiling (except for a few luxury goods) to 30 percent. In the spring of 1996, the
Government raised tariffs on alcoholic beverages, chicken and seme other food prod-
ucts, resulting in an avera‘ge weighted tariff of 14 percent. In addition, excise taxes
and value added taxes (VAT) are applied to selected imported goods. Excise taxes
vary from 20 percent to 570 percent on a price exclusive basis. The VAT rate is cur-
rently 20 percent with the exception of selected food products, where it is 10 percent
and VAT is applied to the import price plus tariff plus excise tax. _ }

Import licenses are required for importation of various goods, including ethyl alco-
hol and vodka, combat and sporting weapons, self-defense articles, explosives, mili-
tary and ciphering equipment, encryption software and related e%uipment, radio-
active materials and waste including uranium, strong poisons and narcotics, and
g‘rrecious metals, alloys and stones. In October 1997, the Committee on Defensive

ade Measures proposed licensing of color TV imports, to go into effect in 1998;
this proposal awaits decision by the Council of Ministers. Most import licenses are
issued by the Russian Ministry of Foreign Economic Relations (MINFER) or its re-

ional branches, and controlled by the State Customs Committee. Import licenses
Aofli' sporting weapons and self-defense articles are issued by the Ministry of Internal
airs,

The June 1993 Customs Code standardized Russian customs procedure in accord-
ance with international norms. However, customs regulations change frequently,
(often without sufficient notice), are subject to arbitrary application, and can be
quite burdensome.

Based on Russia's July 1993 Consumer Protection law, many rproducts imported
for sale into the Russian Federation are required to have a certificate of conformity
issued by the Russian State Committee on Standards (Gosstandart). Gosstandart
tests and certifies products according to a combination of international (notably Eu-
ropean Union and Russian Government) standards. Certificates are required for
each food import shipment, as well as additional sanitary and phytosanitary certifi-
cates as necessary. Manufactured items can receive certificates allowing import of
a good over a three-year period. U.S. companies have complained of costly proce-

dures and arbitrary certification requirements. The Russian Federation is consider-. ..._.

- ing the establishment of reciprocal standardization with the United States and other
countries and acceptance of foreign certification by accredited institutions..

In July 1997, the Russian government announced the current food labeling law,
which requires that imported food have labels in the Russian language containing
information on content, nutritional value, shelf life, conditions of storage, and use
of the product. The Russian importer is responsible for complying with the import
labeling requirements, not the U.S. exporter or supplier. The new law strengthens
the role of the State Committee for Standards (Gosstandart) in managing these re-
quirements by providing instructions and other details. Gosstandart also proposed
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in 1997 use of a new holographic mark of conformity with Russian regulations for
a few goods, but this requirement, which is considered by foreign investors to be
costly and unnecessary, has not been finalized.

Although under current law little of Russia’s legislation in the services sector is
overtly protectionist, the domestic banking, securities and insurance industries have
secured concessions in the form of Sresxdential decrees. Foreign participation in

" "banking, for example, is limited to 12 percent of total banking capital. In practice,
because of latent protectionism and nontransparent requirements, foreign compa-
nies are often disadvantaged vis-a-vis Russian counterparts in obtaining contracts,
approvals, licenses, registration, and certification, and in paying taxes and tees. Ne-
gotiation of greater market access for foreign firms is complicated by the fact that
service industries are not yet well developed and the Russian government still needs
to decide the degree of foreign participation it will permit. Many service industries
still lack comprehensive regulatory legislation.

Although there are no current, significant legal barriers to doing business in Rus-
sia, Russian foreign investment regulations and notification requirements are con-
fusing and contradicm. The Ministry of Finance, local authorities and/or various
central government ies all register foreign investments. Prior approval is re-
quired for investment in new enterprises using assets of existing Russian enter-
prises, foreign investment in defense industries (which may be prohibited in some
cases), investment in the exploitation of natural resources, all investments over 50
million rubles, investment ventures in which the foreign share exceeds 50 percent,
or investment to take over incomplete housing and construction projects, Additional
registration requirements exist for investments exceeding 100 million rubles.
Projects involving large scale construction or modernization may also be subject to
expert examination for environmental considerations. Although the situation has
improved over the past few years, foreigners encounter significant restrictions on
ownership of real estate in some cities and regions in Russia.

The 1991 Investment Code guarantees foreign investors rights equal to those en-
joyed by Russian investors. Senior GOR officials have reconfirmed many times Rus-
sia’s desire to attract foreign participation in privatization, but in practice the
bounds of the foreign role varies by sector and region. For example, foreign partici-

- pation is sharply limited in some “strategic” sectors. In the 1995 loans-for-shares
privatization program, foreign investors were banned from the oil, gas, and precious
metals sectors.

The government maintains a monopoly on the sale of precious and several rare-
earth metals and conducts centralized sales of diamonds, and conducts centralized

purchases for export of military technology. In September and October, gold and dia-

" mond trading were liberalized slightly, but state control is still intact. In August
1997, a series of presidential decrees were enacted which established tighter control
over military exports by the state enterprise Rosvooruzheniye, enabled two addi-
tional state firms to sell military goods and technology, and opened the door to fu-
ture direct sales by arms manufacturers, if licensed and approved by the Ministry \
of Foreign Economic Relations.

The Russian legislature is currently cohsidering amendments to the Russian Law
on Foreign Investments; the first version of this bill, consideréd in February 1997,
was more restrictive than current legislation and likely to discourage foreign invest-
ment and trade. Proposals in the draft legislation would restrict or ban foreign in-
vestment in numerous industries and services; impose new barriers to the import
of capital equipment; introduce ambiguities into Russia’s legal protection of intellec-
tual property rights, and reduce investment climate stability by limiting .
grandfathering provisions. ot 3

Most of these issues are the subject of discussion, as Russia continues negotia-
tions on its accession to the World Trade Organization (WTO). By the end of 1997,
the Government had completed seven WTO working party meetings. Russia has in-
dicated that its initial WTO market access offer_for goods. could. be_tabled. in early. ......—w.

——~1998; the §ervices offer is éxpected o take more time. Russia is not yet a signatory

of the WTO Government Procurement or Civil Aircraft agreements.

6. Export Subsidies Policies

The Government of the Russian Federation has not instituted export subsidies,
although a 1996 executive decree allows for provision of soft credits for exporters
and government guarantees for foreign loans. The government does provide some
subsidies for the production of coal. Soft credits are at times provided to small enter-

prises for specific projects.
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7. Protection of U.S. Intellectual Property ;

. In 1992-93, Russia enacted laws strengthening the protection of patents, trade-
marks and appeliations of origins, and copyright of semiconductors, computer pro-

ms, literary, artistic and scientific works, and audio/visual recordings. Legal en-
orcement of intellectual prosert.y rights (IPR) imDproved somewhat in 1997 with a
series of raids on pirates and some seizures of CD’s at the border by Russian Cus-
toms. A néw criminal code took effect January 1, 1997, that contains considerably
stronger penalties for IPR infringements. By presidential decree, a higher patent
chamber is to be established at the Russian Patent and Trademark Agency
(Rospatent) which should bring greater expertise and efficiency to the resolution of
E‘:tent and trademark disputes. Rospatent is also seeking to establish a Russian

ademark Owners Association to represent the concerns of trademark holders.
Nevertheless, widespread sales of pirated U.S. video cassettes, recordings, books,
computer software, clothes, toys, foods and beverages continues and several U.S. in-
dustry groups have charged that losses from violation of intellectual property rights
in Russia are exceeded only by those in China. This lack of enforcement resulted
in Russia being placed on the Priority 301 watch list in 1997. The lack of sufficient
retroactive ci)})yrlght protection for U.S. works in Russia remains a key issue of con-
cern for the United States.

The patent law includes a grace period, procedures for deferred examination, pro-
tection for chemical and pharmaceutical products, and national treatment for for-
eign patent holders. Inventions are protected for 20 years, industrial designs for ten
years, and utility models for five years. The law on trademarks and appellation of
origins introduces for the first time in Russia prrtection of appellation of origins.
The law on copyright and associated rights, enacted in August 1993, protects all
forms of artistic creation, including audio/visual recordings and coméxuter programs
as literary works for the lifetime of the author plus 50 years. The September 1992
law on topography of integrated microcircuits, which also protects computer pro-
%'_rams, protects semiconductor topographies for ten years from the date of registra-

ion.

Russia has succeeded to the obligations of the former Soviet Union under the Uni-
versal ngyright Convention, the Paris Convention, the Patent Cooperation Treaty,
and the Madrid Aﬁreement. In March 1995 Russia acceded to the Berne Convention
and the Geneva Phonograms Convention. Under the United States-Russian bilateral
investment treaty (signed in 1992 but not yet ratified by the Russian Parliament)
Russia has undertaken to protect investors' intellectual property rights. The bilat-
eral trade agreement stipulates protection of the normal range of literary, scientific
and artistic works through legislation and enforcement.

8. Worker Rights

a. The Right of Association.—Legally, workers enjoy the right to join and form
trade unions. Roughly 55 percent of the labor force is organized. The Federaticn of
Independent Trade Unions of Russia (FNPR), the successor ozﬁanization to the com-
munist trade unions, dominates the trade union movement. FNPR unions frequently
include management as part of the bargaining unit. Employee benefits can vary de-
pending on union affiliation, and can discourage the formation of new unions.

b. The Right to Organize and Bargain Collectively.—Collective bargaining is pro-
tected under the law. Most strikes, however, are considered technically illegal since
often the labor dispute at issue was not first reviewed by an arbi‘ration court. The
court has the right to order the confiscation of union pmfaerty to - ettle damages and
losses to an employer if a strike is found to be illegal. An increasing number of
strikes are therefore organized by strike committees, rather thun unions.

Various employers have refused to negotiate collective barFaining agreements.
Management also frequently refuses to provide the financial information demanded
by trade unions, If trade unions ask for such information, enterprise management
is legally required to provide it. There have been incidences of reprisals for organiz-
ing, protesting and strike activity.

Russia has no export processing zones. Worker rights in the special economic
zones/free trade zones are fully covered by the Labor Code.

c. Prohibition of Forced or Compulsory Labor.—The Labor Code prohibits forced
or compulsory labor.

d. Minimum Age g'or Employment of Children.—Regular employment for children
under the age of 16 ir prohibited under the Labor Code. The Code also regulates
the working conditions of children under the age of 18, including banning dan-
gerous, nighttime and overtime work. Children may, under certain specific condi-
tions, work in apprenticeship or internship programs at age 14 and 15. Although,
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in some instances, children can be found selling consumer goods on street corners, - -

accepted social En‘ohibitions against employment of children and the availability of
adult workers at low wage rates combine to prevent widespread abuse of child labor.

e. Acceptable Conditions of Work.—Non-payment of wages continues to be the
most widespread abuse of the Labor Code experienced by Russian workers. As of
July 1997, official government statistics showed that workers were owed 54.6 tril-
lion rubles or roughly 9.4 billion dollars in accumulated wage arrears. About 80-90
percent of all arrears are due to failure to pay by enterprises. Wage arrears are the
srimary reason for the over 5000 enterprises and organizations that were struck in

anuary and February 1997, and the over 4000 that were struck in March 1997.
Wage arrears affect all manner of workers, from air traffic controllers to draftees
in the military and are especially prevalent in the education, medicine, industry and
energy/coal sectors. Wage arrears across industries range between three and nine
months. The government in 1997 succeeded in paying off pension arrears and the
bulk of wage arrears for the military and was working to complete elimination of
arrears for all other workers paid out of the budget.

Although a small but increasing percentage (perhaps 6 percent) of workers owed
back wages have sought relief through the court system, this has proved to be a
lengthy process. Indexation of back wages is not automatic.

Many enterprises, because of systemic non-payments and debts owed them, are
not in a position to pay their employees. Elsewhere, poor management and corrup-
tion have meant that workers are not paid even though managers control sufficient
funds to do so. Neither enforcement actions by the labor ministry and court judg-
ments against enterprises have been sufficient to stem wage arrears. A presidential
spokesman said that illegal non-payment of wages continues because there is a min-
imum of disciplinary measures specified in the Civil Code and no criminal liability.
Criminal liability for administrative violations of labor legislation was annulled in
January 1997. In order to draw public and federal government attention to their
plight, and place political pressure on the enterprises to resolve their wage arrears,
many workers resorted to mass hunger strikes, demonstrations, picketing, blocking
roads and rail lines, hostage-taking, and, in individual instances, suicide.

Wage arrears are a very significant problem for workers because of the relative

lack of labor mobility, due to both lack of a developed real estate market and the

system of residency permits Still in effect i.. some cities, such as Moscow. The mini-
mum wage in Russia in 1997 was 83,490 rubles (roughly 14 dollars) per month.

Workers were also at high levels of risk of industrial accidents or death. In 1995,
the leading cause of death for Russians of working age was accidents and traumas,
which caused 39 percent of deaths in this age group versus 16 percent for all age
groups. In 1996, work-related deaths and injuries increased over 1995, to 6.1 inju-
ries per 1000 workers, up from 5.5.in 1995,

f. Rights in Sectors with U.S. Investment.—Observance of worker rights in sectors
with significant U.S. investment (petroleum, telecommunications, food) did not sig-
nificantly differ from other sectors.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

{Millions of U.S. doliars]

Category Amount

Petroletm .....occeovviiieiieiieinirireerreneesineenereese st essesisssssesiossans 258
Total Manufacturing ............ccemneiiiiinnninnannn. 298

Food & Kindred Products ...........ccoocevrvmencmecrivconnnmnennniinnne 1

Chemicals & Allied Products .........ccccieivcrcnicinnnsicnoniineens 16

Metals, Primary & Fabricated .............. i

Machinery, except Electrical ......c..ccoeevvnieiinciininiiinnnnin 1

Electtic & Electronic Equipment ..........ccoovnieinniciranis -1

Transportation Equipment ...............u. rerveereseeees (2)

Other Manufacturing ............ vreeenaiaens 4
Wholesale Trade . .- 1
Banking ....coicennnennniininiennn, . 1
Finance/Insurance/Real Estate ...........c.ccccovieennircecinarinsenine 503
SIVICEE 1ovvevreeeernrereeiuerssenioniessrstrorsssareseessssssenssasssssssinensinassneneoss -3

Other Industries ...........ccovneieinecnenicsinneisnun rererererreireaess 204
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- Extent of U.S.-Investment-in Selected Industries—U.8: Direct~ -~

Investment Position Abroad on an Historical Cost Basis—1996—Continued
{Millions of U.S. dollars}

Category Amount
TOTAL ALL INDUSTRIES ......cceourvininrericnmsinessisneesnensse 1311
¥8upp d to avold disclosing data of Individual companies.

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

SPAIN

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995 1996 19971

Income, Production and Employment:

Real GDP (1986 prices)? .........ccccervereierriniecsnnsssseesnenns 3344 3367 3300.0
Real GDP growth (pct)4 .... 2.7 23 3.2
GDP (at current Prices) ......c.ocemmccrnnserrceerneeseresesesssees 559.6 580.9 527.0
By sector:
Agriculture . 16.4 20.1 17.5
Industry ..... 1360 136.2 122.0
Construction 46.0 45.2 40.0
Services ...... 3307 3448 310.0
Government ... 93.4 95.7 83.6
Per capita GDP . 14,239 14,595 13,165
Labor Force (000: 15,878 15936 16,100
Unemployment Rate (pct) 2.8 21.7 21.0

Money and Prices (annual percentage growth):

Money supp%( M2) oo e esres 3.1 7.0 10.0
Consumer Price Inflation ..........c.ccccrvernnernisecnane 4.7 36 2.2
Exchange rate .

(Pta/US dol - Annual Average) 1247 1266 147.0

Balance of Payments and Trade:

Total exports FOBS ............cccovciieiinvcncinensennniesnneens 90.7 102.8 90.0

Exports to U.S.8 ........... 38 4.3 4.2
Total imports CIF5 ......... 1136 1225 106.0

Imports from U.S5 ..., 7.4 8.0 7.1
Trade Balances® ............... -22.9 -19.7 -16.0

Balance with US5 .......... -3.6 -3.7 -2.9
Fiscal deficit/GDP (pct) ......cccovvuieenn 6.6 44 3.0
External Public debt ............cccevneee. N/A N/A N/A
Debt service payments (paid) ............... N/A N/A N/A
Gold and foreign exchange reserves 382 61.8 75.0

997 Figures are all estimates based on available monthly data in August 1997,
GDP at factor cost. -
Devaluation

Percen| changes calculated in local currency.

Merchandise trade.

1. General Policy Framework

Spain’s economy is growing well, even better than expected for 1997 (originally
expected growth was 3.0 percent, but latest projections show 3.2 percent). This
g:owth is expected to continue at similar levels through 1998. Growth is broadly

sed and enjoys m?;or supﬁort from agricultural exports, capital goods investment,
and finally, after a slight fall off in 1996, private consumption.

Increases in private consumption offset declines on construction investment and
public sector consumption as the current government (led by the Partido Popular
since March 1996) continues to maintain a tight fiscal policy.

The stock market has reached new highs throughout the year and weathered well
the gyrations of late October 1897. Due to substantial investment inflows Spain en-

LK
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{c}ys an increasingly positive current account and a narrowing trade deficit with the
e nited States.

Much of Spain’s economic policy has focused on meeting Maastricht Treaty targets
which set out criteria for consideration to join the European Monetary Union. These
ﬁolipnes have already reaped benefits in the form of lower interest rates and low in-

ation rates which have helped Spain promote investment and spur consumer de-
mand. These latter activities have provided greater than anticipated tax-receipts
which jn"turn have allowed Spain to meet handily government deficit/GDP targets.
Annual inflation, at 2.1 percent, is at its lowest level in over thirty years. Past gov-
ernment budget cuts, higher than expected tax receipts, and lower than expected
payments for servicing government debt will allow this government's deficit/tGDP
ratio to fall below 3 gercent in 1997. However, the government debt/GDP ratio is
expected to reach 69.6 percent in 1997 (above the Maastricht target of 60 percent).

Unemployment remains the one area in which structural policies have not yet
made significant inroads. The present government encouraged direct negotiations
between employers and unions on employment terms in 1998 instead of looking to
the government to make changes through legislation. Earlier this year the two sides
agreed on changes in hiring practices that would lessen somewhat the high fixed
cost of permanent new hires. This step in the right direction, combined with a buoy-
ant economy, have succeeded in lowering the unemployment rate to below 20 per-
cent for the first time since 1992. Continuing rigidities in the labor market, if
unaddressed, will affect Spain’s competitiveness in a single currency area.

2. Exchange Rate Policy

Spain’s ma{]or interest is in staying within a very close margin with the DM to
prepare for the fixing of exchange rates. The rate has remained at 84-85 pesctas
to the DM throughout 1997. We believe the Bank of Spain has intervened on var-
ious occasions to forestall a rise in the peseta/DM rate. Foreign currency reserves
stand at 72.1 billion dollars as of October 1997, up from 61.8 billion dollars in 1996.

3. Structural Policies

As a member of the European Union, Spain has eliminated tarifl barriers for im-
Forts from other EU countries and applies common EU external tariffs to imports
rom non-EU countries. Similarly Spain will be bound to the mutual recognition
agreements in its application of certain non-tariff regulations applied to eight cat-
egories of goods from the United States.

In 1989, as part of the investment sector-reforms necessary to comply with EU
membership, Spain made stock market rules and operations more transparent and
provided for the licensing of investment banking services. The reform also eased
conditions for obtaining a broker’s license. A 1992 investment law removed many
administrative requirements for foreign investments. EU resident companies (i.e.
companies deeme: Eur%)ean under Article 58 of the Treaty of Rome) are free from
almost all restrictions. Non-EU resident investors must obtain Spanish government
authorization to invest in broadcasting, gaming, air transport, or defense. Restric-
tions on broadcasting and in transport are facing increasing pressure as the govern-
ment looks to tprivatizing its national airline (perhaps in 1999), and completes the
privatization of its telephone company.

Faced with the loss of the Sganish feed grain market as a result of Spain’s mem-
bership in the EU, the United States negotiated an Enlargement Agreement with
the EU in 1987 which established a 2.3 million ton annua quota for Spanish im-
{mrts of corn, specified non-grain feed ingredients and sorghum from non-EU coun-

ries. The Uruguay Round agreement had the effect of extending this agreement in-
definitely. The United States remains interested in maintaining access to the Span-
ish feed grain market and will continue to press the EU on this issue. U.S. exports
of corn and sorghum, valued at about 500 million dollars annually, are an important
part of U.S. trade with Spain.

Under its EU accession agreement, Spain was forced to transform its structure
of formal and informal import restrictions for industrial products into a formal sys-
tem of import licenses and quotas. While Spain does not enforce any quotas on U.S.-
origin manufactured products, it still requires import documents for some goods,
which are described below. Neither of the following documents constitute a trade
barrier for U.S.-origin goods.

Import Authorization, (Autorizacion Administrativa de Importacion, AAlD) is used
to control imports which are subject to quotas. Although there are no quotas against
U.S. goods, this document may still be required if part of the shipment contains
products or goods produced or manufactured in a third country. In essence, for U.S.
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origin goods, the document is used for statistical purposes only or for national secu-
rity reasons.

Prior notice of imports (Notificacion previa de importacion) is used for merchan-
dise that circulates in the EU Customs Union Area, but is documented for statistical
purposes only. The importer must obtain the document and present it to the Gen-
eral Register.

Importers apply for import licenses at the Spanish Genera! Register of Spain's
Secretariat of Commerce or any of its regional offices, The license application must
be accompanied by a commercial invoice that includes freight and insurance, the
C.LF. price, net and gross weight, and invoices number. License agplication has a
minimum charge. Customs accepts commercial invoices by fax. The license, once

anted, {s normally valid for six months but may be extended if adequate justifica-

ion is provided.

Goods that are shipped to a Spanish customs area without proper import licenses
or declarations are usually subject to considerable delay and may run up substantial
demurrage charges. U.S. exporters should ensure, prior to making shipments, that
the necessary licenses have been obtained by the importing party. Also, U.S. export-
ers should have their importer confirm with Spanish customs whether any product
ggprovals or other special certificates will be required for the shipment to pass cus-

ms.

The Government of Spain has signed and ratified the Marrakech Agreement
which concluded the Uruguay Round of multilateral trade negotiations and estab-
lished the World Trade Organization.

4. Debt Management Policy

Twenty percent of Spanish medium and long-term debt is held by non-residents.
The Spanish 'govemment has standby loan arrangements in foreign currency with
a consortia of foreign banks and has an agreement with several investment banks
to float bonds in foreign markeis as an alternative to domestic financing. Approxi-
mately one-third of Spanish government debt is short-term (less than one year) and
less than one quarter is long-term (i.e. maturities greater than five years).

At the end of October 1997, international reserves at the Bank of Spain totaled
72.1 billion dollars.

6. Significant Barriers to U.S. Exports

Import Restrictions: Under the EU’'s Common icultural Policy (CAP), Spanish
farm incomes are protected by direct payments and guaranteed farm prices that are
higher than world prices. One of the mechanisms for maintaining this internal sup-
port are high external tariffs that eﬂ‘ectiveg' keep lower priced imports from enter-
Ing the domestic market to compete with domestic production. However, the Uru-

ay Round agreement has required that all import duties on agricultural products
g ooxbeduced by an average of 36 percent during the six year period beginning in

In addition to these mechanisms, the EU employs a variety of strict animal and
plant health standards which act as barriers to trade. These regulations end up se-
verely restricting or prohibiting Spanish imports of certain plant and livestock prod-
ucts. One of the most glaring examples of these policies is the EU ban on imports
of hormone treated beef, imposed in 1989 with the stated objective of protecting
consumer health. Despite a Erowing and widespread use of illegal horones in
Spanish beef production, the EU continues to ban U.S. beef originating tvom feed
lots where growth promotants have been used safely and under strict reguletion for
many years. In August 1997, the WTO ruled that the ban was illegal and must be
:i%rggved. The WTO is expected to rule on the EU’s appeal of that decision in carly

One important aspect of Spain's EU membership is how EU-wide phytosanitary
regulations, and regulations that ?ovem food ingredients, labeli;z; and packaging
impact on the Spanish market for imports of U.S. agricultural products. The major-
ity of these regulations took effect on January 1, 1993 when EU “single market” leg-
islation became fully implemented in Spain, and now agricultural and food product
imports into Spain are subject to the same regulations as in other EU countries.

While many restrictions that had been in operation in Spain before the transition
have now been lifted, for certain products the new regulations impose additional im-
fort requirements. For example, Spain now requires any foodstuff that has been
reated with ionizing radiation to caog an advisory label. In addition, a lot markin
is now required for any packaged food items. Spain, in adhering to EU-wide stand-
ards, continues to impose strict requirements on product labeling, composition, and
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_ingredients. Like the rest of the EU, Spain prohibits imports which do not meet a
variety of unusually strict product standards. Food producers must conform to these
standards, and importers of these products must register with government health
authorities prior to importation.

Telecommunications: While most of the EU member countries will liberalize their
telecommunications markets beginning January 1, 1998, Spain has obtained a dero-
gation from the EU Commigsion to delay complete liberalization of its telecommuni-
cations sector until December 1998. Prior to this date, the Spanish Government
plans to phase in competition in basic telephony through a duo;lmly comprised of re-
cently privatized monopolly operator Telefonica, and (also recently privatized) second
operator Retevision, Cable operators could also provide basic telephony beginning
January 1, 1998, but only using their own networks; that is, they cannot provide
basic telephony by interconnecting with the Telefonica or Retevision networks. This,
in combination with several other mitigating factors, has resulted in a slow start
for the establishment of the cable sector in Spain. The Spanish Government has also
announced plans for a third fixed telephony license to be issued sometime in 1998,

On the other hand, digital television, especially via satellite, has emerged as a

romising industry in the Spanish market. There are two digital television plat-

orms, Via Digital and Canal Satellite Digital, which currently offer digital tele-
vision programming. Retevision has announced plans to offer a competing digital TV
package provided over a terrestrial network. Spain’s mobile telephony market has

also experienced a very rapid growth in subscribers. Bidding for a third mobile li-
cense is scheduled for sometime in early 1998. New c;pportunities are emerging in
advanced telecommunications services, including the Internet and high-speed data
transmission. Finally, the Spanish Government recently established the Tele-
communications Market Commission as an independent regulatory authority to
oversee all activity in this sector.

Government Procurement: Spain’s Uruguay Round government procurement obli-
gations took effect on January 1, 1996. Under the bilateral U.S.-EU government pro-
curement agreement, Spain's oblfi]gations took effect also on January 1, 1996, except
those for services which took effect on January 1, 1997. Offset requirements are
common in defense contracts and some large non-defense related and public sector
purchases (e.g. commercial aircraft and satellites).

Television Broadcasting Content Requirements : The EU revision of the 1989 “Tel-
evision Without Frontiers” Broadcast Directive was completed in 1997, without sig-
nificant change. It left intact the flexible language of the original version as regards
the quota regime which mandates that 51 percent of broadcast time be allocated to
European content and avoided extending its scope to the new technologies. There-
fore, insofar as it was affected by this directive, the market in Spain for U.S. audio-
visual products remains the same.

Motion Picture Dubbing Licenses and Screen (‘uotas: In January 1997, the Span-
ish Government adopted the implementing r{aFu ations for the 1994 Cinema Law,
which had Krovoked a strong reaction from U.S. industry because of protectionist
Frovisions that sought to reserve a portion of the theatrical market for EU-produced
ilms, Thanks to successful industry-government negotiations, the new regulations
significantly ease the impact of the 1994 law on non-EU producers and distributors
as it applies to screen quotas and dubbing licenses. For screen quotas the new re-
quired ratio for exhibitors is changed from one day of EU-produced film for every
two days of non-EU-produced film to one day for every three days. The incentive
provision for films dubbed into a minority language film such as Catalan is more
generous than the original version.

For dubbing licenses, the regulations established a three-tiered system. Up to
three licenses may be earned by showing a single EU-produced film—the first when
the film's box office receipts exceed 10 million pesetas, the second when they exceed
20 million pesetas, and a third when they exceed 30 million pesetas. If a film is
dubbed, it must be dubbed into a minority language and earn at least 5 million
pesetas in the minority language version to qualify for the third license. Despite
these protectionist elements, Spain’s theatrical film system has been modified suffi-
ciently so that it is no longer a major source of trade friction as it was in recent
years.

Product Standards and Certification Requirements: Product certification require-
ments (homologation) have been liberalized considerably since Spain’s entry into the
EU. After several years in which telecommunications equipment faced difficulties,
Spain adapted its national regulations in this area to conform to EU directives, For
example, now all telecom equipment must carry the CE mark, which certifies that
it complies with all applicable EU directives, This process may take three to four
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moriths after all tests have been performed and necessary documents are submitted.
However, recognition from other EU countries and an early presentation of atl docu-
mentation can speed up the process considerably. There is still some uncertainty as
to whether the earlier exemption from homologation and certification requirements
for equipment imported for military use is still valid.

In general there has been improved transparency of process. For example, the CE
registration for medical equipment from any of the EU member states is considered
valid here. Thus, the product registration procedure is shortened (to about six
months) and no longer must be initiated by a Spanish distributor. Pharmaceuticals
and drufs still must go through an approval and registration process with the Min-
istry of Health requiring several years unless previously registered in an EU mem-
ber state or with the London-based EU Pharmaceutical Agency, in which case the
grocess is shortened to a few months. Vitamins are covered under this procedure;

owever, import of other nutritional sugplements is prohibited, and they are dis-
pensed only at pharmacies. Spanish authorities have been cooperative in resolving
specific trade problems relating to standards and certifications brought to their at-
tention. The United States has been negotiatinl; with the EU for mutual recognition
of product standards and acceptance of testing laboratory results.

6. Export Subsidies Policies

Spain aggressively uses “tied aid” credits to promote exports, especially in Latin
America, the Maghreb, and more recentl{{_, China. Such credits reportedly are con-
sistent with the OECD arrangement on officially supported export credits.

As a member of the EU, Spain benefits from EU export subsidies which are ap-
Blied to many agricultural products when exported to destinations outside the

nion. Total EU subsidies of Spanish agricultural exports amounted to about 220
million dollars in 1996. Spanish exports of grains, olive oil, other oils, tobacco, wine,
sugar, dairy groducts, beef, and fruits and vegetables benefited most from these sub-
sidies in 1996,

7. Protection of U.S. Intellectual Property

Spain adopted new patent, copyright, and trademark laws, as agreed at the time
of its EU accession in 1986. It enacted a new patent law in March of 1986, a new
coi)yright law in November 1987, and a new trademark law in November of 1988.
All approximate or exceed EU levels of intellectual property protection. Spain is a
party to the Paris, Berne, and Universal co%izﬁght conventions and the Madrid Ac-
cord on Trademarks. Spanish government officials have said that their laws reflect
genuine concern for the protection of intellectual property.

In October 1992, Spain enacted a modernization patent law which increases the
protection afforded patent holders. At that time, Spain's {(aharmaceutical process pat-
ent protection regime expired and product protection took effect. However, given the
long (10 to 12 year) research and development period required to introduce a new
medicine into thue market, industry sources point out that the effect of the new law
will not be felt until after the turn of the century. U.S. pharmaceutical manufactur-
ers in Spain complain that this limits effective patent protection to approximately
eight years and would like to see the patent term lengthened. Of at least equal con-
cern to the U.S. industry is the issue of parallel imports, i.e. lower-priced products
manufactured in Spain that are diverted to northern European markets where they
are sold at higher prices. U.S. companies have suffered significant losses as a result.
While the pharmaceutical sector would like the Spanish govermment to intervene,
it looks to the EU Commission to resolve this Single Market problem.

The copyright law is designed to redress historically weak protection accorded
movies, video cassettes, sound recordings and software. It includes computer soft-
ware as intellectual property, unlike the prior law. In December 1993, legislation
was enacted which transposed the EU software directive. It includes provisions that
allow for unannounced searches in civil lawsuits. Some searches have taken place
under these provisions.

According to industry sources, Spain has a relatively high level of computer soft-
ware piracy despite estimated declines in the last two years. Industry estimates for
1996 show a drop to 63 percent from 74 percent in 1995. Therefore, concerned
groups have focused increasingly on enforcement, with industry and government co-
operating on a series of problems aimed at educating the judiciary, police and cus-
toms officials to be more rigorous in their pursuit of this problem.

Motion picture (i.e. video) and audio cassette piracy also remains a problem. How-
ever, thanks to the Spanish government prohibition on running cable across public
thoroughfares and strict enforcement of the copyright law that holds that no motion
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picture can be shown without authorization of the copyright holder, the incidence
of “community” video piracy has declined.

Spain's trademark law incorporates by reference the enforcement procedures of
the patent law, defines trademark infringements as unfair competition and creates
civil and criminal penalties for violations. The government has drafted a new trade-
mark law which will incorporate TRIPs, the Community Trademark Directive,
and the Trademark Law Treaty, and which it anticipates will be enacted in 1898.

" National authorities seem committed to serious enforcement efforts and there con-
tinue to be numerous civil and criminal actions to curb the problem of trademark
infringement. To combat this problem in the textile and leather goods sector, the
Spanish government had begun to promote the creation and sale of devices to pro-
tect trademark ﬁoods and to train police and customs officials to cope more effec-
tively, Despite these efforts, industry estimates rank Spain as the country with the
second highest incidence of trademark fraud in the clothing sector in Europe.

8. Worker Rights

a. The Right of Association.—All workers except military personnel, judges, mag-
istrates and prosecutors are entitled to form or join unions of their own choosing
without previous authorization. Self-employed, unemployed and retired persons may
join but may not form unions of their own. There are no limitations on the right
of association for workers in special economic zones. Under the constitution, trade
unions are free to choose their own representatives, determine their own policies,
represent their members’ interests, and strike. They are not restricted or harassed
by the government and maintain ties with recognized international organizations.

b. The Right to Organize and Bargain Collectively.—The right to organize and
bargain collectively was established by the Workers Statute of 1980. Trade union
and collective bargaining rights were extended to all workers in the public sector,
except the military services, in 1986. Public sector collective bargaining in 1989 was
broadened to include salaries and employmeat levels. Collective bargaining is wide-
spread in both the private and public sectors. Sixty percent of the working popu-
lation is covered by collective bargaining agreements although only a minority are
actually union members. Labor regulations in free trade zones and export processing
zones are the same as in the rest of the country. There are no restrictions on the
right to organize or on collective bargaining in such areas.

¢. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is out-
lawed and is not practiced. Legislation is effectively enforced.

d. Minimum Age for Employment of Children.—The leial minimum age for em-
gloyment as established by the Workers Statute is 16. The Ministry of Labor and

ocial Security is primarily responsible for enforcement. The minimum age is effec-
tively enforced in major industries and in the service sector. It is more difficult to
control on small farms and in family-owned businesses. Legislation prohibiting child
labor is effectively enforced in the special economic zones. The Workers Statute also
prohibits the employment of persons under 18 years of z}&e at night, for overtime
work, or for work in sectors considered hazardous by the Ministry of Labor and So-
cial Security and the unions.

e Accegtable Conditions of Work.—Workers in general have substantial, well de-
fined rights. A 40 hour work week is established 1y law. Spanish workers enjoy 12
paid holidays a year and a month’s paid vacation. The employee receives his annual
salary in 14 payments—one paycheck each month and an “extra” check in June and
in December. The minimum wage is revised every year in accordance with the
consumer price index. Government mechanisms exist for enforcing working condi-
tioni and occupational health and safety conditions, but bureaucratic procedures are
cumbersome.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

Category Amount
PetroleUm ...coccieiiveerinieriecreriiiirseesenrvnssensessersosesssseesnassessassnsasee 191
Total Manufacturing ............... 7109
Food & Kindred Products .......... 1689

Chemicals & Allied Products ...... 990
Metals, Primary & Fabricated ............c.c.coo.. cerernerrarans 203
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S. dollars]

Category

Amount

Machinery, except Electrical ..........ccovernvernnrinnrninsinninens 579
Electric & Electronic Equipment ...........cooovvvivvnncciiincnnns 954 -
Transportation Equipment ............oovvccnnenn 1736
Other Manufacturing ...........cccnveviniiienrnnans 958

Wholesale Trade ...
Banking ......cccnnnmnieniinneonsnnnnin .
Finance/Insurance/Real Estate ........ccocvevevrvivnenrirvneriensrinns
SerVICES ..vvivviieiirriniiiniiinenerrees e e e er e seens s sase b s
Other INAUSLEIES ......cccovernveirinrineniinrenrnen e sesesoree
TOTAL ALL INDUSTRIES ......ccocovvivvcemreenrerenrnreeenerersersenenns

1023
1672
733
617
248

11,393

Source: U.8. Department of Commerce, Bureau of Economic Analysis

SWEDEN

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1995

g

g

Income, Production and Employment:
Nominal GDP2 ..........cccoomvnninninincnennnnesi, 2
Real GDP Growth (pet)3 .......coccmnrensinnmsiissenns
By sector:

AGrICUILUTe ....coveereiericrcnni et ne et rees
Nianpfacturing
Services ......ccocvverreneireeiien

Government .............coreres

Per Capita GDP (US$)2 ..... 24

Labor Force (000’s) ............. 4

Unemployment Rate (pct)

Money and Prices (annual percentage growth):

Money Supply (M3)4 ......oovereirerrerrrrerreciesseraeeresensennanes
Consumer Price Inflation

[<]

BBOm

B O

-

oo %2

N
-

Balance of Payments and Trade:
Total Exports FOBS .
Exports to U.S.8.
Total Imports CIF5 ...
Imports from U.S.¢
Trade Balance® .....
Balance with U.S.
External Public Debt 7 .
Fiscal Deficit/GDP (pct) .........covene..
Current Account Surplus/GDP (pct
Debt Service Payments/GDP (pct) ...
Gold and Foreign Exchange Reserves
Aid from U.S. ......ccovvereinrees
Aid from All Other Sources ....
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1. General Policy Framework

Sweden is an advanced, industrialized country with a high standard of living, ex-
tensive social services, a modern distribution system, excellent transport and com-
munications links with the world, and a skilled and educated work force. Sweden
exports a third of its Gross Domestic Product (GDP) and is a strong supporter of
liberal tradinggpractices. Sweden became a member of the European Union (EU) on
January 1, 1995, (arid had already harmonized much of its legislation and regula-
tion with the EU's as a member of the European Economic Area).

Sweden uses both monetary and fiscal policy to achieve economic goals. Active
lahor market practices are ?articularly important. The Central Bank enjoys signifi-
cant autonomy in pursuit of its avowed goal of price stability. Fiscal policy decisions
in the late 1980’s to lower tax rates while maintaining extensive social welfare pro-
grams swelled the government budget deficit and public debt, most of which is fi-
nanced domestically. Since the beginning of 1995, however, Sweden has made im-
pressive strides with its economic convergence program, having restored macro-
economic stability and created the conditions for moderate, low-inflation economic

growth,

During 1995 and 1996, Sweden has pulled out of its worst and longest recession
since the 1930s. (GDP declined by six percent from 1991 to 1993). Unemployment
has recently averaged 12 to 14 percent. (Swedes quote two unemployment figures,
open and “hidden.” “Hidden” unemployment, those in government training and work
programs, accounts for some 5 percentage j:oints of total unemployment.) In 1992
the Swedish krona came under pressure and was floated late that year; Swedish in-
terest rates soared but have come down rapidly during 1996-1997 and are now

about cne percentage point above German rates.

Sweden’s export sector is strong, resulting in Jarge trade balance surplus and in-
creasing current account surplus since 1994. Domestic demand has only recently
started to pick up, and it is expected to contribute to the growth in 1997. Structural
changes in recent years have prepared the way for future economic growth. The So-
cial Democratic government at the end of the 1980’s and the conservative coalition
government at the beginning of the 1990’s deregulated the credit market; removed
foreign exchange controls; reformed taxes; lifted foreign investment barriers; and
began to privatize government-owned corporations.

2. Exchange Rate Policies

Sweden floated the currency in November 1992 after briefly defending the krona
during the turbulence in European financial markets. From 1977 to 1991 the krona
was pegged to a trade weighted basket of foreign currencies in which the dollar was
double weighted. From mid-1991 the krona was pegged to the ECU.

Sweden dismantled a battery of foreign exchange controls in the latter half of the
1980’s. No capital or exchange controls remain. (The Central Bank does track trans-
fers for statistical purposes).

3. Structural Policies

Sweden’s tax burden exceeds 50 percent of GDP (63.8 percent for 1997). Central
government expenditure during the recent severe recession was ne: rly 75 percent
of GDP. The maximum marginal income tax rate on individuals is 55 percent. Effec-
tive corporate taxes are comparatively low at 28 percent, though social security con-
tributions add ABOUT 40 percent to employers’ gross wage bills. The value added
tax is two-tiered, with a general rate of 25 percent and a lower rate of 12 percent
for food, domestic transportation, and many tourist-related services.

Trade in industrial products between Sweden, other EU countries, and EFTA
countries is not subject to custoins dutg. nor are a significant proportion of Sweden's
imports from developing countries. When Sweden joined the EU, its import duties
were among the lowest in the world, averaging less than five percent ad valorem
on finished goods and around tliree percent on semi-manufactures. Duties were
raised slightly on average to meet the common EU tariff structure. Most raw mate-
rials are imported duty free, There is very little regulation of exports other than
military exports and some dual use products that have potential military or non-
proliferation application.

Sweden began abolishing a complicated system of agricultural price regulation in
1991. Sweden’s EU membership and consequent adherence to the EU’s common ag-
ricultural policy has brought some re-regulation of agriculture.
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4. Debt Management Policies

Centraé‘ﬁovernment borrowing guidelines require: that most of the national deb
be in Swedish crowns; that the borrowing be &redictable in the short term and flexi-
ble in the medium term; that the government(that is, the Cabinet) direct the extent
of the borrowing; and that the government report yearly to the Parliament.

Sweden's Central Bank and National Debt Office have borrowed heavi},y in foreign
currencies since the fall of 1992, increasini{the central government'’s foreign debt
five-fold to about a third of the public debt. Management of the increased debt level
so far poses no (i)roblems to the country, but interest payments on the large national
d(e_létngew rapidly in the early 1990’s. Total debt in late 1897 is about 76 percent
o .

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

Sweden is open to imports and foreign investments and camgaigns vigorously for
free trade in the World Trade Organization (WTO) and other fora. Import licenses
are not required except for items such as military material, hazardous substances,
certain agricultural commodities, fiberboard, ferro alloys, soine semi-manufactures
of iron and steel. Sweden enjoys ‘icensing benefits under section 5(k) of the U.S. Ex-
port Administration Act. Sweden makes wide use of EU and international stand-
ards, labeling, and customs documents in order to facilitate exports.

Sweden has harmonized laws and regulations with the EU’s. Sweden is now open
to virtually all foreign investment and allows 100 percent foreign ownership of busi-
nesses and commercial real estate, exc;pt in air and maritime transportation and
the manufacture of military materiel. Foreigners may buy and sell any corporate
share listed on the Stockholm Stock Exchange. Corporate shares may have different
voting strengths.

Sweden does not offer special tax or other inducements to attract foreign capital.
Foreign-owned companies enjoy the same access as Swedish-owned enterprises to
the country’s credit market and government incentives to business such as regional
development or worker training grants.

Public procurement lations have been harmonized with EU directives and
apply to central and local government purchases in excess of ECU 400,000. Sweden
is required to ‘Fublish all government procurement opportunities in the European
Community Official Journal. Sweden participates in all relevant WTO codes con-
cerned with government procurement, standards, etc. There are no official counter-
trade requirements,

6. Export Subsidies Policies

The Swedish government grovides basic export promotion support through the
Swedish Trade Council, which it and industry fund jointly. The government and in-
dustry also fund jointly the Swedish Export Credit Corporation, which grants me-
dium and long-term credits to finance exrorts of capital goods and large-scale serv-
ice projects.

Sweden’s agricultural support policies have been adjusted to the EU’s common ag-
ricultural policy, including intervention buying, production quotas, and increased ex-
port subsidies.

There are no tax or duty exemptions on imported inputs; no resource discounts
to producers; and no preferential exchange rate schemes. Sweden is a signatory to
the GATT subsidies code. :

7. Protection of U.S. Intellectual Property

Swedish law strongly protects intellectual property rights having to do with pat-
ents, trademarks, copyrights, and new technologies. The laws are adequate and
clear. However, enforcement is not as strong as it should be, especially in the area
of copyright protection for software. The police and prosecutors need additional re-
sources, some specialized training to help with acquiring and preserving evidence
and clear signals from the top of the govemment that copyright protection is a rea
priority, especially within Swedish public sector organizations.

The courts are efficient and honest. Sweden supports efforts to strengthen inter-
national protection of intellectual gropert{ ri&,hts, often sharing U.S. positions on
these questions. Sweden is a member of the World Intellectual Property Organiza-
tion and is a party to the Berne Copyright and Universal Copyright Conventions
and to the Paris Convention for the Protection of Industrial Property, as well as to
the Patent Cooperation Treaty. As an EU member, Sweden has undertaken to ad-
herl;e to a series of other multilateral conventions dealing with intellectual property
rights.
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8. Worker Rights

a. The Right of Association.—Laws protect the freedom of workers to assoclate
and to strike, as well as the freedom of employers to organize and to conduct lock-
outs. These laws are fully respected. Some 83 percent of Sweden's work force be-
longs to trade unions. Unions operate independently of the government and political

arties, though the largest federation of unions has always been linked with the
argest political party, the Social Democrats.

b. The Right to Organize and Bargain Collectively.—Labor and management, each
represented by a national organization by sector, negotiate framework agreements
every two to three years. More detailed company agreements are reached locally,
The law provides both workers and employers effective mechanisms, both informal
and judicial, for resolving complaints.

c. Prohibition of Forced or Compulsory Labor.—The law prohibits forced or com-
pulsory labor, and the authorities effectively enforce this ban.

d. Minimum Age of Employment of Children.—Compulsory nine-year education
ends at age 16 and the law permits full-time employment at that age under super-
vision of local suthorities. Employees under age 18 may work only during daytime
and under supervision. Union representatives, police, and public prosecutors effec-
tively enforce thic restriction.

e. Acceptable Conditions of Work.—Sweden has no national minimum wage law.
Wages are set by collective bargaining contracts, which non-union establishments
usually observe. The standard legal work week is 40 hours or less. Both overtime
and rest periods are regulated. All employees are guaranteed by law a minimum
of five weeks a year of paid vacation; many labor contracts provide more. Govern-
ment occupational health and safety rules are very high and are monitored by
trained union stewards, safety ombudsmen, and, occasionally, government inspec-
tors. ,

f. Rights in Sectors with U.S. Investment.—The five worker-right conditions ad-
dressed above pertain in all firms, Swedish or foreign, throughout all sectors of the
Swedish economy. \

Extent of U.S. Investment in Selected Industries—U.S. “Di_rect
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars]

Category Amount

Petroletm .......ccccoviiiiiniriinciienirs et 1
Total Manufacturing .......ccoeeene 5554

Food & Kindred Products .................... 1

Chemicals & Allied Products ............... !

Metals, Primary & Fabricated .........coccocvviinnninniencnnn, 10

Machinery, except Electrical .............cccoovecvinnniieniinniencnne 778

Electric & Electronic Equipment ...........cceovviiinnniinnnnin 33

Transportation Equipment .............cccoominnieiivcnnnnieinnenn 1

Other Manufacturing ............. !
Wholesale Trade ..........ccocoevvenenne 378
Banking ........c...... 1
Finance/Insurance/Real Estate ........cccovevineerevicieninenvcnnnes 961
SeIrVICES ..ovvecreeeneirenierenieeiareneens s 635
Other Industries ........coccoveveens -19
TOTAL ALL INDUSTRIES 7629

1Suppressed to avold disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analysis
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Key Economic Indicators
[Billions of U.8. Dollars unless otherwise indicated)

1995 1996 19871

Income, Production and Employment:

NOMUNAL GDP ..vvovusernrsvcmvisssesernssmmiassmmmssssssssssssssassssssises 302.6 2926 2468
Real GDP Growth (pet)? ........covvvvcrmnmnennvsnnvnnesessnnaenan 08 0.7 0.4
GDP By Sector?
culture 68 NA N/A
anufacturing 943 N/A N/A
ces ........ 2049 N/A N/A
Government 3 464 44.7 37.8
Per Capita GDP (000s) . 437 417 34.7
Labor Force (0008)# .............covreererrimmonsicncnunisssisressersrens 2677 2,649 2,609
Unemployment Rate (pet) ..coccovvenciinrnciciniinnsnnninn. 35 39 4.6
Money and Prices (annual percentage growth):
Money Supgg (M) covverrrnrenienireirerirns et sanss e 2.2 71 8.7
Consumer Price Inflation (pct) 1.8 0.8 0.6
Exchange Rate(SFr/US$) ........ccccvinrcrinnsenimneesneionnnens 1.18 121 1.48
Balance of Payments and Trade:
Total Exportss ........ccccmnmrninnenmimmnimisoinimse 776 1782 69.6
Exports to U.S. ............ 6.6 6.8 6.7
Total Imports?® ............... 768 74.6 69.2
Imports from U.S. ....... 4.5 4.9 4.9
Trade BalanceSb ............... 0.7 1.8 0.3
Balance with U.S, ......... 2.1 1.9 18
External Public Debt.® 6968 1716 64.3
Fiscal Deficit/GDP (pct) 2.2 2.8 3.2
Current Account Surplus/GDP (pet) .... 7.0 8.9 7.9
Debt Service Payments/GDP (pet) .., 0.9 03 0.9
Gold & Forei xchange Reserves 7 444 406 40.3
Aid from the U.S. ........cccou. 0 0 0
Aid from All Other Sources 1) 0 0

All 1997 figures are estimated.

Estimates for 1996

Including Social welfare expenditures

Full-time workers only

$Merchandise trade excluding gold and other precivus metals, jewels, artwork antiques; Source: Swiss
CustomsAdministration; 1997 figures are estimates based on“d‘nu available through August 1997,

:x:d:rmsl,ﬁvemmem only, excluding cantons and

- “w -

1. General Economic Framework

Switzerland is a small, highlg developed, internetionally oriented, and open multi-
lingual market, characterized &r’a develoged manufacturing sector, a hig %skilled
workforce, a large services sector and a high savings rate. Per capita GDP is the
highest in Europe. When Swiss voters decided in December, 1992 to reject the Euro-
pean Economic Area (EEA) Treaty, Switzerland found itself in the awkward position
of beinE located in the heart of Europe, without being fart of the EEA or a member
of the EU. With over 60 percent of its exports going to Europe, the Swiss govern-
ment is making every effort to maintain its competitiveness in Europe while diversi-
fying its export markets. Currently, Switzerland is in bilateral negotiations with the

U covering a number of sectors, but talks have been sta\led for months over the
thorny issue of fees for EU trucks transiting Switzerland.

After economic prosperity in the eighties, the Swiss economy has been Western
Europe’s weakest since 1990, with growth averaging less than one percent per year.
As a result, Switzerland has run lar;ze deilcits causing a corresponding increase in

ublic debt. The federal government is seeking to reduce the deficit to less than one

illion Swiss Francs in 1 by strictly controllinq e?enditures. No systematic use
is made of fiscal policy to stimulate the economy. In April 1967, however, the Swiss
Parliament voted to spend USD 379 million on an investment proram to help the
Swisgs economy pull out of recession. Most of the funds will be szecd in the construc-
tion sector to renovate public infrastructure. USD 41 millior. - ill be provided to
maintain the apprenticeship program and USD 14 million will be spent for the pro-
motion of technology and innovation. B _ ]
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The Swiss National Bank (SNB) is independent from the Finance Ministry. The
main objective of the SNB's poli% is Slrice stability. Monetary policy is conducted
&r&ugh %%en market operations, The discount rate is used by tl?g S%B as a eignal

e public.

2. Exchange Rate Policies \

-Since the extremely weak domestic economic outlook became clear, the SNB has
prevented further apipreclation of the Swiss franc by accelerating wth of the
money supply. The high Swiss franc had been seen as one of the main reasons for
the weak performance of exports. In the mid and long term, the SNB does not follow
any exchange rate policy, and the Swiss franc is not pegge& to any foreign currency.

3. Structural Policies

. Few structural policies have a significant effect on U. S, exports. One exception
is telecommunications. In 1997, the Swiss Parliament decided to liberalize and pri-
vatize the Swiss telecommunications sector, opening a market to investment and
competition from U.S. firms. The liberalization is scheduled for implementation by
January 1, 1998,

Agriculture is heavily regulated and supported by the federal government. Farm-
ers’ revenues are pegged to those of blue collar workers in industry through guaran-
teed prices or direct payments. As a result of the Uruguay Round, Switzerland con-
verted all non-tariff barriers into tariffs and must reduce them by ar. average of 30
percent by the year 2000. In June 1996, Swiss voters sup a revigion of the
agriculture article in the Federal Constitution. The new article establishes the basis
for decoupling agricultural subsidies from production to promote more market-based
and environmentslly friendly production. The Swiss parliament is currently (fall
1997 and winter 1998) deba ;t:f the government’s proposal for agricultural reform.

In early 1996, the new ca law came into effect, introducing the presumption
that horizontal ﬁgreements setting prices, production volume, or territorial distribu-
tion diminish effective competition and are therefore unlawful. As part of its Uru-
guay Round commitments, Switzerland enacted legislation on January 1, 1996, pro-
viding for nondiscrimination and national treatment in public procurement at the
federal level. A separate law makes less extensive guarantees at the cantonal and
community levels.

4. Debt Management Policies
As a net international creditor, debt managemeni policies are not relevant to
Switzerland.

5. Aid 9.
Switzerland does not receive any aid payments.
6. Significant Barriers to U.S. Exports

Import Licenses: Import licenses for many agricultural products are subject to tar-
iff-rate quotas and tied to an obligation for imﬁorters to take a certain percentage
of domestic production. Tariffs remain quite high for most agricultural products that
are also produced in Switzerland. ‘

Services Barriers: The Swiss services sector features no significant barriers to U.S
exgorts. Foreign insurers wishing to do business in Switzerland are required to es-
tablish a subsidiary - a branch here. Foreign insurers may offer only those types
of insurance for which they are licensed in their home countries. The most serious
barriers to U.S. exports existed in

the area of telecommunications. In 1997 however, parliament approved a legisla-
tive package which will liberalize and privatize the Swiss telecommunications sector
by January 1, 1998, opening this market to foreign competitors.

Standards, Tesiing, Labeling, and Certification: By ado‘gting EU automobile
standards in 1995, Switzerland allowed cars made in the EU (including EU-made
q‘x}'.oducts of U.S. manufacturers) to enter the Swiss market without further testing.

is development threatened to put automobiles manufactured in the United States
at a competitive disadvantage. a result of action by the United States, Switzer-
land agreed that U.S.-made cars imsorted directly by individuals can be registerec
with only minima! modification and testing. However, the United States is still
seeking complete spar’ity with the favorable access now enjoyed by EU models and
encouraging the Swiss government to recognize U.S. auto standards and test re-
sults. Certification of pet food continues to be a problem for U.S. exports. While the
Froblem for pet food containing poultry was resolved in 1997, the problem with pet
ood containing beef continues. The Swiss government passed a new law at the end
of 1996 stipulating that products containing genetically modified organisms must be

%
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labeled as such. This administrative requirement threatens to make even worse the
difficulties in importinf packaged. consumer ready food products. The slow process
for agprovmg genetically modified products also fresents problems for imports from
the U.S. Switzerland approved imports of genetically modified soybeans well after
the EU and as of October, 1997 still had not approved imports of any genetically
modified corn. Other standards and technical regulations in force in Switzerland are
ll)t:sl?d on international norms. Labels are required to be in German, French and
ian.

Investment Barriers: In most cases, foreign investment in Switzerland is granted
national treatment. Some restrictions on foreign investment arp]y to the following
areas: ownership of real estate by foreigners; aviation services; limits on the number
of foreign workers; and restrictions concerning the number of foreign directors on
the boards of corporations registered in Switzerland. For reasons of national secu-
rity, foreign participation in the hydroelectric and nuclear power sectors, operation
of oil pipelines, transportation of explosive materials, television and radie broadcast-
;ng, ownership of Swiss-based airlines, and maritime navigation, ar. restricted by
aw.

The board of directors of a joint stock company must consist of a majority of mem-
bers permanently residing in Switzerland and having Swiss nationality. Govern-
ment Procurement Practices: Switzerland is a signatory of the WTO Government
Procurement Agreement and fully complies with WTO rules concerning public pro-
curement. On the cantonal and local levels, a new law passed by the Parliament
in October 1995 provides for nondiscriminatory access to public procurement. The
U. S. and Switzesland reached a bilateral agreement in mid-1996 on a text which
expands the scope of public procurement.

Customs Procedures: Customs procedures in Switzerland are straightforward and
not burdensome. All countries are afforded WTO most-favored-nation treatment.

7. Export Subsidies Policies

Switzerland’s only subsidized exports are in the agricultural sector, where exports
of dairy products (primarily cheese) and processed food products (chocolate products,
grain-based bakery products, etc.) benefit from state subsidies. On rare occasions,
exports of domestic products such as beef, experiencing temporary surpluses, are
also subsidized. The United States and other WT'O members raised in the WTO the
issue of Swiss beef export subsidies, which violated WTQ rules. The implementation
of the Uruguay Round agreement requires a gradual reduction of export subsidies
and prohibits the introduction of subsidies for new products, such as beef.

8. Protection of U.S. Intellectual Property

Switzerland has one of the best regimes in the world for the protection of intellec-
tual gropertf', and protection is afforded equally to l'oreiFn and domestic rights hold-
ers. Switzerland is a member of all major international intellectual rOﬁrtd rights
conventions and was an active supporter of a strong IPR text on the GA rugua
Round negotiations. Enforcement is generally very good. It is expected that by mid-
1998 the Swiss will be in full compliance with their obligation under TRIPS to pro-
tect company test data required by national authorities in order to obtain aptproval
to market pharmaceuticals. New directives by the Swiss Intercantonal Office for the
Control of Medicines will mandate a ten-year %rotection period for such data. The
lack of protection in this area has caused a problem recently for one U.S. company.
However, if the new protection period is implemented on schedule, it is very un-
likely that any further problems would arise for U.S. firms.

Patent protection is very broad, and Swiss law provides rights to inventors that
are comparable to those available in the United States. Switzerland is a member
of both the European Patent Convention and the Patent Coo;;eration Treaty (PCT),
making it possible for inventors to file a single patent application in the United
States (or other PCT country, or any member of the EuroYean Patent Convention,
once it enters into force) and receive protection in Switzerlard. If filed in Switzer-
land, a patent ap%!ication must be made in one of the country’s three official lan-
guages (German, French, Italian) and must be accompanied by detailed specifica-
tions and, if necessary, by technical drawings. The duration of a patent is 20 years.
Renewal fees are payable annually on an ascending scale. Patents are not renewable
beyond the original 20-year term, with the exception of pharmaceuticals, where the
Swiss adopted a patent term restoration procedure in 1995.

According to the Swiss Patent Law of 1954, as amended, the following items can-
not be covered by patent ;lmv‘ action: surgical, therapy and diagnostic processes for
application on humans and ».umals; inventions liable to disturb law and order and
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offend “good morals”; and animals and biological processes for their breeding. In vir-
tually all other areas, coverage is identical to that in the United States.

Trademarks are well protected. Switzerland recognizes well known trademarks
and has established simple procedures to register and renew all marks. The initial
period of protection is 20 years. Service marks also enjoy full protection. Trademark
infringement is very rare in Switzerland—street vendors are relatively scarce here,
and even they tend to shy away from illegitimate or gray market products.

A new copyright law in 1993 improved a regime that was already quite good. The
new law explicitly recognizes computer software as a literary work and establishes
a remuneration scheme for Frivate copying of audio and video works which distrib-
utes proceeds on the basis of national treatment. According to industry sources, soft-
ware piracy is on the rise, however. The problem appears to be largely due to illegal
copying by individuals and perhaps some retail estaglishments. It is highly unlikely
that there are any exports. Owners of television programming are fully protected
and remunerated for rebroadcast and satellite retransmission of their works, and
rights holders have exclusive rental rights. Collecting societies are well established.
Infringement is considered a criminal offense. The term of protection is life plus 70
years.

The Swiss also protect layout designs of semiconductor integrated circuits, trade
secrets, and industrial designs. Protection for integrated circuits and trade secrets
;’Js vetll'y similar to that available in the U.S., and protection for designs is somewhat

roader.

Industry sources estimate lost sales due to software piracy at $121 million in
1996. Trade losses and denied opportunities for sales and investment in all other
IPR sectors are minor in comparison.

9. Workers Rights

a. The Right of Association.—All workers, including foreign workers, have freedom
to associate freely, to join unions of their choice, and to select their own representa-
tives.

b. The Right to Organize and Bargain Collectively.—Swiss law gives workers the
right to organize and bargain collectively and protects them from acts of anti-union
discrimination. The right to strike is legally recognized, but a unique informal
agreement between unions and employers has meant fewer than 10 strikes per year
since 1975. There were no significant strikes in 1997.

¢. Prohibition of Forced or Compulsory Labor.—There is no forced or compulsory
labor, although there is no legal prohibition of it.

d. Minimum Age for Employment of Children.—The minimum age for enployment
of children is 15 years. Children under 13 may be employed in light duties for not
more than 9 hours a week during the school year and 15 hours otherwise. Employ-
ment between ages 15 and 20 is strictly regulated.

e. Acceptable Conditions of Work.—There is no national minimum wage. Indus-
trial wages are negotiated during the collective bargaining process. Such wage
agreements are also widely observed by non-union establishments. The Labor Act
establishes a maximum 46-hour work week for blue and white collar workers in in-
dustry, services, and retail trades, and a 50-hour work week for all other workers.
The law prescribes a rest period during the work week. Overtime is limited by law
to 260 hours annually for these workinﬁ 45 hours per week and to 220 hours annu-
ally for those working 50 hours per week.

The Labor Act and the Federal Code of Obligations contain extensive regulations
to protect worker health and safety. The regulations are rigorously enforced by the
Federal Office of Industry, Trades, and Labor. There were no allegations of worker
rights abuses from domestic or foreign sources.

f. Rights in Sectors with U.S. Investments.—Except for special situations (e.g. em-
ployment in dangerous activities regulated for occupational, health and safety or en-
vironmental reasons), legislation concerning workers rights does not distinguish
among workers by sector, by nationality, by employer, or in anﬂother manner which
would result in different treatment of workers employed by U.S. firms from those
employed by Swiss or other foreign firms.
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1896

[Millions of U.S. dollars)

Category Amount
PetroleUm ...t sesnssens 703
Total Manufacturing .........c.ccceennnne 4426
Food & Kindred Products ........... 1
Chemicals & Allied Products ..........corevvvvnerinnncviniecinncniens 9317
Metals, Primary & Fabricated 180
Machinery, except Electrical ..........ccoivvvnnirirmerniinienenane 789
Electric & Electronic Equipment ........c.ccccoomvererviernrenns 494
Transportation Equipment ........c..cccovveiinicninnennenininien }
Other Manufacturing ..., 633
Wholesale Trade 10,341
Banking ......ccooviinniniecncainnas 2083
Finance/Insurance/Real Estate ........cc.ccccviviircncnincniiinnnn, 16,826
Services .....ociiirieniiniine 1241
Other Industries .........cccovviiverinrvenininnncnnen, 131
TOTAL ALL INDUSTRIES 35,761
1Suppressed to avold disclosing data of individual companies,
Source: U.S. Department of Commerce, Bureau of Economic Analysis
TURKEY
Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)
1995 1996 19971
Income, Production and Employment:
Nominal GDP ................. 1698 1823 194 -
Real GDP Growth (pct) . 7.2 7.0 6.0
GDP by Sector:
%ﬂculture ............. 26.7 30.7 N/A
anufacturin 44.7 38.6 N/A
Services ........ 84.9 91.8 N/A
Government 13.6 16.3 N/A
Per Caxgita GDP (US$) 2,756 2,962 3,000
Labor ¥orce (000s) ..... 22,446 23,030 222,63
Unemployment Rate (pct 6.6 68 25.8
Money and Prices (annual percent growth):
Money Supgg Growth (M2) ..o, 934 1303 96
Consumer Price Inflation .........ccccccovurivvcmmnincrnnicinens 89.1 80.4 85
Exchange Rate (TL/USS, avg) .....cccoveinsiniinnsninnsieenss 45,706 81,137 152,000
Balance of Payments and Trade:
Total Exports FOB ... 216 23.1 26
Exports to U8, .....ccccvnnmvnrnivnrnenninninnnn, 1.6 1.6 1.9
Total Imports CIF ..., 36.7 42,9 46
Imports from U.S. ....ccovvnininnnncnmninenn, 3.7 3.2 3.5
Trade Balance ... -14.1 -19.9 -20
Batance with U.S. ....... 2.2 -1.6 -1.6
External Public Debt .............cricnvicnnninncninninnnn, 733 79.8 381.2
Fiscal Deficit/GDP (pct) ...... ConrearatE e e s sanes -4.0 -8.1 -9
Current Account Deflcit/GDP (pet) ....cvviiiniveniniinan, -1.3 2.4 2.4
Debt Service Payments/GDP (pct) .......coviiinrvienniinnnires 6.9 6.4 7.0
Gold and For Exchange Reserves* ............c...coniniiiens 244 27.8 311
Ald from US. ....cccvvinnnn eeresiiens oo seae e reets 0.41 0.36 0.31
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Key Economic Indicators—Continued
{Billions of U.S. Dollars unless otherwise indicated]

1995 1996 19973
Ald from other S80UPCES .........covreervevrinetsismesnaimsininioniess N/A N/A N/A
9’9’l;'nlm otherwise ind.cated, 1997 figures are estimates based on available monthly data In November

3As of April 1997,
3As of end-June 1997
4Includes reserves held by Central Bank and commervial banks. 1997 figure is as of 10/10/97.

1. General Policy Framework

From the establishment of the Regublic in 1923 until 1981, Turkey was an insu-
lated, state-directed economy. In 1981 the country embarked on a new course. The
government abandoned protectionist policies and opened the economy to trade and
investment. The state gave up much of its role in directing the econom{ and abol-
ished many outdated restrictions on private business. These reforms unleashed the
country’s private sector and have brought impressive benefits. Since 1981, Turkey’s
average 4.8 percent real GNP growth rate has been the highest of any OECD coun-
try. In terms of market opening, Turkey’s efforts reached a new stage in 1996 with
the finalization of a customs union with the European Union. Turkey has now har-
monized nearly all of its trade and industrial policies with those of the EU. Over
the coming years, Turkey is likely to reap substantial benefits from the customs
union, both in terms of trade creation and improved economy efficiency. This should
have an overall positive impact on U.S. exports.

Despite the impressive reforms introduced since 1981, Turkey continues to suffer
from an inefficient public sector (including substantial state ownership in the indus-
trial sector) and weak, often populist, political leadership. These remain the source
of the country’s perennial problems—large budget deficits and high inflation-—and
are a bottleneck to sustainable wth. Inflation has averaged about 75 percent
since 1988, and is likely to exceed 90 percent in 1997. In 1994, mismanagement of
these economic imbalances triggered a financial crisis and forced the government to
introduce a bou%h austerity program. The 1994 recession was Turkey’s worst since
World War II. The economy has bounced back strongly, however, growing by over
6 percent each year since 1995, indicating that Turkey’s cyclical boom-bust growth
pattern remains unbroken. Strong domestic demand has sparked a surge in imports,
as has the reduction of import duties and surcharges which accompanied the intro-
duction of the customs union on January 1, 1996.

After declining in 1994 and 1995, the budget deficit and public sector borrowing
requirement (PSBR) both rose significantly in 1996 and 1997, reflecting in part the
cost of the 1995 elections and gopulist economic measures introduced by the govern-
ments which have followed. The budget deficit is likelv to reach 10 percent of GNP
in 1997. To finance the deficit in the face of political uncertainty, the government
is forced to offer very high interest rates on short term domestic bonds, further exac-
erbating the deficit. Turkey’s recent coalition governments have had little success

'implementing the structural reform elements of the 1994 program. Public sector re-

form—including privatization, social security and tax reforms, and trimming of agri-
cultural and other subsidy programs—is widely acknowledged as the key to resolv-
ing the economy’s problems and setting the stage for stable, private sector led

: Frowth. Turkeéy and the IMF concluded a standby arrangement in 1994, which
a

psed in 1995; they are discussing the possibility of a new agreement.

Building on significant liberalization of the economy in the mid-1980s, Turkey’s
private sector has become less dependent on the government. As a result, it has
grown at an even faster pace than the overall economy, while it also expanded its
share of Turkey’s GDP. Turkey’s most successful commies are foreign oriented and
very comg:titive. U.S. companies have experienced a boom in exports to 'l‘urkeg, ex-
panding both their market share and their overall value of trade. The United States
maintains a large and growing trade surplus with Turkey.

2. Exchange Rate Policy

The Turkish lira (TL) is fully convertible and the exchange rate is market deter-
mined, although the Central Bank sets a daily reference rate. The Central Bank in-
tervener in money markets to dampen short term exchange rate fluctuations and
manage the TL's rate of depreciation.
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Overvaluation of the TL from 1989-93 was a significant factor in the 1994 finan-
cial crisis. As a result, the TL depreciated against the dollar in real terms in 1994.
Since then, the government’s stated policy has been to maintain a stable real TL
exchange rate, measured against a trade-weighed dollar/German mark basket. Since
1994, however, the TL has a%ain appreciated in real terms, with the process accel-
erating somewhat during 1997.

3. Structural Policies

Since 1980, Turkey has made substantial progress implementing certain struc-
tural reforms and liberalizing its trade, investment, and foreign exchange regimes.
The resulting high growth rate and high rate of creation of private businesses has
" generated tremendous demand for imported goods, particularly capital goods and
raw materials, which together account for over 85 percent of total imports.

The government’s failure to pursue unfinished structural reform measures has
constrained private sector growth and prevented the economy from functioning at
full efficiency. State-owned enterprises still account for some 35 percent of manufac-
turing value added; although many of these firms are profitable, transfers to state
firms constitute a substantial drain on the economy. Government control of key re-
tail prices (especially in the energy and utilities sectors) also contributes to market
distortion, as prices are sometimes manipulated to meet political objectives. The
government actively supports the agricultural sector through both subsidized inputs
and crop support payments.

Turkey and the European Union entered into a customs union on January 1,
1996. Turkey has adopted the EU’s common external tariff for third countries,
which has resulted in lower tariffs for U.S. products. Nearly all industrial goods
from EU and EFTA countries, however, now enter Turkey duty free. The govern-
ment has also abolished various import surcharges. As part of the customs union
?; eme(ri)t, (;I\xrkey has revised its trade, competition, and incentive policies to meet

standards.

4. Debt Management Policies

As of June 1997, Turkey’s gross outstanding external debt was $81 billion, 75 per-
cent of which is government debt. Debt service payments in 1997 will amount to
an estimated 6.9 percent of GNP (and 51 percent of exports). Turkey has had no
difficulty servicing its foreign debt in recent years.

Turkey’s relatively low credit rating since-1994 has limited its access to foreign
borrowins, although in late 1997, Turkey successfully floated large ten-year Eurc-
dollar and Euromark issues. As a result, Turkey's domestic debt stock has increased
significantly. With the government forced to offer high real interest rates for short
periods to attract capital, interest payments have become a large budget burden. In
1997 they account for nearly 30 percent of total budget expenditures; they are fore-
cast to be 40 percent of 1998 expenditures.

5. Aid

In 1997, the United States provided Turkey with $22 million in Economic Support
Funds (grant assistance), $1756 million in Foreign Military Financing (market-rate
loans), $4.4 million in assistance under a USAID-funded family planning program,
$1.4 million in International Military Education and Training funding, and 5400,000
in counter-narcotics assistance. Turkey receives significant grant and loan aid from

“the European Union, but much of this is on hold as the result of political disputes.

6. Significant Barriers to U.S. Exports

The introduction of Turkey’s customs union with the EU in 1996 resulted in re-
duced import duties for U.S. industrial exports. The weighted rate of protection for
non-EU/EFTA industrial products dropped from 11 percent to 6 percent. By com-
parison, the rate of protection for industrial exports from EU and EFTA countries
in 1995 had been 6 percent; nearly all these goods now enter Turkey duty free.
There have been very few complaints from U.S. exporters that the realignment of
duty rates under the customs union has disrupted their trade with Turkey. The cus-
toms union does not cover agricultural trade. U.S. exporters have voiced increasing
frustration over barriers to agricultural trade, most notably a ban on the import of
livestock due to an outbreak of foot and mouth disease in 1996. Although the dis-
ease was brought under control by December 1996, and despite government prom-
ises to lift the ban, it remained in effect as of November 1997.

Import Licenses: Import licenses are generally not required for industrial prod-
ucts. The exception is products which need after-sales service (e.g. photocopiers,
ADP equipment, diesel generators). Licenses are required for agricultural commeod-
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ities. In addition, the government requires certification that quality standards are
met for imfortation of human and veterinary drugs and certain foodstuffs. This has
Posed problems for U.S. exporters. In 1996 the government tightened standards for
evels of various toxins found in grain, effectively halting U.S, grain exports, Discus-
sions with the Ministry of Agriculture successfully resolved the issue on an interim
basis. As of November 1997, imports of paddy rice were similarly banned because
of concerns about a possible nematode in imported rice; a U.S. government survey
of rice stocks should permit this trade to resume.

Government Procurement Practices: Turkey is not a signatory of the WTO Gov-
ernment Procurement Agreement. It normally follows competitive bid procedures for
domestic, international and multilateral development bank assigned tenders. U.S.
companies sometimes become frustrated over lengthy and often complicated bidding
and nefotmting processes. Some tenders, especially large projects involving co-
production, are frequentl opened, closed, revised, and opened again. There are
often numerous requests for “best offers”; in some cases, years have passed without
the selection of a contractor.

U.S. bidders for Turkish government contracts were subject to a 15 percent with-
holding tax. A bilateral tax treaty between the U.S. and Turk%y was signed in
March 1996 and ratified by the U.S. Senate in October 1997. The Turkish par-
liament apFroved the treaty in December 1897.before the end of the year, it will
gnter into force in 1998. The treat will eliminate this withholding tax for U.S. bid-

ers.

Investment Barriers: The United States-Turkish bilateral investment treaty en-
tered into force in May 1990. Turkey has an open investment regime. There is a
screening process for foreign investments, which the government applies on an MFN
basis; once approved, firms with foreign capital are treated as local companies.
There are, however, restrictions on the level of foreign capital in firms established
in a number of sectors including banking, insurance, petroleum, broadcasting, avia-
tion and maritime transportation. The right to third party arbitration, a condition
for the BIT, has not been upheld by Turkish courts, a source of major concern to
many investors.

7. Export Subsidies Policies

Turkey employs a number of incentives to promote exports, although X'lr\?igrams
have been scaled back in recent years to comply with EU directives and G WTO
standards. Turkish Eximbank provides exporters with credits, guarantees, and in-
surance programs. Certain tax credits are also available to exporters.

8. Protection of U.S. Intellectual Property

Turkey’s intellectual property has improved in certain respects since 1995. After
years of complaints from western businesses and governments about weak intellec-
tual property laws and lax enforcement, the Turkish Parliament aYlproved a number
of »7w laws in mid-1995 as part of Turkey's harmonization with the EU in advance
of .* .. customs union. The new patent, trademark, copyright and other laws, as well
as Turkish acceptance of a number of multilateral intellectual property conventions,
have given Turkey a comprehensive legal framework for protecting intellectual prop-
erty rights. Efforts are underway to educate businesses, consumers, judges, prosecu-
tors and others on the implications of the new laws. However enforcement efforts
remain lax and as a result copyright and patent riracy is widespread. The Turkish
judicial system remains overburdened and it will likely be some time before the nec-
essary elements for a smoothly functioning system are in place.

Copyrights: In June 1995 Parliament passed a bill amending Turkey’s 1951 copy-
right law. The bill:

—extends the term of copyrights from 20 to 70 years,

—extends coverage to computer software,

—increases fines for violators, and

—removes many previous exemptions to full copyright protection,

Turkey also acceded to a number of international copyright conventions during
1995, including the Paris Act (1971) of the Berne Convention and the 1961 Rome
Convention,

While a significant improvement, the amended copyright law still has deficiencies.
The government has acknowledged the need for further amendments to bring Tur-
key’s laws fully into compliance with Uruguay Round standards, but its ability to
pass legislation in 1996 and 1997 has been hampered by multiple changes of govern-
ment.
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Patents: A new patent law came into effect in June 1995 replacing Turkey’s 19th
century Sgtent law. The new law was subsequently amended in August and Novem-
ber of 1995. Turkish officials insist the law is fully compatible with the Uruguay
Round’s TRIPs agreement, although U.S. officials have questioned the law’s broad
compulsory licensing provisions.

The United States has pressed for further improvements, including coverage for
ﬂharmaceutical Broducts which will not begin until 1999 in accordance with Tur-

ey’s Customs Union commitments to the EU. The legislation does not contain
“pipeline” protection for pharmaceutical products. The Turkish Patent Institute is
now accepting ap lications for pharmaceutical patents in accordance with the TRIPs
agreement’s “mailbox” provisions.

Trademarks: Along with the patent law, Turkey replaced its trademark law in
1995. Here, too, it remains to be seen how effective the Turkish bureaucracy and
legal system will be in controlling the current widespread counterfeiting of foreign
trademarked products. :

Turkey acceded to a number of international patent and trademark conventions
in 1995, including:

—-;)he Stotckholm Act (1979) of the Paris Convention for Protection of Industrial

roperty, '

—the Patent Cooperation Treaty (1984),

—the Strasbourg Agreement on International Patent Classifications,

—the Geneva Act (1979) of the Nice Agreement on International Classification
of Goods and Services, and

—the Vienna Agreement establishing an international classification of figu-
rative elements of marks.

9. Worker Rights

a. The Right of Association.—All workers except police and military personnel
have the right to associate freely and form representative unions. Most workers also
have the right to strike, but the Constitution does not permit strikes among workers
employed in the public utilities, petroleum, sanitation, education and national de-
fense sectors, or by workers responsible for protection of life and property. Turkish
law requires collective bargaining before a strike. Solidarity, wildcat, and feneral
strikes are illegal. The law on free trade zones forbids strikes for ten years following
their establishment, although union organizing and collective bargaining are per-
mitted. The high arbitration board settles disputes in all areas where strikes are
forbidden.

b. The Right to Organize and Bargain Collectively.—Apart from the categories of
public employees noted above, Turkish workers have the right to organize and bar-
gain collectively. The law requires that in order to become a bargaining agent, a
union must represent not only “50 percent plus one” of the employees at a given
work site, but also 10 percent of all workers in that particular branch of industry
nationwide. After the Ministry of Labor certifies the union as the bargaining agent,
the employer must enter good faith negotiations with it. .

c. Prohibition of Forced or Compulsory Labor.—The Constitution prohibits forced
or compulsory labor, and it is not practiced.

d. Minimum Aﬁe for Employment of Children.—The Constitution prohibits work
unsuitable for children, and current legislation forbids full time employment of chil-
dren under 15. The law requires that school children of age 13 and 14 who work
part time must have their working hours adjusted to accommodate school require-
ments. The Constitution prohibits children from engaging in physically demanding
labor, such as underground mining, and from working at night. The laws are effec-
tively enforced only 1n organized industrial and service sectors. Unionized industry
and services do not employ underage children. In the informal sector, many children
under 13 work as street vendors, in home handicrafts, on family farms, and in other
enterprises.

e. Acceptable Conditions of Work.—The Ministry of Labor is legally obliged,
through a tripartite government-union-industry board, to adjust the minimum wage
at least every two years and does so regularly. Labor law provides for a nominal
46 hour work week and limits the overtime that an employer may request. Most
workers in Turkey receive nonwage benefits such as transportation and meal allow-
ances, and some also receive housmﬁ or subsidized vacations. In recent years, fringe
benefits have accounted for as much as two-thirds of total remuneration in the in-
dustrial sector. Occupational safety and health regulations and procedures are man-
dated by law, but limited resources and lack of safety awareness often result in in-
adequate enforcement.
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f. Rights in Sectors with U.S. Investment.—Conditions do not differ in sectors with

U.S. investment.

Extent of U.S, Investment in Selected Industries—U.S. Direct
lnvestment Position Abroad on an Historical Cost Basis—1996

[(Millions of U.S. dollars]

Category Amount
Petroleum .........ccooeimvinininmininnmencnmnsieres s srssines 87
Total Manufacturing ... 594
Food & Kindred Products ...... . 186
Chemicals & Allied Products ............ccoevccrvvevrimenrnciiniennnns 103
Metals, Primary & Fabricated ..............ccocomriniviniiiiriainen, J
Machinery, except Electrical ..........c..covrmvnrinirirnicnnrinnnnns
Electric & Electronic Equipment ..... versesrosisians
Transportation Equipment ............... wrresnrrenres 87
Other Manufa: turing ............. e, 117
Wholesale Trade ..................... i abenasrerarean .76
Banking .........cccorniniieninininniieanne 1
Finance/Insurance/Real Estate ............c.cocoveervvrniverveerreeninas -1
SeIVICES ..ovvvvieiiiriiinnicine i as e sressssens 1
Other INQUBLIIES ..ot e 2
TOTAL ALL INDUSTRIES .....c.coeorvirinierrrnreriensimenrivesrseneenns 1025
18, d o avold disclosing data of individual companies.
Soum U.8. Department of Commom. Bureau of Economic Analysis
UKRAINE
Key Economic Indicators
(Billions of U.S. Dollars unless otherwise indicat: o’
1995 1996 1997¢
Income, Production and Employment:
Nominal GDP ........ccoveicemimeemenmorsnsnirsensesoisvesasisssserenens 360 406 48.76
Real GDP SGerowth (PO .oerereicreierninieriesse et ene s asss s -11.8  -10.0 -34
culture ...................................................................... 49 14.60 16.29
ANUFACLUTING ..oveevireivrenirenrnsiirisreserssens e issresoreses 127 N/A N/A
Services (annual pet change) .....oiniicrccniincincnins 117 -12.7 N/A
GOVEITIMENL .....ccccrveiiinienrenrieinmrinesnsoiinnseiiensisinrorsesinn N/A N/A N/A
Per Capita GDP (US$) ....ccccccvvvvnvnrevicmicinernnninniinioresenns 680 8654 863
Labor Force (millions) ........cuvueiimernnirmonninnivennecniinn 212 212 21.2
Unemployment Rate (pet) .....ocooveviicirenimsncninninnin 06 1.1 3.1
Money and Przoes (annual percentage growth):
Money Supply Growth (M2) .......coocvnininiinniccnsneccnnans 117 40 N/A
Consumer gr{ce Inﬁation .................................................. 181 40 12.6
Exchange Rate (hryvnia/US$ - annual average)
OffICial ...vovvvieeeiinierrinrirve s eresssns s sssessesssaeseasvassssts 147 184 1.86
Balance of Paymen ts and Trade:
o B2 oot seiestes 138 18.46 18.38
Exports to U.5. (USS mIng) 4 oooooeoeoomeereesorscsrirrrns 4086 507 500
Total Imports, CIF3 ...........cccoonvirmnmcmmmnionmninsnn. 16.0 1935 19.78
Imports from U.S. (USE MINs)4 rrrrreerroooorrorssrorres 223 395 450.7
Trade Balance? ............ccrrviniernnnns 23 -89 -14
Balance with U.S. (US$ mins)+ 183 122 267
Current Account Deficit/GDP (pet) .......coeriiivniinecvcnnanias -4.3 3.1 N/A
External Public DebU/GDP (pet) ...occcovvenviinnincscnnicsenninns 8.1 9.9 N/A
Debt Service Pa Kmenta/GD ( 3.7 3.5 N/A
Fiscal Deficit/GDP (pct) .....c.cn.. veerer et senpo s enseets 6.7 6.0 N/A
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Key Economic Indicators—Continued
{Billions of U.S. Dollars unless otherwise indicated)

1996 1696 19871

Gold and Foreign Exchange Reserves ............. rasesseererines 11 1.7 N/A
Aid from U.S. (US$ millions)6 .. 448 5458  369.07
Aid from All Other Sources .........c..ccivrinnecrnnnenicrienenens N/A NA N/A

11997 figures are all estimates based on available monthly data through August 1997, or are 1997 fore-
cast. Source: Government of Ukraine
Percenta changen calculated in local currency
3 Merchandise trade
1Source: U.S. Department of Commerce and U.S. Census Bureau; exports FAS, imports customs basis;

1998 figures are estimates based on data available through November 1996.
;’Fléuorgt -re actual FY expenditures. Cumulative budgeted assistance (credits and grants)for FY 92-96 to-
tals $2.

billion.
1. General Policy Framework

Ukraine, a country which celebrated its sixth anniversary of independence in Au-
gust 1997, has followed a course of democratic development, social stability, and eco-
nomic reform. Since independence, Ukraine has changed governments, held par-
liamentary elections, drafted and passed a Constitution, eliminated its inherited nu-
clear weapons, created new govemmental institutions, curbed inflation, introduced
a new currency (the “hryvnia”), and assumed an active foreign policy. A tremendous
amount of work still lies ahead—particularly in the area of economic development
and the creation of an economic environment conducive to true market forces.
Progress has been relatively slow—but the movement is in a forward direction.

Ukraine’s economic inheritance from the Soviet Union of a large defense sector
and energy-intensive heavy industry has made transition to a market economy par-
ticularly difficult. The move to market pricing, the interruption of relationships with

roducers and suppliers in other parts of the former Soviet Union, and the delay
in undertaking serious economic reforms have led to steep declines in production
and widespread hardship among the population. Ukraine’s {;rincipal resources and
economic strengths include rich agricultural._land, significant coal and more modest
gas and oil reserves, a well developed infrastructure, a strong scientific establish-
ment, and an educated, skilled workforce. Ukraine is an important emerging market
at the crossroads of Eastern Europe, Russia, Central Asia, and the Middle kast, and
holds great potential for becoming an important new market for U.S. trade and in-
vestment. A significant number of both larie multinationals and smaller foreign in-
vestors are present in this challenging market. Ukraine’s ultimate trade and invest-
ment potential will depend largely on the success of its attempts to accelerate the
movement toward a market economy.

Economic reform in Ukraine began in earnest in October 1994, when President
Leonid Kuchma laid out his economic credo in a speech to the Ukrainian parliament
and set the country’s course on a definitive direction toward a free market. Ukraine
still has much progress to make in the areas of privatization, tax reform, and con-
tract enforcement. The government has had its greatest success in achieving macro-
economic stability. Inflation, for examgle. was reduced from a rate of over 400 per-
cent in 1994 to 40 percent in 1996; the rate in 1997 is likely to be lower than 16
percent. The exchange rate (vis-a-vis the U.S.) dollar has been steady within a nar-
row band in 1996 and 1997.

Ukraine entered 1997 with a comprehensive macroeconomic reform plan—
Ukraine Economic reform 1997—that held great promise. The package consisted pri-
marily of tax reforms and deregulation measures designed to stimulate economic d¢-
velopments, coax business out of the shadow economy, improve government re
nues and strengthen the pension system. Economic Reform 1997 was heralded as
a breakthrough in the government’s commitment to long-term, sustainable economic
reform. However, due to a lack of cohesion within the government and a failure by
the Kuchma administration and the cabinet of Ministers to fully embrace Economic
Reform 1997,.the package was unable to overcome entrenched interests in the par-
liament, where it was dissected and scrutinized in its many parts rather than con-
sidered as a package of interdependent reforms. Although many important compo-
nents such as the Value Added Tax (VAT) and Enterprise Profit Tax Reform were
eventually hassed, the bulk of the program has not been enacted.

The 1997 Budget was sent back to the cabinet several times for revision based
on only those provisions in the package that were enacted. The 1897 budget was
finally passed in July, and even those who voted for it conceded that it was “unreal-
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istic.” This was a primary factor in the postponement of the International Monetary
Fund’s (IMF) Extended Fund Facility in favor of a less demanding and shorter-term
stand-by loan. Disagreement over the government's failure to get the budget
throuf%h the parliament, as well as to deal with a host of other pressing issues such
as official corruption and mounting wage arrears, were factors in President
Kuchma’s dismissal of Prime Minister Lazarenko and therefore, under the Constitu-
tion, the entire cabinet. This change in government further delayed implementation
of measures that were crucial to reform and international financial institution (IFI)
conditionalities.

Ukraine’s budget deficit, which in the early years of independence was very large
an?. financed through highly inflationary borrowing from the National Bank of
Ukraine (NBU), is now largely under control, although continued shortfalls in ex-
p¢-.ted revenue have meant that the government normally operates on a “cash man-
agement” basis and wage arrears are common. The main sources of deficit financing
are limited government borrowing from the NBU, increasing issuance of domestic
government securities, and inflows of international financing through grants and
credits. The latter are largely from official sources. The role of IFls, in particular
the IMF and the World Bank, has been very important in Ukraine.

The NBU considers fighting inflation a top priority, and is aware that Ukraine’s
thin monetary base, a legacy of previous hyperinflation, means that even small
changes in the money supply can be potentially inflationary. Weak control over gov-
ernment spending also presents challenges, as do Ukraine’s relatively large inflows
of international assistance and its substantial debt repayment obligations, which are
spread unevenly throughout the year. Ukraine has cut back on credits to industry
and agriculture, which previously had led to high inflation.

2. Exchange Rate Policy

Ukraine has had a single unified exchange rate since October 1994. The exchange
rate is determined by daily auctions of the Ukrainian Interbank Currency Exchange
(UICE). A large number of currency exchange puints also exists. The difference be-
tween the UICE-set rate and the average rates at the currency exchange points is
normally insignificant. The National Bank of Ukraine intervenes in the currency
market to prevent rapid changes in the exchange rate and normally tries to kee
the hryvnia inside an informally set trading band against the dollar. Ukraine’s pol-
icy of requiring the mandatory exchange into hryvnia of 50 percent of foreign cur-
rency earnings remains unchanged. Despite significant progress in other areas,
Ukraine still maintains a number of restrictions on current account and capital ac-
count payments. Tough restrictions are also maintained for capital account trans-
actions. Any borrowing abroad has to be approved by the National Bank of Ukraine
(NBU). All these regulations do not seem to stem the excessive flow of foreign cur-
rency within the economy.

3. Structural Policies

Ukraine's burdensome and nontransparent tax structure remains a major hin-
drance to foreign investment and business development. In addition, the regulatory
environment is chaotic and taxes excessively high, forcing much business activity
underground and providing fertile ground for corruption. The Ministry of Finance
has moved to adopt new budget procedures for 1998, including spending ceilings by
ministry and budget justifications by program and spending priorities, The govern-
ment is in the process of establishing a one-stop business registration process de-
signed to have businesses registered within five days, reduce licensing requirements
to the minimum deemed necessary for health and safety, and centralize issuance in
the new Licensing Chamber. A draft Customs Code is advancing, and import and
export tariffs and restrictions on most products have been reduced.

Progress on mass privatization has been promisinﬁ, with sufficient numbers of en-
terprises entering the privatization pipeline to make the goal of privatizing 8,000
large and medium enterprises by the end of 1997 achievable, The July passage of
the 1997 Privatization program by the parliament and other recent measures have
helped accelerate the process and expedite the sale of large “blue chip” enterprises.
About 34,000 small scale enterprises out of a total of 40-45,000 have been
privatized. The State Property Fund, Ukraine's privatization authority, streamlined
its procedures for attracting strategic investors and has begun holding commercial
and noncommercial tenders for enterprises that are being privatized according to in-
dividual plans.
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4. Debt Management Policies

Ukraine’s foreign debt stood at about $11-12 billion in late 1996. The largest
amount is owed to Russia and Turkmenistan, primarily for past trade credits for
deliveries of gas, which have been rescheduled into long-term state credits. Ukvaine
owes another $2.5 billion to international financial institutions and bilateral export
credit agencies. The proportion of debt to Russia and Turkmenistan is continuing
to decline, since Ukraine is no longer building up significant arrearages for fuel de-
liveries. Debt service as a percent of GDP, anroximately three percent in 1996, is
expected to climb in 1997 as larger portions of previously rescheduled debt to Russia
and Turkmenistan become due.

Ukraine has begun to borrow from commercial markets, ‘placing a loan with a
Japanese bank in August. Ukraine had planned to issue formal Eurobonds and
Samuraibonds in 1997, but world financial turmoil and Ukraine’s fiscal problems
have put them on hold. Ukraine has made extensive use of IMF resources, starting
with a Systemic Transformation Facilitg in fall 1994, a standby loan in spring 1995,
and a second standby loan in spring 1996. Ukraine failed to negotiate a three year
Extended Fund Facility agreement with the IMF in 1997 and instead has negotiated
another stand-by agreement. Ukraine also has made extensive use of World Bank
structural adjustment lending.

5. Significant Barriers to U.S. Exports

The daunting menu of a VAT (20 %), import duties (ranging from 5-200%) and
excise taxes (10-300%) present a major obstacle to trade with Ukraine. A limited
number of goods, including raw materials, component parts, eguipment, machinery,
and energy supplies imported by commercial enterprises for “production purposes
and their own needs” are exempted from VAT. Many agricultural enterprises are
also exempt from the VAT.

Import duties differ and largely depend upon whether a similar item to that being
imported is produced in Ukraine; if so, the rate may be higher. A list of goods sub-
ject to excise taxes includes alcohol, tobacco, cars, tires, jewelry, and other luxury
items. Excise duty rates are expressed as a percentage of the declared customs
value, plus customs duties and customs fees paid for importing products.

The significant progress made in the last few years on economic stabilization and
the reduction in inflation have greatly improved conditions for U.S. companies in
Ukraine. However, foreign firms need to develop cautious and long term strategies
which take full account of the problematic commercial environment. The under-
developed banking system, poor communications networks, difficult tax and regu-
latory climate, increasing occurrences of crime and corrupiion, limited opportunities
to §varticipate in privatization, and lack of a well functioning legal system impede
U.S. exports and investment to Ukraine.

Ukraine’'s domestic production standards and certification requirements apply
equally to domestically produced and imported products. Product testing and certifi-
cation generally relate to technical, safety and environmental standards as well as
efficacy standards with regard to pharmaceutical and veterinary products. At a min-
imum, imports to Ukraine are required to meet the certification standards of their
country of origin. In cases where Ukrainian standards; are not established, country
of origin standards may prevail.

U.S. exports to Ukraine receive preferential custom rates if the following three
criteria are met: (1) the comgany is registered in the United States; (2) the goods
have a certificate to prove U.S. origin; and (3) the goods are imported directly from
the United States. There are no special registration or other requirements, accord-
ing to the State Customs Committee. Duties on goods imported for resale are subject
to varying ad valorem rates. Imported goods are not considered legal imports until
they have been processed though the port of entry and cleared by Ukrainian cus-
toms officials. Import licenses are required for very few goods, primarily medicines,
pesticides, and some industrial chemical products.

6. Export Subsidies Policies

As part of its efforts to cut the budget deficit, the government has significantly
reduced the amount of subsidies it provides to state-owned industry over the last
two years. Nonetheless, subsidies remain an important part of Ukraine’s economy,
particularly in the coal and agriculture sectors. These subsidies, however, appear
not to be specifically designed to provide direct or indirect support for exports, but
rather to maintain full employment and production during the transition to a mar-
ket-based economy. The government does not target export subsidies specifically to
small business. ine’s subsidy policy may change in the contert of its negotia-
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tions to join the World Trade Organization (WTO). The country’s fifth WTO Working
Party meeting was held in November 1997. Ukraine has tabled WTO marke access
offers for both goods and services.

7. Protection of U.S. Intellectual Property

Ukraine is committed legislativilﬁ/( to the protection of intellectual property, but
enforcement remains inadequate. Ukraine is a successor state to many of the con-
ventions and agreements signed by the former Soviet Union and is a member of the
World Intellectual Property Organization (WIPO). It is a member of the Paris Con-
vention on industrial property and the Universal Copyright Convention, and in 1995
joined the Berne Convention, Ukraine is also a member of the International Copy-
right Convention, the Madrid Agreement on registration of marks, and the Patent
Cooperation Treaty.

. Ukraine has established a_comprehensive legislative system for the protection of
intellectual property rights. Since 1993 Ukraine has enacted five IPR laws covering
inventions, industrial designs, trademarks, plant varieties, and copyrights. Com-
puter programs and sound recordings can be copyrighted according to Articles 18
and 19 of the Ukrainian copyright law. There are no data on infringement or coun-
terfeiting of trademarks. According to the Ukrainian Patent Agency, there are also
no statistics on the extent of piracy of books, music recordings, videos, or computer
software, although pirated movie videos, software music cassettes and CDs are
widely and openly available in stores and street kiosks in Kiev and other major
cities. Piracy and counterfeits clearly affect U.S. exports.

8. Worker Rights

a. The Right y Association.~~The new constitution guarantees the right to join
trade unions to defend “professional, social and economic interests.” Under the con-
stitution all trade unions have equal status, and no government permission is re-
quired to establish a trade union, The 1992 law on citizens’ organizations stipulates
noninterference by authorities in the activities of these organizations and their right
to establish and join federations and to affiliate with international organizations on
a voluntary basis. In negotiating wages with the government, all unions are per-
mitted to participate. In principle, all workers and civil servants including members
of the armed forces are free to form unions, but in practice the government discour-
ages certain categories of workers (e.g., nuclear power plant workers) from doing so.

There are no official restrictions on the right of unions to affiliate with inter-
national trade union bodies. The independent miners’ union and independent trade
unions have not been pressured to limit their contacts with international nongovern-
mental organizations. The AFL/CIO has a permanent representative in Kiev who
interacts freely with the consultative council of independent trade unions.

b. The Right to Organize and Bargain Collectively.—The law on labor conflict res-
olution guarantees the right to strike to all but members of the armed forces, civil
and security services, and employees of “continuing process plants” (e.g., metallur-
gical factories). This law prohibits strikes that “may infringe on the basic needs of
the population” (e.g., rail and air transportation). Strikes based on political demands
are illegal. However, this has not stopped miners and other workers from striking
and making political as well as economic demands.

The law on enterprises states that {(oint worker-management commissions should
resolve issues concerning wages, wor ixg conditions, and the rights and duties of
management at the enterprise level. Overlapping spheres of responsibility fre-
quently impede the collective bargaining process. The government, in agreement
with trade unions, establishes wages in each industrial sector and invites unions to
participate in the negotiations. Under current law, disputes are to be resolved by
the courts. There have been cases in which such disputes have not been settled in
a fair and equitable manner. -

c. Prohibition g{ Forced or Compulsory Labor.—The Constitution prohibits com-
pulsory labor, and it is not known to exist.

d. Minimum Age for Employment of Children.—The minimum employment age is
17. In certain nonhazardous industries, however, enterprises may negotiate with the
government to hire employees between 14 and 17 years of age, with the consent of
one parent. School attendance is compulsory to the age of 15, a regulation vigorously
enforced by the Ministry of Education.

e. Acceptable Conditions of Work.—The labor code provides for a maximum 40-
hour work week, a 24-hour day of rest per week, and at least 15 days of paid vaca-
tion per year. Stagnation in some industries (e.g., defense industry) significantly re-
duced the work week for some categories of workers. The Consiitution and other
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laws contain occupationa. safety and health standards, but these are frequently ig-
nored in practice. Lax safety standards caused mgny serious mine accidents, result-
ing in 243 deaths over 8 months of 1996 (358 jn all of 1995), which represents a
considerable increase in the ratio of fatalities pey ton of coal extracted amid decreas-
ing coal output. In theory workers have a legal right to remove themselves from
dangerous work situations without jeopardizifig continued employment. In rea]it{.
however, independent trade unionists report that asserting this right would result
in retaliation or perhaps dismissal by management. :

f. Rights in Sectors with U.S. Investment..~Enterprises with U.S. investment fre-
quently offer higher salaries and are more/observant of regulations than their do-
mestic counterparts. Otherwise, conditions do not differ significantly in sectors with
U.S. investment from those in the economj in general.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)

_LCategory Amount

PetroleUm .......ccieciveiiieniererenariiimesoeensensserissnssesssssnsstansmesssaens 0
Total Manufacturing ................. 1
Food & Kindred Products ........cc.ccccnvvieveiiiencnenenrionsninnes
Chemicals & Allied Products ..........cccoccenecinnncniienccnivnnneees
Metals, Primary & Fabricated .........cccccoeniinniniiinninennn
Machinery, except Electrical ...........cccoviivninncnnnnicnnnnns
Electric & Electronic Equipment .
Transportation Equipment ....
Other Manufacturing
Wholesale Trade .................
Banking .......cccvricenneniinienecscninenn
Finance/Insurance/Real Estate ....
Services .......coovveeviercenniiineeni i
Other ......c.oevcriiiniienieneinsccieninenins
TOTAL ALL INDUSTRIES ......cccoceceiriecrirnreeriinncnsnereesnennn

' Suppressed to avoid disclosing data of individual companies.
Source: U.S. Department of Commerce, Bureau of Economic Analyais
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UNITED KINGDOM

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

1995 1998 19972

Income, Production and Employment:
Nominal GDP ........
Real GDP Growth .
GDP by Sector:3

Agriculture

©
[«2]

[o X2}
A3REE 03
[+ . OO0 N=OHDOON o
[y

Government ..............
Per Capita GDP (US$))

, Labor Force (millions) .....
Unemployment Rate (pct) .....ocvvvcnninniinisionisienicsionenns

Money and Prices (annual percentage growth):
Money Supsly (M4) ooooeerecrreineenescecves e e ensananns
Consumer Price Inflation
Exchange Rate (US$/BPS)

Balance of Payments and Trade:*

Total Exports FOB ....... essatrerssesesatsenitssesease st srenersnnas e ses
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Key Economic Indicators—Continued
[Billions of U.S. Dollars unless otherwise noted) !

i 1995 1996 18972
Exports to U.S.5 .......... 28.4 31.0 34.8
TotaxP?mpons FOB ... 2680 2876 295.2
Imports from U.S.8 320 35.6 40.6
Trade Balance ......... 231  -254 -20.8
Balance with U.S.5 , -3.7 -4.7 8.7
Current Account Defici 15 1.6 .76
External Public Debt N/A N/A N/A
Debt Service Payments/GDP (pct) .. N/A N/A N/A
Jiscal Deficit/GDP (pet) ....ocoovevinnniene 6.4 4.0 15
Gold and Foreign Exchange Reserves ...........c.covvverene 47.0 46.3 41.1
Aid from U.S. .....cooivvreninisirnsincorssnnsansine e 0 0 0
Aid from All Other Sources ............ccoevvronmrecresniresrenies 0 0 1]

1Converted from British ’pound lter!i;\‘q (BPS) at the average exchange rate for each year.

21997 figures estimated from data available through Seg;o&m r.

2No sectoral data is available for 1997. For 1995 and 1996, sectors do not add to total due to treatment of
net exports and construction.

4 Merchandise trade (does not include services)

5Source: U.S. Department of Commerce and U.8. Census Bureau; e;gom FAS, imports customs basis;
1997 figures are estimates based on data available through September 1997.

Sources: U. K. Office for National Statistics, Bank of England
1. General Policy Framework

. The United Kingdom (UK) has a free market economy and a liberal financial serv-
ices environment.
In May, 1997, the Labour Party won an overwhelming Parliamenta?: majority,
ending 17 years of Conservative government. The new Prime Minister, Tony Blair,
inherited a strong economy, with the recovery from the 1990-92 recession in its fifth
year. Gross Domestic Prociuct (GDP) expanded 2.3 percent in 1996 and at a 3.0 per-
cent annual rate durix;)% the first half of 1997. Most analysts e);pect growth to slow
in the second half of 1997 and in 1998 as tighter monetary and fiscal policy combine
with a stronger sterliréssto put a brake on the economﬁ. nderlying inflation aver-
aged 3.0 percent in 1996, and is now slightly above the 2.5 percent target range.
nemployment has fallen significantly, reaching 7.1 percent in summer 1997, well
below that of many continental European nations.
_ Fiscal Policy: The sharp recession of 1990-92 led to a record budget deficit in
1993, encouraging the previous government to launch a deficit reduction program
in 1994. This and the economic recovery has helped begin to unwind the deficit. The
new government's determination to live within spending limits set by the previous
govemment, along with the introduction of additional revenue measures in Jul

997, has put the UK on a clear course to achieve fiscal balance by the year 2000.
The General Government Financial Deficit was 4.0% of GDP in fiscal year 1996
{(April 1996-March 1997) and is expected to fall to 1.5% in fiscal year 1997 and
0.256% in fiscal year 1998.

Tax Policy: The new government promised during the campaign not to raise the
personal income tax rate or broaden the Value Added Tax (VAT). The bottom and
top personal tax rates thus remain at 20 and 40 percent. The government intends,
however, to strengthen incentives for work and savings, and will review the tax (and
benefit) system to that end. This may produce tax reform in the medium-term. The
capital gains tax is being reviewed; findings will be reported in March 1998. The
main corporate tax rate was reduced in July 1997 to 31 percent from 33 percent;
the small companies’ rate was reduced to 21 from 23 percent. Labour also undertook
a controversial measure to tax the windfall gains of privatized utilities; this tax is
expected to yield 5.2 billion pounds sterling over three years, which will be used to
help finance the government’s new Welfare-to-Work program. Other domestic tax
revenue sources include the VAT (currently 17.5 percent) and excise taxes on alco-
hol, tobacco, retail motor fuels and North Sea oil production.

Monetary Policy: After the UK was effectively forced from the Exchange Rate
Mechanism (ERM) at the beginning of 1893, the Tory %ovemment established an
inflation target as the guiding objective for monetary policy. The new Labour gov-
ernment has reiterated the importance of a low inflation policy. It quickly iran'ted
the Bank of England independence to set interest rates, with the aim of achieving
an inflation target of 2.6 percent. The UK manages monetary policy through open
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market operations by buying and selling overnight funds and commercial paper.
There are no explicit reserve requirements in the banking system.

2. Exchange Rate Policy

Since the UK's withdrawal from the ERM in January 1993, the pound sterlin
has floated free}y. Sterling’s trade weighted exchange rate (1990=100) averaged 86.
in 1996. In the first nine months of 1997, it averaged 99.6. This agpreciation reflects
a variety of factors, including higher interest rates in the UK than in continental
Furope and possibly concerns in the market about European Economic and Mone-
tary Union (EMU).

The new Labour government has indicated it views EMU favorably, although it
has also declared it “unlikely” that the UK will join EMU when it is launched on
January 1, 1999. Should the government decide to pursue EMU membership, it has
promised to seek approval from Parliament and from the public (either through a
referendum or general election) before proceeding.

3. Structural Policies

The UK economy is characterized by free markets and open competition, and the
q_ovemment promotes these policies within the EU and in international trade fora.

he UK’s low labor costs and labor market flexibility are often credited as major
factors influencing the UK's success in attracting foreign investment.

Prices for virtually all goods and services are established by market forces. Prices
are set by the government in those few sectors where the sovernment still provides
services directly, such as urban transportation fares, and government regulatory
bodies monitor the prices charged by telecommunications, electric, natural gas and
water utilities. The UK’s participation in the EU Common Agricultural Policy sig-
nificantly affects the prices for raw and procrssed food items, but prices are not
fixed for any of these items. -

Over the fgast 17 {ears, Conservative governments pursued growth and increased
economic efficiency through structural reform, principally privatization and dere’lgu-
lation. The financial services and transportation industries were deregulated. The
government sold its interests in the autorotive, steel, coal mining, aircraft and air
transportation sectors. Electric power (excert nuclear), rail transportation and water
supply utilities were also privatized. Locai bus transportation is in the process of
privatization. Subsidies were cut substantially, and capital controls lifted. Employ-
ment legislation signiﬁcantly increased labor market ﬂexibilitly, democratized

-unions, and increased union accountability for the industrial acts of their members.
The Labour government in general is expected to continue this approach, and has
{:unched further reviews of the regulatory systems governing utilities and transpor-

tion. ’

Although these structural policies have achieved substantial economic results
some segments of the economy have still not adjusted. Social welfare programs and
the business community are still adjusting to job losses and changes in the business
climate resulting from deregulation and privatization.

4. Debt Management Policies

The UK has no meaningful external public debt. London is one of the foremost
international financial centers of the world, and British financial institutions are
major intermediaries of credit flows to the developing countries. The British govern-
ment is an active participant in the Paris Club and other multilateral debt negotia-
tions.

6. Significant Barriers to U.S. Exports

Structural reforms and open market policies make it relatively easy for U.S. firms
to enter UK markets. The UK does not maintain any barriers to U.S. exports other
than those implemented as a result of EU policies. '

6. Export Subsidies Policies

The government opposes export subsidies as a general principle, and UK trade-
financing mechanisms do not significantly distort trade. The Export Credits Guaran-
tee Department (ECGD), an institution similar to the Export-Import Bank of the
United States, was partially privatized in 1991,

Although much of ECGD’s business is conducted at market rates of interest, it
does provide some concessional lending in cooperation with the Department for
International Development (DFID, akin to the U.S. Agency for International Devel-
opment) for projects in developing countrfes. Occasionally the United States objects
to financing offered for specific projects.
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The UK’s development assistarice program also has certain “tied aid” characteris-
tics. The UK adheres to the OECD “Arrangement on Officially-Supported Export
Credits” to minimize the distortive effects of such programs.

7. Protection of U. S. Intellectual Property

UK intellectual property laws are strict, comprehensive and rigorously enforced.
The UK is a signatory to all relevant international conventions, including the Con-
vention Establishing the World Intellectual Property Organization (WIPO), the
Paris Convention for the Protection of Industrial Progerty, the Berne Convention for
the Protection of Literary and Artistic Works, the Patent Cooperation Treaty, the
Geneva Phonograms Convention and the Universal Copyright Convention.

. New copyright legislation simplified the British process and permitted the UK to
join the most recent text of the Berne Convention. The United Kingdom'’s positions
in international fora are very similar to the U.S. positions.

8. Worker Rights

a. The Right of Association.—Unionization of the work force in Britain is prohib-
ited only in the armed forces, public sector security services, and police force.

b. The Right to Organize and Bargain Collectively.—Nearly 9 million workers
about a third of the work force, are organized. Employers are not legally require
to bargain with union representatives, but are barred from discriminating based on
union membership. Employers are allowed to pay workers who don’t join a union
higher wages than union members doing the same work. The 1993 Trade Union Re-
form and Employment Rights Act limited that prohibition under certain special cir-
cumstances in matters short of dismissal. The new Labor Government has promised
it will require union recognition where at least half the workers belong to a trade
union. A white paper outlining this proposal is due early in 1968,

The 1990 Employment Act made unions responsible for members’ industrial ac-
tions, including unoflicial strikes, unless union officials repudiate the action in writ-
ing. Unofficial strikers can be legally dismissed, and voluntary work stoppage is con-
sidered a breach of contract.

During the 1880s, Parliament eliminated immunity from prosecution in secondary
strikes and in actions with suspected political motivations. Actions against subsidi-
aries of companies engaged in bargaining disputes are banned if the subsidiary is
not the emg}loyer of record. Unions encouraging such actions are subject to fines and
seizure of their assets. Many unions claim that workers are not protected from em-
ployer secondary action such as work transfers within the corporate structure.

¢. Prohibition of Forced or Compulsory Labor.—Forced or compulsory labor is un-
known in the UK.

d. Minimum Age for Employment of Children.—Children under the age of 16 may
work in an industrial enterprise only as part of an educational course. Local edu-
cation authorities can limit employment of children under 16 years old if working
will interfere with a child’s education.

e. Acceptable Conditions of Work.—The new government has ﬁromised to establish
a minimum wage, which was abolished by the Trade Union Reform and Employ-
ment Rights Act of 1993. A Tri-partite Commission is expected to make a specific
recommendation in 1998 regarding the level. Daily and weekly working hours are
not now limited by law, although the EU directive outlawing mandatory work weeks
longer than 48 hours will be implemented soon.

Hazardous working conditions are banned by the Health and Safety at Work Act
of 1974. A health and safety commission submits regulatory Tproposals appoints in-
vestigatory committees, does research and trains workers. The Heal_til and Safety
Executive (HSE) enforces health and safety regulations and may initiate criminal
proceedings. This system is efficient and fully involves workers’ representatives.

f. Rights in Sectors with U.S. Investment.—U.S. firms in the UK are obliged to
obey legislation relating to worker rights.

Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996

[Millions of U.S. dollars)]

Category Amount

Petroleum ....... everereterresereraeents reveeteen e et e s s e st ne e aReanes . . 14,889

46-400 98 - 8

e r————— Yy
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Extent of U.S. Investment in Selected Industries—U.S. Direct
Investment Position Abroad on an Historical Cost Basis—1996—Continued

[Millions of U.S, dollars)
Category Amount
Total Manufacturing ...........cccivevevnmscienninnennissmiensme 32,341
Food & Kindred Products ............ccouvetvnvrnimnicnvensrensssanns 4202
Chemicals & Allied Products ...........ocvvnvcimencrnienicenscrnnsens 8846
Metals, Primary & Fabricated .. . 1771
Machinery, except Electrical ........ . 6756
Electric & Electronic Equipment .........ccceieviviviniinivninnn 2705
Transportation Equipment ........c..cceeiincnninniionenn. 1384
Other Manufacturing ... 6677
Wholesale Trade ........cocorervirieinicnennnineosineesensisoasies s 7365
BanKIng ...cccvveiininnnninoniimninins s 5260
Finance/Insurance/Real Estate ..........ccoiveennierneineeriniesnnenes 68,339
Services 85621
Other Industries .... 5846
TOTAL ALL INDUSTRIES 146,660

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



AMERICAS

ARGENTINA

Key Economic Indicators
[Billions of U.S. Dollars unless otherwise indicated)

1996

g

19971

Income, Production and Employment:
GDP (at current prices)? ...........coonniersniesnisneniniseneni
Real GDP growth (pet) .........
GDP by Sector (pct):

ﬁgnculture
aufacturing
Mining ..........

Government ............ocvererens
Per Capita GDP (US$) .........
Labor Force (millions) ..........
Unemployment Rate (Pct) .....ccvveviicrenreaninaninniininons

Money and Prices (annual percentage growth):
Monay SUPBly (MDD e e s ]
Consumer Price Inflation3
Exchange Rate (Peso/US$)

Balance of Payments and Trade:

Total Exports (FOB) ....cccecnrvnnmnniinnnnmmmennn

Exports to the U.S, 4
Total Imports (CIF) ......coouevuies

Imports from the U.S.4
Trade Balance ...,

Balance with the U.S.¢
External Public Debt ................
Fiscal Deflcit/'GDP (ﬂct) .......................
Current Account Deficit/GDP (pct)
Debt Service Payments/GDP (pct)5.6 6.65.4.
Gold and Forg%n Exchange Reserves ....
Aid from United States .........c..oeernene
Aid from All Other Sources

3 Figures for 1997 are Embassy estimates,

2Nominal GDP is virtually the same in dollars or pesos. In April 1991, when the convertiblility plan tock
o!'!’eg‘taduz pooor‘ o:“ tied to the U.S. dollar at the rate of one to one.

+Source: T}.s. Department of Commerce apd U.8 Census Bureau; exports FAS, imports customs basis; 1896
figures are estimates based on data available through November 1996.

1. General Policy Framework

President Carlos Menem'’s far-reaching reform pro%rgam. which began in earnest
in 1891, has revitalized Argentina’s economy. From 1891 to 1994, real GDP growth
averaged nearlly eight percent annually. However, due principally to the Mexican
peso crisis, real GDP fell 4.4 gercent fn 1995. The economy rebounded in 19968 with
a GDP growth of 4.3 percent. In 1987, GDP growth will exceed six percent. Inflation
remains low with the annual rate of increase for consumer prices in 1997 expected
to be below 1.0 mrcent—-a major accomplishment given entina’s bouts with
hyperinflation within the last decade. A stable exchange rate and_reductions in
trade barriers resulted in a boom in imports, particularly from the United States,
during 1991-94. In 1897, Argentina’s trade éeﬁcit with the United States is pro-
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jected to be about 2.6 billion dollars. Argentina is expected to incur a four billion
dollar overall trade deficit in 1897, reflecting strong demand for imports generated
by rapid economic growth.

The number of financial institutions in Argentina dropped from over 200 in De-
cember 1994 to about 120 by the end of 1997. In many respects, Argentina’s macro-
economic persfectives are better than at any time since December 1994. Argentina
remains one of the hemisphere’s most promising emerging markets.

The public sector budget is expected to run a deficit in 1997 of about 4.5 billion
dollars—less than 1.6 percent of GDP. Tax collection has improved, but evasion is
a major problem for the government. Still, impressive economic growth and in-
creases in consumption generated better tax receipts in 1997 than in 1996.

The Central Bank of Argentina controls the money supply throuih the buying and
selling of dollars. Under the Convertibility Law of 1991, the exchange rate ¢f the
Argentine peso is fixed to the dollar at the rate of one to one. This rate is expected
to remain unchanged in the medium term.

2. Exchange Rate Policy

Argentina has no exchange controls. Customers may freely buy and sell currency
from banks and brokers at market prices. The Central Bank buys and sells dollars
at the rate of one peso per dollar.

3. Structural Policies

The Menem administration’s reform EroEmm has made significant prcgress in
transforming Argentina from a closed, highly regulated economy to one based on
market forces and international trade. The government's role in the economy has
diminished markedly through the privatization of most state firms, including the
large oil firm YPF in 1993. The authorities have also eliminated price controls on
almost all goods and services. Still, recurrent trade deficits from 1992 to 1994 and
high unemployment led the government to take some ad hoc protectionist measures.
For example, in 1994 the authorities imposed increased “specific” duties on almost
all textile and footwear imports, followed in 1995 by increased duties on apparel im-
ports. Subsequently, the government put in place burdensome certificate-of-origin
and labeling requirements on imports of these, and other unrelated products. In
February 1997, Argentina repealed the existing “specific” duties on footwear—only
to immediately reinstate them under a safeguard investigation. At the same time,
the United States requested formation of a O panel to review Argentina's foot-
wear and textile regimes, as well as the three-percent statistical tax. In a prelimi-
nary ruling in September 1997, the WTO panel found that the textile regime and
statistical tax violate Argentina’s WTO commitments. Further, in November 1997,
the Government of Argentimut in place pre-shipment inspection requirements for
imports of most consumer goods and vehicle products.

Arﬁntina, Brazil, Paraguay and Uruguay established the Southern Cone Com-
mon Market (Mercosur) in 1991, and on January 1, 1995, formed a partial customs
union with a common external tariff (cet) covering approximately 86 percent of
trade. The CET ranges from zero to 23 percent. Initially, the government exempted
some products from the cet, such as capital goods, informatics and telecommuni-
cations, to help support the modernization of the industrial infrastructure. However,
in August 1996 tariffs on these items were increased to the Mercosur level. As a
result, maer:{ non-Mercosur products entering Argentina now face higher tariffs.
Chile signed a free trade agreement with Mercosur, effective October 1, 1996, but
will not participate in the cet. Bolivia also entered into a similar pact on April 30,
1997. Mercosur is also discussing the prospect of a free trade agreement with the
Andean community. In January 1998, the Government of Argentina put in place a
three percent increase in its CET allowing for exceptions in capital goods,
informatics, telecommunications and other items. )

Argentina signed the Uruguay Round agreements in April 1994, its congress rati-
fied the agreements at the end of 1994, and Argentina became a fo'inding member
of the WTO on January 1, 1995.

4. Debt Management Policies

Argentina’s ctpublic debt maturities are mostly concentrated in the longer term.
Debt increased in 1997 and approached $100 billion—slightly less than 30 percent
of gdp. Ar%fntina is exrecbed to make total debt service (principal and interest) ga -
ments of about $15 billion per year through 1999, Interest payments on public debt
in 1898 will represent only about two percent of gdp. There is no indication that
Argentina will face debt financing difficulties in the medium term.
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8. Significant Barriers to U.S. Exports

. One of the key reforms of the Menem administration has been to open the Argen-
tine economy to international trade. The government abolished the import licensing
sKstem in 1989, and in 1990 cut the average tariff from nearly 29 percent to less
than 10 percent. However, Mercosur common external tariff rates are slightly high-
er, so that Argentina’s average tariff is now closer to 17 percent. In August 1996,
to increase revenue in the aftermath of the Tequila crisis, the Government of Argen-
tina raised the tariff on capital goods—from ten to fourteen percent—to boost reve-
nues. Capital goods account for over 40 percent of U.S. exports.

Barriers to U.S. Exports: despite the generally open market for imports, the au-
thorities occasionally erect protectionist barriers, such as the increase in “specific”
duties applied to textiles and footwear in January 1994. Restrictions apply to im-
ports of a broad range of used and manufactured equipment as well. In May 1996
the government issued a resolution requiring local generation of a majority of cable
TV channels carried by cable and pay television operators in Arﬁentina. The resolu-
tion also obliges all operators to register their programming with a government reg-
ulatory body. U.S. companies fear the measure will limit the entrance of new foreign
channels and programming, but it has had little impact to date on their operations.

Argentina also protects the automobile assembly industry through a combination
of quotas and heavy tariffs. Nevertheless, the number of foreign-manufactured vehi-
cles on the roads is increasing because of heavy demand that outstrips local produc-
tion. The government plans to dismantle the ﬁresent auto protection scheme by
2000, when a common Mercosur auto policy is scheduled to take effect.

Standards: Argentina generally recognizes U.S. and European standards. How-
ever, as the government and its Mercosur partners gradually establish a more struc-
tured and defined standards system, the standards requirements are becoming pro-
gressively more complex, particularly for medical products. Under the WT'O Agree-
ment on Technical Barriers to Trade, Argentina established an “enquiry point” to
address standards-related enquiries. While this enquiry point exists formally at the
Direccion General de Industria, it is not fully functional at present.

Service Barriers: in January 1994, the authorities abolished the distinction be-
tween foreign and domestic banks, U.S. banks are well represented in Argentina
and are some of the more dynamic players in the financial market. U.S. insurance
companies are active in providing life, property and casualty, and workers com-
Fensation insurance. The privatization of pension funds has also attracted U.S.

irms.

Investment Barriers: There are very few “harriers to foreign investment. Firms
need not obtain permission to invest in Arge.atina, Foreign investors may wholly
own a local company, and investment in shares on the local stock exchange requires
no government approval. There are no restrictions on repatriation of funds.

A United States-Argintina bilateral investment treaty came into force on October
20, 1994. Under the treaty, U.S. investors enjoy national treatment in all sectors
except shipbuilding, fishing and nuclear power generation. An amendment to the
treaty removed mining, except uranium %roduction, from the list of exceptions. The
treaty allows arbitration of disputes by the International Center for the Settlement
of Investment Disputes or any other arbitration institution mutually agreed by the
parties.

Government Procurement Practices: Argentina is not a signatory to the WTO Gov-
ernment Procurement Agreement, and the “Buy Argentina” program was perma-
nently eliminated in October 1991. Government procurement in Argentina is subject
to articles 55 through 64 of the Accounting Law (Ley de Contabilidad del Estado).
Government purchases of less than $100, 000 are affected by direct invitation to bid;
no tender is published. Purchases of between $100,000 and $1,000,000 require pub-
lished tenders and an open bidding process. When required, tenders are published
in the Official Gazette. Tenders for purchases of less than $5,000,000 are published
for a period of two to four days; for purchases of more than $5,000,000 tenders are
published for a period of eight days.

Customs Procedures: Customs procedures are cumbersome and time-consuming,
thus raising the cost for importers, Installation of an automated system in 1994 has
eased the burden somewhat. The government is resorting more frequently to certifi-
cate-of-origin requirements and reference prices to counter under invoicing and “so-
cial” dumping, primarily from the Far East. In 1997, the government merged the
customs and tax authorities to boost revenue collection and improve efficiency. It in-
stituted a preshipment inspection system in late 1997 to verify the price, quality
and quantity of imports. The system will be implemented by six private firms.
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6. Export Subsidies Policies

As a WTO member, Argentina adheres to WTO subsidies obligations. It also has
a bilateral agreement with the United States to eliminate remaining subsidies pro-
vided to industrial exports ard ports located in the Patagonia region. Nevertheless,
the government retains minimal supports, such as reimbursement of indirect tax
payments to exporters. The government also maintains an industrial specialization
program which allows certain industries that boost their exports to report a com-
gs{’%ble amount of imports at a reduced tariff. The program will end in the year

7. Protection of U.S. Intellectual Property

Argentina is a member to most treaties and international agreements on intellec-
tual property, including the Paris Convention on Industrial Property (Lisbon revi-
sion and nonsubstantive portions of the Stockholm revision), the Brussels and Paris
revisions of the Berne Convention, the Universal CoRyri ht Convention, the Geneva
Phonogram Convention, the Treaty of Rome and the Treaty on the International
Registration of Audiovisual Works. In addition, Argentina is a member of the World
Intellectual Property Organization (WIPO). However, reform of Argentina’s patent
system has in recent gears been a contentious bilateral issue. The United States
suspended fifty percent of Argentina’s GSP benefits in Ma{ 1997, because of its fail-
ure to enact adequate patent protection for pharmaceuticals, and Argentina remains
on the Special 301 Priority Watch List. U.S. industries have cited enforcement of
existing intellectual property protection as problematic in several instances.

Patents: after a three-year conflict between the entine executive and congress
over the issue of patent protection for pharmaceutical products, the executive issued
a March 1996 decree consolidating previous patent legislation. Under the decree, Ar-
gentina will issue patents for pharmaceuticals starting in November 2000. The de-
cree does not provide patent protection for products under development, and con-
tains ambiguous language on parallel imports and compulsory licenses. For exam-
KL:, the decree bans parallel imports but allows the import of products which have

n licitly placed in commerce in a third country. Compulsory licenses can be
awarded in cases of anti competitive practices or for failure to work a patent.

The March 1996 decree improves earlier Ar%entine patent legisla